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93p CONGRESS SENATE { ReporT
2d Session No. 93-1194

COMMODITY FUTURES TRADING COMMISSION ACT
OF 1974

SepTEMBER 30, 1974.—QOrdered to be printed

Mr. TaLmADGE, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 13113}

The committee of conference on the disagreeing votes of the two
Houses on the amendment of the Senate to the bill (H.R. 13113) to
amend the Commodity Exchange Act to strengthen the regulation of
futures trading, to bring all agricultural and other commodities
traded on exchanges under regulation, and for other purposes, having
met, after full and free congel:‘ence, have agreed to recommend and
do recommend to their respective Houses as follows:

That the House recede from its disagreement to the amendment of
the Senate and agree to the same with an amendment as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: ,

That this Act may be cited as the “Commodity Futures Trading Com-
mission Act of 19747, '

TITLE I— COMMODITY FUTURES TRADING

COMMISSION
Ske. 101. (a) Section 2(a) of the Commodity Exchange Act, as
amended (7 1530 2, 4),7Lsamnged— T

1) By wnserting “(1)” after the subsection designation.
2) By striking the last sentence of section 2(a) and inserting in
lieu thereof the following new sentence: “T he words ‘the Commission’
shall mean the Commodity Futures Trading Commission established
under paragraph (2) of this subsection.”
£3) By adding at the end thereof the following new paragraphs:
“(2) There is hereby established, as an independent agency of ‘ﬁﬁm 4
United States Government, a Comunodity Futures Trading OMn(w-
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93p CoNGRESS SENATE ) REPORT
2d Session No. 93-1131

COMMODITY FUTURES TRADING COMMISSION ACT
OF 1974

AvausT 29, 1974.—Ordered to be printed
Filed under authority of the order of the Senate of August 22, 1974

i

Mr. Taramaner, from the Committee on Agriculture and Forestry,
submitted the following

REPORT

[To accompany H.R. 13113]

The Committee on Agriculture and Forestry, to which was referred
the bill (H.R. 13113) to amend the Commodity Exchange Act to
strengthen the regulation of futures trading, to bring all agricultural
and other commodities traded on exchanges under regulation, and for
other purposes, having considered the same, unanimously reports fa-
vorably thereon with an amendment in the nature of a substitute and
recommends that the bill do pass.

SHOrT EXPLANATION

H.R. 13113 makes extensive changes in the Commodity Exchange
Act, brings under Federal regulation all agricultural and other
commodities, goods, and services traded on exchanges, and otherwise
strengthens the regulation of the Nation’s $500 billion commodity
futures trading industry.

The bill is designed to further the fundamental purpose of the Com-
modity Exchange Act in insuring fair practice and honest dealing
on the commodity exchanges and providing a measure of control over
those forms of speculative activity which often demoralize the markets
to the injury of producers, consumers, and the exchanges themselves.

(1)
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sion. T he Commission shall be composed of a Chairman and four other
Commissioners, who shall be appointed by the President, by and with
the adwvice and consent of the Senate. In nominating persons for ap-
pointment, the President shall seek to establish and maintain a bal-
anced Commission, including, but not limited to, persons of demon-
strated knowledge in futures trading or its regulation and persons of
demonstrated knowledge in the production, merchandising, processing
or distribution of one or more of the commodities or other goods and
articles, services, rights and interests covered by this Act. Not more
than three of the members of the Commission shall be members of the
same political party. Each Commissioner shall hold office for a term of
flve years and untid his successor is appointed and has qualified, ex-
cept that he shall not so continue to serve beyond.the expiration of
the next session of Congress subsequent to the expiration of said
fived term of office, and except (A) any Commissioner appointed to
fill a vacancy ocourring prior to the expiration of the term for which
his predecessor was appointed shall be appointed for the remainder
of such term, and (B) the terms of office of the Commissioners first
taking office after the enactment of this paragraph shall ewpire as
designated by the President at the time of nomanation, one at the
end of one year, one at the end of two years, one at the end of three
years, one at the end of four years, and one at the end of five years.

“(3) A vacancy in the Commission shall not impair the right of the
remaining Commissioners to exercise all the powers of the Commission.

“(4) The Commission shall have a General Caunsel, who shall be
appointed by the Commiission and serve at the pleasure of the Com-
massion. The General Counsel shall report directly to the Commission
and serve as its legal advisor. T he Commission shall appoint such other
attorneys as may be necessary, in the opinion of the Commission, to
assist the General Counsel, represent the Commission in all discipli-
nary proceedings pending before it, represent the Cominission in courts
of law whenever appropridte, assist the Department of Justice in han-
dling litigation concerning the Commission in courts of law, and per-
(florm such other legal duties and functions as the Comumission may

irect.

“(8) The Commission shall have an Ewxecutive Director, who shall
be a}ivpoz'nted by the Commission, by and with the advice and consent
of the Senate, and serve at the pleasure of the Commission. The Execu-
tive Director shall report directly to the Commission and perform
such functions and duties as the Commission may prescribe.

“(6) (A) Except as otherwise provided in this paragraph and in
paragraphs (4) and (5) of this subsection, the executive and adminis-
trative functions of the Commission, including functions of the Com-
mission with respect to the appointment and supervision of personnel
employed under the Commission, the distribution of business among
such personnel and among administrative units of the Commiission,
and the use and expenditure of funds, shall be exercised solely by the
Chairman. _

“(B) In carrying out any of his functions under the provisions of
this paragraph, the Chairman shall be governed by general policies
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of the Commission and by such regulatory decisions, findings, and de-
terminadions as the Commission may by law. be authorized to make.

“(0) The appointment by the Chairman of the heads of major ad-
ministrative units under the Commission shall be subject to the ap-
proval of the Comamission. .

“(D) Personnel employed regularly and full time in the immed:i-
ate offices of Cotmissioners other than the Chairman shall not be
affected by the provisions of this paragraph. 4

“(E) There are hereby reserved to the Commission its functions
with respect to revising budget estimates and with rezpect to deter-
mining the distribution of appropriated funds according to major

grams and purposes. , :

“(F) The Chairman may from dime to time make such provisions
as he shall deem appropriate authorizing the performance by any
officer, employee, or administrative unit under his jurisdiction of any
functions of the Chairman wunder this paragraph.

“(7) No Commissioner or employee of the Commission shall accept
employment or compensation from any person, exchange. or clearing-
house subject to requlation by the Commission under this Act during
his term of office, nor shall he participate, directly or indirectly, in
any contract market operations or transactions of a character subject
to regulation by the Commission. :

“(8) The Commission shall, in coopération with the Secretary of
Agriculture, establish a separate office within the Departiment of Agre-
culture to be staffed with employees of the Commission for the purpose
of maintaining a laison between the Commission and the Department
of Agriculture. The Secretary shall take such steps as may be necessary
to enable the Commission to obtain information and utilize such serv-
ices and facilities of the Department of Agriculture as may be neces-
sary in order to maintain efféctively such lLiaison. In addition, the
Secretary shall appoint a liatson officer, who shall be an employee of
the Office of the Secretary, for the purpose of maintaining a liaison
between the Department of Agriculture and the Commission. The
Commission shall furnish such liaison officer appropriate office space
within the offices of the Commission and shall allow such liaison officer
to attend and observe all deliberations and proceedings of the
Commission.

“(9) (A) Whenever the Commission submits any budget estimate or
request to the President or the Office of Management and Budget, it
shall concurrently transmit copies of that estimate or request to the
House and Senate Appropriations Committees and the House Com-
?z‘ttee on Agriculture and the Senate Committee on Agriculture and

orestry. .

“(B)rkae'rwfver the Commission transmits any legislative recom- -
mendations, or testimony, or comments on legislation to the President
or the Office of Management and Budget, it shall concurrently transmit
copies thereof to the House Committee on Agriculture and the Senate
Committee on Agriculture and Forestry. No officer or agency of the
United Statés shall have anwy authority to require the Commussion to
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submit its legislative recommendations, or testimony, or comments on
legislation to any officer or agency of the United States for approval,
comments, or review, prior to the submission of such recommendations,
testimony, or comments to the Congress. In ingtances in which the Com-
mission voluntarily seeks to obtain the comvments or review of any
officer or agency of the United States, the Commission shall include a

escription of such actions in its legislative recommendations, testi-
mony, or comments on legislation which it transmits to the Congress.

“(10) The Commission shall have an official seal, which shall be
Judicially noticed.

“(11) The Commission is authorized to promulgate such rules and
regqulations as it deems necessary to govern the operating procedures
and_conduct of the business of the Commission.”

(b) Section 12 of the Commodity Exchange Act, as amended (7
US.C. 16), is amended by striking such section and inserting in lieu
thereof the following : ‘

“Sec 12. (a) The Conunission may cooperate with any Department
or agency of the Government, any State, territory, district, or posses-
sion, or department, agency, or political subdivision thereof, or any

erson. :

“(b) The Commission shall have the authority to employ such in-
vestigators, special experts, Administrative Law Judges, clerks, and
other employees as it may from time to time find necessary for the
proper performance of its duties and as may be from time to time
appropriated for by Congress. The Commission may employ experts
and consultants in accordance with section 3109 of title 6 of the
United States Code, and compensate such persons at rates not in excess
of the maximum daily rate prescribed for GS—18 under section 6332 of
title 5 of the United States Code. The Commission shall also have
authority to make and enter into contracts with respect to all matters
which in the judgment of the Commission are necessary and appropri-
ate to effectuate the purposes and provisions of this Act, including,
but not limited to, the rental of necessary space at the seat of Govern-
ment and elsewhere. '

“(c) All of the expenses of the Commissioners, including all neces-
sary expenses for transportation incurred by them while on official
business of the Commission, shall be allowed and paid on the presenta-
tion of itemized vouchers therefor approved by the Commission.

“(d) There are hereby authorized to be appropriated to carry out
the provisions of this Act such sums as may be required for the fiscal
year ending June 30, 1975, for the fiscal year ending June 30, 1976, for
the fiscal year ending June 30, 1977, and for the fiscal year ending
June 30, 1978.”

Sze. 102. (a) Section 531} of title 5 of the United States Code is
amended by adding at the end thereof the following new paragraph :

“(60) Chairman, Commodity Futures Trading Commission.”

() Section 5315 of title 5 of the United States C’o«g s amended by
adding at the end thereof the following new paragraph:

“(100) Members, Commodity Futures Trading Commission.”

(¢) Section 5316 of title 6 of the United States Code is amended by
adding at the end thereof the following new paragraphs:

“(135) Gemneral Counsel, Commodity Futures Trading Com-
mission.
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“(136) Ewxecutive Director, Commodity Futures Trading Com-
mission.”

Skc. 103, The Commodity Exchange Act, as amended, is amended—

(a) By striking the word “Secretary” and the words “Secretary of
Agriculture” wherever such words appear therein (except where the
words “Secretary of Agriculture” first appear in section 5(a) (7
U.8.C. 7) or where said words would be stricken by subsection (b),
(¢), or (d) of this section) and by inserting in lieu thereof the word
“Commission™.

(b) By striking the words “the Secretary of Agriculture or” wher-
ever they appear in the phrase “the Secretary of Agriculture or the
Commission”.

(¢) By striking the words “the Secretary of Agriculture, who shall
the;;mpgn notify the other members of” from section 6(a) thereof

7U08.0.8).
( (d) By sgm'lcz"ng “the Secretary of Agriculture (or any person des-
ignated by him),” from section 6(b) thereof (? U.S.C. 15).

(e) By striking the word “he”, “his”, or “He” wherever such word
18 used therein to refer to the Secretary of Agriculture, and by in-
serting in lieu thereof the word “it”, “its”, or “It”, respectively.

(f) By striking the words “United States Department of Agricul-
ture” and “Department of Agriculture” wherever they appear therein
and by inserting in liew thereof the word “Commission”.

(9) By inserting in section 5(a) (7 U.S.C.7) after the words “Sec-
retary of Agriculture” where the same first appear therein the words
“or the Commission”.

Sec. 104. All of the personnel of the Commodity Ewxchange Au-
thority, property, records, and unexpended balance of appropria-
tions, allocations, and other funds employed, used, held, available, or
to be made available in connection with administration of the Com-
modity Exchange Act shall be transferred to the Commodity Futures
Trading Commission wpon the effective date of this Act.

Sze. 106. Section 8 of the Commodity Exchange Act, as amended
(7 US.C. 12, 12-1), is amended by adding at the end thereof the
following new paragraphs:

“The Commussion shall submit to the Congress a written report
within one hundred and twenty days after the end of each fiscal year
detailing the operations of the Commussion during such fiscal year.
The Commission shall include in such report such information, data,
and recommendations for further legislation as it may deem adwvisable
with respect to the administration of this Act and its powers and func-
tions under this Act.

“T'he Comptroller General of the United States shall conduct re-
views and audits of the Commission and make reports thereon. For
the purpose of conducting such reviews and audits the Comptroller
General shall be furnished such information regarding the powers,
duties, organizations, transactions, operations, and activities of the
Commission as he may require and he and his duly authorized rep-
resentatives shall, for the purpose of securing such information, have
access to and the right to examine any books, documents. papers. or
records of the Commission except that in his reports the Comptroller
General shall not include data and information which would sepa-
rately disclose the business transactions of any person and trade secrets
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or names of customers, although such data shall be provided upon re-
quest by any committee of either House of Congress acting within the
scope of its jurisdiction.”

Skc. 106." The Commodity Exchange Act, as amended, is amended
by adding at the end thereof the following new section:

“Skc. 14. (a) Any person complaining of any wviolation of any pro-
wvision of this Act or any rule, regulation, or order thereunder by any
person registered under section 4d, he, 4k, or hm of this Act may, at
any time within two years after the cause of action accrues, apply to
the Commission by petition, which shall briefly state the facts, where-
upon, if, in the opinion of the Commission, the facts therein contained
warrant such action, a copy of the complaint thus made shall be
forwarded by the Commission to the respondent, who shall be called
upon to satisfy the complaint, or to answer it in writing, within a
reasonable time to be prescribed by the Commission.

“(b) If there appear to be, in the opinion of the Commission, any
reasonable grounds for investigating any complaint made under this
section, the Commission shall investigate such complaint and may, if
in its opinion the facts warrant such action, have said complaint served
by registered mail or by certified mail or otherwise on the respondent
and afford such person an opportunity for a hearing thereon before
an Administrative Law Judge designated by the Commission in any
place in which the said person is engaged in business: Provided, That
in complaints wherein the amount clavmed as damages does not exceed
the sum of 82,500, a hearing need not be held and proof in support of
the complaint and in support of the respondent’s answer may be sup-
plied in the form of depositions or verified statements of fact.

“(c) After opportumty for hearing on complaints where the dam-
ages claimed exceed the sum of $2500 has been provided or waived
and on complaints where damages claimed do not exceed the swm
of $2,500 not requiring hearing as provided herein, the Commission
shall determine whether or not the respondent has violated any pro-
wvision of this Act or any rule, requlation, or order thereunder.

“(d) In case a complaint is made by a nonresident of the United
States, the complainant shall be required, before any formal action
18 taken on his complaint, to furnish a bond in double the amount of
the claim conditioned upon the payment of costs, including a reason-
able attorney’s fee for the respondent if the respondent shall prevail,
and any reparation award that may be issued by the Commission
against the complainant on any counterclaim by respondent: Pro-
vided, That the Commission shall have authority to waive the furnish-
ing of a bond by a complainant who is a resident of a country which
permits the filing of a complaint by a resident of the United States
without the furnishing of a bond.

“(e) If after a hearing on a complaint made by any person under
subsection (a) of this section, or without hearing as provided in sub-
sections (b) and (c) of this section, or wpon failure of the party com-
plained against to answer a complaint duly served within the time
prescribed, or to appear at a hearing after being duly notified, the
Commission determines that the respondent has wviolated any pro-
vision of this Act, or any rule, regulation, or order thereunder, the
Commission shall, unless the offender has already made reparation
to the person complaining, determine the amount of damage, if any,
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to which such person is entitled as a result of such wiolation and shall
make an order directing the offender to pay to such person complain-
ing such amount on or before the date fived in the order. If, after
the respondent has filed his answer to the complaint, it appears therein
that the respondent has admitted liability for a portion of the amount
claimed in the complaint as damages, the Commission under such
rules and regulations as it shall prescribe, unless the respondent has
already made reparation to the person complaining, may issue an
order directing the respondent to pay to the complainant the undis-
puted amount on or before the date fixed in the order, leaving the
respondent’s liability for the disputed amount for subsequent deter-
mination. The remaining disputed amount shall be determined in the
same manner and under the same procedure as it would have been deter-
mined if no order had been issued by the Commission with respect
to the undisputed sum.

“(f) If any person against whom an award has been made does not
pay the reparation award within the time specified in the Commission’s
order, the complainant, or any person for whose benefit such order was
made, within three years of the date of the order, may file a certified
copy of the order of the Commission, in the district court of the
United States for the district in which he resides or in which is located
the principol place of business of the respondent, for enforcement of
such reparation award by appropriate orders. The orders, writs, and
processes of such district court may in such case run, be served, and be
returnable anywhere in the United States. The petitioner shall not be
liable for costs in the district court, nor for costs at any subsequent state
of the proceedings,unless they accrue wpon his appeal. If the petitioner
finally prevails, he shall be allowed a reasonable attorney’s fee, to be
taxed and collected as a part of the costs of the suit. Subject to the right
of appeal under subsection (g) of this section, an order of the Com-
mission awarding reparations shall be final and conclusive.

“(g) Any order of the Commission entered hereunder shall be re-
viewable on petition of any party aggrieved thereby, by the United
States Court of Appeals for any circust in which a hearing was held, or
if no hearing was held, any circuit in which the appellee is located,
under the procedure provided in paragraph (b) of section 6 of this Act.
Such appeal shall not be effective unless within 30 days from and after
the date of the reparation order the appellant also files with the clerk
of the court a bond in double the amount of the reparation awarded
against the appellant conditioned upon the payment of the judgment
entered by the court, plus interest and costs, including a reasonable
attorney’s fee for the appellee, if the appellee shall prevail. Such bond
shall be in the form of cash, negotiable securities having a market value
at least equivalent to the amount of bond prescribed, or the undertak-
ing of a surety company on the approved list of sureties issued by the
T'reasury Department of the United States. The appellee shall not be
liable for costs in said court. If the appellee prevails, he shall be allowed
a reasonable attorney’s fee to be taxed and collected as a part of his
costs. ’

“(h) Unless the registrant against whom a reparation order has been
issued shows to the satisfaction of the Commission within fifteen days
from the expiration of the period allowed for compliance with such
order that he has either taken an appeal as herein authorized or has
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made payment in full as required by such order, he shall be prohibited
from trading on all contract markets and his registration shall be sus-
pended automatically at the expiration of such fifteen-day period until
he shows to the satisfaction of the Commission that he has paid the
amount therein specified with interest thereon to date of payment:
Provided, That if on appeal the appellee prevails or if the appeal is
dismissed the automatic prokibition against trading and suspension of
registration shall become effective at the expiration of thirty days
from the date of judgment on the appeal, but if the judgment is stayed
by a court of competent jurisdiction the suspension shall become effec-
twe ten days after the expiration of such stay, unless prior thereto the
judgment of the court has been satisfied.

“(2) The provisions of this section shall not become effective until
one year after the date of its enactment : Provided, That claims which
arise within nine months immediately prior to the e/{fecti/ve date of this
section may be heard by the Commission after such one year period.”

8zc. 107. The Commodity Exchange Act, as amended, is amended
by adding at the end thereof the following new section:

“Sec. 15. The Oommission shall take into consideration the public
interest to be protected by the antitrust laws and endeavor to take
the least anticompetitive means of achieving the objectives of this Act,
as well as the policies and purposes of this Act, in issuing any order
or adopting any Commission rule or requlation, or in requiring or
approving any bylaw, rule, or regulation of a contract market or regis-
fjred futures association established pursuant to section 17 of this

ct.”

TITLE I[[—REGULATION OF TRADING AND FEXCHANGE
ACTIVITIES

SEec. 201. Section 2(a) of the Commodity Exchange Act, as amended
(7U0.8.0.2,}),is amended—

a) By striking after the word “eqgs,” the word “onions,”.

b) By striking the period at the end of the third sentence of the
section and substituting therefor the following: *, and all other goods
and articles, except onions as provided in Public Law 85-839, and all
services, rights, and interests in which contracts for future delivery
are presently or in the future dealt in: Provided, That the Commis-
sion shall hawe exclusive jurisdiction with respect to accounts, agree-
ments (including any transaction which is of the character of, or is
commonly known to the trade as, an ‘option’, ‘privilege’, ‘indemmity’,
bid’, ‘offer’y ‘put’, ‘call’, ‘advance guaranty’, or ‘decline guaranty’),
and transactions involving contracts of sale of a commodity for future
delivery, traded or executed on a contract market designated pursuant
to section 5 of this Act or any other board of trade, exchange, or mar-
ket, and transactions subject to requlation by the Commission pursuant
to section 217 of the Commodity Futures Trading Commission Act of
1974 And provided further, That, except as hereinabove provided,
nothing contained in this section shall (i) supersede or imit the juris-
diction at any time conferred on the Securities and Exchange Commis-
sion or other regqulatory authorities under the laws of the United
States or of any State, or (it) restrict the Securities and Exzchange
Commission and such other authorities from carrying out their duties
and responsibilities in accordance with such laws. Nothing in this sec-
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tion shall supersede or limit the jurisdiction conferred on courts of
the United States or any State. Nothing in this Act shall be deemed
to govern or in any way be applicable to transactions in foreign
currency, security warrants, security rights, resales of installment
loan contracts, repurchase options, government securities, or mort-
gages and mortgage purchase commitments, unless such transactions
iwolve the sale thereof for future delivery conducted on a board of
trade.”

Skc. 202. Section2(a) of the Commodity Exchange Act, as amended
(7 US.C. 2, 4), is amended by adding at the end of paragraph (1)
the following new sentences: “T'he term ‘commodity trading advisor’
shall mean any person who, for compensation or profit, engages in
the business of advising others, either directly or through pub-
lications or writings, as to the value of commodities or as to the ad-
visability of trading in any commodity for future delivery on or sub-
ject to the rules of any contract market, or who for compensation
or profit, and as parf of a regular business, issues or promulgates
analyses or reports concerning commodities; but does mot include
(1) any bank or trust company, (i) any newspaper reporter, news-
paper columnist, newspaper editor, lawyer, accountant, or teach-
er, (iit) any floor broker or futures commission merchant, () the
publisher of any bona fide newspaper, news magazine, or business
or financial publication of general and reqular circulation includ-
ing their employees, (v) any contract market, and (vi) such other
persons not within the intent of this definition as the Commission
may specify by rule, regulation, or order: Provided, That the fur-
nishing of such services by the foregoing persons is solely incidental
to the conduct olfl their business or profession. The term ‘commodity
pool operator’ shall mean any person engaged in a business which
s of the nature of an investment trust, syndicate, or similar form of
enterprise, and who, in connection therewith, solicits, accepts, or re-
ceives from others, funds, securities, or property, either directly or
through capital contributions, the sale of stock or other forms of se-
curities, or otherwise, for the purpose of trading in any commodity
for future delivery on or subject to the rules of any contract market,
but does not include such persons not within the intent of this defini-
tion as the Commission may specify by rule or regulation or by order.”

Sec. 203. The Commodity Exchange Act, as amended, is amended
by inserting after section ju (7 U.S.C. 62), the following new section:

“Skc. 4j. (1) The Commission shall within siz months after the
effective date of the Commodity Futures Trading Commission Act
of 1974, and subsequently when it determines that changes are required,
make o determination, after notice and opportunity for hearing,
whether or not a floor broker may trade for his own account or any
account in which such broker has trading discretion, and also ex-
ecute a customer’s order for future delivery and, if the Commission
determines that such trades and such ewecutions shall be permitted.
the Commission shall further determine the terms, conditions, and
eircumstances under which such trades and such executions shall be
conducted: Provided, That any such determination shall, at a min-
imum, take into account the effect upon the lLiguidity of trading of
each market: And provided further, That nothing herein shall be
construed to prohibit the Commission from making separate deter-

S. Rept. 1194, 93-2 2
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minations for different contract markets when such are warranted
in the judgment of the Commission, or to prohibit contract markets
from setting terms and conditions more restrictive than those set
by the Commission.

“(2) The Commission shall within siz months after the effective date
of the Commeodity Futures Trading Commission Act of 1974, and sub-
sequently when it determines that changes are required, make a deter-
manation, after notice and opportunity for hearing, whether or not a
futures commission merchant may trade for its own account or any
proprietary account, as defined by the Commission, and if the Com-
mission determines that such trades shall be permitted, the Commission
shall further determine the terms, conditions, and circumstances under
which such trades shall be conducted : Provided, That any such deter-
mination, at a minimum, shall take into account the effect upon the
Uiquidity of trading of each market : And provided further, That noth-
ing herein shall be construed to prohibit tie Comumission from making
separate determinations for difﬁmnzf contract muorkets when such are
warranted in the judgment of the Commiission, or to prokibit contract
markets from setting terms and conditions more restrictive than those
set by the Commission.”

Sec. 204. (a) The Commodity Ewxchange Act, as amended, i8
amended by adding the following new section:

“See. 4k, (1) It shall be unlawful for any person to be associated
with any futures commission merchant or with any agent of a futures
commission merchant as a partner, officer, or employee (or any person
ocoupying a similar status or performing similar functions), in any
capacity which involves (i) the solicitation or acceptance of customers’
orders (other than in a clerical capacity) or (i) the supervision of any
person or persons so engaged, unless suck person shall have registered,
under this Act, with the Commission and such registration shall not
have expired nor been suspended (and the period of suspension has not
expired) or revoked, and it shall be unlawful for any futures commis-
sion merchant or any agent of a futures commission merchant to permit
such a person to become or remain associated with him in any such
capacity if such futures commission merchant or agent knew or should
have known that such person was not 8o registered or that such regis-
tration had expired, been suspended (and the period of suspension has
not expired) or revoked: Provided, That any individual who 8 regis-
tered as a floor broker or futures comméission merchant (and such reg-
istration 18 not suspended or revoked) need not also register under
these provisions.

“(2) Any such person desiring to be registered shall make applica-
tion to the Commission in the form and manner prescribed by the
Commission, giving such information and facts as the Commission
may deem necessary concerving the applicant. Such person, when
registered hereunder. shall likewise continue to report and furnish to
the Commission such information as the Commission may require.
Such registration shall expire two years after the effective date thereof,
and shall be renewed upon application therefor unless the registration
has been suspended (and the period of such suspension has not ex-
pired) or revoked after notice and hearing as prescribed in section
6(B) of this Act: Provided. That upon initial registration, the effec-
tive period of such registration shall be set by the Commission, not to
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exceed two years from the effective date thereof and not to be less than
one year from the effective date thereof.” A

(b) Section 6(b) of the Commodity Exchange Act, as amended (7
U.8.C.9), is amended by inserting after the words “futures commis-
sion merchant” each time those words appear, the following: “or any
person associated therewith as described in section jk of this Aet,”.

(¢) Section 8a(1) of the Commodity Exchange Act, as amended
(? US.C. 12a(1)), is amended by inserting after the words “futures
commission merchants” the following : “and persons associated there-
with as described in section jk of this Act,”.

Sec. 205. (a) The Commodity Ewchange Act, as amended, is
amended by adding the following new sections :

“Sre. 41 It is hereby found that the activities of commodity trading
advisors and commodity pool operators are affected with a national
public interest in that, among other things— ,

“(1) their advice, counsel, publications, writings, analyses, and
reports are furnished and distributed, and their contracts, solici-
tations, subscriptions, agreements, and other arrangements with
clients take place and are negotiated and performed by the use of
the mails and other means and instrumentalities of interstate
commterce,

“(2) their advice, counsel, publications, writings, analyses, and
reports customam'l% relate to and their operations are directed
toward and cause the purchase and sale of commodities for future
delivery on or subject to the rules of contract markets; and

“(3) the foregoing transactions ocour in such volume as to affect
substantially transactions on contract markets.

“Sec. jm. 1t shall be unlawful for any commodity trading advisor
or commodity pool operator, unless registered under this Act, to make
use of the mails or any means or instrumentality of interstate com-
merce in connection with his business as such commodity trading ad-
visor or commodity pool operator: Provided, That the provisions of
this section shall not apply to any commodity trading advisor who,
during the course of the preceding twelve months, has not furnished
commodity trading advice to more than fifteen persons and who does
not hold himself out generally to the public as a commodity trading
advisor.

“Ske. jn. (1) Any commodity trading advisor or commodity pool
operator, or any person who contemplates becoming a commodity
trading adwvisor or commodity pool operator, may register under this
Act by filing an application with the Commission. Such application
shall contain such information, in such form and detail, as the Com-
mission may, by rules and regulations, prescribe as necessary or appro-
priate in the public interest, including the following :

“(A) the name and form of organization, including capital
structure, under which the applicant engages or intends to engage
in business; the name of the State under the laws of which he is
organized ; the location of his principal business office and branch
offices, if any; the names and addresses of all partners, officers,
directors, and persons performing similar functions or, if the
applicant be an individual, of such individual; and the number of
employees;
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N “(B) the education, the business affiliations for the past tenm
- years, and the present business affiliations of the applicant and of
his partners, officers, directors, and persons performing similar
functions and of any controlling person thereof;
“(C) the nature of the business of the applicant, including the
manner of giving advice and rendering of analyses or reports;
“(D) the nature and scope of the authority of the applicant
with respect to clients’ funds and accounts;
“(E) the basis upon which the applicant is or will be com-
pensated ; and
“(F) such other information as the Commission may require
to determine whether the applicant is qualified for registration.

“(2) Except as hereinafter provided, such registration shall become
effective thirty days after the receipt of such application by the Com-
massion, or within such shorter period of time as the Commassion may
determine.

“(3) AU registrations under this section shall expire on the 30th
day of June of each year, and shall be renewed upon application there-
for subject to the same requirements as in the case of an original appli-
cation.

“(p{(A) Every commodity trading advisor and commodity pool
operator registered under this Act shall maintain books and records
and file such.reports in such form and manner as ma%/ be prescribed
by the Commission. All such books and records shall be kept for a
period of at least three years, or longer if the Commission so directs,
and shall be open to inspection by any representative of the Com-
massion or the Department of Justice, Upon the request of the Com-
mission, a registered commodity trading advisor or commodity pool
operator shail furnish the name and address of each client, sub-
seriber, or participant, and submit samples or copies of all reporis,
letters, cireulars, memorandums, publications, writings, or other litera-
ture or advice distributed to clients, subscribers, or participants, or
prospective clients, subscribers, or participants.

“(B) Unless otherwise authorized by the Commission by rule or
regulation, all commodity trading adwvisers end commodity poeol op-
erators shall make a full and complete disclosure to their subscribers,
clients, or participants of all futures market positions taken or held
by the individual principals of their organization.

“(8) Every commodity pool operator shall regularly furnish state-
ments of account to each participant in his operations. Such state-
ments shall be in such form and manner as may be prescribed by the
Commission and shall include complete information as to the current
status of all trading accounts in which such participant has an in-
Zerest.

“(6) The Comunission i3 authorized, without hearing, to deny regis-
tration to any person as o commodity trading advisor or commodity
pool operator if such person is subject to an outstanding order under
this Act denying to such person trading privileges on any contract
market, or suspending or revoking the registration of such person as
a commodity trading advisor, commodity pool operdtor, futures com-
mission merchant, or floor broker, or suspending or expelling such per-
son from membership on any contract market.

“(7) The Commission after hearing may by order deny registration,
revoke or suspend the registration of any commodity trading advisor
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or commodity pool operator if the Commission finds that such denial,
revocation, or suspension is in the public interest and that—

“(A) the operations of such person disrupt or tend to disrupt
orderly marketing conditions, or cause or tend to cause sudden or
unreasonable fluctuations or unwarranted changes in the prices of
commodities; o

“(B) such commodity trading advisor or commodity pool opera-
ator, or any partner, officer, director, person performing similar
function or controlling person thereof—

“(3) has within ten years of the issuance of such order
been convicted of any felony or misdemeanor involving the
purchase or sale of any comunodity or security, or arising
out of any conduct or practice of such comunodity trading ad-
wvisor or commodity pool operator or affiliated person as a
commodity trading advisor or commodity pool operator; or

“(é) at the time of the issuance of such order, is perma-
nently or temporarily enjoined by order, judgment or decree
of any court of competent jurisdiction from acting as a com-
modity trading advisor, commodity pool operator, futures
commassion merchant, or floor broker, or as an affiliated per-
son or employee of any of the foregoing, or from engaging
n or continuing any conduct or practice in connection with
any such activity or in connection with the purchase or sale
of commodities or securities; or

“(C) any partner, officer, or director of such commodity trading
advisor or commodity pool operator, or any person performing
a similar function or any controlling person thereof is subject
to an outstanding order of the Conunission denying trading privi-
leges on any contract market to such person, or suspending or re-
voking the registration of such person as a commodity trading
advisor, commodity pool operator, futures commission merchant,
or floor broker, or suspending or expelling such person from mem-
bership on any contract market. ‘

Szec. jo. (1)1t shall be unlawful for any commodity trading ad-
visor or convmodity pool operator regz'sterea?/ under this Act, by use of
the mails or any means or instrumentality of imterstate commerce,
directliy or indirectly—

‘(4) to employ any device, scheme, or artifice to defraud any
client or participant or prospective client or participant; or

“(B) to engage in any transaction, practice, or course of busi-
ness which operates as a fravd or deceit upon any client or par-
tictpant or prospective client or participant. .

“(8) It shall be unlawful for any commodity trading advisor or
commodity pool operator registered under this Act to represent or im-
ply in any manner whatsoever that he has been sponsored, recom-
mended, or approved, or that his abilities or qualsfications have in
any respect been passed upon, by the United States or any agency
or officer thereof; Provided, That this section shall not be construed
to prohibit a statement that a person is registered under this Act as
a commodity trading advisor or comunodity pool operator, if such
statement is true in fact and if the effect of such registration is not
méisrepresented.”’

(8) Section 6(b) of the Commodity Exchange Act, as amended
(7 U.8.C. 9), is amended by inserting immediately before the words
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“or as floor broker” each time those words appear, the followine:
“commodity trading advisor, commodity pool operator,”.

“(¢) Section8a(1) of the Commodity Exchange Act, as amended (7
U.8.0. 12a(1)), is amended by inserting immediately before the words
“and floor brokers” the following: “commodity trading advisors, com-
wmodity pool operators,”.

Sec. 206. The Commodity Exchange Act, as amended, is amended
by adding the following new section:

“Sec. Lp. The Commission may specify by rules and regulations
appropriate standards with respect to training, experience, and sueh
other qualifications as the Commission finds necessary or desirable to
insure the fitness of futures commission merchants, floor brokers, and
those persons associated with futures commission merchants or floor
brokers. In connection therewith, the Commission may prescribe by
rules and regulations the adoption of written proficiency examinations
to be given to applicants for registration as futures commission mer-
chants, floor brokers, and those persons associated with futures eom-
mission merchants or floor brokers, and the establishment of reasonable
fees to be charged to such applicants to cover the administration of
such examinations. The Commission may further prescribe by rules
and regulations that, in liew of examinations administered by the Com-
mission, futures associations registered under section 17 of this Act
or contract markets may adopt written proficiency examinations to be
given to applicanis for registration as futures commission merchants,
fleor brokers, and those persons associated with futures commission
merchants or floor brokers, and charge reasonable fees to such appli-
cants to cover the administration of such ezaminations. Notwithstand-
ing any other provision of this section, the Commission may specify
by rules amd regulations such terms and conditions as it deems appro-
priate to protect the pudblic interest wherein emception to any written
ﬁoﬁm’emy examination shall be made with respect to individuals who

ve demonstrated, through training and epperience, the degree of
proficiency and skill necessary to protect the.interests of the customers
of futures cemanission merchants and floor brokers.” '

ke, 207. Section 5 of the Commodity Enchange Act, as.amended

7 U8.C.7), s amended by adding after subsection.(f) thereof the
ollowing new swbsection: ’

“(g) When such board of trade demonstrates. that transactions for
Juture delivery in the commeodity for which designation as a contract
maricet i3 -sought will net be contrary to the public interest.”

Sec. 208. Section 5a-of the Commedity Exchange Act, as amended

(? U.8.C.7a), i8 amended— :

(a) By inserting after the word “purposes” in gybsection g?) the
following: “: And provided further, That this subsection shall apply
only to futures contracts for those commodities which may be deliv-
ered from a warehouse subject to the United States Warehouse Act™.

E?} By striking out “and” at.the end of subsaction (8).

¢) By striking out the period at the end of subsection (9) and in-
serting in lieu thereof a.semicolon.

() By adding at the end of subseation (9) thereof the following
e ""5???‘3"3”“" it the delivery of any commad k

permat the -delwery of any commadity, on.contracts o
sale thereof for future delivery, of such grade wa grades, at suc]{
point or points and at such quality and locational price differen-
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tials as will tend to prevent or diminish price manipulation, mar-
ket congestion, or the abnormal movement of such commodity in
interstate commerce. If the Commission after investigation finds
that the rules and regulations adopted by a contract market per-
mitting delivery of any commodity on contracts of sale thereof
for future delivery, do not accomplish the objectives of this sub-
section, then the Qz'/owmission shall natify the contract market of
its finding and afford the contract market an opportunity to make
appropriate changes in such rules and regulations. If the contract
market within seventy-five days of such notification fails to make
the changes which in the opinion of the Commission are necessary
to accomplish the objectives of this subsection, then the Commis-
sion after granting the contract market an opportunity to be
heard, may change or supplement such rules and regulations of
the contract market to achieve the above objectives: Provided,
That any order issued under this paragraph shall not apply to
contracts of sale for future delivery in any months in which con-
tracts are currently outstanding and open : And provided further,
That no requirement for an additional delivery point or points
shall be promulgated following hearings until the contract mar-
ket affected has had notice and opportunity to file exceptions to
the proposed order determining the location and number of such
delivery point or points;”.
Skc. 209. Section 5a of the Commodity Exchange Act, as amended
}7ZZU.S.O. 7a), is amended by adding a new subsection (11) as
ollows;

“(11) provide a fair and equitable procedure through arbitra-
tion or otherwise for the settlement of customers’ claims and
grievances against any member or employee thereof: Provided,
That (2).the use of such procedure by a customer shall be volun-
tary, (¢t) the procedure shall not be applicable to any claim in
excess of $15,000, (iit) the procedure shall not result in any com-
pulsory payment except as agreed upon between the parties, and
(iw) the term ‘customer’ as used in. this subsection ghall not in-

" clude a futures cammjssion merchant or a floor broker; and”.
Sec. £210. Section 5(;(? the Commodity Exchange Act, as amended
(7 U.S.0. 7a), is amended by inserting the following new subsection
(12) as follows:

“(12) except as otherwise provided in this subsection, submit
to the Commission for its approvel all bylaws, rules, regulations,
and resolutions made or issued by such contract market, or by
the governing board thereof .ar any committee thereof which
relate to terms and conditions in contracts of sale to be executed on
or subject to the rules of such contract market or relate to other
trading requirements ewcept those relating to the setting of
levels of margin. The Cammission shall approve, within thirty
days of their receipt unless the Comanission notifies the contract
market of its inability to make such determination within such
period of time, such bylaws, rules, regulations, and resolutions
upon a determination that such bylows, rules, regulations. and
resolutions are not in vialation of the provisians of this Act or
the regqulations of the Cammission and thereafter the Commis-
sion shall disapprove, after appropriate notice and opportunity
for hearing, any bylaw, rule, requlation, or resolution which the
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Commission finds at any time is in violation of the provisions of
this Act or the regulations of the Commission. The Commission
shall specify the terms and conditions under which a contract
market may, in an emergency, as defined by the Commission,
adopt a temporary rule dealing with trading requirements with-
out prior Commission approval. In the event of such an emer-
gency, as defined by the Commission, requiring immediate action,
the contract market by a two-thirds vote of its governing board
may place into immediate effect without prior Commission ap-
proval & temporary rule dealing with such emergency if it notifies
the Commission of such action with a complete explanation of the
emergency involved. The Commission may adopt a regulation
exempting enumerated types of contract market operational and
administrative rules from the requirement that they be submitted
to the Comamission for its approval.”
Skc. 211. The Commodity Exchange Act, as amended, is amended
by inserting the following new section immediately after section 6b
(7 U8.0. 13a): i
“Sec. 6c. Whenever it shall appear to the Commission that any
contract market or other person has engaged, is engaging, or is about
to engage in any act or practice constituting a violation of any pro-
vision of this Act or any rule, regulation, or order thereunder, or is
restraining trading in any commodity for future delivery, the Com-
mission may bring an action in the proper district court of the United
States or the proper United States court of any territory or other
place subject to the jurisdiction of the United States, to enjoin such
act or practice, or to enforce compliance with this Act, or any rule,
regulation or order thereunder, and said courts shall have jurisdiction
to entertain such actions: Provided, T hat no restraining order or in-
junction for violation of the provisions of this Act shall be issued
ew parte by said court. Upon a proper showing, a permanent or tem-
porary injunction or restraining order shall be granted without bond.
Upon application of the Commission, the district courts of the
United States and the United States courts of any territory or other
place subject to the jurisdiction of the United States shall also have
qurisdiction to issue writs of mandamus, or orders affording like
relief, commanding any person to comply with the provisions of this
Act or any rule, regulation, or order of the Commuission thereunder,
including the requirement that such person toke such action as is
necessary to remove the danger of violation of this Act or any such
rule, regulation, or order: Provided, That no such writ of mandamus,
or order affording like relief, shall be issued ex parte. Any action
under this section may be brought in the district wherein the defend-
ant is found or iz an inhabitant or transacts business or in the district
where the act or practice ocourred, is occurring, or is about to ocour,
and process in such cases may be served in any district in which the
defendant is an inhabitant or wherever the defendant may be found.
In lieu of bringing actions itself pursuant to this section, the Commis-
sion may request the Attorney General to bring the action. Where
the Commission elects to bring the action, it shall inform the Attorney
General of such suit and adwvise him of subsequent developments.”
Sec. 218. (a) Section & of the Commodity Exchange Act, as
amended (? U.8.C. 8,9,13b, 15} ,is amended— :
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(1) By substituting a comma for the period at the end oy the
fourth sentence in paragraph (b) and adding thereafter the fol-
lowing : “and may assess such person a civil penalty of not more
than $100,000 for each such violation.”

(2) By adding in the sizth sentence in paragraph (b), a comma
after the word “petition” and inserting thereafter and before
the word “praying” the following phrase: “within fifteen days
after the notice of such order is given to the offending person,”.

(3) By adding after paragraph (c) thereof the following new
paragraph :

“(d) In determining the amount of the money penalty assessed un-
der paragraph (b) of this section, the Commission shall consider, in
the case of a person whose primary business involves the use of the
commodity futures market—:the appropriateness of such penalty to
the size of the business of the person charged, the extent of such per-
son’s ability to continue in business, and the gravity of the violation;
and in the case of a person whose primary business does not involwe
the use of the commodity futures market—the appropriateness of such
penalty to the net worth of the person charged, and the grovity of the
violation. If the offending person upon whom such penalty is im-
posed, after the lapse of the period allowed for appeal or after the
affirmance of such penalty, shall fail to pay such penalty the Commis-
sion shall refer the matter to the Attorney General who shall recover
such genalty by action in the appropriate United States district
court.

(b) Section 6b of the Commaodity Exchange Act, as amended (7
US.0. 13a), i3 amended to read as follows:

“Sre. 6b. If any contract market is not enforcing or has not en-
forced its rules of government made a condition of s designation as
set forth in section 5 of this Act, or if any contract market, or any
director, officer, agent, or employee of any contract market otherwise
is violating or has violated any of the provisions of this Act or any
of the rules, regulations, or orders of the Commission thereunder, the
Commission may, upon notice and hearing and subject to appeal as in
other cases provided for in paragraph (a) of section 6 of this Act,
make and enter an order directing that such contract market, director,
officer, agent, or employee shall cease and. desist from such violation,
and assess a civil pendalty of not more than $100000 for each such vio-
lation. If such contract market, director, officer, agent, or employee,
after the entry of such a cease and desist order and the lapse of the
period allowed for appeal of such order or after the affirmance of such
order, shall fail or refuse to obey or comply with such order, such con-
tract market, director, officer, agent, or employee shall be guilty of a
misdemeanor and, upon conviction thereof, shall be fined not more
than $100,000 or imprisoned for not less than siw months nor more
than one year, or both., Each day during which such failure or refusal
to obey such cease and desist order continues shall be deemed a separate
offense. If the offending contract market or other person upon whom
such penalty is imposed, after the lapse of the period allowed for
appeal or after the affirmance of such penalty, shall fail to pay such
penalty, the Commission shall refer the matter to the Attorney General
who shall recover such penalty by action in the appropriate United
States district court. In determining the amount of the money penalty

S. Rept. 1194, 93-2——3
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assessed under this section, the Commission shall consider the appro-
priateness of such penalty to the net worth of the offending person
and the gravity of the offense, and in the case of a contract market
shall further consider whether the amount of the penalty will mate-
rially impair the contract market’s ability to carry on its operations
and duties.” '

(¢) Section 6(¢) of the Commodity Exchange Act, as amended (7
U.8.C. 13b), is amended by deleting the words “not less than $500 nor
more than $10,000” and substituting therefor the words “not more
than $§100,000”.

d) Section 9 of the Commodity Ewchange Act, as amended (7
US.0. 13),1s amended as follows:

(2) Subsection (a) is amended by striking “$10,000” and sub-
stituting therefor “$100,000”.

(2) Subsection (b) is amended by striking “$10,000” and sub-
stituting therefor “$100,0007. '

(8) Subsection (c) is amended by striking “810,000” and sub-
stituting therefor “3100,000”.

Src. 213. Section 8a of the Commodity Exchange Act, as amended
(7 U.B.C. 12a), is amended by striking subsection (7) and inserting
in liew thereof the following new subsection:

“(7) to alter or supplement the rules of a contract market in-
sofar as mecessary or appropriate by rule or regulation or by
order, if after making the appropriate request in writing to a
contract market that such contract market effect on its own behalf
specified changes in tts rules and practices, and after appropriate
notice and opportunity for hearing, the Commission determines
that such contract market has not made the ochanges so required,
and that such changes are necessary or appropriate for the pro-
tection of persons producing, handling, processing, or consuming
any commodity traded for future delivery on such contract mar-
ket, or the product or byproduct thereof, or for the protection of
traders or to insure fair dealing in commodities traded for
future delivery on such contract market. Such rules, requlations,
or orders may specify changes with respect to such matters as:

“(A) terms or conditions in contracts of sale to be executed
on or subject to the rules of such contract market;

“(B) the form or mammer of ewecution of purchases and
sales for future delivery '

“(0) other trading requirements, excepting the setting of
levels of margin;

“(D) safeguards with respect to the financial responsibil-
ity of members;

“(E) the manner, method, and place of soliciting business,
including the content of such solicitations ; and

“(F) the form and manner of handling, recording, and
act;;z,mtmg for customers’ orders, transactions, and accounts;
and”. .

SEc. 214. Section 8a of the Commodity Exchange Act, as amended
(g U.8.C. 12a), is amended by adding the following new subsection

“(8) to make and promulgate such rules and regulations with
respect to those persons registered under this Act, who are not
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members of a contract market, as in the judgment of the (ommis-
sion are reasonably mecessary to protect the public interest and
promote just and equitable principles of trade, including but not
limited to the manner, method, and place of soliciting business,
including the content of such solicitation; and”.

Sec. 215. Section 8a of the Commodity Exchange Act, as amended
27 )U.S.O.' 12a), is amended by adding the following new subsection

9): '

“(9) to direct the contract market whenever it has reason to
believe that an emergency ewxists, to take such action as, in the
Commission’s judgment, is necessary to maintain or restore orderly
trading in, or liquidation (;Lf, any futures contract. The term
‘emergency’ as used herein shall mean, in addition to threatened
or actual market manipulations and corners, any act of the United
States or a foreign government affecting a commodity or any other
major market disturbance which prevents the market from ac-
curately reflecting the forces of supply and demand for such com-
modity : Provided, That nothing herein shall be deemed to limit
the meaning or interpretation given by a contract market to the
terms ‘market emergency’, ‘emergency’, or equivalent language in
its own bylaws, rules, requlations, or resolutions.”

Skec. 216. The Commodity Exchange Act, as amended, is amended
by inserting the following new section immediately after section 8b
(7U0.8.0.12b) : ‘

“Sgec. 8c. (1) (A) Any exchange or the Commission if the exchange
fails to act, may suspend, expel, or otherwise discipline any person who
is a member of that exchange, or deny any person access to the ex-
change. Any such action shall be taken solely in accordance with the
rules of that exchange. .

“(B) Any suspension, explusion, disciplinary, or access denial
procedure established by an ewchange rule shall provide for written
notice to the Commission and to the person who is suspended, expelled,
or disciplined, or denied access, within thirty days, which includes
the reasons for the exchange action in the form and manner the
Commission prescribes. Otherwise the motice and reasons shall be
kept confidential.

“(8) The Commission may, in its discretion and in accordance with
such standards and procedures as it deems appropriate, review any
decision by an exchange whereby a person is suspended, expelled,
otherwise disciplined, or denied access to the exchange. In addition,
the Commission may, in its discretion and wupon application of any
person who s adversely affected by any other exchange action, review
such action. '

“(3) The Commission may affirm, modify, set aside, or remand any
exchange decision it reviews pursuant to subsection (2), after a
determination on the record whether the action of the ewchange was
in accordance with the policies of this Act. Subject to judicial review.
any order of the Commission entered pursuant to subsection (2) shall
govern the exchange in its further treatment of the matter. ‘

“(4) The Commission, in its discretion, may order a stay of any
action taken pursuant to subsection (1) pending review thereof.

8ec.217(a). No person shall offer to enter into, enter into, or confirm
the execution of any transaction for the delivery of silver bullion, gold
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bullion, or bulk silver coins or bulk gold, coins, pursuant to a standard-
ized contract commonly known to the trade as a margin account,
margin contract, leverage account, or leverage contract contrary to
any rule, regulation, or order of the Commodity Futures Trading Com-
massion designed to insure the financial solvency of the transaction or
prevent manipulation or fraud: Provided, T hat such rule, regulation,
or order may be made only after notice and opportunity for hearing.
If the Commission determines that any such transaction is a contract
for future delivery within the meaning of the Commodity Exchange
Act, as amended, such tranmsaction shall be regulated in accordance
with the provisions of such Act.

(b) The provisions of section 9(c) of the Commodity Exchange
Act, as amended, shall be applicable with respect to persons who violate
the provisions of this section.

TITLE III—ENABLING AUTHORITY FOR CREATION OF
NATIONAL FUTURES ASSOCIATIONS

Sec. 301. The Commodity Ewxchange Act, as amended, is amended
by adding the following new section:

“Sge. 17. (a) Any association of persons may be registered with
the Commission as a registered futures association pursuant to sub-
section (b) of this section, under the terms and conditions hereinafter
provided in this section, by filing with the Commission for review and
approval a registration statement in such form as the Commission
may prescribe, setting forth the information, and accompanied by the
documents, below specified :

“(1) Data as to its organization, membership, and rules of pro-
cedure, and such other information as the Commission may by rules
and regulations require as mecessary or appropriate in the public
interest,; and

“(2) Copies of its constitution, charter, or articles of incorporation
or association, with all amendments thereto, and of its bylaws, and
of any rules or instruments corresponding to the foregoing, whatever
the name, hereinafter in this section collectively re]?erred to as the
‘rules of the association’.

“(b) An applicant association shall not be registered as a futures
association unless the Commission finds, under standards established
by the Commission, that—

“(1) such association is in the public interest and that it will be
able to comply with the provisions of this section and the rules
and regulations thereunder and to carry out the purposes of this
section;

“(2) the rules of the association provide that any person reg-
istered under this Act, contract market, or any other person desig-
nated pursuant to the rules of the Commission as eligible for
membership may become a member of such association, except
such as are excluded pursuant to paragraph (3) or (4) of this
subsection, or a rule of the association permitted under this para-
graph. The rules of the association may restrict membership in
such association on such specified basis relating to the type of
business done by its members, or on such other specified and ap-
propriate basis, as appears to the Commission to be necessary or
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appropriate in the public interest and to carry out the purpose of
this section. Rules adopted by the associaiion may provide that
the association may, unless the Commission directs otherwise in
cases in which the Commission finds it appropriate in the public
interest so to direct, deny admission to, or refuse to continue in
such association any person if (i) such person, whether prior
or subsequent to becoming registered as such, or (it) any person
associated with in the meaning of ‘associated person’ as set forth
@ section Lk of this Act, whether prior or subsequent to becom-
ing so assoctated, has been and is suspended or expelled from a
contract market or has been and is barred or suspended from
being associated with all members of such contract market, for
violation of amy rule of such contract market;

“(3) the rules of the association provide that. except with the
approval or at the direction of the Commission in cases in which
the Commission finds it appropriate in the public interest so to
approve or direct, no person shall be admitted to or continued in
membership in such association, if such person—

“(A) has been and is suspended or expelled from a reg-
istered futures association or from a gontract market or has
been and is barred or suspended from being associated with
all members of such association or from being associated with
all members of such contract market, for violation of any rule
of such association or contract market which prohibits any
act or transaction constituting conduct inconsistent with just
and equitable principles of trade, or requires any act the
omission of which constitutes conduct inconsistent with just
and equitable principles of trade; or

“(B) 1s subject to an order of the Commission denying,
suspending, or revoking his registration pursuant to section
6(d) of this Act (7 U.S.C.9), or expelling or suspending him
from membership in a registered futures association or a con-
tract market, or barring or suspending him from being asso-
ciated with a futures commission merchant; or

“(C) whether prior or subsequent to becoming a member,
by his conduct while associated with a member, was a cause
of any suspension, expulsion, or order of the character de-
scribed in clause (A) or (B) which is in effect with respect
to such member, and in entering such a suspension, expulsion,
or order, the Commission or any such contract market or asso-
ciation shall have jurisdiction to determine whether or not
any person was a cause thereof; or

“(D) has associated with him any person who is known,
or in the exercise of reasonable care should be known, to him
to be a person who would be ineligible for admission to or
continuance in membership under clause (A4), (B), or (C)
of this paragraph.

“(4) the rules of the association provide that, except with the
approval or at the direction of the Commission in cases in which
the Commission finds it appropriate in the public interest so to
approve or direct, no person shall become a member and no nat-
ural person shall become a person associated with a member, unless
such person is qualified to become a member or a person associated
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with a member in conformity with specified and appropriate
standards with respect to the training, experience, and such other
qualifications of such person as the association finds necessary or
desirable, and in the case of a member, the financial responsibility
o){esuch a member. For the purpose of defining such standards and
the application thereof, such rules may—

“(A) appropriately classify prospective members (taking
into account relevant matters, including type or nature of
business done) and persons proposed to be associated with
members.

“(B) specify that all or any portion of such standard shall
be applicable to any such class.

“(C0) require persons in any such class to pass examina-
tions prescribed n accordance with such rules.

“(D) provide that persons in any such class other than
prospective members and partners, officers and supervisory
employees (which latter term may be defined by such rules
and as so defined shall include branch managers of members)
of members, may be qualified solely on the basis of compliance
with specified standards of training and such other qualifica-
tions as the askociation finds appropriate.

“(E) provide that applications to become a member or
a person associated with a member shall set forth such facts
as the association may prescribe as to the training, experience,
and other qualifications (including, in the case of an appli-
cant for membership, financial responsibility) of the appli-
cant and that the association shall adopt procedures for veri-
fication of qualifications of the applicant.

“(F) require any class of persons associated with a mem-
ber to be registered with the association in accordance with
procedures specified by such rules (and any application or
document supplemental thereto required by such rules of a
person seeking to be registered with such association shall,
for the purposes of subsection (b) of section 6 of the Act, be
deemed an application required to be filed under this section).

“(8) the rules of the association assure a fair representation of
its members in the adoption of any rule of the association or
amendment thereto, the selection of its officers and directors, and
in all other phases of the administration of its affairs.

“(6) the rules of the association provide for the equitable allo-
cation of dues among its members, to defray reasonable expenses
of administration.

“(7) the rules of the association are designed to prevent fraud-
ulent and manipulative acts and practices, to promote just and
equitable principles of trade, in general, to protect the public in-
terest, and to remove impediments to and perfect the mechanism
of free and open futures trading.

“(8) the rules of the association provide that its members and
persons associated with its members shall be appropriately dis-
ciplined, by expulsion, suspension, fine, censure, or being sus-
pended or barred from being associated with all members, or any
other fitting penalty, for any violation of its rules.

“(9) the rules of the association ivrom’de a fair and orderly
procedure with respect to the disciplining of members and per-
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sons associated with members and the denial of membersnap to
any person seeking membership therein or the barring of any
person. from being associated with a member. In any proceeding
to determine whether any member or other person shall be disce-
plined, such rules shall require that specific charges be broughty
that*such member or person shall be notified of, and be given an
opportunity to defend against, such charges; that a record shall
be kept; and that the determination shall include—

“(4) a statement setting forth any act or practice in which
such member or other person may be found to hawe engaged,
or which such member or other person may be found to%we
omitted. .

“(B) a statement setting forth the specific rule or rules of
the association of which any such act or practice, or omission
to act, is deemed to be in violation.

“(C) a statement whether the acts or practices prohibited
by such rule or rules, or the omission of any act required
thereby, are deemed to constitute conduct inconsistent with
just and equitable principles of trade.

“(D) a statement setting forth the penalty imposed.

“In any proceeding to determine whether a person shall be denied
membership or whether any person shall be barred from being
associated with a member, such rules shall provide that the person
shall be notified of, and be given an opportunity to be heard upon,
the specific grounds for denial or bar which are under considera-
tion; that a record shall be kept; and that the determination
shall set forth the specific grounds upon which the denial or bar
18 based.

“(10) the rules of the association provide for a fair and equita-
ble procedure through arbitration or otherwise for the settle-
ment of a customer’s claims and grievances against any member
or employee thereof : Provided, That (i) the use of such procedure
by a customer shall be voluntary, (i) the procedure shall not be
applicable to any claim in excess of 85,000, (iii) the procedure
shall not result in any compulsory payment except as agreed upon
between the parties, and (w) the term ‘customer’ as used in this
subsection shall not include a futures commission merchant or a
floor broker. .

“(¢) The Commission may, after notice and opportunity for hear-
ing, suspend the registration of any futures association if it finds that
the rules thereof do not conform to the requirements of the Commis-
sion, and any such suspension shall remain in effect until the Com-
mission issues an order determining that such rules have been modified
to conform with such requirements. :

“(d) In addition to the fees and charges authorized by section 8a
(4) of this Act, each person registered under this Act, who i8 not a
member of a futures association registered pursuant to this section,
shall pay to the Commission such reasonable fees and charges as may
be necessary to defray the costs of additional regulatory duties re-
quired to be performed by the Commission because such person i8 not
a member of a registered futures association. T he Commission shall
establish such additional fees and charges by rules and regulations.

“(e) Any person registered under this Act, who is not a member of
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a futures association regigtered pursuant to this section, in addition
to the other requirements and obligations of this Act and the regula-
tions thereunder shall be subject to such other rules and requlations as
the Commission may find necessary to protect the public interest and
promote just and equitable principles of trade.

“(f) Upon filing of an application for registration pursudnt to sub-
section (@), the Commission may by order grant such registration if
the requirements of this section are satisfied. If, after appropriate
notice and opportunity for hearing, it appears to the Commission that
any requirement of this section is not satisfied, the Commission shall by
order deny such registration. ‘

“(g) A registered futures association may, upon such reasonable
notice as the Comnission may deem necessary in the public interest,
withdraw from registration by filing with the Commission a written
notice of withdrawal in such form as the Commission may by rules and
regulations prescribe. :

“(h) If any registered futures association takes any disciplinary
action against any member thereof or any person associated with such
a member or denies admission to any person seeking membership there-
in, or bars any person from being associated with a member, such
action shall be subject to review by the Commission, on its own motion,
or upon application by any person aggrieved thereby filed within
thirty days after such action has been taken or within such longer pe-
riod as the Commission may determine. Application to the Commis-
sion for review, or the institution of review by the Commission on its
own motion, shall operate as a stay of such action until an order is
issued upon such review pursuant to subsection (k) of this section
unless the Commission otherwise orders, after notice and opportunity
for hearing on the question of a stay (which kearing may consist solely
of ajfidavits and oral arguments). :

“(2) (1) In a proceeding to review disciplinary action taken by a
registered futures association against a member thereof or a person
associated with a member, if the Commission, after appropriate notice
and opportunity for hearing, wpon consideration of the record before
the association and such other evidence as it may deem relevant—

“(A) finds that such member or person has engaged in such
acts or practices, or has omitted such act, as the association has
found him to have engaged in or omitted, and

“(B) determines that such acts or practices, or omission to act,
are in violation of such rules of the association as have been desig-
nated in the determination of the association, the Commission
shall by order dismiss the proceeding, unless it appears to the
Commussion that such action should be modified in accordance
with paragraph (2) of this subsection. The Commission shall like-
wise determine whether the acts or practices prohibited, or the
omission of any act required, by any such rule constitute conduct
inconsistent with just and equitable principles of trade, and shall
.80 declare. If it appears to the Commission that the evidence does
not warrant the finding required in clause (A ), or if the Com-
mission determines that suo/% acts or practices as are found to have
been engaged in are not prohibited by the designated rule or rules
of the association, or that such act as is found to have been omitted
8 not required by such designated rule or rules, the Commission
shall by order set aside the action of the association.
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“(2) If, after appropriate notice and opportunity for hearing, the
Commission finds that any penalty émposed wpon a member or person
associated with a member 18 excessive or oppressive, having due regard
to the public interest, the Commission shall by order cancel, reduce,
or require the remaission of such penalty. .

“(3) In any proceeding to review the denial of membership in o
registered futures association or the barring of any person from being
associated with a member, <f the Commission, after appropriate notice
and hearing, and upon consideration of the record before the associa-
tion and such other evidence as it may deem relevant, determines that
the specific grounds on which such denial or bar is based ewist in fact
and are valid under this section, the Commission shall by order dismiss
the proceeding ; otherwise, the Commission shall by order set asidé the
action of the association and require it to admit the applicant to mem-
bership therein, or to permit such person to be associated with a
member.

“(j) Every registered futures association shall file with the Com-
mission in accordance with such rules and regulations as the Commis-
sion may prescribe as necessary or appropriate in the public interest,
copies of any changes in or additions to the rules of the association,
and such other information and documents_ as the Commission may
require to keep current or to supplement the registration statement
and documents filed pursuant to subsection (a) of this section. Any
change in or addition to the rules of a registered futures association
shall be submitted to the Commaission for approval and shall take
effect upon the thirticth day after such approval by the Commission,
orupon such carlier date as the Commission may determine, unless the
Comanission shall enter an order disapproving such change or addi-
tion ; and the Commission shall enter such an order unless such change
or addition appears to the Commission to be consistent with the
requirements of this section and the provisions of this Act.

“(B) (1) The Commission is authorized by order to abrogate any
rule of a registered futures association,if after appropriate notice and
opportunity for hearing, it appears to the Commission that such abro-
gation i8 necessary or appropriate to assure fair dealing by the members
of such association, to assure a fair representation of its members in the
administration of its affairs or effectuate the purposes of this title.

“(2) T he Commission may in writing request any registered futures
association to adopt any specified alteration or supplement to its rules
with respect to any of the matters hereinafter enumerated. If such as-
sociation fails to adopt such alteration or supplement within a reason-
able time, the Commission is authorized by order to alier or supplement
the rules of such. association in the manner theretofore requested, or
with such modifications of such alteration or supplement as it deems
necessary tf, after appropriate notice and opportunity for hearing, it
appears to the Commission that such alteration or supplement is nec-
essary or appropriate in the public interest or to effectuate the purposes
of this section, with respect 10—

“(A) the basis for, and procedure in connection with, the denial
of membership or the barring from being associated with a mem-
ber or the disciplining of members or persons associated with mem-~
bers, or the qualifications required for members or natural persons
associated with members or any class thereof;
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,“(Bi the method for adoption of any change in or addition to
the rules of the association;

“(0) the method of choosing oaﬁcers and directors.

“(2) The Commission s authorized, if such action appears to it to be
necessary or appropriate in the public interest or to carry out the pur-
poses of this section—

“(1) after appropriate notice and opportunity for hearing, by
order to suspend for a period not exceeding twelve months or to
revoke the registration of a registered futures association, if the
Commission finds that such association has violated any provisions
of this title or any rule or requlation thereunder, or has failed to
enforce comJZMnce with its own rules, or has engaged in any other

. activity tending to defeat the purposes of this Act;

“(2) after appropriate notice and opportunity for hearing, by
order to suspend for a period not ewceeding twelve months or to
expel from a registered futures association any member thereof,
or to suspend for a period not exceeding twelve months or to bar
any person from being associated with @ member thereof, if the
Commission finds that such member or person—

“(A) has violated any provision of this title or any rule or
regulation thereunder, or has effected any transaction for any
other person who, he had reason to believe, was violating with
ree%pect to such transaction any provision of this title or any
rule or regqulation thereunder; or

“(B) has willfully violated any provision of the Commod-
ity Exchange Act, as amended, or of any rule, regulation, or
order thereunder, or has effected any transaction for any
other person who, he had reason to believe, was willfully vio-
lating with respect to such transaction any provision 0}1/ such
Act or rule, regulation, or order.

“(3) after appropriate notice and opportunity for hearing, by
order to remove from office any officer or director of a registered
futures association who, the Commission finds, has willfully failed
to enforce the rules of the association, or has willfully abused his
authority.

“(m) The Commission shall include in its annual reports to Congress
information concerning any futures associations registered pursuant
to this section and the effectiveness of such associations in regqulating
the practices of the members.”

TITLE IV—MISCELLANEQUS PROVISIONS

Sec. J01. SBection 9 of the Commodity Exchange Act, as amended
(7 U.S.C. 13), is amended by adding the following new subsections:

“(d) It shall be a felony punishable by a fine of not more than
$10,000 or imprisonment for not more than five years, or both, together
with the costs of prosecution, for any Commissioner of the Commis-
sion or any employee or agent thereof, to participate, directly or in-
directly, in any transaction in commedity futures or any transaction
of the character of or which is commonly known to the trade as an
‘loption’, ‘privilege’, ‘indemmity’, ‘bid’, ‘offer’, ‘put’, ‘call’, ‘advance
guaranty’, or ‘decline guaranty’, or for any such person to participate,
directly or indirectly, in any investment transaction in an actudl com-
modity: Provided, That suck prohibition against any investment
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transaction in an actual commodity shall not apply to a transaction
in which such person buys an agricultural comumodity or lLivestack for
use in his own farming or ranching operations or selts an agricultural -
commodity which he has produced in connection with his own farming

or ranching operations nor to any transaction in which he sells live-
stock which he has owned at least three months. With respect to such

excepted transactions, the Commission shall require any Commissioner

of the Commission or any employee or agent thereof who participates

in any such transaction to notify the Commission thereof in accordance

with such regulations as the Comihission shall prescribe and the Com-:
massion shait make such information available to the public.

“(e) It shall be a felony punishable by a fine of not more than
$10,000 or imprisonment for not more than five years, or both, together
with the costs of prosecution—(1) for any Commissioner of the Com-
magsion or any employee or agent thereof who, by virtue of his employ-
ment or position, acquires information which may affect or tend to
affect the price of any commodity fubures or commodity and which
information has not been made public to impart such information
weth intent to assist another person, directly or indirectly, to partici-
pate in any transaction in commodity futures, any tramsaction in an.
actual commodity, or in any transaction of the character of or which.
s commonly known to the trade as an ‘option’, ‘privilege’, ‘ndemmity’
‘bid’, ‘offer’, ‘put’, ‘call’, ‘advance guaranty’, or ‘decline guaraniy’; a
(2) for any person to acquire such information from any Comamassioner
of the Commission or any employee or agent thereof and to use such
information in any transaction in commodity futures, any transaction
n an actual commodity, or in any transactwon of the character of or
which is comanondy known to the trade as an ‘option’, ‘privilege’s ‘in-
demmity’, ‘bid’, ‘offer’, ‘put’, ‘caly, ‘advance guaranty’s or ‘decline
guaranty’.’

Szo. j02. Section 4c of the Commodity Exchange Act, as amended
(7 U.8.0.60),is amended— : ;

(@) by inserting “(a)” after“Sno. 4c.”, : :

(6) By striking paragraph (B) in its entirety and inserting <n lieu
thereof the following: :

“(B) if such transaction involves any commodity specifically
set forth in section 2(a) of this Act, prior to the enactment of the
Commodity Futures 1rading Comumission Act of 1974, and if
such tramsaction is of the character of, or is commonly known to
the trade as, an ‘option’, ‘privilege’, ‘indemnity’, ‘bid’, ‘offer’, ‘put’,
‘call’y ‘advance guaranty’, or ‘decline guaranty’, or”.

(¢) By adding at the end thereof the following new subsection:

“(b) Vo person shall offer to enter into, enter into, or confirm the.
execution of, any transaction subject to the provisions of subsection
éa) of this section involving any commodity regulated under this Act,

ut not specifically set forth in section 2(a) of this Act, prior to the
enactment of the Commeodity Futures 1rading Commassion Act of-
1974, which i3 of the character of, or is commonly known to the trade
as, an ‘option’, ‘privilege’, “‘indemmnity’, ‘bid’, ‘offer’, ‘put’, ‘call’, ‘ad-
vance guaranty’, or ‘decline guaranty’, conirary to any rule, regulation,
or order of the (ommission prohibiting any such transaction or allow-
ing any such transaction under such terms and conditions as the Com-
mussion shall prescribe within one year after the effective date of the
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Commodity Futures Trading Commission Act of 1974 unless the Com-
mission determings and notifies the Senate Committee on Agriculture
and Forestry and the House Comumittee on Agriculture that it is unable
to prescribe such terms and conditions within such period of time:
Provided, T hat any such order, rule, or regqulation may be made only
after notice and opportunity for hearing : And provided further, T hat
the Commission may set different terms and conditions for different
markets.” ‘ S T :

- (d) By striking the last sentence of subsection. (a) as designated by
this section. o : ; e .

Sec. 403. Section La(1) of the Commodity Ewmchange Act, as
amended (7 U.S.0. 6a), is amended by inserting, following the word
“straddles” in the last sentence of such paragraph the words “or
‘arbitrage’ - and by adding the following new sentences at the end
of such paragraph: “The word ‘arbitrage’ in domestic markets shall
be defined to mean the same as a ‘spread’ or ‘straddle’. The (ommis-
sion 18 authorized to define the term ‘international arbitrage’.”

SEec. 404. Section 4a(3) of the. Commodity Ewmchange Aot, as
amended (7 U.8.C. 6a), is amended by deleting the pem‘og at the end
of the first sentence and adding “as such terms shall be defined by
the Commassion within ninety days after the effective date of the
Commodity Futures Trading Commission Act of 197} by order con-
sistent with the purposes of this Act.”; and by-deleting, effective im-
mediately on enactment of this Act, the remainder of paragraph
(3) : Provided, That notwithstanding any other provision of law, the
Secretary of Agriculture, immediately upon the enactment of the Com-
modity Futures Trading Commission Act of 1974, is authorized and
directed to pramulgate requlations defining bona fide hedging trans-
actions and positions : And provided further, T hat wntil the Secretary
issues such regulations deﬁ?;u'ng bona fide hedging transactions and
positions and such regulations are in full force and effect, such terms
shall continue to be defined as set forth in the Commodity Exchange
Act prior to its amendment by the Commodity Futures Trading Com-
mission Act of 1974. = - ¢ : S S

Skc. j05. Section 4b of the Commodity Ewxchange Act, as amended
(7 U.8.0.6b),is amended— ‘ :

(a) By deleting the word “ootton” where it appears in the last full
paragraph of such section, and inserting in liew thereof the words “a
commodity”. "

(8) By striking the period at the end of such section and adding
the following: “: And provided further; That such transactions shall
be made in accordance with such rules and requlations as the Com-
mission may promulgate regarding the manner of the execution of
such transactions.” , '

Sec. j06. Section 5a(6). of the Comumodity Ewxchange Act, as
amended (7 U.8.C. 7a), is amended by deleting the semicolon at the
end of said subsection and inserting in liew thereof the following:
“and adopted by the Commission;”. : :

Sec. J07. Section 5a(8) of the Commeodity Ewmchange Act, as
amended (7 U.S.C.7a),is amended—

(@) By deleting the words “not been disapproved by the Secretary
of Agriculture pursuant to paragraph (7) of section 8a” and insert-
ing in lieu thereof the words “been approved by the Commission pur-
suant to paragraph (12) of section 5a”.
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(8) By deleting the word “so”, and inserting the words “by the
Commission” immediately before the semicolon at the end of such
subsection.

Sec. 408. Section6(b) of the Commodity Exchange Act,as amended
(7U.8.C.9), i amended—

(a) By striking in the second sentence “a referee” and inserting
in liew thereof “an Administrative Law Judge”.

(b)) By stm’king the word “referee” each other place it appears
and inserting in liew thereof “Administrative Law Judge”.

Sec. j09. Section 9(c) of the Commodity Exchange Act, as amended
(7 U.8.C. 13), is amended by inserting after “section 42’ the follow-
ing : “section Lk, section fm, section 4o,”.

Skec. 410. Section 5108(c) of title 5 of the United States Code is
amended by adding after paragraph (11) thereof the following new
paragraph:

“(12) The Commodity Futures Trading Commission, subject to
the standards and procedures prescribed by this chapter, may place
an additional twenty positions in GS8-16, GS-17, and G S-18 for pur-
poses of carrying out it8 functions.” :

Szc. 411. All operations of the Commodity Exchange Commission
and of the Secretary of Agriculture under the Commodity Exchange
Aect, including all pending administrative proceedings, shall be trans-
ferred to the Commodity Futures Trading Commission as of the effec-
tive date of this Act and continue to completion. AUl rules, requlations,
and orders heretofore issued by the Commodity Exchange Commission
and by the Secretary of Agriculture under the Commodity Exchange
Act to the extent not inconsistent with the provisions of this Act shall
continue in full force and effect unless and until terminated, modified,
or suspended by the Commodity Futures Trading Commission.

Sec. }j12. Pending proceedings under existing law shall not be
abated by reason of any provision of this Act but shall be disposed of
pursuant to the applicable provisions of the Commodity Exchange
Act, as amended, in effect prior to the effective date of this Act.

Skec. 413. If any provision of this Act or the application thereof to
any person or circumstances s held invalid, the valzz')dity of the remain-
der of the Act and the application of such provision to other persons
or circumstances shall not be affected thereby. .

Sec. 414. The Commodity Exchange Act, as amended, is amended
by adding the following new section at the end thereof :

“Sec. 16. (a) The Commission may conduct regular investigations
of the markets for goods, articles, services, rights, and interests which
are the subject of futures contracts, and furnish reports of the findings
of these inwvestigations to the public on a regqular basis. These market
reports shall, where appropriate, include information on the supply,
demand, prices, and other conditions in the United States and other
countries with respect to such goods, articles, services, rights, interests,
and information respecting the futures markets. . ,

“(bd) The Commission shall cooperate with the Department of Agri-
culture and any other Department or Federal agency which makes
market investigations to avoid unnecessary duplication of information-
gathering activities. ’

“(c) The Department of Agriculture and any other Department or
Federal agency which has market information sought by the Commis-
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sion shall furnish it to the Commission wpon the request of any author-
ized employee of the Commission. The Commission shall abide by any
rules of confidentiality applying to such information.

“(d) The Commission s%l not disclose in such reports data and
information which would separately disclose the business tramsactions
.of any person and trade secrets or names of customers except as pro-
wided in section 8 of this Act.”

Sec. 415. Section 4g of the Commodity Exchange Act, as amended,
is amended by inserting “(1)” after the section designation and by
adding the following new subsections:

“(2) Every clearinghouse and contract market shall maintain daily
trading records. The daily trading records shall include such informa-
tion as the Comaission shall prescribe by rule.

“(3) Brokers and futures comumission merchants shall maintain
dasly trading records for each customer in such manner and form as to
be identifiable with the trades referred to in subsection (2).

“(4) Daily trading records shall be maintained in a form suitable
to the Commission for such period as may be required by the Com-
mission. Reports shall be made from the records maintained at such
times and at such places and in such form as the Commission may
prescribe by rule, order, or regulation in order to protect the public
wnterest and the interest of persons trading in commodity futures.

“(5) Before the beginning of trading each day, the exchange shall,
insofar as is practicable and under terms and conditions specified by
the Commiission, make public the volume of trading on each type of
contract for the previous day and such other information as the Com-
mission deems necessary in the public interest and prescribes by rule,
order, or regulation. «

“(6) Nothing contained in this section shall be construed to prohibit
the Commission from making separate determanations for different
clearinghouses, contract markets, and exchanges when such determi-
nations are warranted in the judgment of the Commission.”

Sgec. 416. The Commodity Exchange Act, as amended, 38 amended
by adding at the end thereof the follousing new section :

“Sgc. 18. (@) The Commission shall establish and maintain, as part
of its ongoing operations, research and information programs to (I)
determine the feasibility of-trading by computer, and.the expanded use
of modern information system technology, electronic data progessing,
and modern communication systems by commodity exchanges, boar
of trade, and by the Commission itself for purpoges of wmproving,
strengthening, facilitating, or regulating futures trading operations;
(8) assist in the development of educational and other informational

materials regarding futures trading for dissemination gnd use among
producers, market users, and the general public; and (3) carry out the
general purposes of this Act. «

“(b) The Commission shall include inits annual reports to Congress
plans and findings with respect to implementing this section.”

Skc. 417. The Commodity Futures Trading Commission shall sub-
mit to the Congress, not Later than June 30,1976, a report respecting the
need for legistation insuring owners of commodity futures accounts
and persons handling or clearing trades in such accounts against loss
by reason of the insolvency or financial failure of a futures commis-
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sion merchant carrying such accounts. The report shall contain the
recommendations of the Commission concerning the form and nature
of any such legislation.

Sec. 418. (a) Ewxcept as otherwise provided specifically in this
Act, the effective date of this Act shall be the 180th day after en-
actment. The Commission referred to in section 101 is hereby estab-
lished effective immediately on enactment of this Act. Sections 102
and 410 shall be effective immediately on enactment of this Act.
Activities necessary to implement the changes effected by this Act may
be carried out after the date of enactment and before as well as after
the 180th day thereafter. Activities to be carried out after the date
of enactment and before the 180th day thereafter may include, but
are not limited to the following: designation of boards of trade
as contract markets, registration of futures commission merchants,
floor brokers, and other persons required to be registered under the
Act, approval or modz}é‘ication of bylcqz'ws, rules, requlations, and resolu-
tions of contract markets, and issuance of requlations, effective on or
a{ter the 180th day after enactment; appointment and compensation of
the members of the Commission; hiring and compensation of stajf : and
conducting of investigations and hearings. Nothing in this Act shall
limit the authority of the Secretary of Agriculture or the Commodity
Exchange Commission under the Commodity Ewachange Act, as
amended, prior to the 180th day after enactment of this Act.

(b) Funds appropriated for the administration of the Commodity
Exchange Act, as amended, may be used to implement this Act im-
mediately after the date of enactment of this Act.

And the Senate agree to the same.

HermaN E. TALMAaDGE,
Georce MoGovERN,
Houeertr H. HuoMrHREY,
Dick Crarg,
Cary, T. Currts,
RoserT DoLE,
Hrxry BELLMON,
Managers on the Part of the Senate.

W. R. Poage,
FRANK A, STUBBLEFIELD,
Tromas S. FoLey,
Bos Bererano,
Wirriam C. WaMPLER,
RoperT PRICE,
CuaARLES THONE,
Managers on the Part of the House.



JOINT EXPLANATORY STATEMENT OF THE COMMITTEE
OF CONFERENCE

The managers on the part of the House and the Senate at the con-
ference on the disagreeing votes of the two Houses on the amendments
of the Senate to the bill (H.R. 13113) to amend the Commodity Ex-
change Act to strengthen the regulation of futures trading, to bring
all agricultural and other commodities traded on exchanges under
regulation, and for other purposes, submit the following joint state-
ment to the House and the Senate in explanation of the effect of the
action agreed upon by the managers and recommended in the accom-
panying conference report. The differences between the House bill
and the Senate amendment and the substitute agreed to in conference
are noted in the following outline, except for conforming, clarifying,
and technical changes:

(1) Nature of Commission.

The House bill creates a five-man regulatory Commission with cer-
tain ties to the Department of Agriculture. The Commission would
consist of four public members and the Secretary of Agriculture or
his designee. The -four public members of the Commission would be
appointed by the President from the general public and confirmed by
the Senate. Any of the five members of the Commission could be sep-
arately nominated by the President as Chairman of the Commission,
although such nomination would be subject to separate Senate ap-
proval. The four public members would serve on a part-time bagis.
They would be compensated at Executive Level IV on a per diem
basis for the time they spend in the performance of their official activ-
ities. The Commission would be allowed to utilize the facilities and
services of the Department of Agriculture, at cost, including adequate
office space if available. The Commission would be required to meet
as often as necessary, but not less than one regular meeting per month.
Additional meetings could be called by the Chairman or any two mem-
bers of the Commission. The Commission would have a General
Counsel, an Executive Director, and a Secretary.

The Senate amendment creates a five-man independent regulatory
Commission consisting of a Chairman and four other Commissieners.
In nominating persons for appointment, the President is to seek to
establish and maintain a balanced Commission that will include—but
not be limited to—persons of demonstrated knowledge in futures
trading or its regulation and persons of demonstrated knowledge in
the production, merchandising, processing, or distribution of the goods,
articles, services, rights, and interests covered by the Act. The Chair-
man would be the chief administrative officer and compensated at
Executive Level ITI. The other Commissioners would be compensated
at Executive Level TV, The Commission would have a General Counsel
and an Executive Director, but no Secretary. Both the General Counsel
and the Executive Director would be subject to Senate confirmation.
They would be compensated at Executive Level V.

(33)
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The Conference substitute adopts the Senate provision with an
amendment. Under the Conference substitute, the Secretary of Agri-
culture will appoint a liaison officer, who shall be an employee of the
Department of Agriculture, for the purpose of maintaining liaison
between the Commission and the Department. The Commission shall
furnish the liaison officer with appropriate office space and clerical help,
and he shall have the right to attend and observe all deliberations and
proceedings of the Commission. Likewise, the Commission shall estab-
lish a separate office within the Department of Agriculture to be staffed
with employees of the Commission for the purpose of maintaining
liaison between the Department and the Commission. The Secretary
shall take such steps as may be necessary to enable the Commission to
obtain information and utilize such services and facilities of the De-
partment as may be necessary in order to maintain effectively such
liaison.

Under the Conference substitute, the Commission would appoint
the General Counsel and the Executive Director. Only the Executive
Director would be subject to Senate confirmation. Both would serve
at the pleasure of the Commission. ,

The Conference substitute includes the House provision that a
vacancy in the Commission would not impair the right of the remain-
ing Commissioners to exercise the powers of the Commission. Thnus,
during the period of transition between the date of enactment and the
effective date of the bill, it will be possible for the Commission to func-
tionl '}ivélden three of the Commissioners' have been appointed and have

ualified. ' N
1 The Corference substitute also provides:that whenever the Com-
mission submits any budget estimate or réquest to the President or
the Office of Management and Budget, it shall concurrently transmit
copies of that estimate or request to the House and:Senate A:griculture
Committees and the House and Senate Appropristions Committees.
Likewise, whenever the Commission submits any legislative recom-
mendation, or testimony, or comments on legislation to the President
or the Office of Management and Budget. it shall concurrently trans-
mit copies thereof to the House and Senate Agriculture Committees.

(2) Reparations procedure.

Under the Senate amendment, a person would have three years .
instead of nine months, as provided in the House bill, to make a com-
plaint to the Commission. ,

Judicial review of the Commission’s findings and order would under
the House bill be de novo, except that the findings of fact and orders
of the Commission would be prima facie evidence of the facts therein
stated. Under the Senate amendment, the findings would be reviewable
only for purposes of determining if they are supported by substan-
tial evidence.

Under the House bill, the period of time for a person to comply with
or appeal a reparations order entered against him is five days. Under
the Senate amendment, the period of time is extended to 15 days.

Under the Conference substitute, a person would have two years
to make a complaint to the Commission. In lieu of the House and
Senate provisions, judicial review of the Commission’s findings and
order would on appeal be in the Court of Appeals pursuant to the
procedure provided in section 6(b) of the Commodity Exchange Act.
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Under section 6(b) of the Act, the findings of the Commission, as to
the facts, would, if supported by the weight of the evidence, be
conclusive. The Conference substitute retains the Senate provision
that the period of time for a person to comply with or appeal a repara-
tions order entered against him is 15 days.

(3) Antitrust laws.

Under the House bill, the Commission—in issuing any order, rule,
or regulation or in requiring or approving any bylaw, rule, or regula-
tion of a contract market—is to take into consideration the public
interest to be protected by the antitrust laws.

The Senate amendment retains this provision, and, in addition,
requires the Commission to endeavor to take the least anticompetitive
means of achieving the objectives of the Commodity Exchange Act.

The Conference substitute adopts the Senate amendment with only
a technical change. However, the requirement that the Commission en-
deavor to take the least anticompetitive means of achieving the objec-
tives of the Commodity Exchange Act isnot intended to constitute any
procedural roadblock to the Commission in regulating the futures trad-
ing industry, and separate proceedings to consider antitrust and anti-
competitive matters are not required by the Commission in issuing any
order, adopting any Commission rule or regulation, or in requiring or
approving any bylaw, rule, or regulation of a contract market.

(4) Jurisdiction of the Commission.

The House bill provides for exclusive jurisdiction of the Commission
over all futures transactions. However, it is provided that such exclu-
sive jurisdiction would not supersede or' limit the jurisdiction of the
- Securities and Exchange Commission or other regulatory authorities.

The Senate amendment retains the provision of the House bill but
adds three clarifying amendments. The clarifying amendments make
clear that (a) the Commission’s jurisdiction over futures contract mar-
kets or other exchanges is exclusive and includes the regulation of com-
modity accounts, commodity trading agreements, and commodity op-
tions; (b) the Commission’s jurisdiction, where applicable, supersedes
State as well as Federal agéncies; and (c¢) Federal and State courts
retain their respective jurisdictions.

In addition, the Senate amendment provides that interbank trading
of foreign currencies and specified financial instruments is not subject
to Commission regulation.

Also, the Senate amendment provides that the Commission’s author-
ity in section 217 of the bill to regulate transactions for the delivery of
silver bullion, gold bullion, or bulk silver coins or bulk gold coins pur-
suant to standardized margin or leverage contracts is exclusive.

The Conference substitute adopts the Senate amendment, includ-
ing the provision in section 402(d) of the bill which strikes the last
sentence of section 4c of the Commodity Exchange Act. The language
being struck provides that “Nothing in this section [section 4¢] or
section-4b shall be construed to impair any State law applicable to any
transaction enumerated or described in such sections.”

Under the exclusive grant of jurisdiction to the Commission, the
authority in the Commodity Exchange Act (and the regulations is-
sued by the Commission) would preempt the field insofar as futures
regulation is concerned. Therefore, if any substantive State law regu-
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lating futures trading was contrary to or inconsistent with Federal
law, the Federal law would govern. In view of the broad grant of
authority to the Commission to regulate the futures trading industry,
the Conferees do not contemplate that there will be a need for any
supplementary regulation by the States.

(6) Flitness requirements for floor brokers, futures commission mer-
chants, and persons associated with them. :

The Senate amendment provides in section 206 that the Commis-
sion may exempt floor brokers, futures commission merchants, and
persons associated with them, from any written proficiency examina-
tions, if they have previously demonstrated the required proficiency
and skill necessary to protect the interests of customers.

The Senate amendment strikes a similar provision in section 204
of the House bill which would be applicable only with respect to
persons associated with futures commission merchants.

The Conference substitute adopts the Senate provision.

(6) Contract market designation (economic justification).

The House bill requires a board of trade, before designation as a
contract market, to demonstrate (a) that the prices involved in trans-
actions for future delivery in the commodity for which such designa-
tion is sought, are, or reasonably can be expected to be, generally

uoted and disseminated as a basis for determining pricés to pro-

lucers, merchants, or consumers of such commodity or the products
or byproducts thereof or (b) that such transactions are, or reasonably
can {e expected to be, utilized by producers, merchants, or consumers
engaged. in handling such commogity or the products or byproducts
thereof in interstate commerce as a means of hedging themselves
against possible loss through fluctuations in price.

The Senate amendment strikes the House provision and substitutes
therefor the requirement that the board of trade demonstrate that
transactions for future delivery in the commodity for which desig-
nation as a contract market is sought will not be contrary to the public
mnterest,

The Conference substitute adopts the Senate provision, The Confer-
ees note that the broader language of the Senate provision would in-
clude the concept of the “economic purpose” test provided in the
House bill subject to the final test of the “public interest”.

(7) Delivery points.

The Senate amendment would give contract markets 75 days, instead
of 60 days as specified in the House bill, to make changes in delivery
points as deemed necessary by the Commission. ‘

In addition, the Senate amendment eliminates any requirement that
warehouse receipts issued under the United States Warehouse Act
be accepted in satisfaction of futures contracts where such a require-
ment is totally.inappropriate. ’

The Conference substitute adopts the Senate provision.

(8) Voluntary arbitration of customers’ claims.

Under the House bill, a contract market’s voluntary arbitration
procedure is limited to claims not in excess of $5,000.

The Senate amendment increases this amount to $15,000.

The Conference substitute adopts the Senate provision.
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(9) Commission approval of exchange bylaws, rules, regqulations, and
resolutions.

The Senate amendment retains the provision of the House bill that
a contract market submit for Commission approval bylaws, rules,
regulations, and resolutions which relate to the terms and conditions
of futures contracts or other trading requirements.

The Senate amendment provides that the Commission is to approve
or disapprove such bylaws, rules, regulations, and resolutions within
30 days unless the Commission determines that a longer period of time
is necessary for such determination and so notifies the contract mar-
ket. In addition, the Senate amendment (a) authorizes contract mar-
kets to adopt rules in an emergency without prior approval by the
Commission, and (b) permits the Commission to exempt contract
market operational and administrative rules from the requirement
that they be submitted to the Commission for approval.

The Conference substitute retains the Senate provision with an
amendment providing that the Commission shall specify the terms and
conditions under which a contract market may, in an emergency, adopt
a temporary rule dealing with trading requirements without prior
Commission approval. v

Under section 213 of the bill, the Commission retains its authority
and flexibility to alter or supplement previously-approved exchange
bylaws, rules, regulations, and resolutions.

(10) Restraining orders, injunctions, and writs of mandamus.

The House bill provides that whenever it shall appear to the Com-
mission that any contract market or other person has engaged, is
engaging, or is about to engage in any act or practice constituting a
violation of any provision of the Act or any rule, regulation, or order
thereunder, or 1s in a position to effectuate a squeeze or corner or other-
wise restrain trading in any commodity for future delivery, the Com-
mission is permitted to notify the Attorney General, and the Attorney
General is permitted to bring a court action to enjoin such act or prac-
tice, or to enjoin the continued maintenance of such a position, or to
enforce compliance with the Act, or any rule, regulation, or order
thereunder.

The Senate amendment authorizes the Commission to go directly
into court itself—without going through the Attorney General—to
enjoin any contract market or other person from violating the Act or
restraining trading in any commodity for future delivery. The
Senate amendment retains the authority for the Commission to seek
injunctions with respect to persons “about to engage” in violations
of the Act, but deletes the authority to seek injunctions with respect
to persons “in a position to” effectuate a squeeze or corner. Under both
the Senate amendment and the House bill, no restraining order, in-
junction, or writ of mandamus will be issued ex parte.

The Conference substitute adopts the Senate provision with an
amendment providing that, in lien of bringing actions itself, the
Commission may request the Attorney General to bring the action.
‘Where the Commission elects to bring the action, it shall inform the
Attorney General and advise him of subsequent developments.

(11) E'mergency powers.

The House bill authorizes the Commission to direct any contract
market, “whenever [the Commission] has reason to believe that the
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amount of deliverable supplies, the number of open contracts, the
relative size of individual traders’ Sositions, the amount and direc-
tion of price movements in cash and futures markets, the impact of
government edicts and regulations, the existence of a market emer-
gency, or any other such market factor creates a condition which
threatens orderly trading in, or liquidation of, any futures contract,
to take such action as in the Commission’s judgment is necessary to
maintain or restore orderly trading in, or liquidation of, any futures
contract.” The House bill specifies examples of actions that the Com-
mission may take.

Under the Senate amendment, the Commission will have authority
to act only in “emergency” situations and direct a contract market to
take such action as is necessary to maintain or restore orderly trading.
The term “emergency” is defined as meaning—in addition to threat-
ened or actual market manipulations and corners—any act of govern-
ment affecting a commodity or any other major market disturbance
which prevents the market from accurately reflecting the forces of
supply and demand. In addition, the “emergency” itself must—in the
Commission’s judgment—have a greater adverse impact on thé market
than the action the Commission proposes to take.

The Conference substitute adopts the Semafe provision with an
amendment deleting the language that the “emergency” must, in the
Commission’s judgment, have a greater adverse impact on the mar-
ket than the action the Commission proposes to take. At the outset of
an emergency, it might not be practicable for the Commission to reach
such a judgment. :

However, the Conferees do not intend that the emergency powers
section be used to prescribe a remedy more severe than the malady
sought to be cured. The effective use of the emergency powers requires
the careful exercise of expert and impartial judgment by the Com-
mission.

Under the Conference substitute, the Commission may take, but is
not limited to, all of the emergency actions specified in the House bill.
(12) Disciplinary procedures.

The Senate amendment (a) authorizes the Commission to discipline
exchange members if the exchange fails to act and (b) permits a
member who is disciplined by an exchange to appeal to the Commis-
sion. The provision does not require any person to submit to the appeal
procedure of the Commission and it does not deny any person the right
to seek relief in the courts. Nor does it limit the liability of any person
in any suit by a State or Federal agency.

The House bill contains no comparable provision.

The Conference substitute adopts the Senate provision with an
amendment under which review by the Commission of exchange dis-
ciplinary action would be discretionary and, if allowed, in accordance
with such standards and procedures as the Commission deems appro-
priate. The Conference substitute deletes the Senate provision statin
that nothing therein (a) requires any person to submit to the appea
procedure of the Commission, (b) prohibits any person from seeking
relief in the courts, or (c) limits the Hability of any person in any suit
by o State or Federal agency. The appeal procedure, under the Con-
ference substitute, is discretionary. While as a matter of primary ad-
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ministrative jurisdiction, courts may defer to any review afforded by
the Commission, the availability of such review procedure will not
affect rights that are otherwise available to persons adversely affected
by exchange action.

(18) Leverage contract regulation.

The Senate amendment requires the Commission to regulate leverage
transactions for the delivery of silver bullion, gold bullion, or bulk
silver coins or bulk gold coins. Under the Senate amendment, if the
Commission determines at any time that such transactions are futures
contracts within the meaning of the Act, they would be regulated
accordingly. :

The House bill contains no comparable provision.

The Conference substitute adopts the Senate provision. If the Com-
mission determines that any leverage transaction is a contract for
future delivery within the meaning of the Commodity Exchange Act,
all of the requirements in the Act would be applicable to trading in
such transaction.

(14) Futures associations.

Title 11T of the House bill provides enabling authority at the dis-
cretion of the Commission for persons registered under the Com-
modity Exchange Act and in the commodity trading business to
establish voluntary associations for regulating the practices of the
members.

The Senate amendment strikes title ITI of the Howuse bill and re-
quires the Commission to investigate the need for legislation providing
for the registration of futures associations. The Commission is to re-
port its findings to Congress within two years.

The Conference substitute adopts the House provision with an
amendment providing that the Commission’s annual reports to the
Congress are to include information concerning the futures associa-
tions registered pursuant to title IIT and the effectiveness of such
associations in regulating the practices of the members. Thus, Congress
will be in a position to make a continuing review of the effectiveness
of any futures associations registered by the Commission.

(158) Insider trading.

The Senate amendment makes technical changes in the House sec-
tion on insider trading. In addition, it modifies the House prohibition
against insider trading in actual commodities. The Senate amendment
prohibits trading in actual commodities only if the insider is using
“information acquired by virtue of his employment or position” to do
such trading.

The Senate amendment would also make it a felony for any person
to acquire information from an insider and wse such information for
futures trading, options trading, and trading in actual commodities.

The House bill does not impose any sanctions against persons acquir-
ing information from insiders.

The Conference substitute deletes the Senate provision requiring
that, for a crime to be committed under the new section 9(d), a Com-
missioner of the Commission or employee or agent thereof engaging
in a transaction in an actual commodity must be proven to have used
“information acquired by virtue of his employment ot position”. The
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Conferees wished to make it clear that the deletion of this requirement
should not be construed to mean that a Commissioner or other employee
or agent of the Commission would be prohibited from engaging in any
transaction in an actual commodity (e.g., the purchase of butter or
other commodities for his own use). The Conference substitute, there-
fore, adds the word “investment” to define the type of actual transac-
tion sought to be prohibited. This makes clear that the purchase of
commodities for one’s own use and consumption is not prohibited. In
addition, the Conferees added language refining the “excepted trans-
actions” language to permit “purchase” as well as sale of actual com-
modities alzlflu livestock in connection with farming and ranching
operations of 2 Commissioner, employee or agent.

The Conference substitute retains the Senate provision making it a
felony for any person to acquire and use insider information.

(16) Options trading.

The House bill continues the ban now contained in section 4¢ of the
Act on trading in options (privileges, indemnities, bids, offers, puts,
calls, advance guaranties, and decline guaranties) in the now-regu-
lated commodities, but permits trading in options in all other commod-
ities ¢f not done contrary to ang rule, regulation, or order of the
Commission prohibiting any such transaction or allowing any such
transaction under such terms and conditions as the Commission may
preseribe. The Commission could promulgate such an order, rule, or
regulation only after notice and opportunity for hearing. The Commis-
sion may set different terms and conditions for different markets.

The Senate amendment retains the House provision, but provides
that the Commission is to prescribe the regulations governing such
options trading within one year after the effective date of the bill.

The Conference substitute adopts the Semate provision with an
amendment providing that the period for issuing regulations govern-
ing such options trading may be extended if the Commission deter-
mines, and notifies the Senate Committee on Agriculture and Forestry
and the House Committee on Agriculture, that it will be unable to
promulgate such regulations within the one-year period.

(17) Arbitrage.

The House bill authorizes the Commission, in fixing trading and
position limits, to exempt “arbitrage” transactions, and defines the
word “arbitrage” as meaning the same as a “spread” or “straddle”.

The Senate amendment retains such exemption but limits the defini-
tion to arbitrage in domestic markets and authorizes the Commission
to define “international arbitrage”.

The Conference substitute adopts the Senate provision.

(18) Hedging.

The House bill deletes the definition of “bona fide hedging transac-
tions or positions” now contained in the Act and allows the Commis-
sion to define that term “by order consistent with the purposes of this
Act.” However, until the Commission issues regulations defining what
constitutes bona fide hedging transactions and positions under the
Act and such regulations are in full force and effect, such terms will
continue to be defined as set forth in the Act prior to its amendment
by the bill. : '
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The Senate amendment allows the Commission to define hedging,
as would the House bill, but requires that the Commission allow
the hedging of “contract” bushels of seed and extend anticipatory
hedging privileges to persons such as bakers who use products (for
example, flour) of traded commodities rather than the commodity
itself., Under the Senafe amendment, the new definitions must be
issued by the Commission within 90 days after the effective date of
the bill.

The Conference substitute adopts the House provision, with an
amendment. The Conferees recognize that the language of the House
bill accommodates the Senate provision requiring the Commission to
allow hedging by users of products of traded commodities as well as
hedging by seed companies of the contract bushel equivalent of antic-
ipated seed production. The Conferees intend that such hedging be
allowed by the Commission. Further, with resgect to this change in
existing law which allows bakers to be deemed legitimate hedgers for
purpose of exceeding the speculative limits provided under the Act,
the Conferees intend that the right of such hedging on products of
traded commodities be extended to all persons similarly situated—i.e.,
to all legitimate businessmen seeking to offset an existing cash risk
in a product of a traded commodity-—unless otherwise provided by the
Commission. Therefore, the Commission retains control over poten-
tial abuse, if any, of this &)rovision through its general authority to
refine the mandate intended by the Conferees by order consistent with
the purposes of the Act. ,

Immediately upon the enactment of the bill, the Secretary of Agri-
culture is to issue regulations defining bona fide hedging transactions
to allow hedging by the persons described above. glc regulations
would, of course, only be applicable with respect to the now-regulated
commodities. The new Commission would issue hedging definitions for
the other commodities within 90 days after the effective date of the bill.
(19) Separability.

Both the House bill and the Senate amendment, preserve the validity
of the remainder of the bill if any portion is held invalid.

The Senate amendment strikes that part of the House bill which
would preserve any section of the Commodity Exchange Aet in its
applicability to any person or circumstance if such section is amended
by any provision of the bill which is held invalid. :

The Conference substitute adopts the Senate provision.

(20) Market reports.

The Senate amendment authorizes the Commission to investigate
markets for goods, articles, services, rights, and interests which are
the subject of futures contracts, and publish regular market reports.
The Commission would be required to cooperate with other Federal
agencies to avoid unnecessary duplication of information-gathering
activities. Other agencies would be required to furnish market in-
formation to the Commission, which would in turn be subject to any
rules of confidentiality applying to the information. The Commis-
sion could not disclose the names of individual companies.

The House bill contains no comparable provision.
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The Conference substitute adopts the Senate provision with an
amendment providing that, except as provided in section 8 of the
Act, the Commission shall niot disclose in the market reports data
and information which would separately disclose the business trans-
actions of any person and trade secrets or names of customers.

(21) Daily trading reports.

The Senate amendment requires every clearinghouse to deliver a
daily report to the Commission, specifying for each trade made on
the exchange that day, the time, the subject, the number of contracts,
the price, the delivery month, and the identification of the traders.
The Commission would be authorized to require additional information
in such reports, and to prescribe the form and manner of such reports.
The Commission woulcf be permitted to disclose such reports or infor-
mation from them if it determines that disclosure furthers the regula-
tion of futures trading. Exchanges would be required to publish daily
reports of the volume of trading on each type of contract. The Com-
mission would be authorized to require exchanges to include additional
information in such daily reports.

The H ouse bill contains no comparable provision. '

The Conference substitute adopts the Senate provision with an
amendment authorizing the Commission to determine the type of
trading records and the type anhd frequency of trading reports to be
required of clearinghouses and contract markets. In carrying out the
Conference substitute, the Commission may obtain whatever informa-
tion is needed for the effective enforcement of the Commodity Ex-
change Act; includinig—but not- limited to—the items specified in the
Senate amendment. I, for example, the Commission determines that
it needs the time of each trade made on the exchanges and the identi-
fication of the traders involved in each trade, it can require that a
record be kept of this information and that it be reported to the Com-
mission by the clearinghouse and contract market. In lieu of the daily
reporting requirement in the Senafe amendment, if the Commission
requires that reports be made, the frequency of such reports is to be
determined by the Commission. However, reports shall be submitted
on a daily basis if, in the Commission’s judgment, this is necessary.
Whatever records are required by the Comimnission shall be maintained
by the clearinghouses and contract markets in order to avoid the neces- -
sity of the Commission going to the individual clearing members to
obtain such information. Under the Conference substitute, the Com-
mission’s authority to make the reports available to the public would
Re governed by the provisions of section 8 of the Commodity Exchange

ct. .

(22) Inwestor protection.

The Senate amendment makes it unlawful for a futures commission
merchant to accept a futures contract order from any person, or for a
commodity trading advisor to advise any person to buy or sell a fu-
tures contract, without first obtaining a statement from such person
that he understands the risks invblveg. ‘

The House bill contains no ¢comparable provision.

The Conference substitute deletes the Senate provision. -
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(23) Research and information programs.

The Senate amendment requires the Commission to establish and
maintain research and information programs to investigate new tech-
nology and the feasibility of its use for improving, strengthening, fa-
cilitating or regulating futures trading; to assist in developing mate-
rials for educating producers, market users, and the general public
about futures trading; and to carry out the general purposes of the
Act. Annual reports of such programs would%ie/ required.

The House bill contains no comparable provision.

The Conference substitute adopts the Senate provision.

(24) Forward contracting insurance program.

The Senate amendiment requires the Commission to encourage and
assist private insurers to establish a pool to provide insurance to pro-
tect the parties to any forward contract from financial loss resulting
from failure of the other party to comply with the terms of the con-
tract for future delivery.

The House bill contains no comparable provision.

The Conference substitute deletes the Senate provision.

(25) Commeodity futures account insurance.

The Senate amendment requires the Commission to investigate and
report to Congress, not later than June 30, 1976, on the need for legis-
lation providing insurance sgainst losses caused by the financial fail-
ure of futures cornmission merchants.

The House bill contains no comparable provision.

The Conference substitute adopts the Senate provision.

(26) E'ffective date.

Both the House bill and the Senate amendment provide that the bill
is effective 180 days after enactment, Activities necessary to implement
the changes made by the bill may, however, be carried out after the
date of enactment and before the effective date. ,

The Senate amendment provides, in addition to the items specified
in the House bill, that activities to be carried out after the date of
enactment and before the effective date shall include the necessary
steps to regulate futures trading in silver immediately on the effective
date of the bill.

The Conference substitute adopts new language relating to the effec-
tive date of the new Act for that contained in section 414 of the House
bill and section 321 of the Senate amendment. This language is in-
tended to clarify the interim authority between the date of enactment
and 180 days after enactment, the date on which the new law will be-
come fully operational.

In order that it may be prepared to begin full operation on the ef-
fective date of the Act, the Commission may, prior to the effective
date, make such studies, conduct such hearings, and require such re-

orts as are authorized to carry out the purposes of the Act and may
1ssue and publish in the Federal Register such proposed regulations
and notices as it deems appropriate. The fact that the detailed activ-
ities specified in this provision remain permissive as provided in the
House bill is not intended to deter their implementation. The Conferees
fully expect that implementing activities under this Act shall begin as
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soon as practicable in order that the Commission is fully operational
at the end of 180 days.

In addition, the Conferees intend that the new Commission take the
necessary steps to regulate effectively futures trading in all commodi-
ties, including silver, immediately on the effective date of the Act. The
Conferees believe that current conditions on the silver futures market
particularly require the most effective and informed regulation as soon
as feasible but are persuaded that the earliest feasible time is the
effective date.
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“People will endeavor to forecast the future and to make agree-
ments according to their prophecy. Speculation of this kind by com-
petent men 8 the self-adjustment of society to the probable. I'ts value
is well known as a means of avoiding or mitigating catastrophes,
equalizing prices and providing for periods of want. It is true that the
success of the strong induces imitation by the weak, and that incompe-
tent persons bring themselves to ruin by undertaking to speculate in
their turn. But legislatures and courts generally have recognized that
the natural evolutions of a complex society are to be touched only with
a very cautious hand, and that such coarse attempts at a remedy for
the waste incident to every social function as a simple prohibition
and laws to stop its being are harmful and vain.”

Mr., Justice HormEs.

( Boa)rd of Trade v. Christie Grain & Stock Co.,198 U.S. 236, 247-248
(1905).
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Svanrary oF Magor Provisions or ILR. 13113, us AMENDED BY THE
COMMITTEE

The bill, as amended by the Committee, consists of three titles.

TITLE 1

Title I creates an independent regulatory commission called the
Commodity Futures Trading Commission consisting of a Chairman
and four other Commissioners. The Commissioners will be appointed
by the President, by and with the advice and consent of the Senate. In
nominating persons for appointment, the President is to seek to estab-
lish and maintain a balanced Commission that will include persons of
demonstrated knowledge.

e Not more than three of the members of the Commission shall be
members of the same political party. The Commissioners shall be
appointed for staggered five-year terms. With certain exceptions, the
executive and administrative functions of the Commission shall be
exercised by the Chairman. The Chairman is to be compensated at
Executive Level IT1. The other. Commissioners are to be compensated
at Executive Level TV.

® The Commission will have a General Counsel and an Executive
Director to be appointed by the President, by and with the advice and
consent of the Senate. They are to be compensated at Executive
Level V. '

e ‘All existing authority under the Commodity Exchange Act which
is presently vested in the Secretary of Agriculture and the Commodity
Exchange Commission will be transferred to the new Commission. All
existing personnel of the Commodity Exchange Authority will be
transferred to the new Commission.

® A customers’ reparation procedure before the new Commission is
authorized for handling customers’ complaints which arise from viola-
tions of the Act. A reparations order by the Commission is subject to
judicial review, However, the Commission’s findings of fact and order
are reviewable only for determining if such findings and order ave
supported by substantial evidence. The procedure will not become
effective until one year after the date of enactment of the bill. How-
ever, claims arising within nine months immediately before such
eﬂeptilw'e date could be heard by the Commission after the one-year
period. ,

e The Commission—in issuing any order, rule, or regulation or in
requiring or approving any bylaw, rule, or regulation of a contract
market—is to take into consideration the public interest to be pro-
tected by the antitrust laws and to endeavor to take the least anti-
competitive means of achieving the objectives of the Act.

(2)
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TITLE - II

T'itle 11 provides broad authority to the Commission to regulate
futures trading and exchange activities. ~

® All goods, articles, services, rights, and interests traded for future
delivery are brought under Federal regulation.

® Commodity trading advisors and commodity pool operators are
required to register with the Commission. In addition, the existing
registration and examination for fitness requirements applicable to
futures commission merchants and floor brokers are expanded to in-
clude all individuals handling customers’ accounts.

® The new Commission will determine whether trading by floor
brokers and futures commission merchants for their own account and
at the same time trading for their customers will be permitted. If
the Commission determines that such dual trading will be permitted,
the Commission shall further determine the circumstances under
which it shall be conducted. The Commission may make separate
determinations for different contract markets.

¢ Contract markets will be required to demonstrate that futures con-
tracts for which they seek designation will not be contrary to the
public interest. :

¢ The new Commission may establish- additional points for the
delivery of a commodity in order to diminish price manipulation,
market congestion, or the abnormal movement of the commodity in
interstate commerce. :

e Contract markets must submit for Commission approval bylaws,
rules, regulations, and resolutions which relate to the terms and con-
ditions of futures contracts or other trading requirements. In addition,
the Commission may require a contract market to make changes in
its rules and practices which are necessary or appropriate for the
protection of the public interest.-

¢ The Commission will have authority to go directly into court to
enjoin any contract market or other person from violating the Act or
restraining trading in any commodity for future delivery. However,
no restraining order, injunction, or writ of mandamus will be issued
ex parte.

OP The Commission will have authority to act in emergency situa-
tions and direct a contract market to take such action as is necessary to
maintain or restore orderly trading. The term “emergency” is defined
as meaning—in addition to threatened or actual market manipulations
and corners—any act of government affecting a commodity or any
other major market disturbance which prevents the market from ac-
curately reflecting the forces of supply and demand. In addition, the
“emergency” itself must have a greater adverse impact on the market
than the action the Coinmission proposes to take.

¢ Penalties in amounts up to $100,000 could be imposed in both ad-
ministrative and criminal proceedings for violations of the Act.-

¢ The Commission will have aunthority to regulate transactions for
the delivery of silver bullion, gold bullion, and bulk silver and gold
coins pursuant to standardized margin or leverage account contracts.

TITLE III

Title Il makes it a felony for Commissioners, employees, or agents
of the Commission to participate, directly or indirectly, in any trans-
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action in commodity futures or options or an actual commodity. Tt is
also a felony for such person to impart confidential information to
others for the purpose of agsisting them in participating in'such trans-
actions. The persons receiving the > confidential information are likewise
prohibited from using such 1nformatlon
® The ban on tradmg in options in commodities presently sub1ect to
regulation is continued. Options trading with respect to all other com-
modltv futures is likewise banned if contr ary to Commission rules or
Ierrulatlons prohibiting or allowing such trading. The Commission
is to prescribe the regulations governing such trading within one year
after the effective date of the bill.
® The term “arbitrage” is added to the Commission’s authority to
allow the exceeding of speculative limits. Arbltrage in domestic mar-
kets is defined as meaning the same as a sprefld” or “straddle”. The
Commission is authorized to define the term “international arbitrage”
® The Commission is authorized to define bona fide hedging transac-
tions or p051t10ns ‘However, the new definition must permit hedging of
a person’s anticipated production of seed quantities of a commodity
and hedging by the users of products of traded commodities as w ell
as users of the commodities.
¢ The authority under which a futures commission mercharnt or
floor broker may “cross trades” for cotton is made applicable to all
commodities under rules and regulations issued by the Commission.
o The Commission is authorized to conduct regular investigations
of the markets for commodities which are the subject of futures con-
fbr‘lcts, and furnish reports of its findings to the public on a regular
asis.
® Every clearinghouse must prepare a daily trading report in the
form and manner prescrlbed by the Commission. The Commission
could disclose daily trading reports, or information from the reports,
if disclosure furthers the regulations of futures trading.
e Tt would be unlawful for a futures commission merchant to accept
a futures contract order from any person. or for a commodity trading
advisor to advise any person to buy or sell a futures contract, without
first obtaining a statement from such person that he understands the
risks involved.
¢ The Commission would estabhsh research and information pro-
grams to ‘investigate the feasibility of trading by computer and the
expanded use of modern information system technology.
® In order to promote the use of forward contracting, the Commis-
sion would encourage and assist private insurers to provide insurance
to protect the parties to any forward contract from losses resulting
from breaches of the contract.
¢ The Commission is to investigate the need for legislation provid-
ing for the registration of futures associations. The Commission is to
report its ﬁndlngs to Congress within two years.
¢ The Commission is to investigate and report to Congress, not later
than June 30, 1976, on the need for legislation prov1d1ng insurance
against losses. caused by the financial failure of futures commission
merchants.
e The bill is effective 180 days after enactment. Ho“ ev er, activities
necessary to implement the bill may be carried out after enactment
and before the effective date.
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COMMITTEE AMENDMENT

The Committee amendment strikes all after the enacting clause of
H.R. 13113 and inserts in lieu thereof an amendment in the nature of
a substitute. The principal differences between H.R. 13113 as passed
by the House and the bill as amended by the Committee are as follows:

(1) Type of Commission (Secs. 101, 102)

The House bill creates a five-man regulatory Commission with cer-
tain ties to the Department of Agriculture. The Commission would
consist of four public members and the Secretary of Agriculture or his
designee. The four public members of the Commission would be ap-
pointed by the President from the general public and confirmed by
the Senate. Any of the five members of the Commission could be sepa-
rately nominated by the President as Chairman of the Commission,
although such nomination would be subject to separate Senate ap-
proval. The four public members would serve on a part-time basis.
They would be compensated at Executive Level IV on a per diem basis
for the time they spend in the performance of their official activities.
The Commission would be allowed to utilize the facilities and services
of the Department of Agriculture, at cost, including adequate office
space if available. The Commission would be required to meet as often
as necessary, but not less than one regular meeting per month. Addi-
tional meetings could be called by the Chairman or any two members
of the Commission. The Commission would have a General Counsel,
an Executive Director, and a Secretary. . ,

The Committee amendlnent creates a five-man independent regu-
latory Commission consisting of a Chairman and four other Commls-
sioners. In nominating persons for appointment, the President is to
seek to establish and maintain a balanced Commission that will include
persons of demonstrated knowledge.

The Chairman would be the chief administrative officer and com-
pensated at Executive Level III. The other Commissioners would be
compensated at Executive Level IV.

The Commission would have a General Counsel and an Executive
Director, but no Secretary. Both the General Counsel and the Execu-
tive Director would be subject to Senate confirmation. They would be
compensated at Executive Level V.

(2) Reparations procedure (Sec. 106)

Under the Committee amendment, a customer Would have three
years instead of nine months, as p10v1ded in the House bill, to make
a complaint to the Commission.

Judicial review of the Commission’s findings and order would under
the House bill be de novo. Under the Commitiee amendment, the find-
ings would be reviewable only for purposes of determlmno i they are
supported by substantlal evidence!’ ‘

(8)
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Under the House bill, the period of time for a person to comply
with or appeal a reparations order entered against him is five days.
Under the Committee amendment, the period of time is extended to
15 days.

(2) Antitrust laws (Sec. 107)

Under the House bill, the Commission—in issuing any order, rule,
or regulation or in requiring or approving any bylaw, rule, or regula-
tion of a contract market—is to take into consideration the public
Interest to be protected by the antitrust laws.

The Committee amendment retains this provision, and, in addition,
requires the Commission to take the least anti-competitive means
of achieving the objectives of the Commodity Exchange Act.

(4) Ewxclusive jurisdiction over futures trading (Sec. 201)

The House bill provides for exclusive jurisdiction of the Commis-
sion over all futures transactions. However, it is provided that such
exclusive jurisdiction would not supersede or limit the jurisdiction of
the Securities and Exchange Commission or other regulatory
authorities. , o

The Committee amendment retains the provision of the House bill
but adds three clarifying amendments. The clarifying amendments
make clear that (a) the Commission’s jurisdiction over futures con-
tract markets or other exchanges is exclusive and includes the regula-
tion of cominodity accounts, commodity trading agreements, and com-
modity options; (b) the Commission’s jurisdiction, where applicable,
supersedes State as well' as Federal ageucies; and (¢) Federal and
State courts retain their jurisdiction. In addition, the Commitiee
amendment provides that inter-bank trading of foreign currencies and
specified financial instruments is not subject to Commission regulation.

(6) Fitness requirements for futures commission merchants, floor
brokers, and persons associated with them (Sec. 206)

The Commitice amendment provides in section 206 that the Com-
mission may except—from any written proficiency examinations—
floor brokers, futures commission merchants, and persons associated
with them. if they have previously demonstrated the required pro-
ficiency and skill necessary to protect the interests of customers.

The Committec amendment strikes a similar provision in the House
bill which would be applicable only with respect to persons associated
with futures commission merchants.

(6) Contract market designation (Sec.207)

The House bill requires a board-of trade, before designation as a
contract market, to demonstrate (a) that the prices involved in trans-
actions for future delivery in the commodity for which such designa-
tion is sought, are, or reasonably can be expected to be, generally
quoted and disseminated as a basis for determining prices to producers,
merchants, or consumers of such commodity or the products or by-
products thereof or (b) that such transactions are, or reasonably can
be expected to be, utilized by producers, merchants, or consuiners
engaged in handling such commodity or the products or byproducts
thereof in interstate commerce as a means of hedging themselves
against possible loss through fluctuations in price.

-
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The Commitice amendment strikes the House provision anu Sub-
stitutes therefor the requirement that the board of trade demonstrate
that transactions for future delivery in the commodity for which
designation as a contract market is sought will not be contrary to the
public interest.

(7) Delivery points (Sec. 208)

The Committee amendment would give contract markets 75 days,
instead of 60 days as specified in the House bill, to make changes in
delivery points as deemed necessary by the Commission.

In addition, the Commnittee amendment eliminates any requir ement
that warehouse receipts issued under the United States Wavehouse Act
be accepted in satisfaction of futures contracts where such a require-
ment is totally inappropriate.

(8) Voluntary arbitration of customers’ claims (See. 209)

Under the House bill, a contract market’s voluntary arbitration
procedure is limited to claims not in excess of $5,000.

The Committee amendment increases this amount to $15,000.

(9) Commission approval of exchange bylaws, rules, 7(>gulafzons, and
resolutions (Sec. 210)

The Committee amendment retains the provision of the I]ouse bill
that a contract market submit for Commission approval bylaws, rules,
regulations, and resolutions which relate to the terms and condltlons
of futures contracts or other trading requirements.

However, the Committee amendment provides that the C‘ommlssmn
is to approve or disapprove such bylaws, rules, regulations, and reso-
lutions within 30 days unless the Commission determines that a longer
period of time is necessary for such determination and so notifies the
contract market. In addition, the Committee amendment (a) author-
izes contract markets to adopt rules in an emergency without prior
approval by the Commission, and (b) permits “the Commission to
exempt contract market operational and administrative rules from the
requirement that they be submitted to the Commission for approval.

(10) Restraining orders, injunctions, and writs of mandamus (Sec.
211)

The House bill provides that whenever it shall appe‘u to the Com-
mission that any contract market or other person has engaged, is-en-
gaglng, or is about to. -engage in any act or practice constltutlng a
violation of any provision “of the Act or any rule, regulation, or order
thereunder, or 1s 1n a position to effectuate a squeeze or corner or other-
wise restrain trading in any commodity for future delivery, the Com-
mission 18 permltted to notify the Attorney General, and the Attorney
General is permitted to bring a court action to en]om such act or prac-
tice, or to enjoin the contlnued maintenance of .such a p0s1t10n, or to
enforce compliance with the Act, or any rule, regulation, or order
thereunder.

The Committee amendment authorizes the Commission to go di-
rectly into court -itself—without going through the Attorney Gen-
eral—to erijoin any contract market or other person from violating
the Act or restraining trading in any commodity for future dehvery
The amendment retains the authorlty for the Commission to seek in-
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junctions with respect to persons “about.to engage’ in-violations of the
Act, but deletes the authority to seek injunctions with respect to
persons “in a position to” effectuate a squeeze or corner. As under the
House bill, no restraining order, injunction, or writ.of mandamus will
be issued ex parte.

(11) Emergency powers (Sec. 215)

The House bill authorizes the Commission to direct any contract
market, “whenever [the Commission] has reason to believe that the
amount of deliverable supplies, the number of open contracts, the rela-
tive size of individual traders’ positions, the amount and direction of
price movements in cash and futures markets, the impact of govern-
ment edicts and regulations, the existence of a market emergency, or
any other such market factor creates a condition which threatens
orderly trading in, or liquidation of, any futures contract, to take such
action as in the Commission’s judgment is necessary to maintain or
restore orderly trading in, or liquidation of, any futures contract.”

Examples of such actions are : limiting trading to liquidation only;
extending the expiration date of futures contracts; extending the time
for making deliveries in fulfillment of futures contracts; ordering
liquidation of futures contracts under such terms as the Commission
deems necessary ; suspending trading; ordering the fixing. of settle-
ment prices for the liquidation of futures contracts; and “any other
action necessary to prevent significant intervention or manipulation
by a foreign government.” '

Under the Committee amendment, the Commission will have au-
thority to act only in “emergency” situations and direct a contract
market to take such action as is necessary to maintain or restore or-
derly trading. The term “emergency” is defined as meaning—in addi-
tion to threatened or actual market manipulations and corners—any
act of government affecting a commodity or any other major market
disturbance which prevents the market from accurately reflecting the
forces of supply and demand. In addition, the “emergency” itself
must—in the Commission’s judgment—have a greater adverse impact
on the market than the action the Commission proposes to take.

(12) Disciplinary procedures (Sec. 216)

The Committee amendment (a) authorizes the Commission to dis-
cipline exchange members if the exchange fails to act and (b) permits
a member who is disciplined by an exchange to appeal to the Com-
mission, The provisioh does not require any person to submit to the
appeal procedure of the Commission and it does not-deny any person
the right to seek relief in the courts. Nor does it limit the liability
of any person in any suit by a State or Federal agency. ,

The House bill contains no comparable provision.

(13) Margin contract regulation (Sec.217) . ,

The Committee amendment requires the Commission to regulate
margin or leverage transactions for the delivery of silver bullion,
gold bullion, or bulk silver and gold coins. Under the Committee
amendment, if the Commission determines at any time that such
‘transactions are futures contracts within the meaning of the Act,
-they would be regulated accordingly. - o

The House bill contains no comparable provision.



(14) Options trading (Sec. 302) : ~

The House bill continues the ban now contained in section 4c ‘of
the Act on trading in options (privileges, indemnities, bids, offers,
puts, calls, advanced guaranties, and decline guaranties) in'the now-
regulated commodities, but permits trading in options in all other
commodities 7f not done contrary to any ruﬁa, regulation, or order of
the Commission prohibiting any such transaction or allowing any
such transaction under such terms and conditions as the Commission
may presecribe, The Commission could promulgate such an order, rule,
or regulation only after notice. and opportunity for hearing. The
Commission niay set different terms and conditions for different
markets. ‘ ,

The Committce amendment retains the House provision, but pro-
vides that the Commission is to prescribe the regulations governing
*options trading within one year after the effective date of the bill.

(15) Arbitrage (Sec. 303)

The House bill authorizes the Commission, in fixing trading and
position- limits, to exempt “arbitrage” transactions, and defines the
word “arbitrage” as meaning the same as a “spread” or “straddle”.

The Committee amendment retains such exemption but limits the
definition to arbitrage in domestic markets arid authorizes the Commis-
sion to define “international arbitrage”.

(16) Hedging (Sec. 304) \
The House bill deletes the definition of “bona fide hedging transac-
tions or positions” now contained in the Act and allows the Commis-
sion,!:o define that term “by order consistent with the purpeses of this
Act, ‘ , : ‘ C
However, until the Commission issues regulations defining what
constitutes bona fide hedging transactions and positions under the
Act and such regulations are in full force and effect, such terms will
continue.to be defined as set forth in the Act prior to its amendment
by the bill. L ,
The Committee amendment allows the Commission to define hedg-
ing, as would the House bill, but requires that the Commission allow
the hedging of “contract” bushels of seed and extend anticipatory
hedging privileges to persons such as bakers who use products (for
exairflple,' flour) of traded commodities rather than the commodity
itself. o ‘
Under the Committee amendment, the new definitions must be issued
by the Commission within 90 days after the effective date of the bill.

(17) Market reporting (Sec. 314) o
The Committee amendment authorizes the Commission to conduct
regular investigations of the markets for commodities which are the
subject of futures contracts, and furnish reports of its findings to the
public on a regular basis. SR o :
The House bill contains no comparable provision..

(18) Daily trading reports (Sec.315) - , ,
The Committee amendment requires that every clearinghouse pre-

pare a daily trading report in the form and manner prescribed by the
Commission. The Commission could disclose daily trading reports, or
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information from the reports, if disclosure furthers the regulations
of futures trading.
The House bill contalns no comparable provision.

(19) Investor protection (Sec. 316)

' The Committee amendment makes it unlawful for a futures com-
mission merchant to accept a futures contract order from any person.
or for a commodity trading advisor to advise any person to-buy or sell
a futures contract, Wlthout first obtaining a statement from quch per-
son that he undersfands the risks involved.

The House bill contains no comparable provision.

(20) Research and information programs (Sec. 317)

The Committee amendment requires the Commission to establish
research and information programs to investigate the feasibility of
trading by computer and the expanded use of modern information
system technology.

The House bill contains no comparable provision.

(21) Forward contracting insurance (Sec. 318)

The Committee amendment requires the Commission to encourage
and assist private insurers in providing insurance to protect the parties
to any forward contract from losses resulting from breaches of the
contract.

The House bill .contains no comparable provision,

(22) Futures association (Sec. 319)

The Committee amendment requires the Commission to investigate
the need for legislation providing for the registration of futures as-
sociations. The Commission is to report its findings to Congress within
two years.

The Committee amendment strikes Title 111 of the House bill which
provided enabling authority for persons registered under the Aet and
in the commodity trading business to establish voluntary futures as-
sociations for regulating the practices of the members.

(23) Commodity futures account insurance (Sec. 320)

The Comanittee amendment requires the Commission to investigate
and report to Congress, not later than June 30, 1976, on the need for
legislation providing insurance against losses caused by the financial
failure of futures commission merchants.

The House bill contains no comparable provision.

(24) Effective date (Sec. 321)

Both the House bill and the Committee amendment provide that
the bill is effective 180 days after enactment. Activities necessary to
implement the changes made by the bill may, however, be carried out
after the date of enactment and before the effective date.

The Committee amendment provides, in addition to the items speci-
fied in the House bill, that activities to be carried out after the date
of enactment and before the effective date shall include the necessary

steps to regulate futures trading in silver immediately on the effective
date of the bill.



BACKGROUND

Futures trading is a basic adjunct of the marketing of agricultural
and other commodities, and a source of speculative activities by a grow-
ing number of American investors. Its economic purpose, its peculiar
needs, and effect upon the cash pricing system of those commodities
which are ‘traded as futures are often misunderstood by those both
within and without industry. Often equally misunderstood is the role
of governmental regulation of the industry. ‘ :

I.

The commodity exchanges are old institutions. The present day ex-
changes, where futures are traded, trace their lineage to medieval
trade fairs that sprang into existence in the Twelfth Century on the
Continent. At these fairs, trading was first formalized into the prac-
tices of pre-announced markets at fixed time and places, with subse-
quent specialization. Early trading fairs had immediate delivery of
the commodity traded, but gradually the practice of contracting for
merchandise for subsequent delivery with standards of quality estab-
lished by samples, gained favor. The practices of such trading were
subsequently codified into the Law Merchant.

Following the example of the Continent, producers-and merchants
in- America formed the first centralized commodity markets in the
late 1700’s, for trade in eggs, butter, vegetables and grain. By and
large, the commodity exchanges in the United States were largely cash
markets for. “spot” delivery.

As farmers brought grain and livestock to regional markets at es-
sentially the same time each year, they often found that the supply of
meats and grain far exceeded the immediate, short-term needs of pack-
ers and millers. These processors in turn, seeing more than adequate
supplies at particular times, would bid at the lowest possible price.
Often, the short-term demand could not absorb the glit of commodi-
ties at any price, and goods were dumped in the street for lack of buy-
ers. The problem was often aggravated by lack of adequate storage
facilities and road and water transportation. Through much of the
year, snow and rain made the dirt roads from country farmlands to
the city impassable, and once the commodities reached the exchange
area, there was a continual problem of inadequate storage. Stand-
ards of quality and weight were often nonexistent and. complicated
a marketing system that also was victim of inadequate and under-
developed harbor facilities.

Yet several months after the fall harvest and marketing of grain
and livestock, prices would soar and people often went hungry. Busi-
nesses faced bankruptcy through lack of raw materials and inability
to meet financing of their businesses. The rural population was unable
to pay for needed manufactured products from the city—tools, build-
ing materials and textiles.

(11)
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This situation led to the emergence in the United States of forward
“contracting, following its development in England. Forward contract-
ing solved the basic problems of availability and demand, but did
nothing to control the financial risk of loss that could occur with
rapidly changing prices resulting from crop failures, losses of ships,
inadequate storage and transportation, and the recurring economic
panics of 19th Century America. :

II.

The system of agricultural futures trading developed in the United
‘States in the 1850-1900 period in response to the rapidly increasing
economic need for centralized pricing and large-scale risk bearing. in
agricultural marketing.

It came about first at Chicago in the main stream of surplus grain
marketing, and then at New York in the distribution and export of
cotton, From the 1870°s onward the futures markets at these and other
centers, by attracting many traders and increasing competition, began
to provide the “common language of price” and the standard commer-
cial practices needed for the greatly increased commerce in grains and
cotton. , \ .

The large trade in futures provided a competitive system of almost
continuous information for price basing and guidance in marketing
and distribution. Beginning in the early period, prices from futures
trading did more than disseminate a central-market price for immedi-
ate needs, such as a large cash market can provide. Futures trading
projects demand and price into the future, and provides a means of
appraising. supply-and-demand conditions, and dealing with price
risks, over time and distance. Trading in futures provides not only the
market of today, but of months ahead, and affords guidance to buyers
and sellers. of agricultural commodities in planning ahead, and in
financing and marketing commodities from one season to another.

The emerging futures trading system of the 1870’s and 1880’s also
began to provide protection for the increased capital needed for large-
scale marketing of grains and cotton. More precisely, by adapting to
large-scale marketing needs the principle of the hedging transaction—
sales or purchases in futures against inventories or commitments in
the cash commodity—price risks were so reduced or offset as to enable
many merchants with limited capital to handle larger commodity re-
quirements. Equally important, the competitive effect of many specu-
lative buyers and sellers in the market, and the effect of hedging in
maintaining effective competition among commodity handlers, began
to reduce gradually the merchandising price margins involved in mov-
ing large quantities of grains and cotton. : A P

Little, if any, of this was apparent to farmers in the early period
when ‘'the frequent picture of commodity exchanges was one of un-
bridled speculation, recurrent market manipulations, and spectacular
price fluctuations. Indeed, it was a serious question with many whether
the economic services of the system in the 187(0’s and. 1880’s were not
outweighed by the speculative excesses and abuses of the system. In
this period and later, big speculators and market “plungers” openly
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paraded their power over prices, and farm prices, often low, were fur-
ther depressed by spectacular price manipulations and the collapse of
recurrent market corners. ‘

' - I11.

The irresponsible trading and lack of effective market regulation in
the early period stirred farm resentment and opposition to futures
trading which still exist to a limited extent. From the abuses of futures
trading in the early period stemmed the repeated efforts of various
State legislatures, from the late 1860’s onward, to abolish futures
trading. In 1844, the first bill to prohibit futures trading was intro-
duced in the Federal Congress—followed by a long succession of simi-
lar bills over the next 50 years. Matters came to a crisis in 1892-93
when both the House and Senate of the Congress actually passed bills
‘levying a prohibitive tax on futures contracts in grain, cotton and
certain other commodities. This legislation failed only narrowly when
two-thirds approval was needed on a House motion to suspend its
rulles to clear the way for acceptance of minor changes in the Senate
bill. :

In the period from 1895 to 1920, the agitation to abolish futures
trading gradually gave way to efforts directed toward regulation.
This change was associated with the rising trend of farm prices in
the United States and generally improved farm conditions in the 1895
1920 period. The growth during this period of effective farmers’ orga-
nizations and cooperative marketing associations, and work by the
U.S. Department” of Agriculture for better grading methods, and
more uniform standards in grain and cotton, began to lay the ground-
work for more stable and dependable pricing in the futures markets.

The demands for Federal regulation of futures were insistent, how-
ever, and although quieted temporarily by the restrictions on futures
trading imposed by World War I, were sharply reawakened in 1920—
21 by speculative excesses on the grain exchanges during the post-war
‘period of falling prices and farm depression. This resulted in the
Futures Trading Act of 1921 which was based on the taxing power
under the Federal Constitution. On this basis, the regulatory legisla-
tion was declared unconstitutional by the Supreme Court, but was
reintroduced in 1922 as the Grain Futures Act, based on thé interstate
commerce clause of the Constitution, and on this basis was declared
constitutional. ' : '

a IV.

The Grain Futures Act of 1922 was designed mainly to enable the
Government to deal with the exchanges themselves, rather than with
individual traders. To conduct futures trading lawfully, the grain ex-
changes were required to be federally licensed or “designated” as
“contract markets.” A condition of such designation was that the ex-
changes themselves would take major respansibility for the prevention
of price manipulation by their members. If they failed to do so, the
only recourse was the suspension or revocation of their designations,
and this was scarcely advisable. Although the legislation did pro-
vide for legal action by the Government against price manipulation,
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some. of the legal actions undertaken against alleged manipulators
proved ineffectual becanse of limitations and loopholes in the early
law. The Act of 1922 did, however. provide the means for effective and
continuous fact-finding and investigations by the U.S. Department of
Agriculture which pointed to the sources and patterns of excessive
speculation and price manipulation, and clearly showed that the
limited regnlatory powers authorized were inadequate in dealing with
thess and other market abuses. Beginning in 1927, the Department
began submitting recommendations to Congress for additional legis-
lation, and these eventually resulted, after extensive congressional
hearings in the 1934-36 period, in the amended legislation of the latter
vear.,

" Under these amendments of 1936, the legislation was renamed the
Commodity Exchange Act and the regulatory coverage was extended
to cotton and other specified commodities as well as grains. Broad
additional authority was granted to deal with market abuses by trad-
ers generally as well as exchange members. to prosecute price manipu-
lation as a criminal offense, to curb excessive specnlation by the large
market operator. and to extend regulation to the previcusly uncovered
field of commodity brokerage in order to suppress cheating, fraud,
and fictitions transactions in futures which were seriously impairing
the services of the market.

Between 1936 and 1968, there were several minor amendments to
the Commodity Exchange Act, includine amendments bringing addi-
tional commodities under regulation. In 1968, the Congress made
several significant changes in the Act, Tt required that futures com-
mission merchants meet specified minimum financial standards, in-
creased the penalties for certain law violations such as manipulation
and embezzlement, authorized the issnance of cease-and-desist orders.
required contract markets to enforce their trading rules and contract
terms, and brought under regulation livestock. livestock products, and

frozen concentrated orange juice.. The Act has not been amended
since 1968. ‘ V
‘ ' V.

The present Commodity Exchange Act is predicated upon findings
and conclusions of the Congress that (1) transactions in commodity
futures are carried on in large volume by the public, as well as by
persons engaged in the business of buying and selling agricultural
commodities in interstate commerce, and (2) such transactions and
prices are susceptible to speculation, manipulation and control, and
sudden and unreasonable price fluctuations, and such fluctuations are
a burden upon interstate commerce and make regulation essential in
the public interest. A fundamental purpose of the Commodity Ex-
change Act is to insure fair practice and honest dealing on the com-
modity exchanges and to provide.a measure of control over those forms
of speculative activity which too often demoralize the markets to the
injury of producers and consumers and the exchanges themselves.

Futures trading involves purchases and sales of contracts for deliv-
ery at some future date of certain quantities of specified commodities
at fixed prices. In effect, the Commodity Exchange Act has required
that futures trading in regulated commodities be conducted at a com
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modity exchange designated as a “contract market” by the Secre-
tary of Agriculture. Future trades (transactions) are made by or
through a member of such a commodity exchange. A separate futures
market is established for each regulated commodity traded on a con-
tract market. The contract markets have the authority, with certain
limitations, to admit members and select: officers; discipline offenders
and expel members; determine delivery months and contract terms;
fix price fluctuation limits (the amount of permissible price change
during a trading day) ; and establish margin requirements, brokerage
fees, and commissions. (

In order to qualify for designation as a contract market, a com-
modity exchange must meet certain conditions and requirements,
including those covering the (1) maintenance of certain records and
the preparation of reports on futures transactions, (2) prevention of
dissemination of false, misleading, or inaccurate commodity informa-
tion, (3) prevention of manipulation and other abusive trading prac-
tices, and (4) inspection of records by the Department of Agriculture
and the Department of Justice.



Tie MecaaNIcs oF Furures TrabiNg

PLACING ORDERS

The customer contacts a solicitor or account executive who in turn
transmits the order, either directly or through a central office, to the
exchange trading floor. The order is received on the trading floor by
the firm’s phone man. After recording and time-stamping the order,
he gives it to a runner who carries the order to a floor broker in the
designated trading area for that commodity. These trading areas
are called pits or rings and each delivery month of a commodity is
generally traded in a certain area of the pit or ring. Some firms no
longer telephone orders to the floor. Instead, the orders are fed
through a computerized system that transmits them to the floor via
teletype.

EXECUTION OF TRADES

The actual trading of futures contracts takes place in the noisy,
boisterous setting of an auction-type market. The Commodity Ex-
change Act requires that all futures transactions in regulated com-
modities be executed on a commodity exchange designated by the
Secretary of Agriculture as a “contract market.” Both the Commodity
Exchange Act and the rules and regulations of the commodity ex-
changes require that futures transactions be executed openly in a com-
petitive manner. Section 1.38 of the regulations under the Commodity
Exchange Act reads as follows: ‘

All purchases and sales of any commodity for future delivery
on or subject to the rules of a contract market shall be executed
openly and competitively by open outcry or posting of bids and
offers or by other equally open and competitive methods, in the
trading pit or ring or similar place provided by the contract
market, during the regular hours prescribed by the contract
market for the trading in such commodity.

Certain carefully prescribed exceptions to competitive trading are
allowed, but they do not nullify the general requirement of open and
competitive trading. h

The purpose of this requirement is to ensure that all trades are
executed at competitive prices and that all trades are focused into
the centralized marketplace to participate in the competitive deter-
mination of the price of futures contracts. This system also provides
ready access to the market for all orders and results in a continuous
flow of price information to the public.

The rules requiring competitive trading also require that all trades
be executed in the area and during the hours designated by the con-
tract market. Other exchanges can trade virtually identical contracts
for the same commodity, provided they meet the requirements of a
contract market as specified by the Commodity Exchange Act and
are so designated by the Secretary of Agriculture.

(16)
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CLEARING TRADES

After a trade has been executed, the confirmation of the trade
retraces the path of the initial order within a few minutes. Final con-
firmation, however, cannot be made until the trade goes through the
clearinghouse. In the clearinghouse, both sides of the trade must be
matched, and any differences between the buyer and seller must be
referred to the clearing firms involved for reconciliation.

A brief description of the clearing procedure for futures trading
points out one of the major distinctions between futures and securities
trading. Unlike securities, there is no certificate or document ex-
changed in a futures transaction. The futures contract is embodled in
the rules and regulations of the contract market.

The clearinghouse (or clearing association) performs the functions.
of matching all buys and sells which are executed each day and of as-
suring the financial integrity of all futures transactions. As trades are
matched and confirmed at the end of each trading session, the clearing-
house takes the opposite side of every transaction. It becomes the seller
of all “buys” and the buyer of all “sells.” Thus, when a trader estab-
lishes a position in the market, he does so with the clearinghouse, and
when he offsets his position he offsets it with the clearinghouse. The
clearinghouse assumes the legal responsibility for the opposn:e side of
every transaction ‘made on the contract market.

The clearinghouse requires that its members deposit margins to
secure their firm’ s futures transactions, The clearing members, in
turn, require margins from their customers. If the market moves
against the open contracts of a clearing firm, that firm’s initial margin
18 1mpa1red and additional margin WI% 11 be required.

Daily payments or receipts also occtir between the clearinghouse and
its members to account for daily price changes. The clearinghouse
malntalns the open accounts of member firms at the current market
prices. At the end of each day, these accounts are adjusted to the day’s
settlement price for each contract. Firms with net gains receive pay-
ment from the clearinghouse, while firms with net losses make pay-
ments to the clearinghouse. These receipts and payments of the clear-
inghouse exactly offset one another, with the c]earlnghouse merely
transferring equity from losers to winners.

DELIVERIES

Deliveries on futures contracts are also made through the clearing-
house. A seller wishing to make delivery on a futures contract durlng
the delivery month files a delivery notice with the clearinghouse on the
day prior to the intended delivery. The clearinghouse then assigns the
notice to the clearing member having the oldest long position in that
particular future. At this point, the clearinghouse has completed its
role, and the delivery must be consummated between the buyer and
seller in accordance Wlth exchange rules.



NEED FOorR BETTER AXD ExTeENDED REGULATION

L.

Since the 1968 amendments to the Commodity Exchange Act, there
has been a major shift to a market-oriented economy. As a result,
futures markets are playing an increasingly important role in the
pricing and marketing of the Nation’s commodities. The growing
importance of futures markets is reflected in a record volume of trad-
ing. substantial increases in open contracts, sharp rises in the prices
of many cominodities, the increased volatility of prices, and the num-
ber and complexity of price-making forces in the markets. -

In former years when the Federal Government had large stockpiles
of the major commodities, the Government stocks had a stabilizing
effect upon price. There was little fear of sharp increases in prices,
for when such increases began, Government stocks were freed, thus
reversing or limiting the price movement. As.long as this was true,
there was less need for hedging in the futures markets. A merchandiser
or processor could make forward fixed-price sales commitments with-
out too much fear of a sharp rise in prices before he obtained the com-
modities to fulfill his commitments. This is no: longer true. Thus,
merchandisers and processors, in order to protect themselves against
substantial price rises, are making greater use of the futures markets
for hedging purposes. Producers likewise, who are anxious to obtain
the maximum price for their commodities, are hedging in the futures
market whenever it appears to them that. the futures price is favorable,
Banks are increasingly reluctant to provide loans to producers, mer-
chandisers and processors on unhedged production or inventories.

The shift to market-oriented economy has brought the general pub-
lic into the futures markets in growing numbers. Speculators are
attracted to the futures markets by the wide price swings and the
possibility of large profits. Such an increase in trading by the specu-
lative public, while useful to hedgers, brings with it potential market
problems. If individual speculators or. groups operating in concert
obtain control of the futures markets, price manipulation, corners
and squeezes can occur, with adverse effects on producers and con-
sumers alike,

In recent years, the consumer has become increasingly aware that
futures markets have a direct effect on such matters as his grecery bill
and the cost of his home. Properly operating futures markets help to
hold down consumer prices by reducing middleman costs. However,
improperly operating futures markets can have the opposite result.
In order to assure that futures markets operate properly and that the
prices consumers pay are not artificially high, careful and efficient
stupervision of the markets is essential.

(18)
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11.

While the futures markets in a number of agricultural commodi-
ties have been regulated in varying degrees since 1922, many large and
important futures markets are completely unregulated by the Federal
Government. These include such agricultural and forest commodities
as coffee, sugar, cocoa, lumber, and plywood, plus various metals, in-
cluding the highly sensitive silver market and markets in a number °
of foreign currencies. A person trading in one of the currently un-
regulated futures markets should receive the same protection afforded
to those trading in the regulated markets. Whether a commodity is
grown or mined, or whether it is produced in the United States or
outside, makes little difference to those in this country who buy, sell,
and process the commodity, or to the U.S. consumers whose prices are
affected by the futures market in that commodity. There are indica-
tions that futures markets will be further expanded to cover addltlo_nal
goods ‘and services. Discussions are already underway concerming
futures markets in such things as home mortgages and ocean freight.

It is apparent that a regulatory agency cannot be expected to over-
see the rapidly expanding and complex futures markets without addi-
tional tools with which to do the job and proper organization and
funding. In addition to providing the tools that the regulatory body
would need in preventing violations and disciplining violators directly,
its role in supervising exchanges must be substantially expanded. Un-
questionably, exchanges are going to have to perform their regulatory
role better in order to provide a viable market in which the public
can have confidence. The Federal regulatory agency must be given the
anthority to require that exchanges do so.

The value of futures trading has reached $500 billion annually, sub-
stantially exceeding the value of securities trading on the various stock
exchanges in this country. The importance of futures trading to the
general public and to the Nation equals the importance of the securities
markets. It is, therefore, time to establish a regulatory authority in the
commodity field similar to the Securities and Exchange Commission

.and to give that authority a strong law which will enable it to regulate
both agricultural and nonagricultural goods and services in the public
interest.

III.

The appendices to this report contain information showing (1) the
size of the commodity futures business in 1973, (2) the commodities
which are presently regulated under the Commodity Exchange Act,
(3) the commodities currently being traded which arve not regulated
under the Commodity Exchange Act, (4) the commodity futures con-
tracts traded during the peri0§ 1969-73, (5) the names and addresses
of the commodity exchanges, (6) speculative limits on positions and
daily trading, (7) the quantities of commodities requiring that traders
file reports with the Commodity Exchange Authority, (8) examples
of typical exchange limits on daily price fluctuations, and (9) a glos-
sary of terms used in commodity futuves trading.

Appendix X contains a summary of the provisiéns of the present
Commodity Exchange Act.



CoMMITTEE CONSIDERATION

The Committee on Agrlculture and Forestry began hearings on
H R. 13113-and the three Senate bills, S. 2485, S. 2578, and S. 2837, on
May 3. It conducted 8 days of hearings, which were completed on
May 22. During the course of these hearings, the Committee heard
from 58 witnesses and received written statements from 18 other
parties. The Committee stafl summarized each statement and sent a
copy of the statement and a summary to each member of the
Committee.

-On August. 7, the-Committee began its executive mark-up of the fu-
tures tradino legislation pending before it and completed the mark-up
on August 8. In its mark- -up, the Committee attempted to consider the
views of all parties who had testified or submitted statemengts to the
Committee. The Committee utilized a print which provided a brief
summary of how the various witnesses stood on the main issues in-
volved in the regulation of commodity futures trading. It also con-
sidered .the differences between the: provisions of.the various Senate
bills .and the House bills, as well as all amendments which had. been
submitted by interested partles ,

The Committee proceeded gingerly and Wlth cautlon in its efforts
to rewrite the legislation regulating such an important industry as
commodity futures trading. It noted that the total velume of trading
in futures in 1978 was over $500 billion. Moreover, it recognized that
the futures market is a very imporfant part of our economy, provid-
ing an indispensable tool for agricultural producers, manufacturers,
exporters, and consumers. In view of the current plight of the Amer-
ican economy, the Committee did not want to take any: precipitous
-action which would be detrimental to the trading of commodity futures

- or do anything that-would tend to damage viable futures contracts.

Moreover, the Committee felt that by relying on the broad range of
testimony it received from the U.S: Department of Agriculture, the
General Accounting Office, the various commodity exchanges, the
user groups, farm organizations, consumer organizations, and law
professors; it- could avoid any unnecessary pitfalls and develop a bill
that would be beneficial both to those who are to be regulated and to
the users of the market, as well as the American consumer. The Com-
mittee was fortunate to have the benefit of the advice and technical
assistance of experts in the Department of Agriculture who have been
regulating commodity futures trading for many years, particularly
the very. able assistance of Alex C. Caldwell, the "Administrator of the
Commodity Exchange Authority in the Department of Agrlcultule

Nature of the Commission (Sec. 101)

One of the most basic issues that had to be resolved by the Comumit-
tee was the nature of the Commission—whether the K Commission
should be a full-time independent Commission similar in structure

(20)
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and status to the Securities and Exchange Commission or whether it
should be a quasi-independent, part-time Commission as provided
for in the House bill. The Committee received a great deal of testi-
mony on this issue during the hearings and Committee members asked
many of the witnesses very direct questions on this point. The over-
whelming weight of the testimony was in favor of the full-time, inde-
pendent Commission, particularly when the Committee members asked
the witnesses who testified for their own personal views. In some
cases, the organization for which the witness was testifying had no
position on this point, but the witness’ own personal view was that
the Commission should be full-time and independent. Although some
witnesses did want the Commission to retain some ties to the De-
partment of Agriculture and a few questioned the need for a full-time
commission, only the USDA witness strongly opposed a full-time
Commission. S

The Committee felt that the weight of the testimony was correct
on this issue. Some members felt that there was an inherent conflict
between the role and mission of the Department of Agriculture and
the regulation of commodity futures trading. Since the enactment of
the Agricultural Adjustment Act of 1933, as a result of the great
depression, it has been the duty of the Department of Agriculture to
provide price and income protection for farmers.

The USDA role in providing price and income protection for
farmers has grown through the years, and the need for assistance to
the Nation’s farmers is as great in this day of skyrocketing costs of
farm production and extreme fluctuations in commodity prices as it
was in the depression years of the 1930’s. : :

However, the Committee felt that it is not the function and the

‘role of the commodity markets to have an impact one way or the
other on farm prices. The proper regulatory function of an agency
which regulates futures trading is to assure that the market is free
of manipulation and other practices which prevent the market from
being a true reflection of supply and demand. Therefore, the agency

- which regulates futures trading must have a neutral role on commod-
ity prices. The Committee felt this nentral role can best be maintained

by a completely independent agency. Moreover, while in the past the
Jommodity  Exchange Authority of the USDA has been authorized
to regulate only certain agricultural commodities that are produced
in the United States, the Committee felt that agricultural products
not produced in this country and commodities such as silver and cop-
per, which have no relation to agriculture, could not be effectively
regulated within the Department of Agriculture or an agency domi-
nated by the Department of Agriculture. - :

The Committee noted that the estimated value of commodities
traded in 1978 was over $520 billion, over twice the volume of trad-
ing in all securities in the United States. It felt that the impor-
tance of futures trading to the economy of this country warranted a
full-time, independent commission. Because this Commission would
have to regulate futures trading iu a wide diversity of commodities
ranging from precious metals to agricultural commodities, and because
the Commission would need to bring under regulation those éx-
changes which are now non-regnlated, the Cormittee felt that effective
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regulation could not be accomphshed by Commissioners working orn a
part-time basis.

Moreover, members of the Commlttee expressed some dlssatlsfactlon
with agencies which’ are dominated and run by staff members who
are not appointed by the President and subject to Senate confirma-
tion. They felt that such a regulatory agency is often unresponsive to
either Congress or to the needs of the people. It noted that in all prob-
ability a part -time commission would really be a staff-dominated
commission.

In the Committee hearings. as well as the informal sessions that
members had with both the commodity exchanges and the users of
these exchanges, there was great concern expressed about the type of
persons who would serve on the Commission. Many segments of the
industry, particularly those who are now non-regulated, expressed
strong concern that the Commission include members with expertise
in the so-called “world commodities.”

The Committee itself was quite concerned about the type of indi-
vidual who would serve on the Commission. The Committee felt that it
would be impossible to get the best qualified and most knowledgeable
individuals to serve on the Commission on a part-time basis, for most
of these individuals would have a conflict of interests, It felt that peo-
ple who use the market to hedge, or people who speculate in the mar-
ket, or other knowledgeable individuals who are involved in the
malket in one way or another, would be reluctant to give up all
involvement in the market for a part-time job.

By establishing a full-time prestigious commission, the Committee

felt that it would induce the best and most knowledgeable people to
serve.
'~ The Committee does not want a commission that is dominated by
any particular interest group. It wants a commission that has broad
knowledge of all aspects of the industry to be regulated, as well as a
commission that is responsive to the needs of farmers and the needs
of consumers. Therefore, the Committee adopted an amendment which
requires the President, in making appointments, to seek to establish
a balanced commission that would include, but not be limited to, per-
sons of demonstrated knowledge in futures trading and its regulatlon
and persons of demonstrated know ledge in the productlon merchandis-
1ng, processing or distribution of commodities or other goods and serv-
ices. The Committee wishes to emphasize that the Commissioners are
to have a broad range of knowledge.

Relationship of the Commission to antitrust laws (Sec. 107)

During the hearings, the Committee received testimony from the
Department of Justice regarding the relationship of the new Com-
modity Futures Trading Commission to the antitrust laws. The De-
partment of Justice did not like the language of the House bill which
merely required the Commission to take into consideration the public
interest to be protected by the antitrust laws as well as the policies
and purposes of the Act. The Department of Justice objected to this
language stating, “We believe, however, that the language of Section
106 1s not suﬁimently precise to guard against antlcompetltlve agency
action, A requirement merely to ‘take into consideration’ antitrust
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policy might result in agency imposition or approval of an anticom-
petitive rule which was not necessary to achieve a valid regulatory ob-
jective.” The Department of Justice suggested in lieu of this language
a requirement that the Commission insure that its action represent the
least. anticompetitive means of achieving the objectives of the Act.

The Committee did not want to encourage excessive litigation to
test the decisions of the Commission to determine whether they rep-
resented the least anticomipetitive means of achieving the objectives
of the Act. It did not want to make the antitrust laws more restrictive
in the commodities industry than they are in the securities industry.

However, the Committee did not want to exempt the futures indus-
try from the antitrust laws and it did net wish to encourage the Com-
modity Futures Trading Commission to restrict: competition and ig-
nore the public policies protected by the antitrust laws. Therefore, the
Committee amendment would retain the requirement in the House bill
that the Commission take into consideration the public interest to be
protected by the antitrust laws and it would go one step further by
requiring that the Commission endeavor to take the least anticompeti-
tive means of achieving the objectives of the Act. :
Exclusive jurisdiction over futwres trading (Sec. 201)

While the Committee did wish the jurisdiction of the Commodity
Futures Trading Commissien to be exclusive with regard to the
trading of futures on organized contract markets, it did not wish to
infringe on the jurisdiction of the Securities and Exchange Commis-
sion or other government agencies. Therefore, the Committee adopted
clarifying amendments to the House bill. The Committee wished to
make clear that where the jurisdiction of the Commodity Futures
Trading Commission is applicable, it supersedes State as well as Fed-
eral agencies. The Commitee also wished to make clear that nothing
in the Act should be construed as superseding or limiting jurisdiction
of Federal and State courts. :

Also, the Committee included an amendment to clarify that the
provisions of the bill are not applicable to trading in foreign curren-
cies and certain enumerated financial instruments unless such trading
is conducted on a formally organized futures exchange. A great deal
of the trading in foreign currency in the United States is carried out
through an informal network of banks and tellers, The Committee
believes that this market is more properly supervised by the bank
regulatory agencies and that, therefore, regulation under this legisla-
tion ig unnecessary. _ )

T.ikewise, the Committee believes that regulation by the Commission
of transactions in the specified financial instruments (ie., security
warrants, security rights, resales of installment loan contracts, re-
purchase options, government securities, mortgages and mortgage pur-
chase commitments), which generally are between banks and other
sophisticated institutional participants, is unnecessary, unless executed
on a formally organized futures exchange.

Exemption of world commodities (Sec. 201)

During the hearings, the Committee received testimony regarding
the exemption from regulation of the so-called “world commodities™.
The overwhelming weight of the testimony favored the regulation of
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all commodities, goods, and services. The only witnesses who favored
exempting the “world commodities™ were the nonregulated exchanges
themselves. Moreover, the Committee did not feel it could justify 1m-
posing stricter regulation on the commodities which are now regulated -
while exempting completely trading in certain other commodities.
However,ﬂlx)e Committee did recognize that there are some unique
differences that are characteristic of the “world commodities”. There-
fore, it notes that the Committee bill provides the Commissien with
the authority to differentiate between different commodities. The Com-
mission Wilf’ have ample authority and flexibility to treat different
commodities differently. The Committee expects that the Commission
will be composed of groadly knowledgeable people and that these
Commissioners will have an understanding of the differences in the

various commodities and treat them accordingly.

Commodity trading advisor and commodity pool operator (Seec. 202)

The Committee approved without change the provisions: of the
House bill for the regulation of commodity trading advisors and com-
modity pool operators. However, the Committee wished to make clear
that many individuals who are engaged in the buying and selling of
commodities may, in the course of their arms-length transactions with
customers, offer opinions on the value of commodities or commodity
futures which are entirely gratuitous. Any such incidental expression
of views does not bring either an employee or his employer within the
definition of “commodity trading advisor.” ( :

Delivery points (Sec. 208) :

The Committee accepted the House provision on delivery points
with an amendment to give contract markets 75 days, instead of 60
days, to make changes in delivery points as deemed necessary by the
Commission and an amendment to eliminate any requirement that re-
ceipts issued under the United States Warehouse Act be accepted in
satisfaction of futures contracts where such a requirement is totally
inappropriate. S : Co

In addition, the Committee wishes to emphasize that farmers’ views
and needs are to be considered in the establishment of delivery points
for any eommodity produced within the United States. If the Com-
mission receives complaints: about the delivery points for any com-
modity from farmers or farm organizations, it should investigate to -
see whether the delivery points established for-the commodity con-
form with thé provisions of the Act. The Commission should give
farmers an opportunity to be heard fully when the designation of any

delivery point isin question. - ,
Restraining orders, injunctions, and writs of mandamus (Sec. 211)
There was a great deal of concern about the provisions of the House .
bill authorizing the Commission to seek injunctions against persons
who are “about to engage” in violations of the Act and against per- -
sons who are “in a position to” effectnate a squeeze or corner or other-
wise restrain trading in any commodity for future delivery. . -
The Committee noted that the authority to seek injunctions against
persons about to violate the law has several precedents in Federal
statutes. It also noted that this authority had been used very sparingly
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by the courts. The courts have interpreted “gbout to engage” language
as authorizing injunctions only in narrowly limited circumstances,
where an actual violation has oceurred or is occurring or in those rare
instances where, unless enjoined from doing so, a person intends to
proceed with his plans despite an agency’s litigation challenging those
plans. Therefore, the Committee did not feel that the “about to en-.
gage” language would be abused and it felt that this authority in the
House bill should be retained. :

On the other hand, the Committee did feel that the “in a position to”
language in the House bill was unprecedented in Federal statutes. The
Committee did not feel that the Commission should be authorized. to
obtain an injunction against a person merely because he has the ability
to effectuate a squeeze or corner or to restrain trading, even though he
might not have the slightest intention of abusing his power. Therefore,
the Committee eliminated the “in a position to” authority in the House
bill. : '

Also, the Committee amended the House bill to authorize the Com-
mission to go directly into court without going through the Attorney
General to seek an injunction. The Committee felt that the Commis-
sion would have adequate legal counsel to obtain any injunction that
would be necessary and that the requirement that the Commission go
through the Attorney General would only result in delay, when the
need for the injunction might be quite urgent. Moreover, the Commit-
tee felt that the Commission’s attorneys would likely be more knowl-
edgeable in futures trading than the attorneys in the Department of
Justice.

Emergency powers (Sec.215) o
During the Committee’s hearings, much comment was received about
the emergency powers that could be exercised by the Commission under -
section 215. The Committee felt that the term “emergency” was defined
too loosely in the House bill and was disturbed by the fact that the
Commission would be authorized to use extraordinary powers in cases
other than a “market emergency”. Therefore, the Committee-amended
this section: to define more narrowly an “emergency” and to allow the
Commission to use its extraordinary emergency powers only in the case
of a defined emergency. Under the Committee amendment, the “emer-
gency” itself must, in the Commission’s judgment, have a greater
adverse impact on the market than the action that the Commission
proposes to take. v ) ‘
e Committee wishes to emphasize that nothing in-the emergency
powers seetion, the injunctions section (Sec, 211), or any other provi-
sion of the bill is to be used by the Commission to violate unnecessarily
the sanctity of contract. The Committee fully realizes that the users
of the futures markets will be reluctant to continue to depend on the
markets if they feel that their contracts will be violated and abrogated
by arbitrary governmental action. The Committee intends that the
enlergency powers, the power to seek injunctions, the power to alter
exchange rules and bylaws, and the other powers granted to the Com-
mission under this Act are to be used to make the markets work more
effectively and to make them a more reliable marketplace. -
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Therefore, the Cominisgion is not to exert its extraordinary emer-
gency powers except when it is clear that threatened or actual market
manipulations and corners or other major market disturbances will
in fact disrupt the markets and adversely affect the legitimate users of
the markets. ‘ , : ,

Also, the Commission must be particularly careful in dealiug with
commodities traded on international exchanges, for it should not take
any “emergency” action that would drive trading out of exchanges
in the United States. ‘

Options trading (Sec. 302)

The Committee retained the provision in the House bill that bans
trading in options in commodities that are now regulated. It also re-
tains the House provision permitting trading in options in all other
commodities if not contrary to the rules, regulations, or orders of the
Commission. Under the House provision, the Commission would have
the authority to prohibit trading in options of any kind.

The Committee amendment requires the Commission to prescribe
the regulations governing options trading within one year after the
effective date of the bill, The Committee intends that options not be
traded except on organized exchanges and in conformity with the
rules and regulations of the Commission. However, the Commission
would not have the authority to regulate trading in puts and calls for
securities. Where traded on exchanges, these puts and calls are regu-
lated by the Securities and Exchange Commission. Where traded
among banks, they are regulated by the bank regulatory agencies.

Definition of arbitrage (Sec. 303)

During the hearings, the Committee received some testimony that
indicated that there was a substantial difference between “international
arbitrage” and the word “arbitrage” as used in domestic markets. It
was pointed out that international arbitrage is used to hedge against
fluctuations in currency and changes in shipping rates. The Committee
felt that this was a highly technical matter, and that it should not
attempt to define international arbitrage. Therefore, it authorized the
Commission to define international arbitrage. ’

Hedging (Sec. 304)

The Committee retained the House provision which authorizes the
Commission to define “bona fide hedging transactions or positions.”
However, the Committee did amend this section to require the Com-
mission to allow hedging of “contract” bushels of seed and to require
that the Commission extend anticipatory hedging privileges to per-
sons, such as bakers, who use products of traded commodities rather
than the commodity itself. | :

The Committee wishes to emphasize that, in giving the Commis-
sion authority to define hedging, it does not intend that hedging be
defined in suc¥1 a manner as to deny traditional legitimate users of the
futures market an opportunity to continue:to hedge. The Committee
felt that the Commission should have the authority to define hedging
because the current definition is'too narrow to permit certain business-
men the opportunity to hedge legitimately on the market.



SECTION-BY-SECTION ANALYSIS

The preamble of the bill provides “That this Act may be cited as
the ‘Commodity Futures Trading Commission Act of 1974".” The bill
1s divided into three titles:

Title I—Commodity Futures Trading Commission.
Title II—Regulation of Trading and Exchange Activities.
Title I1I—Miscellaneous Provisions.

TITLE I—COMMODITY FUTURES TRADING COMMISSION

Sections 101 and 102. Commission; compensation

Section 101 amends section 2 of the Commodity Exchange Act to
establish a new Commodity Futures Trading Commission, consisting
of a Chairman and four other Commissioners appoirted by the Presi-
dent, by and with the advice aiid consent of the Senate. Not more than
three of the Commissioners could be members of the same political
party. The Commissioners would be appointed for staggered terms of
five years each. The Commission would be required to be “balanced”
and include persons of demonstrated knowledge in futures trading or
its regulation, and persons of demonstrated knowledge in the produc-
tion, merchandising, processing, or distribution of the goods, articles,
services, rights, and interests covered by the Act.

Commissioners and employees would be forbidden to accept employ-
ment or compensation from anyone subject to regulation or to engage
in transactions of a character subject to regulation.

The Chairman would be compensated at Executive Level III (cur-
rently $40,000 annually), and the other Commissioners at Executive
Level IV (currently $38,000 annually). There would be provision for
payment of Commissioners’ expenses, including transportation
expenses.

The Commission would have a General Counsel and an Executive
Director, appointed by the President, by and with the advice and con-
sent of the Senate. They would report directly to the Commission and
be compensated at Executive Level V (currently $36,000 annually).

Executive and administrative functions would be vested in the Chair-
man subject to:

(1) General policies and decisions of the Commission.

(2) Commission approval of heads of major administrative
units.

(3) An exception for employees in the other Commissioners’
immediate offices. :

(4) Reservation of the Commission’s functions with respect to
revising budget estimates and determining allocation of appro-
priated funds according to major programs and purposes.

(28)
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The Commission would be authorized to cooperate with others; to
employ a staff, including Administrative Law Judges; to employ ex-
perts and consultants; and to make and enter into contracts.

Appropriations would be authorized, of such sums as may be re-
quired for fiscal years up to June 30,1978.

Sections 103 and 104. Transfer of functions

Section 108 and section 104 provide for transfer to the new Com-
mission of the powers presently vested under the Commodity Exchange
Act in the Secretary of Agriculture and the Commodity Exchange
Commission (the Secretaries of Agriculture and Commerce and the
Attorney General, or their designees), and also personnel, property,
records, and funds employed in connection with administration of the
Commodity Exchange Act.

Section 105. Annual reports; GAO examinations

Section 105 requires annual reports by the Commission to Congress,
and reviews and audits of the Commission by the Comptroller General.
The Comptroller General could examine any books, documents, papers,
or records of the Commission. With respect to business transactions
of any person, trade secrets, and names of customers, the Comptroller
General would be forbidden to include such information in his reports.
However, he could provide such information on request by any Com-
mittee of either House of Congress acting within the scope of its
jurisdiction.

Section 106w Reparations procedure ,

_ Section 106 adds a new section to the Act, providing for administra-
tive reparation proceedings before the Commission by any person
against persons registered as futures commission merchants, floor
brokers, persons associated with futures commission merchants. or
with agents thereof, commodity trading advisors, or commodity pool
operators.” A complaint could be filed by any person, based on any
violation of the Act or rules, regulations, or orders thereunder. A
complaint could be filed up to three years after accrual of the cause
of action alleged therein. ‘ '

The Commission would be required to send the complaint to the
respondent who would then be required to satisfy it or answer it, if
the Commission believed that the facts alleged warranted such action.

The Commission would be required to investigate the complaint
if the Commission believed that there appeared to be reasonable
grounds for such investigation, and would be permitted to have the
complaint served on the respondent and afford the respondent an
opportunity for hearing before an Administrative Law Judge. If the
complainant claimed not more than $2,500 in damages, proof in sup-
port of the complaint and in support of respondent’s answer, could be
supplied by depositions or verified statements of fact.

The Commission would be required to determine whether or not
the respondent had committed any violation of the Act or rules, regu-
lations, or orders thereunder. If the Commission determines that he
has committed such a violation, it would be required to determine the
damages to which the complainant is entitled as a result of the viola-
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tion, and to order the respondent to pay such damages to the
complainant. - ’

If the respondent admits liability for a portion of the damages
claimed, the Commission could order the respondent to pay the un-
disputed amount and subsequently determine liability for the dis-
puted amount.

If a reparation award is not paid, the person for whose benefit it
is made, would have three years to file an action in court. He would
have his choice of courts: The United States district court for the
«district of his residence or the district where respondent has its prin-
«cipal place of business, or any State court having.general jurisdic-
‘tion of the parties. The court action would proceed in all respects
Jike other civil suits for damages except that the findings of fact and
orders of the Commission would be prima facie evidence of the facts
therein stated and reviewable only for the purposes of determining
if they are supported by substantial evidence. The petitioner would
have certain advantages with respect to costs and attorney fees.

The new section provides for appeal to the United States district
court by either party adversely affected by entry of a reparation
corder. If there is an administrative hearing, the appeal would be filed
in the district where that hearing is held. If there is no administra-
tive hearing, the appeal would be filed in the district in which the
appellee is located. o ' o

The proceeding on appeal would likewise proceed like other civil
suits for damages, except that the findings of fact and orders of the
‘Commission would be prima facie evidence of the facts therein stated
:and reviewable only for the purposes of determining if they are sup-
ported by substantial evidence. The appellee would not be liable for
-costs 1n such court action and if he prevails he would be allowed a
Teasonable attorney’s fee, taxed and collected as part of his costs.

The new section provides that unless the registrant against whom
a reparation order 1s issued, paid the award or appealed it, he would
‘be prohibited from trading on contract markets, and his registration
‘would be suspended automatically. . o

Complainants not residing in the United States would be required
‘to furnish bond in double the amount claimed, for costs including a
reasonable attorney’s fee for the respondent if the respondent pre-
vails, and any reparation award on a counterclaim. There is provision
for waiver of bond by the Commission if the complainant resides in a
«¢ountry which permits filing of complaints by a resident of the United
‘States without bond. Persons appealing from a reparation award
would also be required to file a bond, in double the amount of any
reparation awarded against the appellant, for payment of the court’s
judgment, plus interest and costs, including a reasonable attorney’s fee

o1 the appellee if the appellee prevails.

The section would become effective one year after enactment, but
claims arising within nine months before the effective date could be
heard by the Commission after such one year period.

Section 107. Antitrust laws

Section 107 adds a new section to the Act, requiring the Commis-
sion to consider the public interest to be protected by the antitrust laws
as well as the policies and purposes of the Commodity Exchange Act,
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and endeavor to-take the least anti-competitive means of achieving the
purposes of the Act, in issuing any order or adopting any rule or
regulation, or requiring or approving any bylaw, rule, or regulation
of a contract market. B ' ‘

TITLE II—REGULATION OF TRADING AND EXCHANGE ACTIVITIES

Section 201. W hat would be regulated; jurisdiction

The term “commodity” in the present Commodity Exchange Act
covers certain specified agricultural commodities, in which futures
trading was found by the Congress to be of definite value to the Na-
tion’s commercial and agricultural life. The present Commodity Ex-
change Act provides for futures trading in such specified agricultural
commodities if conducted in accordance with the Act on boards of
trade designated as contract markets by the Secretary of Agriculture.

Section 201 of the bill enlarges the definition of “commodity” to
include all goods and articles, except onions, and “all services, rights,
and interests in which contracts for future delivery are presently or
in the future dealt in”, and provides for the exclusive jurisdiction of
the Commission over all futures transactions which are executed on
domestic boards of trade. The Commission will have exclusive jurisdic-
tion over options trading in commodities (but not in securities).

However, transactions in foreign currency, security warrants and
rights, resales of installment loan contracts, repurchase options,
government securities or mortgages and mortgage purchase ecommit-
ments would not be subject to the Act unless they involve the sale
thereof for future delivery conducted on a board of trade.

Section 201 contains a proviso that ‘“except as hereinabove pro-
vided” nothing contained therein shall supersede or limit the juris-
diction at any time conferred on the Securities and Exchange Com-
mission or other regulatory authorities under the laws of the United
States or of any State or restrict them from earrying out their duties
and responsibilities in accordance with such laws. Likewise nothing in
section 201 shall supersede or limit the jurisdiction of any Federal or
State court. C

Section 209. Definitions of the terms “commodity trading advisor” and
“commodity pool operator,” requlated under other sections of the
bill

The term “commodity trading advisor” means any person who, for
compensation or profit, engages in the business of advising others,
either directly or through publications or writings, as to the value of
commodities or as.to the advisability of trading in any commodity for
future delivery on or subject to the rules of any contract market, or
who, for compensation or profit, and as part of a regular business,
issues or promulgates analyses or reports concerning commodities.

The term would not include any of the following, provided that their

furnishing of such services is solely incidental to the conduct of their

business or profession: (1) any bank or trust company, (2) any news-
paper reporter, newspaper columnist, newspaper editor, lawyer, ac-
countant, or teacher, (3) any floor broker or futures commission
merchant, (4) the publisher of any bona fide newspaper, news maoa-
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zine, or business or financial publication of general and regular cir-
eulation including their employees, and (5) any contract market.

The term “commodity pool operator” means any person engaged 1n
a business which is of the nature of an investment trust, syndicate,
or similar form of enterprise, and who, in connection therewith,
solicits, accepts, or receives from others funds, securities, or property,
either directly or through capital contributions, the sale of stock or
other forms of securities, or otherwise, for the purpose of trading in
any commodity for future delivery on or subject to the rules of any
contract market.

Section 202 empowers the Commission to specify by rule, regula-
tion, or order, persons not within the intent of the two definitions.

Section 203. Dual trading by floor brokers and futures commission
merchants

. Section 203 adds a new section to the Act which requires the Com-
mission to determine, after notice and opportunity for hearing, within
six months after the effective date of the bill. and subsequently when
it determines that changes are required, whether a floor broker may
trade for his own account or any account in which such broker has
trading discretion, and also execute a customer’s order. If the Com-
mission determines that such trades and executions shall be permitted,
it is required to determine the terms, conditions, and circumstances
under which such trades and executions shall be conducted.

The new section likewise requires the Commission te determine,
after notice and opportunity for hearing, within six months after the
effective date of the bill, and subsequently when it determines that
changes are required, whether a futures commission merchant may
trade for its own account or any proprietary account, as defined by
the Commission. If the Commission determines that such trades shall
be permitted, it is required-to determine the terms, conditions, and
circumstances under which such trades shall be conducted.

- Any such determination, with respect to either floor brokers or
futures commission merchants, would be required at a minimum to
take into account the effect upon the liquidity of trading of each
market. The Commission would be permitted to make separate de-
terminations for different contract markets, and contract markets
would be permitted to set terms and conditions more restrictive than
those set by the Commission.

Section 204. Registration of associates

Section 204 adds a new section to the Act requiring registration of
persons associated with any futures commission merchant (or with
any agent of a futures commission merchant) as a partner, officer, or
employee (or any person occupying a similar status or pérforming
similar functions), in any capacity which involves (1) the solicitation
or acceptance of customers’ orders (other than in a clerical capacitv)
or (ii) the. supervision of any person or persons so engaged.” The
Commission would be authorized to require reporting by such persons.
Such registration would expire two years-after the effective -date
thereof, and the Commission would be required to renew it on applica-
tion unless the registrant is under suspension or revocation. With
respect to initial registrations, however, the Commission would be
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required to set the effective period, not to be more than 2 years or less
than 1 year from the effective date thereof.

Persons registered as futures commission merchants or floor brokers
would not be required to register as such associates.

Section 204 amends section 6(b) and section 8a of the Act to pro-
vide that such associates shall be subject to administrative disciplin-
ary proceedings provided for in those sections of the Act.

Section 205. Regulation of commodity trading advisors and commod-
ity pool operators
Section 205 amends the Act by adding four new sections.
New section 47 constitutes a finding that the activities of commodity
trading advisors and commodity pool operators are affected with a
national public interest in that, among other things— -

(1) their advice, counsel, publications, writings, analyses, and
reports are furnished and distributed, and their contracts, solicita-
tions, subscriptions, agreements, and other arrangements with
clients take place and are negotiated and performed by the use of
the mails and other means and instrumentalities of interstate
commerce ;

(2) thelr advice, counsel, publications, writings, analyses, and
reports customarily relate to and their operations are directed to-
ward and cause the purchase and sale of commodities for future
delivery on or subject to the rules of contract markets; and

(3) the foregoing transactions occur in such volume as sub-
stantially to affect transactions on contract markets.

New section 4m requires registration by such persons, but would not
apply to any commodity trading advisor who, during the course of the
preceding twelve months, has not furnished commodity trading advice
to more than 15 persons and who does not hold himself out generally
to the public as a commodity trading advisor.

New section 4n authorizes the Commission to prescribe what in-
formation, and in what form and detail, such persons would have
to supply in applying for the required registration. The section would
specify the minimum information to be required as follows:

(A) the name and form of organization, including capital
structure, under which the apphcant engages or intends to en-
gage in business; the name of the State under the laws of which
he is organized ; the location of his principal business office and
branch offices if any: the names and addresses of all “partnel s,
officers, directors, and persons performing similar functions”
if the applicant be an individual, his name and address; and the
number of employees;

(B) the educatlon, the business affiliations for the past ten
years and the present business affiliations of the applicant and
of his partners, officers, directors, and persons performing simi-
lar functions and of any controlling person thereof; .

+ (C) the nature of the business of the applicant, including the
manner of giving advice and rendering of analyses or reports;

(D) the nature and scope of the authorlty of the apphcant
with respect. to clients’ funds and accounts;

(E) the basis upon which the applicant is compensated
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Registration would be required to become effective no more than
i) days after application, unless denied as provided elsewhere in the.

ct. o ' .

New section 4n also provides that registrations of commodity
trading advisors and commodity pool operators would expire on the
30th day of June of each year, and shall be renewed upon application
therefor subject to the same requirements as in the case of an original
application. ‘

The Commission is authorized to prescribe recordkeeping and re-
porting requirements for such persons, who would be required to keep
the prescribed books and records for at least three years or longer
if the Commission so directs. The prescribed books and records would
be required to be open to inspection by any representative of the Com-
mission or the Department of Justice. On request of the Commission,
a registered commodity trading advisor or commodity pool operator
would be required to furnish the name and address of each client,
subscriber, or participant, and submit samples or copies of all reports,
letters, circulars, memoranda, publications, writings, or other litera-
ture or advice distributed to clients, subscribers, or participants, or
prospective clients, subscribers, or participants.

Futures market positions taken or held by individual principals of
commodity trading advisors and commodity pool operators would
be required to be fully and completely disclosed to subscribers, clients,
or participants, unless otherwise authorized by the Commission by
rule or regulation.

Statements of account would be required to be furnished regularly
to each participant in the operations of every commodity pool opera-
tor. Such statements would be required to include complete infor-
mation as to the current status of all trading accounts in which the
participant has an interest. The Commission would be empowered
to prescribe the form and manner of such statements.

Denial, without hearing, of registration as a commodity trading
advisor or commodity pool operator would be authorized for any
person who is subject to an outstanding order under the Act denying
him trading privileges on any contract market, or suspending or re-
voking his registration as a commodity trading advisor, commodity
pool operator, futures commission merchant, or floor broker, or sus-
pending or expelling him from membership on any contract market.

Denial, revocation, or suspension, after hearing, of registration of
any commodity trading advisor or commodity pool operator, would
be authorized 1f the Commission finds that such denial, revocation, or
suspension is in the public interest and that—

(A) the operations of such person disrupt or tend to disrupt
orderly marketing conditions, or cause or tend to cause sudden or
unreasonable fluctuations or unwarranted changes in the prices
of commodities;

(B) such person (or any partner, officer, director, person per-
forming similar function, or controlling person thereof)-—(i) has
been convicted within ten years of any felony or misdemeanor in-
volving the Furchase or sale of any commodity or security, or
arising out of his conduct as a commodity trading advisor or com-
modity pool operator; or (ii) is under court injunction from act-
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ing as a commodity trading advisor, commodity pool operator,
futures commission merchant, or floor broker, or affiliated person
or employee of any of them, or from engaging in or continuing
any conduct or practice in connection with such activity or in con-
nection with the purchase or sale of commodities or securities; or

(C) any partner, officer, or director of such person, or any
person performing a similar function or any controlling per-
son thereof, is subject to a Commission denial of trading
privileges on any contract market, or a Commission suspension or
revocation of registration as a commodity trading advisor, com-
modity pool operator, futures commission merchant, or floor
broker, or a Commission suspension or expulsion from member-
ship on any contract market.

New section 40 forbids registrants as commodity trading advisors
or as commodity pool operators, by use of the mails or any means or
instrumentality of interstate commerce, directly or indirectly, from
employing any device, scheme, or artifice to defraud any client or
participant or prospective client or participant, or engaging in any
transaction, practice, or course of business which operates as a fraud
or deceit upon any client or participant or prospective client or partic-
ipant. Such registrants would also be forbidden to represent or imply
that they have been sponsored, recommended, or approved, or that
their abilities or qualifications have been passed upon, by the United
States or any agency or officer thereof, but would be permitted to state
that they are registered under the Act as a commodity trading advisor
or commodity pool operator, if such statement is true in fact and if the
effect of such registration is not misrepresented. _

Section 205 amends section 6(b) of the Act, specifically to provide
that administrative disciplinary proceedings could be instituted and
administrative disciplinary orders issued, against persons registered
as commodity trading advisors and commodity pool operators. Section
6(b) of the Act now provides for such proceedings and orders for
manipulation or attempt to manipulate the market price of any com-
modity, in interstate commerce, or for future delivery on or subject to
the rules of any contract market, or for wilfully making any false
or misleading statement of a material fact in any registration appli-
cation or any report filed under the Act, or for wilfully omitting to
state in any such application or report any material fact which is
required to be stated therein, or for otherwise violating any of the
provisions of the Act or of the rules, regulations, or orders thereunder.

Section 205 amends section 8a of the Act to make it apply to com-
modity trading advisors and commodity pool operators. Section 8a
of the Act now authorizes the Secretary of Agriculture to register
futures commission merchants and floor brokers upon application in
accordance with rules and regulations and in form and manner to be
prescribed by the Secretary. Section 8a also now authorizes the Secre-
tary to refuse to register any person—

. (A) if the prior registration of such person is under suspen-
slon or revocation;

(B) if it is found, after opportunity for hearing, that the appli-

cant is unfit to engage in the business for which the application
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for registration is made, (i) because such applicant, or, if the
applicant is a partnership, any general partner, or, if the appli-
cant is a corporation, any officer or holder of more than ten per
centum of the stock, at any time engaged in any practice of the
character prohibited by the Act or was convicted of a felony in
any State or Federal court, or was debarred by any agency of the
United States from contracting with the United States, or the
applicant wilfully made any material false or misleading state-
ment in his application or wilfully omitted to state any material
fact in connection with the application, or (ii) for other good
cause shown. ‘ ' ‘

Section 8a now further provides for suspension or revocation of the
registration of any person registered under the Act if cause exists
under (B) above which would warrant a refusal of registration of such
person.

Section 206. Qualifications of futures comanission merchants, floor
brokers, and their associates :

Section 206 adds a new section 4p to the Act to empower the Com-
mission to specify by rules and regulations appropriate standards with
respect to training, experience, and other qualifications which the Com-
mission finds necessary or desirable to ensure the fitness of futures
commission merchants, floor brokers, and persons associated with them.
The Commission would be empowered to prescribe the adoption of
written proficiency examinations to be given to applicants for regis-
tration as futures commission merchants, floor brokers, and persons
associated with them, and to establish reasonable fees to be charged to
such applicants to cover the administration of such examinations.

The Commission would be empowered further to prescribe that in
lieu of examinations administered by the Commission, contract mar-
kets may adopt written proficiency examinations to be given to such
applicants and charge reasonable fees to such applicants to cover the
administration of such examinations. :

Under a “grandfather” clause, the Commission would be authorized
to specify terms and conditions for affording exception to a written
proficiency examination to an individual who has previously demon-
strated proficiency and skill, through training and experience, neces-
sary to protect the interests of customers. ,

Section 207. Additional requirement for designation of a board of trade
as a contract market
Section 207 amends section 5 of the Act by adding a new subsection
specifically requiring that a board of trade, before designation as a
contract market, demonstrate that futures transactions in the com-
modity for which designation is sought, will not be contrary to the
publie interest.

Section 208. Satisfaction of futures contracts; warehouse receipts;
delivery points
" Section 208 amends section 5a of the Act, which imposes certain
requirements on each contract market. S
Warehouse receipts would not be required under section 5a(7) to be
aecepted in satisfaction of a futures contract unless the commodity in
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question may be delivered from a warehouse subject to the United
States Warehouse Act. . s

A new subsection (10) is added, specifically requiring each contract
market to permit the delivery of any commodity, on futures contracts,
of such grade or grades, at such point or points and at such quality
and locational price differentials as will tend to prevent or diminish
price manipulation, market congestion, or the abnormal movement of
such commodity in interstate commerce. The new subsection also re-
quires the Commission, if after investigation it finds that the rules
and regulations adopted by a contract market permitting delivery of
any commodity on futures contracts do not accomplish the objectives
of the subsection, to notify the contract market of its finding and
afford the contract market an opportunity to make appropriate changes
in such rules and regulations. ' :

If the contract market within 75 days of such notification fails to
make the changes which in the opinion of the Commission are neces-
sary to accomplish the objectives of the subsection, then the Com-
mission is empowered to change or supplement such rules and regu-
lations to achieve such objectives, after granting the contract market
an opportunity to be heard, :

Any order issued under the subsection would not apply to contracts
of sale for future delivery in any months in which contracts are cur-
rently outstanding and open. The new subsection would also provide
a contract market with notice and opportunity to file exceptions to a
proposed order determining the location and number of an additional
delivery point or points.

Section 209. Contract market procedures on customers’ claims and
grievances

Section 209 amends section 3a of the Act, by adding a new subsection
(11) which requires each contract market to provide a fair and equi-
table procedure through arbitration or otherwise for the settlement
of customers’ (but not futures commission merchants’ or floor brokers”)
claims and grievances against any member or employee thereof. The
use of such procedure by a customer would be required to be volun-
tary. The procedure would not be applicable to any claim in excess of
$15,000. The procedure would not result iu any compulsory payment
except as agreed upon between the parties. : :

Sectz'or; 210. Commission approval or disapproval of contract market
rules :

Section 210 amends section 5a of the Act by adding a new subsection
(12) requiring each contract market to submit to the Commission for
its approval all bylaws, rules, regulations, and resolutions made or
issued by it, or by the governing board thereof or any committee
thereof, which relate to terms and conditions in contracts of sale to be
executed on or subject to the rules of such contract market or relate to
other trading requirements, except those relating to the setting of
levels of margin. , :

The Commission would have 30 days either to approve such bylaws,
rules, regulations, and resolutions or to notify the contract market that
it is unable to make the necessary determination within 30 days. .
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The Commission would be required to approve such bylaws, rules,
regulations, and resolutions upon a determination that they are not
in violation of the provisions of the Act or the regulations of the
Commission. Thercafter, the Commission would be required to disap-
prove, after appropriate notice and opportunity for hearing, any by-
law, rule, regulation, or resolution which the Commission finds at any
time is in violation of the provisions of the Act or the regulations of
the Commission. ;

A contract market would he empowered to issue without prior Com-
raission approval a rule dealing with an emergency requiring immedi-
ate action, with notice and a complete explanation to the Commission,

Regulations would be authorized exempting enumerated types of
contract market operational and administrative rules from the sub-
mission requirement.

Section 211. Restraining orders. injunctions, writs of mandamus, or
orders affording like relief, but not ex parte '

Section 211 adds a new section 6c¢ to the Act. Under such new section.
whenever it shall appear to the Commission that any contract market
or other person has engaged, is engaging, or is about to engage in any
act or practice constituting a violation of any provision of the Act or
any rule, regulation, or order thereunder, or is restraining trading in
any commodity for future delivery, the Commission may bring a court
action to enjoin such act or practice, or to enforce compliance with the
Act, or any rule, regulation or order thereunder. o S

United States district courts and United States courts of territories
and other places subject to the jurisdiction of the United States, would
have jurisdiction to entertain such actions, and jurisdiction to issue
writs of mandamus, or orders affording like relief, commanding any
person to comply with the provisions of the Act or any rule, regula-
tion. or order of the Commission thereunder, including the require-
ment that such person take such action as is necessary to remove the
danger of violation of the Act or any such rule, regulation, or order.

Any action could be brought in the district wherein the defendant is
found or is an inhabitant or transacts business or in the district where
the act or practice occurred, is occurring, or is about to oceur, and
process in such cases could be served in any district in which the de-
fendant is an inhabitant or wherever the defendant could be found.

The courts would be forbidden to issue such orders ex parte.

Section 212. Civil money penalties; increase of maximum fines

Section 212 amends section 6 of the Act, which provides, among
other things, for administrative disciplinary proceedings for violations
of the Act, or of the rules, regulations, or orders thereunder. The
Commission would be authorized to assess civil penalties of not more
than $100,000 for each such violation. Appeals to United States Courts
of Appeal, from administrative disciplinary orders, would be required
to be filed within 15 days after the notice of such an order is given to
the offending person. ‘

A new paragraph (d) would be added to section 6 of the Act, requir-
ing the Commission to consider certain facts in addition to the gravity
of the violation in determining the amount of the meney penalty
assessed. In the case of a person whose primary business involves the
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use of the commodity futures market, the Commission would be re-

uired to consider the appropriateness of such penalty to the size of
the business of the person charged and the extent of such person’s
ability to ¢ontinue in business. In the case of a person whose primary
business does not involve the use of the commodity futures market, the
Commission would be required to consider the appropriateness of the
penalty to the net worth of the person charged.

If a civil penalty is not paid, the Commission would refer the matter
to the Attorney General, who would be required to recover the penalty
by court action.

Section 212 also amends section 6b of the Act, which now provides:
for orders to contract markets, directors, officers, agents, and employees:
thereof to cease and desist from violations of the Act, the rules, regu-
lations, and orders thereunder. Civil penalties- of not more than
$100,000 for each violation, would be provided. Such penalties
would be collected by the Attorney General by court action, upon
referral by the Commission. In determining the amount of such a
money penalty assessed under section 6b, the Commission would be
required to consider the appropriateness of the penalty to the net worth
of the offending person and the gravity of the offense, and in the case
of a contract market, the Commission would be required further to
consider whether the amount of the penalty will materially impair the
contract market’s ability to carry on its operations and duties.

Section 212 also amends section 6(c) of the Act, which now provides
for orders to any person (other than a contract market) to cease and
desist from violating the Act, rules, regulations, or orders thereunder.
The fine for violating such a cease and desist order would be changed
from not less than $500 nor more than $10,000 to not more than
$100,000.

Section 212 also amends section 9 of the Act by changing from
$10,000 to $100,000 the maximum fine for the criminal offenses pro-
vided in the three subsections of section 9.

Section 213. Authority of Commission to change contract market rules

Section 213 adds a new subsection (7) to section 8a of the Act to
give the Commission specific authority to alter or supplement the
rules of a contract market insofar as necessary or appropriate by rule
or regulation or by order. Before taking such action; the Commission
would be required first to make an appropriate request in writing te the
contract market that it effect on its own behalf specified changes in
its rules and practices. ,

The Commission could then alter or supplement such rules if, after
appropriate notice and opportunity for hearing, the Commission de-
termined that the contract market had not made the changes required
and that such changes were necessary or appropriate for the protection
of persons producing; handling, processing, or consuming any com-
modity traded for future delivery on the contract market, or the
product or byproduct thereof, or for the protection of traders. or to
ensure fair dealing in commodities traded for future delivery on the
contract market. : ] L S

The Commision could alter or supplement such rules with respect
to such matters as: contract terms and conditions; the form and man-
ner of execution of contracts; other trading requirements, excepting
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the setting of levels of margin (unless done pursuant to the emergency
powers provided in section 215) ; safeguards with respect to the fi-
nancial responsibility of members; the manner, method and place of
soliciting business, including the content of such solicitations; and
the form and manner of handling, recording, and accounting for cus-
tomers’ orders, transactions, and accounts. ,

Section 214. Rulemaking authority of Comanission with respect fto
non-member registrants - o
“Section 214 adds a new subsection (8) to section 8a of the Act to
authorize the Commission to issue rules and regulations with respect
to registrants under the Act who are not members of a contract market,
as in the judgment of the Commission are reasonably necessary to
protect the public interest and promote just and equitable prineiples
of trade, including but not limited to the manner, method and place of
soliciting business, including the content of such solicitation,

Section 215. Emergency powers

Section 215 adds a new subsection (9) to section 8a of the Act to give
specific authority to the Commission to direct any contract market,
“whenever [the Commission] has reason to believe that an emergency
exists, to take such action as, in the Commission’s judgment, is neces-
sary to maintain or restore orderly trading in, or liquidation of, any
futures contract.” :

“The term “emergency” would be defined to mean “in addition to
threatened or actual market manipulations and corners, any act of
government affecting a commodity or any other major market disturb-
ance which prevents the market from accurately reflecting the forces
of supply and demand for such commodity and which, in the Com-
mission’s judgment, will of itself have a greater adverse impact on
the market than the [ Commission’s] intervention action .. .”.

It is further provided in section 215 that nothing therein would
limit the meaning or interpretation given by a contract market tothe
terms “market emergency”, “emergency”, or equivalent language in its
own bylaws, rules, regulations, or resolutions. This proviso does not,
however, limit in any way the Commission’s authority to define an
“emergency”. ‘

Section 216. Disciplinary procedures

Section 216 adds a new section 8c to the Act to empower any ex-
change—or the Commission if the exchange fails to act—to suspend,
expel, or otherwise discipline an exchange member, or deny any person
access to an exchange. Such action shall be taken solely in accordance
with exchange rules, ,

Exchanges would be required to notify the persons affected and the
Commission of suspensions, expulsions, disciplinary actions, or denials
of access, within 30 days, and give reason therefor, but otherwise to
keep such notices and reasons confidential. :

Persons who are disciplined may appeal the exchange decision to
the Commission, The Commission may affirm, modify, set aside, or re-
mand any exchange deciston it reviews. ;
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Section 217, Commission regulation of margin contracts

Section 217 requires the Commission to regulate transactions: for
the. delivery of silver bullion, gold bullion, or bulk silver and gold
coins pursuant to a standardized contract commonly known as a
margin account, margin contract, leverage account, or leverage
contract." - .

All persons would be forbidden to enter into or confirm the execu-
tion of any such transaction contrary to any rule, regulation, or order
of the Commission designed to insure the financial solvency of the
transaction or prevent manipulation or fraud. Notice and opportunity
for hearing would be required before such rule, regulation, or order is
issued.

If the Commission determines that such transactions are contracts
for future delivery within the meaning of the Commodity Exchange
Act, then such transactions would be regulated as futures contracts
under that Act. '

TITLE III—MISCELLANEOUS PROVISIONS

Section 301. Insider trading

Section 301 adds new subsections (d) and (e) to section 9 of the
Act to make it a felony punishable by a fine of not more than $10,000
or imprisonment for not more than five years, or both, for any Com-
missioner of the Commission or any employee or agent thereof, to
participate, directly or indirectly, in any commodity futures or option
transaction or use “insider” information in any transaction in an
actual commodity.

The prohibition against any transaction in an actual commodity
would not apply to a transaction in which the person sells an agri-
. cultural commodity which he has produced in connection with his own
farming or ranching operations nor to any transaction in which he sells
livestock which he has owned at least three months, With respect to
such excepted transactions, however, it is provided that the Commis-
sion shall require the person who participates therein to notify it of
such transactions in accordance with such regulations as the Com-
mission shall prescribe, and the Commission shall make such informa-
tion available to the public.

It would also be a felony punishable by a fine of not more than
$10,000 or imprisonment for not more than five years or both, for any
Commissioner of the Commission or any employee or agent thereof
who, by virtue of his employment or position, acquires information
which may affect or tend to affect the price of any commodity futures
or actual commodity and which information has not been made public,
to impart such information with intent to assist another person, di-
rectly or indirectly, to participate in any commodity futures or option
transaction or in any transaction in an actual commodity, or for an-
other person to receive and use such information.

Section 308. Options trading
Section 302 amends 4c of the Act to continue the ban now contained
in section 4c of the Act on trading in options (privileges, indemnities,
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bids, offers, puts, calls, advanced guaranties, and decline guaranties)
in the now-regulated commodities, but permits trading in options in
all other commodities if not done contrary to any rule, regulation, or
order of the Commission prohibiting any such transaction or allowing
any such transaction under such terms and conditions as the Commis-
sion may prescribe. The Commission would be required within one
year of the effective date of the bill to promulgate such an order, rule
or regulation. The Commission may set different terms and conditions
for different markets. ‘

Section 303. Arbitrage

Section 303 amends section 4a(1) of the Act to authorize the Com-
mission, in fixing trading and position limits, to exempt “arbitrage”
transactions, and defines the word “arbitrage” in domestic markets
as meaning the same as a “spread” or “straddle”. The Commission
would be authorized to define the term “international arbitrage”.

Section 304. Hedging

Section 304 amends section 4a(3) of the Act to delete the definition
of bona fide hedging transactions or positions now contained in the
Act and requires the Commission, within 90 days after the effective
date of the bill, to define the terms by order consistent with the pur-
poses of this Act. Certain restrictions on such definition would be
provided, to permit hedging of anticipated production of seed quanti-
ties of a commodity and hedging by users of products of traded
commodities.

Until the Commission issues regulations defining what constitutes
bona fide hedging transactions and positions and such regulations are
in full force and effect, such terms would continue to be defined as set
forth'in the Act prior to its amendment by the bill.

Section 305, “Crossing of trades” authority

-Section 305 amends section 4b of the Act by deleting the word
“cotton” where it appears in the last full paragraph of that section
and inserting in place thereof the words “a commodity.” In pertinent
part, section 4b of the Act now provides that nothing in the Act
“shall be construed to prevent a futures commission merchant or
floor broker who shall have in hand, simultaneously, buying and
selling orders at the market for different principals for a like quantity
of cotton for future delivery in the same month, from executing such
buying and selling orders at the market price” if such execution takes
place on the floor of the exchange by open outcry and is duly reported,
recorded, and cleared in the same manner as other orders executed on
the exchange. Section 305, therefore, makes such authority applicable’
to all commodities. .

Section 805 also amends section 4b of the Act specifically to give
the Commission rulemaking authority regarding the manner of the
execution of such transactions. o
Section 306. Authority to decide whether contracts must provide for

delivery of commodities conforming to United States standards

Section 306 amends section 5a(6) of the Act, which now provides
that each contract market require that the futures contracts made
thereon provide for the delivery of commodities conforming to United
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States standards if such standards have been officially promulgated.
Under section 306, the delivery of commodities conforming to official
United States standards would be required if such standards were
adopted by the Commission. '
Section 307. Enforcement of contract market bylaws, rules, regulations,
" and resolutions
Section 307 amends section 5a(8) of the Act, which now requires
each contract market to enforce all bylaws, rules, regulations, and
resolutions which relate to terms and conditions in contracts of sale to
be executed on or subject to the rules of such contract market or relate
to other trading requirements and which have not been disapproved by
the Secretary of Agriculture and to revoke and not enforce any such
bylaw, rule, regulation, or resolution which has been so disapproved.
Under section 307, each contract market would be required to enforce
such bylaws, rules, regulations, and resolutions if they have been ap-
provecf’ by the Commission, and would be required to revoke and not
enforce any bylaw, rule, regulation, or resolution, which has been dis-
approved by the Commission.
Section 308. “Referee” changed to Administrative Law Judge
Section 308 amends section 6(b) of'the Act by striking the word
“referee’” wherever it appears therein and inserting in place thereof
the words “Administrative Law Judge.” '

Section 309. Criminal penalties ewtended to new offenses being added
to the Act

Section 309 references new provisions of the bill in section 9(c) of
the Act establishing eriminal penalties. Under section 309, criminal
sanctions would be applicable to a failure to register by commodity
trading advisors, commodity pool operators, and persons associated
with futures commission merchants or with any agents thereof, and to
acts of fraud or deceit by commodity trading advisors and commodity
pool operators. '

Section 310. Provision for supergrade positions

Section 310 authorizes the Commission to place an additional twenty
positions in GS-16, GS-17, and GS-18 for purposes of carrying out
its functions.

Section 311. Transfer of operations and proceedings to Commission

Section 311 provides that all operations of the Commodity Exchange
Commission and of the Secretary of Agriculture under the Commodity
Exchange Act, including all pending administrative proceedings, shall
be transferred to the new Commission as of the effective date of the
bill and continue to completion. All rules, regulations, and orders pre-
viously issued by the Commodity Exchange Commission and by the
Secretary of Agriculture under the Act to the extent not inconsistent
with the provisions of the bill shall continue in full force and effect
unless and until: terminated, modified, or suspended by the new
Commission. '

Section 312. Pending proceedings under existing law
Section 312 provides that pending proceedings under existing law
shall not be abated by reason of any provision of the bill but shall be
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disposed of pursuant to the applicable provisions of the Aet, as
amended, in effect prior to the effective date .of the bill. ‘
Section 313. Separability ’ o )

“Section 313 provides that if any provision of the bill or the applica-
tion thereof to any person or circumstances is held invalid, the validity
of the remainder of the bill and the application of such provision to
other persons or circumstances shall not be affected thereby.

Section 314. Market reports.

Section 314 adds a new section 16 to the Act, to permit the Com-
mission to investigate markets for goods, articles, services, rights, and
interests which are the subject of futures contracts, and publish regu-
lar market reports. The Commission would be required to cooperate
with other Federal agencies to avoid unnecessary duplication of infor-
mation-gathering activities. Other agencies would be required to fur-
nish market information to the Commission, which would in turn be
subject to any rules of confidentiality applying to the information.
The Commission could not disclose the names of individual companies.

Section 315. Daily trading reports

Section 315 amends section 4g of the Act, which requires reporting
and recordkeeping by futures commission merchants and floor
brokers, by adding a new paragraph. Every clearinghouse would be
required to deliver a daily report to the Commission, specifying for
each trade made on the exchange that day, the time, the subject (good,
article, service, right, or interest), the number of contracts, the price,
the delivery month, and the identification of the traders. ‘

The Commission would be authorized to require additional informa-
tion in such reports, and to prescribe the form and manner of such
reports. The Commission would be permitted to disclose such reports
or information from them if it determines that disclosure furthers
the regulation of futures trading. ‘

Exchanges would be required to publish daily reports, of the volume
of trading on each type of contract. The Commission would be au-
thorized to require exchanges to include additional information in
such daily reports.

Section 316. Investor protection

Section 316 adds a new section 17 to the Act, to require futures com-
mission merchants and commodity trading advisors to obtain signed
statements from customers, acknowledging understanding of the spec-
ulative nature and risks involved in futures trading. The Commission
would be authorized to require additional information in such custom-
ers’ statements.

Section 317. Research and information programs

Section 317 adds a new section 18 to the Act to require the Commis-
sion to establish and maintain research and information programs to
investigate new technology and the feasibility of its use for improving,
strengthening, facilitating or regulating futures trading; to assist in
developing materials for educating producers, market users, and the
general public about futures trading ; and to carry out the general pur-
poses of the Act. Annual reports of such programs would be required.
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Section 318. Forward contracting insurance program

Section 318 adds a new section 19 to the Act to require the Commis-
sion to encourage and assist private insurers to establish a pool to pro-
vide insurance to protect the parties to any forward contract from
financial loss resulting from failure of the other party to comply with
the terms of the contract for future delivery.

Such insurance would not be available with respect to any agricul-
tural commodity contracted for sale through a board of trade.

There would be a limit on the premium which could be charged any
insured, and the Commission would be authorized to assume up to 50
per centum of the loss suffered by the pool in any year in excess of pre-
miums collected during the duration of the pool. The Commodity
Credit Corporation would be required to reimburse the Commission
for payments of such losses.

Section 319. Futures associations

Section 319 requires the Commission to investigate and report to
Congress on the need for legislation providing for registration of fu-
tures associations.

Section 320. Insurance against loss caused by financial failure of fu-
tures commission merchants
Section 320 requires the Commission to investigate and report to
Congress on the need for legislation providing insurance against losses
caused by the financial failure of futures commission merchants.

Section 321. Effective date

Section 321 provides that the bill shall become effective 180 days
after enactment, that activities necessary to implement the changes
effected by the 1974 Act may be carried out after the date of enactment
and before as well as after the effective date, and that such activities
are required to include, but not be limited to: appointment of the mem-
bers of the Commission; designation of boards of trade as contract
markets; registration of futures commission merchants, floor brokers,
and other persons required to be registered ; approval or modification
of bylaws, rules, regulations, and resolutions of contract markets; and
the necessary steps to regulate futures trading in silver immediately
on the effective date of the bill. ’
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In a letter to the Committee dated May 15, 1974, the Department of
Agriculture recommends that H.R. 13113, as passed by the House, be
enacted if modified by deleting (1) the Commission’s authorlty to
have its own General Counsel and legal staff, its own Administrative
Law Judges, and independent budgeting capac1ty, and (2) the au-
thority under which persons in the commodity trading business could
establish a voluntary futures association to regulate the practices of
members. The letter from the Department reads as follows:

DEPARTMENT OF AGRICULTURE,
OFFICE OF THE SECRETARY,
Washington, D.C., May 15,197 4.

Hon. HermaN E. TALMADGE, ,
Chairman, Committee on Agmculture and Forestry,
U.S. Senate.

Drar MR. Cramrma~: This is in response to your requests for re-
ports on the following bills:

(1) S. 2485, a bill to establish an independent Commodlty Ex-
change Commission,

(2) S. 257 8, a bill to strengthen the regulation of commodity ex-
chan(res

(3) S. 98‘37 a bill to regulate the interstate and foreign commerce
tradlncr of futures contracts in or der to prevent unfair and
deceptlve acts and practices, and

(4) H.R. 13113, an act to amend the Commodity Exchange Act
to strengthen the regulation of futures trading, to bring all
agricultural and other commodities traded on exchanaeb
under regulation, and for other purposes.

We recommend that H.R. 18113, if modified in the two respects dis-
cussed below, be enacted in lieu of S. 2485, S. 2578, and S. 2837.

In the past vear the futures markets have attracted more attention
than at any other time in history. For perhaps the first time, it has
become clear to the general public that futures markets touch the lives
of all of us. The Commodity Exchange Act provides for the regulation
of 19 commodities in which there were active futures markets in 1973.
There were, however, 7 other agricultural or forest commodities and 9
nonagricultural commodities with active futures markets which were
completely unregulated by the Federal Government. With the value
of contracts traded in fiscal 1973 reaching almost $400 billion, it is an
appropriate time for the Congress to consider and adopt legislation
which will recognize the growing importance of futures markets in
the national economy, protect all market users, protect the general
public, including producers and consumers indirectly affected by the

(46)
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futures markets, and provide a climate in which futures markets can
continue to grow and operate in the public interest.

The proposed bills would bring under regulation the futures mar-
kets in such important agricultural and nonagricultural commodities
as coffee, sugar, cocoa, plywood, lumber, silver and copper. This has
long been needed. There is no reason why a person trading in one of
the currently unregulated futures markets should not receive the same
protection affordeéd to those trading in the regulated markets. It was
once thought that protection was needed only for producers of a com-
modity. It is now recognized, however, that all persons along the
merchandising chain and consumers are entitled to the full protection
of the law. Whether a commodity is grown or mined, or whether it is
produced in the United States or outside, makes little difference to
those in this country who buy, sell, and process the commodity or to
U.S. consumers whose prices are affected by the futures markets in that
commodity. This bill will put all exchanges and all persons in the
industry under the same set of rules and regulations for the protection
of all concerned. , .

H.R. 13113 includes a number of strengthening amendments to the
(Commodity Exchange Act. Although there is adequate legal authority
to do several of the things contemplated by the bill, clarification is wel-
come and should be helpful. The Department supports most of these
proposed amendments, particularly those that would :

(1). give the commission specific authority through the Attorney
General to seek injunctions to stop any person from violating
the Act or regulations thereunder and to stop any trader
from controlling a commodity futures contract to the extent
that he is effectivelv restraining trade;

(2) give the commission the specific authority to require ex-
changes to permit delivery of commodities at such a point or
points as is necessary to diminish price manipulation, mar-
ket congestion or the abnormal movement of commodities in
Interstate commerce ; :

(8) provide that trading by floor brokers and futures commission
merchants for their own accounts and for customers will be
restricted and allowed only under such conditions as may be
prescribed by the commission :

(4) extend the registration and fitness requirements to cover all
individuals handling customers’ accounts; and

(5) give the commission the specific' authority to direct contract
markets to take action in emergency situations in order to
facilitate the orderly trading in or liquidation of any futures
contracts. '

The Department recommends that FL.R. 13113 be modified in two
respects:

(1) We are opposed to provisions of the bill authorizing the
commission to have its own General Counsel and legal staff,
its own administrative law judges, and an independent
budgeting capacity. We believe the independence of the com-
mission is achieved through statutory creation of the commis-
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sion and the direct grant of regulatory powers to it and the
performance of the legal and administrative functions for
the commission within the Department of Agriculture will
not detract from the objectives of the bill and will be far
more economical and efficient.

(2) We oppose the authority to be granted by this bill under
which persons in the commodity trading business can estab-
lish a voluntary futures association (s) to regulate the prac-
tices of members. We feel the functions authorized to be
carried out by national futures associations should be carried
out exclusively by the commission. Such associations would
create an unnecessary layer of regulation, would tend to be-
come pressure organizations forcing all in the commodity
industry to join, and could make effective regulation by the
commission more difficult. With the new authority given to
the commission' by this bill, particularly the customers’
reparation procedure under which it will handle customers’
complaints of financial loss arising from violations of th~
Act, there seems no need for such futures associations.

Enclosed as an addendum to this report is language -which would
implement the changes we recommend.

There is enclosed a schedule showing the estimated cost of the enact-
ment (above current appropriation levels for the Commodity Ex-
change Authority) of this legislation for the first five fiscal years.

Finally, we understand that the Department of Justice has some
difficulty concerning the exclusive jurisdiction antitrust provision in
H.R. 13113, and we defer to the Department on that issue.

The Office of Management and Budget advises that there is no ob-
jection to the presentation of this report from the administration’s
standpoint.

Sincerely,
"~ J. Pam CaMPBELL,
Acting Secretary.
Enclosures.

ADDENDUM

On page 2, line 5, insert the phrase “within the Department of Agri-
culture” after the word “established.” )

On page 4, delete lines 9 through 17. On line 18, change (9) to (8)
and on line 21 change (10) to (9). ) ) .

On page 5, lines 6 and 7, delete “administrative law judges,”.

On page 6, line 10, delete the word “solely”. )

On page 6, line 14, after the word “commission” delete the period
and add the following “or the Department of Agriculture.”

On page 6, delete lines 15 through 21. )

On page 8, line 3, delete the word “All” and substitute th‘e word
“Such”, and on line 7 insert after the word “Act” the phrase “as the
Secretary of Agriculture may détermine”. )

Delete title 11T of the bill (page 43, line 3 through page 58, line 21).
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COMMODITY EXCHANGE AUTHORITY, LEGISLATIVE PROGRAM PROJECTIONS

[In thousands of doilars]

Agency, legistative item, account 1975 1976 1977 1978 1979

COMMODITY EXCHANGE AUTHORITY

H.R. 13113—Strengthen the re%ulation, of futures trading,
bring all agricultural and other commodities traded on
exchanges under regulation, and for other-purposes:

Commodity Exchange Authority:

Budget authority__.__ ... . ________.__..________.. 3,906 4, 085 4,274 4,470 4,676

Outlays______ . e .. 2,930 4,044 4,231 4,425 4,629
Office of the General Counsel:

Bugdget authority. . ... . _____. ... ______ 135 141 148 155 162

OQutlays_ _____ . 132 137 144 151 158
Economic Management Support Center:

Budget authority..______. . _____ ... 312 327 312 358 374

Outlays______ 234 324 338 354 370
Total departmental cost: :

Budget authority. ... _______________._ ... _. 4,353 4,553 4,764 4,983 5,212

Oublays. . 3,296 4,505 4,713 4,930 5,157

In a letter to the Committee dated July 30, 1974, the Department
of the Treasury recommended that a provision be included in the legis-
lation exempting, from regulation by the Commission, foreign cur-
rency futures trading other than on organized exchanges. The letter
from the Department of the Treasury reads as follows:

Tue GENERAL COUXSEL OF THE TREASURY,
Washington, D.C.,July 30,1974,
Hon. Herman E. TALMADGE, ~
Chairman, Committee on Agriculture and Forestry,
U.S. Senate, Washington, D.C.

Dear Mr. Caamrmax: The attention of the Department has been
directed to H.R. 13113, S. 2485, S. 2578 and S. 2837, bills to regulate
futures trading in agricultural and other commodities, which are cur-
rently pending before your Committee. :

Each of these bills would establish a Federal regulatory agency
with sweeping authority to regulate futures trading in virtually any
commodity, good, article, right or interest. This authority would ex-
tend to the regulation of futures trading in foreign currencies. More-
over, ILR. 13113 and S. 2578 would amend the Commodity Exchange
Act, 7 U.S.C. Sec. 1, et seq., to subject futures trading in foreign cur-
rencies to the regulatory requirements of that Act.

The Department believes the bills contain an ambiguity that should
be clarified. The provisions of the bills do not clearly indicate that the
new regulatory agency’s authority would be limited to the regulation
of futures trading on organized exchanges, and would not extend to
futures trading in foreign currencies off organized exchanges. We do
not believe that either the House of Representatives or your Commit-
tee intends the proposed legislation to subject the foreign currency
futures trading of banks or other institutions, other than on an or-
ganized exchange, to the new regulatory regime.

The Department feels strongly that foreign currency futures trad-
ing, other than on organized exchanges, should not be regulated by
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the new agency. Virtually all futures trading in foreign currencies in
the United States is carried out through an informal network of banks
and dealers. This dealer market, which consists primarily of the large
banks, has proved highly efficient in serving the needs of international
business in hedging the risks that stem from foreign exchange rate
movements. The participants in this market are sophisticated and in-
formed institutions, unlike the participants on organized exchanges,
which, in some cases, include individuals and small traders who may
need to be protected by some form of governmental regulation.

Where the need for regulation of transactions on other than orga-
nized exchanges does exist, this should be done through strengthening
.existing regulatory responsibilities now lodged in the Comptroller of
the Currency and the Federal Reserve. These agencies are currently
taking action to achieve closer supervision of the trading risks in-
volved in these activities. The Commodity Futures Trading Commis-
sion would clearly not have the expertise to regulate a complex bank-
ing function and would confuse an already highly regulated business
sector. Moreover, in this context, new regulatory limitations and re-
strictions could have an adverse impact on the usefulness and efficiency
of foreign exchange markets for traders and investors.

Section 201 of H.R. 13113 currently contains broad language that
would appear to authorize the new agency to regulate bank foreign
currency departments. Section 201 provides that the new Gommodity
Futures Trading Commission would have “exclusive jurisdiction of
transactions dealing in, resulting in, or relating to contracts of sale of
a commodity for future delivery, traded or executed on a domestic
board of trade, contract market or on any other board of trade, ex-
change. or market.” The bill would amend the Commodity Exchange
Act, 7 U.S.C. 1 et seq., to broaden the definition of commodity to in-
clnde all goods, articles, services, rights and interests “in which con-
tracts for future delivery are presently or in the future dealt in.”
(Section 201). Since this definition would encompass foreign curren-
cies, it seems clear that the language of the bill would give the Com-
mission authority to regulate futures trading in foreign currencies by
banks. Moreover, the language “or any other board of trade, exchange,
or market” is sufficiently broad to authorize the Commission to regu-
late ktrtadlng in foreign currencies by banks in the over-the-counter
market.

S. 2837. S. 2485, and S. 2578 are also, in our view, unclear whether
they would authorize the regulation of futures trading in foreign
currencies by banks. For example, section 301 of S. 2837 provides that
it “1s unlawful for any person to buy or sell, or offer to buy or sell, any
f"utu.res contract except on an exchange registered under section 201.”
Section 201(a) provides that it is unlawful for an exchange to permit
futures contracts to be traded on it unless the exchange is registered
“’]t‘h the Futures Exchange Commission. A futures contract is defined
as “an agreement to buy or sell for delivery at a future time any
spgmﬁed quantities of goods, services, or other tangible or intangible
things.” (Section 102(8)). This definition is broad enough to include
lfutuﬁeis c(t)ntracts ir}‘foreigrll currencies. The term “exchange” is defined
oroadly to mean “an ace where futur ”
(Section 102(10)). yp es contf'acts are traded.
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Accordingly, S. 2837 could be construed to prohibit banks from
engaging in futures trading in foreign currencies unless they regis-
tored as an exchange with the new Futures Exchange Commission
and became subject to its regulation. We believe that this is a serious
defect in the proposed legislation that would, if enacted, impair the
usefulness and efficiency of our foreign exchange markets.

In addition, the Department is concerned that the language of the
bills is broad enough to subject to regulation by the proposed futures
trading regulatory agency a wide variety of transactions involving
financial instruments, such as puts and calls, warrants, rights, resale of
installment loan contracts, repurchase options in Government secu-
rities, Federal National Mortgage Association mortgage purchase
commitments, futures trading in mortgages contemplated by Federal
Home Loan Mortgage Corporation, etc. We feel that regulation of
these transactions, which generally are between large, sophisticated
institutional participants, is unnecessary, and could be harmful. For
this reason, we do not believe it is contemplated that the bills should
regulate transactions in financial instruments of that nature.

In view of the foregoing, we strongly urge the Committee to amend
the proposed legislation to make clear that its provisions would not be
applicable to futures trading in foreign currencies or other financial
transactions of the nature described above other than on organized ex-
changes. This could be accomplished by inserting a new section at an
appropriate place reading as follows:

“Sec. —. Nothing in this Act shall be deemed to govern or in any
way be applicable to transactions in foreign currency, security war-
rants, security rights, resales of installment loan contracts, re-pur-
chase options, government securities, mortgages and mortgage pur-
chase commitments, or in puts and calls for securities, unless such
transactions involve the sale thereof for future delivery conducted on
a board of trade.” '

The Department has been advised by the Office of Management and
Budget that there is no objection from the standpoint of the Admin-
istration’s program to the submission of this report to your Committee.

Sincerely 'yours, . ‘ ’ - '
Doxawp L. E. Rirrerr,
Acting General Counsel.



Cost EsTrMarte

In accordance with section 252 of the Legislative Reorganization
Act of 1970, the following is the Committee’s estimate of the costs
which would be incurred in carrying out the provisions of the bill.
No formal estimate of costs has been received from the Department
of Agriculture on the bill being reported by the Committee.

The Department of Agriculture formally submitted the following
cost table to accompany their report on H.R. 13112, as passed by the
House of Representatives. However, the estimate apparently takes
into consideration the changes recommended by the Department (Ta-
ble 1). That estimate is included for comparative purposes with the
estimate made by the Committee (Table 2}. :

TABLE 1.—COMMODITY EXCHANGE AUTHORITY, LEGISLATIVE PROGRAM PROJECTIONS
{In thousands of dollars]

Agency, legislative item, account 1975 1976 1977 1978 1979

H.R, 13113—Strengthen the reguiation of futures trading, bring
all agricultural and other commodities traded on exchanges
under regulation, and for other purposes:
Commadity Exchange Authority: .
Budgetautherity. .. ... .. o e 3, 906 4,085 4,274 4470 4,675

Outlays .. iiiasvm e 2,930 4,044 4,231 4,425 4,628
Office of the General Counsel: .

Budget authority. ... .o 135 141 148 155 162

L Y 132 137 144 151 158
Economic Management Support Center:

Budget authority_______ ... 312 327 342 358 374

Qutlays 234 324 338 354 370
Total Departmental Cos

Budget authority 4,353 4,553 4,764 4,983 5,212

utiays 3,296 4,505 4,713 4,930 5, 157

TABLE 2—COMMODITY FUTURES TRADING COMMISSION, LEGISLATIVE PROGRAM PROJECTIONS
H.R. 13113, AS APPROVED BY THE COMMITTEE ‘

fin thousands of doliars}
1975 1976 1977 1978 1979
Commodity Exchange Authority:
Budget authority. . 4,309 4 524 4,751 4,988 5,237
Outlays. . e 4,210 4,420 4,642 4,874 5,117

New tegislation (per House estimale)

Budget authority 4,569 4,684 5,108 5,343 5,589

OUHAYS, e e 12,334 4,835 5,057 5,290 5,533
Additional costs of Senate revisions: 2

Budget authority. ... ... o 1,550 31,627 41,176 $704 4209

Outlays. e 775 31,600 41,156 4691 + 205

10,528 911,035 411,035 411,035 411,035

Total budget authority 2
7,319 210,855 410,855 410,855 410,855

Total outlays2. ... .

¢ House figure ad{usted because of the delay in the passage of the legislation.

2 Including an estimate for the regulation of futures tradin% in gold not considered in the House estimate.

3 Refiectsincrease needed to supervise the expected annual rise in the number of contracts traded.

4 Expected saving as a result of the reporting system required by sec. 315 will, during the year, offset the cost of super-
vising the expected annual rise in the number of contracts traded.

(62)



CuanNces 1IN Existine Law

In compliance with subsection (4) of rule XXTX of the Standing
Rules of the Senate, changes in existing law made by the bill are
shown as follows (existing law proposed to be omitted is enclosed in
black brackets, new matter is printed in italic, existing law in which
no change is proposed is shown in roman) :

TITLE 5, UNITED STATES CODE

* * * * * * *

§5108. Classification of positions at GS-16, 17, and 18

(a) A majority of the Civil Service Commissioners may establish,
and from time to time revise, the maximum numbers of positions (not
to exceed an aggregate of 2,754 in addition to any professional engi-
neering positions primarily concerned with research and development
and professional positions in the physical and natural sciences and
medicine which may be placed in these grades, and in addition to 240
hearing examiner positions under section 3105 of this title which may
be placed in GS-16 and 9 such positions which may be placed in
GS-17) which may be placed in GS-16, 17, and 18 at any one time.
However, under this authority, not to exceed 25 percent of the aggre-
gate number may be placed in GS-17 and not to exceed 12 percent of
the aggregate number may be placed in GS-18. A position may be
placed in GS-16, 17, or 18 only by action of, or after prior approval
by, a majority of the Civil Service Commissioners.

* * * * * * *

(¢) In addition to the number of positions authorized by subsec-
tion (a) of this section— ’

* * * * * % *

(12) The Commodities Futures Trading Commission, subject to the
standards and procedures prescribed by this chapter, may place an
additional twenty positions in GS—16, @S-17, and G8~18 for purposes
of carrying out its functions.

* * * * * *® &
§ 5314. Positions at level 1II. .
Level IIT of the Executive Schedule applies to the following posi-
tions, for which the annual rate of basic pay is $29,500 : 1
* * * * * * *
(60) Chairman, Commodity Futures Trading ( ommission.
§ 5315. Positions at level IV, ‘

Level IV of the Executive Schedule applies to the following posi-

tions, for which the annual rate of basic pay is $28,750: 2
* * * * L] * . *

't Now $40,000. See 2 U.5.C. 358 note.
2 Now $38,000. See 2 U.8.C. 358 note.
(53)
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(98) Members, Commodity Futures Trading Commission.

§ 5316. Positions at level V. N '
Level V of the Executive Schedule applies to the following posi-
tions, for which the annual rate of basic pay is $28,000: *
* * * * * * *

(134) General Counsel, Commodity Futures Trading Commission.
(185)  Ezecutive Director, Commodity Futures Trading
Commission. '
* * * * * * &

COMMODITY EXCHANGE ACT, AS AMENDED

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, That this Act may be
cited as the “Commodity Exchange Act.”

Skc. 2. (a) () For the purposes of this Act, “contract of sale” shall
be held to include sales, agreements of sale, and agreements to sell. The
word “person” shall be construed to import the plural or singular, and
shall include individuals, associations, partnerships, corporations, and
trusts. The word “commodity” shall mean wheat, cotton, rice, corn,
oats, barley, rye, flaxseed, grain sorghums, mill feeds, butter, eggs,
[onions,J Solanum tuberosum (Irish potatoes), wool, wool tops, fats
and oils (including lard, tallow, cottonseed oil, peanut oil, soybean oil
and all other fats and oils), cottonseed meal, cottonseed, peanuts, soy-
beans, soybean meal, livestock, livestock products, and frozen concen-
trated orange juice[.] , and all other goods and articles, except onions
as provided in Public Law 86-839, and all services, rights, and inter-
ests in which contracts for future delivery are presently or in the fu-
ture dealt in: Provided, That the Commission shall have exclusive
jurisdiction with respect to accounts, agreements (including any trans-
action which is of the character of, or is commonly known to the trade
as, an “option”, “privilege”, ‘“indemnity”. “bid”, “offer”. “put”, “call”,
“advance guaranty”, or “decline guaranty”), and transactions involv-
ing contracts of sale of a commodity for future delivery, traded or
executed on a contract market designated pursuant to section 5 of this
Act and which, in accordance with section 4h of this Act, may not law-
fully be executed or consummated otherwise than through a member of
a contract market: And provided further, That, except as hereinaborve
provided, nothing contained in this section shall (i) supersede or limit
the jurisdiction at any time conferred on the Securities and Ewxchange
Commission or other regulatory authorities under the laws of the
United States or of any State, or (i) restrict the Securities and Ex-
change Commission and such other authorities from carrying out their
duties and responsibilities in accordance with such laws. Nothing in
this section shall supersede or limit the jurisdiction conferred on courts
of the United States or any State. Nothing in this Act shall be deemed
to govern or in any way be applicable to transactions in foreign cur-
rency, security warrants, security rights. resales of installment loan
contracts, repurchase options, gowernment securities, or mortgages and
mortgage purchase commitments, unless such transactions involve

3 Now $36,000. See 2 U.8.C. 358 note.
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the sale thereof for future delivery conducted on a board of trade.
The term “future delivery” as used herein, shall not include any sale of
any cash commodity for deferred shipment or delivery. The words
“board of trade” shall be held to include and mean any exchange or
association, whether incorporated or unincorporated, of persons who
shall be engaged in the business of buying or selling any commodity or
recetving the same for sale on consignment. The act, omission, ot
failure of any official, agent, or other person acting for any individual,
association, partnership, corporation, or trust within the scope of his
employment or office shall be deemed the act, omission, or failure of
such individual, association, partnership, corporation, or trust, as well
as of such official, agent, or other person. The words “interstate com-
merce” shall be construed to mean commerce between any State, Terri-
tory, or posession, or the District of Columbia, and any place outside
thereof ; or between points within the same State, Territory, or posses-
sion, or the District of Columbia, but through any place outside
thereof, or within any Territory or possession, or the District of Co-
lumbia. The words “cooperative association of producers” shall mean
any cooperative association, corporate or otherwise, not less than 75
per centum in good faith owned or controlled, directly or indirectly,
by producers of agricultural products and otherwise complying with
an Act of Congress of February 18, 1922 (U.S.C. 1934 ed., title 7,
secs. 291 and 292), as now or hereafter amended, including any organi-
zation acting for a group of such associations and owned or controlled
by such associations, provided that business done for or with the
United States of America, or any agency thereof, shall not be consid-
ered either member or nonmember business in determining the compli-
ance of any such association with said Act of Congress of February 18,
1922. The words “member of a contract market” shall mean and in-
clude individuals, associations, partnerships, corporations, and trusts
owning or holding membership in, or admitted to membership repre-
sentation on, a contract market or given members’ trading privileges
thereon. The words “futures commission merchant” shall mean and
include individuals, associations, partnerships, corporations, and trusts
engaged in soliciting or in accepting orders for the purchase or sale of
any commodity for future delivery on or subject to the rules of any
contract market and that, in or in connection with such solicitation or
acceptance of orders, accepts any money, securities, or property (or ex-
tends credit in lieu thereof) to margin, guarantee, or secure any trades
or contracts that result or may result therefrom. The words “floor
broker” shall mean any person who, in or surrounding any “pit”,
“ring”, “post”, or. other place provided by a contract market for the
-meeting of persons similarly engaged, shall purchase or sell for any
other person any commodity for future delivery on or subject to the
rules of any contract market. [The words “the Commission” shall
mean the Commodity Exchange Commission, consisting of the Secre-
tary of Agriculture, the Secretary of Commerce, and the Attorney
General, or an official or employee of each of the executive depart-
ments concerned, designated by the Secretary of Agriculture, the Sec-
-retary of Commerce, and the Attorney General, respectively; and the
Secretary of Agriculture or his designee shall serve as Chairman.] 7he
words “the Commission” shall mean the Commodity Futures Trading
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Commission established under paragraph (2) of this subsection. The
term “commodity trading advisor” shall mean any person who, for
-compensation or profit, engages in the business of advising others,
either directly or through publications or writings, as to the value of
commodities or as to the advisability of trading in any commodity for
future delivery on or subject to the rules of any contract market, or
acho, for compensation or profit, and as part of a regular business,
issues or promulgates analyses or reports concerning commodities; but
does not include (i) any benk or trust company, (it) any newspaper
reporter, newspaper columnist, newspaper editor, larvyer, accountant,
or teacher, (#i) any floor broker or futwres commission merchant, (iv)
the publisher of any bona fide newspaper, news magazine, or business
or financial publication of general and regular circulation including
their employees, (v) any contract market, and (vé) such other persons
not within the intent of this definition as the Commission may specify
by rule, regulation, or order: Provided, That the furnishing of such
services by the foregoing persons is solely incidental to the conduct
of their business or profession. The term “commodity pool operator”
shall mean any person engaged in a business which is of the nature of
an investment trust, syndicate, or similar form of enterprise, and who,
in connection therewith, solicits, accepts, or receives from others, funds,
securities, or property, either dirvectly or through capital contributions,
the sale of stock or other forms of securities, or otherwise, for the pur-
pose of trading in any commodity for future delivery on or subject to
the rules of any contract market, but does not include such persons
not within the intent of this definition as the Commission may specify
by rule or regulation or by order.

(2) There is hereby established, as an independent agency of the
United States Government, a Commodity Futures Trading Commis-
sion. The Commission shall be composed of a Chairman and four other
Commissioners, who shall be appointed by the President, by and with
the advice and consent of the Senate. In nominating persons for ap-
pointment, the President shall seek to establish and maintain a bal-
anced Commission, including, but not limited to, persons of demon-
strated knowledge in futures trading or its requlation and persons of
demonstrated knowledge in the production, merchandising, process-
ing or distribution of one or more of the commodities or other goods
and articles, services, rights and interests covered by this Act. Not
more than three of the members of the Commission shall be members
of the same political party. Each Commissioner shall hold office for a
term of five years and untel his successor s appointed and has qualified,
except that he shall not so continue to serve beyond the expiration of
the next session of Congress subsequent to the expiration of said fized
term of office, and except (A) any Commissioner appointed to fill a
vacancy occurring prior to the expiration of the term for which his
predecessor was appointed shall be appointed for the remainder of such
term, and (B) the terms of office of the Commissioners first taking
office after the enactment of this paragraph shall expire as designated
by the President at the téme of nomination, one at the end of one year,
one at the end. of two years, one at the end of three years, one at the end
of four years, and one at the end of five years.
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(3) The Commission shall have a General Counsel, to be appointed
by the President, by and with the advice and consent of the Senate.
T he General Counsel shall report directly to the Commission and serve
as its leqal-advisor. The Commission shall appoint such other attorneys
as may be necessary, in the opinion of the Commission, to assist the
General Counsel, represent the Commission in all proceedings pend-
ing before.it, and perform such other legal duties and functions as the
Comanission may direct.

(4) The Commission shall have an Ewrecutive Director, to be ap-
pointed by the President, by and with the advice and consent of the
Senate. The Ewxecutive Director shall report divectly to the Commis-
sion and perform. such functions and duties as the Commission may
prescribe.

(5) (A) Ewcept as otherwise provided in this paragraph and in
paragraphs (3) and (4) of this subsection, the executive and adminis-
trative functions of the Conunission, including functions of the Com-
misston with respect to the appointment and supervision of personnel
employed under the Commmission, the distribution of business among
such personnel and among adminigtrative units of the Commission,
and the use and expenditure of funds, shall be exercised solely by the
C hairman,

(B) In carrying out any of his functions under the provisions of this
paragraph, the Chairman shall be governed by general policies of the
Commiission and by such regulatory decisions, findings, and determina-
tions as the Commission may by law be-authorized to make.

(C) The appointment by the Chairman of the heads of major admin-
istrative units under the Commission shall be subject to the approval
of the Commission.

(D) Personnel employed regularly and. full time in the immediate
offices of Commissioners other than the Chairman shall not be affected
by the provisions of this paragraph. '

(E) There are hereby reserved to the Commission its functions with
respect to revising budget estimates and with respect to determining
upon the distribution of appropriated funds according to major pro-
grams and purposes.

(F) The Chairman may from time to time make such provisions as
he shall deem appropriate authorizing the performance by any officer,
employee, or administrative unit under his jurisdiction of any func-
tions of the Chairman under this paragraph.

(6) No Commissioner or employee of the Commission shall accept
employment or compensation from any person, exchange, or clearing-
house subject to regulation by the Commission under this Act during
his term of office, nor shall he participate, directly or indirectly. in any
contract market operations or transactions of a character subject to
regulation by the Commission. ‘

(7Y The Commission shall have an official seal, which shall be
judicially noticed.

(b) For the purpose of this Act (but not in any wise limiting the
foregoing definition of interstate commerce) a transaction in respect
te any article shall be considered to be in interstate commerce if such
article is part of that current of commerce usual in the commodity

i
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trade whereby commodities and commodity products and byproducts
thereof are sent from one State with the expectation that they will end
their transit, after purchase, in another, including, in addition to cases
within the above general description, all cases where purchase or sale
is either for shipment to another State, or for manufacture within the
State and the shipment outside the State of the products resulting
from such manufacture. Articles normally in such eurrent of com-
merce shall not be considered out of such commerce through resort
being had to any means or device intended to remove transactions in
respect thereto from the provisions of this Act. For the purpose of this
paragraph the word “State” includes Territory, the District of Colum-
bia, possession of the United States, and foreign nation.

Skec. 3. Transactions in commodities involving the sale thereof for
future delivery as commonly conducted on boards of trade and known
as “futures” are affected with a national public interest; that such
transactions are carried on in large volume by the public generally
and by persons engaged in the business of buying and selling commodi-
ties and the products and byproducts thereof in interstate commerce;
that the prices involved in such transactions are generally quoted and
disseminated thronghout the United States and in foreign countries as
a basis for determining the prices to the producer and the consumer of
commodities and the products and byproducts thereof and to facilitate
the movements thereof in interstate commerce; that such transactions
are utilized by shippers, dealers, millers, and others engaged in han-
dling commodities and the products and byproducts thereof in inter-
state commerce as a means of hedging themselves against possible loss
through fluctuations in price; that the transactions and prices of com-
modities on such boards of trade are susceptible to speculation, manipu-
lation, and control, and sudden or unreasonable fluctuations in the
prices thereof frequently occur as a result of such speculation, manipu-
lation, or control, which are detrimental to the producer or the con-
sumer and the persons handling commodities and the products and
byproducts thereof in interstate commerce, and that such fluctuations
in prices are an obstruction to and a burden upon interstate commerce
in commodities and the products and byproducts thereof and render
regulation imperative for the protection of such commerce and the
national public interest therein.

Skc. 4. It shall be unlawful for any person to deliver for transmis-
sion through the mails or in interstate commerce by telegraph, tele-

" phone, wireless, or other means of communication any offer to make or
execute, or any confirmation of the execution of, or any quotation or
report of the price of. any contract of sale of any commodity for fu-
ture delivery on or subject to the rules of any board of trade in the
United States, or for any person to make or execute such contract of
sale, which is or may be used for (a) hedging any transaction in inter-
state commerce in any commodity or the products or byprqduc_ts
thereof, or (b) determining the price basis of any such transaction in
interstate commerce, or (c¢) delivering any commodity sold, shipped,
or received in interstate commerce for the fulfillment thereof, except,
in any of the foregoing cases, where such contract is made by or
through a member of a board of trade which has been designated by
the [Secretary of Agriculture] Commission as a “contract market”,
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as hereinafter provided, and if such contract is evidenced by a record
in writing which shows the date, the parties to such contract and their
addresses, the property covered and its price, and the terms of de-
livery : Provided, That each board member shall keep such record for
a period of three years from the date thereof, or for a longer period
if the [Secretary of Agriculture] Commission shall so direct, which
record shall at all times be open to the inspection of any representa-
tive of the [United States Department of Agriculture] Commission
or the United States Department of Justice.

Skec. 4a. (1) Excessive speculation in any commodity under con-
tracts of sale of such commodity for future delivery made on or subject
to the rules of contract markets causing sudden or unreasonable fluc-
tuations or unwarranted changes in the price of such commodity, is
an undue and unnecessary burden on interstate commerce in such com-
modity. For the purpose of diminishing, eliminating, or preventing
such burden, the Commission shall, from time to time, after due notice
and opportunity for hearing, by order, proclaim and fix such limits
on the amount of trading which may be done or positions which may
be held by any person under contracts of sale of such commodity for
future delivery on or subject to the rules of any contract market as
the Commission finds are necessary to diminish, eliminate, or prevent
such burden. In determining whether any person has exceeded such
limits, the positions held and trading done by any persons directly
or indirectly controlled by such person shall be included with the posi-
tions held and trading done by such person; and further, such limits
upon positions and trading shall apply to positions held by, and trad-
ing done by, two or more persons acting pursuant to an expressed or
implied agreement or understanding, the same as if the positions were.
held by, or the trading were done by, a single person. Nothing in this
section shall be construed to prohibit the Commission from fixing dif-
ferent trading or position limits for different commodities, markets,
futures, or delivery mouths, or different trading limits for buying
and selling operations, or different limits for the purposes of subpara-
graphs (2) (A) and (B) of this section, or from exempting transac-
tions normally known to the trade as ‘“spreads” or “straddles” or
“arbitrage” or from fixing limits applying to such transactions or
positions different from limits fixed for other transactions or positions.
The word “arbitrage” in domestic markets shall be defined to mean
the same as a “spread” or “straddle”. The Commission is authorized
to define the term “international arbitrage™.

(2) The Commission shall in such order fix a reasonable time (not
to exceed ten days) after the order’s promulgation ; after which, and
until such order is suspended, modified, or revoked, it shall be unlaw-
ful for any person—

(A) directly or indirectly to buy or sell, or agree to buy or
sell, under contracts of sale of such commodity for future delivery
on or subject to the rules of the contract market or markets to
which the order applies, any amount of such commodity during
any one business day in excess of any trading limit fixed for one
business day by the Commission in such order for or with respect
to such commodity ; or

38-643—74——5
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(B) directly or indirectly to hold or control a net long or a
net short position in any commodity for future delivery on or
subject to the rules of any contract market in excess of any posi-
tion limit fixed by the Commission for or with respect to such
commodity : Provided, That such position limit shall not apply to
a position acquired in good faith prior to the effective date of such
order.

(3) No order issued under paragraph (1) of this section shall apply
to transactions or positions which are shown to be bona fide hedging
transactions or positions[.J as such terms shall be defined by the Com-
mission within ninety days after the effective date of the Commodity
Futures Trading Commission Act of 1974 by order consistent with the
purposes of this Act: Provided, That such terms shall permit the
hedging of a person’s anticipated production of seed quantities of a
commodity and the hedging by the wsers of products of traded com-
modities as well as users of the commodities. [For the purposes of de-
termining the bona fide hedging transactions or positions of any per-
son under this paragraph (3), they shall mean sales of, or short posi-
tions in, any commodity for future delivery on or subject to the rules
of any contract market made or held by such person to the extent that
such sales or short positions are offset In quantity by the ownership or
purchase of the same cash commodity by the same person or, con-
versely, purchases of, or long positions in, any commodity for future
delivery on or subject to the rules of any contract market made or held
by such person to the extent that such purchases or long positions are
offset by sales of the same cash commodity by the same person. There
shall be included in the amount of any commedity which may be
hedged by any person—

[(A) the amount of such commodity such person is raising, or
in good faith intends or expects to raise, within the next twelve
months, on land (in the United States or its Territories) which
such person owns or leases; :

[ (B) an amount of such commodity the sale of which for future
delivery would be a reasonable hedge against the products or by-

- products of such commodity owned or purchased by such person,

..or the purchase of which for future delivery would be a reasonable

. hedge against the sale of any product or byproduct of such com-
modity by such person;

[(C) an amount of such commodity the purchase of which for
~. future delivery shall not exceed such person’s unfilled anticipated
. requirements for processing or manufacturing during a specified

. operating period not in excess of one year: Provided, That such
purchase is made and liquidated in an orderly manner and in ac-
cordance with sound commercial practice in conformity with such
regulations as the Secretary of Agriculture may prescribe.}

.(4) This section shall apply to a person that is registered as a
futures commission merchant or as a floor broker under authority of
this Act only to the extent that transactions made by such person are
made on behalf of or for the account or benefit of such person. This
section shall not apply to transactions made by, or on behalf of, or at
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the direction of, the United States, or a duly authorized agency
thereof. A

Sec. 4b. It shall be unlawful (1) for any member of a contract
market, or for any correspondent, agent, or employee of any member,
in or in connection with any order to make, or the making of any con-
tract of sale of any commodity in interstate commerce, made, or to be
made, on or subject to the rules of any contract market, for or on
behalf of any other person, or (2) for any person, in or in connection
with any order to make, or the making of, any contract of sale of
any commodity for future delivery, made, or to be made, on or subject
to the rules of any contract market, for or on behalf of any other
person if such contract for future delivery is or may be used for (a)
hedging any transaction in interstate commerce in such commodity
or the products or byproducts thereof, or (b) determining the price
basis of any transaction in interstate commerce in such commodity,
or (c) delivering any such commodity sold, shipped, or received in
interstate commerce for the fulfillment thereof—

(A) to cheat or defraud or attempt to cheat or defraud such
other person;

(B) willfully to make or cause to be made to such other person
any false report or statement thereof, or willfully to enter or
cause to be entered for such person any false record thereof;

(C) willfully to deceive or attempt to deceive such other person
by any means whatsoever in regard to any such order or contract
or the disposition or execution of any such order or contract,
or in regard to any act of agency performed with respect to such
order or contract for such person; or

(D) to bucket such order, or to fill such order by offset against
the order or orders of any other person, or willfully and know-
ingly and without the prior consent of such person to become the
buyer in respect to any selling order of such person, or become the
seller in respect to any buying order of such person.

Nothing in this section or any other section of this Act shall be
construed to prevent a futures commission merchant or floor broker
who shall have in hand, simultaneously, buying and selling orders at
the market for different principals for a like quantity of [cotton]
a commodity for future delivery in the same month, from executing
such buying and selling orders at the market price: Provided, That
any such execution shall take place on the floor of the exchange where
such orders are to be executed at public outery across the ring and
shall be duly reported, recorded, and cleared in the same manner as
other orders executed on such exchange[.]: And provided further,
That such transactions shall be made in accordance with such rules
and regulations as the Commission may promulgate regarding the
manner of the execution of such transactions.

Sec. 4¢. (@) It shall be unlawful for any person to offer to enter into,
enter into, or confirm the execution of, any transaction involving any
commodity, which is or may be used for (1) hedging any transaction
1n interstate commerce in such commodity or the products or byprod- -
ucts thereof, or (2) determining the price basis of any such transac-
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tion in interstate commerce in such commodity, or (3) delivering any
such commodity sold, shipped, or received in interstate commerce for
the fulfillment thereof—

(A) if such transaction is, is of the character of, or is commonly
known to the trade as, a “wash sale”, “cross trade”, or “accom-
modation trade”, or is a fictitious sale;

[(B) if such transaction is, is of the character of, or is com-
monly known to the trade as, a “privilege”; “indemnity”, “bid”,
“offer”, “put”, “call”, “advanced guaranty”, or “decline guaranty”,
or] ’

(B) if such transaction involves any commodity specifically set
forth in section 2(a) of this Act, prior to the enactment of the
Commodity Futures Trading Commission Act of 1974, and if such
transaction is of the character of, or is commonly known to the
trade as, an “option”, “privilege”, “indemmnity”, “bid”, “offer”,
“put?, “eall”, “advance guaranty”, or “decline quaranty”, or

(C) if such transaction is used to cause any price to be reported,
registered, or recorded which is not a true and bona fide price.

Nothing in this section shall be construed to prevent the exchange
of futures in connection with cash commodity transactions or of fu-
tures for cash commodities, or of transfer trades or office trades if
made in accordance with board of trade rules applying to such trans-
actions and such rules shall not have been disapproved by the [Secre-
tary of Agriculture] Commission. Nothing in this section or section
4b shall be construed to impair any State law applicable to any trans-
action enumerated or described in such sections.

(b) No person shall offer to enter into, or confirm the execution of,
any transaction subject to the provisions of subsection (a) of this sec-
tion involving any commodity regqulated under this Act, but not spe-
cifically set forth in section 2(a) of this Act, prior to the enactment of
the Commodity Futures T'rading Commission Act of 1974, which is of
the character of, or is commonly known to the trade as, an “option”,
“privilege”, “indemmnity”, “bid”, “offer”, “put”, “call”, “advance guar-
anty”, or “decline guaranty”, contrary to any rule, regulation, or order
of the Commission prohibiting any such transaction or allowing any
such transaction under such terms and conditions as the Commassion
shall prescribe within one year after the effective date of the Com-
modity Futures Trading Commission Act of 1974 : Provided, That any
such order, rule, or regulation may be made only after notice and
opportunity for hearing : And provided further, T hat the Commission
may set different terms and conditions for different markets.

Sec. 4d. It shall be unlawful for any person to engage as futures
commission merchant in soliciting orders or accepting orders for the
purchase or sale of any commodity for future delivery, or involving
any contracts of sale of any commodity for future delivery, on or sub-
ject to the rules of any contract market unless—

(1) such person shall have registered, under this Act, with the

[Secretary of Agriculture] Commission as such futures commis-

. sion merchant and such registration shall not have expired nor
been suspended nor revoked ; and
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(2) such person shall, whether a member or nonmember of a
contract market, treat and deal with all money, securities, and
property received by such person to margin, guarantee, or secure
the trades or contracts of any customer of such person, or accru-
ing to such customer as the result of such trades or contracts, as
belonging to such customer. Such money, securities, and property
shall be separately accounted for and shall not be commingled
with the funds of such commission merchant or be uséd to margin
or guarantee the trades or contracts, or to secure or extend the
credit, of any customer or person other than the one for whom
the same are held: Provided, however, That such money, securi-
ties and property of the customers of such futures commission
merchant may, for convenience, be commingled and deposited in
the same account or accounts with any bank or trust company or
with the clearinghouse organization of such contract market,
and that such share thereof as in the normal course of business
shall be necessary to margin, guarantee, secure, transfer, adjust,
or settle the contracts or trades of such customers or resulting mar-
ket positions, with the clearinghouse organization of such eon-
tract market or with any member of such contract market, may
be withdrawn and applied to such purposes, including the pay-
ment of commissions, brokerage, interest, taxes, storage and other
charges, lawfully accruing in connection with such contracts and
trades: Provided, further, That such money may be invested in
obligations of the United States, in general obligations of any
State or of any political subdivision thereof, and in obligations
fully guaranteed as to principal and interest by the United States,
such Investments to be made in accordance with such rules and
regulations and subject to such conditions as the [Secretary of
Agriculture] Commaession may prescribe. ‘

It shall be unlawful for any person, including but not limited to any
clearing agency of a contract market and any depository, that has re-
ceived any money, securities, or property for deposit in a separate
account as provided in paragraph (2) of this section, to hold, dispose of
or use any such money, securities, or property as belonging to the
depositing futures commission merchant or any person other than the
customers of such futures commission merchant.

Skc. 4e. It shall be unlawful for any person to act as floor broker in
executing any orders for the purchase or sale of any commodity for
future delivery, or involving any contracts of sale of any commodity
for future delivery on or subject to the rules of any contract market
unless such person shall have registered, under this Act, with the
[Secretary of Agriculture] Commission as such floor broker and such
registration shall not have expired nor been suspended nor revoked.

Sec. 4f.- (1) Any person desiring to register as futures commission
merchant or as floor broker hereunder shall be registered upon applica-
tion to the LSecretary of Agriculture] Commaission, which application
shall be made in form and manner to be prescribed by the ESecreta,ry
of Agriculture] Commnission, giving such information and facts as the
[Secretary of Agriculture] Commassion may deem necessary concern-
" 1ng the business in which the applicant is or will be engaged 1ncluding,
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in the case of applications of futures commission merchants, the names
and addresses of the managers of all branch offices and of all corre-
spondents and agents engaged in soliciting or accepting on behalf of
such applicants any orders for the purchase or sale of any commodity
for future delivery on or subject to the rules of any board of trade, and
including also the names of 1ts officers and partners, if a partnership,
and of 1its officers, directors, and stockholders, as the [Secretary of
Agriculture] Commission may direct, if a corporation. Such person,
when registered hereunder, shall likewise continue to report and fur-
nish to the [Secretary of Agriculture] Commission the above-
mentioned information and such other information pertaining to his
business as the [Secretary of Agriculture] Commiéssion may require.
All registrations shall expire on the 81st day of December of the year
for which issued, and shall be renewed upon application therefor unless
the registration has been suspended (and the period of such suspension
has not expired) or revoked after notice and hearing as prescribed in
this Act.

(2) Notwithstanding any other provisions of this Act, no person de-
siring to register as futures commission merchant shall be so registered
unless he meets such minimum financial requirements as the [Secretary
of Agriculture] Commission may by regulation prescribe as necessary
to insure his meeting his obligations as a registrant, and each person
so registered shall at all times continue to meet such prescribed mini-
mum financial requirements: Provided, That such minimum financial
requirements will be considered met if the applicant for registration or
registrant is a member of a contract market and conforms to minimum
financial standards and related reporting requirements set by such
contract market in its bylaws, rules, regulations or resolutions and ap-
proved by the [Secretary of Agriculture] Commission as adequate to
effectuate the purposes of this paragraph (2). ‘

Skc. 4g. (1) Every person registered hereunder as futures commis-
sion merchant or floor broker shall make such reports as are required
by the [Secretary of Agriculture] Commission regarding the trans-
actions and positions of such person, and the transactions and positions
'of the customers thereof, in commodities for future delivery on any
board of trade in the United States or elsewhere ; shall keep books and
records pertaining to such transactions and positions in such form
and manner and for such period as may be required by the [Secretary]}
Commission; and shall keep such books and records open to inspec-
tion by any representative of the [United States Department of Agri-
culture] Commission or the United States Department of Justice,

(2) Every clearinghouse shall prepare a daily trading report in the
form and manner which the Commission prescribes by rule. The daily
trading report shall include—

(A) the time of each trade made on the exchange that day;

(B) the good, article, service, right, or interest which 18 the
subject of the contract;

(C) the number of futures contracts involved in each trade;

(D) the price of the futures contract in each trade,;.

a(f ) the delivery month specified in the futures contract in each
trade,
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(F) the identification of the traders involved in each trade;
and ' N
(@) any other information the Commission requires.

(3) Daily trading reports shall be delivered to the Commission at
the time and place it designates. The Commission may disclose daily
trading reports, or information from those reports, to the public if,
in the determination of the Commission, disclosure will further the
regulation of futures trading. s

(4) Before the beginning of trading each day, the exchange shall
make public the volume of trading on each type of contract for the
previous day and such other information as the Commission deems
necessary in the public interest and prescribes by rule, order, or
requlation. ,

Szc. 4h, It shall be unlawful for any person—

(1) to conduct any office or place of business anywhere in the United
States or its territories for the purpose of soliciting or accepting any
orders for the purchase or sale of any commodity for future delivery,
or for making or offering to make any contracts for the purchase or
sale of any commodity for future delivery, or for conducting any deal-
ings in commodities for future delivery, that are or may be used for—

(A) hedging any transaction in interstate commerce in such
commodity or the products or byproducts thereof, or
(B) determining the price basis of any such transaction in
interstate commerce, or
(C) delivering any such commodity sold, shipped, or received
in interstate commerce for the fulfillment thereof,
if such orders, contracts, or dealings are executed or consummated
otherwise than by or through a member of a contract market; or

(2) falsely to represent such person to be a member of a contract
market, or the representative or agent of such member, or to be a fu-
tures commission merchant registered under this Act, or the agent of
such registered futures commission merchant, in soliciting or handling
any order or contract for the purchase or sale of any commodity in
interstate commerce or for future delivery, or falsely to represent in
connection with the handling of any such order or contract that the
same is to be or has been executed on, or by or through any member of,
any contract market. :

Skc. 4i. It shall be unlawful for any person to make any contract
for the purchase or sale of any commodity for future delivery on or
subject to the rules of any contract market unless such person shall
report or cause to be reported to the properly designated officer in
accordance with the rules and regulations of the [Secretary of Agri-
culture] Commission (1) whenever such person shall directly or in-
directly make such contracts with respect to any commodity, or any
future of such commodity, during any one day in an amount equal to
or in excess of such amount as shall be fixed from time to time by the
[Secretary of Agriculture] Commission; and (2). whenever such per-
son shall directly or indirectly have or obtain a long or short position
in any commodity or in any future of such commedity, equal to or in
excess of such amount as shall be fixed from time to time by the [Sec-
retary of Agriculture] €ommission. Such person shall keep books and
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records of all futures transactions and positions coming within the
provisions of (1) and (2) hereof, and shall keep books and records of
such cash or spot transactions in such commodity entered into, and
inventories and purchase and sale commitments of such commodity
held, in any month in which such person is required to make any report
under the provisions of (1) or (2), as the [Secretary of Agriculture}
Commission may require. Such books and records shall show complete
details concerning all such transactions, positions, inventories and
commitments, including the names and addresses of all persons having
any interest therein, and shall be open at all times to inspection by any
representative of the [United States Department of Agriculture]
Commission or the United States Department of Justice. For the pur-
poses of this section, the futures and cash or spot transactions and
positions of any person shall include such transactions and positions
of any persons directly or indirectly controlled by such person.

'Src. 4i. (1) The Commission shall within sie months after the ef-
fective date of the Commodity Futures Trading Commission Act of
1974, and subsequently when it determines that changes are re-
quired, make a determination, after notice and opportunity for hear-
ing, whether or not a floor broker may trade for his own account or
any account in which such broker has trading discretion, and also exe-
cute a customer's order for future delivery and, if the Commission
determines that such trades and such executions shall be permitted,
the Commission shall further determine the terms, conditions, and cir-
cumstances under which such trades and such executions shall be con-
ducted : Provided, That any such determination shall, at a mini-
mum, take into account the effect wpon the liguidity of trading of each
market: And provided further, Thot nothing herein shall be con-
strued to prohibit the Commission from making separate determina-
tions for different contract markets when such are warranted in the
fudgment of the Commission, or to prohibit contract markets from set-
ting terms and conditions more restrictive than those set by the
Oommission. : '
©(2) The Commission shall within siz months after. the effective
date of the Commodity Futures Trading Commission Act of 1974, and
subsequently when it determines that changes are required. make a
determination, after notice ond opportunity for hearing, whether or
not a futures commission merchant may trade for its own account or
any proprietary account. as defined by the Commission, and if the
Commassion determines that such trades shall be permitted, the Com-
myission shall further determine the terms, conditions. and circwm-
stances under which such trades shall be conducted : Provided, That
any such determinntion, at a minimum, shall take into account the effect
upon the liquidity of trading of each market: And provided further,
That nothing herein shall be construed to nrohibit the Commission
from making separate determinations for different contract markets
when such are warranted in the judament of the Commission, or to
prohibit contract markets from setting terms and conditions more
restrictive than those set by the Commission.
8ge. k. (1) It shall be unlawful for any person to be associated
with any futures commission merchant or with any agent of a futures
commission merchant as a partner, officer, or employee (or any person
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occupying a similar status of performing similar functions), in any
capacity which involves (i) the solicitation or acceptance of custom-
ers’ orders (other than in a clerical capacity) or (ii) the supervision
of any person or persons so engaged, unless such person shall have
registered, under this Act, with the Commission and such registration
shall not have expired nor been suspended (and the period of sus-
pension has not expired) nor revoked, and it shall be unlawful for any
futures commission merchant or any agent of a futures commission
merchant to permit such a person to become or remain associated
with him in any swch capacity if such futures eommission merchant or
agent knew or should have known that such person was not so regis-
tered or that such registration had evpired, been suspended (and the
period of suspension has not expired) or revoked : Provided, That any
individual who i3 reqgistered as a floor broker or futures commission
merchant (and such registration is not suspended or revoked) need not
also register under these provisions.

(2) Any such person desiring to be registered shall make applica-
tion to the Commission in the form and manmner prescribed by the
Commission, giving such information and facts as the Comamission
may deem necessary concerning the applicant. Such person, when reg-
istered hereunder, shall likewise continue to report and furnish to the
Comumission such information as the Commission may require. Such
registration shall expire two years after the effective date thereof, and
shall be remewed wpon application therefor unless the registration
has been suspended (and the period of such suspension has not ex-
pired) or revoked after notice and hearing as prescribed in section
G(D) of this Act: Provided, That upon initial registration, the effec-
tive period of such registration shall be set by the Commassion, not
to exceed two years from the effective date thereof and not to be less
than one year from the effective date thereof.

Skc. Jl. It is hereby found that the activities of commodity trading
advisors and commodity pool operators are affected with a national
public interest in that, among other things— ‘

(1) their advice, counsel, publications, writings, analyses, and
reports are furnished and distributed, and their contracts, solici-
tations, subscriptions, agreements, and other arrangements with
clients take place and are negotiated and performed.by the use of
the mails and other means and instrumentalities of interstate
commerce ;

(2) thewr advice, counsel, publications, writings, analyses, and
reports customarily relate to and their operations are directed
toward and cause the purchase and sale of commodities for future
delivery on or subject to the ruleswof contract markets; and

(3) the foregoing transactions occur in such volume as to affect
substantially transactions on contract markets.

Skc. jm. It shall be unlawiful for any commodity trading advisor or
commodity pool operator, unless registered under this Act, to make
use of the mails or any means or instrumentality of interstate com-
merce in conmection with his business as such commodity trading
advisor or commodity pool operator: Provided, That the provisions
of this section shall not apply to any commodity trading advisor who,
during the course of the preceding twelve months, has not furnished



68

commodity trading advice to more than fifteen persons and who does

not hold himself out. generally to the public as a commodity trading

advisor.

Sec. jn. (1) Any commodity trading advisor or commodity poot
operator, or any person who contemplates becoming a commodity trad-
ing advisor or commodity pool operator, may register under this Act
by filing an application with the Commission. Such application shall
contain such information, in such form and detail, as the Commission
may, by rules and regulations, prescribe as necessary or appropriate
in the public interest, including the following :

' (A) the name and form of organization, including capital
structure, under which the applicant engages or intends to engage
in business; the name of the State under the laws of which he
i8 organized; the location of his principal business office and
branch offices, if any; the names and addresses of all partners,
officers, directors, and persons performing similar functions. or,
if the applicant be an individual, of such individual; and the
number of employees;

(B) the education, the business affiliations for the past ten
years, and the present business affiliations of the applicant and
of his partners, officers, directors, and persons performing similar
functions and of any controlling person thereof;

(C) the nature of the business of the applicant, including the
manner of giving advice and rendering of analyses or reports;

(D) the nature and scope of the authority of the applicant
with respect to clients’ funds and accounts;

(E) the basis wpon which the applicant is or will be compen-
sated; and

(F) such other information as the Commission may require
to determine whether the applicant is qualified for registration.

(2) Eacept as hereinafter provided, such registration shall become
effective thirty days after the receipt of such application by the Com-
mission, or within such shorter period of time as the Commission may
determine.

(3) AU registrations under this section shall expire on the 30th
day of June of each year, and shall be remnewed upon application
therefor subject to the same requirements as in the case of an original
application.

(4) (4) Every commodity trading advisor and commodity pool
operator registered under this Act shall maintain books and records
and file such reports in such form and manner as may be prescribed
by the Commission. All such books and records shall be kept fora
period of at least three years, or longer if the Commission so directs,
and shall be open to inspection by any representative of the Com-
mission or the Department of Justice. Upon the request of the Com-
mission, @ registered commodity trading advisor or commodity pool
operator shall furnish the name and address of each client, subscriber,
or participant, and submit samples or copies of all reports, letters,
circulars, memorandums, publications, writings, or other literature or
advice distributed to clients, subscribers, or participants, or prospec-
tive clients, subscribers, or participants. ' '
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(B) Unless otherwise authorized by the Commission by rule or
regulation, all commodity trading advisors and commodity pool opey-
ators shall make a full and complete disclosure to their subscribers,
clients, or participants of all futures market positions taken or held
by the individual principals of their organization.

(8) Ewvery commodity pool operator shall regularly furnish state-
ments of account to each participant in his operations. Such statements
shall be in such form and manner as may be prescribed by the Commis-
sion and shall include complete information as to the current status
of dll trading accounts in which such participant has an interest.

(6) The Commission is authorized, without hearing, to deny regis-
tration to any person as a commodity trading advisor or commodity
pool operator if such person is subject to an outstanding order under
this Act denying to such person trading privileges on any contract
market, or suspending or revoking the registration of such person as
a commodity trading adwvisor, commodity pool operator, futures com-
mission merchant, or floor broker, or suspending or expelling such
person from membership on any contract market.

(7Y The Commission after hearing may by order deny registration,
revoke or suspend the registration of any commodity trading advisor
or commodity pool operator if the Commission finds that such denial,
revocation, or suspension is in the public interest and that—

(4) the operations of such person disrupt or tend to disrupt
orderly marketing conditions, or cause or tend to cause sudden or
unreasonable fluctuations or unwarranted changes in the prices
of commodities;

(B) such commodity trading advisor or commodity pool oper-
ator, or any partner, officer, director, person performing similar
function, or controlling person thereof—

(?) has within ten years of the issuance of such order been
convicted of any felony or misdemeanor involving the pur-
chase or sale of any commodity or security, or arising out of
any conduct or practice of such commodity trading advisor
or commodity pool operator or affiliated person as a com-
modity trading advisor or commodity pool operator; or

(42) at the time of the issuance of such order, is perma-
nently or temporarily enjoined by order, judgment or decree
of any court of competent jurisdiction from acting as a com-
modity trading advisor, commodity pool operator, futwres
commassion merchant, or floor broker, or as an affiliated per-
son or employee of any of the foreging, or from engaging in
or continwing any conduct or practice in connection with any
such activity or in connection with the purchase or sale of
commodities or securities; or

(O) any partner, officer, or director of such commodity trading
advisor or commodity pool operator, or any person performing a
similar function or any controlling person thereof is subject to an
outstanding order of the Commission denying trading privileges
on any contract market to such person, or suspending or revoking
the registration of such person as a commodity trading advisor,
commodity pool operator, futures commission merchant, or floor
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broker, or suspending or expelling such person from membership
on any contract market. . )

Sec. 4o. (1) It shall be unlawful for any commodity trading ad-
visor or commodity pool operator registered under this Act, by use o f
the mails or any means or instrumentality of interstate commerce,
directly or indirectly— )

(A) to employ any device, scheme, or artifice to defraud any
client or participant or prospective client or participant; or

(B) to engage in any transaction, practice, or course of business
which operates as a fraud or deceit upon any client or participant
or prospective client or participant. . _

(2) It shall be unlawful fg))T any commodity trading advisor or com-
modity pool operator registered under this Act to represent or imply
in any manner whatsoever that he has been sponsored, recommended,
or approved, or that his abilities or qualifications have in any respect
been passed upon, by the United States or any agency or officer thereof :
Provided, That this section shall not be construed to prohibit a state-
ment that a person is registered under this Act as a commodity trad-
ing advisor or commodity pool operator, if such statement is true in
fact and if the effect of such registration is not misrepresented.

Sec. 4p. The Commassion may specify by rules and regulations ap-
propriate standards with respect to training, experience and such other
qualifications as the Commission finds necessary or desirable to insure
the fitness of futures commission merchants, floor brokers, and those
persons associated with futures commission merchants or floor brokers.
In connection therewith, the Commission may prescribe by rules and
regulations the adoption of written proficiency examinations to be
given to applicants for registration as futures commission merchants,
floor brokers, and those persons associated with futures commission
merchants or floor brokers, and the establishment of reasonable fees
to be charged to such applicants to cover the administration of such
examinations. The Commission may further prescribe by rules and
regulations that, in liew of examinations administered by the Commis-
sion, contract markets may adopt written proficiency examinations to
be given to applicants for registration as futures commission mer-
chants, floor brokers, and those persons associated with futures com-
mission merchants or floor brokers, and charge reasonable fees to such
applicants to cover the administration of such examinations. Notwith-
stending any other provision of this section, the Commission may
specify by rules and regulations such terms and conditions as it deems
appropriate to protect the public interest wherein exception to any
written proficiency examination shall be made with respect to individ-
vals who have demonstrated. through training and experience, the
degree of proficiency and skill necessary to protect the interests of the
customers of futures commission merchants and floor brokers.

Sec. 5. The [Secretary of Agriculture] Commission is hereby au-
thorized and directed to designate any board of trade as a “contract
market” when, and only when, such board of trade complies with and
carries out the following conditions and requirements:

(a) When located at a terminal market where any cash commodity
of the kind specified in the contracts of sale of commodities for future
delivery to be executed on such board is sold in sufficient volumes and
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under such conditions as fairly to reflect the general value of the com-
modity and the differences in value between the various grades of such
commodity, and where there is available to such board of trade official
nspection service approved by the Secretary of Agriculture or the
Commission for the purpose : Provided, That any board of trade not so
located shall be designated as a “contract market” if such board of
trade provides for the delivery of commodities on such contracts at
a delivery point or points and upon terms and conditions approved by
the [Secretary of Agriculture] Commission.

(b) When the governing board thereof provides for the making
and filing by the board or any member thereof, as the [Secretary of
Agriculture] Commission may direct, of reports in accordance with
the rules and regulations, and in such manner and form and at such
times as may be prescribed by the [Secretary of Agriculture] Com-
mission, showing the details and terms of all transactions entered into
by the board, or the members thereof, either in cash transactions or
transactions for future delivery consummated on or subject to the
rules of a board of trade, and when such governing board provides, in
accordance with such rules and regulations, for the keeping of a rec-
ord by the board or the members of the board of trade, as the [Secre-
tary of Agriculture] Commission may direct, showing the details and
terms of all cash and future transactions entered into by them, con-
summated on or subject to the rules of a board of trade, such record to
be in permanent form, showing the parties to all such transactions, in-
cluding the persons for whom made, any assignments or transfers
thereof, with the parties thereto, and the manner in which said trans-
actions are fulfilled, discharged, or terminated. Such record shall be
required to be kept for a period of three years from the date thereof,
or for a longer period if the [Secretary of Agriculture] Commission
shall so direct, and shall at all times be open to the inspection of any
representative of the [United States Department of Agriculture]
Commission or United States Department of Justice. )

(¢) When the governing board thereof provides for the prevention
of dissemination by the board or any member thereof, of false or mis-
leading or knowingly inaccurate reports concerning crop or market
information or conditions that affect or tend to affect the price of any
commodity in interstate commerce,

(d) When the governing board thereof provides for the prevention
of manipulation of prices and the cornering of any commodity by the
dealers or operators upon such board.

(e) When the governing board thereof does not exclude from mem-
bership in, and al% privileges on, such board of trade, any duly author-
ized representative of any lawfully formed and conducted cooperative
association of producers having adequate financial responsibility which
is en%aged in any cash commodity business, if such association has
complied, and agrees to comply, with such terms and conditions as
are or may be imposed lawfully on other members of such board:
Provided, That no rule of a contract market shall forbid or be con-
strued to forbid the return on a patronage basis by such cooperative
association to its bona fide members of moneys collected in excess of
the expense of conducting the business of such association.
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(f) When the governing board provides for making effective the
final orders or decisions entered pursuant to the provisions of para-
graph (b) of section 6, and the orders issued pursuant to the provisions
of section 5a of this Act, and for compliance in all other respects with
the requirements applicable to such board of trade under this Act.

(¢9) When such board of trade demonstrates that transactions for
future delivery in the commodity for which designation as a contract
market is sought will not be contrary to the public interest.

Skc. ba. Each contract market shall—

(1) promptly furnish the [Secretary of Agriculture] Commis-
sion copies of all bylaws, rules, regulations, and resolutions made
or issued by it or by the governing board thereof or any commit-
tee, and of all changes and proposed changes therein;

(2) keep all books, records, minutes and journals of proceed-
ings of such contract market, and its governing board, committees,
subsidiaries, and affiliates in a manner that will clearly describe
all matters discussed by such contract market, governing board,
committees, subsidiaries and affiliates and reveal any action taken
in such matters, and allow inspection at all times by any author-
ized- representative of the [United States Department of Agri-
culture] Commission or United States Department of Justice of
all such books, records, minutes and journals of proceedings. Such
books, records, minutes and journals of proceedings shall be kept
for a period of three years from the date thereof, or for a longer
period if the [Secretary of Agriculture] Commission shall so
direct;

(3) ,require the operators of warehouses in which or out of
which any commodity is deliverable on any contract for future
delivery made on or subject to the rules of such contract market,
to make such reports, keep such records and permit such ware- -
house visitation as the [Secretary of Agriculture] Commission
may prescribe. Such books and records shall be required to be
kept for a period of three years from the date thereof, or for a
longer period if the [Secretary of Agriculture] Commission shall
S0 girect, and such books, records, and warehouses shall be open
at all times to inspection by any representative of the [United
States Department of Agriculture] Commission or United States
Department of Justice;

(4) when so directed by order of the [Secretary of Agricul-
ture] Commission, provide for a period, after trading in contracts
of sale of any commodity for future delivery in a delivery month
has ceased, during which contracts of sale of such commodity for
future delivery in such month may be satisfied by the delivery
of the actual cash commodity.

Whenever, after due notice and opportunity for hearing, the
[Secretary of Agriculture] Commission finds that provision for
such a period of delivery for any one or more commodities or
markets would prevent or tend to prevent “squeezes” and mar-
ket congestion endangering price stability, [he] ¢ shall, by
order, require such period of delivery (which shall be not less than
three nor more than ten business days) applicable to such com-
modities and markets as [he] ¢¢ finds will prevent or tend to pre-
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(£) When the governing board provides for making effective the
final orders or decisions entered pursuant to the provisions of para-
graph (b) of section 6, and the orders issued pursuant to the provisions
of section 5a of this Act, and for compliance in all other respects with
the requirements applicable to such board of trade under this Act.

(9) When such board of trade demonstrates that transactions for
future delivery in the commodity for which designation as a contract
market is sought will not be contrary to the public interest.

Skc. 5a. Each contract market shall—

(1) promptly furnish the [Secretary of Agriculture] Commds-
sion copies of all bylaws, rules, regulations, and resolutions made
or issued by it or by the governing board thereof or any commit-
tee, and of all changes and proposed changes therein;

(2) keep all books, records, minutes and journals of proceed-
ings of such contract market, and its governing board, committees,
subsidiaries, and affiliates in a manner that will clearly describe
all matters discussed by such contract market, governing board,
committees, subsidiaries and affiliates and reveal any action taken
in such matters, and allow inspection at all times by any author-
ized  representative of the [United States Department of Agri-
culture] Commission or United States Department of Justice of
all such books, records, minutes and journals of proceedings. Such
books, records, minutes and journals of proceedings shall be kept
for a period of three years from the date thereof, or for a longer
period if the [Secretary of Agriculture} Commission shall so
direct;

(3) ’require the operators of warehouses in which or out of
which any commodity is deliverable on any contract for future
delivery made on or subject to the rules of such contract market,
to make such reports, keep such records and permit such ware-
house visitation as the [Secretary of Agriculture] Commission
may prescribe. Such books and records shall be required to be
kept for a period of three years from the date thereof, or for a
longer period if the [Secretary of Agriculture] Commission shall
$0 girect, and such books, records, and warehouses shall be open
at all times to inspection by any representative of the [United
States Department of Agriculture] Commission or United States
Department of Justice; '

(4) when so directed by order of the [Secretary of Agricul-
ture} Commission, provide for a period, after trading in contracts
of sale of any commodity for future delivery in a delivery month
has ceased, during which contracts of sale of such commodity for
future delivery in such month may be satisfied by the delivery
of the actual cash commodity.

Whenever, after due notice and opportunity for hearing, the
[Secretary of Agriculture] Commission finds that provision for
such a period of delivery for any one or more commodities or
markets would prevent or tend to prevent “squeezes” and mar-
ket congestion endangering price stability, [he} ¢¢ shall, by
order, require such period of delivery (which shall be not less than
three nor more than ten business days) applicable to such com-
modities and markets as [he] ¢ finds will prevent or tend to pre-
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vent such “squeezes” and market congestion: Provided, however,
That such order shall not apply to then existing contracts;

(5) require the party making delivery of any commodity on
any contract of sale of such commodity for future delivery to
furnish the party obligated under the contract to accept delivery,
written notice of the date of delivery at least one business day
prior to such date of delivery. Whenever, after due notice and op-
portunity for hearing, the [Secretary of Agricultured Commis-
sion finds that the giving of longer notice of delivery is necessary
to prevent or diminish unfair practices in trading in any one or
more commodities or markets, [he] ¢ shall by order require such
longer notice of delivery (which shall be not more than ten busi-
ness days) applicable to such commodities and markets as fhe] ¢¢
finds will prevent or diminish unfair practices: Provided, how-
ever, That such order shall not apply to then existing contracts;

(6) require that all contracts of sale of any commodity for
future delivery on such contract market shall provide for the
delivery thereunder of commodities of grades conforming to
United States standards, if such standards shall have been offi-
cially promulgated[ ;] and adopted by the Commission;

(7) require that receipts issued under the United States Ware-
house Act (U.S.C., 1934 ed., title 7, secs. 241-273) shall be ac-
cepted in satisfaction of any futures contract, made on or subject
to the rules of such contract market, without discrimination and
notwithstanding that the warehouseman issuing such receipts is
not also licensed as a warehouseman under the laws of any State
or enjoys other or different privileges than under State law:
Provided, however, That such receipts shall be for the kind, qual-
ity, and quantity of commodity specified in such contract and that
the warehouse in which the commodity is stored meets such rea-
sonable requirements as may be imposed by such contract mar-
ket on other warehouses as to location, accessibility, and suit-
ability for warehousing and delivery purposes: And provided
further, That this subsection shall apply only to futures contracts
for those commodities which may be delivered from a warehouse
subject to the United States Warehouse Act;

(8) enforce all bylaws, rules, regulations, and resolutions, made
or issued by it or by the governing board thereof or any commit-
tee, which relate to terms and conditions in contracts of sale to be
executed on or subject to the rules of such contract market or
relate to other trading requirements, and which have [not been
disapproved by the Secretary of Agriculture pursuant to para-
graph (7) of section 8aJ been approved by the Commission pur-
suant to paragraph (12) of section 5a of this Act; and revoke and
not enforce any such bylaw, rule, regulation, or resolution, made,
issued, or proposed by it or by the governing board thereof or any
Eom(rlrl]ittee, which has been [so] disapproved by the Commission;

an

(9) enforce all bylaws, rules, regulations, and resolutions made
or issued by it or by the governing board thereof or by any com-
mittee, which provide minimum financial standards and related
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reporting requirements for futures commission merchants who
are members of such contract market, and which have been ap-
proved by the [Secretary of Agriculture} Commission[.};

(10) permit the delivery of any commodity, on contracts of
sale thereof for future delivery, of such grade or grades, at such
point or points and at such quality and locational price differ-
entials as will tend to prevent or diminish price manipulation,
market congestion, or the abnormal movement of such commodity
in interstate commerce. If the Commission after investigation
finds that the rules and regulations adopted by a contract market
permitting delivery of any commodity on contracts of sale thereof
for future delivery, do not accomplish the objectives of this sub-
section, then the Commaission shall notify the contract market of
its finding and afford the contract market an opportunity to make
appropriate changes in such rules and regulations. If the contract
market within seventy-five days of such notification fails to make
the changes which in the opinion of the Commission are necessary
to accomplish the objectives of this subsection, then the Commis-
ston after granting the contract market an opportunity to be
heard, may change or supplement such rules and regulations of
the contract market to achieve the above objectives: Provided,
That any order issued under this paragraph shall not apply to
. contracts of sale for future delivery in any months in which con-
tracts are currently outstanding and open: And provided fur-
ther, That no requirement for an additional delivery point or
points shall be promulgated following hearings untidl the con-
tract market affected has had notice and opportunity to file ex-
ceptions to the proposed order determining the location and num-
ber of such delivery point or points,

(11) provide a fair and equitable procedure through arbitra-
tion or otherwise for the settlement of customers’ claims and griev-
ances against any member or employee thereof : Provided, That
(?) the use of such procedure by a customer shall be voluntary,
() the procedure shall not be applicable to any claim in ewcess
of $15.000, (iit) the procedure shall not result in any compulsory
payment except as agreed wpon between the parties, and (iv) the
term “customer” as used in this subsection shall not include a fu-
tures commission merchant or a floor broker; and

(12) except as otherwise provided in this subsection, submit to
the Commission for its approval all bylaws, rules, regulations, and
resolutions made or issued by such contract market, or by the
governing board thereof or any committee thereof which relate
to terms and conditions in contracts of sale to be executed on or
subject to the rules of such contract market or relate to other
trading requirements except those relating to the setting of levels
of margin. The Commdission shall approve, within thirty days of
their receipt unless the Commission notifies the contract market
of its inability to make such determination within such period of
time, such bylows, rules, requlations, and resolutions upon a deter-
mination that such bylaws, rules, regulations, and resolutions are
not in violation of the provisions of this Act or the regulations of
the Commission and thereafter the Commission shall disapprove,
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after appropriate notice and opportunity for heoring, any bylaw,
rule, regulation, or resolution which the Commission finds at any
time is in violation of the provisions of this Act or the regulations
of the Commnission. In the event of an emergency requiring imme-
diate action, the contract market by a two-thirds vote of its gov-
erning board may place into immediate effect without prior Com-
mission approval a rule dealing with such emergency +f it notifies
the Commission of such action with a complete explanation of the
emergency involved. The Commission may adopt a regulation
exempting enumerated types of contract market operational and
admenistrative rules from the requirement that they be submitted
to the Commission forits approval. ,

Skc. 5b. The failure or refusal of any board of trade to comply with
any of the provisions of the Act, or any of the rules, regulations, or
orders of [the Secretary of Agriculture or] the Commission there-
under, shall be cause for suspending for a period not to exceed six
months or revoking the designation of such board of trade as a “con-
tract market” in accordance with the procedure and subject to the
judicial review provided in paragraph (a) of section 6 of this Act.

Sec. 6. Any board of trade desiring to be designated a “contract
market” shall make application to the [Secretary of Agriculture]
Commission for such designation and accompany the same with a
showing that it complies with the above conditions, and with a suffi-
clent assurance that it will continue to comply with the above require-
ments. In the event of a refusal to designate as a “contract market” any
board of trade that has made application therefor, such board of trade
shall be afforded an opportunity for a hearing before the Commission,
with the right to appeal an adverse decision after such hearing to the
court of appeals as provided for in other cases in paragraph (a) of
this section.

(a) The Commission is authorized to suspend for a period not to
exceed six months or to revoke the designation of any board of trade
as a “contract market” upon a showing that such board of trade is not
enforcing or has not enforced its rules of government made a condition
of its designation as set forth in section 5 of this Act or that snch
board of trade, or any director, officer, agent, or employee thereof,
otherwise 1s violating or has violated any of the provisions of this Act
or any of the rules, regulations, or orders of [the Secretary of Agri-
culture or] the Commission thereunder. Such suspension or revoca-
tion shall only be after a notice to the officers of the board of trade
affected and upon a hearing : Provided, That such suspension or revo-
cation shall be final and conclusive, unless within fifteen days after
such suspension or revocation by the Commission such board of trade
appeals to the court of appeals for the circuit in which it has its prin-
cipal place of business, by filing with the clerk of such court a written
petition praying that the order of the Commission be set aside or
modified in the manner stated in the petition, together with a bond in
such sum as the court may determine, conditioned that such board of
trade will pay the costs of the proceedings if the court so directs. The
clerk of the court in which such a petition is filed shall immediately
cause a copy thereof to be delivered to [the Secretary of Agriculture,
who shall thereupon notify the other members of] the Commission
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and file in the court the record in such proceedings, as provided in sec-
tion 2112 of title 28, United States Code. The testimony and evidence
taken or submitted before the Commission, duly filed as aforesaid as
a part of the record, shall be considered by the court of appeals as the
evidence in the case. The ¥rowedings in such cases in the court of ap-
peals shall be made a preferred cause and shall be expedited in every
way, Such a court may affirin or set aside the:order of the Commis-
sion or may direct it to modify its order. No such order of the Com-
mission shall be modified or set aside by the eourt of appeals unless it
is shown by the board of trade that the order is unsupported by the
weight of the evidence or was issued without due notice and a reason-
able opportunity having been afforded to such board of trade for a
hearing, or infringes the Constitution of the United States, or is be-
yond the jurisdiction of the Commission.

(b) If the [Secretary of Agriculture] Commission has rehson to
believe that any person (other than a contract market) is manipulating
or attempting to manipulate or has manipulated or attempted to ma-
nipulate the market price of any commodity, in interstate commerce,
or for future delivery on or subject to the rules of any contract market,
or has willfully made any false or misleading statement of a material
fact in any registration application or any report filed with the [Sec-
retary of Agriculture] Commission under this Act, or willfully
omitted to state in any such application or report any material fact
which is required to be stated therein, or otherwise is violating or has
violated any of the provisions of this Act or of the rules. regulations,
or orders of [the Secretary of Agriculture or] the Commission there-
under, [he] 7¢ may serve upon such person a complaint stating [his]
its charges in that respect, which complaint shall have attached or shall
contain therein a notice of hearing, specifying a day and place not
less than three days after the service thereof, requiring such person
to show cause why an order should not be made prohibiting him from
trading on or subject to the rules of any contract market, and directing
that all contract markets refuse all trading privileges to such person,
until further notice of the [Secretary of Agriculture] Commission,
and to show canse why the registration of such person. if registered as
futures commission merchant or any person associated therewith as
described in section 4k of this Act, commodity trading advisor, com-
modity pool operator, or as floor broker hereunder, should not be sus-
pended or revoked. Said hearing may be held in Washington, District
of Columbia, or elsewhere, before the [Secretary of Agriculture]
(Tommission or before [a referee} an Administrative Law Judge des-
ignated by the [Secretary of Agriculture] Commission, which [ref-
eree] Administrative Law Judge shall cause all evidence to be reduced
to writing and forthwith transmit the same to the [Secretary of
Agriculture] Commission. For the purpose of securing effective en-
forcement of the provisions of this Act, and for the purpose of any
investigation or proceedings under this Act, the provisions, including
penalties, of the Interstate Commerce Act, as amended and supple-
mented (49 U.S.C. 12), relating to the attendance and testimony of
witnesses and the production of documentary evidence, are made ap-
plicable to the power, jurisdiction, and authority of [the Secretary of
Agriculture (or any person designated by him),J] the Commission, and
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any [referee] Administrative Law Judge designated pursuant to the
provisions of this Act, and to any person subject thereto. Upon evidence
received, the [[Secretary of Agriculture] Commission may prohibit
such person from trading on or subject to the rules of any contract
market and require all contract markets to refuse such person all trad-
ing privileges thereon for such period as may be specified in the order,
and, if such person is registered as futures commission merchant or
any person associated therewith as described in section 4k of this Act,
commodity trading adwvisor, commodity pool operator, or as.floor
broker hereunder, may suspend, for a period not to exceed six months,
or revoke, the registration of such person[.], and may assess such per-
son a civil penalty of not more than $100,000 for each such violation.
Notice of such order shall be sent forthwith by registered mail or by
certified mail or delivered to the offending person and to the governing
boards of said contract markets. After the issuance of the order by the
[Secretary of Agriculture] Commission, as aforesaid, the person
against whom it is issued may obtain a review of such order or such
other equitable relief as to the court may seem just by filing in the
United States court of appeals of the circuit in which the petitioner is
doing business a written petition, wéithin fifteen days after the notice of
such order is given to the offending person, praying that the order of
the [Secretary of Agriculture] Commission be set aside. A copy of
such petition shall be forthwith transmitted by the clerk of the court to
the [Secretary of Agriculture] Commission and thereupon the [Sec-
retary of Agriculture] Commission shall file in the court the record
theretofore made, as provided in section 2112 of Title 28, United States
Code. Upon the filing of the petition the court shall have jurisdiction
to affirm, to set aside, or modify the order of the [Secretary of Agricul-
ture] C'ommission, and the findings of the [Secretary of Agriculture]
Commission, as to the facts, if supported by the weight of evidence,
shall in like manner be conclusive.

(¢) If any person (other than a contract market) is manipulating
or attempting to manipulate or has manipulated or attempted to ma-
nipulate the market price of any commodity, in interstate commerce,
or for future delivery on or subject to the rules of any contract market,
or otherwise is violating or has violated any of the provisions of this
Act or of the rules, regulations, or orders of [the Secretary of Agricul-
ture, or] the Commission thereunder, the [Secretary] Commission
may, upon notice and hearing, and subject to appeal as in other cases
provided for in paragraph (b) of this section, make and enter an order
directing that such person shall cease and desist therefrom, and, if such
person thereafter and after the lapse of the period allowed for appeal
of such order or after the affirmance of such order, shall fail or refuse
to obey or comply with such order, such person shall be guilty of mis-
demeanor and, upon conviction thereof, shall be fined [not less than
%500 nor more than $10,000Jnot more than $100,000, or imprisoned
for not less than six months nor more than one year, or both, except
that if such failure or refusal to obey or comply with such order in-
volves any offense within paragraph (a) or (b) of section 9 of this
Act, such person shall be guilty of a felony and, upon conviction
thereof, shall be subject to the penalties of said paragraph 9(a) or
9(b) : Provided, That any such cease and desist order against any
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respondent in any case of manipulation of, or attempt to manipulate,
the price of any commodity shall be issued only in conjunction with an
order issued against such respondent under section 6(b) of this Act.
Each day during which such failure or refusal to obey or comply with
such order continues shall be deemed a separate offense.

(d) In determining the amount of the money penalty assessed
under paragraph (b) of this section, the Commission shall consider,
in the case of a person whose primary business involves the use of the
commodity futures market—the appropriateness of such penalty to
the size of the business of the person charged, the extent of such per-
son’s ability to continue in business, and the gravity of the violation;
and in the case of a person whose primary business does not involve
the use of the commodity futures market—the appropriateness of such
penalty to the net worth of the person charged, and the gravity of the
violation. If the offending person upon whom such penalty is imposed,
after the lapse of the period allowed for appeal or after the affirmance
of such penalty, shall fail to pay such penalty the Commission shall
refer the matter to the Attorney General who shall recover such pen-
alty by action in the appropriate United States district court.

Skc. 6a. (1) No board of trade which has been designated as a “con-
tract market” shall exclude from membership in, and all privileges on,
such board of trade, any association or corporation engaged in cash
commodity business having adequate financial responsibility which
is organized under the cooperative laws of any State, or which has
been regognized as a cooperative association of producers by the United
States Government or by any agency thereof, if such association or
corporation complies and agrees to comply with such terms and con-
ditions as are or may be imposed lawfully upon other members of such
board, and as are or may be imposed lawfully upon a cooperative as-
sociation of producers engaged in cash commodity business, unless
such board of trade is authorized by the Commission to exclude such
association or corporation from membership and privileges after hear-
ing held upon at least three days’ notice subsequent to the filing of
complaint by the board of trade: Provided, however, That if any such
association or corporation shall fail to meet its obligations with any
established clearing house or clearing agency of any contract market,
such association or corporation shall be 1pso facto debarred from fur-
ther trading on such contract market, except such trading as may be
necessary to close open trades and to discharge existing contracts in
accordance with the rules of such contract market applicable in such
cases. Such Commission may prescribe that such association or cor-
poration shall have and retain membership and privileges, with or
without imposing conditions, or it may permit such board of trade
immediately to bar such association or corporation from membership
and privileges. Any order of said Commission entered hereunder shall
be reviewable by the court of appeals for the circuit in which such
association or corporation, or such board of trade, has its principal
place of business, on written petition either of such association or
corporation, or of such board of trade, under the procedure provided
in paragraph (a) of section 6 of this Act, but such order shall not be
stayed by the court pending review.

-
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(2) No rule of any board of trade designated as a contract market
shall forbid or be eonstrued to forbid the payment of compensation on
a commodity-unit basis, or otherwise, by any federated cooperative
association to its regional member-associations for services rendered
or to be rendered in connection with any organization work, educa-
tional activity, or procurement of patronage, provided no part of any
such compensation is returned to patrons (whether members or non-
members) of such cooperative association, or of its regional or local
member-associations, otherwise than as a dividend on capital stock
or as a patronage dividend out of the net earnings or surplus of such
federated cooperative association.

[Sec. 6b. If any contract market is not enforcing or has not enforced
its rules of government made a condition of its designation as set forth
in section 5 of this Act, or if any contract market, or any director, of-
ficer, agent, or employee of any contract market otherwise is violating
or has violated any of the provisions of this Act or any of the rules,
regulations, or orders of the Secretary of Agriculture or the Commis-
sion thereunder, the Commission may, upon notice and hearing and
subject to appeal as in other cases provided for in paragraph (a) of
section 6 of this Act, make and enter an order directing that such con-
tract market, director, officer, agent, or employee shall cease and desist
from such violation, and if such contract market, director, officer,
agent, or employee thereafter and after the lapse of the period allowed
for appeal of such order or after the affirmance of such order, shall fail
or refuse to obey or comply with such order, such contract market,
director, officer, agent, or employee shall be guilty of a misdemeanor
and, upon conviction thereof, shall be fined not less than $500 nor more
than $10,000 or imprisoned for not less than six months nor more than
one year, or both. Each day during which such failure or refusal to
obey such order continues shall be deemed a separate offense.]

Skc. 6b. If any contract market is not enforcing or has not enforced
its rules of government made & condition of its designation as set
forth in section & of this Act, or if any contract market, or any
director, officer, agent, or employee of any contract market otherwise
is violating or has violated any of the provisions of this Act or any
of the rules, regulations, or orders of the Commission thereunder,
the Commission may, upon notice and hearing and subject to appeal
as in other cases provided for in paragraph (a) of section 6 of this
Act, make and enter an order directing that swuch contract market,
director, officer, agent, or employee shall cease and desist from such
violation, and. assess a civil penalty of not more than $100,000 for
each such wviolation. If such contract market, director, officer, agent,
or employee, after the entry of such a cease and desist order and the
lapse of the period allowed for appeal of such order or after the
affirmance of such order, shall fail or refuse to obey or comply with
such order, such contract market, director, officer, agent, or employee
shall be guilty of a misdemeanor and, upon conviction thereof, shall
be fined mot more than $100,000 or imprisoned for not less than siz
months nor more than one year, or both. Each day during which such
failure or refusal to obey such cease and desist order continues shall
be deemed a separate offense. If the offending contract market or other
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person upon whom such penalty is imposed, after the lapse of the
period allowed for appeal or after the affirmance of such penally,
shall fail to pay such penalty, the Commission shall refer the matter
to the Attorney General who shall recover such penalty by action
in the appropriate United States district court. In determining the
amount of the money penalty assessed under this section, the Com-
mission shall consider the appropriatencss of such penalty to the net
worth of the offending person and the gravity of the offense, and in
the ecase of a contract market shall further consider whether the
amount of the penalty will materially impair the contract market’s
ability to carry on ils operations and dutiecs. :

8kc. 66. Whenever it shall appear to the Oommission that any con-
tract market or other person }528 engaged, is engaging, or is about to
engage in any act or practice constituting a violation of any provision
of this Act or any rule, regulation, or order thereunder, or is restrain-
- ing trading in any commodity for future delivery, the Commission

may bring an action in the proper district court of the United States
or the proper United States court of any territory or other place sub-
ject to the jurisdiction of the United States, to enjoin such act or prac-
tice, or to enforce compliomee with this Act, or any rule, regulation or
order thereunder, and said courts shall have jurisdiction to entertain
such actions: Provided, That no restraining order or injunction for
violation of the provisions of this Act shall be issued ex parte by said
Court. Upon a proper showing, a permanent or temporary injunction
or restraining order shall be granted without bond. Upon application
of the Commission, the district courts of the United States and the
United States courts of any territory or other place subject to the juris-
diction of the United States shall also have jurisdiction to issue writs
of mandamus, or orders affording like relief, commanding any person
to comply with the provisions of this Act or any rule, requlation, or
order of the Comunission thereunder, including the requirement that
such person take such action as is necessary to remove the danger of
violation of this Act or any such rule, regulation, or order: Provided,
That no such writ of mandamus, or order affording Like relief, shall be
issued ew parte. Any action under this section may be brought in the
district wherein the defendani is found or is an inhabitant or transacts
business or in the district where the act or practice ocourred, is ocour-
ring, or is about ot ocour, and process in such cases may be served in
any district in which the defendant is an inhabitant or wherever the
defendant may be found.

Sec. 7. Any board of trade that has been designated a contract mar-
ket in the manner herein provided may have such designation vacated
and set aside by giving notice in writing to the [Secretary of Agri-
culture] Commission requesting that its designation as a contract
market be vacated, which notice shall be served at least ninety days
prior to the date named therein as the date when the vacation of desig-
nation shall take effect. Upon receipt of such notice the [Secretary of
Agriculture]} C'omunission shall forthwith order the vacation of the
designation of such board of trade as a contract market, effective upon
the day named in the notice, and shall forthwith send a copy of the
notice and [his] éfs order to all other contract markets. ¥rom and
after the date upon which the vacation became effective the said board
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of trade can thereafter be designated again a contract market by
making application to the [Secretary of Agriculture] C'ommission in
the manner herein provided for an original application.

Skc. 8. For the efficient execution of the provisions of this Act, and in
order to provide information for the use of Congress, the [Secretary
of Agriculture] Commission may make such investigations as [he] <2
may deem necessary to acertain the facts regarding the operations of
boards of trade and other persons subject to any of the provisions of
this Act, whether prior or subsequent to the enactment of this Act, and
may publish from time to time, in [his] s discretion, the result of
such investigation and such statistical information gathered therefrom
as [he] ¢¢f may deem of interest to the public, except data and infor-
mation which would separately disclose the business transactions of
any person and trade secrets or names of customers: Provided, That
nothing in this section shall be construed to prohibit the [Secretary of
Agriculture] Commission from making or issuing such reports as [%e]
it may deem necessary relative to the conduct of any board of trade or
of the transactions of any person found guilty of violating the pro-
visions of this Act under the proceedings prescribed in section 6 of this
Act: Provided further, That the [Secretary of Agriculture] Commyis-
sion in any report may include the facts as to any actual transaction.
The [Secretary of Agriculture] Commission, upon [his}+¢s own initia-
tive or in cooperation with existing governmental agencies, shall
investigate marketing conditions of commodities and commodity prod-
ucts and byproducts, including supply and demand for these com-
modities, cost to the consumer, and handling and transportation
charges. [HeJ} 7¢ shall likewise compile and furnish to producers, con-
sumers, and distributors, by means of regular or special reports, or by
such methods as [he] ¢¢ may deem most effective, information respect-
ing the commodity markets, together with information on supply,
demand, prices, and other conditions in this and other countries that
affect the markets. :

Notwithstanding the foregoing provisions of this section or of any
other law, the [Secretary of Agriculture] Commission may, in [his]
¢ts discretion, from time to time disclose and make public the names
and addresses of all traders on the boards of trade on the commodity
markets with respect to whom the [Secretary] Commission has infor-
mation, and any other information in the possession of the [Depart-
ment of Agriculture] Commission relating to the amount of commodi-
ties purchased or sold by each such trader; and when requested by any
committee of either House of Congress, acting within the scope of its
jurisdiction, shall furnish to such committee and make public the
names and addresses of all traders on such boards of trade with respect
to whom the [Secretary] Commission has information, and any other
information in the possession of the [Department of Agriculture]
Commission relating to the amounts of commodities purchased or sold
by each such trader; and when requested by any department or agency
of the Executive Branch of the Government of the United States,
acting within the scope of its jurisdiction, may, in [his] ¢¢s discretion,
furnish to such department or agency any information in the posses-
sion of the [Department of Agriculture] Commission obtained in con-
nection with the administration of this Act: Provided, however, That
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information so furnished to any such department or agency shall not be
disclosed by such department or agency except in any action or proceed-
ing under the laws of the United States to which it, or the [Secretary
of Agriculture]} Commission, or the United States is a party.

The Commission shall submit to the Congress a written report
within one hundred and twenty days after the end of each fiscal year
detailing the operations of the Commission during such fiscal year.
T he Commission shall include in such report such information, data,
and recommendations for further legislation as it may deem advisable
with respect to the administration of this Act and its powers and
functions under this Act. ‘

The Comptroller General of the United States shall conduct re-
wviews and audits of the Commission and make reports thereon. For the
purpose of conducting such reviews and audits the Comptroller Gen-
eral shall be furnished such information regarding the powers, duties,
organizations, transactions, operations, and activities of the Commis-
sion as he may require and he and his duly authorized representatives
shall, for the purpose of securing such information, have access to and
the right to examine any books, documents, papers, or records of the
Commission except that in his reports the Compiroller General shall
not include data and information which would separately disclose the
business tramsactions of any person and trade secrets or names of
customers, although such data shall be provided upon request by any
committee of either House of Congress acting within the scope of its
Jurisdiction.

Skc. 8a The [Secretary of Agriculture] Commission is authorized—

(1) to register futures commission merchants and persons as-
sociated therewith as described in section Lk of this Act, com-
modity trading advisors, commodity pool operators, and floor
brokers upon application in accordance with rules and regulations
and in form and manner to be prescribed by the [Secretary of
Agriculture] Commission; and '

(2) to refuse to register any person—

(A) if the prior registration of such person has been sus-
pended (and the period of such suspension shall not have
expired) or has been revoked ;

(B) if it is found, after opportunity for hearing, that the
applicant is unfit to engage in the business for which the ap-
plication for registration is made, (i) because such applicant,
or, if the applicant is a partnership, any general partner,
or, if the applicant is a corporation, any officer or holder of
more than 10 per centum of the stock, at any time engaged
In any practice of the character prohibited by this Act or
was convicted of a felony in any IS)tal:e or Federal court, or
was debarred by any agency of the United States from con-
tracting with the United States, or the applicant willfully
made any material false or misleading statement in his ap-
plication or willfully omitted to state any material fact in
connection with the application, or (ii) for other good cause
shown; or
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(C) in the case of an applicant for registration as futures
commission merchant, if it is found after opportunity for
hearing, that the applicant has not establishd that he meets
the minimum financial requirements under section 4f of this
Act:

Provided, That pending final determination under clause (B) or
(C), registration shall not be granted: and Provided further,
That the applicant may appeal from a refnsal of registration
under clause {(B) or (C) in the manner provided in paragraph
{b) of section 6 of this Act; and

(8) in accordance with the procedure provided for in para-
graph (b) of section 6 of this Act, to suspend or revoke the regis-
tration of any person registered under this Act if cause exists
under subparagraph (2) (B) or (C) which would warrant a re-
fusal of registration of such person, and to suspend or revoke the
registration of any futures commission merchant who shall know-
ingly accept any order for the purchase or sale of any commodity
for future delivery on or subject to the rules of any contract mar-
ket from any person if such person has been denied trading privi-
leges on any contract market by order of the [Secretary of Agri-
culture] Comanission under the provisions of paragraph (b) of
section 6 of this Act and the period of denial specified in such
order shall not have expired ; and ' ‘

(4) to fix and establish from time to time reasonable fees and
charges for registrations and renewals thereof ; and

(5) to make and promulgate such rules and regulations as, in
the judgment of the [Secretary of Agriculture} Commdission, are
reasonably necessary to effectuate any of the provisions or to ac-
complish any of the purposes of this Act; t

(6) to communicate to the proper committee or officer of any
contract market and to publish, notwithstanding the provisions of
section 8 of this Act, the full facts concerning any transaction or
market operation, including the names of parties thereto, which in
the judgment of the [Secretary of Agriculture} Commassion dis-
rupts or tends to disrupt any market or is otherwise harmful or
against the best interests of producers and consumers; and

[(7) to disapprove any bylaw, rule, regulation, or resolution
made, 1ssued or proposed by a contract market or by the govern-
ing board thereof or any committee which relates to terms and
conditions in contracts of sale to be executed on or subject to the
rules of such contract market or relates to other trading require-
ments, when he finds that such bylaw, rule, regulation, or resolu-
tion violates or will violate any of the provisions of this Act, or
any of the rules, regulations, or orders of the Secretary of Agri-
culture or the Commission thereunder.} o

(7) to alter or supplement the rulés of a contract market insofar
as necessary or appropriate by rule or regulation or by order, if
after making the appropriate request in writing to a contract
market that such contract market effect on its own behalf specified
changes in its rules and practices, and after appropriate notice
and opporturity for hearing, the Commission determines that
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such contract market has not made the changes so required, and
that such changes are necessary or appropriate for the protection
of persons producing, handling, processing, or consuming any
commodity traded for future delivery on such contract market, or
the product or byproduct thereof, or for the protection of traders
or to insure fair dealing in commodities traded for future delivery
on such contract market. Such rules, requlations, or orders may
- specify changes with respect to such matters as :
(4) terms or conditions in contracts of sale to be executed
on or subject to the rules of such contract market;
b (B) the form or manner of execution of purchases and sales
’ for future delivery;
(C) other trading requirements, excepting the setting of
levels of margin,
(D) safegquards with respect to the financial responsibility
of members;
(E) the manner, method, and place of soliciting business,
including the content of such solicitations,; and
(F) the form and manner of handling, recording, and ac-
counting for customers’® orders, transactions, and accounts;
ond
(8) to make and promulgate such rules and requlations with re-
spect to those persons registered under this Act, who are not mem-
bers of a contract market, as in the judgment of the Commission
are reasonably necessary to protect the public interest and pro-
mote just and equitable principles of trade, including but not
limited to the manner, method, and place of soliciting business,
including the content of such solicitation; and
(9) to direct the contract market whenever it has reason to be-
lieve that an emergency exists, to take such action as, in the Com-
mission’s judgment, is necessary to maintain or restore orderly
trading in, or liquidation of , any futures contract. The term “emer-
gency” as used herein shall mean, in addition to threatened or
actual market manipulations and corners, any act of government
affecting a commodity or any other major market disturbance
which prevents the market from accurately reflecting the forces of
supply and demand for such commodity and which, in the Com-
massion’s judgment, will of itself have a greater adverse impact on
the market than the intervention action proposed pursuant to this
subsection: Provided, That nothing herein shall be deemed to
limit the meaning or interpretation given by a contract market
to the terms “market emergency”, “emergency”, or equivalent
language in its own bylaws, rules, regulations, or resolutions.
Sec. 8b. It shall be unlawful for any person, against whom there is
outstanding any order of the [Secretary of Agriculture] Commission
prohibiting him from trading on or subject to the rules of any contract
market, to make or cause to be made in contravention of such order,
any contract for future delivery of any commodity, on or subject to
the rules of any contract market.
Skc. 8¢. (1) (A) Any exchange or the Commission if the exchange
fails to act, may suspend, expel, or otherwise discipline any person who
is a member of that exchange, or deny any person access to the ex-
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change. Any such action shall be taken solely in accordance with the
rules of that emchange.

(B) Any suspension, expulsion, disciplinary, or access denial proce-
dure established by an exchange rule shall provide for written notice
to the Commission and to the person who s suspended, expelled, or
disciplined, or denied access, within thirty days, which includes the
reasons for the exchange action in the form and manner the Commis-
sion prescribes. Otherwise the notice and reasons shall be kept
confidential. :

(2) (4) Any person suspended, expelled, disciplined by an exchange
or denied access to it is entitled to Commission review of that decision,
pursuant to such regulations as the Commission, by rule, prescribes.

(B) The Commission may, in its discretion, upon application of
any person who is adversely affected by any other exchange action,
review that action.

(3) The Commission may affirm, modify, set aside, or remand any
exchange decision it reviews pursuant to subsection (2), after a deter-
mination on the record whether the action of the exchange was in
accordance with the policies of this Act. Subject to judicial review,
any order of the Commission entered pursuant to subsection (2) shall
govern the exchange, in its further treatment of the matter.

(4) The Commission, in its discretion, may order a stay of any
action taken pursuant to subsection (1) pending review thereof.

(8) Nothing in this section shall require any person to resort to the
procedure set forth in subsection (2), or prohibit any person from
seeking any other form of relief available to him under State or Fed-
eral law, or limit the Liability of any person to suit by any State or
Federal regulatory or prosecutorial agency.

Sec. 9. (a) It shall be a felony punishable by a fine of not more than
[$10,000F $700,000 or imprisonment for not more than five years, or
both, together with the costs of prosecution, for any futures commis-
sion merchant, or any employee or agent thereof, to embezzle, steal,
purloin, or with criminal intent convert to his own use or the use of
another, any money, securities, or property having a value in excess
of $100, which was received by such commission merchant to margin,
guarantee, or secure the trades or contracts of any customer of such
commission merchant or accruing to such customer as the result of such
trades or contracts. The word “value” as used in this paragraph means
face, par, or market value, or cost price, either wholesale or retail,
whichever is greater.

(b) It shall be a felony punishable by a fine of not more than
[$10,000] $100,000 or imprisonment for not more than five years, or
both, together with the costs of prosecution, for any person to manip-
ulate or attempt to manipulate the price of any commodity in inter-
state commerce, or for future delivery on or subject to the rules of any
contract market, or to corner or attempt to corner any such commodity,
or knowingly to deliver or cause to be delivered for transmission
through the mails or in interstate commerce by telegraph, telephone,
wireless, or other means of communication false or misleading or
knowingly inaccurate reports concerning crop or market information
or conditions that affect or tend to affect the price of any commodity in
interstate commerce.
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(c) Except as provided in paragraphs (a) and (b) of this section,
it shall be a misdemeanor punishable by a fine of not more than
[$10,000] $100,000 or imprisonment for not more than one year, or
both, together with the costs of prosecution, for any person to violate
the provisions of section 4, section 4a, section 4b, section 4c, section 4d,
sectlon 4e, section 4h, section 4i, section 4k, section 4m, section 4o, sec-
tion 17, or section 8b, or to fail to evidence any contract mentioned
in section 4 of this Act by a record in writing as therein required.

(d) It shall be a felony punishable by a fine of not more than
$10,000 or imprisonment for not more than five years, or both, together
with the costs of prosecution, for any Commissioner of the Commission
or any employee or agent thereof, to participate, directly or indirectly,
in any transaction in commodity futures or any tramsaction of the
character of or which is commonly known to the trade as an “option”,
“privilege”, “indemmnity”, “bid,” “offer”, “put”®, “call”, “advance
guaranty”, or “decline guaranty”, or for any such person to use in-
formation acquired by virtue of his employment or position and partic-
ipate, directly or indirectly, in any transaction in an actual commod-
ity : Provided, That such prohibition against any transaction in an
actual commodity shall not apply to a transaction in which such person
sells an agricultural commodity which he has produced in connection
with his own farming or ranching operations nor to any transaction
in which he sells livestock which he has owned at least three months.
With respect to such excepted tramsactions, the Commission shall re-
quire any Commissioner of the Commission or employee or agent
thereof who participates in any such transaction to notify the Com-
mission thereof in accordance with such regulations as the Commis-
ston shall prescribe and the Commission shall make such information
available to the public.

(e) It shall be a felony punishable by a fine of not more than
$10,000 or imprisonment for not more than five years, or both, together
with the costs of prosecution— (1) for any Commissioner of the Com-
mission or any employee or agent thereof who, by virtue of his employ-
ment or position, acquires information which may affect or tend to
affect the price of any commodity futures or commodity and which
information has not been'made public to impart such information with
intent to assist another person, directly or indirectly, to participate in
any transaction in commodity futures, any transaction in an actual
commodity, or in any transaction of the character of or which is com-
monly known to the trade as an “option”, “privilege”, “indemnity”,
“bid”, “offer”, “put”, “call”, “advance guaranty”, or “decline guar-
anty”; and (2) for any person to acquire such information from any
Commissioner of the Commission or any employee or agent thereof and
to use such information in any transaction in commodity futures, any
transaction in an actual commodity, or in any transaction of the char-
acter of or which is commonly known to the trade as an “option”,
“privilege”, “indemnity”, “bid”, “offer”, “put”, “call”, “advance quar-
améy”, or “decline guaranty”.

ec. 10. If any provision of this Act or the application thereof to
any person or circumstances is held invalid, the validity of the re-
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mainder of the Act and of the application of such provisions to other
persons and circumstances shall not be affected thereby.

Skc. 11. (Omitted) )

[Skc. 12. The Secretary of Agriculture may cooperate with any de-
partment or agency of the Government, any State, Territory, District
or possession, or department, agency, or political subdivision thereof,
or any person; and shall have the power to appoint, remove, and fix
the compensation of such officers and employees, not in conflict with
existing law, and make such expenditures for rent outside the District
of Columbia, printing, telegrams, telephones, law books, books of
reference, periodicals, furniture, stationery, office equipment, travel,
and other supplies and expenses as shall be necessary to the adminis-
tration of this Act in the District of Columbia and elsewhere, and
there are hereby authorized to be appropriated, out of any moneys in
the Treasury not otherwise appropriated, such sums as may be neces-
sary for such purposes.}

Skc. 12. (@) The Commission may cooperate with any department or
agency of the Government, any State, territory, district, or possession,
or department, agency, or political subdivision thereof, or any person.

(b) The Commission shall have the authority to employ such in-
vestigators, special experts, Administrative Law Judges, clerks, and
other employees as it may from time to time find necessary for the
proper performance of its duties and as may be from time to time
appropriated for by Congress. The Commission may employ experts
and consultants in accordance with section 3109 of title 5 of the United
States Code, and compensate such persons at rates not in excess of the
mazimum daily rate prescribed for GS—18 under section 5332 of title &
of the United States Code. The Commission shall also have authority
to make and enter into contracts with respect to all matters which in
the judgment of the Commission are necessary and appropriate to
effectuate the purposes and provisions of this Act, including, but not
limited to, the rental of necessary space at the seat of government and
elsewhere. '

(e) All of the expenses of the Commissioners, including all neces-
sary expenses for transportation incurred by them while on official
business of the Commission. shall be allowed and paid on the presenta-
tion of itemized vouchers therefor approved by the Commission.

(@) There are hereby authorized to be appropriated to carry out the
provisions of this Act such sums as may be required for the fiscal year
ending June 30,1975, for the fiscal year ending June 30, 1976, for the
fiscal 7year ending June 30, 1977, and for the fiscal year ending June
30, 1978.

Skc. 13. (a) Any person who commits, or who willfully aids, abets,
counsels, commands, induces, or procures the commission of, a viola-
tion of any of the provisions of this Act, or any of the rules, regula-
tions ororders issued pursuant to this Act, or who acts in combination
or concert with any other person in any such violation, or who willfully
causes an act to be done or omitted which if directly performed or
omitted by him or another would be a violation of the provisions of
this Act or any of such rules, regulations, or orders may be held re-
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sponsible in administrative proceedings under this Act for such viola-
tion as a principal. ,

(b) Nothing in this Act shall be construed as requiring [the Secre-
tary of Agriculture or] the Commission to report minor violations of
this Act for prosecution, whenever it appears that the public interest
does not require such action.

Skc. 14. (a) Any person complaining of any violation of any provi-
sion of this Act or any rule, regulation, or order thereunder by any
person registered under section 4d, fe, 4k, or fm.of this Act may, at
any time within three years after the cause of action accrues, apply
to the Commission by petition, which shall briefly state the facts,
whereupon, if, in the opinion of the Commission, the facts therein con-
tained warrant such action, a copy of the complaint thus made shall
be forwarded by the Commission to the respondent, who shall be called
upon to satisfy the complaint, or to answer it in writing, within a
reasonable time to be prescribed by the Commission.

(b) If there appear to be, in the opinion of the Commission, any
reasonable grounds for investigating any complaint made under this
section, the Commission shall investigate such complaint and may, if
in its opinion the facts warrant such action, have said complaint served
by registered mail or by certified mail or otherwise on the respondent
and afford such person an opportunity for a hearing thereon before an
Admanistrative Law Judge designated by the Commission in any
place in which the said person is engaged in business: Provided, That
- an complaints wherein the amount clavmed as damages does not exceed
the sum of $2,500, a hearing need not be held and proof in support of
the complaint and in support of the respondent’s answer may be sup-
plied in the form of depositions or verified statements of fact.

(¢) After opportunity for hearing on complaints where the damages
claimed exceed the sum of $2,500 has been provided or waived and on
complaints where damages claimed do not exceed the sum of 32,500
not requiring hearing as provided herein, the Commission shall de-
termine whether or not the respondent has violated any provision of
this Act or any rule, regulation, or order thereunder.

(d) In case a complaint is made by a nonresident of the United
States, the complainant shall be required, before any formal action
is taken on his complaint, to furnish a bond, in double the amount of
the claim conditioned wpon the payment of costs, including a rea-
sonable attorney’s fee for the respondent if the respondent shall pre-
vail, and any reparation award that may be issued by the Commis-
ston against the complainant on any counterclaim by respondent:
Provided, That the Commission shall have authority to waive the
furnishing of a bond by a complainant who is a resident of a country
which permats the filing of a complaint by a resident of the United
States without the furnishing of a bond.

(e) If after a hearing on a complaint made by any person under
subsection (a) of this section, or without hearing as provided in
subsections (b) and (¢) of this section, or upon farlure of the party
complained against to answer a complaint duly served within the
time prescribed, or to appear at a hearing after being duly notified,
the Commission determines that the respondent has violated any
provision of this Act, or any rule, regulation, or order thereunder,
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the Commission shall, unless the offender has already made repara-
tion to the person complaining, determine the amount of damage,
if any, to which such person is entitled as a result of such violation
and shall make an order directing the offender to pay to such person
complaining such amount on or before the date fized in the order.
If, after the respondent has filed his answer to the complaint, it ap-
pears therein that the respondent has admitted liability for a portion
of the amount claimed. in the complaint as damages, the Commission
under such rules and regulations as it shall prescribe, unless the
respondent has already made reparation to the person complaining,
may issue an order directing the respondent to pay to the complain-
ant the undisputed amount on or before the date fived in the order,
leaving the respondent’s liability for the disputed amount for sub-
sequent determination. The remainang disputed amount shall be deter-
mined in the same manner and under the same procedure as it would
hawve been determined if no order had been issued by the Commission
with respect to the undisputed sum. '

(f) If any person against whom an award has been made does not
pay the reparation award within the time specified in the Commis-
ston’s order, the complainant, or any person for whose benefit such
order was made, may within three years of the date of the order file
in the district court of the United States for the district in which he
resides or in which is located the principal place of business of the
respondent, or in any State court having general jurisdiction of the
parties, a petition setting forth briefly the causes for which he claims
damages and the order of the Commission in the premises. T he orders,
writs, and processes of the district courts may in these cases run, be
served, and be returnable anywhere in the United States. Such suit
tn the district court shall proceed in all respects like other civil suits
for damages, except that the findings and orders of the Commission
shall be prima facie evidence of the facts therein stated and review-
able only for purposes of determiving if such findings and orders
are supported by substantial evidence. The petitioner shall not be
liable for costs in the district court, nor for costs at any subsequent
state of the proceedings, unless they accrue upon his appeal. If the
petitioner finally prevails, he shall be allowed a reasonable attorney’s
fee, to be tawed and collected as a part of the costs of the suit.

(g) Lither party adversely affected by the entry of a reparation
order by the Commission may, within thirty days from and after the
date of such order, appeal therefrom to the district court of the United
States for the district in which said hearing was held: Provided,
That in cases handled without a hearing in accordance with subsec-
tions (b) and (c) of this section or in which a hearing has been waived
by agreement of the parties, appeal shall be to the district court of
the United States for the district in which the appellee is located.
Such appeal shall be perfected by the filing with the clerk of said
court a motice of appeal, together with a petition in duplicate which
shall recite prior proceedings before the Commission and shall state
the grounds upon which the appeal is based, with proof of service
thereof upon the adverse party, Such appeal shall not be effective
unless within thirty days from and after the date of the reparation
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order the appellant also files with the clerk a bond in double the
amount of the reparation awarded against the appellant conditioned
upon the payment of the judgment entered by the court, plus interest
and costs, including a reasonable attorney’s fee for the appellee, if
the appellee shall prevail. Such bond shall be in the form of cash,
negotiable securities having a market value at least equivalent to the
amount of bond prescribed, or the undertaking of a surety company
on the approved list of sureties issued by the Treasury Depart-
ment of the United States. The clerk of the court shall immediately
forward a copy thereof to the Commission which shall forthwith pre-
pare, certify, and file in said court a true copy of the Commission’s
decision, findings of fact, conclusions, and order in said case, together
with copies of the pleadings upon which the case was heard and
submitted to the Commission. Such suit in the district court shall
proceed in all respects like other civil suits for damages, except that
the findings of fact and orders of the Commission shall be prima facie
evidence of the facts therein stated and reviewable only for purposes
of determining if such findings and orders are supported by substan-
tial evidence. The appellee shall not be liable for costs in said court.
If the appellee prevails, he shall be allowed a reasonable attorney’s
fee to be taved and collected as a part of his costs. Such petition and
pleadings certified by the Commission upon which decision was made
by it shall upon filing in the district court constitute the pleadings
upon which the trial shall proceed, subject to any amendment allowed
in that court.

(h) Unless the registrant against whom a reparation order has
been issued shows to the satisfaction of the Commussion within fifteen
days from the expiration of the period allowed for compliance with
such order that he has either taken an appeal as herein authorized or
has made payment in full as required by such order, he shall be pro-
hibited from trading on all contract markets and his registration shall
be suspended automatically at the expiration of such fifteen-day
period until he shows to the satisfaction of the Commission that he has
paid the amount therein specified with interest thereon to date of pay-
ment: Provided, That if on appeal the appellee prevails or if the ap-
peal is dismissed the automatic prohibition against trading end sus-
pension of registration shall become effective at the empiration of
thirty days from the date of judgment on the appeal, but if the judg-
ment is stayed by a court of competent jurisdiction the suspension
shall become effective ten days after the expiration of such stay, unless
prior thereto the judgment af the court has been satisfied.

({) The provisions of this section shall not become effective until
one year after the date of its enactment : Provided, That claims which
arise within nine months immediately prior to the effective date of
this section may be heard by the Commission after such one year

eriod. ‘ o
? Skc. 15. The Commission shall take into consideration the public
interest to be protected by the antitrust laws as well as the policies and
purposes of this Act, and endeavor to take the least anticompetitive
means of achieving the objectives of this Act,in issuing any order or
adopting any Commission rule or regulation, or in requiring or ap-
proving any bylaw, rule, or regulation of a contract market.
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- Skc. 16. (a) The Comunission may conduct regular investigations of
the markets for goods, articles, services, rights, and interests which are
the subject of futwres contracts, and furnish reporis of the findings of
these investigations to the public on a regular basis. These market re-
ports shall, where appropriate, include information on the supply, de-
mand, prices, and other conditions in the United States and other
countries with respect to such goods; articles, services, rights, interests,
and_information respecting the futures markets.

- (b) The Commission shall cooperate with any other Federal agency
which makes market investigations to avoid unnecessary duplication
of information-gathering activities. ,

(¢) The Department of Agriculture, Department of State, De
partment of Commerce, and any other government agency which has
market information sought by the Commission shall furnish it to the
Comanidssion upon the request of any authorized employee of the Com-
mission. The Commission shall abide by any rules of confidentiality
applying to such information. :

(d) The Commmession shall not disclose the names of individual
companies. - .

Sec. 17. It is unlawful for a futures commission merchant (or any
employee thereof) to accept an order from any person to buy or sell
any futures contract and for a commodity trading advisor to advise
any person to buy or sell a futures contract unless he obtains a signed
statement from such person, in such form as the Commission pre-
scribes, which states that the person understands the speculative na-
ture of futures contract trading, the high probability of loss of initial
and later investments in futures contracts, and any other information
the Commission prescribes. ‘

Skc. 18. (a) The Commission shall establish and maintain, as part of
its ongoing operations, research and information programs to (1)
determine the feasibility of trading by computer, and the expanded
use of modern enformation system technology, electronic data process-
ing, and modern communication systems by commodity exchanges,
boards of trade, and by the Commission itself for purposes of improv-
ing, strengthening, facilitating, or requlating futures trading opera-
tions; (2) assist in the development of educational and other informa-
tional materials regarding futures trading for dissemination and use
among producers, market users, and the general public; and (3) carry
out the general purposes of this Act.

(b) The Commission shall include in its annual reports to Congress
plans and findings with respect to implementing this section.

Skc. 19. (@) In order to promote the use of forward contracting in
the sale and purchase of agricultural commeodities (éincluding lve-
stock), the Commission is authorized and directed to encourage and
otherwise assist any insurance companies and other insurers which
meet the requirements prescribed pursuant to this section to form,
associate or otherwise join together in a pool to provide insurance
coverage to protect the parties to any forward contract against financial
loss resulting from failure of the other party to comply with the terms
of the contract for future delivery : Provided, That no buyer or seller
may be insured under this section with respect to any agricultural
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commodity contracted for sale through a board of trade as defined in
section 2 of this Act.

(b) In order to promote the effective administration of the forward
contracting insurance program and to assure that the objectives of this
section are furthered, the Commission is authorized to prescribe ap-
propriate requirements for insurance companies and other insurers
participating in such pool including, but not limited to, minimum re-
quirements for capital or surplus or assets. -

(¢) The Commission is authorized to enter into agreements with the
pool formed or otherwise created under this section to assume not more
than 50 per centum of the loss suffered by such pool in any year in
excess of premiums collected during the duration of the pool: Pro-
vided, That the premium charged any insured shall not exceed 2 per
centum of the total value of the contract being insured: Provided
further, That the Commission shall from time to time negotiate with
representatives of the pool to establish premiums which the Commis-
sion finds will provide profits to the members of the pool necessary to
carry out the purposes of this section.

(d) Any payments made by the Commission as provided in subsec-
tion (c¢) of this section shall be reimbursed from funds of the Com-
modity Credit Corporation.



APPENDIX 1

Size oF taE Commonity Furures Business 1x 1973

During 1973, the number of futures transactions on U.S. commodity
exchanges totalled 51,653,494 (both sides). ,
The “dollar value” of the commodities is based on figures supplied

by each commodity exchange on which those commodities were traded.
The “dollar value” is & somewhat theoretical amount, because it is the
value if deliveries were made on all contracts traded. Actual delivery

is made on only a small percentage (possibly about 3%).

' Batimated “vaelue” of commodities traded’

Commodity : 1973
Soybeans - e - e 3118, 846, 659, 000
Silver - - 65, 866, 451, 800
Corn .. e e e e . 54,194, 039, 800
Cattle —— e 48, 591, 400, 562
Wheat . - — e 41, 077, 600, 200
International Money._ . _——.. 36,830, 000, 000
Soybean Oil__ e e e o o o e e i e 25, 064, 600, 000
Pork Bellies - — - - 23,805,410, 190
Soybean Meal ..o e e 18, 453, 300, 000
Copper — e 18, 559, 116, 630
Live HOZS—_ e — e 13,389, 728, 997
Cotton .- - . 12, 898, 000, 000
Sugar -~ 11,817, 398, 530
oS e e e o e e e B, 266, 058, 247
Cocoa - e e e e e 2 o e e e e 7, 221, 251, 865
Iced Broilers - - —— 5, 079, 500, 000
Coffee - - ——— 4, 450, 106, 025
Silver Coins —— P 3, 568, 202, 460
Lumber e e e 2, 763, 502, 815
Potatoes .. e e e e e e 2, 658, 037,470
PIywood e e e 2, 598, 700, 000
Frozen Concentrated Orange Juice_ o s 1, 260, 000, 000
Platinum 1, 210, 888, 140
Oats .. - e e 1, 144, 251, 000
Propane . o 250, 000, 000
Coconut il - — —— 186, 122, 000
Stud Lumber__.. ————— 101, 500, 000
Frozen Boneless Beef 74, 872,914
Wool ... —— _— 65, 000, 000
Grain Sorghums. — 44, 696, 052
Palladium 14, 365, 250
Skinned Hams — e e 268, 118
Butter 263, 914
Mercury . 74,100

Total

- $520, 131, 456, 079

Ac!tNot ail of these commodities are presently regulated under the Commodity Exchange

(93)
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APPENDIX II

CommobnrTies PresexTrLY REGULATED UNDER THE COoMMODITY
ExcrHAxGE AcT

Barley
Butter
Corn

- Cotton

Cottonseed

Cottonseed meal

Eggs

Fats and oils (including lard, tal-
low, cottonseed oil, peanut oil,
soybean oil, coconut oil and all
other fats and oils)

Flaxseed

Frozen concentrated orange juice

Grain sorghums
Irish potatoes
Livestock
Livestock products
Mill feeds

QOats

Onions

Peanuts

Rice

Rye

Soybeans
Soybean meal
Wheat

‘Wool

‘Wool tops

APPENDIX III

Commonrties CurreNTLY TRADED WHICH ARE Nor REcULATED UNDER
THE CoMMODITY EXCHANGE AcCT

Cocoa

Coffee

Copper

Foreign currency :
British Poun
Canadian Dollar
Deutschmark
Dutch Guilders
Japanese Yen
Mexican Peso
Swiss Franc
Canadian Silver Coins

Iced broilers
Lumber
Mercury
Palladium
Platinum
Plywood
Propane gas
Silver

Sugar

Silver coins
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APPENDIX IV

COMMODITY FUTURES CONTRACTS TRADED, 1969-73—INCLUSIVE

July I~June 30 Per contract 1972-73 197172 1970-71 1969-70 = 1968-69
[0 SO ;481,000 1 549,987 2,734,435 1,270,576 1,706,577
fced brotlers. __.._.___ i 141,483 23,002 6 216 138, 583 18,590
Lwé choice steers 1. ... 40,000 11 357 309 45,058

37,542 76,482 104 101 - 135,864
146 914 180, %83 15, 0 .

8
468,752
634,18%
1,464,212
2,852,911
582,359
Studlumber i maneeeee B OMB e e
Chicago Board of Trade ..................... 12,559,600 8,653,401 8,871,422 5870,373 4, 81?*525
BOM Yol cieccen ... 86072 78I 13,82 9,321 10,506
Qats1__ 3,357 1,593 511 3,125 5.72
Ryet _. 5000 BU e et - 3 404
Silver..._.. 114,636 71,128 35,285 5,535 93“
Soybeanst_. . 79,185 70,022 ; 33 82 - 15 454 9 936
U.S. silver coins. . 128133 10,807 e
Wheat . i 47,082 7. 688 9,581 18, 604 28, 43¢
MidAmerica Commodity Ex~ ' . :
CHANEE e ere e m e nnn [T . 428,465 167,669 92,505 52,’443 . 59, 357
COM Yoy enemeeans s,ow bu .............................. ' 3 .5
Grain sorghumst . 2 A A3 . 791 2,247
Wheat: ___... o mnn 402,163 129,871 "201, 209 141, 443 '1?‘1,373
Kansas City Board of Trade...___.___....... 402, 165 128,911 | 205742 142,237 - 173, §17
Comnt ... . 5,000 bu B 38
Datst., 0

Pork bel

.
1,057

34
167,472 53,765 41,882 85,510

Minneapolis grain exchange. ..__.__......... 167,472 59,997 - 54,362 41,882 - 65,54

Bultert. e
Fresheggst . ... _.....
Frozen beefi. ... _....

- 4 - 9
629,47t - 28,712

Frozeneggs’. ... 58 2,088
Grain sorghums 1. ______. eee L3670 85682 0 30N L illiiiioiolllill
Hams, frozen, skinned 1. _ 0 1h ez 7 ) o 493 193
{daho potatoss®. . _.___.. b 6,314 s ‘32, © 90,246 - 88,347
Live cattle—midwest 1. _ 860, 982 608,621
Live feedercatilet /.. .. A . . 31 SO g P
Live hogs1 ... 3 : ; ; 18t, 04 119,788 12,74
Lumber.. .. ... c...o X 119, 476 69,339 132,582 661 .

Pork befliest__............ 36,0001 1,639,158 2,038, 653 1,575,755 2 287,172- 71658, 073
Turkeys, tom___ .10 . : 28 ol

British pound _ ..
Canadian doflar..
Deutschemark ... .o oonn
Hatian lira. oo
Japanese yen__
Maxican peso._ 19,973 3

Smss a0 . oo 28,294 3,626 ...

5,607,100

Chicago Mercantlle Exchange

ATminum_ oo
Apples. )
Butter1.

Imported boneless beef1.. .
Niekel, oo s

Potatoes—Iidaho . _...... 2 27

Potatoes—WMaine ! .. ... 5 - 152,607 205,684
Paltadium 92 233
Platinum_. 139,186 104, 062
?lywood - 13,12 524

New York Mercantile Ex«
CHANGEE. .o ecciem e cmevaace e mmacnnnn 582, 058 331,876 315,977 448,811 £98, 250

See footnote at end of table.
88-643—T4——8
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COMMODITY FUTURES CONTRACTS TRADED, 1969-73—INCLUSIVE—Continued

July 1-June 30 Per contract 1972-73 1971-72°  1870-71 1969-70 1968-69
Coconut oil ___.______ ... _. 60,0001b.____. 6,150 L iiemmeecam——manaa
Shell eggs ..o o oL 22,500 doz...._. 2,770 e aiacaae———————

Pacific Commodity Exchange . ...c...coo____ 8,920 . eemmemmeeam———————
Cotton No. 1... .. .. ...... 50,000 00, e e emeeicciiseemenaaieasoa 388
Cotton No. 2... .. .. ___:.. . ._.. 50,000 1b- - 433,638 410, 756 165,516 33,000 153, 800
Orange juice, frozen, concenlrated i, 150001b_____ . 119, 300 132, 585 116, 878 86,637 179,906
Wool (old and new) 1 6,000 ib 3,157 3,756 4,924 , 859
Wool top!___.__......_. 40 83 103
Propane____. - , 919 L
Tomato paste 26,500 1b 65 i

New York Cotton Exchange )

and ASSOC... i iieiicacacenn 561, 327 547,436 287,247 124,644 342 056
Cottonseed oil 1 ____.___________.. 60,0001b._.... 6 . 50 e 38
Fishmeal_._________ . 100tons.___.__ 10,361 51 311 695 861
Foretgn CUMTENCY -+ o oo e oo emmmmmmm 18,417 24,766 3,026 28

______________ 11,2000b_ ... . 1, v 5 5
Pork bellles e 18,0000b L. B L emiiiccecna.

International ~ Commercial . )

Exchange._. 28,784 26,604 3,387 728 904
[ o1 T 30,0001b._.._. 989, 456 210, 433 280, 336 337,040 475,760
New York Cocoa Exchange. . .oooeoeoooomoaao, 389, 956 210, 433 280, 336 337,040 475,760
Coffee ““C*" 1 Y1
Coffes """ 1 5 137
Molasses. _____ ... ....___.._ 40,000 g3l _______ ... a5 .
Sugar No. 8 world. - 76,105 442,383 564,227
SugarNo.10.____.. ‘22, 049 7,132 15, 044 9, 499
Sugar No. 11 ____ ... 1 2000 lb ..... 1,018,591 652,344 286, 644 L0 .

New York Coffee and Sugar —.ooecmeenn.o 1, 060, 620 668,229 370,057 459, 587 573, 863

Exchange.

Copper 434, 847 216,008 227,824 138, 201 36,486
Hides!. ... ..o 0,000 Ib. e an 70 680
........................ 18 56 233

87 97 550 539 1,852

____________ 1 800 520 1,624

................................... 40 53

1,090, 679 619, 269 €82, 065 667, 236 533, 380

1B, e 2 37 103 254
__________________________________________ 29 129

1,525,613 835,377 911,294 806, 794 574,791

3,719

28,193
391

eoeoiie 493
52,015 24,748 3,856 oo eeeccceaeacaacanas
West Coast Commodity Exe .ooueooooool 182,343 93,323 38,262 oo i
change.
Total all futures contracts .o occecoacocaenn 23,504,598 15,582,660 14,443,096 12,277,418 10,310, 034
Ch(ange fl"())m Previous Year ceucoveceeoce-o +50.83 +7.89 +17.64 +19 08 +17.2
percent).

1 Future contracts trading in 1972-73 regulated under the Commodity Exchange Act.
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APPENDIX V
Names AND Appresses oF CoMMopITY EXCHANGES

ACTIVE CONTRACT MARKETS

Chicago Board of Trade, 141 West Jackson Boulevard, Chicago, I1li-
nois 60604.

Chicago Mercantile Exchange, 444 West Jackson Boulevard, Chicago,
Illinois 60606.

MidAmerica Commodity Exchange, 175 West Jackson Boulevard,
Chicago, Illinois 60604.

The Board of Trade of Kansas City, Missouri, Inc., 4800 Main Street,
Suite 274, Kansas City, Missouri 64112,

\Ilnneapohs Grain Exchange, 150 Grain Exchange Building, Min-
neapolis, Minnesota 55415,

Citrus Associates of the New York Cotton Exchange, Inc., 37 Wall
Street, New York, New York 10005,

New York Cotton Exchanoe, 37 Wall Street, New York, New York
10005.

New York Mercantile Exchange, 6 Harrison Street, New York, New
York 10013.

Wool Associates of the New York Cotton Exchange, Inc., 37 Wall
Street, New York, New York 10005.

Pacific Commodities Exchange, Inc., P.O. Box 2227, San Francisco,
California 94126,

INACTIVE CONTRACT MARKET

Memphis Board of Trade Clearing Association, 1390 Channel Avenue,
P.O. Box 13302, Memphls, Tennessee 38113.

NONREGULATED EXCHANGES

Commodity Exchange, Inc., 81 Broad Street, New York, New York
10004. '

New York Cocoa Exchange, Inc., 127 John Street, New York, New
York 10038.

New York Coffee & Sugar Exchange, 79 Pine Street, New York, New
York 10005. /

APPENDIX VI

SeecuraTive LiMits oN PosiTions axp Darmny Trapine

_ Net Eosnlon limits apply to the maximum net long or net short posi-
tion which any person may hold or control in any one commodity on
any contract market. Daily trading limits appf’y to the maximum
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which a person may buy or sell on any one business day in any one
commodity on any one contract market. The Federal limits on net
positions .and daily trading which have been set by the Commedity
Exchange Commission are listed in Table 1.

For some commodity futures contracts regulated under the Com-
modity Exchange Act and all unregulated contracts, there are no Fed-
eral speculative limits. For many of these contraets, however, the ex-
changes have established limits. "Examples of some of the speculative
limits established by the éxchanges for regulated commodities are
given in Table 2. Examples of some of the exchange limits for un-
regulated commodities are shown in Table 3,

TABLE 1.—SPECULATIVE LIMITS ON POSITION AND DAILY TRADING &NDER THE COMMODITY EXCHANGE ACT

Net ;msmon ltmlts (!ong ar : Daily tradmg limits on pur-

* shortin'l market)y ‘ chases or on sales in 1 market
o ; a A“ futures All futures
‘Conmmodity - - : . One future cambined One future combinetd
Wheat, oats, bariey, flaxseed (bushels in L grainy_ . __... . 2,800,000 12,000,000 2,000,000 +2, 000, 000
Ryve (bushelsy. .. ol 500, 000 500, 000 ° 500, 000 800, 000
Corn, sogbeans {bushels) . 3,000,000 3,000, 000 3,000,000 3,000,000
Cotton (bales). ... 2 30, 000 « 4 30,000 430,000 None
Eggs (carlots)3__ ' 15¢ 150 150 . 150
Potatoes (carlots): X
Marehfuture . anas 1150 - #1850
Aptil foture.. : : ceo 18000 T 4350 150 L - .. 4350
May fulure__ - 150 . 180 [
Other futures. 300:

1 3k0?0 ,000 bu #f 1 0(}0 000 bu or more nf total represent spreadmg or the closmg of spraadsm the same grain. betueen
markets.

2 Does not apply, except during delivery month, to trades or positions which represent straddiing or the closing of strad-
dles hetween futures or markets. Limits do not apply to bona fide nedgmg transactmns ot positions. For complete informa-
tion see specific orders of the Commidity Excharige Commisdion: =

31 carlot equals 22,500 doz.

i} carlot equais 51] 0004b, ,

V. creel g

TABLE Z—EXQMPLES OF EXCHANGE SPECtiLkT!VE LIMITS o4 BOSITIONS. AND DAILY TRADING iN REGULATED
COMMODITIES NOT COVERED BY ORDERS OF THE COMMODITY EXCHANGE COMMISSION

T T

Daily trading limits

, Net position limits {contracts) on purchases
. IR oo (cotraets) ’ or on sales
) Contract All futures " Altfutures
. Commodity : . L oot units. ,Ong.future - combined Onefuture ~ combined
Chicago Board of Trade: | K . . A . ) . »
- cSoyhean ol b L.l TURE S at 60,000 - 320 - 320 None Nane
Soybean mea! RORS. o ineen 100 480 480 None “None
Chicago Mercantile Excha ge: :
Butter, th. .. 39,000 150 150 225 225
Frozen eggs, . 33,000, .
gct. (yt{xre Ceo ol %gg %gg
ov. future
Dec. future_. ‘ wo{ 190 100 150
Jan, future . RS 1 ‘ 100
Live hogs, 1b____. 30, 000 300 750 450 1,125
Frozen pork be!iles, he 36, 000 )
Feb.{uture.. ... ciiag Sy, C180Y 0 225,
Mar. future.. 158 ) 225 | .
fhay future.. RS Lot 200 2504, ¢ 300 375
iy future... . . - R 150 . . 225 o
Aug. future, L 113 I ] 225
Frozen skinned hams, 36, 000 150 150 225 225
Live beef cattle, Ib_ . 40, 000 300 None 450 None
Live feader cattle, b .~ 42, 000 300 Nane 450 None
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TABLE 3.—EXAMPLES OF EXCHANGE SPECULATIVE LIMWTS ON POSITIONS AND DAILY-TRADING IN

NONREGULATED COMMODITIES

Commodity

L Daﬂy tradmg limits on
Net position limits purchases or en sales

Contract All futures © 7 Al futures
units Ons future . combined  One future combined

Chicago Board of Trade:

Iced broiters__.

Plywood__
Chicago Mercantile Exchange:
Lumber_ ...

_________ .. 28,000 300 300 None  ° None

d i 5,000 None None None None

100, 000 300 . .300 None None

69,120 100 100 None - None

........... fbm._. 100, 000 300 1,000 600 2,000

APPENDIX, VII

Requirep Reports oN TraDING AcCTIVITY

Kach trader is required to file reports with the Commodity ‘Ex-
change Authority when he holds or controls open contracts in any one
future of any commodity on any one contract market equal to or
exceeding the following amounts: .

Commodlty Quantity
Wheat __ oo - bushels__ . 200, 000
Corn bushels__ 200 000
Oats - - bushels__ = 200, 000
Rye - bushels__ 200, 000
Barley _—~ bushels_.. 200, 000
Flaxseed o ________ bushels_- 200, 000
Soybeans _ . bushels._ .. 200, 000
Grain sorghums .. —— - pounds._ 11, 200, 000
Cotton —_— -—- bales__ = 5,000
Wool pounds-.. 150, 000
W00l tODS oo pounds._._ 125, 000
Butter __- carlots__ ‘ 25
Eggs—shell carlots__ ’ 25

Frozen whole___________________________ contract units_. 25
Frozen plain whites contract units__ 25

Frozen plain yolks contract units. . 25
Potatoes carlots__ 25
Lard -___ pounds__ 1, 000, 000
Tallow pounds__ 1, 000, 000
Cottonseed oil pounds.-. 1, 500, 000
Soybean oil - pounds__ 1, 500, 000
Cottonseed meal tons 2, 500
Soybean meal. .. ______________ tons.._ 2, 500
Mill feeds tons__ ~ 1,000
Live cattle contract units__ 25
Cattle products _____________________________ contract units__ 25
Live hogs : contract units__ 25
Frozen pork bellies. —- contract units._ 25
Frozen skinned hams contract units_- 25
Hides contract units_- - 25
Frozen concentrated orange juice__. . ____ contract units_.. 25

APPENDIX VIII

Exampres oF Tyeicar Excmance Limits oN Datny Price

FrucruaTions

In order to restrain the market’s reaction to sudden, unusual or
catastrophic developments that affect price immediately and sharply,
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exchanges—in most cases—sets limits on how much a futures price can
go up or down in one trading day. Such limits provide time for margin
calls and a temporary breathing spell until traders can assess the
situation which led to the substantial change in price.

Limits on daily price fluctuations can cause problems, however. For
example, when marketing conditions bring price increases in the cash
market that are greater than those permitted on the futures markets,
“shorts” may be locked into a market and unable to trade out their
positions. Under these emergency conditions, exchange officials often
increase the amount by which the daily futures price can change by
changing the limit or removing the limit entirely. ‘

Examples of typical exchange limits on daily price fluctuations are
as follows: :

Commodity end contract market

Chicago Board of Trade:!? Amount
‘Wheat _— I _- 20¢ per bushel.
L1707 o ¢ St LS 10¢ per bushel.
Qats 6¢ per bushel.
Soybeans e — e e e e s 20¢ per bushel,
Crude soybean oil__..__.__. - - 1¢ per lb.
Seybean meal.... ; e $10 per tom.
Plywood .. - $7 per 1,000 sqg. ft.
Stud lumber — $5 per 1,000 bd. ft.
Iced broilers —— e $2 per 100 1bs,
Silver - _. 10¢ per oz.

Chicago Mercantile Exchange : ’

Eggs, frozen ) R e 1.5¢ per 1b.
‘Eggs, shell .. e e e e e et e et e = 2¢ per doz.
Frozen pork bellies.... . s 1.5¢ per 1b.
TAVE BOZS e e e e e e e 1.5¢ per 1b.
Cattle, live_ oo e 1¢ per 1b.
Cattle, feeder— . e 1¢ per 1b,
b0 73 - 1.5¢ per 1b.
Boneless beef. o e 1.5¢ per. 1b.
MO oo e e e e e e e e e e e e e -~ 15¢ per cwt.
Frozen skipned hams et e 1.5¢ per 1b.
Butter .o e —— e e e } 1.5¢ per ib.
TLumber ... - . $5 per 1,000 bd. ft.

Potatoes, Idaho. ___ —

— 285¢ per ewt.
New York Mercantile Exchange:

Potatoes, Maine e e 2 350¢ per ewt.
Boneless beef_ - —— -- *1.5¢ per lb,

- Platinum . B . e e e e e T2 815 per oz.
Palladiom - . e e e ot e e e * %4 per oz.
Silver coins____._ - 3 $150 per bag.

New York Cotton Exchange: Cotton_ .o 99¢ per 1b.
Pacific Commodity Exchange : Coconut oil _ 71¢ per 1b.
Minneapolis Grain Exchange:* Wheat.. . ___ . . _____..__ 20¢ per bushel.

1 These figures indicate the 1imits which are normally in effect for daily price fluctvations.
Successive Ilmit price moves In the same direction and for several coniracts will bring
about automatic pe¥centage increases in the limit for that particular commodity. The
increased limit will avtomatieally revert to its original level after designated periods of
time or patterns of price behavior in the market.

2 504 during last two trading days of delivery month,

2 No Umit on last trading day.

4+ 2¢ per 1h. in the delivery month.

5 Trades in any month shall not be made in any one day at an advance of more than
210 per ounce, sbove the lowest previous price of such month on that day or at a decline
of more than £10 per ounce, below the highest previous price of such month on that day.

8 No Iimit in delivery month on or after first notice day. . .

7 No limit in delivery month: ‘
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APPENDIX IX

Grossary oF TerMs Usep 1x CommopiTty FoTures Traping*

BASIS—The difference between the price of the cash commodity
and the price of a designated futures contract for that commodity.
Some cash commodities are priced and traded in relation to futures

rices.

BROKER—One who executes the buy and sell orders of a customer
for a commission. :

BUCKETING—Directly or indirectly taking the opposite side of
a customer’s order into the handling brokers own account or into an
account in which he has an interest, without bona fide speculation on
an Exchange.

CASH COMMODITY—The physical or actual commodity as dis-
tinguished from the “futures.”

CONTRACT MARKET—Exchange or Board of Trade where
futures contracts are traded and so designated by the Secretary of
Agriculture under authority of the C. E. Act, Sec. 5.

CLEARING HOUSE-—%he separate agency associated with a fu-
tures exchange through which futures contracts are offset or fulfilled
and through which financial settlement is made (also CLEARING
ASSOCIATION).

CLEARING MEMBER—A member of the Clearing House or
Association. Each clearing member must also be a member of the
Exchange. Each member of the exchange, however, need not be a mem-
ber of the clearing association. If he is not, all of his trades must
be registered and eventually settled through a clearing member,

CLEARING PRICE—See SETTLEMENT PRICE. ,

COMMERICAL—A company that merchandises or processes cash
grain and other commodities. :

COMMISSION HOUSE—A firm that specializes in executing buy-
ing or selling orders for customers in spot or cash and/or futures
markets for a commission or does not itself deal in futures or actuals.

CONTRACT GRADES—The grades of a commodity listed in the
Rules of an Exchange as those that can be used to deliver against a
futures contract. ’

DAY ORDER—Orders that are placed for execution, if possible,
during only one trading session. If the order cannot be executed that
day, 1t is automatically canceled. ‘

DELIVERY—The tender and receipt of the actual (cash) com-
modity, or of warehouse receipts covering such commodity, in settle-
ment of a futures contract.

DELIVERY MONTH—The specified month within which a fu-
tures contract matures and can be settled by delivery. .

DIFFERENTIALS-—The price differences between grades of a
commodity. v ' o

* Note: The inclusion of this glossary is intended for the convenience of Members of the
Senate, their staff, and interested public. It is not, under any circumstances, to be deemed
a set of legal definitions, nor a guide to interpretation of the present Act, H.R. 13113, or
statements in the Committee report. : i
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DISCRETIONARY ACCOUNT—An account for which buying
and selling orders can be placed by a broker or other person, without
the prior consent of the account owner for each such individual order;
a blanket agreement having been initially granted by the account
owner for such action, and requires an initial customer deposit of a
minimum of $5,000 under present CBOT and C.M.E. Rules.

DOUBLE HEDGING—As used by the CEA it implies a situation
where a trader holds a long position in the futures market in excess
of the speculative limit as an offset to a fixed price sale even though
he has an ample supply of the commodity on hand to fill all sales
commitments,

FLOOR BROKER—One who is registered with the CEA as a
Floor Broker who may or may not be a member of a futures commis-
sion merchant (a firm trading on the Exchange), and who executes-
orders for others, himself, or the futures commission merchant’s house
account. : ‘

FLOOR TRADER—One who is employed by a futures commis-
sion merchant and who is not registered with the CE Auth. as Floor
Broker, and who may execute only orders for the futures commission
merchant’s house account or for himself. '

FUTURES CONTRACT—Contracts for the purchase and sale of
commodities for delivery some time in the future on an organized
exchange and subject to all terms and conditions included in the Rules
of that Exchange.

FUTURES COMMISSION MERCHANT—Individuals, asso-
ciations, partnerships, corporations and trusts engaging in soliciting
or in accepting orders for the purchase or sale of any commodity
for future delivery on and subject to the Rules of any contract market.

HEDGE—Hedging is the sale of futures against the purchase of
the cash commodity or its equivalent as protection against a price
decline ; or the purchase of futures against forward sales or anticipated
requirements of the physical commodity as protection against a price
advance.

LIFE OF CONTRACT—The duration of the period in which
trading can take place. In some cases this phrase is used to denote
only the period already passed in which trading has already occurred.
Example : “The life-of-contract high so far is $2.50.”

LONG—The buying side of an open futures contract. A long posi-
tion is subject to receipt of the cash commodity if it is not offset with
a sale of a futures contract. ,

INITTAL MARGIN-—Customers’ funds put up as security for a
guarantee of contract fulfillment, and as defined by the Rules of the
Exchange. ; L .

MARGIN MAINTENANCE—Additional funds required to be
deposited by customers as the price of the commodity bought or sold
fluctuates, and as defined by the Rules of the Exchange. S

MARKET ORDER—An order to buy or sell a futures contract
at whatever price it is obtainable at the time it is entered in the ring.

MATURITY—The time at which the futures contract can be settled
by delivery of the actual commodity ; the period between first day and
last trading day.
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MEMBERS’ RATE—The commission charge for the executing of
an order for a person who is a member of and thereby has a seat on
the exchange. It is Jess than the commission charged to a customer who
does not have a seat on the exchange. A member who also belongs
to the Clearing Association pays no commission for his trades. He
just pays clearances and other fees. ,

NON-MEMBER TRADERS—Speculators and hedgers who trade
on the Exchange through a member. :

OFFSET—Usually, the liquidation of a long or short futures posi-
tion by an equal and opposite futures transaction. Open positions can
be offset at any time during the life of a futures contract.

OMNIBUS ACCOUNT—An account which a member of one ex-
change has with, usually, a clearing member or another exchange and
for which the first member is not required te disclose the names or
other information concerning the one account, which actually repre-
sents the accounts of a number of customers of the first member.

OPEN CONTRACTS, OPEN INTEREST—The obligation en-
tered into by a party to a futures contract either to buy or to sell
the commodity specified. The obligation is “open” until it 1s settled by
an offsetting transaction or by delivery.

OPEN INTEREST—The number of contracts which remain to
be settled. It is equal to either the number of long positions in a market
or the number of short positions. Since it takes both a long and a
short to make one contract, the number of longs and shorts in a market
are always equal,

OPTION-—Commonly but incorrectly used to indicate a specific
futures delivery month.

PIT—The place on an Exchange trading floor designated for the
execution of orders.

POSITION—To be either long or short in the market.

POSITION LIMIT—The maximum number of futures contracts
one can hold under the Rules of the CEA.

ROUND LOT—A full contract as opposed to the smaller job lot.

ROUND TURN—The completion of both a purchase and an off-
setting sale, or a sale and an offsetting purchase.

SCALPING—Trading for small gains, many times for less than a
full cent profit. It usually involves establishing and liquidating a posi-
tion quickly, possibly within the same day.

SETTLEMENT PRICE—The daily price established by the clear-
inghouse, usually the closing price, which is used to adjust variation
margin payments between clearinghouse and its members.

SHORT—The selling side of an open futures contract. A short posi-
tion is subject to making delivery of the cash commodity if it is not
offset with the purchase of a futures contract. .

SOLICITOR—Customers’ man assigned by a warehouse to obtain
orders and give advice to clients.

SPECULATOR—A person entering into futures contracts for any
purpose other than hedging. .

SPOT PRICE—The price at which the physical commodity is
selling,
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SPREAD—(1) The purchase of one futures contract against the
sale of another contract in a different future, a different commodity, or
a different market. (2) The price difference between two futures in
the same or different markets.

STRADDLE—The usually simultaneous purchase of one futures
month and the sale of another either in the same or different com-
modity, or Exchange. .

TELEPHONE MAN-—Man assigned to a telephone post on the
floor of the Exchange, whose duty it is to represent the company by
receiving and transmitting orders to the floor brokers or traders.

TRADING LIMIT—The maximum price movement up or down
permitted in one trading session under the Rules of an Exchange.

VOLUME OF TRADE—The number of transactions occurring
during a specified period of time. It may be quoted as the number of
contracts traded or in the total of physical units, such as bales or
bushels, pounds or dozens. )

WASH TRADING—Entering into, or purporting to enter into,
transactions for the purpose of giving the appearance that purchases
and sales are being or have been made without actually taking a posi-
tion in the market.



APPENDIX X
SumMmaRrY oF THE PResENT CommopiTY EXCHANGE ACT, AS AMENDED

Act 7 U.S.C.

§1 §1 Short title, "Commodity Exchange Act."

§ 2(a) § 2 Definitions:

Person - plural or singular, includes individuals,

-— associations, partnerships, corporations, and
trusts.

Commodity - list of particular commodities subject
to regulation.

Future delivery - not to include any sale of any
cash commodity for deferred shipment or
delivery.

Board of Trade - any exchange or associlation,
incorporated or unincorporated, of persons
engaged in buying or selling any commodity or
receiving the same for sale on consignment.

Interstate commerce — between any state, territory,
or possession, or D. C., and any place outside
thereof; or between points within the same
state, territory, or possession, or D. C.,
but through any place outside thereof, or
within any territory or possession, or D. C.

Cooperative association of producers - cooperative
association not less than 50 percent owned
or controlled, directly or indirectly, by pro-—
ducers of agricultural products and otherwise
complying with the Capper-Volstead Act, and
to include any organization acting for a
group of such associations and owned or cor
trolled by them, and business done for the
United States or any agency thereof is not
to be considered either member or non-member
business for the purpose of determining
compliance with the Capper-Volstead Act.

Member of a contract market - to include owners
or holders of membership or membership repre-
sentation on contract markets or holders of
members' trading privileges on such markets.

Futures commission merchant - one who solicits
or accepts future delivery orders on contract
markets and who accepts property (or extends
credit) to margin or secure trades or contracts
resulting from orders.

Floor broker — one who executes, for others,
orders on the market.

Commission - the Secretaries of Agriculture and
Commerce and the Attorney General, or their
designees.

§ 2(a) §4 Liability of principal for act of agent within
the scope of his employment or office.
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§

§
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Transactions in interstate commerce~-part of that
current of commerce usual in the commodity trade
whereby commodity and commodity products and
by-products thereof are sent from one state, with
the expectation that they will end their transit,
af ter  purchase, in another.

Finding that futures transactions are affected with
a national public interest, and need for regulation

. for protection of interstate commerce and the

national public interest therein.

Prohibition of trading in regulated commodities
except on boards of trade designated as contract
markets; record keeping requirements.

Authority of the Commodity Exchange Commission

to fix and proclaim limits on speculative futures
trading. Paragraph (3) defines bona fide hedging
transactions and positions not subject to such
limits., Paragraph (4) provides that futures com-
mission merchants and floor brokers are subject to
the limits only insofar as they deal for their
own accounts.

Prohibition against cheating, defrauding, false
reports and records, deceit, bucketing, in
connection with certain transactions.

Prohibition against (A) wash sales, cross
trades, accommodation trades, fictitious sales,
(B) privileges, indemnities, bids, offers,
puts, calls, advanced guaranties, decline
guaranties, (C) transactions used to cause
prices not true and bona fide prices, to be
reported, registered, or recorded.

Registration requirement for futures commission
merchants; segregation requirement for customers'
funds; provisions regarding use of customers’
funds.

Registration requirement for floor brokers.

Provisions regarding application for registration
as futures commission merchant, information to be
supplied.

Provisions for minimum capital requirements for
futures commission merchants.

Authority to require futures commission merchants
and floor brokers to report transactions and
positions, their own and their customers', to
require keeping of books and records, and to
inspect same.
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5 4n § 6h Prohibition agairst operating a place of busi~
' ness where orders for futures contracts are

solicited or accepted unless such orders are to
be executed by or through a member of a contract
market, and against misrepresentation by any
person that he is a member of a contract market,
or a registered futures commission merchant, or
an agent of either, in connection with orders
or contracts, and against misrepresentation in
connection with the handling of such orders or
contracts that the same are to be executed on,
or by or through any member of, any contract
market. '

§ 41 § 61 Provision for reporting and record keeping by
traders, of large positions, as the Secretary
of Agriculture may require.

§5 § 7 Conditions and requirements for designation of
a board of trade as a “contract market."

(a) Location at a terminal market or provision
for delivery at delivery point or points and
upon terms and conditions approved by the
Secretary.

(b) Reportiné of details and terms-of all
transactions by the board or the members
thereof.

(¢) Prevention of disgsemination of false or
misleading or knowingly inaccurate reports
concerning crop or market information or con-
ditions that affect or tend to affect the
price of commodities.

(d) Prevention of manipulation and cornering.

(e) Rights of cooperative associations of
producers.

(f) Provision for enforcement of Secretary's
orders denying trading privileges and Secretary's
disapproval of bylaws, rules, regulations, or
resolutions.

§ 5a § 7a Duties of contract markets.

(1) Furnish the Secretary copies of bylaws,
rules, regulations, and resolutions, and changes
and proposed changes therein.

(2) Record keeping.

(3) Provision for warehouse record keeping and
inspection. ’

(4) Secretary's authority to order a period,
upon expiration of a future, for delivery of
cash commodities in satisfaction of contracts,
to prevent "squeezes" and market congestion
endangering price stability.



§ 7

§8

§8

§ 8a

§ 8

§ 9(a)

§ 9(b)

§ 11

§ 12-1

§ 12a

§ 12b

§ 13(a)

§ 13(b)
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' Provision for a board of trade, designated a

contract market, to have such designation
vacated and set aside; provision for redesig-
nation.

Provision for investigations and public reports
by the Secretary.

Authorization for Secretary's making public,
names and addresses of tr s and amounts of
commodities purchased:or ﬁ by each such
trader; Secrétary's furnishing information to
other departments or agencies of the Executive
Branch of the Government.

Authority of the Secretary:

(1) register futures commission merchants and
floor brokers upon application;

(2) refuse to register any person (4) if

already under suspension or revocation, (B)

if found after opportunity for hearing, unfit,

for cause, (C) for failure of an applicant for
registration as futures commission merchant, to
establish that he meets minimum financial require-
ments; provision for appeal;

(3) suspend or revoke registration of any
person registered under the Act; basis therefor;

(4) fix and establish feces and charges for
registrations and renewals thereof;

(5) general rule making authority;

(6) communicate to committees or officers of
contract markets and publish facts concerning
any transaction or market operation, including
the names of parties thereto which, in the
judgment of the Secretary, disrupts or tends to
disrupt any market or is otherwise harmful or
against the best interests of producers and
consumers; ’

(7) disapprove contract market bylaws, etc.,

relating to terms and conditions in contracts

or other trading requirements; basis therefor:
finding of violation;

Provision for enforcement of Secretary's denisls
of trading privileges.

Felony--embezzlement, stealing, purloining, or
with criminal intent converting, customers'
funds received by futures commission merchant-—
fine up to $10,000, prison up to 5 yrs., or
both.

Felony—manipulations, corners, false or mislead-
ing or knowingly inaccurate reports concerning
crop or market information or conditions that
affect ot tend to affect the price of any
commodity in interstate commerce-~-fine up to
$10,000, prison up to 5 yrs., or both.



§ 9(c)

§ 10

§ 11

§ 12

§ 13

§ 13(c)

§ 17

§ 14

§ 16

§ 13c
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Misdemaanor--violation of the prav:ls:lons of section
4, 4a, 4b, 4c, 4d, be, 4h, 41, or 8b (7 U.S.C.

“A 6~6e, 6h, 61, or 12b), or to fail to evidence

‘Kany contract mentioned in section 4 (7 U.S.C.
6). by a record in writing as therein required--
fine up to $10,000, prison up to 1 yr., or both.

Separability prov #=if any provision or the
application thg'x any person or circumstances
held invalia @ f remainer of Act and
@gplication f"ﬁf&aﬂ%visions to other
rsons énd c.itcumstances not to be affected
thereby.

Violations prior to November 1, 1922,

Authority of $ecretary to cooperate with other
Departments, ¢tc., appoint etc., officers and
employees, make expenditures, etc., necessary
to the administration of this Act; authoriza-
tion for appropriations.

Person who willfully alds, abets, or acts .in
combination or conceit with any other person
in, or whio willfully causes, any violation of
the Act, regulations, or orders, responsible as
a principal in administrative proceedings.
Secretary or Commission not required to report
minor violations for prosecution, whenever it
appears that the public interest does not -
require such action.
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H. R. 13113

Rinety-third Congress of the Wnited States of America

( AT THE SECOND SESSION

[

Begun and held at the City of Washington on Monday, the twenty-first day of January;
one thousand nine hundred and seventy-four

An Act

To amend the Commodity Exchange Act to strengthen the regulation of futures
trading, to bring all agricultural and other commodities traded on exchanges
under regulation, and for other purposes.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, That this Act may
be cited as the “Commodity Futures Trading Commission Act of
1974”7,

TITLE I-—-COMMODITY FUTURES TRADING
COMMISSION

Sec. 101. (a) Section 2(a) of the Commodity Exchange Act, as
amended (7 U.S.C. 2,4),is amended—

(1) By inserting “(1)” after the subsection designation.

(2) By striking the last senténce of section 2(a) and inserting in
lieu thereof the following new senteiice : “The words ‘the Commission’
shall mean the Commodity Futures Trading Commission established
under paragraph (2) of this subsection.”

(3) By adding at the end thereof the following new paragraphs:

“(2) There is hereby established, as an independent agency of the
United States Government, a Commodity Futures Trading Commis-
sion. The Commission shall be composed of a Chairman and four other
Commissioners, who shall be appointed by the President, by and with
the advice and consent of the Senate. In nominating persons for
appointment, the President shall seek to establish and maintain a bal-
anced Commission, including, but not limited to, persons of demon-
strated knowledge in futures trading or its regulation and persons of
demonstrated knowledge in the production, merchandising, processing
or distribution of one or more of the commodities or other goods and
articles, services, rights and interests covered by this Act. Not more
than three of the members of the Commission shall be members of the
same political party. Each Commissioner shall hold office for a term of
five years and until his successor is appointed and has qualified,
except that he shall not so continue to serve beyond the expiration of
the next session of Congress subsequent to the expiration of said
fixed term of office, and except (A) any Commissioner appointed to
fill a vacancy occurring prior to the expiration of the term for which
his predecessor was appointed shall be appointed for the remainder
of such term, and (B) the terms of office of the Commissioners first
taking office after the enactment of this paragraph shall expire as
designated by the President at the time of nomination, one at the
end of one year, one at the end of two years, one at the end of three
years, one at the end of four years, and one at the end of five years.
© “(3) A vacancy in the Commission shall not impair the right of the
remaining Commissioners to exercise all the powers of the Commission.

“(4) The Commission shall have a General Counsel, who shall be
appointed by the Commission and serve at the pleasure of the Com-
mission. The General Counsel shall report directly to the Commis-
sion and serve as its legal advisor. The Commission shall appoint
such other attorneys as may be necessary, in the opinion of the Com-
mission, to assist the General Counsel, represent the Commission in
all disciplinary proceedings pending before it, represent the Com-
mission in courts of law whenever appropriate, assist the Depart-
ment of Justice in handling litigation concerning the Commission in
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courts of law, and perform such other legal duties and functions as
the Commission may direct. .

“(5) The Commission shall have an Executive Director, who.shall
be appointed by the Commission, by and with the advice and consent
of the Senate, and serve at the pleasure of the Commission. The Execu-
tive Director shall report directly to the Commission and perform
such functions and duties as the Commission may preseribe.

“(6) (A) Except as otherwise provided in this paragraph and in
paragraphs (4) and (5) of this subsection, the executive and adminis-
trative functions of the Commission, including functions of the Com-
mission with respect to the appointment and supervision of personnel
employed under the Commission, the distribution of business among
such personnel and among administrative units of the Commission, -
and the use and expenditure of funds, shall be exercised solely by the
Chairman.

“(B) In carrying out any of his funections under the provisions of
this paragraph, the Chairman shall be governed by general policies
of the Commission and by such regulatory decisions, findings, and
determinations as the Commission may by law be authorized to make.

“(C) The appointment by the Chairman of the heads of major
administrative units under the Commission shall be subject to the
approval of the Commission.

“(D) Personnel employed regularly and full time in the immedi-
ate offices of Commissioners other than the Chairman shall not be
affected by the provisions of this paragraph.

“(E) There are hereby resérved to the Commission its functions
with respect to revising %udget estimates and with respect to deter-
mining the distribution of appropriated funds, according to major
programs and purposes.

“(F) The Chairman may from time to time make such provisions
as he shall deem appropriate authorizing the performance by any
officer, employee, or administrative unit under his jurisdiction of any
funections of the Chairman under this paragraph.

“(7) No Commissioner or employee of the Commission shall accept
employment or compensation from any person, exchangs, or clearing-
house subject to regulation by the Commission under this Act during
his term of office, nor shall he participate, directly or indirectly, in
any contract market operations or transactions of a character subject
to regulation by the Commission.

“(8) The Commission shall, in cooperation with the Secretary of
Agriculture, establish a separate office within the Department of Agri-
culture to be staffed with employees of the Commission for the purpose
of maintaining a liaison between the Commission and the Department
of Agriculture. The Secretary shall take such steps as may be necessary
to enable the Commission to obtain information and utilize such serv-
ices and facilities of the Department of Agriculture as may be neces-
sary in order to maintain effectively such liaison. In addition, the
Secretary shall appoint a liaison officer, who shall be an employee of the
Office of the Secretary, for the purpose of maintaining a liaison
between the Department of Agriculture and the Commission. The
Commission shall furnish such liaison officer apﬁ)ropriate office space

allow such liaison
officer to attend and observe all deliberations and proceedings of the
Commission. -

“(9) (A) Whenever the Commission submits any budget estimate or
request to the President or the Office of Management and Budget, it
shall concurrently transmit copies of that estimate or request to the
House and Senate Appropriations Committees and the House Com-



H. R.13113—3

mittee on Agriculture and the Senate Committee on Agriculture and
Forestry.

“(B) Whenever the Commission transmits any legislative recom-
mendations, or testimony, or comments on legislation to the President
or the Office of Management and Budget, it shall concurrently trans-
mit copies thereof to the House Committee on Agriculture and the
Senate Committee on Agriculture and Forestry. No officer or agency of
the United States shall have any authority to require the Commission
to submit its legislative recommendations, or testimony, or comments
on legislation to any officer or agency of the United States for
approval, comments, or review, prior to the submission of such recom-
mendations, testimony, or comments to the Congress. In instances in
which the Commission voluntarily seeks to obtain the comments or
review of any officer or agency of the United States, the Commission
shall include a description of such actions in its legislative recom-
mendations, testimony, or comments on legislation which it transmits
to the Congress. :

“(1{}% The Commission shall have an official seal, which shall be
judicially noticed.

“(11) The Commission is authorized to promulgate such rules and
regulations as it deems necessary to govern the operating procedures
and conduct of the business of the Commission.”

gb) Section 12 of the Commodity Exchange Act, as amended (7
U.S.C. 16), is amended by striking such section and inserting in lien
thereof the following:

“Sxo. 12. ga) The Commission may cooperate with any Department
or agency of the Government, any State, territory, district, or posses-
sion, or department, agency, or political subdivision thereof, or any

erson.

b “(b) The Commission shall have the authority to employ such
investigators, special experts, Administrative Law Judges, clerks, and
other employees as it may from time to time find necessary for the
proper performance of its duties and as may be from time to time
appropriated for by Congress. The Commission may employ experts
and consultants in accordance with section 3109 of title 5 of the
United States Code, and compensate such persons at rates not in excess
of the maximum daily rate prescribed for GS-18 under section 5332 of
title 5 of the United States Code. The Commission shall also have
authority to make and enter into contracts with respect to all matters
which in the judgment of the Commission are necessary and apfropri-
ate to effectuate the purposes and provisions of this Act, including,
but not limited to, the rental of necessary space at the seat of Govern-
ment and elsewhere.

“(c) All of the expenses of the Commissioners, including all neces-
sary expenses for transportation incurred by them while on official
business of the Commission, shall be allowed and paid on the presenta-
tion of itemized vouchers therefor approved by the Commission.

“(d) There are hereby authorized to be appropriated to carry out
the provisions of this Act such sums as may be required for the fiscal
year ending June 30, 1975, for the fiscal year ending June 30, 1976,
for the fiscal year endigg June 30, 1977, and for the fiscal year ending
June 30, 1978.”

Skc. 102. (a) Section 5314 of title 5 of the United States Code is
amended by adding at the end thereof the following new paragraph:

“(60) Chairman, Commodity Futures Trading Commission.”

(b) Section 5315 of title 5 of the United States Code is amended by

adding at the end thereof the following new paragraph:
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“(100) Members, Commodity Futures Trading Commission.”

(¢) Section 5316 of title 5 of the United States Code is amended by
adding at the end thereof the following new paragraphs:

“(185) General Counsel, Commodity Futures Trading Com-
mission.

“(136) Executive Director, Commodity Futures Trading
Commission.”

Skec. 103. The Commodity Exchange Act, as amended, is amended—

(2) By striking the word “Secretary” and the words “Secretary of
Agriculture” wherever such words appear therein (except where the
words “Secretary of Agriculture” first appear in section 5(a) (7
U.S.C. 7) or where said words would be stricken by subsection (b),
(), or (d) of this section) and by inserting in lieu thereof the word
“Commission”. :

(b) By striking the words “the Secretary of Agriculture or” wher-
ever they appear in the phrase “the Secretary of Agriculture or the
Commission”.

(¢) By striking the words “the Secretary of Agriculture, who shall
thereupon notify the other members of”’ from section 6(a) thereof

7U.8.C. 8).
( (d) By st)riking “the Secretary of Agriculture (or any person desig-
nated by him),” from section 6(b) thereof (7 U.S.C. 15).

(e) By striking the word “he”, “his”, or “He” wherever such word
is used therein to refer to the Secretary of Agriculture, and by insert-
ing in lieu thereof the word “it”, “its”, or “It”, respectively.

(f) By striking the words “United States Department of Agricul-
ture” and “Department of Agriculture” wherever they appear therein
and by inserting in lieu thereof the word “Commission”.

(g) By inserting in section 5(a) (7 U.S.C. T) after the words “Sec-
retary of Agriculture” where the same first appear therein the words
“or the Commission”.

Sec. 104. All of the personnel of the Commodity Exchange Author-
ity, property, records, and unexpended balance of appropriations,
allocations, and other funds employed, used, held, available, or to be
made available in connection with administration of the Commodity
E:xchange Act shall be transferred to the Commodity Futures Trading
Commission upon the effective date of this Act.

Sec. 105, Section 8 of the Commodity Exchange Act, as amended
(7 U.S.C. 12, 12-1), is amended by adding at the end thereof the
following new paragraphs:

“The Commission shall submit to the Congress a written report
within one hundred and twenty days after the end of each fiscal year
detailing the operations of the Commission during such fiscal year.
The Commission shall include in such report such information, data,
and recommendations for further legislation as it may deem advisable
with respect to the administration of this Act and its powers and
functions under this Act.

“The Comptroller General of the United States shall conduct
reviews and audits of the Commission and make reports thereon. For
the purpose of conducting such reviews and audits the Comptroller
General shall be furnished such information regarding the powers,
duties, organizations, transactions, operations, and activities of the
Commission as he may require and he and his duly authorized rep-
resentatives shall, for the purpose of securing such information, have
access to and the right to examine any books, documents, papers, or
records of the Commission except that in his reports the Comptroller
General shall not include data and information which would sepa-
rately disclose the business transactions of any person and trade secrets
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or names of customers, although such data shall be provided upon
request by any committee of either House of Congress acting within
the scope of its jurisdiction.”

Sec. 108. The Commodity Exchange Act, as amended, is amended
by adding at the end thereof the following new section :

“Sgc. 14. (a) Any person complaining of any violation of any pro-
vision of this Act or any rule, regulation, or order thereunder by any
person registered under section 4d, 4e, 4k, or 4m of this Act may, at
any time within two years after the cause of action accrues, apply to
the Commission by petition, which shall briefly state the facts, where-
upon, if, in the opinion of the Commission, the facts therein contained
warrant such action, a copy of the complaint thus made shall be
forwarded by the Commission to the respondent, who shall be called
upon to satisfy the complaint, or to answer it in writing, within a
reasonable time to be preseribed by the Commission.

“(b) If there appear to be, in the opinion of the Commission, any
reasonable grounds for investigating any complaint made under this
section, the Commission shall investigate such complaint and may, if
in its opinion the facts warrant such action, have said complaint served
by registered mail or by certified mail or otherwise on the respondent
and afford such person an opportunity for a hearing thereon before

. an Administrative Law Judge designated by the Commission in any

place in which the said person is engaged in business: Provided, That
in complaints wherein the amount claimed as damages does not exceed
the sum of $2,500, a hearing need not be held and proof in support of
the complaint and in support of the respondent’s answer may be sup-
plied in the form of depositions or verified statements of fact.

“({e) After opportunity for hearing on complaints where the dam-
ages claimed exceed the sum of $2,500 has been provided or waived
and on complaints where damages claimed do not exceed the sum
of $2,500 not requiring hearing as provided herein, the Commission
shall determine whether or not the respondent has violated any pro-
vision of this Act or any rule, regulation, or order thereunder.

“(d) In case a complaint is made by a nonresident of the United
States, the complainant shall be required, before any formal action
is taken on his complaint, to furnish a bond in double the amount of
the claim conditioned upon the payment of costs, including a reason-
able attorney’s fee for the respondent if the respondent shall prevail,
and any reparation award that may be issued by the Commission
against the complainant on any counterclaim by respondent: Pro-
vided, That the Commission shall have authority to waive the furnish-
ing of a bond by a complainant who is a resident of a country which
permits the filing of a complaint by a resident of the United States
without the furnishing of a bond.

“(e) If after a hearing on a complaint made by any person under
subsection (a) of this section, or without hearing as provided in sub-
sections (b) and (¢) of this section, or upon failure of the party com-
plained against to answer a complaint duly served within the time
prescribed, or to appear at a hearing after being duly notified, the
Commission determines that the respondent has violated any pro-
vision of this Act, or any rule, regulation, or order thereunder, the
Commission shall, unless the offender has already made reparation
to the person complaining, determine the amount of damage, if any,
to which such person is entitled as a result of such violation and shall
make an order directing the offender to pay to such person complain-
ing such amount on or before the date fixed in the order. If, after
the respondent has filed his answer to the complaint, it appears therein
that the respondent has admitted liability for a portion of the amount
claimed in the complaint as damages, the Commission under such
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rules and regulations as it shall prescribe, unless the respondent has
already made reparation to the person complaining, may issue an
order directing the respondent to pay to the complainant the undis-
puted amount on or before the date fixed in the order, leaving the
respondent’s liability for the disputed amount for subsequent deter-
mination. The remaining disputed amount shall be determined in the
same manner and under the same procedure as it would have been deter-
mined if no order had been issued by the Commission with respect
to the undisputed sum.

“(f) If any person against whom an award has been made does not
pay the reparation award within the time specified in the Commission’s
order, the complainant, or any person for whose benefit such order was
made, within three years of the date of the order, may file a certified
copy of the order of the Commission, in the district court of the
United States for the district in which he resides or in which is located
the principal place of business of the respondent, for enforcement of
such reparation award by appropriate orders. The orders, writs, and
processes of such district court may in such case run, be served, and be
returnable anywhere in the United States. The petitioner shall not be
liable for costs in the district court, nor for costs at any subsequent state
of the proceedings, unless they accrue upon his appeal. If the petitioner
finally prevails, he shall be allowed a reasonable attorney’s fee, to be
taxed and collected as a part of the costs of the suit. Subject to the right
of appeal under subsection (g) of this section, an order of the Com-
mission awarding reparations shall be final and conclusive.

“(g) Any order of the Commission entered hereunder shall be
reviewable on petition of any party aggrieved thereby, by the
United States Court of Appeals for any circuit in which a hearing was
held, or if no hearing was held, any circuit in which the appellee is
located, under the procedure provided in paragraph (b) of section 6 of
this Act. Such appeal shall not be effective unless within 80 days from
and after the date of the reparation order the appellant also ﬁfes with
the clerk of the court a bond in double the amount of the reparation
awarded against the appellant conditioned upon the payment of the
judgment entered by the court, plus interest and costs, including a rea-
sonable attorney’s fee for the appellee, if the appellee shall prevail.
Such bond shall be in the form of cash, negotiable securities having a
market value at least equivalent to the amount of bond prescribed, or
the undertaking of a surety company on the approved list of sureties
issued by the Treasury Department of the United States. The appellee
shall not be liable for costs in said court. If the appellee prevails, he
shall be allowed a reasonable attorney’s fee to be taxed and collected as
a part of his costs.

“(h) Unless the registrant against whom a reparation order has been
issued shows to the satisfaction of the Commission within fifteen days
from the expiration of the period allowed for compliance with such
order that he has either taken an appeal as herein authorized or has
made payment in full as required by such order, he shall be prohibited
from trading on all contract markets and his registration shall be sus-
pended automatically at the expiration of such fifteen-day period until
he shows to the satisfaction of the Commission that he has paid the
amount therein specified with interest thereon to date of payment:
Provided, That if on appeal the appellee prevails or if the appeal is
dismissed the automatic prohibition against trading and suspension of
registration shall become effective at the expiration of thirty days
from the date of judgment on the appeal, but if the judgment is stayed
by a court of competent jurisdiction the suspension shall become effec-
tive ten days after the expiration of such stay, unless prior thereto the
judgment of the court has been satisfied.
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“(i) The provisions of this section shall not become effective until
one year after the date of its enactment : Provided, That claims which
arise within nine months immediately prior to the effective date of this
section may be heard by the Commission after such one year period.”

Src. 107. The Commodity Exchange Act, as amended, is amended
by adding at the end thereof the following new section:

“Sec. 15. The Commission shall take mto consideration the public
interest to be protected by the antitrust laws and endeavor to take
the least anticompetitive means of achieving the objectives of this Act,
as well as the po%cies and purposes of this Act, in issuing any order
or adopting any Commission rule or regulation, or in requiring or
approving any bylaw, rule, or regulation of a contract market or regis-
tered futures association established pursuant to section 17 of this
Act.”

TITLE II--REGULATION OF TRADING Alﬁ\i’D EXCHANGE
ACTIVITIES

Src. 201. Section 2(a) of the Commodity Exchange Act, as amended
(71U.8.C.2,4), is amended— i

(a) By striking after the word “eggs,” the word “onions,”.

(b) By striking the period at the end of the third sentence of the
section and substituting therefor the following: “, and all other goods
and articles, except onions as provided in Public Law 85-839, and all
services, rights, and interests in which contracts for future delivery
are present%y or in the future dealt in: Provided, That the Commis-
sion shall have exclusive jurisdiction with respect to accounts, agree-
ments (including any transaction which is of the character of, or is
commonly known to the trade as, an ‘option’, ‘privilege’, ‘indemnity’,
‘bid’, ‘offer’, ‘put’, ‘call’, ‘advance guaranty’, or ‘decline guaranty’),
and transactions involving contracts of sale of a commodity for future
delivery, traded or executed on a contract market designated pursuant
to section 8 of this Act or any other board of trade, exchange, or mar-
ket, and transactions subject to regulation by the Commission pursuant
to section 217 of the Commodity Futures Trading Commission Act of
1974 And provided further, That, except as hereinabove provided,
nothing contained in this section shall (i) supersede or limit the juris-
diction at any time conferred on the Securities and Exchange Commis-
sion or other regulatory authorities under the laws of the United
States or of any State, or (ii) restriet the Securities and Exchange
Commission and such other authorities from carrying out their duties
and responsibilities in accordance with such laws. Nothing in this see-
tion shall supersede or limit the jurisdiction conferred on courts of
the United States or any State. Nothing in this Act shall be deemed
to govern or in any way be applicable to transactions in foreign
currency, security warrants, security rights, resales of installment
loan contracts, repurchase options, government securities, or mort-
gages and mortgage purchase commitments, unless such transactions
mv((l)lx::a the sale thereof for future delivery conducted on a board of
trade.

SEc. 202. Section 2(a) of the Commodity Exchange Act, as amended
(7 U.S.C. 2, 4), is amended by adding at the end of paragraph (1)
the following new sentences: “The term ‘commodity trading advisor’
shall mean any person who, for compensation or profit, engages in
the business of advising others, either directly or through publica-
tions or writings, as to the value of commodities or as to the advis-
ability of trading in any commodity for future delivery on or
subject to the rules of any contract market, or who for compensation
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or profit, and as part of a regular business, issues or promulgates
analyses or reports concerning commodities; but does not include
(1) any bank or trust company, (ii) any newspaper reporter, news-
paper columnist, newspaper editor, lawyer, accountant, or teacher,
(ii1) any floor broker or futures commission merchant, (iv) the pub-
lisher of any bona fide newspaper, news magazine, or business or
financial publication of general and regular circulation including
their employees, (v) any contract market, and (vi) such other persons
not within the intent of this definition as the Commission may speeify
by rule, regulation, or order: Provided, That the furnishing of such
services by the foregoing persons is solely incidental to the conduct of
their business or profession. The term ‘commodity pool operator’ shall
mean any person engaged in a business which is of the nature of an
investment trust, syndicate, or similar form of enterprise, and who,
in connection therewith, solicits, accepts, or receives from others,
funds, securities, or property, either directly or through capital con-
tributions, the sale of stock or other forms of securities, or otherwise,
for the purpose of trading in any commodity for future delivery on
or subject to the rules of any contract market, but does not include
such persons not within the intent of this definition as the Commis-
sion may specify by rule or regulation or by order.”

Sec. 208. The Commodity Exchange Act, as amended, is amended
by inserting after section 41 (7U.8.C. 6i), the following new section:

“Sec. 4j. (1) The Commission shall within six months after the
effective date of the Commodity Futures Trading Commission Act of
1974, and subsequently when it determines that changes are required,
make a determination, after notice and opportunity for hearing,
whether or not a floor broker may trade for his own account or any
account in which such broker has trading discretion, and also execute
a customer’s order for future delivery and, if the Commission deter-
mines that such trades and such executions shall be permitted, the
Commission shall further determine the terms, conditions, and cireum-
stances under which such trades and such executions shall be con-
ducted : Provided, That any such determination shall, at a minimum,
take into account the effect upon the liquidity of trading of each
market: And provided further, That nothing herein shall be con-
strued to prohibit the Commission from making separate determina-
tions for different contract markets when such are warranted in the
judgment of the Commission, or to prohibit contract markets from
setting terms and conditions more restrictive than those set by the
Commission.

“(2) The Commission shall within six months after the effective date
of the Commodity Futures Trading Commission Act of 1974, and sub-
sequently when it determines that changes are required, make a deter-
mination, after notice and opportunity for hearing, whether or not a
futures commission merchant may trade for its own account or any
proprietary account, as defined by the Commission, and if the Com-
mission determines that such trades shall be permitted, the Commission
shall further determine the terms, conditions, and circumstances under
which such trades shall be conducted : Provided, That any such deter-
mination, at a minimum, shall take into account the effect upon the
liquidity of trading of each market : And provided further, That noth-
ing herein shall be construed to prohibit the Commission from making
separate determinations for different contract markets when such are
warranted in the judgment of the Commission, or to prohibit contract
markets from setting terms and conditions more restrictive than those
‘st by the Commission.” :

Sro. 204, ((!a) The Commodity Exchange Act, as amended, is
amended by adding the following new section:
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“Sgec. 4k. (1) It shall be unlawful for any person to be associated
with any futures commission merchant or with any agent of a futures
commission merchant as a partner, officer, or employee (or any person
occupying a similar status or performing similar functions), in any
capacity which involves (i) the solicitation or acceptance of customers’
orders (other than in a clerical capacity) or (ii) the supervision of an
person or persons so engaged, unless such person shall have registered,
under this Act, with the Commission and such registration shall not
have expired nor been suspended (and the period of suspension has not
expired) or revoked, and it shall be unlawful for any futures commis-
sion merchant or any agent of a futures commission merchant to per-
mit such a person to become or remain associated with him in any such
capacity if such futures commission merchant or agent knew or should
have known that such person was not so registered or that such regis-
tration had expired, been suspended (and the period of suspension has
not expired) or revoked : Provided, That any individual who is regis- -
tered as a floor broker or futures commission merchant (and such reg-
istration is not suspended or revoked) need not also register under
these provisions.

“(2) Any such person desiring to be registered shall make applica-
tion to the Commission in the form and manner prescribed by the
Commission, giving such information and facts as the Commission
may deem necessary concerning the applicant. Such person, when
registered hereunder, shall likewise continue to report and furnish to
the Commission such information as the Commission may require.
Such registration shall expire two years after the effective date thereof, -
and shall be renewed upon application therefor unless the registration
has been suspended (and the period of such suspension has not
expired) or revoked after notice and hearing as prescribed in section
6(£) of this Act: Provided, That upon initial registration, the effec-
tive period of such registration shall be set by the Commission, not to
exceed two years from the effective date thereof and not to be less than
one year from the effective date thereof.”

(b) Section 6(b) of the Commodity Exchange Act, as amended (7
U.S.C. 9), is amended by inserting after the words “futures commis-
sion merchant” each time those words appear, the following: “or an
person associated therewith as deseribed in section 4k of this Act,”.

(¢) Section 8a(1) of the Commodity Exchange Act, as amended
(7 U.S.C. 12a(1) ), is amended by inserting after the words “futures
commission merchants” the following : “and persons associated there-
with as described in section 4k of this Act,”.

Sec. 205. (a) The Commodity Exchange Act, as amended, is
amended by adding the following new sections:

“Skc. 4. It is hereby found that the activities of commodity tradin
advisors and commodity pool operators are affected with a nationa
public interest in that, among other things—

“{(1) their advice, counsel, publications, writings, analyses, and
reports are furnished and distributed, and their contracts, solici-
tations, subscriptions, agreements, and other arrangements with
clients take place and are negotiated and performed by the use of
the mails and other means and instrumentalities of interstate
commerce ;

“(2) their advice, counsel, publications, writings, analyses, and
reports customarily relate to and their operations are directed
toward and cause the purchase and sale of commodities for future
delivery on or subject to the rules of contract markets; and

“(3) the foregoing transactions occur in such volume as to affect
substantially transactions on contract markets.
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“Sxc. 4m. It shall be unlawful for any commodity trading advisor
or commodity pool operator, unless registered under this Act, to make
use of the mails or any means or instrumentality of interstate com-
merce in connection with his business as such commodity trading
advisor or commodity pool operator : Previded, That the provisions of
this section shall not apply to any commodity trading advisor who,
during the course of the preceding twelve months, has not. furnished
commodity trading advice to more than fifteen persons and who does
ngt hold himself out generally to the public as a commodity trading
advisor.

“Sec. 4n. (1) Any commodity trading advisor or commodity pool
operator, or any person who contemplates becoming a commodity
trading advisor or commodity pool operator, may register under this
Act by filing an application with the Commission. Such application
shall contain such information, in such form and detail, as the Com-
mission may, by rules and regulations, prescribe as necessary or appro-
priate in the public interest, including tﬁe following :

“(A) the name and form of organization, including capital
structure, under which the applicant engages or intends to engage
in business; the name of the State under the laws of which he 1s
organized ; the location of his principal business office and branch
offices, if any; the names and addresses of all partners, officers,
directors, and persons performing similar functions or, if the
applicant be an individual, of such individual ; and the number of
employees; '

“(B) the education, the business affiliations for the past ten
years, and the present business affiliations of the applicant and of
his partners, officers, directors, and persons performing similar
functions and of any controlling person thereo%);

“(C) the nature of the business of the applicant, including the
manner of giving advice and rendering of analyses or reports;

“(D) the nature and scope of the authority of the applicant
with respect to clients’ funds and accounts;

“(E) the basis upon which the applicant is or will be com-
pensated ; and

“(F) such other information as the Commission may require
to determine whether the applicant is qualified for registration.

“(2) Except as hereinafter provided, such registration shall become
effective thirty days after the receipt of such application by the Com-
mission, or within such shorter period of time as the Commission may
determine.

“(3) All registrations under this section shall expire on the 30th
day of June of each year, and shall be renewed upon application there-
for subject to the same requirements as in the case of an original appli-
cation.

“(4) (A) Every commodity trading advisor and commodity pool
operator registered under this Act shall maintain books and records
and file such reports in such form and manner as may be prescribed
by the Commission. All such books and records shall be kept for a
period of at least three years, or longer if the Commission so directs,
and shall be open to inspection by any representative of the Com-
migsion or the Department of Justice. Upon the request of the Com-
mission, a registered commodity trading advisor or commodity pool
operator shall furnish the name and address of each client, sub-
seriber, or participant, and submit samples or copies of all reports,
letters, circulars, memorandums, publications, writings, or other litera-
ture or advice distributed to clients, subscribers, or participants, or
prospective clients, subscribers, or participants.
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“(B) Unless otherwise authorized by the Commission by rule or
regulation, all commodity trading advisors and commeodity pool
operators shall make a full and complete disclosure to their subscribers,
clients, or participants of all futures market positions taken or held
by the individual principals of their organization.

“(5) Every commodity pool operator shall regularly furnish state-
ments of account to each participant in his operations, guch statements
shall be in such form and manner as may be prescribed by the Com-
mission and shall include complete information as to the current status
of all trading accounts in which such participant has an interest.

“(6) The Commission is authorized, without hearing, to deny regis-
tration to any person as a commodity trading advisor or commogity
pool operator ifsuch person is subject to an outstanding order under
this Act denying to such person trading privileges on any contract
market, or suspending or revoking the registration of such person as
a commodity trading advisor, commodity pool operator, futures com-
mission merchant, or floor broker, or suspending or expelling such
person from membership on any contract market.

“('7) The Commission after hearing may by order deny registration,
revoke or suspend the registration of any commodity trading advisor
or commodity pool operator if the Commission finds that such denial,
revocation, or suspension is in the public interest and that—

“(A) the operations of such person disrupt or tend to disrupt
orderly marketing conditions, or cause or tend to cause sudden or
unreasonable fluictuations or unwarranted changes in the prices of
commodities;

“(B) such commodity trading advisor or commodity pool oper-
ator, or any partner, officer, director, person performing similar
funection or controlling person thereof-—

“(i) has within ten years of the issuance of such order
been convicted of any felony or misdemeanor involving the
purchase or sale of any commodity or security, or arising
out of any conduct or practice of such commodity trading
advisor or commodity pool operator or affiliated person as a
commodity trading advisor or commodity pool operator; or

“(i1) at the time of the issuance of such order, is perma-
nently or temporarily enjoined by order, judgment or decree
of any court of competent jurisdiction from acting as a com-
modity "trading advisor, commodity pool operator, futures
commission merchant, or floor broker, or as an affiliated per-

- son or employee of any of the foregoing, or from engaging

in or continuing any conduct or practice in connection with
any such activity or in connection with the purchase or sale
of commodities or securities; or .

“(C) any partner, officer, or director of such commodity trading
advisor or commodity pool operator, or any person performing
a similar function or any controlling person thereof is subject
to an outstanding order of the Commission denying trading privi-
leges on any contract market to such person, or suspending or
revoking the registration of such person as a commodity trading
advisor, commodity pool operator, futures commission merchant,
or floor broker, or suspending or expelling such person from
membership on any contract market.

“Sec. 40. (1) }it shall be unlawful for any commodity trading advisor
or commodity pool operator registered under this Act, by use of the
mails or anff means or instrumentality of interstate commerce, directly
or indirectly—

“(A) to employ any device, scheme, or artifice to defraud any
client or participant or prospective client or participant; or
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“(B) to engage in any transaction, practice, or course of busi-
ness which operates as a fraud or deceit upon any client or par-
ticipant or prospective client or participant.

“(2) It shall be unlawful for any commodity trading advisor or
commodity pool operator registered under this Act to represent or
imply in any manner whatsoever that he has been sponsored, recom-
mended, or approved, or that his abilities or qualifications have in
any respect been passed upon by the United States or any agency or
officer thereof : Provided, That this section shall not be construed to
prohibit a statement that a person is registered under this Act as a
commodity trading advisor or commodity pool operator, if such state-
ment is true in fact and if the effect of such registration is not mis-
represented.”

(b) Section 6(b) of the Commodity Exchange Act, as amended
(7 U.B.C. 9), is amended by inserting immediately before the words
“or ag floor broker” each time those words appear, the following:
“commodity trading advisor, commodity pool operator,”.

{c) Section 8a(1l) of the Commodity Exchange Act, as amended
(7T U.B.C. 12a(1)), is amended by inserting immediately before the
words “and floor brokers” the following: “commodity trading advi-
sors, commodity pool operators.”.

Sec. 206. The Commodity Exchange Act, as amended, is amended
by adding the following new section :

“Sec. 4p. The Commission may specify by rules and regulations
appropriate standards with respect to training, experience, and such
other qualifications as the Commission finds necessary or desirable to
insure the fitness of futures commission merchants, floor brokers, and
those persons associated with futures commission merchants or floor
brokers. In connection therewith, the Commission may prescribe by
rules and regulations the adoption of written proficiency examinations
to be given to applicants for registration as futures commission mer-
chants, floor brokers, and those persons associated with futures com-
mission merchants or floor brokers, and the establishment of reasonable
fees to be charged to such applicants to cover the administration of
such examinations. The Commission may further preseribe by rules
and regulations that, in lieu of examinations administered by the
Commission, futures associations registered under section 17 of this
Act or contract markets may adopt written proficiency examinations
to be given to applicants for registration as futures commission mer-
chants, floor brokers, and those persons associated with futures com-
mission merchants or floor brokers, and charge reasonable fees to such
applicants to cover the administration of such examinations. Notwith-
standin%) any other provision of this section, the Commission may
specify by rules and regulations such terms and conditions as it deems
appropriate to protect the public interest wherein exception to an
written proficiency examination shall be made with respect to indivi(f-r
uals who have demonstrated, through training and experience, the
degree of proficiency and skill necessary to protect the interests of the
customers of futures commission merchants and floor brokers.”

Sec. 207, Section 5 of the Commodity Exchange Act, as amended
(7 US.C. 7), is amended by adding after subsection (f) thereof the
following new subsection:

“(g) When such board of trade demonstrates that transactions for
future delivery in the commodity for which designation as a contract
market is sought will-not be contrary to the public interest.”

Sec. 208. Section ba of the Commodity Exchange Act, as amended
(71 U.8.C.Ta),is amended—




H.R.13113—13 *

(a) By inserting after the word “purposes” in subsection (7) the
following: “: And provided further, That this subsection shall apply
only to futures contracts for those commodities which may be deliv-
ered from a warehouse subject to the United States Warehouse Act”.

(b) By striking out “and” at the end of subsection (8).

(¢) By striking out the period at the end of subsection (9) and in-
serting in lieu thereof a semicolon.

(d) By adding at the end of subsection (9) thereof the following
new subsection :

“(10) permit the delivery of any commodity, on contracts of
sale thereof for future delivery, of such grade or grades, at such
point or points and at such quality and locational price differen-
tials as will tend to prevent or diminish price manipulation, mar-
ket congestion, or the abnormal movement of such commodity in
interstate commerce. If the Commission after investigation finds
that the rules and regulations adopted by a contract market per-
mitting delivery of any commodit{ on contracts of sale thereof
for future delivery, do not accomplish the objectives of this sub-
section, then the Commission shall notify the contract market of
its finding and afford the contract market an opportunity to make
appropriate changes in such rules and regulations. If the contract
market within seventy-five days of such notification fails to make
the changes which in the opinion of the Commission are necessary
to accomplish the objectives of this subsection, then the Commis-
sion after granting the contract market an opportunity to be
heard, may change or supplement such rules and regulations of
the contract market to achieve the above objectives: Provided,
That any order issued under this paragraph shall not apply to
contracts of sale for future delivery in any months in which con-
tracts are currently outstanding and open : And provided further,
That no requirement for an additional delivery point or points
shall be promulgated following hearings until the contract mar-
ket affected has had notice and opportunity to file exceptions to
the proposed order determining the location and number of such
delivery point or points;”.

SEc. 209. Section 5a of the Commodity Exchange Act, as amended
(7 U.S.C. 7a), is amended by adding a new subsection (11) as
follows: ]

“(11) provide a fair and equitable procedure through arbitra-
tion or otherwise for the settlement of customers’ claims and
grievances against any member or employee thereof: Provided,
That (1) the use of such procedure by a customer shall be volun-
tary, (i1) the procedure shall not be applicable to any claim in
excess of $15,000, (iii) the procedure shall not result in any com-
pulsory payment except as agreed upon between the parties, and
(iv) the term ‘customer’ as used in this subsection shall not include
a futures commission merchant or a floor broker; and”.

Skc. 210. Section 5a of the Commodity Exchange Act, as amended
(7 U.S.C. Ta), is amended by inserting the following new subsection
(12) as follows:

“(12) except as otherwise provided in this subsection, submit
to the Commission for its approval all bylaws, rules, regulations,
and resolutions made or issued by such contract market, or by
the governing board thereof or any committee thereof which
relate to terms and conditions in contracts of sale to be executed on
or subject to the rules of such contract market or relate to other
trading requirements except those relating to the setting of
levels of margin. The Commission shall approve, within thirty
days of their receipt unless the Commission notifies the contract
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market of its inability to make such determination within such
period of time, such bylaws, rules, regulations, and resolutions
upon a determination that such bylaws, rules, regulations, and
resolutions are not in violation of the provisions of this Act or
the regulations of the Commission and thereafter the Commis-
sion shall disapprove, after a,pprolpriate notice and opportunity
for hearing, any bylaw, rule, regulation, or resolution which the
Commission finds at any time is in violation of the provisions of
this Act or the regulations of the Commission. The Commission
shall specify the terms and conditions under which a contract
market may, in an emergency, as defined by the Commission,
adopt a temporary rule dealing with trading requirements with-
out prior Commission approval. In the event of such an emer-
gency, as defined by the Commission, requiring immediate action,
the contract market by a two-thirds vote of its governing board
may place into immediate effect without prior Commission
approval a temporary rule dealing with such emergency if it noti-
fieg the Commission of such action with a complete explanation of
the emergency involved. The Commission may adopt a regulation
exempting enumerated types of contract market operational and
administrative rules from the requirement that they be submitted
to the Commission for its approval.” ,

Sec. 211. The Commodity Exchange Act, as amended, is amended
by inserting the following new section immediately after section 6b
(yl' U.8.C. 13a) :

“Sec. 6c. Whenever it shall appear to the Commission that any
contract market or other person has engaged, is engaging, or is about
to engage in any act or practice constituting a violation of any pro-
vision of this Act or any rule, regulation, or order thereunder, or is
restraining trading in any commodity for future delivery, the Com-
mission may bring an action in the proper district court of the United
States or the proper United States court of any territory or other
place subject to the jurisdiction of the United States, to enjoin such
act or practice, or to enforce compliance with this Aet, or any rule,
regulation or order thereunder, and said courts shall have jurisdiction
to entertain such actions: Provided, That no restraining order or
injunction for violation of the provisions of this Act shall be issued
ex parte by said court. Upon a proper showing, a permanent or tem-
porary injunction or restraining order shall be granted without bond.
Upon application of the Commission, the district courts of the United
States and the United States courts of any territory or other place
subject to the jurisdiction of the United States shall also have juris-
diction to issue writs of mandamus, or orders affording like relief,
- commanding any person to comply with the provisions of this Act
or a,ng rule, regulation, or order of the Commission thereunder, includ-
ing the requirement that such person take such action as is necessary
to remove the danger of violation of this Act or any such rule, regula-
tion, or order: Provided, That no such writ of mandamus, or order
affording like relief, shall be issued ex parte. Any action under this
section may be brought in the district wherein the defendant is found
or is an inhabitant or transacts business or in the district where the
act or practice occurred, is occurring, or is about to oceur, and process
in such cases may be served in any district in which the defendant is
an inhabitant or wherever the defendant may be found. In lieu of
bringing actions itself pursuant to this section, the Commission may
-request the Attorney General to bring the action. Where the Commis-
sion elects to bring the action, it shall inform the Attorney General of
such suit and advise him of subsequent developments.”
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Sec. 212. (a) Section 6 of the Commodity Kxchange Act, as
amended (7 U.S.C. 8, 9, 18b, 15}, is amended—

(1) By substituting a comma for the period at the end of the
fourth sentence in paragraph (b) and adding thereafter the fol-
lowing : “and may assess such person a civil penalty of not more
than $100,000 for each such violation.”

(2) By adding in the sixth sentence in paragraph (b), a comma
after the word “petition” and inserting thereafter and before
the word “praying” the following phrase: “within fifteen days
after the notice of such order is given to the offending person.”.

(3) By adding after paragraph (c) thereof the following new
paragraph:

“(d) In determining the amount of the money penalty assessed
under paragraph (b) of this section, the Commission shall consider, in
the case of a person whose primary business involves the use of the
commodity futures market-—the appropriateness of such penalty to
the size of the business of the person charged, the extent of such per-
son’s ability to continue in business, and the gravity of the violation;
and in the case of a person whose primary business does not involve
the use of the commodity futures market—the appropriateness of such
penalty to the net worth of the person charged, and the gravity of the
violation. If the offending person upon whom such penalty is imposed,
after the lapse of the period allowed for appeal or after the affirmance
of such penalty, shall fail to pay such penalty the Commission shall
refer the matter to the Attorney General who shall recover such
penalty by action in the appropriate United States district court.”

(b) Section 8b of the Commodity Exchange Aect, as amended (7
U.S.C. 132}, is amended to read as follows:

“Sgc. 6b. If any contract market is not enforcing or has not enforced
its rules of government made a condition of its designation as set
forth in section 5 of this Act, or if any contract market, or any diree-
tor, officer, agent, or employee of any contract market otherwise is
violating or has violated any of the provisions of this Act or any of
the rules, regulations, or orders of the Commission thereunder, the
Commission may, upon notice and hearing and subject to appeal as in
other cases provided for in paragraph (a) of section 6 of this Act,
make and enter an order directing that such contract market, director,
officer, agent, or employee shall cease and desist from such violation,
and assess & civil penalty of not more than $100,000 for each such vio-
lation. If such contract market, director, officer, agent, or employee,
after the entry of such a cease and desist order and the lapse of the
period allowed for appeal of such order or after the affirmance of such
order, shall fail or refuse to obey or comply with such order, such con-
tract market, director, officer, agent, or employee shall be guilty of a
misdemeanor and, upon conviction thereof, shall be ﬁne(% not more
than $100,000 or imprisoned for not less than six months nor more
than one year, or both. Each day during which such failure or refusal
to obey such cease and desist order continues shall be deemed a separate
offense. If the offending contract market or other person upon whom
such penalty is imposed, after the lapse of the period allowed for
appeal or after the affirmance of such penalty, shall fail to pay such
penalty, the Commission shall refer the matter to the Attorney General
who shall recover such penalty by action in the appropriate United
States district court. In determining the amount of the money penalty
assessed under this section, the Commission shall consider the appro-
priateness of such penalty to the net worth of the offending person
and the gravity of the offense, and in the case of a contract market
shall further consider whether the amount of the penalty will mate-
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rially impair the contract market’s ability to carry on its operations
and duties.”

¢) Section 6(c¢) of the Commodity Exchange Act, as amended (7
U.S.C. 13b), is amended by deleting the words “not less than $500 nor
more than $10,000” and substituting therefor the words “not more
than $100,000”,

d) Section 9 of the Commodity Exchange Act, as amended (7
U.S.C. 13),is amended as follows:

(1) Subsection (a) is amended by striking “$10,000” and sub-
stituting therefor “$100,000”.

(2) Subsection (b) is amended by striking “$10,000” and sub-
stituting therefor “$100,000".

(8) Subsection (c) is amended by striking “$10,000” and sub-
stituting therefor “$100,000”.

Szme. 213. Section 8a of the Commodity Exchange Act, as amended
(7 US.C. 122), is amended by striking subsection (7) and inserting
in lieu thereof the following new subsection:

“(7) to alter or supplement the rules of a contract market inso-
far as necessary or appropriate by rule or regulation or by order,
if after making the appropriate request in writing to a contract
market that such contract market effect on its own behalf specified
changes in its rules and practices, and after appropriate notice

~and opportunity for hearing, the Commission determines that

such contract market has not made the changes so required, and
that such changes are necessary or appropriate for the protec-
tion of persons producing, handling, processing, or consuming
any commodity traded for future delivery on such contract mar-
ket, or the product or byproduct thereof, or for the protection of
traders or to insure fair dealing in commodities traded for future
delivery on such contract market. Such rules, regulations, or
orders may specify changes with respect to such matters as:
“{A) terms or conditions in contracts of sale to be executed
on or subject to the rules of such contract market;
“(BY the form or manner of execution of purchases and
sales for future delivery;
“(C) other trading requirements, excepting the setting of
levels of margin;
“(D) safeguards with respect to the financial responsibil-
ity of members;
“(E) the manner, method, and place of soliciting business,
including the content of such solicitations; and :
“(F) the form and manner of handling, recording, and
ac((:i;u}mting for customers’ orders, transactions, and accounts:
and”. :

Sec. 214. Section 8a of the Commodity Exchange Act, as amended

(7 U.8.C. 12a), is amended by adding the following new subsection
8):

“(8) to make and promulgate such rules and regulations with
respect to those persons registered under this Act, who are not
members of a contract market, as in the judgment of the Commis-
sion are reasonably necessary to protect the public interest and
Fromote just and equitable principles of trade, including but not
imited to the manner, method, and place of soliciting business,
including the content of such solicitation ; and”.

Sec. 215. Section 8a of the Commodity Exchange Act, as amended
F )U.S.C. 12a}, is amended by adding the following new subsection
9):
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“(9) to direct the contract market whenever it has reason to
believe that an emergency exists, to take such action as, in the
Commission’s judgment, is necessary to maintain or restore
orderly trading in, or liquidation of, any futures contract. The
term ‘emergency’ as used herein shall mean, in addition to threat-
ened or actual market manipulations and corners, any act of the
.United States or a foreign government affecting a commodity or
any other major market disturbance which prevents the market
from accurately reflecting the forces of supply and demand for
such commodity : Provided, That nothing herein shall be deemed
to limit the meaning or interpretation given by a contract market
to the terms ‘market emergency’, ‘emergency’, or equivalent lan-
guage in its own bylaws, rules, regulations, or resolutions.”

Skc. 216. The Commodity Exchange Act, as amended, is amended
by inserting the following new section immediately after section 8b
(g U.S.C. 12b) :

“Src. 8¢, (1) (A) Any exchange or the Commission if the exchange
fails to act, may suspend, expel, or otherwise discipline any person who
is a member of that exchange, or deny any person access to the
exchange. Any such action shall be taken solely in accordance with the
rules of that exchange. '

“(B) Any suspension, expulsion, disciplihary, or access denial
procedure established by an exchange rule shall provide for written
notice to the Commission and to the person who is suspended, expelled,
or disciplined, or denied access, within thirty days, which includes
the reasons for the exchange action in the form and manner the Com-
mission prescribes. Otherwise the notice and reasons shall be kept
confidential. A

“(2) The Commission may, in its discretion and in accordance with
such standards and procedures as it deems appropriate, review any
decision by an exchange whereby a person 1s suspended, expelled,
otherwise disciplined, or denied access to the exchange. In addition,
the Commission may, in its discretion and upon application of any
person who is adversely affected by any other exchange action, review
such action.

“(8) The Commission may affirm, modify, set aside, or remand any
exchange decision it reviews pursuant to subsection (2), after a deter-
mination on the record whether the action of the exchange was in
accordance with the policies of this Act. Subject to judicial review, any
order of the Commission entered pursuant to subsection (2) shall
govern the exchange in its further treatment of the matter.

“(4) The Commission, in its discretion, may order a stay of any
action taken pursuant to subsection (1) pending review thereof.”

Skc. 217. (a) No person shall offer to enter into, enter into, or confirm
the execution of any transaction for the delivery of silver bullion, gold
bullion, or bulk silver coins or bulk gold coins, pursuant to a standard-
ized contract commonly known to the trade as a margin account,
margin contract, leverage account, or leverage contract contrary to
any rule, regulation, or order of the Commodity Futures Trading Com-
mission designed to insure the financial solvency of the transaction or
prevent manipulation or fraud : Provided, That such rule, regulation,
or order may be made only after notice and opportunity for hearing.
If the Commission determines that any such transaction is a contract
for future delivery within the meaning of the Commodity Exchange
Act, as amended, such transaction shall be regulated in accordance
with the provisions of such Act.

(b) The provisions of section 9(c) of the Commodity Exchange
Act, as amended, shall be applicable with respect to persons who
violate the provisions of this section.
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TITLE IIT-ENABLING AUTHORITY FOR CREATION OF
NATIONAL FUTURES ASSOCIATIONS

Sec. 301. The Commodity Exchange Act, as amended, is amended
by adding the following new section :

“Skc. 17. (a) Any association of persons may be registered with
the Commission as a registered futures association pursuant to sub-
section (b) of this section, under the terms and conditions hereinafter
provided in this section, by filing with the Commission for review and
approval a registration statement in such form as the Commission
may preseribe, setting forth the information, and accompanied by the
documents, below specified :

“(1) Data as to its organization, membership, and rules of pro-
cedure, and such other information as the Commission may by rules
and regulations require as necessary or appropriate in the public
interest; and ‘

“(2) Copies of its constitution, charter, or articles of incorporation
or association, with all amendments thereto, and of its bylaws, and
of any rules or instruments corresponding to the foregoing, whatever
the name, hereinafter in this section collectively reterred to as the
‘rules of the association’.

“(b) An apiplicant association shall not be registered as a futures
association unless the Commission finds, under standards established
by the Commission, that—

“(1) such association is in the public interest and that it will be
able to comply with the provisions of this section and the rules
and regulations thereunder and to carry out the purposes of this
seetion ;

“(2) the rules of the association provide that any person reg-
istered under this Act, contract market, or any other person desig-
nated pursuant to the rules of the Commission as eligible for
membership may become a member of such association, except
such as are excluded fursuant to paragraph (i) or (4&%1 of this
subsection, or a rule of the association permitted under this para-
graph. The rules of the association may restrict membership in
such association on such specified basis relating to the type of
business done by its memEers, or on such other specified and
appropriate basis, as appears to the Commission to be necessary or
appropriate in the public interest and to carry out the purpose of
this section. Rules adopted by the association may provide that
the association may, unless the Commission directs otherwise in
cases in which the Commission finds it appropriate in the public
interest so to direct, deny admission to, or refuse to continue in
such association any person if (i) such person, whether prior or
subsequent to becoming registered as such, or (ii) any person
associated with in the meaning of ‘associated person’ as set forth
in section 4k of this Act, Whetger prior or subsequent to becoming
so associated, has been and is suspended or expelled from a con-
tract market or has been and is barred or suspended from being
associated with all members of such contract market, for violation
of any rule of such contract market ;

“(8) the rules of the association provide that, except with the
approval or at the direction of the gommission 1n cases in which
the Commission finds it appropriate in the public interest so to
approve or direct, no person shall be admitted to or continued in
membership in such association, if such person—

“(A) has been and is suspended or expelled from a reg-
istered futures association or from a contract market or has
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been and is barred or suspended from being associated with
all members of such association or from being associated with
all members of such contract market, for violation of any rule
of such association or contract market which prohibits any
act or transaction constituting conduct inconsistent with just
and equitable principles of trade, or requires any act the
omission of which constitutes conduct inconsistent with just
and equitable principles of trade; or

“(B) is subject to an order of the Commission denying,
suspending, or revoking his registration pursuant to section
6(b) of this Act (7 U.S.C. 9), or expelling or suspending him
from membership in a registered futures association or a con-
tract market, or barring or suspending him from being asso-
ciated with a futures commission merchant; or

“(C) whether prior or subsequent to becoming a member,
by his conduct while associated with a member, was a cause
of any suspension, expulsion, or order of the character
described in clause (A) or (B) which is in effect with respect
to such member, and in entering such a suspension, expulsion,
or order, the Commission or any such contract market or
association shall have jurisdiction to determine whether or
not any gerson was a cause thereof; or

“(D) has associated with him any person who is known,
or in the exercise of reasonable care should be known, to him
to be a person who would be ineligible for admission to or
continuance in membership under clause (A), (B), or (C)
of this paragraph.

“(4) the rules of the association provide that, except with the
approval or at the direction of the gommission in cases in which
the Commission finds it appropriate in the public interest so to
approve or direct, no person shall become a member and no nat-
ural person shall become a person associated with a member, unless
such person is qualified to become a member or a person associated
with 4 member in conformity with specified and appropriate
standards with respect to the training, experience, and such other
3ualiﬁcations of such person as the association finds necessary or

esirable, and in the case of a member, the financial responsibility
of such a member. For the purpose of defining such standards and
the application thereof, such rules may—

“(A) appropriately classify prospective members (taking
into account relevant matters, including type or nature of
business done) and persons proposed to be associated with
members.

“(B) specify that all or any portion of such standard shall
be applicable to any such class.

“ (PC) require persons in any such class to pass examina-
tions prescribed in accordance with such rules.

“(D) provide that persons in any such class other than
prosFectlve members and partners, officers and supervisory
employees (which latter term may be defined by such rules
and as so defined shall include branch managers of members)
of members, may be qualified solely on the basis of compliance
with specified standards of training and such other qualifica-
tions as the association finds appropriate.

“(E) provide that applications to become a member or
a person associated with a member shall set forth such faets
as the association may prescribe as to the training, experience,
and other qualifications (including, in the case of an appli-
cant for membership, financial responsibility) of the appli-
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cant and that the association shall adopt procedures for
verification of qualifications of the applicant.

“(F) require any class of persons associated with a mem-
ber to be registered with the association in accordance with
procedures specified by such rules (and any application or
document supplemental thereto required by such rules of a

erson seeking to be registered with such association shall,

or the purposes of subsection (b) of section 6 of the Act, be
deemed an application required to be filed under this section).

“(5) the rules of the association assure a fair representation of
its members in the adoption of any rule of the association or
amendment thereto, the selection of its officers and directors, and
in all other phases of the administration of its affairs.

“(8) the rules of the association provide for the equitable allo-
cation of dues among its members, to defray reasonable expenses
of administration.

“(7) the rules of the association are designed to prevent fraud-
ulent and manipulative acts and practices, to promote just and
equitable principles of trade, in general, to protect the public
interest, and to remove impediments to and perfect the mechanism
of free and open futures trading.

“(8) the rules of the association provide that its members and
persons associated with its members shall be appropriately dis-
ciplined, by expulsion, suspension, fine, censure, or being sus-
pended or barred from being associated with all members, or any
other fitting penalty, for any violation of its rules.

“(9) the rules of the association provide a fair and orderly
procedure with rasgect to the disciplining of members and per-
sons associated with members and the denial of membership to
any person seeking membership therein or the barring of any
person from being associated with a member. In any proceeding
to determine whether any member or other person shall be disci-
plined, such rules shall require that specific charges be brought ;
that such member or person shall be notified of, and be given an
opportunity to defend against, such charges; that a record shall
be kept; and that the determination shall include—

“(A) a statement setting forth any act or practice in which
such member or other person may be found to have engaged,
or which such member or other person may be found to have
omitted.

“(B) a statement setting forth the specific rule or rules of
the association of which any such act or practice, or omission
to aet, is deemed to be in violation.

“(C) a statement whether the acts or practices prohibited
by such rule or rules, or the omisssion of any act required
thereby, are deemed to constitute conduct inconsistent with
just and equitable principles of trade.

“(D) a statement setting forth the penalty imposed.

In any proceeding to determine whether a person shall be denied
membership or whether any person shall be barred from being
associated with a member, such rules shall provide that the person
shall be notified of, and be given an opportunity to be heard upon,
the specific grounds for denial or bar which are under considera-
tion; that a record shall be kept; and that the determination shall
get;efiorth the specific grounds upon which the denial or bar is
ased.

“(10) the rules of the association provide for a fair and
equitable procedure through arbitration or otherwise for the set-
tlement of a customer’s claims and grievances against any member
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or employee thereof : Provided, That (i) the use of such procedure
by & customer shall be voluntary, (ii) the procedure shall not be
applicable to any claim in excess of $5,000, (iii) the procedure
shall not result in any compulsory payment except as agreed upon
between the parties, and gv) the term ‘customer’ as used in this
subsection shall not include a futures commission merchant or a
floor broker. .

“(c) The Commission may, after notice and opportunity for hear-
ing, suspend the registration of any futures association if it finds that
the rules thereof do not conform to the requirements of the Commis-
sion, and any such suspension shall remain in effect until the Com-
mission issues an order determining that such rules have been modified
to conform with such requirements. )

“(d) In addition to the fees and charges authorized by section 8a
(4) of this Act, each person registered under this Act, who is not a
member of a futures, association registered pursuant to this section,
shall pay to the Commission such reasonable fees and charges as may
be necessary to defray the costs of additional regulatory duties
required to be performed by the Commission because such person is not
a member of a registered futures association. The Commission shall
establish such additional fees and charges by rules and regulations.

“(e) Any person registered under this Act, who is not a member of
a futures association registered pursuant to this section, in addition
to the other requirements and obligations of this Act and the regula-
tions thereunder shall be subject to such other rules and regulations as
the Commission may find necessary to grotect the public interest and
promote just and equitable principles of trade.

“(f) Upon filing of an application for registration pursuant to sub-
section (a), the Commission may by order grant such registration if
the requirements of this section are satisfied. If, after appropriate
notice and opportunity for hearing, it appears to the Commission that
any requirement of this section is not satisfied, the Commission shall
by order deny such registration. B

“(g) A registered futures association may, upon such reasonable
notice as the Commission may deem necessary in the public interest,
withdraw from registration by filing with the Commission a written
notice of withdrawal in such form as the Commission may by rules and
regulations.preseribe. .

‘(h) If any registered futures association takes any disciplina
action against any member thereof or any person associated with suc
& member or denies .admission to any person seeking membership
therein, or bars any person from being associated with a member,
such action shall be subject to review by the Commission, on its own
motion, or upon application by any person aggrieved thereby filed
within thirty days after such action has been taken or within such
longer period as the Commission may determine. Application to the
Commission for review, or the institution of review by the Commission
on its own motion, shall operate as a stay of such action until an order
is issued upon such review pursuant to subsection (k) of this section
unless the Commission otherwise orders, after notice and opportunity
for hearing on the question of a stay (which hearing may consist solely
of affidavits and oral arguments). :

“(1) (13 In a proceeding to review disciplinary action taken by a
registered futures association against a member thereof or a person
associated with a member, if the Commission, after appropriate notice
and opportunity for hearing, upon consideration of the record before
the association and such other evidence as it may deem relevant—
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“(A) finds that such member or person has engaged in such
acts or practices, or has omitted such act, as the association has
found him to have engaged in or omitted, and

“(B) determines that such acts or practices, or omission to act,
are 1n violation of such rules of the association as have been desig-
nated in the determination of the association, the Comunission
shall by order dismiss the proceeding, unless it appears to the
Commission that such action should be modified in accordance
with paragraph (2) of this subsection. The Commission shall like-
wise determine whether the acts or practices prohibited, or the
omission of any act required, by any such rule constitute conduct
inconsistent with just and equitable principles of trade, and shall
so declarve. If it appears to the Commission that the evidence does
not warrant the finding required in clause (A), or if the Com-
mission determines that such acts or practices as are found to have
been engaged in are not prohibited by the designated rule or rules
of the association, or that such act as 1s found to have been omitted
is not required by such designated rule or rules, the Commission
shall by order set aside the action of the association.

“(2) If, after appropriate notice and opportunity for hearing, the
Commission finds that any penalty imposed upon a member or person
associated with a member is excessive or oppressive, having due regard
to the public interest, the Commission shall by order cancel, reguce,
or require the remission of such penalty.

“(3) In any proceeding to review the denial of membership in a
registered futures association or the barring of any person from being
associated with a member, if the Commission, after appropriate notice
and hearing, and upon eonsideration of the record before the associa-
tion and such other evidence as it may deem relevant, determines that
the specific grounds on which such denial or bar is based exist in fact
and are valid under this section, the Commission shall by order dismiss
the proceeding ; otherwise, the Commission shall by order set aside the
action of the association and require it to admit the applicant to
membership therein, or to permit such person to be associated with
a member.

“(j) Every registered futures association shall file with the Com-
mission in accordance with such rules and regulations as the Commis-
sion may prescribe as necessary or appropriate in the public interest,
copies of any changes in or additions to the rules of the association,
and such other information and documents as the Commission may
re%uire to keep current or to supplement the registration statement
and documents filed pursuant to subsection (a) of this section. Any
change in or addition to the rules of a registered futures association
shall be submitted to the Commission for approval and shall take
effect upon the thirtieth day after such approval by the Commission,
or upon such earlier date as the Commission may determine, unless the
Commigsion shall enter an order disapproving such change or addi-
tion ; and the Commission shall enter such an order unless such change
or addition appears to the Commission to be consistent with the
requirements of this section and the provisions of this Act.

(k) (1) The Commission is authorized by order to abrogate any
rule of a registered futures association, if after appropriate notice and
opportunity for hearing, it appears to the Commaission that such abro-
%ation is necessary or appropriate to assure fair dealing by the mem-

ers of such association, to assure a fair representation of its members
in lthe administration of its affairs or effectuate the purposes of this
title.
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“(2) The Commission may in writing request any registered futures
assoclation to adopt any specified alteration or supplement to its rules’
with respect to any of the matters hereinafter enumerated. If such
association fails to adopt such alteration or supplement within a
reasonable time, the Commission is authorized by order to alter or
supplement the rules of such association in the manner theretofore
requested, or with such modifications of such alteration or supplement
as 1t deems necessary if, after appropriate notice and opportunity for
hearing, it appears to the Commission that such alteration or supple-
ment is necessary or appropriate in the public interest or to effectuate
the purposes of this section, with respeet to—

“(A) the basis for, and procedure in connection with, the denial
of membership or the barring from being associated with a mem-
ber or the disciplinir;% of members or persons associated with
members, or the qualifications required for members or natural
persons associated with members or any class thereof;

“(B) the method for adoption of any change in or addition to
the rules of the association;

“(C) the method of choosing officers and directors.

“(1) The Commission is authorized, if such action appears to it to be
necessary or appropriate in the public interest or to carry out the pur-
poses of this section-—

“(1) after appropriate notice and opportunity for hearing, by
order to suspend for a period not exceeding twelve months or to
revoke the registration of a registered futures association, if the
Commission finds that such association has violated any provisions
of this title or any rule or regulation thereunder, or has failed to
enforce compliance with its own rules, or has engaged in any other
activity tending to defeat the purposes of this Act; ‘

“(2) after appropriate notice and opportunity for hearing, by
order to suspend for a period not exceeding twelve months or to
expel from a registered futures association any member thereof,
or to suspend for a period not exceeding twelve months or to bar
any person from being associated with a member thereof, if the
Commission finds that such member or person—

“{A) has violated any provision of this title or any rule or
regulation thereunder, or has effected any transaction for any
other person who, he had reason to believe, was violating with
respect to such transaction any provision of this title or any
rule or regulation thereunder; or

“(B) has willfully violated any provision of the Commod-
ity Exchange Act, as amended, or of any rule, regulation, or
order thereunder, or has effected any transaction for any
other person who, he had reason to believe, was willfully vio-
lating with respect to such transaction any provision of such
Act or rule, regulation, or order.

“(8) after appropriate notice and opportunity for hearing, by
order to remove from office any officer or director of a registered
futures association who, the Commission finds, has willfully failed
to enforce the rules of the association, or has willfully abused his
authority.

“{m) The Commission shall include in its annual reports to Congress
information concerning any futures associations registered pursuant
to this section and the effectiveness of such associations in regulating
the practices of the members.”
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TITLE IV—MISCELLANEOUS PROVISIONS

Sec. 401. Section 9 of the Commodity Exchange Act, as amended
(7 U.S.C. 13), is amended by adding the following new subsections:

“(d) It shall be a felony punishable by a fine of not more than
$10,000 or imprisonment for not more than five years, or both, together
with the costs of prosecution, for any Commissioner of the Commis-
sion or any employee or agent thereof, to %a:rticipa,te, directly or in-
directly, in any transaction in commodity futures or any transaction
of the character of or which is commonly known to the trade as an
‘option’, ‘privilege’, ‘indemnity’, ‘bid’, ‘offer’, ‘put’, ‘call’, ‘advance
guaranty’, or ‘decline guaranty’, or for any such person to participate,
directly or indirectly, in any investment transaction in an actual com-
modity : Provided, That such prohibition against any investment
transaction in an actual commodity shall not apply to a transaction
in which such person buys an agricultural commodity or livestock for
use in his own farming or ranching operations or sells an agricultural
commodity which he has produced in connection with his own farming
or ranching operations nor to any transaction in which he sells live-
stock which he has owned at least three months. With respect to such
excepted transactions, the Commission shall require any Commissioner
of the Commission or any employee or agent thereof who participates
in any such transaction to notify the Commission thereof in accordance
with such regulations as the Commission shall prescribe and the Com-
mission shall make such information available to the public.

“{e) It shall be a felony punishable by a fine of not more than
$10,000 or imprisonment for not more than five years, or both, together
with the costs of prosecution— (1) for any Commissioner of the Com-
mission or any employee or agent thereof who, by virtue of his employ-
ment or position, acquires information which may affect or tend to
affect the price of any commodity futures or commodity and which
information has not been made public to impart such information
with intent to agsist another person, directly or indirectly, to partici-
pate in any transaction in commodity futires, any transaction in an
actual commodity, or in any transaction of the character of or which
is commenly known to the trade as an ‘option’, ‘grivilege’, ‘indemnity’,
‘bid’, ‘offer’, ‘put’, ‘call’, ‘advance guaranty’, or ‘decline guaranty’; and
(2) for any person to acquire such information from any Commissioner
of the Commission or any employee or agent thereof and to use such
information in any transaction in commodity futures, any transaction
in an actual commodity, or in any transaction of the character of or
which is commonly known to the trade as an ‘option’, ‘privilege’,
‘indemnity’, ‘bid’, ‘offer’, ‘put’, ‘call’, ‘advance guaranty’, or ‘decline
guaranty’.”

Sec. 402. Section 4¢ of the Commodity Exchange Act, as amended
(TU.B.C. 6¢),1s amended—

(a) By inserting “(a)” after “Szrc. 4¢.”.

(b) By striking paragraph (B) in its entirety and inserting in lieu
thereof the following:

. “(B) if such transaction involves any commodity specifically
set forth in section 2(a) of this Act, prior to the enactment of the
Commodity Futures Trading Commission Act of 1974, and if
such transaction is of the character of, or is commonly known to
the trade as, an ‘option’, ‘privilege’, ‘indemnity’, ‘bid’, ‘offer’, ‘put’,
‘call’, ‘advance guaranty’, or ‘decline guaranty’, or”.

(¢) By adding at the end thereof the following new subsection :

“(b) No ¥erson shall offer to enter into, enter into, or confirm the
execution of, any transaction subject to the provisions of subsection
(a) of this section involving any commodity regulated under this Act,
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but not specifically set forth in section 2(a) of this Act, prior to the
enactment of the Commodity Futures Trading Commission Act of
1974, which is of the character of, or is commonly known to the trade
as, an ‘option’, ‘privilege’, ‘indemnity’, ‘bid’, ‘offer’, ‘put’, ‘call’, ‘advance
guaranty’, or ‘decline guaranty’, contrary to any rule, regulation,
or order of the Commission prohibiting any such transaction or allow-
ing any such transaction under such terms and conditions as the Com-
mission shall prescribe within one year after the effective date of the
Commodity Futures Trading Commission Act of 1974 unless the Com-
mission determines and no?i%es the Senate Committee on Agriculture
and Forestry and the House Committee on Agriculture that it is
unable to preseribe such terms and conditions within such period of
time : Provided, That any such order, rule, or regulation may be made
only after notice and opportunity for hearing : And provided further,
That the Commission may set different terms and conditions for
different markets.”

(d) By striking the last sentence of subsection (a) as designated by
this section.

Seo. 403. Section 4a(1) of the Commeodity Exchange Act, as
amended (7 U.S.C. 6a), is amended by inserting, following the word
“straddles” in the last sentence of such paragraph the words “or
‘arbitrage’ ” and by adding the following new sentences at the end
of such paragraph: “The word ‘arbitrage’ in domestic markets shall
be defined to mean the same as a ‘spread’ or ‘straddle’. The Commis-
sion is authorized to define the term ‘international arbitrage’.”

Sec. 404. Section 4a(8) of the Commedity Exchange Act, as
amended (7 U.S.C. 6a), is amended by deleting the period at the end
of the first sentence and adding “as such terms shall be defined by
the Commission within ninety days after the effective date of the
Commodity Futures Trading Commission Aect of 1974 by order con-
sistent with the purposes of this Act.”; and by deleting, effective
immediately on_enactment of this Act, the remainder of paragraph
(3) : Provided, That notwithstanding any other provision of law, tie
Secretary of Agriculture, immediately upon the enactment of the
Commodity Futures Trading Commission Act of 1974, is authorized
and directed to promulgate regulations defining bona fide hedging
transactions and positions: And provided further, That until the Sec-
retary issues such regulations defining bona fide hedging transactions
and positions and such regulations are in full force and effect, such
terms shall continue to be defined as set forth in the Commodity
Exchange Act prior to its amendment by the Commodity Futures
Trading Commission Act of 1974.

Sec. 405. Section 4b of the Commodity Exchange Act, as amended
(7 U.S.C. 6b), is amended—

(a) By deleting the word “cotton” where it appears in the last full
paragraph of such section, and inserting in lieu thereof the words
“a commodity”.

(b) By striking the period at the end of such section and adding
the following: “: And provided further, That such transactions shall
be made in accordance with such rules and regulations as the Com-
mission may promulgate regarding the manner of the execution of
such transactions.”

Sec. 406. Section 5a(6) of the Commodity Exchange Act, as
amended (7 U.S.C. Ta), is amended by deleting the semicolon at the
end of said subsection and imserting in lieu thereof the following:
“and adopted by the Commission ;”.

Sec. 407. Section 5a(8) of the Commodity Exchange Act, as
amended (7 U.S.C. 7a), is amended— :
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(a) By deleting the words “not been disapproved by the Secretary
of Agriculture pursuant to paragraph (7) of section 8a” and inserting
in lieu thereof the words “been approved by the Commission pursuant
to paragraph (12) of section 5a”.

(b) %I); deleting the word “so”, and inserting the words “by the
Commission” immediately before the semicolon at the end of such
subsection.

Sgc. 408, Section 6(b) of the Commodity Exchange Act, as amended
(7U.S.C. 9),is amended—

(a) By striking in the second sentence “a referee” and inserting
in lieu thereof “an Administrative Law Judge”.

(b) By striking the word “referee” each other place it appears
and inserting in lieu thereof “Administrative Law Judge”.

Skc. 409. Section 9(c) of the Commodity Exchange Act, as amended
(7U.8.C. 13), is amended by inserting after “section 4i” the following :
“section 4k, section 4m, section 40,”.

Sec. 410. Section 5108(e) of title 5 of the United States Code is
amended by adding after paragraph (11) thereof the following new
paragraph:

“(12) The Commodity Futures Trading Commission, subject to the
standards and procedures preseribed by this chapter, may place an
additional twenty positions in GS-16, GS-17, and GS-18 for purposes
of carrying out its functions.”

Skc. 411. All operations of the Commodity Exchange Commission
and of the Secretary of Agriculture under the Commodity Exchange
Act, including all pending administrative proceedings, shall be trans-
ferred to the Commeodity Futures Trading Commission as of the
effective date of this Act and continue to completion, All rules, regula-
tions, and orders heretofore issued by the Commodity Exchange Com-
mission and by the Secretary of Agriculture under the Commodity
Exchange Act to the extent not inconsistent with the provisions of this
Act shall continue in full force and effect unless and until terminated,
modified, or suspended by the Commodity Futures Trading
Commission.

Skc. 412. Pending proceedings under existing law shall not be
abated by reason of any provision of this Act but shall be disposed of
pursuant to the applicable provisions of the Commodity Exchange
Act, as amended, in effect prior to the effective date of this Act.

Skc. 413. If any provision of this Act or the application thereof to
any person or circumstances is held invalid, the validity of the remain-
der of the Act and the application of such provision to other persons
or circumstances shall not be affected thereby.

Sec. 414. The Commodity Exchange Act, as amended, is amended
by adding the following new section at the end thereof:

“Sgc. 16. (a) The Commission may conduct regular investigations
of the markets for goods, articles, services, rights, and interests which
are the subject of futures contracts, and furnish reports of the findings
of these investigations to the public on a regular basis. These market
reports shall, where appropriate, include information on the supply,
demand, prices, and other conditions in the United States and other
countries with respect to such goods, articles, services, rights, interests,
and information respecting the futures markets.

“{b) The Commission shall cooperate with the Department of Agri-
culture and any other Department or Federal agency which makes
market investigations to avoid unnecessary duplication of informa-
tion-gathering activities.

“(e) The Department of Agriculture and any other Department or
Federal agency which has market information sought by the Commis-
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sion shall furnish it to the Commission upon the request of any author-
ized employee of the Commission. The Commission shall abide by any
rules of confidentiality applying to such information.

“(d) The Commission shall not disclose in such reports data and
information which would separately disclose the business transactions
of any person and trade secrets or names of customers except as pro-
vided in section 8 of this Act.”

Skc. 415, Section 4g of the Commodity Exchange Aet, as amended,
is amended by inserting “{(1)” after the section designation and by
adding the following new subsections:

“(2) Every clearinghouse and contract market shall maintain daily
trading records. The daily trading records shall include such informa-
tion as the Commission shall prescribe by rule. .

“(3) Brokers and futures commission merchants shall maintain
daily trading records for each customer in such manner and form as
to be identifiable with the trades referred to in subsection (2).

“(4) Daily trading records shall be maintained in a form suitable
to the Commission for such period as may be required by the Com-
mission. Reports shall be made from the records maintained at such
times and at such places and in such form as the Commission may
prescribe by rule, order, or regulation in order to protect the public
interest and the interest of persons trading in commodity futures.

“(5) Before the beginning of trading each day, the exchange shall,
insofar as is practicable and under terms and conditions specified by
the Commission, make public the volume of trading on each type of
contract for the previous day and such other information as the Com-
mission deems necessary in the public interest and prescribes by rule,
order, or regulation.

“(6) Nothing contained in this section shall be construed to prohibit
the Commission from making separate determinations for different
clearinghouses, contract markets, and exchanges when such determi-
nations are warranted in the judgment of the Commission.”

Sec. 416. The Commodity Exchange Act, as amended, is amended
by adding at the end thereof the following new section:

“Src. 18. (a) The Commission shall establish and maintain, as part
of its ongoing operations, research and information programs to (1)
determine the feasibility of trading by computer, and the expanded
use of modern information system technology, electronic data process-
ing, and modern communication systems by commodity exchanges,
boards of trade, and by the Commission itself for purposes of improv-
ing, strengthening, facilitating, or regulating futures trading
operations; (2) assist in the development of educational and other
informational materials regarding futures trading for dissemination
and use among producers, market users, and the general public; and
(3) carry out the general purposes of this Act.

“(b) The Commission shall include in its annual reports to Congress
plans and findings with respect to implementing this section.”

Sec. 417. The Commodity Futures Trading Commission shall sub-
mit to the Congress, not later than June 30,1976, a report respecting the
need for legislation insuring owners of commodity futures accounts
and persons handling or clearing trades in such accounts against loss
by reason of the insolvency or financial failure of a futures commis-
sion merchant carrying such accounts. The report shall contain the
recommendations of the Commission concerning the form and nature
of any such legislation.

Skc. 418. (a) Except as otherwise provided specifically in this Act,
the effective date of this Act shall be the 180th day after enactment.
The Commission referred to in section 101 is hereby established effec-
tive immediately on enactment of this Act. Sections 102 and 410 shall
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be effective immediately on enactment of this Act. Activities necessary
to implement the changes effected by this Act may be carried out after
the date of enactment and before as well as after the 180th day there-
after. Activities to be carried out after the date of enactment and before
the 180th day thereafter may include, but are not limited to the follow-
ing: designation of boards of trade as contract markets, registration
of futures commission merchants, floor brokers, and other persons
required to be registered under the Act, approval or modification of
bylaws, rules, regulations, and resolutions of contract markets, and
issuance of regulations, effective on or after the 180th day after
enactment ; appointment and compensation of the members of the Com-
mission ; hiring and compensation of stafl; and conducting of investi-
gations and hearings. Nothing in this Act shall limit the authority of
the Secretary of Agriculture or the Commodity Exchange Commission
under the Commodity Exchange Act, as amended, prior to the 180th
day after enactment of this Act.

(b) Funds appropriated for the administration of the Commodity
Exchange Act, as amended, may be used to implement this Act
immediately after the date of enactment of this Act.

Speaker of the House of Representatives.

Vice President of the United States and
President of the Senate.
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THE WHITE HOUSE

STATEMENT BY THE PRESIDENT

I am pleased to announce that I have signed into law H.R, 13113, the
Commodity Futures Trading Commission Act of 1974.

This act will provide the first major overhaul of the existing Commodity
Exchange Act since its inception by establishing a new regulatory structure

to apply to all commodity futures trading. This is an objective which I
fully support.

This legislation was prompted by increasing concern that Federal regulation
of commodity futures trading is too narrow in scope and that the present
regulatory system is inadequate. In the past few years, the Federal
Government has disposed of large accumulations of minerals and agricultural
commodities. But present stocks are not large enough to stabilize prices.
The recent market situation has been characterized by widely swinging prices.
The futures markets have become increasingly important to our marketing
system -- with the value of futures trading now totaling $500 billion annually.

The increased trading has attracted more speculators and vastly increased
the potential for unethical and illegal practices. This has resulted in failures
of financial firms and losses by innocent investors.

Consumers also have suffered since the gyrations of the futures markets
have, in some cases, driven up prices to consumers.

It is important that futures trading take place under conditions in which
traders and the public have full confidence in the system. This new law is
an important step in this direction.

Unfortunately, in passing an otherwise desirable bill, the Congress has in-
corporated three objectionable provisions which would enable the new
Commodity Futures Trading Commission to compromise traditional Executive
Branch functions. I find these provisions unacceptable as well as being
unnecessary for the effective operation of the Commission.

The first one would require the concurrent submission of Commission budget
requests to Congress and to the President or to the Office of Management

and Budget. This would in effect undercut the provisions of the Budget and
Accounting Act of 1921 which requires the President to submit to Congress a
single coordinated budget. It also represents a retreat from my goal of
reduced federal spending, since it will make it more difficult for me to

review all requests for federal spending in advance of submission to Congress.

Second, as with the budget requests, it would require concurrent submission
of the Commission's legislative proposals. If extended to other agencies,
such a requirement would make it difficult for me to develop and present to
the Congress a coherent, coordinated legislative program.

Third, the Commission is empowered to appoint an Executive Director by

and with the advice and consent of the Senate. This raises serious constitutional
questions, by providing for an Executive Branch appointment in a manre r not
contemplated by the Constitution. This encroachment on the separation of
powers can easily be corrected by deletion of the request for Senate confirma-
tion of the Executive Director.

MORE




-2-

Nevertheless, because of the need for better regulation of commodity
futures trading, I have signed H.R, 13113, notwithstanding my strong objec-
tions to these three provisions which erode necessary Executive control.

I will submit to the Congress legislation which would correct these three
provisions and I will strongly urge its passage during this session of the

93rd Congress.




October 11, 197h

Dear Mr., Director:

The following bills we e received at the White
House on October 1lth:

H.J. Bes, %/ H.R. 11510 ;

H.R. 3903 H.R, 13113

8.3.9075/ B, 13280
Plesse let the President have reports and
recoomendations as to the approval of these
bills as soon as possidle.

Sincerely,

Rebert D, Linder
Chief Executive Clerk

The Honorable Roy L. Ash

Office of Management and Budget
Washington, D, C,






