


In a world of increasing volatility, CME Group is where the world comes to manage risk across all major
asset classes — interest rates, equity indexes, foreign exchange, energy, agricultural commodities, metals,
and alternative investments like weather and real estate. Built on the heritage of CME, CBOT and NYMEX,
CME Group is the world's largest and most diverse derivatives exchange encompassing the widest range of
benchmark products available. CME Group brings buyers and sellers together on the CME Globex electronic
trading platform and on trading floors in Chicago and New York. We provide you with the tools you need to
meet your business objectives and achieve your financial goals. And CME Clearing matches and settles all
trades and guarantees the creditworthiness of every transaction that takes place in our markets.
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INTRODUCTION

On September 22, 1981, the National Futures Association (NFA)
was granted registration by the Commodity Futures Trading
Commission (CFTC) as a self-regulatory organization for the
futures and options industry. Within a few months, the United
States Congress ratified the CFTC’s actions and the Introducing

Broker (IB) status came into being.

By June 2008, the NFA listed 1,609 registered Introducing Brokers
and members of the NFA. While the number fluctuates slightly as
some offices merge, or their owners retire, the number of registered

IBs has remained generally consistent for the past 27 years.

IBs have changed along with the industry since 1981. In the
early years, IBs most often dealt with agricultural customers and
products. IBs were generally located in the Midwest, often in
rural areas as a part of a grain elevator or feedlot. The IB office
serviced local customers, frequently people living and farming
in the immediate community, and many of the offices had a very

seasonal business.

Today, only about 45 percent of all IBs describe themselves as
primarily agriculturally oriented. Financial products such as
S&P 500 futures contracts, and futures on interest rates and
foreign currencies are most often a significant part of the IB’s
business, while special focus offices trade energies, metals,

cotton and handle FX transactions.

Ilinois still has the largest number of registered IBs, with Florida,

Texas, New York, California, Nebraska and Iowa following closely.

Today, because of inexpensive, fast information about the
markets available through Web sites on the Internet, and
equipment such as handheld quotation devices, IBs can offer

customers products from around the globe 24 hours a day.

The order entry process has developed to the point that
customers can enter their own orders from their personal
computers. Many customers now rely on the IB for risk
management control and for advice, rather than the physical

order process.

Running an IB is a business. It requires careful planning, good risk
management and strict compliance. The IB Handbook, 4th Edition
2008 is the guide that will help you made decisions, provide

support and get you off to a good start as an Introducing Broker.

The information about IBs detailed here is from a small sample
update poll of currently registered IBs conducted in early 2008
as a follow-up to the CME Group/MHS Capital Resource survey
of 2004. Those two studies returned virtually the same answers.
Registration, regulatory and association information comes from
the agencies or groups themselves. Additional materials and

assistance can be found at their individual Web sites.

Good luck and stay in touch — Melinda Schramm,

Melinda@futuresrep.com
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CHAPTER 1 - INTRODUCING BROKERS

Introducing Broker (IB): A person or organization
that solicits or accepts orders to buy or sell futures

contracts or commodity options, but does not
accept money or other assets from customers to
support such.

IBs are often referred to as the “field salespeople” of the futures
industry. Whether an IB office is located in Ames, Iowa, San Diego,
California, Hope, Arkansas, or New York, New York, — the IB

office and its employees are often the only representatives of the

futures business with whom a customer ever interacts.

Many IB offices service both a local population and customers,
which are opened through a Web site. Many of the offices provide
additional services, such as stock brokerage, agricultural risk

management consulting, or crop or personal insurance.

IB offices solicit customers, take orders, and place those orders
on the customers’ behalf with futures commission merchants
(FCMs). IBs do not hold money or other customer assets in
support of the customer orders; they forward checks, bank

transfers and other forms of payment directly to the FCM.

Introducing Brokers must be registered and members of the NFA.
IBs can register as Independent (IIB) or as Guaranteed (GIB).
The IB designation refers to the entity, not an individual. The
entity can be a sole proprietorship, partnership or corporation.
Each IB must have at least one employee registered as an
Associated Person (AP). That AP is generally the owner of the IB.

Becoming an IB with a temporary license (TL) to do business in
the futures and options industry can take as little as three to four
days after the required documentation is received by the NFA

if (i) the application is for a GIB, (ii) all the principals/APs have
no disciplinary history that disqualifies the application and, (iif)
other paperwork is in good order. The documentation for GIBs

includes a Guarantee Agreement from the sponsoring FCM.

Entities qualified to do business in the securities industry can
Notice Register to become IBs. This registration is limited to
registered broker-dealers who only handle the sale of security
futures products on contract markets or derivative transaction

execution facilities.

APs are the individuals who work in IB offices. Every registered
IB office must have at least one AP registered with that office.
APs are referred to as “Associates” by the NFA and must fulfill
qualifications such as a standardized, mandatory test in order to
become an AP. In June 2008, according to NFA records, 54,426

individuals were registered as APs.

In March 2008, MHS Capital Resource, Inc. contacted a
representative sample of all registered IBs and asked them to
participate in a survey. There were 33 questions on the survey,
ranging from how many years the IB had been registered to do
business, to what percentage of the IB’s annual gross income was
spent on technology for the office. Questions were also asked
about the volume of business conducted in each office and in
what markets the IBs most often traded, as well as the FCM/IB

relationship and the IB’s interaction with regulatory agencies.

Individual results are confidential and the data accumulated is

being used in the aggregate for statistical purposes only.
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About 65 percent of the respondents to the survey were
registered as GIBs versus 35 percent IIBs. This statistic has
remained virtually unchanged since the publication of the
first edition of this guide in 1999, and generally reflects the
proportion of GIBs to IIBs in the industry.

NFA Membership as of June 2008

Total IBs 1,609
GIBs 1,103
1IBs 506

The reason most given for registering as a GIB was the desire to
avoid the paperwork required as an IIB, especially the several

financial reports that the NFA requires throughout the fiscal year.

That reason was followed by the desire to avoid tying up

the financial resources necessary for IIB status and overall
inexperience in the industry. A few IBs indicated that they had
changed their registration status from IIB to GIB because they
did not think there was any advantage to the IIB status.

IB ownership is overwhelmingly male, as is the AP population.

Several offices have no women working as APs.

Less than 12 percent of all IBs are owned by women. While this
number continues to rise, and there are large numbers of women
employed in the industry in general, they are still a minority at
IB offices.

About 85 percent of the IB respondents have college degrees

and about 15 percent have advanced or professional degrees,

such as masters degrees, or Accountancy Certification. IB work
experience covers a wide range of careers from farming to owning
a business to military service. The prior careers of IB owners most
often mentioned were either financial professional (e.g., banking
related, stock broker, accountant) or agriculture related, such as

farming, livestock sales or grain elevator operator.

The average time an IB owner has been in the industry is over

15 years and the average IB has been registered for 10 years.

About 30 percent of the individual respondents have been in
the futures and options business for more than 20 years. A few
reported they have been registered in some capacity for more

than 35 years.

About 108 of the 1,609 registered IBs are also registered as
Commodity Trading Advisors (CTAs), and several are broker-
dealers. Nineteen of the total 1,609 registered IBs are also

Commodity Pool Operators (CPOs).

Many IB offices offer related products, such as crop insurance,
or are Registered Investment Advisors, or licensed grain elevator
operators. A few are floor brokers currently, or have been on the

floor prior to opening the IB office.

Some of the offices responding to the 2008 survey handle FX
business in addition to traditional futures and options on futures

transactions, and three offices handled FX trades only.

For about 82 percent of the survey respondents, the IB business

was their principal source of income.

Of the IBs responding, about 45 percent said they traded
agriculture markets most often, and about 75 percent of those
considered themselves specialized in hedging. This statistic
reflects the trend away from primarily Agriculture related offices
during the early years of IB registration since 1981, and mirrors

the growth of financial and other market development.

Fifteen of the IBs specialized in options trading, five in energy
trading, and three in FX transactions. Other specialties
mentioned were systems trading and electronically traded
products. While managed account transactions are handled at IB

offices, they continue to be minimal.



The grain market is the most heavily traded agricultural market,
with livestock close behind. Equity indexes, such as the S&P 500
contract and the E-mini S&P contract, make up nearly 20 percent
of the total volume of business generated by IBs, measured both
in number of trades and commissions charged. Interest rates and

currencies rank next.

IB offices trading metals and energy primarily have also shown
an increase in overall volume. Six offices reported 50 percent or

more of their customers’ business in these markets.

Three offices reported doing a significant amount of trading in
the milk market, an area that has been heavily supported by the
U.S. Department of Agriculture (USDA).

The markets least traded by IBs are cotton and other “soft”
commodities, such as cocoa and sugar. Even with the ability
to electronically trade these markets, which have long been
regarded as professional, commercially dominated markets,
IB offices report that there is not much customer interest,

except during periods of market volatility.

FX transactions are still relatively new products for long-
established IBs. Recently, several FX-only FCMs have set up
branch or IB offices to offer the product exclusively in offices

where no traditional futures or options transactions are handled.

Over 35 percent of the respondents reported trading E-mini
S&Ps often; another 45 percent said they trade it occasionally.
While only five IBs traded Eurex frequently, 10 traded non-U.S.
products often. Single-stock futures were often mentioned as an
IB-traded market.

About 50 percent of the IBs responding reported they belong
to the National Introducing Brokers Association (NIBA); a few
belong to either the Futures Industry Association (FIA), or the
Managed Futures Association (MFA).

Other trade organizations mentioned were the National
Cattlemen’s Association, bankers associations, and various
realtor groups. Many IBs also belong to a Chamber of Commerce,

or other local business support club.
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A typical IB office handles about 250 accounts. Some offices,
which specialize in certain markets or service specific types

of clients, service as few as 40 or 50 customers per year. In
general, about two-thirds to three-quarters of the total number
of customers listed on the IB’s books are active. The others are
occasional or seasonal traders who want to keep the account

open so it is available and funded whenever they wish to trade.

Most IB offices do not establish a minimum account amount size,
particularly those IBs who work with hedge accounts. However,
some FCMs impose minimum account size requirements for
certain customers or specific markets with which the IB office

must comply.

About 15 percent of the IBs responding said there were less than
500 trades transacted per month by their office. On the other
end of the spectrum, about 25 percent reported their IB did
over 3,000 round-turn trades each month. Twenty-five percent
transact 501 to 1,500 trades with the remainder transacting

between 1,500 to 3,000 trades monthly.

The average commission charged by full-service IBs to customers
for futures transactions is about $55 per round-turn. Twenty-six
IBs reported the commission charge to their customer was less
than $25 per round-turn, exclusive of fees. In November 2007,
the NFA imposed enhanced supervisory requirements on firms
that charge 50 percent or more of their customers’ round-turn
commissions, fees, and other charges that total $100 or more per

futures, FX or option contract.

FX offices charge commissions in a variety of ways, most often
depending on volume of trading or amount of customer funds on

deposit in an account.
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IBs were asked to report the amount generated in gross
commissions annually by their IB. About 25 percent said it was
in excess of $1 million; this percentage is trending up since the

last IB survey.

Nearly 15 percent of the IBs responding said their IB generated
less than $100,000 in gross commissions; 15 percent reported
from $250,000 to $300,000; 20 percent reported from $300,000
to slightly below $500,000; 50 percent reported generating at
least $500,000 annually.

About one-quarter of the IBs surveyed reported they sponsored
a branch office. One IB had a 12-office system and another had a
20-office system.

About 55 percent of all IBs employ some type of clerical support.
Typically, this support was not an NFA-registered individual.

While there are still a few sole proprietor IBs operated without
additional AP assistance, 20 percent of those responding to our
survey reported 20 or more APs in the office. About 70 percent of
all IB offices employ at least five APs.

Friends of the IB owner, current employees, referrals and
newspaper or Internet advertisements are ways IBs recruit.
About 10 percent of IBs, both those doing traditional, face-to-face
business, and those doing business primarily over the Internet,

said that clients often become APs.

Approximately 60 percent of IB owners have employment
contracts with their APs. About the same percentage offer a basic
health insurance program, and 15 percent offer pension and/or

profit-sharing plans as benefits of working at the IB.

Regardless of the size of the IB, slightly more than 50 percent

of IBs spend less than 25 percent of the IB’s annual gross

income on technology, such as telephones, telecommunications,
computer hardware and software, and Web site development and

maintenance.

While 75 percent of the offices use electronic trading systems,
such as CME Globex®, about 95 percent offer some type of

electronic entry capability to their customers.

Of the IBs responding, about 80 percent maintained Web sites
that they most often used for educating new customers, to open
accounts on-line and monitor positions in those accounts. Many
FCM:s list their IB office locations on the FCM’s main

Web site or link to the IB’s Web site.

The numbers were nearly evenly divided among IBs responding
in answer to the questions regarding seminars and other
presentations. About half said they do not conduct any type of
seminars or workshops for existing customers or to prospect for
customers. The other half said they conduct in-person seminars
for education and prospecting; several said they conduct both

in-person and Web seminars for customers.

Guaranteed IBs outnumber Independent IBs almost two-to-one.

Taking into account current mergers/buyouts of FCMs,

85 percent of all IBs have been affiliated with their current FCM for
more than one year; nearly 50 percent said they cleared with the

same FCM for more than four years.

The most frequent response to the question, “What is the

most important feature to you when considering an FCM/IB
relationship?” was reputation of the FCM. This generally meant
that the FCM has a recognizable name with the public and a

reputation for ethical dealings.

The next most important features are a reliable order-entry

platform, referrals, or lead program and clearing rates.



While IBs rely on their own Web sites and educational
programs, along with support they receive from exchanges such
as CME Group for help with marketing, IBs are still looking for
advertising/marketing support from their FCM.

The research department of most FCMs has decreased in

overall importance because so much research data and detailed
reports can now be found on-line. But IBs who are market-
specific, such as dairy-only or energy-only, still look for good
research from their FCMs. Several IBs said they would like more
trading recommendations from the FCM’s home office research

department.

Both IIBs and GIBs enter into Clearing Agreements with

FCMs to transact customer business. About 55 percent of the

IBs responding said they had negotiated some portion of their
contract, other than clearing rates, to specifically reflect their
needs. Issues most often mentioned were security deposit
requirements, interest on customers’ funds held by the FCMs and
“bulk” transfer of customer accounts in the event of termination
of the FCM/IB relationship.

Only GIBs enter into a Guarantee Agreement with an FCM.
The language and contents of the Guarantee Agreement cannot

be negotiated because it is standardized by the CFTC.

Virtually all of the respondents to the survey have been audited
by their sponsoring FCM and the NFA. Very few had an audit
performed by the CFTC. Those registered as broker-dealers have
also been audited by FINRA.

A very small percentage of IBs reported any legal actions.
Most often, the action was arbitration or a complaint instituted

by a customer.
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About 50 percent of those responding to the survey reported

they had a business plan extending for five or more years.

Approximately that same number set aside a fund for errors or
complaints. Additions to the funds are most often calculated by a
percentage of the total volume of business transacted per month

or a set amount such as $1.00 per transaction each month.

IBs looked ahead to the future, and shared the following
thoughts about the growth of their business.

About one-half of the IBs responding thought that technology
in one form or another was their biggest challenge to growth.
Several mentioned their lack of knowledge regarding building
and maintaining Web sites that were effective in bringing in
new clients. Not being able to place certain types of orders on
electronic platforms was thought by many IBs to increase both
risk and errors because these and other items, such as trading

hours, are not standardized between FCMs and exchanges.

IBs also feel that current market volatility, which has led to
extreme increases in limits and margin requirements, has made

agricultural markets difficult to use for many producers.

IBs were evenly divided between thinking they would hire more
APs, lost APs, or stay about the same in the next few years. Several
are considering adding a branch office. Hiring and keeping

qualified salespeople is a continuing concern for IB owners.

Approximately 75 percent of the responding IBs were planning
on upgrading or adding additional technology in their offices;
and 55 percent intended to offer more products to customers,

such as new exchange-developed contracts or FX.

When asked “What single piece of advice would you give a new
IB?” nearly every survey respondent answered “Follow the
rules, work hard and stay focused on your long-term goals.” IBs
unanimously suggested developing strong alliances with the
FCMs and getting involved with every networking opportunity
available, such as the NIBA, FIA and MFA.
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CHAPTER 2 — REGISTRATION

Register: A roster of qualified individuals.

Registration with the CFTC and membership in the NFA is required
for anyone acting as an Introducing Broker. Registration also is
required of any not otherwise regulated firm or individual soliciting

retail FX customers.

Registration as an IB is required unless:

(i) you are registered as acting in the capacity of an AP, or
(if) you are registered as a FCM, or

(iii) you are registered as a CPO and only operate pools, or

(iv) you are registered as a CTA and either only manage
accounts under powers of attorney, or don't receive per-trade

compensations.

An IB is required to file the following with the NFA (all forms
can be found online at www.nfa.futures.org). An application for

membership in the NFA is included in the forms.
+ A completed Form 7-%;

+ A completed Form 8-%, fingerprint card and fee of $85 for

each individual principal;

+  Each branch office manager must show proof of passing of

the required exam and satisfying all filing requirements;

+ A completed Form 1-FR-1B (Part A) or FOCUS Report
(certified audit) if applying as an IIB, or a completed
1-FR-1B (Part B) from an FCM if applying as a Guaranteed
Introducing Broker (GIB); and

+ If applying as an IIB, a statement describing the source of the
current assets of the IB, a representation that the IB’s capital
has been contributed for that use and will continue to be

used for that purpose;

+ A non-refundable registration fee of $200.

If SEC registered broker-dealers limit their futures-related
activities to the sale of security futures products, they can

become an IB by filing a Notice Form 7-R.

IBs that engage in retail FX business are required to have at
least one principal who is registered as an AP and has taken and
passed the traditional Series 3 commodity futures and options
exam, and a FX proficiency exam tentatively referred to as the
Series 34.

As of June 2008, NFA records indicated

Total IBs 1,609
GIBs 1,103
11Bs 506

Annual Dues for all IBs $750

The Forms

Initial applications for registration as an IB can be filed as

soon as entry of the required data is complete. GIBs that are
eligible can receive a temporary license (TL) when all required
filings have been made for it and its principals. The FCM that
guarantees the IB must also file its certification before the TL can
be issued. However, it may take six to 10 weeks to complete all
background checks before the NFA can grant a full registration

to initial applicants.

If an individual is already registered or listed as a principal, it
is possible to obtain registration in a new category as soon as
the application is filed. For example, if a registered IB with no
disciplinary information to be reviewed files a CTA registration
application, CTA approval can take place overnight if all fees

are paid.

An IIB must meet the minimum financial requirements set by
the CFTC in Regulation 1.1z7 and the NFA Requirements Section 9.
The IIB can have an arrangement with and clear its customer

business through several FCMS.
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Each ITB must maintain Adjusted Net Capital equal to, or in

excess of the greatest of:
+ $30,000, or

+ $6,000 per office operated by the IB including the home

office, or
+ $3,000 for each AP sponsored by the IB, or

+  for securities brokers and dealers, the amount of net capital
required by SEC Rule 15¢3-1(a)

A GIB does not have to meet these minimum financial
requirements. Instead, the GIB enters into a Guarantee
Agreement with an FCM (CFTC Form 1-FR-1B (Part B)) whereby
the FCM accepts both financial and regulatory responsibility

for the IB’s futures and options customers. The Guarantee
Agreement language is standard and set by the CFTC. Unlike
your Clearing Agreement with an FCM, the Guarantee
Agreement cannot be negotiated. GIBs have only one clearing

firm for customer business.
FX IBs have the same net capital requirement as non-FX IBs.

NFA membership dues for all IBs are $750 annually. As of June
2008, there were 19 IBs dually registered with the NFA as CPOs
and 108 IBs dually registered as CTAs.

Notice Form 7-R

The Commodity Futures Modernization Act of 2000 provides

for certain broker-dealers registered with the Financial Industry
Regulatory Authority (FINRA) to “passport” into registration
with the CFTC as an IB. If FINRA-registered broker-dealers

limit their futures-related activities to the sale of security futures
products on contract markets or derivative transaction execution
facilities, they are eligible to file a one-page Notice Form 7-R with
the NFA for CFTC registration, and they do not need to become a

member of the NFA. There is no cost for the filing.

The broker-dealer must certify that it is registered with the
Securities Exchange Commission as a broker-dealer, that its
broker-dealer registration is not suspended, and that it is a

member of a national securities association such as FINRA.

The form should be completed by an officer of the broker-dealer
and must include the firm’s CRD number, which is the number
by which it is known at the SEC and FINRA.

Common Mistakes Made on IB Applications
Following are the most common mistakes made on IB
applications. Mistakes or omissions will slow up the registration

process or may make your IB ineligible for a TL.
+  Dues/fees are not received with applications.

+  No financial or Guarantee Agreement is received with Form
7-R, so the NFA cannot determine if the IB is applying to be a
GIB or IIB.

+  Form 1-FR-7 (Part B) is not included for GIBs.
+  Form 8-Ris not included for Principals.

+  Principals in the “supervisory chain of command” do not file

to become APs when needed.
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Following are the answers to eight questions commonly asked
of the NFA about IB registration. If you need assistance, don’t
by shy about calling the NFA. One call can help avoid a mistake

which would otherwise slow down your registration process.
1. Who must be listed as Principals?

+  The sole proprietor of a sole proprietorship

+  All general partners of a partnership

+  All officers and directors of a corporation

+ Any other person occupying a similar status or
performing similar functions who have the power,
directly or indirectly, to exercise a controlling
influence over the activities of the IB that are subject to
regulation by the CFTC

Any holder or beneficial owner of 10 percent or more of

any class of stock

Any person or entity that has contributed 10 percent or more of
the capital of the IB, unless such capital contribution consists of
subordinated debt contributed by an affiliated entity subject to
regulation by the United States or any state government, or the

insurance or banking industry.

2. Which Principals also need to register as APs?
+  All general partners
+  The president
+  The chief executive officer

+  Any person in the supervisory chain of command in
connection with the solicitation of futures and options

customers, such as the sales manager

10

3. After filing for CFTC registration and NFA membership
as an IB, how long does it take before registration is granted

and membership is approved?

Generally eight to 10 weeks if the filing is complete in situations
where fingerprint checks must clear the FBI before registration
and membership can be granted. However, in cases where all
principals are already either registered with the CFTC, or are
approved as principals of another CFTC registrant, the process
can be completed in as few as two weeks. If the applicant is
applying as a GIB and is eligible for a temporary license, the TL

can be granted within a few days.
4. How often must an IIB make financial filings?

A certified 1-FR-IB (Part A) or FOCUS Report must be filed with
the IB’s initial application and annually after registration is
granted. An interim 1-FR-1B (Part A) or FOCUS Report must be
filed semi-annually. Certified annual reports are due within 90
days after the IB’s fiscal year end. Interim reports are due within

17 business days after the end of the IB’s second quarter.

Subordinated loan agreements, if applicable, must also be filed with
the NFA and CFTC. Standard forms are available from the NFA.

5. Can a GIB clear its customers’ futures and options trades
through an FCM other than its Guarantor FCM?

No.

6. Can an IB enter into Guarantee Agreements with more
than one FCM?

No, an IB may not be simultaneously guaranteed by more than
one FCM.

7. If a Guarantee Agreement terminates, how long does an
IB have to file either a new Guarantee Agreement or the

appropriate financial filings to become an IIB?

Thirty days, otherwise the IB’s registration with the CFTC and
its membership in the NFA will both be terminated.



8. Can an IB whose Guarantee Agreement terminated less
than 30 days prior receive an extension of time in order to
file a new Guarantee Agreement or the appropriate financial

filing to become an IIB?

No extensions of time are granted under any circumstances.

+  “10 percent or more interest” means a direct or indirect
ownership of 10 percent or more of an applicant’s or
registrant’s stock; entitlement to vote or empowered to
sell 10 percent or more of an applicant’s or registrant’s
voting securities; contribution of 10 percent or more of an
applicant’s or registrant’s capital; or entitlement to 10 percent

or more of an applicant’s or registrant’s net profits.

+  “Adjudication” in a criminal case means a determination by a

court that the defendant is guilty or not guilty.

+  “Alias” is another name used by an individual or previously

used by an entity.

+  “Charge” means a formal complaint, information,
indictment, or the equipment containing an accusation of
a crime. Arrests that do not result in criminal charges do
not have to be disclosed; you may be required to provide
documentation indicating that no criminal charges were
filed. If so, a letter from the applicable district attorney,

arresting agency, or a court search is sufficient.
+  “Enjoined” means subject to injunction.

+  “Felony” is defined as any crime classified as a felony, or
in states and countries that do not differentiate between a
felony or misdemeanor, an offense punishable by a sentence
of at least one year imprisonment and/or a fine of at least

$1,000. It includes a general court martial.

+ Felonies may include gambling charges, failure to file tax
returns, or military court issues. Felonies must be disclosed
even if they occurred more than 10 years prior to applying

for registration.
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+  “Financial Services Industry” includes commodities,
securities, accounting, banking, finance, insurance, law or
real estate. IRA Tax Code Sections 7203, 7204, 7205 and
7207 must be disclosed.

+  “Misdemeanor” is defined as any crime classified as
a misdemeanor, or in states and countries that do not
differentiate between a felony or misdemeanor, an offense
punishable by a sentence of less than one year imprisonment
and/or a fine of less than $1,000. It includes a special court

martial.

+  Pending Chapter 7 or 11 petitions for bankruptcy must be
disclosed, even if it has been discharged or closed within the

past 10 years.

A sole proprietor IB must disclose personal disciplinary actions
on both the Form 7-R and 8-R.

Common mistakes in answering the criminal disclosure questions
involve “expungements”. The CFTC requires a “Yes” answer,

even if the matter has been expunged. “Expungement” means to
strike out or erase, and most commonly arises in cases where the
defendant is a minor. Likewise, if you pled guilty to a felony, or
one of the specified misdemeanors and the court later vacated the
guilty plea, you must still answer “Yes” unless you then pled not
guilty and were found not guilty after a trial. A “Yes” answer is

required if a criminal conviction is subsequently pardoned.

Another common error regarding criminal matters concerns
matters that do not involve the futures industry. The fact that a
matter is unrelated to the futures industry does not mean that