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41 47 FR 18618–18621 (April 30, 1982).
42 47 FR 18619–18620 (April 30, 1982).

4.27(a)(4) would define controlled net
asset value in a similar manner.

Section 4.27(a)(5) would define
governing authority of a pool to mean
the pool’s Board of Directors, managing
member, general partner, trustee or
similar person with the legal authority
and responsibility to manage the affairs
of the pool, while section 4.27(a)(10)
would define senior management of a
reporting person as the managing
committee, group of executives, or other
body with the authority and
responsibility to direct and oversee the
trading activities of a pool controlled by
the reporting person.

Section 4.27(a)(6) would define loss
as any adverse change, realized or
unrealized, in the value of a pool’s
portfolio, as measured for risk
management purposes. This definition
focuses on losses as actually measured
by the reporting person. This
calculation excludes additions,
withdrawals, and redemptions of
capital.

Section 4.27(a)(8) would define pool
as any investment trust, syndicate or
similar form of enterprise that is
controlled by a commodity pool
operator.

Section 4.27(a)(9) would define
reporting period as each calendar
quarter; however, if all pools controlled
by the same person have a fiscal year
other than the calendar year, and all
such pools have the same fiscal year, it
shall mean each such fiscal quarter. The
latter restriction is intended to avoid
confusion in cases where multiple pools
controlled by the same person have
different fiscal years.

Section 4.27(a)(11) would define VAR
as the amount, stated in U.S. dollars,
which a pool’s losses during a stated
period (the ‘‘holding period’’) are
expected, with a stated degree of
certainty (the ‘‘confidence level’’), not to
exceed. This includes the statistical
measure, ‘‘value-at-risk,’’ currently
calculated by many market participants,
as well as any similar measure of market
risk that may be developed or used.

III. Related Matters

A. Paperwork Reduction Act
Rule 4.27 contains information

collection requirements. As required by
the Paperwork Reduction Act of 1995
(44 U.S.C. 3507(d)), the Commission has
submitted a copy of this section to the
Office of Management and Budget
(OMB) for its review.

Collection of Information
Rules Relating to the Public Reporting

by Operators of Certain Large
Commodity Pools, OMB Control
Number 3038–XXXX.

The burden associated with the
proposed new rule is estimated to be
1,125 hours which will result from new
reporting requirements for certain large
commodity pool operators (CPOs).

The estimated burden of the proposed
new rule with respect to ongoing
quarterly reports required under Section
4.27(d) of each entity that qualifies
under Section 4.27(b) was calculated for
each year in which Rule 4.27 is effective
as follows:

Estimated number of respondents: 25
Annual responses by each

respondent: 4
Total annual responses: 100
Estimated average hours per response:

5
Annual reporting burden: 500 hours
The estimated burden of the proposed

new rule with respect to the initial
report required under Section 4.27(c) of
each entity in the year in which such
entity first qualifies under Section
4.27(b) was calculated for the first year
in which Rule 4.27 is made effective as
follows:

Estimated number of respondents: 25
Annual responses by each

respondent: 1
Total annual responses: 25
Estimated average hours per response:

25
Annual reporting burden: 625 hours
Organizations and individuals

desiring to submit comments on the
information collection requirements
should direct them to the Office of
Information and Regulatory Affairs,
OMB, Room 10235 New Executive
Office Building, Washington, DC 20503,
Attention: Desk Officer for the
Commodity Futures Trading
Commission.

The Commission considers comments
by the public on this proposed
collection of information in—

• Evaluating whether the proposed
collection of information is necessary
for the proper performance of the
functions of the Commission, including
whether the information will have a
practical use;

• Evaluating the accuracy of the
Commission’s estimate of the burden of
the proposed collection of information,
including the validity of the
methodology and assumptions used;

• Enhancing the quality, usefulness,
and clarity of the information to be
collected; and

• Minimizing the burden of collection
of information on those who are to
respond, including through the use of
appropriate automated electronic,
mechanical, or other technological
collection techniques or other forms of
information technology, e.g., permitting
electronic submission of responses.

OMB is required to make a decision
concerning the collection of information
contained in these proposed regulations
between 30 and 60 days after
publication of this document in the
Federal Register. A comment to OMB is
best assured of having its full effect if
OMB receives it within 30 days of
publication. This does not affect the
deadline for the public to comment to
the Commission on the proposed
regulations.

Copies of the information collection
submission to OMB are available from
the CFTC Clearance Officer, 1155—21st
Street, NW, Washington, DC 20581,
(202) 418–5160.

B. Regulatory Flexibility Act

The Regulatory Flexibility Act
(‘‘RFA’’), 5 U.S.C. 601–611, requires that
agencies, in proposing regulations,
consider the impact of those regulations
on small businesses. The Commission
has previously established certain
definitions of ‘‘small entities’’ to be used
by the Commission in evaluating the
impact of its regulations on such entities
in accordance with the RFA.41 The
Commission has previously determined
that FCMs and CPOs are not small
entities for the purpose of the RFA.42

Moreover, the regulations that are the
subject of the present rulemaking apply,
by their terms, only to extraordinarily
large entities. The Chairman, on behalf
of the Commission hereby certifies,
pursuant to 5 U.S.C. 605(b), that these
proposed regulations will not have a
significant economic impact on a
substantial number of small entities.
Nonetheless, the Commission
specifically requests comment on the
impact these proposed regulations
might have on small entities.

List of Subjects in 17 CFR Part 4

Advertising, Commodity futures,
Commodity interest, Commodity pool
operators, Consumer protection.

In consideration of the foregoing and
pursuant to the authority contained in
the Commodity Exchange Act and, in
particular, section 1a(4), 4l, 4m, 4n, and
8a, 7 U.S.C. 1a(4), 6l, 6m, 6n, and 12a,
the Commission hereby proposes to
amend Chapter I of the Code of Federal
Regulations as follows:

PART 4—COMMODITY POOL
OPERATORS AND COMMODITY
TRADING ADVISORS

1. The authority citation for Part 4
continues to read as follows:
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Authority: 7 U.S.C. 1a.2, 4, 6b, 6c, 6l, 6m,
6n, 6o, 12a and 23.

2. A new § 4.27 is proposed to be
added to subpart B to read as follows:

§ 4.27 Public reporting by operators of
certain large commodity pools.

(a) General definitions. For the
purposes of this section:

(1) Commodity pool operator or CPO
has the same meaning as ‘‘commodity
pool operator’’ defined in section 1a(4)
of the Commodity Exchange Act;

(2) Control means the possession,
direct or indirect, of the power to direct
or cause the direction of the
management and policies of a person,
whether through the ownership of
voting securities, by contract, or
otherwise;

(3) Controlled assets means the sum of
all assets in all pools controlled by the
same person, exclusive of any interest
that any pool controlled by such person
may have in any other pool controlled
by such person;

(4) Controlled net asset value or
CNAV means the sum of the net asset
values for all pools controlled by the
same person, exclusive of any interest
that any pool controlled by such person
may have in any other pool controlled
by such person;

(5) Governing authority means a
pool’s Board of Directors, managing
member, general partner, trustee or
similar person with the legal authority
and responsibility to manage the affairs
of the pool;

(6) Loss means any adverse change,
realized or unrealized, in the value of a
pool’s portfolio, as measured for risk
management purposes. This calculation
excludes any additions, withdrawals, or
redemptions of capital;

(7) Net asset value or NAV has the
same meaning as ‘‘net asset value’’ as
defined in § 4.10(b);

(8) Pool means any investment trust,
syndicate or similar form of enterprise
that is controlled by a commodity pool
operator;

(9) Reporting period means either:
(i) Each quarter ending March 31,

June 30, September 30, or December 31,
or

(ii) In the case of a reporting person
controlling one or more pools of which
each has the same fiscal year that is not
the calendar year, each quarter of such
fiscal year for such pool(s);

(10) Senior management means the
managing committee, group of
executives, or other body of a reporting
person with the authority and
responsibility to direct and oversee the
trading activities of a pool controlled by
such reporting person; and

(11) VAR means the amount, stated in
U.S. dollars, which a pool’s losses

during a stated period (the ‘‘holding
period’’) are expected, with a stated
degree of certainty (the ‘‘confidence
level’’), not to exceed.

(b) Persons required to report. (1) A
reporting person is any commodity pool
operator that:

(i) Controls one or more pools where,
as of the last business day of a reporting
period,

(A) The controlled assets of such pool
or pools are equal to or greater than
three billion dollars ($3,000,000,000); or

(B) The controlled net asset value of
such pool or pools is equal to or greater
than one billion dollars
($1,000,000,000); or

(ii) That qualified as a reporting
person pursuant to this paragraph (b)(1)
as of the last business day of any of the
prior three reporting periods.

(2) For purposes of calculations
pursuant to this paragraph (b), all
amounts shall be converted to U.S.
dollars at the rate in effect on the date
for which such report is made.

(c) Initial reporting. Each reporting
person shall file with the Commission,
not later than 30 days after the end of
the first reporting period during which
such reporting person satisfies the
requirements of paragraph (b) of this
section, a report with respect to each
pool under its control and each such
report shall contain the name and
address of the reporting person, the
name of the pool with respect to which
the report is being filed, and the
following information:

(1) A narrative description of the
strategic approach taken toward the
management of market, credit, and
funding liquidity risk exposures,
including:

(i) The process by which the pool’s
governing authority sets standards for
appropriate risk taking,

(ii) The structure, autonomy, and
authority of the risk monitoring
function,

(iii) The types of tests and tools used
to control risk taking in trading and
investment activities, and

(iv) The extent and frequency of risk
information routinely provided to the
governing authority and senior
management;

(2) A narrative description of the
technique (such as value-at-risk) used to
measure, monitor, and manage the
exposure of the pool to market risk,
including discussions of, as applicable:

(i) Methodology (for example,
historic, parametric, Monte Carlo, or
quasi Monte Carlo),

(ii) Confidence levels and holding
periods,

(iii) The evaluation of correlations
within and among markets,

(iv) How the position liquidity of
portfolios is monitored,

(v) How non-normally distributed
data is handled,

(vi) Whether historic data is weighted,
(vii) How models are backtested or

otherwise validated, and
(viii) How often models are tested by

an external auditor;
(3) A narrative description of the use

of stress tests to determine the
magnitude of potential losses in excess
of VAR, including discussions of:

(i) The methodologies used (for
example, historic events, hypothetical
scenarios, or matrix analysis),

(ii) Stress factors examined,
(iii) The extent of senior

management’s involvement with the
design and construction of stress tests,

(iv) The extent to which stress test
results are communicated to the
governing authority and to senior
management, and

(v) The policies established with
respect to actions that management
should take in response to results
deemed incompatible with its risk
appetite;

(4) A narrative description of the
measurement, monitoring, and
management of the pool’s exposure to
credit risk, including:

(i) How the creditworthiness of
individual counterparties is evaluated,

(ii) Whether value-at-risk-style
techniques for quantifying credit risk
are utilized,

(iii) How the concentration of
exposures to particular counterparties
and sectors is monitored, and

(iv) Whether netting agreements and
other credit risk mitigation tools are
employed; and

(5) A narrative description of the
measurement, monitoring, and
management of the pool’s exposure to
funding liquidity risk, including:

(i) The approach taken toward
managing financial leverage,

(ii) How the level of liquid reserves is
determined, and

(iii) The extent of the authority, if any,
to:

(A) Restrict withdrawals of capital or
other redemptions of interests in the
pool or repayments of subordinated
debt,

(B) Compel additional contributions
of capital, and

(C) Access committed lines of credit.
(6) If any tests, analyses, or practices

discussed in paragraphs (c)(1) through
(5) of this section are not performed, the
reporting person should so state
separately with respect to each item.

(d) Quarterly reporting. Each
reporting person shall file with the
Commission, not later than 30 days after
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the end of each reporting period, a
report with respect to each pool under
its control. Each such report shall
contain the name and address of the
reporting person, the name of the pool
with respect to which the report is being
filed, and the following information:

(1) Financial information:
(i) A statement of financial condition

as of the end of the reporting period;
(ii) A statement of income or loss for

the reporting period;
(iii) A statement of changes in

financial position for the reporting
period; and

(iv) A statement of changes in net
asset value over the reporting period
which shall be prepared in accordance
with § 4.22(a)(2).

(2) Risk information:
(i) The highest, lowest, and last VAR

for the pool during the reporting period
at each confidence level and holding
period for which it was calculated by
the reporting person; provided that VAR
calculated for confidence intervals in
excess of 99.6% need not be reported;

(ii) (A) For each holding period for
which the reporting person calculated
VAR, the number of occasions, if any,
on which losses exceeded the
corresponding VAR calculated for that
holding period at the greatest
confidence interval, not in excess of
99.6%, for which VAR was calculated
by the reporting person and

(B) The dollar amount of the greatest
loss during the reporting period,
whether or not it exceeded the
corresponding VAR;

(iii) A brief discussion of whether,
during the quarter, stress tests were
performed with respect to the pool’s
positions and, if so, whether the results
thereof were reported to senior
management and the governing
authority; and

(iv) Any additional information which
the reporting person wishes to present
to supplement the information in
paragraph (d)(2) of this section.

(3) Changes in risk management
practices: If, for any pool controlled by
the reporting person, there is any
material change to the information
provided pursuant to paragraph (c) of
this section, as modified by previous
submissions pursuant to this paragraph
(d)(3) concerning that pool, the
reporting person shall submit a revised
set of responses pursuant to paragraph
(c) of this section.

(4) All financial information shall be
reported in accordance with generally
accepted accounting principles
consistently applied.

(e) Filing requirements. Each report
required to be filed with the
Commission under this section shall:

(1) Be signed in accordance with the
requirements of § 4.22(h); and

(2) Be sent via first-class mail, postage
prepaid, to: Commodity Futures Trading
Commission, Three Lafayette Centre,
1155—21st Street, NW., Washington, DC
20581, Attention: Managed Funds
Branch, and by attachment to an e-mail
message addressed and sent to
hfreport@cftc.gov with electronic
confirmation of delivery activated.

(3) Copies of reports shall be retained
in accordance with § 1.31.

(f) Public records. Reports filed
pursuant to this section shall be
considered Public Records as defined in
§ 145.0 of this chapter.
* * * * *

Issued in Washington, DC, on April 11,
2000 by the Commission.
Jean A. Webb,
Secretary of the Commission,

Dissenting Remarks of Commissioner
Barbara Pedersen Holum, Proposed Rule
4.27;Reporting by Operators of Certain Large
Commodity Pools

In April 1999, the President’s Working
Group on Financial Markets issued a report
entitled ‘‘Hedge Funds, Leverage, and the
Lessons of Long-Term Capital Management’’
(the ‘‘PWG Report’’). Among other things, the
PWG Report recommended (i) that registered
CPOs operating large funds begin filing with
the Commission quarterly, (ii) that the
reports include more comprehensive
information on market risk, and (iii) that
information in the reports be published.

These recommendations respond to events
occurring twenty months ago. However,
market developments since then call into
question whether a specific prescriptive rule,
such as proposed Rule 4.27, is the
appropriate response at this time.

In my judgement, and in light of the
recommendations of the CFTC staff task force
report entitled ‘‘A New Regulatory
Framework,’’ the Commission should seek
comment on whether the specific
recommendations of the PWG Report remain
current and, if so, how best to achieve them.
For these reasons, I respectfully dissent from
the Commission’s issuance of proposed Rule
4.27.
Commissioner Barbara Pedersen Holum
Date: April 7, 2000.

Concurring Statement of Commissioner
Erickson

I concur with the Commission’s
publication of the proposed rules that would
require commodity pool operators (CPOs) of
the largest commodity pools to file quarterly
reports with the Commission. Given that the
proposed rules are intended to respond to the
events surrounding the near-collapse of
Long-Term Capital Management (LTCM),
comments from the public and especially
from the industry will be instructive in the
Commission’s efforts to craft an approach
that is indeed effective. In addition to
comments limited to the proposed rule, I am
interested in comments that will inform the

Commission about how the industry has
addressed the potential risks posed by certain
highly leveraged institutions since the LTCM
episode. Moreover, I encourage the
submission of comments that provide input
on the following issues:

1. The proposed rules envision a reporting
system whereby the Commission is
essentially a conduit for the public
dissemination of quarterly reports without
any further review by any federal financial
regulator. Is publication alone sufficient?

2. It is not clear that reporting on a
quarterly basis would have been sufficient to
address the events precipitating the private
rescue of LTCM. Assuming that reporting
alone is an adequate response, would
quarterly reporting be effective?

3. The April 1999 report of the President’s
Working Group on Financial Markets
concluded that the ‘‘central public policy
issue raised by the LTCM episode is how to
constrain excessive leverage more
effectively.’’ One possible way to address
leverage concerns would be to require CPOs
to provide the Commission with a
confidential early warning notification
structured similar to the Commission’s
existing notification requirement with
respect to net capital requirements for futures
commission merchants. Such an approach
may address publicly expressed concerns
about the quantity and quality of the
information available to federal financial
regulators in the weeks preceding LTCM.
What are the public policy implications of
such an approach—either in addition to or in
lieu of quarterly reports?
[FR Doc. 00–9463 Filed 4–14–00; 8:45 am]
BILLING CODE 6351–01–P

DEPARTMENT OF THE TREASURY

Internal Revenue Service

26 CFR Part 1

[REG–116048–99]

RIN 1545–AX63

Stock Transfer Rules: Supplemental
Rules; Hearing Cancellation

AGENCY: Internal Revenue Service (IRS),
Treasury.
ACTION: Cancellation of notice of public
hearing on proposed rulemaking.

SUMMARY: This document provides
notice of cancellation of a public
hearing on proposed regulations relating
to supplemental rules for stock
transfers.

DATES: The public hearing originally
scheduled for Thursday, April 20, 2000,
at 10 a.m., is canceled.
FOR FURTHER INFORMATION CONTACT: Guy
Traynor of the Regulations Unit,
Assistant Chief Counsel (Corporate),
(202) 622–7180 (not a toll-free number).
SUPPLEMENTARY INFORMATION: A notice
of proposed rulemaking and notice of
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