Integrated List of Commodity Futures Trading Commission
(“Commission”) Staff Questions Concer ning the Application of U.S.
Futures Exchange, L.L.C. (“US Exchange’) for Designation asa
Contract Market

Agreement and Bylaws

1. Section 5.2(a) provides that there will be one Director on the Board of Directors.
How will the Exchange address a situation in which that Director has a conflict of
interest? Will the Exchange limit itself to one Director after its start-up phase? Please
discuss any plans to expand the Board of Directors.

US Exchange will not operate with a single Board member. In accordance
with US Exchange' s Agreement and Bylaws and prior to the commencement
of trading, the Board of Directorswill be expanded, most probably to twelve
Directors. Overall the Board composition will be balanced, representing all
segments of Exchange participants. We expect that the Board will meet in
the United States and that a majority of the Directorswill be United States
citizensor located in the United States.

2. With respect to governance fitness standards, please describe the procedure that
the Exchange will use to detect persons subject to the conditions listed in Section 5.6(a).
How will the exchange verify information collected from individuals pursuant to Section
5.6(b)? How will the applicant substantiate fitness information to the Commission (e.g.,
by certification or affidavit of counsel)? What are the applicant's fitness standards for
members of the limited liability company that are natural persons with an ownership
interest, direct or indirect, of ten percent or greater?

US Exchange will conduct an independent inquiry to substantiate the fitness
information that directorswill be asked to provide, including verification of
fitnessusing the BASI C and other similar databases. Directorswill be asked
to certify that they meet the gover nance fitness standards and these
certificationswill be provided to the Commission.

US Exchange does not have shareholdersof theL.L.C. that are natural
persons and does not anticipate having natural personswith an owner ship
interest of ten percent or greater. US Exchange will notify the Commission
in the event that natural personsassume an ownership interest in US
Exchange.

3. Will the Exchange enter into appropriate information-sharing arrangements, such
asthe International Information Sharing Memorandum of Understanding and Agreement
of March 15, 1996 (Boca Declaration)? Will the Exchange agree to participate in the



Commission’s Exchange Database System project by routinely providing trading
information to the Commission?

US Exchange will enter into appropriateinformation-sharing arrangements,
including the I nternational Information Sharing Memorandum of
Understanding and Agreement of March 15, 1996.

US Exchange will participatein the Commission’s EDS project and will
provide trading information to the project.

4, What is amajority of the Board as mentioned in Section 6.5(a) of the Bylaws.
(e.q., if the Board has an even number of directors, will 50% be a quorum, or some
greater number)? What isamajority of acommittee, as mentioned in Section 7.2(b)?

A quorum of the Board and committees thereof will consist of 50% or more,
with amajority being 51% of those present and participating. In the event
that the Board hastwelve Directors, six Directorswill constitute a quorum of
the Board and seven will constitute a majority of the Board.

5. Section 9.11(a)(i) of the Bylaws bars an employee or consultant from trading for
his or her account or those of others “in any commodity interest, on the basis of any
material, non-public information...” Please address the apparent inconsistency between
this prohibition on trading and the prohi bition established in Rule 207(a)(i) and (b).

An employee or consultant must comply with both section 9.11 of the Bylaws
and Rule 207. Tothe extent one could be construed as establishing a stricter
standard, that standard must be adhered to.

6. What records will be maintained by the Exchange? The Services Agreement
states at 10.4 that Eurex and the Exchange will keep “full and true book of accounts and
other records’ for a period of ten years, and that access to the records will be provided
upon receipt of areasonable request. It does not state exactly what information will be
kept. Would the Exchange maintain records in accordance with Commission Regulation
1.31?

US Exchange and those providing servicesrelating to coreregulatory
functionswill retain all audit-trail related records, recordsrelated to
Member ship admission and disciplinary actions, recordsrelated to the
regulatory functions of trade practice and market surveillance and
associated investigations and actions resulting therefrom, all recordsrelating
to exchange and cor por ate gover nance and all routine business-related
recordswhich are kept asa matter of custom.



US Exchange and those providing servicesrelating to coreregulatory
functions and exchange operationsto US Exchange will comply with
Commission Regulation 1.31 at all times.

Exchange Rules

1 Rule 203, which authorizes and describes the Disciplinary Committee, provides
that no employee of the Compliance Department of the Exchange may serve on the
Disciplinary Committee. Does this prohibition apply to staff of the third-party self-
regulatory organization that would be under contract to investigate and prosecute
disciplinary cases?

Rule 203 statesthat appointeesto the Disciplinary Committee will be officers
and employees of US Exchange. Furthermore, for purposes of Rule 203, the
Chief Executive Officer will consider employees of any contractor
performing regulatory servicesfor the Compliance Department to be
cover ed by the Rul€e' s prohibition on staff of the Compliance Department
serving on the Disciplinary Committee.

Please describe the criterion that the Exchange would use in making appointments to the
Disciplinary Committee.

Under the Rule, US Exchange's Chief Executive Officer appoints Exchange
officers or employeesto serve on the Disciplinary Committee. Such
individualswould be senior level employees, with an appropriate degree of
experience to perform thisfunction. Only individuals who would not be
statutorily disqualified under 88a(11) of the Act if applying for registration
and who do not have a significant history of serious disciplinary offenses
such asthoselisted as disqualifying under 81.63 would be dligible for
consideration to serve on US Exchange' s Disciplinary Committee.

2. Rule 205 authorizes and describes the Compliance Department. Assuming that
the NFA conducts the regulatory duties for the Exchange, what would be the composition
of the Compliance Department? Elsewhere, the submission refersto the Market
Supervision Department. Should there be a provision within Part 2 of the Rules
describing the authority and duties of the Market Supervision Department? Should there
be a provision describing the relationship between this department and the Compliance
Department? What would be the composition of the Market Supervision Department?

Initially the Compliance Department will consist of a Chief of the
Compliance Department. The Chief’sfunction will beto makethose

deter minationsrequiring the exer cise of discretion that have been reserved
and not included in the regulatory services contract with NFA. The NFA has
been retained to conduct trade practice and market surveillance on behalf of



3.

US Exchange. Contracting with aregistered futures association, such as
NFA, for regulatory servicesis specifically contemplated under section 5c(b)
of the Act, and theregulatory services contract between US Exchange and
NFA compliesin all respects with the Commission’s Application Guidance,
17 CFR part 38, Appendix B, Core Principle 2.

US Exchange and the NFA under stand and take seriously their obligation to
have sufficient and adequate staff to carry out their self-regulatory functions.
Current staffing levelsare based upon NFA’s experiencein providing such
servicesto other designated contract markets. Both the NFA and US
Exchange will add personnédl asincreasing volumerequires. The
Commission, through its Rule Enforcement Program, will have an
opportunity to evaluate on an on-going basis, US Exchange's staffing in
relation to increasing trading volume and to recommend that US Exchange
take corrective action in the unlikely event that US Exchange's staffing fails
to keep pace with market growth.

Market Supervision functions are conducted by Exchange employees. These
functionsrelate to administration of the trading platform. These employees
do not exercisedisciplinary authority. Accordingly, it isunnecessary that
their functions be provided separately by rule. The Market Supervision staff
will include approximately 13 persons, including supervisors.

Market Supervision staff will communicate to NFA promptly and on an on-
going basis any information that may assist NFA in the performance of its
regulatory activities. However, thereisno need for a special provision
regarding therelationship between Market Supervision staff and the
Compliance Department. All exchange employees, including thosein Market
Supervision, have the authority to makereferralsto the Compliance
Department if they have reason to believe that a violation of exchange rules
hasoccurred. Similarly, Compliance staff may obtain information from any
exchange staff member (other than clerical staff members), in furtherance of
an inquiry into alleged violations of exchangerules.

Rule 205 establishes authority of the Exchange Compliance Department over

market surveillance. The draft Regulatory Services Agreement with NFA has NFA
performing market surveillance responsibilities under contract with the Exchange. Please
describe the respective responsibilities of the Exchange Compliance Department and
NFA with respect to market supervision, real-time market surveillance, and market
surveillance generaly.

NFA will perform surveillance for trade practice violations and for market
manipulation, price distortions or market congestion. NFA will have
transaction data available on a T+1 basisfor thispurpose. US Exchange's
Market Supervision staff will conduct real time supervision of the market



4.

with respect to cancellation of trades, invocation of the volatility procedures,
trading suspensions and maintenance of proper operation of the Trading
System, including oversight of the Opening Procedures, checking for validity
of Ordersentered into the Trading System, and the appropriate editing of
information during the Post-trading phase.

Will the Exchange' s real-time surveillance be conducted in Chicago or outside the

US (in Frankfurt)? If performed outside the US, will there be arecord of surveillance
interventions kept for review in US?

5.

US Exchange'sreal time surveillancefor regular exchange trading hourswill
be conducted completely from Chicago. Eurex Frankfurt will offer a back-
up facility should it berequired. Surveillance outside normal U.S. business
hours on US Exchange will also be conducted out of Chicago and will be
supported as necessary by the Frankfurt facility. Recordsof interventionsin
the US Exchange market made by the Frankfurt facility, if any, will be kept
both in the U.S. and in Frankfurt.

Construction isalready underway on US Exchange's Chicago headquarters.
The Chicago Market Supervision facility will be fully operational by thetime
trading begins.

Please provide the approximate number of staff expected to be assigned to the

Exchange Compliance Department, and their general qualifications. Please provide the
same information with respect to NFA's Market Surveillance staff expected to be
assigned to the Exchange. Please explain how each of the projected staffing levels was
determined.

At thetime of launch, US Exchange's Compliance Department will consist of
a Chief of the Department. Thisindividual will also act as General Counsel
for US Exchange. Theindividual who will be performing these dutiesisan
attorney who has been duly admitted to a state bar and who hasa number of
yearsof futuresregulatory experience. Additional personnel will be added as
increasing volume requires.

A total of 5 NFA staff initially will be assigned to perform regulatory services
for US Exchange. Although NFA performsregulatory servicesfor additional
markets, these individuals will be performing such services primarily for US
Exchange. Theseindividualsare NFA’strade practice and market
surveillance staff, which consists of a manager and two senior managers.
One senior manager has 17 years of experience with NFA, an MBA and is
series 3, 7 and 4 licensed. The other senior manager hasworked at NFA for
3yearsand previously at the Chicago Board of Tradefor fiveyears. The
manager’s experience at the Chicago Board of Trade was chiefly with
investigations and for a shorter period of time with the a/c/e Market
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Supervision desk. The manager has 2 years experience at NFA, hasalso
worked at the CBOT in OIA for approximately 5 years, and has 15+ year s of
futurestrading experience. Thismanager isseries 3, 7 and 4 licensed. The
entire department is over seen by the senior vice president who has headed
NFA's compliance department for 3 yearsand previously had over 20 years
of experience at CBOT in several positions, including senior vice president of
OIA. Also, NFA hasa Compliance Department of approximately 90
individuals, many having training, or first hand experience working, in
Market Surveillance, who will be drawn on as additional staff resourcesare
needed and increasing volumerequires.

Asnoted abovein response to Question 2, US Exchange'sand NFA’sinitial
staffing levels are based upon management experience. To the extent
additional or reduced staffing becomes appropriate, staffing levelswill be
adjusted over time

Rule 207 addresses restrictions on Directors, Officers, Committee Members,

Employees and Consultants. Please describe what is meant by the term “significant
action” asthat term isused in, e.q., Rule 207(d)(iii), (iv), and (vi). Also, please address
the apparent inconsistency in Rule 207(d)(vi) in that Rul€’ s reference to Rule 207(d)(i)
and (iii), which prohibit participation for different reasons (the former for a personal
relationship, the latter for afinancia interest).

7.

“Significant action” wasintended to denote substantive action of a non-
trivial or non-ministerial nature. “ Significant action” includesrule changes
that address a market emergency and any changesto margin levelsor other
action likely to have a substantial effect on pricesfor any product traded on
US Exchangethat istaken in responseto extraordinary or disorderly market
conditions.

Thereferencein thethird line of sub-paragraph (d)(vi) of Rule 207 to
“paragraph (i)” isatypographical error, and should read “ paragraph (iii).”

Under Rule 307(b)(ii), members are required to inform the exchange of “any

expulsion, suspension or finein excess of $25,000 ... imposed by any SRO.” Please
explain the rationale for setting the fine threshold at $25,000.

Under Rule 307(b), Members must notify US Exchange of a number of
adver se actions by a Governmental Agency or other self-regulatory
organization that might affect the Member’sfitnessfor continued

Member ship in US Exchange. Theseinclude any expulsion, suspension,
refusal of admission or withdrawal of an application for admission by the
Member to another SRO, and any finein excess of $25,000. US Exchange
believesthat a violation of another SRO’sruleswhich resultsin afine above



$25,000 may be of a sufficiently serious nature to merit consideration by US
Exchange of the Member’s status.

8. Rule 307(d) requires members to keep records of al transactions for atotal of five
years and such records must be readily accessible for the first two years. Please confirm
that this rule requires that the member retain unfilled, changed, and canceled orders.

Rule 307(d), consistent with the CFTC’s guidancein 17 CFR Part 38,
Appendix B, Core Principle 10(b)(2)(i), includesthe obligation that Members
retain records of unfilled, changed and cancelled orders.

0. Rule 307(n) requires that each member ensure, to the extent possible, that each
order received from a customer which is executable at or near the market price be entered
into the trading system before, among others, proprietary orders. Please define the
meaning of “near” in this context. In addition, please describe how the Exchange will
check to seeif orders have been improperly withheld. The NFA would review
proprietary orders being entered near customer ordersin response to any customer
complaint regarding the quality of the fills they receive, or review such orders during
back-office audit reviews. How often will these back office reviews be done and what
specifically will the back office reviews involve? Would this be a different review than
the financial compliance reviews conducted by DSROs?

Themeaning of “near” must be determined by referenceto what is
reasonable within a given context. Certainly, the size of the bid/ask spread is
afactor that must be considered in under standing the particular context. In
thisregard, any order that iswithin atick of the current bid/ask spread
would be considered to be“ near” the market. Ordersthat are greater than
onetick above or below the current market might also be considered to be
“near” the market in amarket that istrending in that direction, or in a
market with arelatively wide bid/ask spread. On the other hand, ordersthat
are several ticksaway from the current market might not be considered to be
ear” the market wherethe market has been trending the direction
oppositeto theorder, or in a market with arelatively narrow bid/ask spread.

US Exchange has contracted with NFA to surveil for such trade practice
violations. NFA will review audit trail data to determine whether orders
have been improperly withheld by comparing the time an order was received
by an FCM with thetimeit was entered into the trading system and thetime
of entry of any intervening proprietary order. Surveillancewill take placein
thefirst instancein responseto any customer complaintsregarding the
quality of thefillsthey receive on orders. Secondly, NFA will monitor for
withheld ordersusing three different methods.

Thefirst two include the automated generation of exception reportsthat
identify crossed orders and that identify paired counter party trade
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percentage. Crossing ordersallowsoneto seethetiming of the buy and sell
side of ordersthat have been exposed to the market. The counter party

per centage identifies userswith a high percentage of trades between two
parties. Moreover, NFA could look at the order execution time and request
the office order documentation to seeif the firm executed a tradefor itself in
advance of a customer order that has been placed through the same firm.
Lastly, if any unusual activity isfound in the order book as captured in the
NFA’s Trade Analysis and Profiling System, the staff will request order
ticketsand order routing information to seethetiming of thetransactionsin
relation to the proprietary activity of thefirm.

Thissurveillance activity isin addition to the financial compliance reviews
that are conducted by the DSRO. Thisactivity isalso reviewed as part of
the DSRO examination process. NFA hasbeen retained to conduct such
DSRO examinations on behalf of US Exchangeto the extent that US
Exchangeisrequired to conduct such examinations.

Under Rule 313(a), the Exchange may permit a member to use an AORS to input

orders as authorized and on prescribed terms and conditions. Please describe those
appropriate “terms and conditions.”

11.

Members must apply to US Exchange for permission to connect automatic
order routing systemsto the Trading System. Approval of an application for
permission to connect an AORSto the system is dependent upon the Member
meeting the following conditions. The AORS must operate using the
properly defined interface. Moreover, the AORS must providethat before
ordersarechanneled into the Trading System, they pass through an
electronicfilter resident on the AORS, which checks and releases ordersfor
further transmission according to the parameter s defined by the Member.
The Member must be responsible for controlling and monitoring thefilter
and be able to prevent the forwarding of ordersat any time. Finally, the
Member must provideidentifying information to US Exchangerelating to
those individuals authorized to enter ordersover the Member’s AORS.

Will a membership termination proceeding pursuant to Rule 314(a)(ii), for

members who no longer meet the digibility standards in Rule 302, be conducted pursuant
to Rule 615, Member Responsibility Actions? If not, please explain how the provisions
of Rule 314(a)(ii) would provide for adequate due process protections and why the due
process protections specifically provided in Rule 615, including awritten decision, need
not be provided.

No, Rule 314(a)(ii) reservesto US Exchangetheright to terminate

Member ship, and thereby accessto the Trading System, using procedures
other than those provided in Part 6, where US Exchange deter minesthe
Member no longer meets one of the eligibility standards set forth in Rule 302.



For example, US Exchange could terminate an FCM’s Member ship under
the provision of Rule 314(a)(ii) if the FCM has been barred by the
Commission from conducting businessasan FCM. Such a bar would make
the FCM indligible for Membership under Rule 302(a)(v). In such a case, US
Exchange could terminatethe FCM’s M ember ship upon deter mining that
the FCM no longer meetsthe eligibility requirement, after providing notice
to the Member and an opportunity to be heard.

Will the Exchange initiate membership termination proceedings against members who
become subject to any of the conditions for denial of an initial application in Rule 304?

US Exchange would consider terminating the M ember ship of Memberswho
became subject to the conditionsfor denial of initial Membership on a case-
by-case basis. For example, Rule 304(a)(iv) makes being subject to a
disciplinary action by any SRO a basisfor denial of Membership. Such a
termination procedure would be subject to the procedures of Chapter 6 of
US Exchange' sRules. It would be unlikely, however, that US Exchange
would terminate an entity’s Member ship wherethe disciplining SRO has
determined that the violation merited a less sever e sanction.

12. Rule 401, Business Day Periods, does not clearly indicate when the trading day
will start. Does the trading day start the evening before, or on the actual business day?

Thetrading day will begin at 8 p.m. Central Time on theday prior tothe
beginning of the actual business day.

13.  Rule401(b) states that “trading begins with the determination of an opening price
for each futures delivery month and each series of futures options.” Please describe how
that opening price is determined and by whom? Please also describe how the Exchange
determines the “ preliminary opening price” referred to in paragraph 401(b)(i) and the
“final opening price” referred to in paragraph 401(b)(ii). In addition, while Rule
401(b)(iii) refersto the Opening Period ending as soon as the netting process has been
completed, it is unclear whether the netting process result is actual trade-matching (if
possible) or whether there is merely an opening price determination. Please clarify this
point.

The opening price isdetermined by the Trading System through the

interaction of ordersand quotes entered into the Trading System during the

pre-Trading and Opening periods. In essence, the opening price is

deter mined by the Trading System, which aggregates all orders and quotes

entered before trading begins and, based on those orders and quotes,

deter minesthe price at which the maximum number of contracts can be, and

are, matched. That priceistheopening price, referred to in Rule 401(b) as

the “final opening price.”



Specifically, the Trading System calculates a preliminary opening
price based upon ordersand quotesreceived during the Pre-trading
period. The preliminary opening pricereflects the price that would
be determined if the opening matching process described above were
to take placeimmediately. The preliminary opening priceisdisplayed
continuously once the pre-opening period begins. The preliminary
opening priceisupdated to reflect additional ordersand quotes
entered into the system. At the end of the pre-opening period, the
Trading System entersatransition and a netting period to obtain a
single opening pricefor each futures contract month and each series
of futuresoptions. The Trading System calculates the opening price,
and matches those trades, by matching the maximum number of
contracts from the orders and quotes that have been entered into
Trading System for that futures or options. That priceisthe Opening
Price. Followingthe Opening Period, trading beginsusing the
applicable price/time priority or pro-rata matching logic.

14. Rule 401(e) addresses the post-trading period. Pursuant to Rule 401(e)(i), during
the post-trading full period, the trading system is available to members for data requests
aswell asinput of data changes. Please describe what data requests may be made and
what data may be changed.

During the Post-trading Full Period Members may inquireregarding
information on trades executed during the trading period (Online Time& Sales),
statistical information such as market volume and the high and low. Members
may also inquireregarding their own active orders, and access the audit trail for
their own ordersand trades.

Thetrading functionsthat are availableto Members during Post-trading Full
Period are similar to the functions permitted during Pre-trading. The system
accepts additions, changes and deletions of unrestricted limit orders, market
orders, stop ordersand quotesfor the next trading day. No matching of orders
takes place and there are no broadcasts of inside market changes. Traders see
only the best bid and ask pricesat the close of trading.

During the Post-trading Full Period, US Exchange suggeststo the Clearing
Organization settlement pricesfor all contracts.

For moreinformation, concerning the actionsthat are possible in the Post
trading Full Period pleaserefer to thetable below. Thetable distinguisheswhich
actions can be performed by US Exchange (Market Supervision) or the
Members.

Therearefour access levaelsdefined:
0: No accessisallowed
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1: Inquiry accessonly isallowed
2: Inquiry, Add, and Change accessis allowed
3: Inquiry, Add, Change, and Delete accessis allowed

Please see the following table.




15. Rule 403 addresses the entry of ordersinto the trading system. Will the order
entry requirements include the account identification for a customer order? Doesthe
field “CustAct’, Customer Account Name, require an account number, or can the
customer be identified in some other manner?

The customer account number isa mandatory field that isrequired to be

entered for each order.

I dentification of customer ordersand CTI codes are required when entering
ordersintothe Trading System. Theorder entry specificationsand fieldsare
asfollows:

g DEY: Order Entry i =101 x|

Window Select

(Esch_ Contract

By |feus

Comb

oy Linst :

Help
i

I

T

N | i

Cancel ‘

‘ Submit | ‘ Apply | |

Fields

Field Name

Description

Exch

Exchange

Exchange Identifier

Contract

Contract

Contract identification

Futures — Underlying, expiration month and year
Options — Call/Put, underlying, expiration month and
year, strike price, version number

Qty

Quantity

Pre-filled with adefault quantity if the user configured
Default Quantity Setting in the Limit/Quantity
Configuration window

Using the up or down arrow key will fill the field with
aquantity

Supports a maximum guantity of 9,999

Limit

Limit Price

Required for combination and stop orders

Market Orders — leave limit field empty

Pop-up list displays defined increments when user has
defined limit increments in the Limit/Quantity
Configuration window

Using the up or down arrow key will fill the field with
aprice

o/C

Open/Close

Code used to post matched trade to position
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Fields

Field Name

Description

indicator

» Valid Open/Close Indicators:
O - Open
C-Close
R — Simultaneously close front month and open back
month position for futures combination

Res

Restricted
order type

» Thisisamandatory field for option combination
orders.
 Valid Restriction Codes:

| —10C (Immediate or Cancel) Valid for futures and
option combinations
Default value for options combinations

F—FOK (Fill or Kill)
Valid for options only

S—Stop
Valid for single leg futures only

Act

Account Type

Act requirements:

* Use Al (default)

» Use G1 for agive-up and no house number for multi-
firm give-ups

» Use G2 for agive-up with a house number for single
firm give-ups

Validity

Expiration of
order

* GFD — Good for Day (default)

» GTD —Good till Date, aVaidity Date has to be
selected

* GTC - Good till Cancelled

» Using the up or down arrow key will fill the field with
adate

OrderNo

Order number

» System assigned number when order is entered into
system
* |dentifiesthe order.

Curr

Currency

» Currency code for selected product
» Thisisadisplay only field and isfilled by the system.

Comb

Combination
order

* Required for combination orders
* Indicates combination type

Futures

SPD | Calendar spread
Options

BUL Vertica Bull Spread
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Fields Field Name Description
BER Vertical Bear Spread
BLT Bull Time Spread
BRT Bear Time Spread
STD Straddle
STG Strangle
CNV Conversion/Reversal
2"Leg 2" leg « Required for combination orders
contract « Futures — underlying, expiration month and year
» Options — Call/Put, underlying, expiration month and
year, strike price and version number
OCl Option * Required for combinations
combination | « Specifies which order to match against:
Symbol Book
B Regular
Q Option Combination Quote
Book
ClgMbr Clearing * |dentifies the take-up member for an order specified as
member firm pre-designated for give-up
» Required if G2 account
CustAct Customer * Required field
account name | « |dentifies customer account
» Pop-up list displays accounts defined in Account
Configuration window
* If the user selects a predefined account, the system fills
in the respective account information
CTI Customer Required field
Transaction Valid Customer Transaction Indicators:
Indicator 1 —Own Account
2 —Proprietary
3 —On Behalf of Other Members
4 — Other Customer
Origin Clearing Required field
details Valid Origin Codes:
1 — Customer

2 —Non-Customer
3 — Other Member
4 — Broker
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In addition, are there any documentation requirements that must be met when a customer
order that cannot be immediately input into the trading system is received?

16.

Rule 307(d), consistent with the Commission’s guidancein 17 CFR Part 38,
Appendix B, Core Principle 10(b)(2)(i), includesthe obligation that members
retain records of unfilled orders.

Rule 403(b)(vii)(C)(3) refers to inter product spread stop orders. Please describe

how spread stop orders would be elected.

17.

An inter product spread (IPS) isset up like a futures contract wherethe
priceisdefined by the price differential of itstwo components. Memberscan
enter Market, Limit or Stop Ordersinto the Trading System. Limit or Stop
Ordersareentered with thisdifferential price. Stop ordersin such a
product can only betriggered by tradesin theinter product spread itself.
Thereisno link into the order books of the spread’s components, and more
particularly, thereisno function to survey the price differential of the
componentsin order totrigger stop ordersin thelPS.

Please describe how the Exchange will address cascading fills of stop ordersin a

thin market.

Exchange Rule 409 “ Volatility I nterruption” addressesthe issue of cascading
ordersin athin market. ThisRule, which issimilar in concept and operation
tothe“circuit breaker” rulesthat arein place for some futures markets,
provides a defined procedurefor interrupting cascading ordersin futures
markets caused by a temporary liquidity vacuum and for the orderly restart
of trading. Specifically, Rule 409 providesthat US Exchange may interrupt a
trading session if the price moves outside of a very broad price range within
a specified time-frame, which is determined by US Exchange, in its
discretion. If acontract’slast traded price crossesthisthreshold level US
Exchangeinterruptsthetrading session and restartstrading with the Pre-
trading and Pre-opening Periods. Thisresultsin the aggregation of orders
and quotes and the deter mination of an orderly market price.

In addition to Rule 409, a number of the electronic validationsthat are
routinely performed on orderswhen entered into the system serveto
discourage the cascading of stop ordersin athin market. Theseincludea
validation regarding the size of ordersand onerestricting the entry of limit
orderstoo far away from thelast traded price.

15



18.  Rule403(c) addresses strategy board trading. Please describe any limits with
respect to which strategies are permissible.

The Trading System providesfor 45 predeter mined types of combination
trades. Tradersarelimited to these predeter mined types of strategies.
Eighteen of these are option volatility strategiesinvolving the underlying
futures contract. Thetrader entersthe price and size of the futuresleg of the
strategy combination into the Trading System. The pricethat the trader
specifies may not be morethan 1% below or abovethelast traded pricein
the market. Option strategiesinclude, among others, varioustypes of
butterfly spreads, calendar spreads, ratio spreads, and volatility spreads.

19.  Rule 404 describes the execution of transactions. Please confirm that under the
price pro-rata priority algorithm, orders at the best price would have first priority and
orders at the same price would be matched pro rata in accordance with the respective
quantities of the orders. Under the price pro-rata al gorithm, please explain how the
algorithm would assign “partial” contracts (e.q., Trader A’s and Trader B’ s respective pro
rata portions are not whole numbers).

That isa correct general statement of the pro rata priority algorithm.

Under the Pro Rata Matching Principle, if the total order volume of best
price ordersand quotes contained in the order book exceedsthe volume of an
incoming order or quote, the ordersand quotes contained in the order book
will, after rounding down to form awhole contract, first be allocated to and
matched with theincoming order and quote on the basis of the percentage
sharethey represent of thetotal order volume availablein the Trading
System at such price. To the extent that theincoming order could not be fully
allocated and executed on thisbasis, the portion thereof that could not be
executed will berandomly allocated to and matched with the orders and
guotes contained in the order book.

If the total order volume of best price ordersand quotes contained in the
order book does not exceed the volume of theincoming order or quote, the
best price ordersand quotes contained in the order book will be fully
allocated and executed. That portion of theincoming order or quote that
could not be executed will be matched according to the Pro Rata Matching
Principle.

20. Rule 406 addresses cross trades and prearranged trades. Rule 406(b) requires that
amember seeking to match customer orders, to take the opposite side of a customer

order, or to execute a pre-negotiated transaction wait 5 or 15 seconds, depending upon the
type of contract, after theinitial order is entered into the trading system before entering
the opposite order. Please describe what is meant by the terms“initial” and “opposite”
order in the context of thisrule. Would cross trades and prearranged trades executed
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pursuant to Rule 406 also be subject to the requirements of Rule 307(n) concerning
priority of customer order entry?

An initial order meansthe order with the earlier timestamp from either side
of thetrade. When the buy (sell) sideisentered earlier in the ETSthen the
sall (buy) side of thetradeis consider ed the opposite order. Trades entered
under the provisions of Rule 406 remain subject to the provisions of Rule
307(n) which grants customerspriority of order entry. Accordingly, the
initial order isawaysthe customer order.

21. Rule 408 addresses the cancellation of transactions. Please describe how the
Exchange would determine how the price of atransaction effected on the trading system
deviates “significantly” from its fair market price under Rule 408(a). Please describe
how the Exchange would document the decision-making process involved in the
cancellation of transactions. Would any such documentation be retained in accordance
with Commission Regulation 1.31? Please confirm that the Exchange would not cancel
any transactions under Rule 408 for entry of an erroneous quantity, unless the transaction
also had an erroneous price.

US Exchange will determinein itsdiscretion whether a price deviates
“significantly” from itsFair Market Price based upon management
experience and expertisein market oversight. Management will consider a
number of factorsin making such a decision, including the number of ticks
by which the price has moved and the volatility or lack thereof in market
pricefor theunderlying commodity. In any event, no pricewould be
determined to be “ significantly” away from itsfair market priceunlessit is
outside of therelevant “mistrade” pricerangeidentified in Rule 405(b)(ii).
The“mistrade’ pricerangeisadefined pricerangeinside of which trades
will not be cancelled. Rule 408 also provides guidance in how Fair Market
Priceisdetermined. Under therule, Fair Market Price most often will be the
last traded price. However, in instances wherethelast traded price may not
berepresentative of Fair Market Price, in illiquid marketsor if the
underlying market has moved for example, Rule 408, as modified, provides
explicit procedures by which Fair Market Price will be deter mined.

The Market Supervision Unit will keep logs of the actionsit takesin
administering the mistraderule. Theselogswill document all relevant facts
surrounding the individual circumstances when Rule 408 isinvoked,
including but not limited to the partiesrequesting the cancellation, the time
that the cancellation wasrequested, the information relating to the traded
price and the market pricefor tradesimmediately preceding the trade which
have been requested to be cancelled and US Exchange' s action.

The documentation of the decision-making would beretained in accor dance
with Commission Regulation 1.31. Under Rule 408, US Exchange would not
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cancel a transaction within the mistrade price range because the entry of the
volume was erroneous.

22. Rule 408(b) does not seem to give any discretion to the Exchange to refuse to
cancel atransaction which satisfies the conditions of Rule 408(b)(i) and (ii). Please
confirm this interpretation of Rule 408(b).

That is correct.

23.  With respect to Rule 408(f), please explain the meaning of “counter-transaction”
and describe the procedures that would be followed in cancelling a transaction, including
the manner of publication on the trading system.

A counter-transaction isan administrative order to the Trading System
cancelling a previoustransaction. A party’srequest to cancel atransaction
based upon an erroneous entry of an order will be considered by the Market
Supervision Unit. That unit would consider whether the request for
cancellation had been madein atimely manner and whether the price of the
affected trade was outside of the mistrade pricerange. The Market
Supervision staff would immediately send out noticesto Memberson the
Trading System alerting them to the claimed mistrade and to its decision on
whether or not to cancel thetrade. If thetradethen iscancelled, the
cancellation is accomplished technically by entering a new trade that isequal
and oppositeto theoriginal trade. This counter-transaction is published to
the market immediately.

Would the Exchange ever “cancel” transactions that resulted from contingent orders set
off by cancelled transactions? If so, please describe the Exchange’s procedures for
handling such situations.

TheMarket Supervision staff will cancel trades based on contingent orders
that have been set off by cancelled transactions wherethetransaction is
executed at a price outside of the mistraderange. Contingent orders set off
by a cancelled trade at priceswithin the mistrade range would not be
cancelled.

24.  Rule 409 addresses volatility interruption. Please describe how such an event
would be denoted on the trade register and other computer records documenting trading
activity. Please describe the “price range” that would be cause to determine whether a
volatility interruption has occurred.

See the answer to question 17 above for a description of the Volatility

Interruption procedure. Thetraderegister would reflect a clear break in
time between thelast traded price and the price at which trading “re-
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opened.” Thefirst price when trading resumed would be identified by the
Trading System with the“ Opening Price” identifier.

25. Pursuant to Rule 413, Exemptions from Position Limits, the Exchange has
authority to impose “limitations or conditions on the exemption.” The Exchange’s
decision “shall befinal.” Please describe the guidance or standards the Exchange would
usein limiting or conditioning specul ative limits exemptions.

Seeresponseto question 26, infra.

US Exchange, in imposing limitations or conditions on an exemption from
US Exchangge' s speculative position limits, will use those standardsfir st
articulated by the Commission in promulgating former Commission Rule
1.61. Specifically, the Commission advised exchangesthat in granting
requestsfor exemption, the amount of the exemption granted from an
exchange-set speculative position limit was dependent upon both the nature
of the applicant’s positions (whether for hedge or risk-management
purposes) and whether such positions can be established and liquidated in
an orderly manner and in accordance with sound commer cial practices.

26. Rule 413 provides for exemptions from position limits, but does not specify
application procedures or the types of exemptions allowed. The Regulatory Services
Agreement with NFA (p. 10) has a"Hedge Exemption Applications' deliverable, but itis
conditional upon the Exchange requesting it. Please explain what types of exemptions
from the speculative position limits (e.g., hedging and spreading) the Exchange
contemplates granting and why these are not specified in Rule 413. Please describe the
procedures for applying for exemptions, and should these procedures be included in the
Exchange's rules? Who will be responsible for granting the exemptions, and how will the
level be determined? If NFA oversees the exemptions and the Exchange intends to grant
exemptions for spreading as well as hedging, the Regulatory Services Agreement at page
10 should be written more broadly to include exemptions other than hedge exemptions.

US Exchange intendsinitially to list for trading contracts on underlying
commodities for which position accountability procedures are applicable. |f
and when US Exchange wereto list for trading contracts for which
speculative position limitswould be appropriate, it will filewith the
Commission the US Exchange rule establishing the level of such a speculative
position limit aswell asthe exemptions (hedge, spreading or risk
management) and the method for obtaining such exemptions which may be
applicablethereto. For example, spread exemptions may be provided for
explicitly in a speculative position limit rule, rather than through an
application procedure, such asunder 17 CFR §150.3(a)(3). Hedge
exemptions, however, under 17 CFR 150.5(d)(2), have been required to be
granted by application on a case-by-case basis.
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27.

The proceduresfor applying for an exemption would be consistent with those
provided under former Rule 1.61. Membersdesiring an exemption would be
required to request an exemption prior to exceeding the US Exchange
speculative position limit or shortly thereafter. The application would
requirethe Member to request a specific amount for exemption and to
demonstrate the Member’s need for positions exceeding the speculative
position limit up to the level of the requested exemption.

US Exchange will decide at a later time whether its Compliance staff will
determine whether to grant applicationsfor exemptions from speculative
position limitsor, under itscontract with NFA, to request that NFA
undertakethat role. If US Exchangewereto list for trading a contract where
an application for exemption other than Hedge Exemptionswereto be
required, it will make appropriate modifications to the Regulatory Services
Contract at that time.

Rule 415, Block Trading Facility, states that a minimum size will be specified for

Contracts authorized by the Exchange for block trades. Please describe how that
minimum size will be determined. In addition, please provide any restrictions that would
be imposed with respect to how the price for the block trade may be established.

28.

Generally, in determining the appropriate size of a block order US Exchange
will consider the average size of transactionsin the underlying cash markets,
on itsfuturesmarkets, and on other futures markets.

Exchange Rule 415 requiresthat the price of the block must be within a pre-
specified price range--between the day’s high and low for the contract.

Please provide a more detailed description of the procedures and operation of the

VolaTrading Facility described in Rule 418, particularly with respect to the entry of
OTC options.

The OTC Vola Trade enables Membersto enter futurestrades negotiated
outside the system, whereas the number of future contracts entered
correspondsto the delta hedge required for a specific option trade rounded
down to the nearest whole integer. M embers can enter these futurestrades as
OTC tradesviathenew OTC Vola Trade Entry functionality — no matter
whether the underlying optionstradeisan on-exchange or an OTC block
trade. Based on the underlying optionstrade, which can beidentified viathe
Option Trade Transaction, ID, a portion or the whole quantity can be
hedged. Delta hedging of option strategiesisthereby possible by selecting an
appropriate part of one leg of the option strategy.
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29.

When entering the OTC Vola Trade,

» thechosen futures price must bewithin the daily high/low of thetrading
day at thetime of trade entry.

» therearenorestrictions concerning the minimum quantity, as the size of
the futures hedge is deter mined by the number of contracts selected from
the chosen optionstrade aswell asthe delta factor of the option.

* Optionstrades serving asthe basisfor an OTC Vola Tradeentry in the
underlying future must have been fully executed between the
counterparts of the OTC Vola Trade. Optionstradeswith athird party
involved in the execution are not eligiblefor an OTC Vola Trade entry.

» theoverall quantity of all Vola Trades using the same Option Trade
Transaction | D must not exceed the quantity of the original option trade.

After successful entry, a transaction number is generated by the system. To
completethe OTC Vola Trade, the counter-party of the option trade must
retrievethe trade using the transaction number provided by the system to
theinitiator of the Vola Trade, and approve it. Requeststhat are not
approved will be deleted during batch processing of the day of entry.

The OTC Vola Trade can be deleted by the party entering the trade
assuming it has not been approved yet.

OTC VolaTrades can beinquired viathe Online Times and Sales Sheet with
thetradetype“V”, distinguishing OTC Vola Trades from other tradeson
windows and reports.

Rules 415-417 each imposes recordkeeping requirements on members. Should

these rules, aswell as Rule 418, Volatility (Vola) Trading Facility — Exchange of Futures
for Options, specifically require that such records be retained pursuant to Commission
Regulation 1.31, i.e., for five years and for two years in an accessible place?

30.

Rule 308(a) requiresthat Members comply with Commission Rules,
including Rule 1.31.

Rule 601, Investigations, does not include arequired time criterion for the

completion of an investigation. Please address the time period that the Exchange would
consider to be acceptable for atimely investigation.

Because the degr ee of complexity may vary between various cases, US
Exchange has not specified atimecriterion for the completion of every
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investigation. However, it anticipatesthat NFA generally will complete
investigations within 120 days unless ther e ar e extenuating cir cumstances.

3L Rule 804(d) specifies that the Board and the Commission shall be notified of any
exercise of emergency authority, but does not specify the manner in which the
Commission would be notified. Please describe how such notification would occur.

Notification will be provided to the Commission staff at its Washington, D.C.
headquarters by telephone, electronic mail, fax, or an equally expeditious
form of communication. Such notice shall in thefirst instance be provided to
the Director of the Division of Market Oversight or to the Director of the
Division of Clearing and Intermediary Oversight, as appropriateto the
circumstances, or to their designees. Written notice will thereafter be sent to
the Commission at its Washington, D.C. headquarters. Noticeto US
Exchange Board will be made by any one of the aforementioned methods of
communication.

M ember ship Agreement

1. Paragraph 4.3, Member Front End Installation. Will amember be ableto be
logged in on more than one computer at atime? If so, please describe how the Exchange
will be able to identify the source of an order. Will the Exchange be able to identify the
specific computer from which an order was entered? Will the Exchange be able to
identify the trader who entered the order?

A trader may have multiple loginsand it istherefore possibleto login on a
workstation several times, or for atrader tologin on different workstations,
even on workstationsin different MISS groups. Thetrader ID isstored and
sent in every singlerequest to US Exchange, however. The Trading System
captures and associates with each order sent to US Exchange an identifier for
each individual workstation through which an order can be entered, in
addition tothetrader ID. Accordingly, it is possible to identify the

wor kstation from which therequest came and the individual trader who
initialized the request.

Preliminary SRO Services Agreement

1. Section 9.110f the Bylaws, Restrictions on Trading and Disclosure by Employees,
restricts trading activity and disclosure of information by exchange employees or
consultants. Please discuss whether the Regulatory Services Agreement should
specifically state use and access restrictions as well.
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2.

Thereisno need for the Regulatory Services Agreement specifically to state
use and access restrictions applicable to NFA employees. NFA hasa Code of
Professional Conduct applicableto all employees and which appliesto the
conduct of all of their official duties, including those performed under the
Regulatory Services Agreement. The code prohibits NFA officersand
employees from engaging in certain conduct, including thefollowing: (1)
Acquiring or retaining any direct or indirect financial interest in a futures
account, leverage account or similar account (excluding a stock option
account), or margin account unless approved by NFA’s president or general
counsdl; (2) using or disclosing confidential, non-public information obtained
in the cour se of employment.

Please discuss whether the agreement should specifically allow the NFA to

release trade data to the Commission. Also, should the agreement specifically allow the
NFA to release investigation findings to the Commission, either directly or through the
Exchange?

3.

The Regulatory Services Agreement does not prohibit NFA from releasing
trade data to the Commission. If US Exchange determinesthat it ismore
efficient, NFA will provide the audit trail datato the Commission directly.

The Regulatory Services Agreement also does not prohibit NFA from
releasing investigative findings to the Commission. However, because under
section 5¢(b)(2) of the Act, US Exchange remainsresponsible for these
contracted SRO functions, the Commission should first request these
findingsfrom US Exchange.

The Regulatory Services Contract need not specifically allow for therelease
of these documents. Commission Rule 1.31 mandates that all books and
recordsrequired to be kept under the Act or Commission regulations be kept
open to inspection by the Commission and a copy provided upon request by
the Commission.

Please describe how the Exchange's real -time surveillance would be coordinated

with the Exchange Compliance Department's oversight of the daily market surveillance
conducted by NFA. The Regulatory Services Agreement obligates NFA to provide, on a
monthly basis, reports detailing the number and type of exception reports generated and
the number and status of investigations. The agreement states that NFA will provide, on
aweekly basis, reports on expiring futures and option contracts including assessments of
deliverable supplies, orderly liquidation, and large trader position concentration. Please
discuss whether and why weekly and monthly reports are sufficiently timely. Please
address whether daily awareness of market surveillance activity would be more useful to
the Exchange in coordination with its real-time surveillance.
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4.

US Exchange’'s Market Supervision staff will notify NFA staff of any trading
activity that they observethat may assist NFA in carrying out its contractual
duties. This coordination may be done either directly or with the assistance
of the Chief of the Compliance Department. Likewise, NFA will notify
Market Supervision of any activitiesor eventsthat would assist Market
Supervision staff in the discharge of itsduties.

Thereportsthat NFA will provideto US Exchange Compliance Department
aresummary reportsin natureand arein addition to, rather than in lieu of,
on-going communication between the NFA and US Exchange Compliance
Department. Indeed, therequirement for a weekly surveillancereport, new
to NFA’soperationsasa provider of regulatory services, isintended to
establish continuity of oversight and under standing of market surveillance
and isa useful tool in making market surveillance an ongoing rather than an
episodic focus of management attention. In thisregard, it isdirectly
patterned after Commission practice. Similarly, monthly reportswith
respect to the number of exceptions generated by NFA’s electronic trade
practice surveillance system and case load are more frequent than NFA has
provided to other markets. Therelative frequency of these summary reports
does not suggest that mor e frequent communication isnot anticipated by the
partiesto the contract. Indeed, Schedule A, Section IV F. of the Regulatory
Services Agreement provides for weekly consultation between NFA and the
Chief of US Exchange's Compliance Department to discuss new inquires and
investigations and to provide a general updaterelating to the status of
continuing inquiries and investigations. Again, the monthly summary report
isintended to be a management tool so that issues of the timeliness of
completion of investigations can be ascertained on aregular basis.

Trade practice and market surveillanceis conducted by NFA on a T+1 (trade
date + next business day) basis. Any market problems noted by NFA will be
discussed with US Exchange personnél daily. It should be noted that all
investigations ar e discussed with US Exchange Compliance personnel prior
to completion of any investigativereports. Themonthly reportsareintended
to simply serveasa summary of activity noted during a given period of time,
not first notice to US Exchange of potential problems.

NFA agreement Schedule (A) VIl Reporting and Recordkeeping states that NFA

will maintain all records created in conjunction with Exchange Regulatory Services for a
period specified by Commission Regulation 1.31. However, NFA further states that
Audit Trail data shall be kept readily available for aminimum of one year and offsite for
four additional years. Commission Regulation 1.31 requires that records be kept for a
minimum of five years and readily available for inspection for two years. Please discuss
this apparent inconsistency.
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All trade data will be maintained in accordance with Commission
regulations. NFA will keep the audit trail dataimmediately available online
for 13-25 months and offsite storage for atotal of 5 years, which isreadily
accessible within 24 hoursupon request.

Market Supervision Trading Business Procedur es

1 Page 8, paragraph 2), and page 10, paragraph 2) state that an MS FEX staff
member checks if daily valid orders have been entered into the system exactly. Please
describe how these checks will be accomplished.

During the Pre-opening period Market Supervision staff checks whether
certain ordersin the system arevalid. Members may enter market orders
near the end of the previousday's Trading Period in an attempt to have their
order execute at theclose. If they enter the order after thetrading period
has ended, the order will not have been executed, but rather remainsin the
Trading System for execution during the following day.

Asanon-obligatory serviceto Members, the Market Supervision staff
reviewsall ordersin the Order Book which were entered near the time of the
previous day'sclose. Staff contacts Membersdirectly to ask whether the
Member intended for the order to be executed during the previousday's
trading period and to alert the Member that the order remains active. The
Member has an opportunity at thistime (during the Pre-opening phase) to
withdraw orders. Accordingly, having been alerted to the status of their
orders, Members may choose to withdraw such orders.

General Questions and Comments

1 Please provide the status of al testing efforts accomplished, underway, and
planned that are related to the trading system and its interfaces to other systems (e.q.,
NFA, TCC, Eurex Frankfurt (for disaster recovery)). Of particular interest and value are
error-tracking and resolution reports that are associated with the tests. For testing
completed, the final version of those reports should be submitted. For testing underway
and planned tests, the most recent report and regular (e.q., weekly) updates should be
submitted. The submissions should include an explanation of the severity and/or priority
ratings assigned to the errors and your threshold for requiring that errors be completed
before system launch.

Product and regression testsfor US Exchange System are completed.

Product Test consists of three different areas. functional test,
technical test, end-to-end test with all interfaces. Product Test phase
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for all areas ended on September 30, 2003, as planned. All test
conditionsfor all three areas have been executed, charts contain
executed test conditionsover time per area:

All errors found during test executions have been fixed, test
conditions have been retested, Product Test success-rate
reached 100% after third execution of cycles; charts contain
successfully executed test conditions over time per area:
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2. Please provide suggested alternate dates for Commission technical staff to
conduct an on-site review of the two Chicago data centers. The review will be focused
on physical security, environmental controls, and operationa procedures, including
market supervision. Please suggest an appropriate time-frame for accomplishing that
visit (# of hours required) and a point in time in which most, if not al, facilities and
services will be operational.

Commission staff arewelcometo visit our Chicago data center during
theweek of November 3, or anytime thereafter during thereview
period. Duringthat visit, Commission staff can inspect the operation
of the current trading platform in production, which is highly similar
to US Exchangetrading platform. Thisvisit would also include
ingpection of the nearly completed new co-location data center, from
wher e half of US Exchange back end systems cluster will be operated.
In addition, Commission staff can inspect the network access pointsin
Chicago currently in production. Expect thevisit torequire4to6
hours.
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You are also welcomefor follow-up visits at any time during
simulation which will begin on December 1st.. The Market
Supervision front end environment in its permanent location in
Chicago iscurrently under construction and will be available for a
sitevisit during the week of January 26th, 2004.

3. Please provide suggested alternate dates for Commission staff reviewing the
designation application to conduct an on-site review. The review will be focused on the
interface between the Exchange and NFA and the Clearing Corporation and especialy on
the ability of NFA’s computerized surveillance system to detect potential violations of
trading rules.

Commission staff arewelcometo visit during the week of November 3
or anytime thereafter during thereview period. We would be happy
to coordinate an exact date with NFA and The Clearing Cor poration
(CCorp). Until smulation trading begins, NFA will beableto
conduct a demonstration using stored transaction information. The
transfer of tradesto CCorp from US Exchange will beidentical to the
main interface currently in production. Together with CCorp, we
would also be happy to acquaint Commission staff with theinterface
from CCorp to NFA.

You are also welcomefor follow-up visits during simulation, best
during the week of December 15th, 2003. Alternatively, we suggest
the week of January 12th, 2004, duringthe general Member
simulation, when the system would show significant number s of
trading transactions that could bereviewed with the NFA tools. The
dates above aretentative and will haveto be coordinated with CCorp
and NFA.

4, Please describe how the Exchange would comply with Appendix B to Part 38 of
the Commission’s Regul ations which provides, under Core Principle 7, paragraph (a),
that “Procedures should also include providing information on listing new products, rule
amendments or other changes to previously disclosed information to the Commission,
market participants and the public.”

US Exchange will post on itswebsite and/or provide written noticeto
its Members of thelisting of new productsor changestoitsrulesor
bylaws. Such information shall also be provided promptly to the
Commission in accordance with applicable law.

5. In the proposal, comments are made as to the “right of the exchange” to record

conversations. Will conversations be recorded? For how long will such recordings be
retained?
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Yes. US Exchange will retain such conversationsfor a period
consistent with Commission Rule 1.31.

Technical/Typographical:

Thenoted correctionswill be made.
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