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Submission No. 08-63 
November 13, 2008 

Re: Request for Commission Rule Approval: Amendments to Rules 7.42(d), 7.46(b), 
7.50(b), 10.03(d) and (h), 10.11, 10.12(a)(v), 10.22(a) and (d)(i), 10.24(b), 10.26(a)(iii) 
and (vii), 10.28(c) and 10.37-10.40 and the adoption of new Rule 7.52-
Submission Pursuant to Section 5c(c)(2) of the Act and Regulation 40.4(a) 

Dear Mr. Stawick: 

Pursuant to Section 5c(c)(2) of the Commodity Exchange Act, as amended, and 
Commission Regulation 40.4(a), ICE Futures U.S., Inc. ("Exchange") is requesting approval of 
amendments to Rules 7.42(d), 7.46(b), 7.50(b), 10.03(d) and (h), 10.11, 10.12(a)(v), 10.22(a) and 
(d)(i), 10.24(b), 10.26(a)(iii) and (vii), 10.28(c) and 10.37-10.40 and the adoption of new Ru1e 
7.52, attached as Exhibit A. 

The amendments to Rules 7.46(b), 7.50(b) and 10.26(a) (iii) and (vii) will remove references 
to the Board of Cotton Examiners and a designated agent which are no longer in use. The 
amendment to Rule 7 .42( d) will conform the Rule to the current practice of allowing a cotton 
warehouse applicant to post a letter of credit in lieu of the required bond. 

The addition of new Rule 7.52 Duty to Notify will require a cotton warehouse operator to 
report to the Exchange any material and/or adverse change in its financial condition, any 
convictions, or failure to meet the requirements prescribed in the Rules. New Ru1e 7.52 is similar to 
Licensing Rule 7.19 applicable to coffee and cocoa warehouses and to Licensing Rule 7.64(p) 
applicable to FCOJ tank facilities. 

The amendments to the remainder of the Cotton No.2 rules are as follows: 
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• Rule l0.03(d) and (h)- redefine deliverable growths by referring specifically to 
geography rather than to rain or non rain grown cotton and adds a decimal point when 
referring to the numerical value of grams per tex; 

• Rule 10.11 -clarify the meaning of what constitutes a good delivery; 

• Rule 10.12- geographically define the delivery point of New Orleans; 

• Rule 10.22(a) and (d)(i)- further refine the definition of the type of cotton to be used 
for calculating the invoice at delivery; 

• Rule 1 0.24(b) - change the time the deliverer must provide the receiver with the 
invoice and tag list from the day of delivery to the day before delivery; 

• Rule 10-28 -change the weight of a portion of a sample to be provided to the receiver 
from three ounces to a minimum of two ounces; 

• Rules 10.37 through 10.40 - revise the adjudication of delivery disputes by (i) 
increasing the administrative fee for appeals; (ii) increasing the interest charged claims 
not timely paid after final adjudication; (iii) increasing the penalty for frivolous claims; 
and (iv) clearly defining the terms "default" and "delivery of non-conforming cotton" and 
clarifying the settlement procedures for such claims. 

The Exchange certifies that the amendments comply with the requirements of the 
Commodity Exchange Act and the rules and regulations promulgated thereunder. 

The amendments were adopted by the Exchange's Board of Directors on November 12, 
2008. No substantive opposing views were expressed by members or others with respect to the 
amendments. The amendments and new rule will become effective on a date set by the President 
after approval by the Commission. 

If you have any questions or need further information, please contact me at 212-748-4084 
or jill. fassler@theice.com. 

cc: Division of Market Oversight 
New York Regional Office 

Sincerely, 

Jill S. Fassler 
Vice President 
Associate General Counsel 



EXHIBIT A 

(In the text of the amendments below, additions are underlined and deletions are bracketed and 
lined out.) 

Rule 7.42. Licenses 

* * * 
( d)Licensed warehouses shall give such bonds or letter of credit to the Exchange as may be 

required by the Rules. 

Rule 7.46. Samples 

{a) Two (2) sets of samples shall be drawn in accordance with the Rules and the Secretary of 
Agriculture. 

(b) The duplicate samples shall be the property of the holder of the EWR. The original samples of all 
bales submitted [te-a Boaffi of Co!toa BxamineFS] for certification become the property of the United States 
Department of Agriculture. 

[REMAINDER OF RULE UNCHANGED] 

Rule 7.50. Charges for Inspection and Supervision 

* * * 
(b) The Exchange [er-tts aesigaatea ageat] shall render bills to the Person requesting the 

aforementioned service or services. Any failure to pay the amount billed shall be reported to the Cotton 
Warehouse and Delivery Committee. 

Rule 7.52. Duty to Notify 

All Persons granted a license by the Exchange shall immediately notify Commodity Operations in 
writing of the occurrence of any of the following events: 

(a) acquisition of a license issued by any other commodity exchange; 

(b) any material and adverse change in financial condition or of an emergency event or a fmancial 
emergency (as those terms are defined in Chapter 21 of the Rules); 

(c) if a Licensee is a Firm. any change in the ownership of or controlling interest in the Firm if it is a 
corporation, limited liability company or sole proprietorship and, if a Licensee is a partnership, any 
change in the identity of the general partners; 

(d) any conviction, finding of guilt, confession of guilt, plea of guilty, or plea of nolo contendere to a 
felony or misdemeanor charging misrepresentation, fraud, deceit. theft. embezzlement, gambling, 
conversion, abuse of a fiduciary relationship or other such act on the part of the Licensee; 

(e) any refusal to be granted a license of any type by any commodity exchange; withdrawal of any 
application for a license from any commodity exchange; suspension. or cancellation of a license or the 
issuance of any bar, fme, or censure against such Licensee by any commodity exchange; issuance of a 
cease and desist order. temporarv or permanent injunction, or any other sanction or discipline through an 
adverse determination, voluntary settlement or otherwise, by any commodity exchange, related clearing 



organization. registered futures association, self-regulatory organization or other business or professional 
association. the CFTC or. the Securities and Exchange Commission or equivalent authority of any state, 
territory, the District of Columbia or foreign country, any federal court. state court. regulatory agency not 
mentioned above or quasi-governmental body; 

(Q becoming subject to any material unsatisfied liens or judgments; 

(g) the discovery of any false statement made in or in connection with any application filed with the 
Exchange; 

(h) the issuance of a bar by any agency of the United States from contracting with the United States; 

(i) failure or inability to meet continuously the criteria for eligibility for a license. including without 
limitation the eligibility of any Licensed Store operated by a licensed warehouse operator, or such other 
qualifications as the Board may from time to time determine are in the best interests of the Exchange: 

CD failure to meet the requirements prescribed in the Rules or specified by the Board or the Cocoa, 
Coffee and Pulp Warehouse and License Committee from time to time: and 

(k) the inability to function as a Licensee. or the inability of a Licensed Store to be used as such. due 
to a physical emergency such as damage to or destruction of business facilities. strike or other labor 
dispute, or other similar events. 

Rule 10.03. Official Standards and Undeliverable Cotton 

... ... ... 

(d) Deliveries shall be for only [raiR gi'eWR eetteR er fur ReB raia gi'S'i'/B eet:teR. ~~eR Raia GrewR 
GetteR shall mea:a eet:tea gi'SWR iB Califumia, Ne•1ada, t\ri.2eRa, Nev1 MeKiee (e~£eept Lea CeuRty), El 
Pase aad Peees Valleys ef TeKas.] Eastern!Memphis/Orleansffexas (EMOT) Upland growth cotton or 
Far Western Upland growth cotton. Far Western Upland growth shall be defmed as cotton ginned in 
Arizona, California, Nevada. New Mexico (except Lea County), and the El Paso and Pecos Valleys of 
Texas. All Upland cotton produced in the states or areas not designated as Far Western shall be described 
as Eastern/ Memphis/Orleansffexas (EMOT) growth . 

... ... ... 

(h) All cotton tenderable under a Cotton No. 2 Futures Contract must have been tested for Grams Per 
Tex under Department of Agriculture Regulations. Cotton with a Gram Per Tex of less than twenty-five 
(25.0) shall not be deliverable on contract. 

Rule 10.11. Good Delivery 

A tender shall be considered a good delivery when all requirements of the Rules pertaining thereto shall 
have been performed by both parties and can be re-delivered or a settlement made in lieu of performance 
thereof. 

Rule 1 0.12. Designated Delivery Points 

(a) The following are designated as points for delivery of cotton on the Cotton No. 2 Futures Contract 
as indicated: 

... ... ... 
(v) New Orleans, La.- The New Orleans Deliverv Point includes all areas within a fifteen 15) mile 

radius from the New Orleans city limits. 
[REMAINDER OF RULE UNCHANGED] 



Rule 10.22. Invoicing and Grade and Staple Differences 

(a) In the case of cotton being tendered against the Cotton No. 2 Futures Contract, it shall be invoiced 
by calculating in bale units the average value on or off color grade of strict low middling white (41), leaf 
grade 4, staple length 1-1/16 inch (34), micronaire 3.5 to 4.7, Grams Per Tex of twenty five (25.0) or 
higher and adding or deducting such average premium or discount to or from the notice price and figuring 
the net weight of the total quantity being invoiced (deliverable weight less weight allowance) by the price 
ascertained in the manner outlined. 

* * * 
( d)(i) The notice price shall be the invoice price for all cotton with a colar grade of Strict Low 

Middling White (41), leaf grade 4, staple length of 1-1/16 inch (34) [one and one sixteenth of an ineh 
s!af*e], Micronaire 3.5 to 4.7, and Grams Per Tex of twenty-five (25.0) or higher. Additions and 
deductions for other deliverable grades shall be made at the average of the differences quoted on the sixth 
(6~ Business Day prior to the Date of Delivery for corresponding grades in the spot markets designated 
by the Secretary of Agriculture for the purpose of quoting grade differences in accordance with the United 
States Cotton Futures Act and the regulations issued thereunder. 

[REMAINDER OF RULE UNCHANGED] 

Rule 10.24. Time of Delivery of Invoice and Documents 

* * * 
(b) On the Business Day prior to the Date of Delivery [GB--ef] before 2:00 pm [on the Date of 

Delivery] or 2:30pm if it is the Last Delivery Day, the Deliverer shall provide each Receiver with two (2) 
copies ofthe invoice and two (2) copies of the tag list. 

[REMAINDER OF RULE UNCHANGED] 

Rule 10.26. Delayed Certification 

(a) When the Deliverer delivers by "delayed certification" because he is unable to tender to the 
Receiver certificates of grade, staple and micronaire and strength determination classed by the [Board of 
Cotton Examiners] USDA, on the Date of Delivery set forth in the Delivery Notice (the "stated delivery 
date") as provided in Rule 1 0.14(b ), the procedure for delivery set forth in Rule 10.14 shall be revised as 
follows and delivery shall take place on a later date (the "delayed delivery date") as follows: 

* * * 
(iii) Certification of grade, staple, micronaire and strength reading shall be issued to the Deliverer 

by the [Board of Cotton Examiners] USDA promptly after classification at which time the Board shall 
transmit to the warehouse the Board's classification. 

* * * 
(vii) On or before the delayed delivery date, the Deliverer shall provide each Receiver with two (2) 

copies of the invoice, two (2) copies of the tag list, and certificates of grade, staple, micronaire and 
strength determination issued by the [Board of Cotton ExamiBers] USDA. 

[REMAINDER OF RULE UNCHANGED] 

Rule 10.28. Samples 

* * * 
(c) Each sample must consist of two (2) portions, one ( 1) drawn from each side of the bale. Each 

portion should be as near six ( 6) inches wide and twelve ( 12) inches long as possible. Each portion must 
weigh [at least three (3)] a minimum of two (2) ounces each. Samples should not be drawn from old 
sample holes. 



[REMAINDER OF RULE UNCHANGED] 

Rule 10.37. Levels of Authority for Adjudication of Claims 

(a) The following levels per contract will be established for ruling on all disputed Claims: 

(i) Level One: Claims up to four hundred fifty dollars ($450.00) per contract will be [mlea ea] 
determined by [the Viae Pftlsieeat,] Commodity Operations [or hls Eiesigaee] and approved by the 
President and/or Chairman of the Cotton Warehouse and Delivery Committee, and upon approval, the 
determination shall be fmal and may not be appealed to any committee or the Board [efGe'!emers]. 

(ii) Level Two: Claims of four hundred fifty-one dollars ($451.00) to one thousand nine hundred 
fifty dollars ($1,950.00) per contract will be [mlea ea] determined by a Panel of the Cotton 
Warehouse and Delivery Committee, whose determination shall be final and [shall] may not be 
appeal[ahle]ed to any committee or the Board [efGe .. 'emers] . 

(iii) Level Three: Claims in excess of one thousand nine hundred fifty dollars ($1,950.00) per 
contract will be ruled on by a Panel of the Cotton Warehouse and Delivery Committee and [will] may 
be appeal[ahle] to the Cotton Committee. If a Level Three Claim is appealed to the Cotton 
Committee, the Exchange shall invoice the Claimant an administrative fee of three hundred seventy
five dollars ($375) per contract, provided, however, that no administrative fee shall be less than one 
thousand dollars ($1 ,000.00). 

(b) Notwithstanding the above, any Claim by any one ( l) Customer during a delivery period in excess 
of fifty thousand dollars ($50,000) [Wffi:lkl] may be appeal[ahle]ed to the Cotton Committee. 

Rule 1 0.38. Time Period for Payment of Disputed Claims 

(a) Five (5) Business Days after receipt of written notification of final disputed Claim 
determination, interest at prime plus three percent (3%) shall be assessed. Payment shall be made 
within twenty (20) Business Days. On the twentieth (20th) Business Day, payment must be wired by 
3:00p.m. (New York Time) or an Official Teller's check or similar instrument issued by a bank or such 
other financial institution acceptable to the Exchange must be delivered by hand by 4:30 p.m. to the 
Claimant. If payment is not made in twenty (20) Business Days, the Claim payment due becomes . 
doubled. Interest at prime plus [three pereeat (3%)] six percent (6%) shall apply to the original Claim. 
The Claimant will receive the original Claim money plus interest. The Exchange will receive the 
penalty money from the doubled Claim. If payment is not received as outlined above, the matter shall 
be referred to the Compliance Staff for disciplinary proceedings. 

(b) Final disputed Claim determination shall mean a decision by [the Viee PresiEieHt,] Commodity 
Operations [er his EiesigB:ee,] and approved by the President and/or the Chairman of the Cotton Warehouse 
and Delivery Committee, in the case of Level One, or a Panel of the Cotton Warehouse and Delivery 
Committee if Level Two or by the Cotton Committee if Level Three or Claims by any one (l) Customer in 
excess of fifty thousand dollars ($50,000). 

Rule 10.39. Penalties for Frivolous Claims 

Any Claims submitted to the Exchange which are determined by the Cotton Committee to be 
frivolous in nature shall subject the Claimant to a penalty payable to the Exchange of [eae] two 
thousand dollars ([+]2,000.00) per contract. 

Rule 10.40. Defaults in Delivery and Delivery of Nonconforming Cotton 

[(a) A Clear.ng Member shaH ee iR Eiefm:Ht whe shall fail te isS\:Ie a Deli¥61)' Netiee, ey Last ~leaee Day 
aH<II-or fails te make EieliYeFy against saia ~letiee as reqllireEi iH: the Rules, iR fulftllmeHt ef aay sale eeatraets 
outstaaeing iR its aame after tfaEliag iR the 61:lff6Rt maRtA has eeaseel; er v1hea the Deli'lefer fails te teaaer te 



the Cleariag Orgaai.z:atien, befere 4:30pm [in the ease efa Late Delhrery a1:1iliemed l:l:IK!er Rl:lle l0.24(d)(i)] 
er 12:00 pm (in all ether eases) ea the Bl:lSiaess Day prier to the Date ef Deli-very, W.vRs, ·»ifu the 
~repriate elassiag memeraruil:llB represeating the HlffiHBl:llB Ret weight ef forty niBe thet:!sand &~ hWldred 
(49,500) poonds efeettoa. 

(b) A CleariBg Member shall be in defal:llt v;he shall fail te pay iB full the amel:lBI: ef the Deliverer's 
mvoiee in aeeerdaaee with Rl:lle 10.25. 

(e) Defal:llts shall be reported to the Cet:toa Warehol:lse aB<i Deli•,rery CeB'lHlittee by the Clear.ng Member 
that has failed to reeeive satisfaetiea efthe eoatraet. An inteatieaal defal:llt shall be deemed to be a •lielatiea ef 
the Rl:lles. 

(d) A Cleariag Member v;he 

(i) teaders E\1/R5 fer eettoa vAHeh dees aet eeaferm to the eettea set forth in the Delivery }>~etiee with 
respeet te grade, staple or type (raia gre'>'IB er aonraia gre•:IB), hereiaafter refeH:ed to as "aea eonforming 
eet:ton," er 

(ii) teBders EWRs fer eettoa y,•arehel:lsed at a delivery peiat ether thaH: the delivery point set ferth in the 
Delivery Netiee (pre•lided; hew9"1er, that all Sl:leh eel:toa teadered l:lBder a eeatraet is stared iB eae (1) 
warehooBe), hereiaafter referred to as "aea eenforming deli?~ paint," er 

(iii) teaders W.vRs fer a greater er lesser Bl:lffiber ef bales than the Bl:lfBber set faith in the Delivery 
Netiee, hereiaafter referred te as "bale variaaee," Vlhieh teader, iB aay Sl:leh ease, ethetwise meets the 
Feql:liremeats fer a geed ElelP.rery pw:sl:laBt to the Rales, 

shall pay the felle•.ving amel:lRts te the bHyeF. 

(A) A penalty ef fi·~ dollaFS ($5.00) per bale fer aeaeeaferming eettefl; a peoolty of&~ hl:ladt=ed 
dollars ($500) per eeatraet shall apply fer eaeh aea eenforming delivery peiat; and a eharge ef ave 
dellar-s ($5.00) per bale fer the al:lffiber efbales delhrered vlith respeet te ·:.<hieh there is a bale •1arianee. 

(8) The amol:Ult ef pre'leB less inel:lrred by the bl:lyer by reasoa ef aay Sl:leh aea eenforming eettea, 
BOBeoafermiag deli•.rery peiat er bale variaaee, as determined by the Cet:toa Warehelliie and Delivery 
Cemm.ittee. 

(e) The preYisieas ia pamgraph (d) relatiag te aea eeafermiag eettea shall aet apply with respeet 
te grade, staple er type (rain grewa er aoa raia gre•.vB) te a Cleariag Member whe isSl:led a Deli•1ery 
Netiee ea delayed eertifieatioa ia aeeerdanee with the R1:1les; preYided the grade, staple aad type set 
ferth in said Netiee is ia aeeerdaaee with its best iafermatiea and belief. 

(f) The feregeiag pre•1isieas relatiag te bale Yariaaee shall aet apply te a Clear.n:g Member •.vhe 
iss1:1es a Deli•1ery }>~etiee ea delayed eertifieatiea iB aeeerdanee with the Rl:lles, preYided the Bl:lmber ef 
bales aet1:1ally deli•1ered is withia 10% ef the Bl:lmber of bales set ferth in the Deli>.•ery Netiee. In. the 
eYeat the Bl:lmber ef bales aemally delivered de•liates by mere thaa 1 0~~ fFOm the Bl:llBber set ferth ia 
the DeliYery Netiee, the furegeiag preYisieas shall apply te the said Bl:lmber ef bales ia e:K:eess ef a 
10% deYiatiea. 

(i) Upea the reeeipt by a Cleariag Member of EWRs fer aeaeeafurrniag eottea er \Vith a aea 
eeafurmiag deli•1ery peiBt, er with a bale wrianee, it shall, withia fifteea (15) days after s1:1eh 
reeeipt, aetify the Cettea Warehe1:1se aad Deliwry Cemmittee ef s1:1eh diserepaney. If a Claim is 
made fur less, s1:1eh aotiee shall set furfu the ame1:1Bt ef less, if any, Ylhieh the Cleariag Member 
elaims by reasoa of Sl:leh diserepaaey aad shall be aeeompaaied by e>t'ideaee ia Sl:lpport of its 
Claim. The Cottoa Wareh01:1se aad DeliYery Committee shall premptly mail a eepy ef s1:1eh aotiees 
te the Cleariag Member from whieh the EWRs were traasferred. Said Cleariag Member shall file 
vlith the Cemmittee, with a eopy to the Claimaat, a statemeat ef its defeases te said Claim and 
e•lideaee ia s1:1pport thereof withia thirty (30) days from the date of the mailiag ef aotiee of the 
Claim by the Cettoa Wareho1:1se aad DeliYery Cemmittee. The Cmnmittee shall promptly eoasider 



said Claim aad defenses and render its deeisien thereen, a eefJy ef whieh shall be mailed te eaeh 
Clearing Member affeeted. 

(g) Vielatien ef the Rl:Hes resfJeetiBg delh•eries en eentraet, inel1:1EiiBg b1:1t net limited te the 
fellewiag, shall be gro1:1nds fer EiiseifJliBary fJreeeedings: 

(i) the isSl:lanee by a Clear.::Bg Member ef a Deliv:ery Netiee fer eetten •.yith resfJeet te whieh it 
dees oot hav:e BWRs, l:lBless the Clearing Member iss1:1es the Deliv:ery Netiee fJW"Sl:laat te ene ef 
the fJFe¥ises efRl:lle lO.l4(b)(iY); 

(ii) the delh•ery ef nee eenferming eetten, l:lBless the Delh•ery Netiee was isSl:led en Deli•rerer's 
elassifieatien; 

(iii) the deliYel)' ef eetten with a nee eenfermiH:g deliwry fJeint; 

(i•r) the deli•rel)' ef eotten •.vith a bale •rarianee, l:lllless the DeliYeey Netiee was en Deli•rerer's 
elassifieatien and the nl:lffiber of bales aemally deli•rered is withiH: l 0% ef the Bl:lffiber of bales set 
ferth in the DeliYeey Netiee. 

PENALTY 

(h)(i) Where the weight ef eotten deliYered 1:mder a eontraet is less thaa ferty nine the1:1sand fiYe 
hl:tftared (49,500) fJel:lBds, the Deliv:erer shall be s1:1bjeet te the IJayment ef a fJeBalty, when elaimed by 
the Reeeh•er, eftkfee eents (.03~) fJer fJOl:lBd on the defieiene~· in y;eight aad aa additienal fJeBalty of 
fe1:1r hHBared ninety fiye dollars ($495), bemg ene eent (.01~) IJer fJeHBd oR the total miRiRRUB weight, 
er fer aRy defieieRey m the IJaymeRt of the full ame1:1Rt ef the iRYeiee, fJll:ls any IJrov:ea loss iael:llTed 
by reasea ef aRy ef said defal:llts as determiRed by the Cettea Warehe1:1se aRd Deli•reey Committee. 
Where defa1:1lt res1:1lts frem the failw=e te iss1:1e a Deli•reey ~ietiee as fJOOYided iR Rl:lle 1 0.14, the loss 
fe1:1Rd te ha•re beeR s1:1staiBed by the holders of s1:1eh defal:llted eeRtraets shall be alloeated amoRg the 
defa1:1ltiRg Clear.::Bg Members iR fJFefJertieR te the Rl:lmber ef eeatraets iR defa1:1lt. 

(ii) If the eRe eeRt (.01~) fJer fJ9l:lRd fJeRalty is wai•red by a CleariRg Member eRtitled te same eR 
aRy defa1:1lt res1:1ltiRg from failw=e te iss1:1e a DeliYeey Notiee, the Sl:lm reiJresentiRg the amo1:1Rt 
Vlah•ed shall be eredited against the fJeRalty dl:le frem all defa1:1ltiRg Clearing Members iR 
fJreiJertiea to the Rl:lmber of eeRtraets iR defa1:1lt. 

(iii) UfJeR the oeel:lll'eaee ef a defa1:1lt, eaeh CleariRg Member aggrie•red thereby shall within 
fifteeR (15) days after s1:1eh def'a\llt Ratify the CotteR Wareho1:1se aRd Deli'<•ery Cemmittee iB 
writiag ef the amol:lRt ef less whieh it elaims by reasoR of s1:1eh defal:llt aRd shall s1:1bmit to the 
Cem:mittee ia writiag at the same time eYideaee ia Sl:lfJfJ9Ft ef its Claim. Baeh defa1:1lting CleariRg 
Member shall file with the CoHHRittee iR writiRg its defease te said Claims aad eYideaee ia 
Sl:lfJfJert thereef within thirty (30) days frem the eee1:1rreRee ef said defa1:1lt. Baeh defal:lltiRg 
CleariRg Member shall file with the Gemmittee iR 'NritiRg its defease ef said defa1:1lt. The 
Cemmittee shall fJFeffifJtly eensider said Claims aad defeRses aRd render its deeisioR thereeR, a 
eefJy ef whieh shall be mailed te eaeh GleariRg Member affeeted. Baeh defal:lltiag Glear.::Bg 
Member aRd eaeh Cleari:Bg Member affeeted by a defal:llt shall ha•re the right te e*amffie the 
Claims, defeases, aad e•1ideaee iR Sl:lfJfJert thereef, at the efHee of the Viee Presideat, Gemmedity 
OfJeratieRs at aay time. 

SETTLEMENT 

(i) The basis ef settlemeRt fer delh•eries iR defal:llt l:lBder the Gottoa Ne. 2 F1:1tl:lres GoRtraet shall 
be the wl1:1e ef basis Striet Lm•; MiddliRg CotteR 1 1 I lti ineh &tllfJle ia deliYerable farm ia the deliYeey 
market eR the day that defa1:1lt is made lrnewR; IJrev:ided, that where defa1:1lt arises frem fail1:1re te isSl:le 
a Deli•reey Netiee, the basis ef a settlemeat shall be aa aYerage ef the •.zal1:1e ef the basis Striet Lew 
MiddliRg GetteR 1 l/16 iReh stllfJle ia deliYerable farm ia all delivery markets, as determiRed by the 
GetteR Wareho1:1se aRd DeliYeey Gemmittee. Where the defal:llt is made lrnewR after b1:1siness hew=s er 
d1:1riRg a B1:1siRess Day eR whieh the B*ehaRge is Ret OfJeB fer TraRsaetieRs iR fut1:1res eeatraets, the 



basis ef settlemeRt shall be the val1:1e ef basis Skiet Lew Middl±ng GetteR l l/16 iReh staf)le in 
delh•erable feFHl ea the first ( 1 ~ day thereafter eR whieh the exehange is ef)eR fer s1:1eh TraRsaetieas. 
A eef)y ef the deteFHliaatiea ef the GetteR Warehe1:1se and Delivery Cemmittee 1:1ader this Rl:lle shall 
be mailed te eaeh Cleariag Member affeeted. 

(j)(i) 1'\ii af)f)eal may be taken to the Cotton Cemmittee by any Clear.ng Members affeeted by a 
deeisien er detef'l.'B:i:aatien of the Cett!')n Wareho1:1se and DeliYery Cefftffiittee 1:1nder this Rl:lle, by 
mailiag te the Seeretaey ef the Exehange, ·.vithia se'leR (7) days from the mailing ef a eef)y ef said 
deeisien er determiB.atien, a aetiee that s1:1eh Clear.ng Member desires te af)f)eal therefrom. The 
Seeretary ef the Exehange shall therel:lf)eR give aotiee te eaeh affeeted Clear.ng Member te Sl:lbm:it its 
argwBeat en said Bf)f)eal te the GetteR Cefftffiittee withia fifteea ( 15) days from the mailiag ef the 
Seeretary's aetiee and said afgl:lments shall be Sl:lbmitted ia ·writiag within the time se f)reseribed. ~le 
member ef the GetteR Warehe1:1se aad Delivery Cemmittee whe f)artieif)ated iB the eensideratiea ef a 
Claim befere that Cefftffiittee shall f)artieif)ate ia the Gatten Cemmittee's review ea af)f)eal ef the 
deeisiea isSl:led with resf)eet te s1:1eh Claim. The Cettea Cefftffiittee shall, after dl:le eensideratiea, 
reader its deeisiea ea the af)f)eal, whieh deeisien shall be fiaal. 

(ii) Settlemeats ef ame1:1ats f)ayable l:lRder this R1:1le shall be eelleeted and distrib1:1ted by the 
Cleariag Organi:latieR. la the e·,•eat that the deeisiea er determiB.atiea ef the GetteR '.Varehe1:1se 
and Delivery Cemmittee is aet af)f)ealed fFem, the Clearing Organi:lfttiea shall, after the time to 
af'f'eal has exf)ired, eelleet and distrib1:1te the amel:lRt deteFHliaed to be f)ayable by the GetteR 
Warehe1:1se and Deli·tery CeHUHittee ·uithe1:1t further aetieR.] 

(a) For the purposes of this Rule, the term "Default" shall mean any non-performance as specified in 
this Chapter and Chapter 7 of the Rules with respect to the terms of payment and delivery including the 
delivery of cotton which is cannot be retendered. Defaults include, but are not limited to. the following: 

(i) the failure to issue a Delivery Notice by Last Notice Day and/or a failure to make delivery 
against a Delivery Notice as required in the Rules. in fulfillment of any sales contracts outstanding in 
its name after trading in the current month has ceased; 

(ii) the failure to tender to the Clearing Organization. before 4:30 P.M. as in the case of Late 
Delivery authorized under Rule 10.24 (d)(i) or 12:00 P.M. in all other cases on the Business Day prior 
to the Date of Delivery. EWRs with the appropriate classing memorandum representing the minimum 
net weight offorty-nine thousand five hundred (49,500) pounds of cotton; 

(iii) the failure to pay in full the amount of the invoice in accordance with Rule 10.25; 

(iv) delivery of cotton which: 

(A) includes bales with a color grade, leaf grade, staple length, micronaire, or ·Strength not 
permitted under the United States Cotton Futures Act; 

(B) includes bales with a further classification of"remarks"; 

(C) contains bales that have been reginned or subjected to fire; 

(D) contains bales with a net weight of less than four hundred ( 400) pounds or more than six 
hundred fifty (650) pounds; 

(E) is a growth other than Far Western upland growth or Eastern/Memphis/Orleans!fexas 
(EMOT) upland growth; 



(v) the tendering of a Delivery Notice which commingles Far Western upland growth with 
Eastern/Memphis/Orleansffexas (EMOT) upland growth; and/or 

(vi) the tendering of a Delivery Notice or an invoice for less than ninety-two (92) bales or more 
than one hundred eight (1 08) bales. 

(b) Default Penalty - If any of the conditions described in paragraph (a) of this Rule occur and apply 
to a Delivery Notice or invoice that has been tendered for delivery against the Cotton No. 2 Futures 
Contract, the Receiver shall have the following options: 

(i) accept the contract with a mutually agreed settlement without applying penalties; 

(ii) accept the contract with a penalty of four cents (4¢) per pound applied on the unadjusted net 
invoice weight; 

(iii) invoice the contract back to the Deliverer in accordance with paragraph (e) if this Rule with the 
four cents ( 4¢) per pound penalty added to the invoice; or 

(iv) claim the actual amount of any additional losses that the Receiver sustained as a result of the 
Deliverer's Default and is able to document; the amount of the award shall be determined by the 
Cotton Warehouse and Delivery Committee and, if the Cotton Warehouse and Delivery Committee 
determines that an actual loss was sustained, the Receiver shall be entitled to reimbursement for the 
actual losses incurred and a penalty of four cents ( 4¢) per pound. 

(c) For the purposes of this Rule, the term "Delivery of Nonconforming Cotton" shall mean the 
tender of EWRs. invoice. or tag lists which do not conform to the cotton set forth in the Delivery Notice. 
The error(s) must be easily correctable, and the tender must otherwise meet all of the requirements for a 
good delivery pursuant to the Rules. Once the error(s) has been corrected, the Receiver must be able to 
retender said cotton without penalty. The Delivery of Nonconforming Cotton includes, but is not limited 
to, the following: 

(i) tendering of EWRs which do not conform to the cotton set forth in the Delivery Notice with 
respect to color grade, leaf grade, staple, micronaire, or strength ("Nonconforming Description"); 

(ii) tendering of EWRs which do not conform to the cotton set forth in the Delivery Notice with 
respect to growth ("Nonconforming Growth"); 

(iii) tendering of EWRs for cotton warehoused at a Delivery Point other than the Delivery Point set 
forth in the Delivery Notice, provided that all cotton tendered is stored in one warehouse 
("Nonconforming Delivery Point"); and/or 

(iv) tendering of EWRs for a greater or lesser number of bales than the number set forth in the 
Delivery Notice ("Bale Variance"). 

(d) Delivery ofNonconforming Cotton Penalty- If any of the conditions described in paragraph (c) of 
this Rule occur with respect to a Delivery Notice, the Deliverer shall pay the following penalties to the 
Receiver: 

(i) for any Nonconforming Description - five dollars ($5.00) per bale; 

(ii) for any Nonconforming Delivery Point - five hundred dollars ($500) per contract; and 



(iii) for any Bale Variance- five dollars ($5.00) for each bale which constitutes the Bale Variance. 

The Receiver also may claim the actual amount of any additional losses that the Receiver sustained as a 
result of the Delivery of Nonconforming Cotton and is able to document. The amount of the losses shall 
be determined by the Cotton Ware house and Delivery Committee. 

(e) Settlement 

(i) The basis of settlement and invoicing back for Defaults shall be the value of the basis for color 
grade Strict Low Middling White (41). leaf grade 4, staple length 1-1116 Inch (34), micronaire 3.5 to 
4.7, and Gram Per Text of twenty-five (25.0) minimum in deliverable form in the delivery market and 
at the closing Settlement Price on the first (1 

81
) Business Day following notification to the Deliverer 

by the Receiver that a Default has occurred. 

(ii) When a Default arises from the failure to properly deliver a Delivery Notice, the basis for 
settlement shall be an average of the value of the basis for color grade Strict Low Middling White 
(41), leaf grade 4, staple length 1-1116 Inch. micronaire 3.5 to 4.7, and Gram Per Text of twenty-five 
(25.0) minimum in deliverable form in the delivery market as determined by the Cotton Warehouse 
and Delivery Committee. If the Deliverer disputes a Claim of Default by a Receiver, the Cotton 
Warehouse and Delivery Committee shall make a determination with regard to the disputed Claim. If 
the Cotton Warehouse and Delivery Committee makes the determination that the Receiver filed a 
Claim for Default in error. the basis for settlement and invoicing back for the redelivery of the cotton, 
the refund of the four cents ( 4¢) per pound penalty and the compensation for any interest expense or 
any other additional expense that has been incurred by the Deliverer shall be determined by the 
Cotton Warehouse and Delivery Committee. 

(f) The determinations made by the Cotton Warehouse and Delivery Committee in accordance with 
this Rule shall be made in writing and served on each Deliverer. Receiver and each Clearing Member 
involved in the Default or Nonconforming Delivery. 


