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RISK DISCLOSURE STATEMENT 
 

The risk of loss in trading commodity futures contracts can be substantial. You should, therefore, carefully consider whether 
such trading is suitable for you in light of your circumstances and financial resources. You should be aware of the following 
points:  
 

FUTURES  

(1) You may sustain a total loss of the funds that you deposit with your broker to establish or maintain a position in the 

commodity futures market, and you may incur losses beyond these amounts. If the market moves against your position, you 

may be called upon by your broker to deposit a substantial amount of additional margin funds, on short notice, in order to 

maintain your position. If you do not provide the required funds within the time required by your broker, your position may be 

liquidated at a loss, and you will be liable for any resulting deficit in your account.  

 
(2) The funds you deposit with a futures commission merchant for trading futures positions are not protected by insurance 

in the event of the bankruptcy or insolvency of the futures commission merchant, or in the event your funds are misappropriated. 

 

(3) The funds you deposit with a futures commission merchant for trading futures positions are not protected by the 

Securities Investor Protection Corporation even if the futures commission merchant is registered with the Securities and 

Exchange Commission as a broker or dealer.  
 

(4) The funds you deposit with a futures commission merchant are generally not guaranteed or insured by a derivatives 

clearing organization in the event of the bankruptcy or insolvency of the futures commission merchant, or if the futures 

commission merchant is otherwise unable to refund your funds. Certain derivatives clearing organizations, however, may have 

programs that provide limited insurance to customers. You should inquire of your futures commission merchant whether your 

funds will be insured by a derivatives clearing organization and you should understand the benefits and limitations of such 

insurance programs.  
 

(5) The funds you deposit with a futures commission merchant are not held by the futures commission merchant in a 

separate account for your individual benefit. Futures commission merchants commingle the funds received from customers in 

one or more accounts and you may be exposed to losses incurred by other customers if the futures commission merchant does 

not have sufficient capital to cover such other customers' trading losses.  

 
(6) The funds you deposit with a futures commission merchant may be invested by the futures commission merchant in 

certain types of financial instruments that have been approved by the Commission for the purpose of such investments. 

Permitted investments are listed in Commission Regulation 1.25 and include: U.S. government securities; municipal securities; 

money market mutual funds; and certain corporate notes and bonds. The futures commission merchant may retain the interest 

and other earnings realized from its investment of customer funds. You should be familiar with the types of financial 

instruments that a futures commission merchant may invest customer funds in.  
 

(7) Futures commission merchants are permitted to deposit customer funds with affiliated entities, such as affiliated banks, 

securities brokers or dealers, or foreign brokers. You should inquire as to whether your futures commission merchant deposits 
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funds with affiliates and assess whether such deposits by the futures commission merchant with its affiliates increases the risks 

to your funds.  
 

(8) You should consult your futures commission merchant concerning the nature of the protections available to safeguard 

funds or property deposited for your account.  
 

(9) Under certain market conditions, you may find it difficult or impossible to liquidate a position. This can occur, for 

example, when the market reaches a daily price fluctuation limit (“limit move”).  
 

(10) All futures positions involve risk, and a “spread” position may not be less risky than an outright “long” or “short” 

position.  

 
(11) The high degree of leverage (gearing) that is often obtainable in futures trading because of the small margin requirements 

can work against you as well as for you. Leverage (gearing) can lead to large losses as well as gains.  
 

(12) In addition to the risks noted in the paragraphs enumerated above, you should be familiar with the futures commission 

merchant you select to entrust your funds for trading futures positions. The Commodity Futures Trading Commission requires 

each futures commission merchant to make publicly available on its Web site firm specific disclosures and financial 

information to assist you with your assessment and selection of a futures commission merchant. Information regarding this 

futures commission merchant may be obtained by visiting our Web site, www.huataiusa.com.  
 

OPTIONS  

Variable degree of risk 

(13) Transactions in options carry a high degree of risk. Purchasers and sellers of options should familiarize themselves with 
the type of option (i.e. put or call) which they contemplate trading and the associated risks. You should calculate the extent to 
which the value of the options must increase for your position to become profitable, taking into account the premium and all 
transaction costs.    
 
(14) The purchaser of options may offset or exercise the options or allow the options to expire. The exercise of an option 
results either in a cash settlement or in the purchaser acquiring or delivering the underlying interest. If the option is on a future, 
the purchaser will acquire a futures position with associated liabilities for margin (see the section on Futures above). If the 
purchased options expire worthless, you will suffer a total loss of your investment which will consist of the option premium plus 
transaction costs. If you are contemplating purchasing deep-out-of-the-money options, you should be aware that the chance of 
such options becoming profitable ordinarily is remote.    
 
(15) Selling (“writing” or “granting”) an option generally entails considerably greater risk than purchasing options. Although 
the premium received by the seller is fixed, the seller may sustain a loss well in excess of that amount. The seller will be liable 
for additional margin to maintain the position if the market moves unfavorably. The seller will also be exposed to the risk of the 
purchaser exercising the option and the seller will be obligated to either settle the option in cash or to acquire or deliver the 
underlying interest. If the option is on a future, the seller will acquire a position in a future with associated liabilities for margin 
(see the section on Futures above). If the option is “covered” by the seller holding a corresponding position in the underlying 
interest or a future or another option, the risk may be reduced. If the option is not covered, the risk of loss can be unlimited.   
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(16) Certain exchanges in some jurisdictions permit deferred payment of the option premium, exposing the purchaser to 
liability for margin payments not exceeding the amount of the premium. The purchaser is still subject to the risk of losing the 
premium and transaction costs. When the option is exercised or expires, the purchaser is responsible for any unpaid premium 
outstanding at that time.                 
                                                                                                                                      

ADDITIONAL RISKS COMMON TO FUTURES AND OPTIONS 

Terms and conditions of contracts 

(17) You should ask the firm with which you deal about the terms and conditions of the specific futures or options you are 
trading and associated obligations (i.e. the circumstances under which you may become obligated to make or take delivery of 
the underlying interest of a futures contract and, in respect to options, expiration dates and restrictions on the time for exercise). 
Under certain circumstances the specifications of outstanding contracts (including the exercise price of an option) may be 
modified by the exchange or clearing house to reflect changes in the underlying interest.    
 
Suspension or restriction of trading and pricing relationships 
 

(18) Market conditions (i.e. illiquidity) and/or the operation of the rules of certain markets (i.e. the suspension of trading in 
any contract or contract month because of price limits or “circuit breakers”) may increase the risk of loss by making it difficult 
or impossible to effect transactions or liquidate/offset positions. If you have sold options, this may increase the risk of loss.  
 

(19) Further, normal pricing relationships between the underlying interest and the future, and the underlying interest and the 
option may not exist. This can occur when, for example, the futures contract underlying the option is subject to price limits while 
the option is not. The absence of an underlying reference price may make it difficult to judge “fair” value.  
 
Deposited cash and property 
 

(20) You should familiarize yourself with the protections accorded money or other property you deposit for domestic and 
foreign transactions, particularly in the event of a firm insolvency or bankruptcy. The extent to which you may recover your 
money or property may be governed by specific legislation or local rules. In some jurisdictions, property which had been 
specifically identifiable as your own will be pro-rated in the same manner as cash for purposes of distribution in the event of a 
shortfall.  
    

Commission and other charges 
 

(21) Before you begin to trade, you should obtain a clear explanation of all commission, fees and other charges for which 
you will be liable. These charges will affect your net profit (if any) or increase your loss.    
 
Currency risks 
 

(22) The profit or loss in transactions in foreign currency denominated contracts (whether they are traded in your own or 
another jurisdiction) will be affected by fluctuations in currency rates where there is a need to convert from the currency 
denomination of the contract to another currency.     
 

 

Trading facilities 
 

(23) Most open-outcry and electronic trading facilities are supported by computer-based component systems for the order 
routing, execution, matching, registration or clearing of trades. As with all facilities and systems, they are vulnerable to 
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temporary disruption or failure. Your ability to recover certain losses may be subject to limits on liability imposed by the system 
provider, the market, the clearinghouse and/or member firms. Such limits may vary. You should ask the firm with which you 
deal for details in this respect. 
        
Electronic trading 
 

(24) Trading on an electronic trading system may differ not only from trading in an open-outcry market but also from trading 
on other electronic trading systems. If you undertake transactions on an electronic trading system, you will be exposed to risks 
associated with the system including the failure of hardware and software. The result of any system failure may be that your 
order is either not executed according to your instructions or is not executed at all.    
 
Off-exchange transactions 
 

(25) In some jurisdictions, and only then in restricted circumstances, firms are permitted to effect offexchange transactions. 
The firm with which you deal may be acting as your counterparty to the transaction.  It may be difficult or impossible to liquidate 
an existing position, to assess the value, to determine a firm price or to assess the exposure to risk. For these reasons, these 
transactions may involve increased risks. Off-exchange transactions may be less regulated or subject to a separate regulatory 
regime. Before you undertake such transactions, you should familiarize yourself with applicable rules and attendant risks.   
                                                                                        

ALL OF THE POINTS NOTED ABOVE APPLY TO ALL FUTURES TRADING WHETHER FOREIGN OR 
DOMESTIC. IN ADDITION, IF YOU ARE CONTEMPLATING TRADING FOREIGN FUTURES OR OPTIONS 
CONTRACTS, YOU SHOULD BE AWARE OF THE FOLLOWING ADDITIONAL RISKS:   
 

(26) Foreign futures transactions involve executing and clearing trades on a foreign exchange. This is the case even if the 
foreign exchange is formally “linked” to a domestic exchange, whereby a trade executed on one exchange liquidates or 
establishes a position on the other exchange. No domestic organization regulates the activities of a foreign exchange, including 
the execution, delivery, and clearing of transactions on such an exchange, and no domestic regulator has the power to compel 
enforcement of the rules of the foreign exchange or the laws of the foreign country. Moreover, such laws or regulations will 
vary depending on the foreign country in which the transaction occurs. For these reasons, customers who trade on foreign 
exchanges may not be afforded certain of the protections which apply to domestic transactions, including the right to use 
domestic alternative dispute resolution procedures. In particular, funds received from customers to margin foreign futures 
transactions may not be provided the same protections as funds received to margin futures transactions on domestic exchanges. 
Before you trade, you should familiarize yourself with the foreign rules which will apply to your particular transaction.  
 

(27) Finally, you should be aware that the price of any foreign futures or option contract and, therefore, the potential profit 

and loss resulting therefrom, may be affected by any fluctuation in the foreign exchange rate between the time the order is 

placed and the foreign futures contract is liquidated or the foreign option contract is liquidated or exercised.  

 

THIS BRIEF STATEMENT CANNOT, OF COURSE, DISCLOSE ALL THE RISKS AND OTHER ASPECTS OF THE 
COMMODITY MARKETS.  
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CROSS TRADE CONSENT  
  

Huatai Financial USA Inc (“Huatai USA”) its directors, officers, employees, affiliates, agents, introducing brokers, other 
customers or servicing floor broker(s) may from time to time, without prior notice take the opposite side of orders for physicals 
or for purchase or sale of futures and/or options on futures contracts placed for your Account (the buyer to Customer’s sell order 
or the seller to Customer’s buy order) in conformity with regulations of the CFTC and the by-laws, rules and regulations of the 
applicable market (and its clearing organization) on which such order is executed.  
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NON-CASH MARGIN DISCLOSURE – CFTC REGULATION 190.10 
 

THIS STATEMENT IS FURNISHED TO YOU BECAUSE RULE 190.10 (c) OF THE COMMODITY FUTURES TRADING 
COMMISSION REQUIRES IT FOR REASONS OF FAIR NOTICE UNRELATED TO THIS COMPANY'S CURRENT 
FINANCIAL CONDITION. 

1. YOU SHOULD KNOW THAT IN THE UNLIKELY EVENT OF THIS COMPANY'S BANKRUPTCY, PROPERTY, 
INCLUDING PROPERTY SPECIFICALLY TRACEABLE TO YOU, WILL BE RETURNED, TRANSFERRED OR 
DISTRIBUTED TO YOU, OR ON YOUR BEHALF, ONLY TO THE EXTENT OF YOUR PRO RATA SHARE OF 
ALL PROPERTY AVAILABLE FOR DISTRIBUTION TO CUSTOMERS. 
 

2. NOTICE CONCERNING THE TERMS FOR THE RETURN OF SPECIFICALLY IDENTIFIABLE PROPERTY 
WILL BE BY PUBLICATION IN A NEWSPAPER OF GENERAL CIRCULATION. 
 

3. THE COMMISSION'S REGULATIONS CONCERNING BANKRUPTCIES OF COMMODITY BROKERS CAN BE 
FOUND AT 17 CODE OF FEDERAL REGULATIONS PART 190. 
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ELECTRONIC TRADING AND ORDER ROUTING DISCLOSURE STATEMENT 
 

Electronic trading and order routing systems differ from traditional open outcry pit trading and manual order routing methods. 
Transactions using an electronic system are subject to the rules and regulations of the exchange(s) offering the system and/or 
listing the contract. Before you engage in transactions using an electronic system, you should carefully review the rules and 
regulations of the exchange(s) offering the system and/or listing contracts that you intend to trade.     

 

Differences Among Electronic Trading Systems   

Trading or routing orders through electronic systems varies among the different electronic systems. You should consult the 
rules and regulations of the exchange offering the electronic system and/or listing the contract traded or order routed to 
understand, among other things, in the case of trading systems, the system’s order matching procedure, opening and closing 
procedures and prices, error trade policies, and trading limitations or requirements; and in the case of all systems, qualifications 
for access and grounds for termination and limitations on the types of orders that may be entered into the system.   

Each of these matters may present different risk factors with respect to trading on or using a particular system. Each system may 
also present risks related to system access such as varying response times and security. In the case of internet-based systems, 
there may be additional types of risks related to system access, varying response times and security, as well as risks related to 
service providers and the receipt and monitoring of electronic mail.     

Simultaneous Open Outcry Pit and Electronic Trading   

Some contracts offered on an electronic trading system may be traded electronically and through open outcry simultaneously. 
You should review the rules and regulations of the exchange offering the system and/or listing the contract to determine how 
orders that do not designate a particular process will be executed.     

Risks Associated with System Failure   

Trading through an electronic trading or order routing system exposes you to risks associated with system failure. In the event 
of system or component failure, it is possible that you may not be able to enter new orders, execute existing orders, or modify 
or cancel orders that were entered. System or component failure may also result in loss of orders or order priority.     

Limitation of Liability   

Exchanges offering an electronic trading or order routing system and/or listing the contract may have adopted rules to limit 
their liability, the liability of FCMs, and the liability of software and communication system vendors and the amount of damages 
you may collect for system failure and delays. These limitations of liability provisions vary among the exchanges. You should 
consult the rules and regulations of the relevant exchange(s) in order to understand these liability limitations.    

 
Please note:  Each exchange’s relevant rules are available upon request or in many cases they are available on the 
relevant exchange’s website.   
 
 

IT IS IMPORTANT YOU UNDERSTAND THE RISKS INVOLVED WHEN CONTRACTS TRADE 
ELECTRONICALLY. 
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HUATAI FINANCIAL USA INC - PRIVACY POLICY NOTICE  
  

Huatai Financial USA Inc (“Huatai USA”) values the relationship between you as Client and Huatai USA, your broker.  We 
appreciate the trust you have placed in Huatai USA and we understand that as part of providing you with services, you have 
given us private information about yourself or your entity.  Huatai USA believes in protecting the privacy of any personal 
information you provide.  This privacy policy addresses data collection, use and disclosure practices.  This policy may change 
from time to time and you will receive written notification of any such changes.  

Huatai USA is committed to safeguarding such information from loss, misuse, unauthorized access, disclosure and alteration. 
This privacy policy statement is provided to you on behalf of Huatai and addresses data collection, use and disclosure practices.   

Information Collected   

We may collect personal information about you or your entity from the following sources:    

• Information from communication and transactions we or our affiliates have with you;  
• Information we receive from you on applications or other forms;    
• Information from third parties who provide consumer information or credit reporting information;   
• Information about you that we obtain through an information collecting device from a web server.    

 

Use and Disclosure of Your Information   

The reasons Huatai collects and uses such personal information include: to create and foster ongoing customer relationships, to 
complete transactions contemplated in the Account Agreement, to contact you in response to inquiries and issues or as necessary, 
to assist third parties in carrying out the business of Huatai USA, to comply as required by law or regulation, in connection with 
a merger, acquisition, sale or other transfer involving all or a portion of Huatai USA’s business or such other business purpose.  
This includes, but is not limited to, your name, address, approximate age, investment experience and other identifiable 
information.  Subject to strict confidentiality protections, Huatai USA may share personal information with its affiliated 
companies and service providers around the world. 

PLEASE NOTE HUATAI USA WILL NOT SELL INFORMATION REGARDING ITS CUSTOMERS OR FORMER 
CUSTOMERS 

Security and Confidentiality 

Huatai will safeguard customer information from unauthorized access by their confidentiality policies and/or limiting employees 
and third parties permitted to access such information.  However, while we attempt to provide fail-proof security and 
confidentiality, due to the design of the internet, we cannot guarantee that communications between you and our servers will be 
free from unauthorized access by third parties.  

Use of Cookies 

Huatai USA may at time utilize cookies to provide various services.  Cookies allow websites to service its users better by 
providing measurement statistics on site usage, learn about areas of the site that are over or underutilized, and helps to ensure 
that you are logged into your account correctly.  It is possible to adjust your web browser preferences to alert you when a cookie 
is sent to your hard drive, or to refuse cookies altogether.  While Huatai USA does not require you to accept cookies, certain 
services may not function properly if you do not use and accept cookies. 

 

Third Party Website 
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This Privacy Policy does not extend to third party sites linked to Huatai USA’s website.  Huatai USA is not responsible for the 
privacy practices, security or content of third party websites, including information that may be collected through the use of 
cookies or other technologies.  Refer to the policies associated with those websites. 

Privacy and security are fundamental principles governing Huatai USA’s client relationships.  Huatai USA reserves the right to 
amend this Privacy Policy from time-to-time.  An updated Privacy Policy may be found on the Huatai USA website. 
www.HuataiUSA.com 
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MARKET DATA NOTIFICATION 
 

As a market user, you may obtain access to Market Data available through an electronic trading system, software or device that 
is provided or made available to you by a broker or an affiliate of such. Market Data may include, with respect to products of an 
exchange (“Exchange”) or the products of third party participating Exchanges that are traded on or through the Exchange’s 
electronic trading platform (“Participating Exchange”), but is not limited to “real time” or delayed market prices, opening and 
closing prices and ranges, high-low prices, settlement prices, estimated and actual volume information, bids or offers and the 
applicable sizes and numbers of such bids or offers.  

 

You are hereby notified that Market Data constitutes valuable confidential information that is the exclusive proprietary property 
of the applicable Exchange and is not within the public domain. Such Market Data may only be used for your firm’s internal 
use. You may not, without the written authorization of the applicable Exchange, redistribute, sell, license, retransmit or otherwise 
provide Market Data, internally or externally and in any format by electronic or other means, including, but not limited to the 
Internet. Further, you may not, without the written authorization of the applicable Exchange, use Exchange Market Data for 
purposes of determining any price, including any settlement price, for any futures product, options on futures product, or other 
derivatives instrument traded on any Exchange other than an Exchange or a Participating Exchange; or in constructing or 
calculating the value of any index or indexed product. Additionally, you agree you will not, and will not permit any other 
individual or entity to: (i) use Exchange Market Data in any way so as to compete with an Exchange or to assist or allow a third 
party to compete with an Exchange; or (ii) use that portion of Exchange Market Data which relates to any product of a 
Participating Exchange in any way so as to compete with that Participating Exchange or to assist or allow a third party to compete 
with such Participating Exchange.  

 

Upon request of the broker through which your firm has obtained access to Market Data, or the applicable Exchange, we must 
provide information demonstrating your firm’s use of the Market Data in accordance with this Notification. Each applicable 
Exchange reserves the right to terminate a market user’s access to Market Data for any reason. You also agree that you will 
cooperate with an Exchange and permit an Exchange reasonable access to your premises should an Exchange wish to conduct 
an audit or review connected to the distribution of Market Data.  

 

NEITHER AN EXCHANGE, NOR THE BROKER, NOR THEIR RESPECTIVE MEMBERS, SHAREHOLDERS, 
DIRECTORS, OFFICERS, EMPLOYEES OR AGENTS, SHALL GUARANTEE THE TIMELINESS, SEQUENCE, 
ACCURACY OR COMPLETENESS OF THE DESIGNATED MARKET DATA, MARKET INFORMATION OR OTHER 
INFORMATION FURNISHED NOR THAT THE MARKET DATA HAVE BEEN VERIFIED. YOU AGREE THAT THE 
MARKET DATA AND OTHER INFORMATION PROVIDED IS FOR INFORMATIONAL PURPOSES ONLY AND IS 
NOT INTENDED AS AN OFFER OR SOLICITATION WITH RESPECT TO THE PURCHASE OR SALE OF ANY 
SECURITY OR COMMODITY 
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FOREIGN TRADER DISCLOSURE STATEMENT 
 

In accordance with Rules 15.05 and 21.03 of the Commodity Futures Trading Commission (“CFTC”), 17 C.F.R. §§15.05 and 
21.03, we are considered to be your agent for purposes of accepting delivery and service of communications from or on behalf 
of the CFTC regarding any commodity futures contracts or commodity option contracts which are or have been maintained in 
your account(s) with us. In the event that you are acting as agent or broker for any other person(s), we are also considered to be 
their agent, and the agent of any person(s) for whom they may be acting as agent or broker, for purposes of accepting delivery 
and service of such communications. Service or delivery to us of any communication issued by or on behalf of the CFTC 
(including any summons, complaint, order, subpoena, special call, request for information, notice, correspondence or other 
written document) will be considered valid and effective service or delivery upon you or any person for whom you may be 
acting, directly or indirectly, as agent or broker. 

You should be aware that Rule 15.05 also provides that you may designate an agent other than Huatai Financial USA Inc. Any 
such alternative designation of agency must be evidenced by a written agency agreement which you must furnish to us and 
which we, in turn, must forward to the CFTC. If you wish to designate an agent other than us, please contact us in writing. You 
should consult 17 C.F.R. §15.05 for a more complete explanation of the foregoing. 

Upon a determination by the CFTC that information con concerning your account(s) with us may be relevant in enabling the 
CFTC to determine whether the threat of a market manipulation, corner, squeeze, or other market disorder exists, the CFTC may 
issue a call for specific information from us or from you. In the event that the CFTC directs a call for information to us, we must 
provide the information requested within the time specified by the CFTC. If the CFTC directs a call for information to you 
through us as your agent, we must promptly transmit the call to you, and you must provide the information requested with the 
time specified by the CFTC. If any call by the CFTC for information regarding your account(s) with us is not met, the CFTC 
has authority to restrict such account(s) to trading for liquidation only. You have the right to a hearing before the CFTC to 
contest any call for information concerning your account(s) with us, but your request for a hearing will not suspend the CFTC’s 
call for information unless the CFTC modifies or withdraws the call. Please consult 17 C.F.R. §21.03 for a more complete 
description of the foregoing (including the type of information you may be required to provide). 

Certain additional regulations may affect you. Part 17 of the CFTC Regulations, 17 C.F.R. Part 17, requires each futures 
commission merchant and foreign broker to submit a report to the CFTC with respect to each account carried by such futures 
commission merchant or foreign broker which contains a reportable futures position. (Specific reportable position levels for all 
futures contracts traded on U.S. exchanges are established in Rule 15.03.) In addition, Part 18 of the CFTC Regulations, 17 
C.F.R. Part 18, requires all traders (including foreign traders) who own or control a reportable futures or options position and 
who have received a special call from the CFTC to file a Large Trader Reporting Form (Form 103) with the CFTC within one 
day after the special call upon such trader by the CFTC. Please consult 17 C.F.R. 17 and 18 for more complete information with 
respect to the foregoing. 
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VIRTUAL CURRENCY DISCLOSURE 
 

Futures on Virtual Currencies Including Bitcoin (Per NFA Requirement) 
 
Trading futures on virtual currencies, including Bitcoin, may have significant risk and may not be suitable for all investors. It is 
critical for investors considering trading virtual currency futures to educate themselves about these products, understand their 
risks, and conduct due diligence prior to making investment decisions. 
 

 Conduct due diligence on any individuals and firms soliciting for an investment in futures on virtual currencies including 
Bitcoin by checking their Commodity Futures Trading Commission (CFTC) registration status, NFA membership status, 
and background using NFA's BASIC system or calling NFA's Information Center at 800-621-3570. 

 Virtual currencies including Bitcoin experience significant price volatility, and fluctuations in the underlying virtual 
currency’s value between the time you place a trade for a virtual currency futures contract and the time you attempt to 
liquidate it will affect the value of your futures contract and the potential profit and losses related to it. Be very cautious 
and monitor any trade you make. Be very cautious and monitor any investment that you make. 

 Be aware of sales pitches offering investment schemes that promise significant returns with little risk or that encourage 
you to "act now." If an investment sounds too good to be true (e.g., high returns, guaranteed to perform in a certain way), 
then it probably is. 

 Virtual currency futures contracts are bought and sold using initial margin money that can enable you to hold a virtual 
currency futures contract valued more than your initial investment. This is referred to as leverage. If the price of the 
futures contract moves in an unfavorable direction, the leveraged nature of the futures investment can produce large 
losses relative to your initial investment. A small move against your position may result in a large loss, including the 
loss of your entire initial deposit, and you may be liable for additional losses. 

 Be aware of the risk of Ponzi scheme operators and fraudsters seeking to capitalize on the current attention focused on 
virtual currencies, including Bitcoin. 

 
Outlined above are some of the risks associated with trading futures on virtual currencies, including Bitcoin. Investors should 
fully educate themselves about all the associated risks before trading. With CFTC oversight, each futures exchange listing a 
virtual currency futures contract is responsible for regulating its futures market. The National Futures Association performs 
market regulation services on behalf of certain futures exchanges and swap facilities. 
 
Please be aware that although virtual currency futures, including Bitcoin, must be traded on regulated futures exchanges, this 
does not mean the underlying cryptocurrency markets are regulated in any manner, and as mentioned above, what occurs in a 
virtual currency’s underlying market may impact the price of a virtual currency’s futures contract. 
 
 
Understand the Risks of Virtual Currency Trading (Per NFA Requirement) 
 
Virtual currency is a digital representation of value that functions as a medium of exchange, a unit of account, or a store of value; 
however, it does not have legal tender status. Virtual currencies are sometimes exchanged for U.S. dollars or other currencies 
around the world, and are not currently backed nor supported by any government or central bank. Their value is completely 
derived by market forces of supply and demand, and they are more volatile than traditional fiat currencies. Profits and losses 
related to this volatility are amplified in margined futures contracts.  
 
For hedgers – those who own Bitcoin or other virtual currencies and who are looking to protect themselves against potential 
losses or looking to buy virtual currencies at some point in the future – futures contracts and options are intended to provide 
protection against this volatility. However, like all futures products, speculating in these markets should be considered a high-
risk transaction. 
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Purchasing virtual currencies on the cash market – spending dollars to purchase Bitcoin for your personal wallet, for example – 
comes with a number of risks, including: 
 

 most cash markets are not regulated or supervised by a government agency; 
 platforms in the cash market may lack critical system safeguards, including customer protections; 
 volatile cash market price swings or flash crashes; 
 cash market manipulation; 
 cyber risks, such as hacking customer wallets; and/or 
 platforms selling from their own accounts and putting customers at an unfair disadvantage. 

 

It is also important to note that market changes that affect the cash market price of a virtual currency may ultimately affect the 
price of virtual currency futures and options. 
 
When customers purchase a virtual currency-based futures contract, they may not be entitled to receive the actual virtual currency, 
depending on the particular contract. Under most futures contracts currently being offered, customers are buying the right to 
receive or pay the amount of an underlying commodity value in dollars at some point in the future. Such futures contracts are 
said to be “cash settled.” Customers will pay or receive (depending on which side of the contract they have taken – long or short) 
the dollar equivalent of the virtual currency based on an index or auction price specified in the contract. Thus, customers should 
inform themselves as to how the index or auction prices used to settle the contract are determined. 
 
Entering into futures contracts through leveraged accounts can amplify the risks of trading the product. Typically, participants 
only fund futures contracts at a fraction of the underlying commodity price when using a margin account. This creates “leverage,” 
and leverage amplifies the underlying risk, making a change in the cash price even more significant. When prices move in the 
customers’ favor, leverage provides them with more profit for a relatively small investment. However, when markets go against 
customers’ positions, they will be forced to refill their margin accounts or close out their positions, and in the end may lose more 
than their initial investments. 
 
Virtual currencies are commonly targeted by hackers and criminals who commit fraud. There is no assurance of recourse if 
virtual currency is stolen. Be cautious of how and where virtual currency is stored, and of virtual currency exchange scams, as 
well as Ponzi and “pyramid” schemes. 
 
If deciding to buy virtual currencies or derivatives based on them, remember these tips: 
 

 If someone tries to sell you an investment in options or futures on virtual currencies, including Bitcoin, verify they are 
registered with the CFTC. Visit www.SmartCheck.gov to check registrations or learn more about common investment 
frauds. 

 Remember—much of the virtual currency cash market operates through Internet-based trading platforms that may be 
unregulated and unsupervised. 

 Do not invest in products or strategies you do not understand. 
 Understand the risks and how the product can lose money, as well as the likelihood of loss. Only speculate with money 

you can afford to lose. 
 There is no such thing as a guaranteed investment or trading strategy. If someone tells you there is no risk of losing 

money, do not invest. 

Bitcoin is a Commodity - Bitcoin and other virtual currencies have been determined to be commodities under the 
Commodity Exchange Act (CEA). The Commission primarily regulates commodity derivatives contracts that are based 
on underlying commodities. While its regulatory oversight authority over commodity cash markets is limited, the CFTC 
maintains general anti-fraud and manipulation enforcement authority over virtual currency cash markets as a commodity 
in interstate commerce. 



                                                                                      
 

REV. 3/2021    Disclosure Booklet 
 

15

 Investors should conduct extensive research into the legitimacy of virtual currency platforms and digital wallets before 
providing credit card information, wiring money, or offering sensitive personal information. 

 The SEC has also warned that some token sales or initial coin offerings (ICOs) can be used to improperly entice investors 
with promises of high returns.1 

 
If you believe you may have been the victim of fraud, or to report suspicious activity, contact the CFTC at 866.366.2382 or 
visit their website www.CFTC.gov/TipOrComplaint. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1 See https://www.sec.gov/oiea/investor-alerts-and-bulletins/ib_coinofferings. 
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MATERIAL CONFLICTS OF INTEREST DISCLOSURE 
 

The purpose of this document is to provide you with information about some of the material conflicts of interest that may arise 
between you and Huatai Financial USA Inc or its affiliates, directors, officers or employees (“Huatai”) in connection with 
Huatai performing services for you with respect to futures contracts, options contracts thereon, commodity futures, cash 
commodities, forward contracts, currency conversions, on exchange foreign currency-denominated financial instruments, 
cleared swaps, collateral for margin or excess margin, and transactions related thereto or similar instruments which may be 
purchased, sold or cleared by or through an FCM, (collectively, “Contracts”).  Conflicts of interests can arise in particular when 
Huatai has an economic or other incentive to act, or persuade you to act, in a way that favors Huatai.    

You should also be aware that Huatai may own stock in, or have some other form of ownership interest in, one or more U.S. or 
foreign exchanges, trading facilities or clearing organizations, trading systems, and carrying brokers (“Trading Facilities”) where 
your transactions in Contracts may be executed and/or cleared.  As a result, Huatai may receive financial or other benefits related 
to its ownership interest when Contracts are executed on or through such Trading Facilities, and Huatai would, in such 
circumstances, have an incentive to cause Contracts to be executed on or through such Trading Facilities.  In addition, employees 
and officers of Huatai may also serve on the board of directors or on one or more committees of a Trading Facility.    

In addition, Trading Facilities may from time to time have in place arrangements that provide their members or participants with 
volume, market-making or other discounts or credits or may provide incentive or arrangements that are intended to encourage 
market participants to trade on or direct trades to that Trading Facility.  Huatai may participate in and obtain financial benefits 
from such incentive programs.       

In the course of providing Customer execution services, Huatai may direct orders to affiliated or unaffiliated market-makers, 
other executing firms, individual brokers or brokerage groups for execution. Such execution groups may, where permitted, agree 
to price concessions, volume discounts or refunds, rebates or similar payments in return for receiving such business. Where 
permitted by law and the rules, Huatai may solicit a counterparty to trade opposite your order or enter into transactions for its 
own account or the account of other counterparties that may, be averse to your interests in a Contract. In such circumstances, 
that counterparty may compensate Huatai in connection with that transaction. The results of your transactions may differ 
significantly from the results achieved by Huatai for our own account, our affiliates, others.    

In addition, where permitted by applicable law, Huatai may act on the other side of your order or transaction by the purchase 
or sale for an account, or the execution of a transaction with a counterparty, in which Huatai or a person affiliated with Huatai 
has a direct or indirect interest.  In addition, Huatai may affect any such order with a counterparty that provides Huatai with 
discounts related to fees for Contracts or other products. In cases where Huatai has offered you a discounted commission or 
clearing fee for Contracts executed through Huatai as agent or with Huatai acting as counterparty, Huatai may be doing so 
because of the enhanced profit potential resulting from acting as executing broker or counterparty.    

Huatai may act as, among other things, an investor, research provider, placement agent, distributor, remarketing agent, structurer, 
securitize, lender, investment manager, investment adviser, commodity trading advisor, municipal advisor, market maker, trader, 
prime broker or clearing broker.  In those and other capacities, Huatai, its directors, officers, employees and affiliates may take 
or hold positions in, or advise other customers and counterparties concerning, or publish research or express a view with respect 
to, a Contract or a related financial instrument that may be the subject of advice from Huatai to you.  Any such positions and 
other advice may not be consistent with, or may be contrary to your interests or to positions which are the subject of advice 
previously provided by Huatai to you, and unless otherwise disclosed in writing, we are not necessarily acting in your best 
interest and are not assessing the suitability for you of any Contract or related financial instrument. Acting in one or more of the 
capacities noted above may give Huatai access to information relating to markets, investments and products.  As a result, Huatai 
may be in possession of information which, if known to you, might cause you to seek to dispose of, retain or increase your 
position in one or more Contracts or other financial instruments.  Huatai and its affiliates will be under no duty to make any such 
information available to you, except to the extent we have agreed in writing or as may be required under applicable law.  
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A GUIDE TO THE STRUCTURE, MARKET TERMINOLOGY AND ORDER        

EXECUTION OF THE LONDON METAL EXCHANGE 
 

https://www.lme.com/-/media/Files/About/Responsibility/Market-structure/Guide-to-the-LME-December-
2020.pdf?la=en-GB 

 
INTRODUCTION AND PURPOSE 

 
1. This Guide is designed to provide market participants on the London Metal Exchange (the “LME”), and particularly 

Clients of Members, with an overview of  the structure of the LME, market terminology, and order execution. It is also 
intended as guidance to help participants interpret the Rules and Regulations of  the LME (the “LME Rulebook”) and 
any Notice issued pursuant to Regulation 2   of Part 1 of the LME Rulebook (together the “LME Rules”) (and also in 
certain circumstances the Rules and Procedures of LME Clear Limited (the “LME Clear Rules”)) and to outline certain 
behaviours the LME expects of its market  participants. It is not a comprehensive trading guide, nor a complete guide 
to market terminology. Market participants should always ensure that their requirements are explained in detail to the 
Member responsible for order     execution. 

 
2. This Guide is not a substitute for reading the LME Rules, the LME Clear Rules or the terms of business agreed between 

Clients and Members. In the event of  any conflict between this Guide and either the LME Rules or the LME Clear 
Rules, the LME Rules and the LME Clear Rules shall prevail. 

 
3. Capitalised terms not otherwise defined herein shall have the meaning ascribed      to them in the LME Rulebook, as 

amended from time to time. 
 

THE LME 
 

Execution Venues 

 
4. Trades on the LME may be agreed on any of the LME’s three trading venues (defined as Execution Venues in the LME 

Rulebook): by open outcry in the Ring  (during ring and kerb sessions), between Members in the inter-office market, 
and over the LME’s electronic trading system, LMEselect. LME trading times are available on the LME website at 
https://www.lme.com/en-GB/Trading/Trading- venues/Trading-times#tabIndex=0. 

 

5. Depending on the time of day, it is possible for Members to deal in the inter-office market, by LMEselect, or in the 
Ring. Clients should specify which                      mechanism their broker should use to effect an order, where they have a preference. 

 
 



                                                                                      
 

REV. 3/2021    Disclosure Booklet 
 

18

The Ring 
 

6. Only Category 1 Members may trade in the Ring. 
 

7. Clients can follow the Ring market activity by monitoring quoted and traded prices disseminated via the LME market 
data dissemination system, or by listening to the simultaneous floor commentary provided by Member(s). The LME 
market data dissemination system publishes quotes and trades during Ring    and kerb sessions to market data vendor 
information services, and via its own market data platforms. 

 
8. Members can continue to “make a market” when requested by a Client during the Ring and kerb sessions, although this 

is entirely at the Member’s discretion.       Alternatively, the Client can decide whether to place an order. 

 
9. Certain Contracts1 are not available for trading in the Ring. 

 
Inter-office 

 
10. Inter-office trading is conducted between Members, or between Members and their Clients, by telephone or by 

electronic means. On contacting a Member for      a quote, Clients will usually be provided with the Member’s current bid 
and offer.   The Client may trade on this quote, call another Member in an attempt to improve the quote, leave a resting 
order with a Member, or wait and monitor prices on the LME market data dissemination system. 

 
11. To ensure adequate transparency in this market (as required by MiFIR), the LME operates a Systematic Fixed Price 

Auction (“SFPA”). For those in scope orders,  the auction process will start at the point the LMEsmart matches the PTT 
Orders and last for a period of 30 seconds. During this period, any Member (other than a RIB) is able to enter their own 
bids/offers into that auction in LMEsmart, at the same price as the originating orders. Upon the completion of the SFPA, 
the bids and offers remaining in LMEsmart will be matched on a time priority basis. 

 
LMEselect 

 
12. Category 1, 2, 3 and 4 Members and LMEprecious Members may be LMEselect   Participants and enter into Contracts 

on LMEselect. In addition, Category 1, 2 and 4 Members may make available to a Client the order-routing facility of 
the LMEselect API. 

 
13. LMEselect allows LMEselect Participants to trade Contracts, including (but not limited to) Futures Contracts, Metal 

Options, Traded Average Price Options, Monthly Average Price Futures, Ferrous Cash Settled Futures, Non-Ferrous 
Cash Settled Futures and LMEmini Contracts. As explained above, some  brokers offer their Clients an order-routing 
facility via an API where they can place orders, and execute trades. 
 

14. Subject to relevant licensing requirements, market data vendors may display, amongst other things, bid and offer prices 
available on LMEselect, the total volumes available at these prices (subject to iceberg orders – see paragraph 64  below), 
and the price and volume of each trade. 

 

 
1 Metal Options, Traded Average Price Options, Monthly Average Futures, LMEmini Contracts, Steel Scrap, Steel Rebar, Steel HRC FOB China, 
Steel HRC N. America, Cash Settled Cobalt, Molybdenum, Alumina, Gold and Silver. 
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15. Where a Member permits a Client to use the order-routing facility of the  LMEselect API, and, as a result, (a) one or 
more Cleared Contracts comes into  effect, and (b) one or more Client Contracts come into effect, then the Client 
Contract must be on the same commercial terms as the relevant Cleared Contract (save that it may be marked up or down 
to reflect a commission payable   by the Client). The Member must ensure that the Client Contract and the relevant         Cleared 
Contracts are inputted into the Matching System, and that Client orders     are not offset against each other (for further 
information, see the section entitled  “Transacting on behalf of Clients” below). 

 
16. The LME understands that Members may offer over-the-counter (“OTC”) contracts to their clients on the basis of 

electronic orders sent to the Member (for example through the Member’s own dealing system). The Member may 
directly hedge such OTC contracts on LMEselect (by entering into a Cleared Contract, but without giving rise to a back-
to-back Client Contract), provided that the OTC contracts will be considered Relevant OTC Contracts for the purpose 
of the LME’s Financial OTC Booking Fee Policy (for further information on this Policy, see the section entitled “OTC 
Contracts and Use of LME IP” below). 

 
Contract Formation and Clearing 

 
17. Trades agreed on the LME shall give rise either to (a) Cleared Contracts, or (b)     Cleared Contracts and back-to-back 

Client Contracts. Each Trading Member is    responsible for the input into the LME’s Matching System, LMEsmart, of 
all Agreed Trades by it in relation to Contracts. 

 

18. Cleared Contracts are cleared by the LME’s appointed clearing house, LME Clear. LME Clear clears Contracts on an 
open offer basis. LME Clear will make     an offer to each party to the trade: it will offer to act as the buyer to the party who               
wishes to be the seller, and it will offer to act as the seller to the party who wishes  to be the buyer. On acceptance of LME 
Clear’s offer by each party, two Cleared                   Contracts will be formed: one between LME Clear and the seller; another 
between LME Clear and the buyer. The time of execution will depend on the Execution Venue: 

 
 transactions (i.e. Agreed Trades) agreed in the Ring – the Cleared Contracts will arise at the time the trade is 
agreed in the Ring; 

 
 Agreed Trades arising in LMEselect – the execution time of the Cleared     Contracts will be the point at which 
LMEselect confirms that the Agreed Trade has been matched and that all pre-execution checks have been 
satisfied; and 

 
 Agreed Trades in the inter-office telephone market – these will initially form a Contingent Agreement to 
Trade, the particulars of which the parties    must then submit to the Matching System. The time of execution of 
the Cleared Contracts will be at the point that the Matching System confirms that the trades have been matched 
and that all pre-execution checks have  been satisfied. This remains the case for trades that arise from a SFPA 
(save in the case of trades between RIBs and their clients, which shall initially give rise to an obligation on the 
RIB to submit the particulars of the  initiating auction pair to the Matching System, rather than giving rise to a 
Contingent Agreement to Trade – see further Part 3 of the LME Rules.) 

 

19. Where an Agreed Trade is made with a Client, upon execution of the Agreed Trade, Cleared Contracts shall be formed 
between the responsible Clearing Member and LME Clear and a back-to-back Client Contract shall automatically  and 
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immediately come into effect between the Client and the Member on the same terms as the Cleared Contract2. Where 
the Clearing Member facilitates Indirect Clearing arrangements, i) a further Client Contract will arise between the 
Client and the Indirect Client (where the Client is a Category 4 Member or LMEprecious Non-Clearing Member) or ii) 
a back-to-back exchange traded derivatives contract will be formed between the Client and the Indirect Client (where 
the Client is not a Category 4 Member or LMEprecious Non-Clearing Member). 

 
20. In order to maintain the smooth and orderly operation of the market, the LME and LME Clear will carry out a number 

of pre-trade and post-trade checks. Further, Members must have adequate processes in place to ensure both they and 
their Clients have sufficient collateral in place before entering into trades. 

 
LME Base and LMEprecious 

 
21. The LME offers contracts in base and ferrous metals (described in the LME Rules as “LME Base Contracts”) and 

precious metals (described in the LME Rules as “LMEprecious Contracts”). The LME has seven different categories 
of   membership for the LME Base Service and three different categories of membership for the LMEprecious Service. 
LMEprecious Contracts are        operationally traded in the same way as existing LME Base Contracts, using the  same 
systems, connectivity and rulebook, with some minor differences. 

 
22. One of the key differences is that the LME Base Service and the LMEprecious Service differ in the way that Agreed 

Trades are booked in LMEsmart. Where an Agreed Trade relates to an LME Base Contract, it shall be booked in 
LMEsmart in a manner to ensure the following allocation: 

 
a. an Agreed Trade between two Clearing Members shall be allocated to               each Clearing Member's house account 

at LME Clear; 

b. an Agreed Trade between a Client and the Clearing Member responsible for clearing the Agreed Trade shall 
result in the allocation of Cleared Contracts to both the Clearing Member's house account and the Clearing 
Member's appropriate client account at LME Clear; and 

 
c. an Agreed Trade between a Client and any other person shall result in the  allocation of Cleared Contracts to both 

the house account of the Clearing Member responsible for clearing the Agreed Trade and the client account     of 
the Clearing Member responsible for clearing the Agreed Trade. 

 
23. This is sometimes referred to as a “T4” model. In cases (b) and (c) above, the trade will initially be entered into the 

house account, and the Clearing Member responsible for clearing the Client’s trades must cross the trade out of the house 
account into the client account. 
 

24. On the other hand, where an Agreed Trade relates to an LMEprecious Contract it shall be booked in LMEsmart in a 
manner to ensure the following allocation: 

 
 
 

2 There are specific arrangements where the Client is a Category 4 Member or LMEprecious Non- Clearing Member. These are covered by 

LME Notice 17/184 dated 25 May 2017. 
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a. an Agreed Trade that is a proprietary trade of an LMEprecious Clearing Member shall be allocated to the house 
account of the LMEprecious Clearing Member at LME Clear; and 

 

b. an Agreed Trade made by a Member, and for which an LMEprecious General Clearing Member is responsible 
for clearing such Agreed Trade, may be allocated either to a house account of the LMEprecious General Clearing 
Member (where the Agreed Trade is a proprietary trade of the LMEprecious General Clearing Member) or a 
client account of the LMEprecious General Clearing Member (in any other circumstance). 

 

25. This is sometimes referred to as a “T2” model. In contrast to the T4 model, there  is no need initially to enter an Agreed 
Trade on behalf of a Client into the house  account and then cross it out of the house account into the client account. 

 
26. There are also different settlement mechanisms for different Contracts: most LME Base Contracts are physically 

deliverable (with the exception of certain Contracts, including Ferrous and Non-Ferrous Cash Settled Futures, and so 
certain categories of Members must be LMEsword Account Holders for the LME Base Service. LMEprecious Contracts, 
on the other hand, settle against unallocated precious metal via an account at a Precious Metal Clearer. 

 
Principal Nature 

 
27. All Contracts are between parties acting as principals. This prevents any party entering into a Contract as agent for 

someone else but does not prevent an agent arranging a Contract between two parties if the resulting Contract is between 
disclosed parties, each acting as a principal. It is an essential requirement of a Client Contract that one party must be a 
Category 1, 2 or 4 Member (or the equivalent LMEprecious category3). A list of Members is on the  LME website: 
www.lme.com. A principal relationship does not mean that Members do not take on quasi-fiduciary responsibilities 
when they execute trades for Clients. In particular, if a Member undertakes to deliver a particular service, for example, 
to deal a specific number of lots in the Ring, then it should  take care to ensure that it complies with all the terms of such 
an order. 

 
28. In respect of Agreed Trades between Members, an LME broker buying futures or options Contracts from another 

Member cannot do so as agent for its Client. Where a Member buys metal from another Member with a view to selling 
that metal to its Client, this is achieved by entering into a back-to-back Client Contract with the Client. Members and 
Clients can agree the conditions that apply to their Client Contracts. For example, a Client may make it a condition to 
its entry of a Client Contract that the Member must enter into a back-to-back Agreed Trade with another Member for 
the metal being bought or sold. This does not make the Client a party to the Agreed Trade with the other Member (or the 
resulting Cleared Contract with LME Clear) but does create additional duties  and obligations owed by the Member under 
the Client Contract. 

 
29. Open position statements issued to Clients or Indirect Clients4 of a Category 1 or 2 Member must state clearly “THIS 

IS AN LME REGISTERED CLIENT CONTRACT”. Open position statements issued by Clients who are not Category 
1, 2 or 4 Members to their own clients5 should not state that the contracts are LME Registered Client Contracts, but 

3 A Category 2 Member is equivalent to an LMEprecious General Clearing Member. A Category 4     Member is equivalent to an 
LMEprecious Non-Clearing Member. 

4 An “Indirect Client” of a Clearing Member pursuant to the LME Rules may include a Client of a  Category 4 Member or LMEprecious 
Non-Clearing Member. 

5 Such Clients being indirect clients of the Category 1, 2 or 4 Member but not “Indirect Clients” pursuant to the LME Rulebook. 
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may state that they are LME exchange-traded derivatives (or similar) to distinguish them from OTC trades provided that  
they have entered into Indirect Clearing Arrangements in accordance with the LME Rules. Contract criteria relating to 
Contracts, including metal specifications,                                                                                           acceptable currencies, prompt dates, option strike prices for metals etc. are 
detailed in the LME Rules. 

 
OTC Contracts and Use of LME IP 

 
30. Instead of entering into Contracts governed by the LME Rules, Members and other third parties may enter into OTC 

contracts either in respect of LME Warrants, or utilising LME reference prices. Where this is the case, the contract  
should clearly state that “THIS IS NOT AN LME REGISTERED CLIENT CONTRACT”. OTC contracts are not 
governed by the LME Rules and are not registered with, and/or cleared by, LME Clear. OTC contracts result in a bilateral      
credit exposure between the two parties. In the case of a party’s default, the general law of insolvency would apply and 
neither party would benefit from any  protection under the LME’s and LME Clear’s purpose-designed default rules. 
Also, contracts that are opened and closed at the same broker do not benefit from the transparent global pool of 
competitive offers which the LME facilitates.                            Members providing their clients with OTC contracts should explain to 
their clients the difference between OTC contracts and the LME’s Contracts, and the  different levels of protection 
afforded by each. 

 
31. The LME applies a Financial OTC Booking Fee Policy on Members and other third party financial intermediaries who 

reference LME prices or other proprietary  information in their OTC contracts. Such entities must register with the LME, 
report relevant OTC trades, and pay the relevant fees6. Members and other third  parties who reference LME prices or 
other LME proprietary information in OTC contracts or otherwise use LME proprietary information must ensure that 
they have entered into the appropriate licences with the LME. 

 
32. The LME Rules also contain restrictions on: (a) the use of LME Data, Product Specifications or other Intellectual 

Property Rights for the purpose of trading, clearing or settling Non-LME Platform Contracts; (b) using LME 
Warrants to settle Non-LME Platform Contracts or the Ex-Cleared functionality of LMEsword to facilitate the 
settlement of Non-LME Platform Contracts; (c) using the inter-office market to route Non-LME Platform Contracts 
through the systems of the LME; and (d) bringing onto the LME Non-LME Platform Contracts. 

 
33. Any Member operating electronic dealer-to-client platforms for OTC contracts will also need to consider the relevant 

provisions of MiFID II relating to systematic internalisers, pre- and post- trade transparency, etc. 
 

Transacting on Behalf of Clients 
 

34. When transacting on the LME’s Execution Venues, Members may transact both for their own account (i.e. on a 
proprietary basis, including where they are making prices on the LME) and on behalf of other market participants (i.e. 
as broker). 

 
 
 

 
6 For further information, see https://www.lme.com/Trading/New-initiatives/Financial-OTC-Booking- Fee. 
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Dual Capacity 
 

35. The LME's market model operates such that Members are able to operate on both a proprietary basis and on behalf of 
its Clients at the same time, and by the  same traders. This means that when trading with a Client, the Member can fill 
the Client directly from their own proprietary trading book, rather than going to the central market, and thus act both on 
behalf of the Client and their proprietary  interest at the same time. In this context, the Member is acting in so-called “dual 
capacity”. As such, the nature of the contracts traded by the Member with the Client, and the Member with the market, 
may be different. This differs from so-called “agency execution”, whereby the Member solely acts on behalf of the 
Client in the central market. It should be noted that some execution on the LME market (generally in respect of more 
liquid prompt dates) may be undertaken under an agency execution model. The complexity of the LME prompt date 
structure, and the lack of liquidity in the central market for parts of the structure mean that this dual capacity model is 
advantageous, as it allows Members to directly provide their Clients with liquidity. The dual capacity model does 
however give rise to specific risks of ensuring a duty of care to the Client. The LME expects Members who are permitted 
to transact both on their own account  and on behalf of other market participants to understand the specific compliance  
risks of each respective transaction model and have adequate systems in place  to mitigate against these risks. 

 

36. Members may act in a particular manner depending on a number of circumstances, including the size of the order, the 
liquidity of the market at the time the order was placed, and (in relation to Client business), not least, the Client’s 
instructions. Client orders may be filled directly from a Member’s “book”,  or following the purchase/sale of Contracts 
in the LME market, or a combination  of the two. 

 
37. The validity and desirability of this market structure was confirmed during the LME's 2017 Discussion Paper, and the 

LME is committed to its maintenance for  as long as it remains consistent with both the needs of its users and the LME's 
regulatory obligations. 
 

Considerations Around Dual Capacity Execution 
 

38. Clearly, the dual capacity model places a greater onus on Members to demonstrate that they act in the best interests of 
their Client. While it is for Members to satisfy themselves and their Clients of the sufficiency of their arrangements, 
the LME would make certain observations as to the behaviours which it would expect to observe in a dual capacity 
market. This represents a non-exhaustive list. 

 
39. At the heart of such a model must be a clear understanding between Member and Client as to the basis on which 

execution is being undertaken - in particular, whether a particular Client order is to be executed under a dual capacity or 
an agency model. It is expected that Members are clear with their Clients in respect  of the execution model. 

 
40. Furthermore, Clients should be made aware of the fact that - as a natural corollary of the dual capacity model - the 

Member may eventually be able to hedge the risk at a more attractive price than that offered to the Client. The LME          
understands that Clients are, in general, satisfied with such a model (given that       the Member is, in effect, being 
compensated for accepting the risk associated with the trade). 

 
41. The dual capacity model also places responsibilities on Clients – for example, Clients with specific order requirements 

must make these known to the Member  at the time the order is placed. 
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42. The LME further recognises that certain Client execution scenarios may be more  complex. For example, a Member may 
seek to trade a Client order in the market, while guaranteeing the Client a particular price for their order. In such a case, 
it                     would again clearly be necessary for the Client to be fully aware of the Member's execution approach - and, in particular, 
the impact on the Client's economic terms, were the Member to subsequently obtain a price better than that guaranteed 
to the Client. 

 
43. Clearly, the broader rules of market conduct (arising from, without limitation, the     European Market Abuse Regulation) 

apply to firms trading on the LME market, whether such firms are operating in an agency execution or dual capacity 
model.   Restrictions on activities such as front-running apply when operating in a dual capacity market and also when 
acting in agency execution - and, in particular, the LME would differentiate between (i) Member trades made purely 
for the purposes of offsetting risk from a Client position, and (ii) Member proprietary trading. The latter activity, in 
particular, must be appropriately segregated from Client execution (whether such Client execution is under a dual 
capacity or agency execution model). 

 
44. Clients should be clear about the conditions that apply to the terms on which their Client Contracts are traded and about 

the obligations and duties that the Member owes as a result of those conditions. Members should be clear about the 
duties and obligations they owe as a result of the conditions attaching to the   terms on which their Client Contracts are 
traded. 

 
Rules Preventing Netting Up 

 
45. The LME is concerned to ensure that the market can view a transparent post- trade record of market activity and that 

financial advantage is not extracted by the systematic “netting up” of trading designed to reduce the fee burden.  
Consequently, Members must ensure that, in respect of trades arranged in the inter-office market or on LMEselect, the 
details of each Agreed Trade entered into the Matching System constitute the details of a single transaction, without 
the application of any prior netting, compression or aggregation of multiple transactions. However, prompt date 
adjustments are permissible. Furthermore,    Members must ensure that, in respect of both Client and Members’ house 
orders      normally intended to be entered into LMEselect, Members must not cross-up any such trades in their own 
systems before they are executed as Agreed Trades in LMEselect. 
 

Conduct of Business Rules 
 

46. Members are reminded that they may be subject to certain conduct of business  rules, and other regulatory obligations, 
pursuant to MiFID II and the rules and regulations of the FCA and other relevant regulators. The LME also reminds 
Members that from time to time regulators, including but not limited to the FCA,  issue notices, updates and guidance 
to the market, which the LME expects its Members to review, consider and, where appropriate, implement into their 
policies, procedures and systems. 

 
47. Members may also be subject to additional regulatory obligations in the jurisdictions in which they are incorporated or 

otherwise operate. The extent to and way in which these obligations may apply will depend on a range of factors  
including, amongst others, the nature of the relationship between the relevant Member and its Client, the Execution 
Venue in question, the terms of business between the Member and its Client, the Member’s regulatory status, and any 
internal compliance policies and procedures to which the Member is subject. 
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48. Compliance with all applicable rules and regulations is (where applicable) the sole responsibility of the Member and 
Members must seek their own advice in this regard. 

 
49. Whilst by no means an exhaustive list, and of particular interest in the context of     Client business, the LME wishes to 

draw Members’ attention to the following: 
 

Conflicts of interest – Members must take all appropriate steps to identify and  to prevent or manage conflicts of 
interest. This requires Members to actively identify circumstances in which potential and actual conflicts of interest 
may arise, and to establish arrangements to prevent or manage them effectively. Members should have regard to relevant 
regulatory requirements and guidance on conflicts of interest, including in relation to Payment for Order Flow or 
“PFOF”7. PFOF is described as occurring when an investment firm (typically a broker who both sources liquidity and 
executes orders for its client) receives a fee or commission from both the client that originates the order and the 
counterparty the trade is then executed with (typically a market maker or other liquidity provider). The LME is aware 
that some Members and authorized  representatives of Members do act as agents for their clients (for example, when  a 
Member is acting purely in a broking capacity) and Members are therefore reminded of the requirement to comply at    
all times with their regulatory obligations. In particular, where a Member is sourcing exclusive liquidity (and executing 
orders) for a specific client, charging the counterparty to the client’s transaction creates a conflict the firm cannot 
manage effectively and so should prevent (i.e. by ceasing to charge PFOF), regardless of the client’s  categorisation. 
Even where a Member is sourcing non-exclusive liquidity for eligible counterparties (as defined in the FCA COBS), a 
conflict of interest is likely to arise and must, at a minimum, be subject to appropriate controls. It is therefore important 
that firms correctly identify the nature of their activities, on a  transaction-by-transaction basis, to ensure the appropriate 
prevention or management of conflicts of interest from charging both sides of transactions. 
 
Fees and inducements – Members must disclose certain information to Clients  in relation to the services to be provided 
to them. This information includes, amongst other things, information regarding all the costs and related charges that 
apply to the relevant service(s). In an LME context, this is likely to include any commission or mark-up on LME fees 
that may be applied by a Member to the fees charged to their Client. Members are expected to periodically review their 
pricing structures to ensure that when acting in an agency role for their Client, they are not inappropriately charging 
commission (or however otherwise  characterised) to the counterparty that their Client’s trade was executed with. 
Members should also not pay or accept any inducement (i.e. payment and receipt of fees, commissions and non-
monetary benefits) in relation to an  investment service unless it falls within a “safe harbour” (e.g. where a payment  
received by the Member is paid to the Client). 
 
Best execution – Members within the scope of the best execution rules are required to take all sufficient steps to obtain 
the best possible result for their Clients when executing Client orders (or passing them on to other firms for execution). 
To the extent that firms follow specific instructions from their clients  relating to the order, the firm should satisfy 
its best execution obligations. Members should be aware that in an LME context, the best execution obligation  may 
apply differently depending on whether a Member is acting in a proprietary  capacity giving a Client a firm quote, or 
acting on an agency basis working an order for a Client. Members should ensure that their Clients are aware of the 
capacity in which the Member is acting, and thus understands the best execution     rules that apply. 

 
 

7 See particular 2019 FCA guidance at https://www.fca.org.uk/publication/multi-firm-reviews/payment- for-order-flow-pfof.pdf. 
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Client order handling – Members that execute orders on behalf of Clients must implement procedures and 
arrangements to provide for the prompt, fair and expeditious execution of Client orders relative to other orders or the 
trading interests of the Member. In accordance with MiFID II and the FCA conduct of business requirements, Members 
must also satisfy certain conditions when carrying out Client orders, and when carrying out a Client order or a 
transaction        for their own account in aggregation with another Client order. 

 
  Risk Management Systems and Controls to Detect, Deter and Deal with   
  Potentially Abusive Trading Activity 
 

50. Members are reminded, pursuant to their obligations under Regulation 12.6(b) of Part 2 of the LME Rulebook, of the 
importance of having in place appropriate       and adequate systems and controls to detect, deter and deal with trading activity  
that is indicative of market abuse8. This section is intended to give guidance as  to how the LME would assess the 
adequacy of a Member’s systems and controls during a Member audit or investigation. Members should note 
disciplinary        proceedings brought by the LME against Members for systems and controls failings, resulting in financial 
penalties for the Members concerned. 

 
51. When undertaking an assessment into the adequacy of their systems and controls, the LME considers it prudent for 

Members to produce a market abuse      risk assessment in order to assess the potential market abuse risks to which they 
are exposed. Failure to have produced a market abuse risk assessment may constitute evidence of poor systems and 
controls. 

 

52. Members should also have regard to the following non-exhaustive list of factors   when considering their compliance 
with their obligations pursuant to Regulation 12.6(b) of Part 2 of the LME Rulebook: 

 
a. the extent to which the systems and controls (including but not limited to electronic surveillance system(s)) are 

appropriately calibrated considering  and taking into account the nature, size and complexity of the business that 
a Member conducts on the LME market (whether such business is conducted by a Member, a Member’s Clients, 
or the underlying clients of a Member’s Clients). Members who choose to offer Direct Electronic Access 
(“DEA”) to their Clients are reminded that they retain responsibility    for the trading of those Clients9. Such 
Members should consider putting in  place policies and procedures that consider the suitability of DEA Clients 
in order to ensure that DEA Clients comply with the LME Rulebook at all times; 

 

b. the extent to which the Member has suitable arrangements to identify suspicious trading activity and undertakes 
appropriate action when such activity is identified (such as, but not limited to, investigating such activity in a 
timely manner); 

 
 

8 For the avoidance of doubt, the obligations of a Member under Regulation 12.6(b) of Part 2 of the LME Rulebook apply not only to the obligation 
to have in place appropriate and adequate risk management systems in order to detect, deter and deal with trading activity that is indicative of 
market   abuse, but also to the obligation to have in place appropriate and adequate risk management systems  that enable a Member to comply with 
all of its obligations under the LME Rulebook. 

9 Regulation 12.9, Part 3 of the LME Rulebook states that: “LME Select Participants may offer order- routing facilities (also known as direct 
electronic access under MiFID II) to a Client, but in such cases the LME Select Participant retains responsibility for, and remains liable for, all 
trading activity conducted by such Client, including all orders submitted and trades executed using the order-routing facility.” 
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c. the frequency with which assessments are performed into the adequacy of a Member’s risk management systems 
and controls; 

 

d. the records that are maintained with regard to surveillance arrangements. This would include, without limitation, 
records of how systems, such as surveillance systems, are calibrated, and how decisions are made as to calibration 
amendments, as well as e.g. records of risk assessments   undertaken; 

 

e. the policies, procedures and processes that are in place to detect, deter and deal with potential instances of market 
abuse, including the frequency      with which these policies, procedures and processes are reviewed and updated 
where necessary and how they are communicated to relevant staff; 

 

f. the extent to which staff are appropriately qualified to detect, deter and deal with potential instances of market 
abuse; 

 

g. the extent to which arrangements for staff involved in surveillance activities  (e.g. responsibilities, reporting lines 
etc.) are appropriate and ensure  freedom from conflicts of interest; 

 

h. the extent to which staff receive appropriate and regular training regarding,  amongst other things, activity 
constituting market abuse, and an understanding of the obligations of a Member under the EU Market Abuse    
Regulation; 

 

i. the extent to which senior management have appropriate oversight of the surveillance function, including but not 
limited to, undertaking quality assurance checks of the work performed by surveillance staff in relation to      the 
detection of potential instances of market abuse, the availability of management information with regard to 
potential instances of market   abuse, and documented escalation procedures; and 

 

j. the adequacy of pre-trade controls that are in place to assist in the  prevention of disorderly trading on 
the LME. 

 
ORDER STYLES 

 
53. The principal order styles for Client orders are summarised below. These order    styles do not represent all possible 

methods of order execution on the LME. Members and Clients should ensure that orders are communicated in 
meaningful terms that deliver the required execution in accordance with LME Rules. 

 
Ring 

54. Client orders are not traded in the Ring, so an order using the term “in/on the Ring or during the Ring/kerb” will be 
executed on the basis of the prices traded/quoted in the Ring or during the particular Ring or kerb session. If a Client  
requires their order to be “shown” or traded across the Ring then they should make this requirement known to their 
executor, who may or may not accept this  as a term of the order. The equivalent Member-to-Member Agreed Trade for 
a Client order might not replicate its terms.  As the Client is not a party to any Cleared Contracts which arise from 
Agreed Trades made in the Ring, in   specifying Ring/kerb, the Client is merely identifying a pricing mechanism. A 
Member which undertakes to match a price traded in the Ring/kerb is not necessarily undertaking that it will trade 
during that Ring/kerb, only that it may do so. However, a Client may place an order with the specific request that the 
Member concludes an Agreed Trade in the Ring, replicating its order. In such circumstance, the Category 1 Member 
can only trade this order by open outcry  in the Ring. 

 



                                                                                      
 

REV. 3/2021    Disclosure Booklet 
 

28

55. If a Client trades at the prevailing market quote proffered in the Ring/kerb, their       executor is not necessarily obliged to 
effect an Agreed Trade in the Ring at the  same price. This can lead to situations where the Client has traded at the 
prevailing market quote, without that same price trading in open outcry across the Ring. However, if the instructions 
from the Client are to achieve a specific price i.e. close of Ring 2, then this is the price that should be given, if that specific  
order is accepted. 

 
56. The timings for the acceptance of orders from a Client to a Member which are executed “on the close” of the relevant 

Ring/Kerb should be agreed between the   two parties. The timings may be dependent on the nature of the order (for 
example large in size orders may have different timings from smaller orders). However, the instructions should be 
clearly understood so there is no doubt how    and when the order may be executed by the Member. If an ‘on the close’ 
order is not placed in sufficient time before the close of the relevant Ring/Kerb, the Member may reserve the right to 
decline acceptance of any such order. 

 
Market 

 
57. In normal circumstances a market order is one executed on a timely basis at the     prevailing market price. As mentioned 

above, at certain times of the business day, trading is taking place simultaneously in the Ring or kerb, on LMEselect, 
and in the inter-office market. Traditionally, when open outcry trading is in session, the market tends to be led by 
activity within the Ring/kerb. At other times, the market is split between inter-office trading and trading on LMEselect. 
During LMEselect trading periods, firm prices are available on LMEselect and the LMEselect page on information 
vendors’ systems. Members should ensure they consider their best execution obligations as defined by prevailing 
regulations when executing an “at market” order on behalf of a Client. 

 
Best 

 
58. “At best” orders may be executed on any of the Ring, inter-office market and on  LMEselect. Inter-office trades rely 

upon the Members’ skill in determining the level of the market at any particular time. Best orders received during 
Ring/kerb  times may not result in the Client receiving the “best” price achieved during the session if the price improves 
after the Member has filled the Client order. At any    given time, the best price on LMEselect will be displayed on the 
system and by  the market data vendors. Clients should be aware that depending on market conditions, the best price 
may move during the period from when the order was       placed and when it was executed. Members should ensure they 
consider their best execution obligations as defined by prevailing regulations when executing an at best order on behalf 
of a Client. 

 
Close 

 
59. Most orders placed “on the close”, or “market on close” (“MOC”) are for either the close of the second Ring (i.e. the 

Official Price) or the final kerb (i.e. the Closing Price). Both of these prices are published. Closing prices for other 
sessions are harder to determine, although the LME does publish the Unofficial   Closing Prices which are established 
at the close of the third Ring. In all circumstances, Clients and Members need to agree the style of execution i.e. 
bid/offer, mean or traded price. Members may not always be able to guarantee    execution (price or volume) due to 
prevailing market conditions. 
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Open 
 

60. Clients placing orders to trade on the opening of a market session must provide  clear instructions to the Member 
which indicate how this order should be   activated i.e. basis the opening bid/offer or basis the first trade in the 
session. Clients will also need to inform their executor of their requirements if the executor is unable to fill the order basis 
the opening price in its entirety, due to market constraints such as insufficient liquidity. Clients may place orders with 
Members for LMEselect that can be placed into the system for activation when the market opens. 

 
Resting Orders 

 
61. When placing resting orders such as “good ‘til cancelled” (“GTC”, or any        derivations thereof) or stop loss orders, 

Clients should ensure that they are in agreement with their executor’s definition of the trigger point of the order. 
Usually, this is interpreted as being the point when the order price is seen to be   trading in the market, but it is possible 
to request the order be activated when the order level is either bid or offered as appropriate, via the prevailing market 
quote. 

 
62. It is possible for a Client not to receive a fill on a resting order despite the order  price trading in the market. This could 

be due to a number of circumstances such  as order priority etc. Whatever the reason, the executor should be able to 
provide the Client with a full explanation of why it was unable to fill the order. 

 

63. Clients should be aware that resting orders might be activated during periods of illiquidity in the market. As previously 
mentioned, this could result in the trade not being filled, or for “stop” orders, a worse fill than anticipated (known as 
“slippage”). Clients should ensure the executor is fully aware of their requirements regarding the execution of an order, 
and adheres to any limitations, especially if the Client is not in contact with the market / Member when the trigger point 
is reached. 
 

LMEselect 
 

64. It is possible for Clients to route orders to LMEselect, or to ask Members to place  resting orders in LMEselect, on their 
behalf. LMEselect has multiple available order types and validity conditions, including but not limited to: GTC (for 
Cash and 3 month prompt dates only), “Good for day”, “Iceberg”10, “Scaling”11 and “Fill or Kill” orders12. Further 
information on available order types, their characteristics and any restrictions on their use, is set out in the LMEselect 
User Guide, the current version of which is available on the LME website. Members are encouraged to read the 
LMEselect User Guide carefully to ensure compliance with any restrictions13. 

 

10 Iceberg orders allow a trader to place an order without disclosing the full order quantity to the market.     The trader specifies the open quantity 
amount seen by the market and the subsequent open order amounts at the time of the order placement. Any subsequent amendments to open 
quantity amount only take affect with the next order quantity to be placed; the current open quantity seen by the market  does not change. 
11 A scaling order allows the user to automatically place repeat orders for an outright valid prompt date  with a scaled order price. i.e. scaled down 
buying or scaled up selling; although the user is not forced    to change the order price and therefore can enter repeat order at the same price level. 
This function will place an order with the same quantity and prompt date with an adjusted order price if desired, once  the previous order has traded 
in the LMEselect system. 
12 A Fill and Kill Order is entered at a specific price with the intention to execute immediately and therefore fill all or part of, the order and 
immediately cancel any unfulfilled balance. 
13 By way of example, whilst it is technologically possible for Members to submit discretionary orders in relation to LME Contracts, use of this 
order type (whether submitted via the LMEselect trading GUI, for example, or via any third party software application that utilises native 
LMEselect functionality for the discretionary order type) was prohibited by LME Notice 20/283. Similarly, Notice 20/283 also prohibits the use 
of native iceberg functionality in relation to Cash-Settled Futures Contracts. 
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SEGREGATION & PORTABILITY 
 

Segregation 

 
65. When registering Agreed Trades in the Matching System, a Clearing Member must specify to which account at the 

Clearing House the resulting Cleared Contracts should be allocated. Where any Cleared Contract is to be allocated to  a 
client account (because the trade has been executed for a Client) the  registration must align the Contract to a specific 
omnibus (which may be net or gross for Direct Clients or net for Indirect Clients) or individually segregated account at 
LME Clear. Members are required to offer Clients a choice of accounts. The distinguishing factor between the two is: 
either (i) an omnibus account which has assets and positions allocated to it for multiple Clients, or multiple Clients with 
Indirect Clients; or (ii) an individually segregated account which has assets and positions allocated to it for a single 
Client, or a single Client with Indirect Client/s. Clearing Members, Clients and Indirect Clients wishing to know 
more about segregation options may review LME Clear’s EMIR Article 39(7) disclosure on the LME Clear website. 
 

Portability 
 

66. Where LME Clear has declared an Event of Default in relation to a Clearing Member and a Client wishes to transfer its 
positions from an account maintained    with the defaulting Clearing Member to another Clearing Member, it must notify14     
LME Clear in accordance with the procedures set out by LME Clear from time to time. LME Clear will effect the 
transfer of positions and, where possible, assets subject to and in accordance with the LME Clear Rules15. Where the 
Client fails to submit its request in accordance with the LME Clear procedures or porting is not possible in accordance 
with the LME Clear Rules, the positions     in the relevant account may be closed out by LME Clear and assets in the 
account used to offset any losses in the account. Members, Clients and Indirect  Clients wishing to know more about 
default porting may review LME Clear’s Article 39(7) disclosure on the LME Clear website. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

14 It is not possible to accept such notifications from Indirect Clients, and the request must always be  made by the Client. 

15 The LME Rules contain provisions to ensure that, where any Cleared Contract is ported in  accordance with LME Clear Rules, the 
back-to-back Client Contracts shall also port. 

 


