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May 3, 2000
Bold text represents additions to the Chicago draft proposed by the Coalition/ISDA

Draft Explanation of the Requirement that Excluded

Transactions Conducted on Trading Facilities be Executed on a Principal-to-Principal Basis



The draft legislation would make certain agreements, contracts or transactions conducted on trading facilities eligible for exclusion from the Commodity Exchange Act if entered into by the parties as bona fide principal-to-principal transactions.  These provisions are intended to allow intermediaries to enter into excluded transactions on trading facilities when trading for their own account and economic risk.  The exclusion is not intended to permit intermediaries to execute transactions in circumstances where the intermediary has agreed with a counterparty that such transactions by the intermediary will be executed solely for the actual economic risk and benefit of a counterparty on a basis that is riskless to the intermediary.  The principal-to-principal requirement under the exclusion does not preclude an intermediary from entering into a back-to-back transaction, for its own account and economic risk, to hedge the market, credit or other risks incident to a transaction with a counterparty.   
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