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Gambling and speculating are often equated, while gambling and investing are generally
sharply distinguished. In fact, gambling, speculating and investing all lie at indeterminate
intervals on a single risk-return continuum, and any effort to specify their precise dividing points
would be an unproductive undertaking. For example, in the area of securities, some transactions
are undoubtedly “investments” (though not necessarily good ones), while others would be
generally considered “gambles.” But what about everything in between? And in the
commodities area, while the concept of investing has no place, distinguishing between
speculating and hedging is often difficult and determining when speculation is so excessive or
extreme -- when it involves the assumption of such a degree of risk -- that it is “simply”

gambling is hard if not impossible to specify.

My point is this: within the activities that are subject to the securities or commodities
regulatory regimes there are many that, by common understanding, are indistinguishable from
traditional forms of gambling. Yet neither of these regulatory regimes uses the term “gambling”
as a regulatory classification. Both securities and commodity regulation do, however, make
assumptions about the degree of risk involved in various types of transactions and impose unique
require'ments based on that risk. Because of the inclusion of "gambling-like" activities within

their regulatory regimes, I want to outline for the Commission how the securities and
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commodities authorities treat transactions that are viewed as having a “high” degree of risk. In
doing so, I hope I can assist you in your deliberations as to how “gambling” per se might be

regulated.

Both the Securities and Exchange Commission (“SEC”) and the Commodity
Futures Trading Commission (“CFTC”) require persons selling securities, including interests in
commodity pools, and persons managing other people’s money by trading commodity interests

to provide specific, tailored disclosure about the risks involved in those transactions.

I. Securities Act of 1933 (“SA™): Before securities may be sold , the issuer

(as a general rule) must make detailed disclosure about its activities in
specified areas, as well as of all other material facts concerning itself. But
in doing so, in appropriate cases, there must be a specific section devoted
to “a discussion of the principal factors that make the offering
speculative or one of high risk ....” SA, Reg. S-K, Item 503.

2. 1 “ ”): In addition to the SA disclosure
obligations, before a commodity pool operator (“CPO”) (as a general rule)
may sell interests in a commodity pool, the CPO must furish to the
purchaser a disclosure document (“CPO Disclosure Document”)
containing “a discussion of the principal risk factors of participation in
the offered pool.” CFTC Reg. §4.24(g).

3. Commodity Trading Advisors: Before beginning to direct a client’s
trading in commodity interests by recommending specific transactions, a
commodity trading advisor (“CTA”) must furnish the client with a
disclosure document (“CTA Disclosure Document”) that includes a
discussion of “the principal risk factors of [the] trading program.”
CFTC Reg. §4.34(g).

UHDOCS-315563-1 2.



B. Generic Disclosure
In the case of certain types of products and transactions, the SEC and the CFTC
both proscribe generic risk disclosure statements that must be delivered in a prescribed form to

the customer or client.

1. SEC Requirements

a. Options. No broker-dealer may accept an order from a customer
for the purchase or sale of a standardized option contract unless the
broker-dealer has furnished the customer with the options disclosure
document. prepared by the options markets and approved by the
SEC. This 98-page document (“Characteristics and Risks of
Standardized Options”) contains a 31-page chapter entitled
“Principal Risks of Options Positions™ that addresses the principal
risks “unique to being an option holder or writer.” See,
Exhibit A.

b. Penny Stocks. No broker-dealer may effect a transaction in
certain low priced securities of small companies not traded on an
exchange or quoted on NASDAQ (“penny stocks”) unless the
broker-dealer has furnished the customer with an SEC prescribed
risk disclosure document (“Schedule 15G™). Schedule 15G
includes the statement: “Penny stocks can be very risky . . . .
[Y]ou may lose your investment. Be cautious of newly issued
penny stock. Your salesperson is not an impartial advisor. ...
Do not rely on the salesperson, but seek outside advice before
you buy any stock.” See, Exhibit B.

2. CETC Requirements

Options. No futures commission merchant (“FCM”) or
introducing broker (“IB”) may open a commodity interest account
for a customer unless the FCM or IB has furnished the customer
with a CFTC prescribed disclosure statement. CFTC Reg. §1.55
and §33.7. There are three permissible prescribed forms which
contain statements such as the following. “Transactions in
futures carry a high degree of risk.” “You may sustain a total
loss of funds . . . and you may sustain losses beyond those
amounts.” “Transactions in options carry a high degree of
risk.” “A person should not purchase any commodity option
unless he is able to sustain a total loss of the premium and
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transaction costs of purchasing the option. A person should
not grant any commodity option unless he is able to meet
additional calls for margin when the market moves against his
position and, in such circumstances, to sustain a very large
financial loss.” See, with regard to futures: Appendix C; with
regard to options: Appendix D; with regard to futures and options
combined: Appendix E.

Commodity Pools. In addition to the individualized risk disclosure
required in the CPO Disclosure Document, a CPO must include in
that document a CFTC prescribed Risk Disclosure Statement
containing the following statement: “Futures and option trading
can quickly lead to large losses . ...” CFTC Reg. §4.24(b)(1).
See, Appendix F. '

CTA. In addition to the individualized risk disclosure required in
the CTA Disclosure Document, that document must also contain a
CFTC prescribed Risk Disclosure Statement which states: “If you
purchase or sell a commodity future or sell a commodity option
you may sustain a total loss [of any deposited funds] and you
will be liable for any resulting deficit in your account.” CFTC
Reg. §4.34(b)(1). See, Exhibit G.

IL LIMITATIONS ON ACCESS TO TRANSACTIONS OF VARIOUS TYPES

Both securities and commodities law contain provisions that permit the waiver of various

requirements, including specific and generic disclosures as well as substantive regulatory

requirements, in the case of transactions with customers who are viewed as sufficiently

“sophisticated” to fend for themselves. The line between sophisticated customers and non- (or

less) sophisticated customers rises and falls (with no particular exactitude) depending on the

underlying product or transaction.
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Criteria:

(1) Generally institutions (e.g., insurance companies, investment
companies, employee benefit plans) that invest $100 million in
securities.

(2) Dealers investing $10 million in securities or engaging in a
riskless principal transaction for QIBs.

(3) Banks investing $100 million in securities; provided they
have an audited net worth of $25 million.

Objective:  QIBs may participate in the private resale of
unregistered securities under SA Rule 144A.

(13 24l

urcna.
Criteria:

(1)  Any natural person owning $5 million in investments.

(2) A family-owned company owning $5 million in investments.
(3) Certain trusts.

(4) An institutional investor owning and investing on a
discretionary basis $25 million.

(5) QIBs under Rule 144A.

Objective. Private funds with more than 100 investors, all of
whom are QPs, may operate without becoming registered
investment companies.

113 kel

Vv
:. 1

(1) A natural person whose individual net worth or joint net
worth with that person’s spouse is in excess of $1,000,000.

)] A natural person who has an individual income in excess of
$200,000 in each of the two most recent years or joint
income with that person’s spouse in excess of $300,000 in
each of those years and has reasonable expectation of
reaching the same income level in the current year.

3) A trust, with total assets in excess of $5,000,000, not
formed for the specific purpose of acquiring interests,
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(1)

(12)

whose purchase is directed by a sophisticated person as
described in Rule 406(b)(2)(ii) of Regulation D.

An employee benefit plan within the meaning of the
Employee Retirement Income Security Act of 1974, as
amended (“ERISA™), and either the investment decision
has been made by a plan fiduciary, as defined in Section
3(21) of ERISA, which is either a bank, savings and loan
association, insurance company or registered investment
adviser, or the employee benefit plan has total assets in
excess of $5,000,000, or if a self-directed plan, investment
decisions are made solely by persons who are accredited
investors.

A private business development company as defined in
Section 202(a)(22) of the Investment Advisers Act of 1940.
An organization described in Section 501(c)(3) of the
Internal Revenue Code of 1986, as amended (the “Code™),
corporation, Massachusetts or similar business trust, or
partnership, not formed for the specific purpose of
acquiring interests, with total assets in excess of
$5,000,000.

A bank as defined in Section 3(a)(2) of the SA, or a savings
and loan association or other institution as defined in
Section 3(a)(5)(A) of the SA whether acting in its
individual capacity for its own account or in a fiduciary
capacity.

A broker or dealer registered pursuant to Section 15 of the
SEA.

An insurance company as defined in Section 2(13) of the
SA acting for its own account.

An investment company registered under the ICA or a
business development company as defined in Section
2(a)(48) of that Act and was not formed for the specific
purpose of investing in the entity.

A Small Business Investment Company licensed by the
U.S. Small Business Administration under Section 301(c)
or (d) of the Small Business Investment Act of 1958.

A plan established and maintained by a state, its political
subdivisions, or any agency or instrumentality of a state or
its political subdivisions, for the benefit of its employees, if
such plan has total assets in excess of $5,000,000.

Objective:  Issuers, in accordance with the provisions of SA
Regulation D, may sell unregistered securities to Als.
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CFTC Provisi
l. Qualified Eligible Participant (“QEP”)

a.

b.
2.

a.

b.
3.

a.

~riteria.

(1) A registered futures commission merchant or broker dealer.
(2) Aregistered CPO or CTA with $5 million in invested assets.
(3) Any person who owns $2 million in securities; or has
$200,000 in futures margin; or has a proportionate blend of
securities and margin (“portfolio test”); and is (a) an investment
company; (b) a bank; (c)an insurance company; (d) provided it
also has $5 million in assets, a state or ERISA-qualified retirement
plan, a tax exempt organization or a corporation or partnership;
(e) a natural person who, in effect, meets the asset or income test or
Regulation D; or (f) a non-U.S. person, including natural persons
and legal entities.

QObjective: CPOs that sell interests in commodity pools solely to
QEP are exempt from the CPO Disclosure Document delivery
requirement as well as certain other regulatory requirements.

(13 "

Criteria: Generally the same as for QEP, except that non-U.S.
persons as such do not qualify.

Objective. CTA may manage accounts of QECs without delivery
of the CTA Disclosure Document or compliance with certain other
regulatory requirements.

e "y

Wi
:. "

€9 Bank or trust company.

(2) Savings association or credit union.

3) Insurance company.

4) Investment company regulated under the ICA or a foreign
person performing a similar role subject to foreign -
regulation, provided not formed for the purpose of being an
ESP.

(5) A commodity pool operated by regulated persons, provided
not formed for the purpose of being an ESP and has $5
million in assets.



(6)  Corporate, partnership trust and other entities not formed
for the purpose of being an ESP with $10 million in assets,
or whose obligations are guaranteed by an ESP, or has a net
worth of $1 million and enters into the swap in connection
with the conduct of its business, or has a net worth of $1
million and enters into the swap agreement to manage the
risk of an asset or liability.

(7)  An ERISA plan or comparable foreign person with assets
exceeding $5 million or whose investment decisions are
made by certain specified asset managers.

®) Certain government and quasi-governmental entities.

(9)  Broker-dealer subject to the SEA or comparable foreign
regulations.

(10)  Futures commission merchant, floor broker or floor trader
subject to regulation or a comparable foreign person.

(11) A natural person with total assets over $10 million.

b. Objective: ESPs, by complying with the other provisions of the
CFTC’s Swaps Exemption, are able to engage in swap transactions
subject to the CFTC’s non-exclusive safe harbor.

III. D N I

Under provisions of the Federal Securities Laws and to a lesser extent the CEA, duties
have been imposed on transaction intermediaries to assure that any “recommended transaction”
is appropriate or “suitable” for the customer. Likewise, under state (common) law, suitability
obligations have been imposed in situations of trust and reliance based on standards of fiduciary

conduct.

A. Securities Area

NASD Rule 2310 provides that in recommending to a customer the purchase or
sale of a security, a broker-dealer must have “reasonable grounds for believing that the
recommendation is suitable for such customer .. . .” Further, prior to executing a recommended

transactions for a non-institutional customer. a broker-dealer must have made “reasonable efforts
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to obtain information [relevant to the customer’s situation and objectives].” Under this
suitability requirement, recommending a securities transaction that is “inconsistent with the
reasonable expectation that the customer has the financial ability to meet such commitment” is
prohibited. In the option area, the suitability standard is even higher, for a broker-dealer must
have reasonable grounds for believing that “the recommended [option] transaction is not

unsuitable for such customer.” NASD Rule 2860(b)(19).

B. Commuodities Area

The CFTC has been reluctant to impose an explicit suitability requirement for
FCMs or [Bs. Indeed, the CFTC has emphasized that a claim of unsuitability alone is not
actionable under Section 4b (the fraud provision) of the CEA: “[A] customer who makes a
knowing and meaningful election to undertake the risks of commodity futures trading cannot
recover his losses by claiming under Section 4b that his account executive should have warned
him that he was unsuitable for such a risk.” Phacelli v. Conti Commedity Services, [1986-1987
Transfer Binder] Comm. Fut. L. Rep. (CCH) 923,250 (CFTC 1986). Nonetheless, the antifraud
provision of the CEA does provide some protection for the unsophisticated trader. For example,
if an FCM or IB expressly represented an unsuitable transaction as suitable for a customer, that
misrepresentation could constitute fraud. Furthermore, the CFTC has recognized that a fraud
claim might be appropriate in cases where an FCM or IB knowingly took advantage of gullible,

ignorant or stupid people. As the CFTC has stated, “In analyzing the reliance element in
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traditional fraud cases, it has long been recognized . . . that people who are exceptionally
gullible, superstitious, ignorant, stupid, dim-witted, or illiterate have been allowed to recover

when the defendant knew it and deliberately took advantage of it.”” Id.
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MARKET INFORMATION

The market for penny stocks.  Penny stocks usually are not listed on an exchange
or quoted on the NASDAQ system. Instead, they are traded between dealers on the
telephone in the “over-the counter” market. The NASD’s OTC Bulletin Board also
will contain information on some penny stocks. At times, however, price information
for these stocks is not publicly available,

Market domination. In some cases, only one or two dealers, acting as “market
makers,” may be buying and selling a given stock. You should first ask if a firm is
acting as a broker (your agent) or as a dealer. A dealer buys stock itself to fill your
order or already owns the stock. A market maker is a dealer who holds itself out as

prices that are not based on competitive forces. In recent years, some market makers
have created fraudulent markets in certain penny stocks, so that stock prices rose
suddenly, but collapsed just as quickly, at a loss to investors.

Mark-ups and mark-downs. The actual price that the customer pays usually
includes the mark-up or markdown. Markups and markdowns are direct profits for the
firm and its salespeople, 5o you should be aware of such amounts to assess the overall
value of the trade.

The “spread.” The difference between the bid and offer price is the spread. Like
a mark-up or mark-down, the spread is another source of profit for the brokerage firm
and compensates the firm for the risk of owning the stock. A large spread can make a
trade very expensive to an investor. For some penny stocks, the spread between the bid

before the stock can be sold at a profit. Moreover, an investor may experience
substantial losses if the stock must be sold immediately.

more than half of your investment, if you decided to sel] the stock. In addition, you
would have to pay compensation (a “mark-up,” “mark-down,” or commission) to buy
and sell the stock.

stock. Then, when you want 1o resell the stock, a dealer again will charge compensa-
tion, in the form of a markdown. The dealer subtracts the markdown from the price of
the stock when it buys the stock from you. Thus, to make a profit, the bid price of your



stock must rise above the amount of the original spread, the markup, and the
markdown.

Primary offerings. Most penny stocks are sold to the public on an ongoing basis.
However, dealers sometimes sell these stocks in initial public offerings. You should pay
special attention to stocks of companies that have never been offered to the public
before, because the market for these stocks is untested. Because the offering is on a
first-time basis, there is generally no market information about the stock to help
determine its value. The federal securities laws generally require broker-dealers to give
investors a “prospectus,” which contains information about the objectives, manage-
ment, and financial condition of the issuer. In the absence of market information,
investors should read the company’s prospectus with special care to find out if the
stocks are a good investment. However, the prospectus is only a description of the
current condition of the company. The outlook of the start-up companies described in a
prospectus often is very uncertain.

For more information about penny stocks, contact the Office of Filings, Informa-
tion, and Consumer Services of the U.S. Securities and Exchange Commission,
450 Fifth Street, N.W., Washington, DC 20549, (202) 942-7040.



THE SECURITIES BEING SOLD TO You HAVE NOT BEEN APPROVED
OR DISAPPROVED BY THE SECURITIES AND EXCHANGE coMMIs-
SION. MOREOVER, THE SECURITIES AND EXCHANGE COMMISSION
HAS NOT PASSED UPON THE FAIRNESS OR THE MERITS OF THIS
TRANSACTION NOR UPON THE ACCURACY OR ADEQUACY OF THE
INFORMATION CONTAINED IN ANY PROSPECTUS OR ANY OTHER
INFORMATION PROVIDED BY AN ISSUER OR A BROKER OR DEALER,

Generally, penny stock is a security that:
® Is priced under five dollars;

® Is not traded on a national stock exchange or on NASDAQ (the NASD’s
automated quotation system for actively traded stocks);

® May be listed in the “pink sheets” or the NASD OTC Bulletin Board;

® Isissued by a company that has less than $5 million in net tangible assets and
has been in business less than three years, by a company that has under $2 million in
net tangible assets and has been in business for at least three years, or by a company
that has revenues of $6 million for three years,

Use caution when investing in penny stocks:

. Do nor make a hurried investment decision. High-pressure sales techniques
can be a warning sign of fraud. The salesperson is not an impartial advisor, but is paid
for selling stock to you. The salesperson also does not have to watch your investment
for you. Thus, you should think over the offer and seek outside advice. Check to see if
the information given by the salesperson differs from other information you may have,
Also, it is illegal for salespersons to promise that a stock wil] increase in value or is risk-
free, or to guarantee against loss. If you think there is a problem, ask to speak with a
compliance official at the firm, and, if fiecessary, any of the regulators referred to in this

3. Understand the risky nature of these stocks. You should be aware that you

to you. In some cases, the stock may fall quickly in value. New companies, whose stock
is sold in an “initjal public offering,” often are riskier investments. Try to find out if the
shares the salesperson wants to sel] ¥ou are part of such an offering. Your salesperson
must give you a “prospectus” in an initial public offering, but the financial condition

shown in the prospectus of new companies can change very quickly.



5. Be cautious if your salesperson leaves the firm. [f the salesperson who sold
you the stock leaves his or her firm, the firm May reassign your account to a new

Be wary of requests to sel] your securities when the salesperson transfers to a new firm.
Also, you have the right to get your stock certificate from your selling firm. You do not
have to leave the certificate with that firm or any other firm.

YOUR RIGHTS

Disclosures to you. Under penalty of federal law, your brokerage firm must tell
you the following information at two different times—before YOu agree to buy or sel] a
penny stock, and after the trade, by written confirmation:

® The bid and offer price quotes JSor penny stock, and the number of shares 10
which the quoted prices apply. The bid and offer quotes are the wholesale prices at
which dealers trade among themselves. These prices give you an idea of the market

® The brokerage firm’s compensation Jor the trade. A markup is the amount a
dealer adds to the wholesale offer price of the stock and a markdown is the amount it

markdown usually serves the same roje as a broker’s commission on a trade. Most of
the firms in the penny stock market wil] be dealers, not brokers.



In addition to the items listed above, your brokerage firm must send to vou:

® Monthly account Statements. In general, your brokerage firm must send you a
monthly statement that gives an estimate of the value of each penny stock in your

® A written statement of your financial situation and investmen; goals. In
general, unless you have had an account with your brokerage firm for more than one

suitable investment for you. The firm also must 8et your written consent to buy the
penny stock.

Legal remedies. If penny stocks are sold to you in violation of your rights listed
above, or other federal or state securities laws, you may be able to cancel your purchase
and get your money back. If the stocks are sold in a fraudulent manner, you may be
able to sue the persons and firms that caused the fraud for damages. If you have signed
an arbitration agreement, however, you may have to pursue your claim through
arbitration. You may wish to contact an attorney. The SEC is not authorized to
represent individuals in private litigation.

However, to protect yourself and other investors, you should report any violations
of your brokerage firm’s duties listed above and other securities laws to the SEQC, the
NASD, or your state secunities administrator at the telephone numbers on the first

Street, N.W,, Washington, DC 20006; or NASAA at 555 New Jersey Avenue, N.-W.,
Suite 750, Washington, DC 20001, NASAA will give you the telephone number of
your state’s securities agency. If there is any disciplinary record of a person or a firm,



INMPORTANT INFORMATION ON PENNY STOCKS

(SEC) and contains important information on penny stocks. You are urged to read it
before making a purchase or sale.

and before making a purchase or sale of a penny stock,
Penny stocks can e very risky.,

® Penny stocks are low-priced shares of small companies not traded op an
exchange or quoted on NASDAQ. Prices often are not available. Investors ip penny
stocks often are unable to sell stock back to the dealer that sold them the stock. Thus,
you may lose your investment. Be cautious of newly issued penny stock.

® Your salesperson is not an impartial advisor but is paid to se] you the stock. Do not rely
on the salesperson, but seck outside advice before you buy any stock, If you have problems with
a salesperson, contact the firm’s compliance officer or the regulators listed below,

Information You should get.

after the trade.

® You will need this price information to determine what profit, it any, you wil]
have when you sell your stock. The offer price is the wholesale price at which the
dealer s willing to sell stock to other dealers. The big price is the wholesale price at

Brokers’ duties and customer’s rights and remedies,

® If you are a victim of fraud, you may have rights and remedies under state and
federal law. Yoy can get the disciplinary history of a salesperson or firm from the
NASD at 1-800-289-9999  and additional information from your state securities
official, at the North American Securities Administrators Association’s central
number: (202) 737-0900. You also may contact the SEC with complaints ar
(202) 272-7440. :



RISK DISCLOSURE STATEMENT

THE RISK OF LOSS IN TRADING COM-
MODITY FUTURES CONTRACTS CAN BE
SUBSTANTIAL. YOU SHOULD, THERE-
FORE, CAREFULLY CONSIDER WHETHER
SUCH TRADING IS SUITABLE FOR YOU IN
LIGHT OF YOUR CIRCUMSTANCES AND F1.
NANCIAL RESOQURCES. YCU SHOULD BE
AWARE OF THE FOLLOWING POINTS:

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

intain a position in the c dity futures
market, and you may incur losses beyond these
amounts. If the market moves against your posi-
tion, you may be called upon by your broker to
deposit a substantial amount of additional margin
funds, on short fotice, 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} Under certain market conditions, you may
find it difficult or Impossible to liquidate & posi-
Hen.'l"hlsanoomt.farmmple.whmﬂnmr-
ket reaches a daily price fluctuation limit C'limit
move'),

(3) Placing contingent orders, such as "stop-
Tois™ or “stop-limit™ orders, will not necessarily
limit your losses to the intended amounts, since
markz{ conditions on the exchange where the or-

der Is placed may make it impossible to execute
such orders,

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

(5) The high degree of leverage (gearing) that is
often obtainable in futures trading because of the
small margin requirements an work against you
as well as for you. Leverage (gearing) can lead to

hrzelosscsaswelluzmm

(6) You should consult your broker concerning
the nature of the protections available to safe-
guard funds or property deposited for your
account,

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

(7) Foreign futures trancactions involve execut-
ing and clearing trades on a foreign exchange.
msistlnusecmﬂthetoreimﬂdungeis
formally “linked” to a domestic exchange,

luademcutedmoneadnmllqus-
dates or establishes a position on the other ex-
change. No domestic organization regulates the
activities of & foreign exchange, including the
execution, delivery, and clearing of transactions
on such an exch and no d ic regul
haslhepowa'loccmpelm!mntdtheruks
of the foreign exchange or the laws of the foreign
country. Moreover, such laws or regulations wil]

erswholr:dconl'onimexdnngcsnuynotbe
afforded certain of the protections which apply to
domestic transactions, including the right to use
domestic alternative dispute resolution proce-
dures. In particular, funds received from custom-
€rs to margin foreign futures transactions may not
be provided the same protections as funds re-
ceived to margin futures transactions on domestic

(8) 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 liqui-
dated or exercised.

THIS BRIEF STATEMENT CANNOT, OF
COURSE. DISCLOSE ALL THE RISKS AND

h

OTHER ASPECTS OF THE COMMODITY
{ARKETS.

I hereby acknowledge that | have received and
understood this risk disclosure statement.

—_— —_—
Date Signature of Customer



OPTIONS DISCLOSURE ST. ATEMENT

BECAUSE OF THE VOLATILE NATURE
OF THE COMMODITIES MARKETS, THE
PURCHASE AND GRANTING OF COMMOD-
ITY OPTIONS INVOLVE A HIGH DEGREE
OF RISK. COMMODITY OPTION TRANSAC-
TIONS ARE NOT SUITABLE FOR MANY
MEMBERS OF THE PUBLIC. SUCH TRANS-
ACTIONS SHOULD BE ENTERED INTO
ONLY BY PERSONS WHO HAVE READ AND

UNDERSTOOD THIS DISCLOSURE STATE-
MENT AND WHO UNDERSTAND THE NA-
TURE AND EXTENT OF THEIR RIGHTS
AND OBLIGATIONS AND OF THE RISKS IN-
VOLVED IN THE OPTION TRANSACTIONS
COVERED BY THIS DISCLOSURE
STATEMENT.

BOTH THE PURCHASER AND THE GRAN-
TOR SHOULD KNOW WHETHER THE PAR-
TICULAR OPTION IN WHICH THEY
CONTEMPLATE TRADING IS AN OPTION
WHICH, IF EXERCISED, RESULTS IN THE
ESTABLISHMENT OF A FUTURES CON-
TRACT (AN "OPTION ON A FUTURES CON-
TRACT™) OR RESULTS IN THE MAKING OR
TAKING OF DELIVERY OF THE ACTUAL
COMMODITY UNDERLYING THE OPTION
(AN "OPTION ON A PHYSICAL COMMOD-
ITY"). BOTH THE PURCHASER AND THE
GRANTOR OF AN OPTION ON A PHYSICAL
COMMODITY SHOULD BE AWARE THAT,
IN CERTAIN CASES, THE DELIVERY OF
THE ACTUAL COMMODITY UNDERLYING
THE OPTION MAY NOT BE REQUIRED AND
THAT, IF THE OPTION IS EXERCISED, THE
OBLIGATIONS OF THE PURCHASER AND
GRANTOR WILL BE SETTLED IN CASH.

A PERSON SHOULD NOT PURCHASE ANY
COMMODITY OPTION UNLESS HE IS ABLE
TO SUSTAIN A TOTAL LOSS OF THE PRE-
MIUM AND TRANSACTION COSTS OF
PURCHASING THE OPTION. A PERSON
SHOULD NOT GRANT ANY COMMODITY
OPTION UNLESS HE IS ABLE TO MEET AD-
DITIONAL CALLS FOR MARGIN WHEN
THE MARKET MOVES AGAINST HIS POSI-
TION AND, IN SUCH CIRCUMSTANCES, TO
SUSTAIN A VERY LARGE FINANCIAL LOss.

A PERSON WHO PURCHASES AN OPT ION
SHOULD BE AWARE THAT IN ORDER TO
REALIZE ANY VALUE FROM THE OPT ION,
IT WILL BE NECESSARY EITHER TO OFF-
SET THE OPTION POSITION OR TO EXER-
CISE THE OPTION. IF AN OPTION
PURCHASER DOES NOT UNDERSTAND
HOW TO OFFSET OR EXERCISE AN OP-
TION, THE PURCHASER SHOULD REQUEST
AN EXPLANATION FROM THE FUTURES
COMMISSION MERCHANT OR THE INTRO-
DUCING BROKER. CUSTOMERS SHOULD
BE AWARE THAT IN A NUMBER OF CIR-
CUMSTANCES, SOME OF WHICH WILL BE
DESCRIBED IN THIS DISCLOSURE STATE-
MENT, IT MAY BE DIFFICULT OR IMPOSSI-
BLE TO OFFSET AN EXISTING OPTION
POSITION ON AN EXCHANGE.

THE GRANTOR OF AN OPTION SHOULD
BE AWARE THAT, IN MOST CASES, A COM-
MODITY OPTION MAY BE EXERCISED AT



ANY TIME FROM THE TIME IT IS
GRANTED UNTIL IT EXPIRES. THE PUR-
CHASER OF AN OPTION SHOULD BE
AWARE THAT SOME OPTION CONTRACTS
MAY PROVIDE ONLY A LIMITED PERIOD
OF TIME FOR EXERCISE OF THE OPTION.

THE PURCHASER OF A PUT OR CALL IS
SUBJECT TO THE RISK OF LOSING THE
ENTIRE PURCHASE PRICE OF THE op-
TION—THAT IS THE PREMIUM PAID FOR
THE OPTION PLUS ALL TRANSACTION
COSTS.

THE COMMODITY FUTURES TRADING
COMMISSION REQUIRES THAT ALL CuUs-
TOMERS RECEIVE AND ACKNOWLEDGE
RECEIPT OF A COPY OF THIS DISCLOSURE
STATEMENT BUT DOES NOT INTEND THIS
STATEMENT AS A RECOMMENDATION OR
ENDORSEMENT OF EXCHANGE-TRADED
COMMODITY OPTIONS.

(1) Some of the risks of option trading.

Specific market movements of the underlying
future or underlying physical commodity cannot
be predicted accurately.

The grantor of a call option who does not have a
long position in the underlying futures contract or
underlying physical commedity is subject to risk
of loss should the price of the underlying futures
contract or underlying physical commodity be
higher than the strike price upon exercise or expi-
ration of the option by an amount greater than
the premium received for granting the cail option.

The grantor of a call option who has a long
position in the underlying futures contract or un-
derlying physical commodity is subject to the full
risk of a decline in price or the underlying position
reduced by the premium received for granting the
call. In exchange for the premium received for
granting a call option, the option grantor gives up
all of the potential gain resulting from an increase
in the price of the underlying futures contract or
underlying physical commodity above the option
strike price upon exercise or expiration of the
option.

The grantor of a put option who does not have a
short position in the underlying futures contract
or underlying physical commodity (e.g., commit-
ment to sell the physical) is subject to risk of loss
should the price of the underlying futures con-
tract or underlying physical commodity decrease
below the strike price upon exercise or expiration
of the option by an amount in excess of the pre-
mium received for granting the put option.

The grantor of a put option on a futures con.
tract who has a short position in the underlying
futures contract is subject to the full risk of a rise
in the price in the underlying position reduced by
the premium received for granting the put. In

exchange for the premium received for granting a
put option on a futures contract, the option gran-
tor gives up all of the potentia] gain resulting
from a decrease in the price of the underlying
futures contract below the option strike price
upon exercise or expiration of the option. The
grantor of a put option on a physical commodity
who has a short position (e.z., commitment to se]]
the physical) is subject to the full risk of a rise in
the price of the physical commodity which must
be obtained to fulfill the commitment reduced by
the premium received for granting the put. In
exchange for the premium, the grantor of a put
option on a physical commodity gives up all the
potential gain which would have resulted from a
decrease in the price of the commodity below the
option strike price upon exercise or expiration of
the option.

(2) Description of commodity options. Prier to
entering into any transaction involving a com-
modity option, an individual should thoroughly
understand the nature and type of option in-
volved and the underlying futures contract or
physical commodity. The futures commission
merchant or introducing broker is required to
provide, and the individual contemplating an op-
tion transaction should obtain:

(i) An identification of the futures contract or
physical commodity underlying the option and
which may be purchased or sold upon exercise of
the option or, if applicable, whether exercise of
the aption will be settled in cash;

(i) The procedure for exercise of the option
contract, including the expiration date and latest
time on that date for exercise, (The latest time on
an expiration date when an option may be exer-
cised may vary; therefore, option market partici-
pants should ascertain from their futures
commission merchant or their introducing broker
the latest time the firm accepts exercise instruc-
tions with respect to a particular option.);

(iii) A description of the purchase price of the
option including the premium, commissions, costs,
fees and other charges. (Since commissions and
other charges may vary widely among futures
commission merchants and among introducing
brokers, option customers may find it advisable to
consult more than one firm when opening an op-
tion account.);

(iv) A description of all costs in addition to the
purchase price which may be incurred if the com-
modity option is exercised, including the amount
of commissions (whether termed sales commis-
sions or otherwise), storage, interest, and all simi-
lar fees and charges which may be incurred;

(v) An explanation and understanding of an
option grantor’s initial margin requirement and
obligation to provide additional margin in connec-



tion with such an option position, or a position in
a futures contract, if applicable;

(vi) A clear explanation and understanding of
any clauses in the option contract and of any
items included in the option contract explicitly or
by reference which might affect the customer's
obligations under the contract. This would include
any policy of the futures commission merchant or
the introducing broker or rule of the exchange on
which the option is traded that might affect the
customer’s ability to fulfill the option contract or
to offset the option position in a closing purchase
or closing sale transaction (for example, due to
unforeseen circumstances that require suspension
or termination of trading); and

(vii) If applicable, a description of the effect
upon the value of the option position that could
result from limit moves in the underlying futures
contract,

(3) The mechanics of option trading. Before
entering into any exchange-traded option transac-
tion, an individual should obtain a description of
how commeodity options are traded.

Option customers should clearly understand
that there is no guarantee that option positions
may be offset by either a closing purchase or
closing sale transaction on an exchange. In this
circumstance, option grantors could be subject to
the full risk of their positions until the option
position expires, and the purchaser of a profitable
option might have to exercise the option to realize
a profit.

For an option on a futures contract, an individ-
ual should clearly understand the relationship be-
tween exchange rules governing option
transactions and exchange rules governing the
underlying futures contract. For example, an indi-
vidual should understand what action, if any, the
exchange will take in the option market if trading
in the underlying futures market is restricted or
the futures prices have made a “limit move.”

The individual should understand that the op-
tion may not be subject to daily price fluctuatjon
limits while the underlying futures may have such
limits, and, as a result, normal pricing relation-
ships between options and the underlying future
may not exist when the future is trading at its
price limit. Also, underlying futures positions re-
sulting from exercise of options may not be capa-
ble of being offset if the underlying future is at a
price limit.

(4) Margin requirements. Commodity Futures
Trading Commission rules require the purchaser
of an option to pay the full option premium when
the option position is opened.

Before granting an option, an individual should
fully understand the applicable margin require-
ments, and particularly should be aware of the

obligation to put up additional margin money in
the case of adverse market moves.

(5) Profit potential of an option position. An
option customer should carefully calculate the
price which the underlying futures contract or
underlying physical commodity would have to
reach for the option position to become profitable.
This price would include the amount by which the
underlying futures contract or underlying physi-
cal commodity would have to rise above or fajl
below the strike price to cover the sum of the
premium and all other costs incurred in entering
into and exercising or closing (offsetting) the com-
modity option position.

Also, an option customer should be aware of the
risk that the futures price prevailing at the open-
ing of the next trading day may be substantially
different from the futures price which prevailed
when the option was exercised. Similarly, for op-
tions on physicals that are cash settled, the physi-

settlement price that is determined at a later
time. Thus, if a customer does not cover the
position against the possibility of underlying com-
modity price change, the realized price upon op-
tion exercise may differ substantially from that
which existed at the time of exercise.

(6) Deep-out-of-the-money options. A person
contemplating purchasing a deep-out-of-the-
money option (that is, an option with a strike
price significantly above, in the case of a call, or
significantly below, in the case of a put, the cur-
rent price of the underlying futures contract or
underlying physical commodity) should be aware
that the chance of such an option becoming profit-
able is ordinarily remote.

On the other hand, a potential grantor of a
deep-out-of-the-money option should be aware
that such options normally provide small premi-
ums while exposing the grantor to all of the poten-
tial losses described in section (1) of this disclosure
statement,

(7) Glossary of terms. (i) Contract market —
Any board of trade (exchange) located in the
United States which has been designated by the
Commodity Futures Trading Commission to list a
futures contract or commodity option for trading.

(ii) Exchange-traded option; put option; call
option—The options discussed in this disclosure
statement are limited to those which may be
traded on a contract market. These options (sub-
ject to certain exceptions) give an option pur-
chaser the right to buy in the case of a call option,
or to sell in the case of a put option, a futures
contract or the physical commodity underlying
the option at the stated strike price prior to the
expiration date of the option. Each exchange-



traded option is distinguished by the underlying
futures contract or underlying physical commod-
ity strike price, expiration date, and whether the
option is a put or a call,

(iil) Underlying futures contract —The futures
contract which may be purchased or sold upon the
exercise of an option on a futures contract.

(iv) Underlying physical commodity—The
commeodity of a specific grade (quality) and quan-
tity which may be purchased or sold upon the
exercise of an option on a physical commodity.

(v) Class of options—A put or a call covering
the same underlying futures contract or underly-
ing physical commodity.

(vi) Series of options—Options of the same class
having the same strike price and expiration date,

(vii) Exercise price—See strike price.

(viii) Expiration date—The last day when an
option may be exercised.

(ix) Premium—The amount agreed upon be-
tween the purchaser and seller for the purchase or
sale of a commodity option.

(x) Strike price—~The price at which a person
may purchase or sell the underlying futures con-
tract or underlying physical commodity upon ex-
ercise of a commodity option. This term has the
same meaning as the term "exercise price.”

(xi) Short option position—See opening sale
transaction.

(xii) Long option position—See opening
purchase transaction.

(xiii) Types of options transactions—

(A) Opening purchase transaction—A transac-
tion in which an individual purchases an option
and thereby obtains a long option position.

(B) Opening sale transaction—A transaction in
which an individual grants an option and thereby
obtains a short option position.

(C) Closing purchase transaction—A transac-
tion in which an individual with a shert option
position liquidates the position. This is accom-
plished by a closing purchase transaction for an
option of the same series as the optian previously
granted. Such a transaction may be referred to as
an offset transaction. |

(D) Closing sale transaction—A transaction in
which an individual with a long option position
liquidates the position. This is accomplished by a
closing sale transaction for an option of the same
series as the option previously purchased, Such a
transaction may be referred to as an offset
transaction.

(xiv) Purchase price—The total actual cost
paid or to be paid, directly or indirectly, by a
person to acquire a commodity option. This price

includes all commissions and other fees, in addi-
tion to the option premium.

(xv) Grantor, writer, seller—An individual who
sells an option. Such a person is said to have a
short position.

(xvi) Purchaser—An individual who buys an

option. Such a person is said to have a long
position,



RISK DISCLOSURE STATEMENT FOR
FUTURES AND OPTIONS

This brief statement does not disclose all of the
risks and other significant aspects of trading in
futures and options. In light of the risks, you
should undertake such transactions only if you
understand the nature of the contracts (and con-
tractual relationships) into which you are entering
and the extent of your exposure to risk. Trading in
futures and options is not suitable for many mem-
bers of the public. You should carefully consider
whether trading is appropriate for you in light of
your experience, objectives, financial resources
and other relevant circumstances.

Futures

1. Effect of “Leverage’ or ‘Gearing’

Transactions in futures carry a high degree of
risk. The amount of initial margin is small rela-
tive to the value of the futures contract so that
transactions are ‘leveraged’ or ‘geared’. A rela-
tively small market movement will have a propor-
tionately larger impact on the funds you have
deposited or will have to deposit: this may work
against you as well as for you. You may sustain a
total loss of initia] margin funds and any addi-
tional funds deposited with the firm to maintain
your pesition. If the market moves against your
position or margin levels are increased, you may
be called upon to pay substantial additional funds
on short notice to maintain your position. If you
fail to comply with a request for additional funds
within the time prescribed, your position may be
liquidated at a loss and you will be liable for any
resulting deficit.

2. Risk-reducing orders or strategies.

The placing of certain orders (e.g. 'stop-loss’ or-
ders, where permitted under local law, or ‘stop-
limit® orders) which are intended to limit losses to
certain amounts may not be effective because
market conditions may make it impossible to exe-
cute such orders. Strategies using combinations of
positions, such as ‘spread’ and ‘straddle’ positions



may be as risky as taking simple ‘long’ or ‘short’
positions, '
Options

3. Variable degree of risk

Transactions in options carry a high degree of
risk. Purchasers and sellers of options should fa-
miliarize themselves with the type of option (ie.
put or call) which they contemplate trading and
the associated risks, You should calculate the ex-
. tent to which the value of the options must in-
crease for your position to become profitable,
taking into account the premium and all transac-
tion costs.

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 settle-
ment or in the purchaser acquiring or delivering
the underlying interest. If the option is on a
future, the purchaser will acquire a futures posi-
tion with associated liabilities for margin (see the
section on Futures above). If the purchased op-
tions expire worthless, you will suffer a total loss
of your investment which will consist of the option
premium plus transaction costs. If you are con-
templating purchasing deep-out-of-the-money op-
tions, you should be aware that the chance of such
options becoming profitable ordinarily is remote.
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 ejther
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 fy-
ture with associated liabilities for margin (see the
section on Futures above). If the position is ‘cov-
ered’ by the seller holding a corresponding posi-
tion 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.

Certain exchanges in some jurisdictions permit
deferred payment of the option premium, expos-
ing 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

4. Terms and conditions of contracts

You should ask the firm with which you deal
about the term and conditions of the specific
futures or options which you are trading and
associated obligations (e.g. the circumstances
under which you may become obligated to make
or take delivery of the underlying interest of a
futures contract and, in respect of options, expira-
tion dates and restrictions on the time for exer-
cise). 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.

S. Suspension or restriction of trading and pricing
relationships

Market conditions (e.g. illiquidity) and/or the op-
eration of the rules of certain markets (e.g. 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.

Further, normal pricing relationships between the
underlying interest and the future, and the under-
lying interest and the option may not exist. This
€an occur when, for example, the futures contract
underlying the option js subject to price limits
while the option is not. The absence of an underly-
ing reference price may make it difficult to judge
‘fair’ value,

6. Deposited cash and property

You should familiarize yoursell with the protec-
tions accorded money or other property you de-
posit 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
specified legislation or local rules. In some juris-
dictions, 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.

7. Commission and other charges

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

8. Transactions in other jurisdictions

Transactions on markets in other jurisdictions,
including markets formally linked to a domestic
market, may expose you to additional risk. Such
markets may be subject to regulation which may
offer different or diminished investor protection.
Before you trade should enquire about any rules
relevant to your particular transactions. Your lo-
cal rewulatory authority will be unable to compel



the enforcement of the rules of regulatory authori-
ties or markets in other jurisdictions where your
transactions have been effected. You should ask
the firm with which you deal for details aboyt the
types of redress available in both your home juris-
diction and other relevant jurisdictions before you
start to trade.

9. Currency risks

The profit or loss in transactions in foreign cur-
rency-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.
10. Trading facilities,

Most open-outcry and electronjc trading facilities
are supported by computer-based component sys-
tems for the order-routing, execution, matching,
registration or clearing of trades. As with all facil-
ities and systems, they are vulnerable to tempo-
rary disruption or fajlure. Your ability to recover
certain losses may be subject to limits on liability
imposed by the system provider, the market, the
clearing house and/or member firms. Such limits
may vary; you should ask the firm with which you
deal for details in this respect.

11. Electronic trading

Trading on an electronic trading system may dif-
fer not only from trading in an open-outcry mar-
ket but also from trading on other electronic
trading systems. If you undertake transactjons on
an electronic trading system, you will be exposed
to risk associated with the system including the
failure of hardware and software. The result of
any system failure may be that your order js
either not executed according to your instructions
or is not executed at al].

12. Off-exchange transactions

In some jurisdictions, and only then in restricted
circumstances, firms are permitted to effect off-
exchange 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 fair 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.

I hereby acknowledge that | have received and
understood this risk disclosure statement,

Date
Signature of Customer



RISK DISCLOSURE STATEMENT

YOU SHOULD CAREFULLY CONSIDER WHETHER YOUR FINANCIAL CONDITION PERMITS YOU TO
PARTICIPATE IN A COMMODITY POOL. IN SO DOING, YOU SHOULD BE AWARE THAT FUTURES AND

AFFECT YOUR ABILITY TO WITHDRAW YOUR PARTICIPATION IN THE POOL,

FURTHER, COMMODITY POOLS MAY BE SUBJECT TO SUBSTANTIAL CHARGES FOR MANAGE-
MENT, AND ADVISORY AND BROKERAGE FEES. IT MAY BE NECESSARY FOR THOSE POOLS THAT ARE
SUBJECT TO THESE CHARGES TO MAKE SUBSTANTIAL TRADING PROFITS TO AVOID DEPLETION OR
EXHAUSTION OF THEIR ASSETS. THIS DISCLOSURE DOCUMENT CONTAINS A COMPLETE DESCRIP-
TION OF EACH EXPENSE TO BE CHARGED TO THIS POOL ON PAGE 6 AND A STATEMENT OF THE
PERCENTAGE RETURN NECESSARY TO BREAK EVEN, THAT IS, TO RECOVER THE AMOUNT OF YOUR
INITIAL INVESTMENT, ON PAGE 1.

THIS BRIEF STATEMENT CANNOT DISCLOSE ALL THE RISKS AND OTHER FACTORS NECESSARY
TO EVALUATE YOUR PARTICIPATION IN THIS COMMODITY POOL. THEREFORE, BEFORE YOU DE-
CIDE TO PARTICIPATE IN THIS COMMODITY POOL, YOU SHOULD CAREFULLY STUDY THIS DISCLO-
SURE DOCUMENT, INCLUDING A DESCRIPTION OF THE PRINCIPAL RISK FACTORS OF THIS
INVESTMENT, ON PAGE 2.

(This paragraph is used only when it is applicable)
YOU SHOULD ALSO BE AWARE THAT THIS COMMODITY POOL MAY TRADE FOREIGN FUTURES
OR OPTIONS CONTRACTS. TRANSACTIONS ON MARKETS LOCATED QUTSIDE THE UNITED STATES,
INCLUDING MARKETS FORMALLY LINKED TO A UNITED STATES MARKET, MAY BE SUBJECT TO

PARTICIPANTS. FURTHER, UNITED STATES REGULATORY AUTHORITIES MAY BE UNABLE TO COM-
PEL THE ENFORCEMENT OF THE RULES OF REGULATORY AUTHORITIES OR MARKETS IN NON-
UNITED STATES JURISDICTIONS WHERE TRANSACTIONS FOR THE POOL MAY BE EFFECTED.

(This paragraph is used only when it is applicable)

ALSO, BEFORE YOU DECIDE TO PARTICIPATE IN THIS POOL, YOU SHOULD NOTE THAT YOUR
POTENTIAL LIABILITY AS A PARTICIPANT IN THIS POOL FOR TRADING LOSSES AND OTHER EX-
PENSES OF THE POOL IS NOT LIMITED TO THE AMOUNT OF YOUR CONTRIBUTION FOR THE PUR-
CHASE OF AN INTEREST IN THE POOL AND ANY PROFITS EARNED THEREON. A COMPLETE
DESCRIPTION OF THE LIABILITY OF A PARTICIPANT IN THIS POOL IS EXPLAINED MORE FULLY IN
THIS DISCLOSURE DOCUMENT.




RISK DISCLOSURE STATEMENT

THE RISK OF LOSS IN TRADING COMMODITIES CAN BE SUBSTANTIAL. YOU SHOULD THERE.-
FORE CAREFULLY CONSIDER WHETHER SUCH TRADING IS SUITABLE FOR YOU IN LIGHT oOF
YOUR FINANCIAL CONDITION. IN CONSIDERING WHETHER TO TRADE ORTO AUTHORIZE SOME-
ONE ELSE TO TRADE FOR YOU, YOU SHOULD BE AWARE OF THE FOLLOWING:

IF YOU PURCHASE A COMMODITY OPTION, YOU MAY SUSTAIN A TOTAL LOSS OF THE PRE-
MIUM AND OF ALL TRANSACTION COSTS.

IF YOU PURCHASE OR SELL A COMMODITY FUTURE OR SELL A COMMODITY GOPTION, YOU
MAY SUSTAIN A TOTAL LOSS OF THE INITIAL MARGIN FUNDS AND ANY ADDITIONAL FU; DS
THAT YOU DEPOSIT WITH YOUR BROKER TO ESTABLISH OR MAINTAIN YOUR POSITION. 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 REQUESTED FUNDS
WITHIN THE PRESCRIBED TIME, YOUR POSITION MAY BE LIQUIDATED AT A LOSS, AND YOU
WILL BE LIABLE FOR ANY RESULTING DEFICIT IN YOUR ACCOUNT.

THE PLACEMENT OF CONTINGENT ORDERS BY YOU OR YOUR TRADING ADVISOR, SUCHAS A
“STOP-LOSS" OR “STOP-LIMIT" ORDER, WILL NOT NECESSARILY LIMIT YOUR LOSSES TO THE
INTENDED AMOUNTS, SINCE MARKET CONDITIONS MAY MAKE IT IMPOSSIBLE TO EXECUTE
SUCH ORDERS.

A “"SPREAD” POSITION MAY NOT BE LESS RISKY THAN A SIMPLE “LONG" OR “SHORT* POSI-
TION.

THE HIGH DEGREE OF LEVERAGE THAT IS OFTEN OBTAINABLE IN COMMODITY TRADING CAN
WORK AGAINST YOU AS WELL AS FOR YOU. THE USE OF LEVERAGE CAN LEAD TO LARGE LOSSES
AS WELL AS GAINS.

IN SOME CASES, MANAGED COMMODITY ACCOUNTS ARE SUBJECT TO SUBSTANTIAL CHARGES
FOR MANAGEMENT AND ADVISORY FEES. IT MAY BE NECESSARY FOR THOSE ACCOUNTS THAT
ARE SUBJECT TO THESE CHARGES TO MAKE SUBSTANTIAL TRADING PROFITS TO AVOID DEPLE.
TION OR EXHAUSTION OF THEIR ASSETS. THIS DISCLOSURE DOCUMENT CONTAINS, ON PAGE
1, ACOMPLETE DESCRIPTION OF EACH FEE TO BE CHARGED TO YOUR ACCOUNT BY THE COM-
MODITY TRADING ADVISOR.




