
north american 
derivatives exchange 

Via E-Mail: submissions@cftc.gov 

Mr. David Stawick 
Secretary ofthe Commission 
Office of the Secretariat 
Commodity Futures Trading Commission 
3 Lafayette Centre 
1155 21 st Street, N.W. 
Washington D.C. 20581 

September 20, 2011 

Timothy G. McDennott 
+1 (312) 884-0171 

tim.mcdermott@nadex.com 

RE: Rule Certification: Nadex Amends its Rules to Allow Associated Persons and 
Employees of FCM Members to Trade Nadex Contracts Through an Account Held 
by their Futures Commission Merchant Employer - Submission pursuant to 
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Dear Mr. Stawick: 

Pursuant to Section 5c(c)(1) of the Commodity Exchange Act, as amended ("Act"), and 
section 40.6(a) of the regulations promulgated by the Commodity Futures Trading Commission 
(the "Commission") under the Act (the "Regulations"), North American Derivatives Exchange, 
Inc. ("Nadex" 01' the "Exchange") hereby submits to the Commission its amendment to its Rule 
3.4 (FCM Member Obligations) in order to allow associated persons ("APs") and employees of 
FCM Members ofNadex, as well as the APs and employees ofFCM Members' Guaranteed 
Introducing Brokers ("GIBs"), to trade N adex contracts through an account held by their 
associated FCM. In order to clarify this amendment, Nadex also intends to make revisions to its 
Rules 3.3,5.4-5.5,5.7-5.8, and 6.1-6.2 

The aforementioned amendments are summarized in Exhibit A. The applicable rule 
amendments are defined in Exhibit B. Any rule deletions are stricken out while the amendments 
and/or additions are underlined. 

Introduction 

It is standard practice throughout the futures and options industry for APs and employees 
of FCMs to maintain personal trading accounts in which they trade futures and options on futures 
at various exchanges. Such personal trading accounts of APs and employees ofFCMs are 
considered "proprietary accounts" of the FCM under CFTC Regulation 1.3(y); as such, these 
accounts are not "customer accounts" under Regulation 1.3(k) and are not entitled to segregation 
under Regulation 1.20. Funds deposited with a clearinghouse in connection with trading activity 
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in these accounts are held as "house origin" while the trading activity for the accounts is 
designated as CTI (Customer Type Indicator) 4. The accounts, funds and trading activity of APs 
and employees of GIBs are treated as if they were APs/employees of the guaranteeing FCM. 

Nadex's current practice of not permitting any APs or employees ofFCM Members to 
maintain direct trading accounts at the Exchange or to trade Nadex Contracts for their own 
benefit through any intermediated account is the exception to the normal practice with respect to 
trading by APs and employees of member firms. While N adex will continue to prohibit APs and 
employees of FCM Members from maintaining trading accounts directly with the Exchange, 
Nadex is amending its Rules to permit APs and employees ofFCM Members to trade Nadex 
Contracts in such AP's 01' employee's personal trading account so long as that account is held by 
the FCM Member with which the individual AP or employee is registered or employed. In 
addition, APs/employees of the FCM Member's GIBs may trade Nadex products in an account 
held by the guaranteeing FCM Member (for purposes of this discussion "AP/employee" will 
refer to the APs and employees of the FCM Member as well as APs and employees of that FCM 
Member's GIBs). As the only U.S.-based exchange to offer fully collateralized binary and bull 
spread options, Nadex's product offerings are unique and APs/employees are not able to trade 
these products elsewhere. This amendment will provide APs/employees the opportunity to gain 
practical knowledge and experience trading Nadex products, which should help them to better 
assist the FCM Member's customers in understanding Nadex's markets. This should result in 
more lmowledgeable Nadex traders who have a better understanding of trading strategies for 
these unique products, as well as the risk versus reward that these products offer. At the same 
time, continuing to prohibit FCM Member's APs/employees from opening non-intermediated 
trading accounts as direct Trading Members ofNadex, in addition to the utilization ofNadex 
surveillance tools, will assist in preventing misconduct by FCM Member's APs/employees. 

Nadex Trading Activity on Nadex by Associated Person/Employees ofFCM Members 

In the event that a FCM Member's APs and/or employees would like to trade Nadex 
Contracts, prior to any such trading the FCM Member will be required to notify N adex in 
writing of that AP's or employee's name and the account identifier for his or her account. Nadex 
requires FCM Members to submit to Nadex with each order, among other things, a unique 
position account identifier attributable to the specific customer for whose account the order is 
being submitted. This account identifier will specify the particular account of the FCM 
Member's AP/employee and allow Nadex to distinguish all of the AP's/employee's trading 
activity in Nadex products. In the event that the AP/employee is no longer registered and/or 
employed by the FCM member, the FCM Member must notify Nadex immediately in writing. 

Orders placed from the AP/employee trading account would be subject to the same 
collateralization requirements as all customer orders. Because the AP/employee's personal 
trading account would be characterized as a "proprietary account" holding "house funds", an 
AP's/employee's position sub-account on Nadex's books will be tied to the FCM Member's non
segregated house funds settlement account. The AP's/employee's orders will be fully 
collateralized with funds held in that the FCM Member's house funds settlement account prior to 
the orders being placed into the Exchange orderbook. Accordingly, the FCM Member will be 
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required to maintain at all times sufficient funds in its house funds settlement account held at 
Nadex to fully collateralize all orders submitted for the AP's/employee's account, as is currently 
the case with orders submitted for the FCM Member's customer accounts. The FCM Member 
will still be required to make certain that its cap-check functionality is working properly to 
ensure orders submitted for the AP's/employee's account are fully collateralized with funds of 
the AP/employee held by the FCM Member before the FCM Member submits such orders to 
Nadex. Because FCM Members will continue to be subject to full collateralization rules and 
other requirements that have always been in place for FCM Members, permitting APs/employees 
to open personal trading accounts through their associated FCM Member will not result in any 
greater financial risk to Nadex or the FCM Member. 

Significantly, pursuant to Commission Regulation §166.3 and NFA Rule 2-9, each FCM 
Member is responsible for the supervision of its AP/employee's personal trading accounts. 
Amended Nadex Rule 3.4 reaffirms these obligations ofFCM Members. Moreover, existing 
Nadex Rule 3.3(e) states that "Each Member must diligently supervise all activities ofthe 
Member's employees and/or agents ... relating to transactions effected on Nadex. Any violation 
of these Rules by any employee of a Member may constitute a violation of the Rules by such 
Member." 

Nadex Surveillance 

In addition to the FCM Member's obligations to supervise the trading activity of its APs 
and employees, Nadex utilizes the SMARTS® surveillance system, as well as a variety of 
proprietary systems, to monitor all Exchange trading activity. The SMARTS system has the 
capacity to replay market activity, and also generates alerts as to suspicious activity, such as pre
arranged trading, trading ahead of a customer, and taking the other side of a customer order. The 
specific parameters for alert generation can be manually adjusted by the Compliance Department 
to capture the desired market segment. Nadex believes it has sufficient resources and procedures 
in place to surveil for, detect and investigate instances of misconduct that could involve trading 
by APs/employees ofFCM Members. 

Expected Benefits of Associated Persons/Employee Accounts 

This amendment will prove beneficial on several levels. As previously mentioned, due to 
the unique nature ofNadex's products, APs and employees ofFCM Members do not have 
another arena in which to gain practical, real-world experience trading Nadex binary options and 
bull spreads. Nadex does offer a demo platform on which users are encouraged to "practice" 
prior to trading a live account, and this platform has been available to APs/employees ofFCM 
Members. No simulated experience trading "demo" dollars, however, can replicate completely 
the experience of trading real money in a real market. APs who gain practical knowledge and 
"real market" experience trading Nadex products should be better able to assist their customers, 
resulting in a more sophisticated marketplace. Allowing employees of FCM Members to 
maintain and trade a personal account should also contribute to greater effectiveness in the 
development of the FCM Member's trading platform for Nadex products and its connection to 
the Exchange. 
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Nadex believes that these amendments will also benefit the market as a whole by 
fostering a better understanding of its markets by its FCM Members and their APs/employees, 
more knowledgeable and experienced resources for the customers of FCM Members interested in 
trading N adex contracts, and greater liquidity as the number of active customers increases, 
particularly as the number ofFCM Members continues to grow. The amendment will align the 
practice at N adex with industry practices so that APs/employees of FCM Members who have 
accounts in which they can trade at other futures exchanges will similarly be able to trade at 
Nadex, and, finally, the rules, surveillance procedures that Nadex has in place, and supervision 
by the FCM Members will deter and, if necessary, detect improper activity by APs/employees of 
FCM Members that involves their trading activity on Nadex. 

Pursuant to the 10-day review period, Nadex intends to implement this amendment for 
the start of business on trading day October 5, 2011. 

No substantive opposing views were expressed to Nadex with respect to these 
amendments and deletions. 

Nadex hereby certifies that the amendments contained herein comply with the Act, as 
amended, and the Commission Regulations adopted thereunder. 

Nadex hereby certifies that a copy of these amendments is being posted on its website at 
the time of this filing. 

Should you have any questions regarding the above, please do not hesitate to contact me 
by telephone at (312) 884-0171 or by email at tim.mcdermott@nadex.com. 

Sincerely, 

c/~ fln?~-D--
Timothy G. McDermott 
General Counsel and Chief Regulatory Officer 

cc: DMOSubmission@cftc.gov 
Jon Hultquist - CFTC (Acting Branch Chief, DMO, Chicago) 
Tom Leahy - CFTC 
Riva Adriance - CFTC 
Nancy Markowitz - CFTC 

Yossi Beinart - Nadex 
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EXHIBIT A 

Rule Rule Heading Action Effective 
Date 

3.3 Member Obligations Change "shall" to "may". 10105/2011 

3.4 FCM Member Obligations Amend Rule to allow 1010512011 
APs/employees ofFCM Members to 
trade Nadex contracts in a personal 
account opened through the FCM 
Member with which they are 
registered and/or employed; correct 
grammatical error "an" to "a". 

5.4 Trading Contracts - Customers Add language clarifying "settlement 10105/2011 
of FCM Members account"; correct grammatical error 

"an" to "a". 

5.5 Order Entry Change "account" to plural in 10105/2011 
(b )(iv). 

5.7 Handling Customer Orders Added subsection prohibiting 10105/2011 
trading ahead of customer orders; 
prohibit APs/employees from 
withholding orders; prohibit FCM 
Member employees from trading 
against customers. 

5.8 Transfer Trades and Adjusted Added provision for conditions 10105/2011 
Orders under which FCM Member may 

adjust customer orders. 

6.1 Settling Contract Trades Add language regarding "Segregated 10105/2011 
Funds Settlement Account" and 
"House Funds Settlement Account". 

6.2 Settling Contracts at Add "applicable" to specify 10105/2011 
Expiration settlement account; delete 

grammatical errors "a" and "you". 
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EXHIBITB 

Amendment of Rules 3.3, 3.4,5.4-5.5,5.7-5.8, 6.JI.-6.2 

(The following new Rule additions are underlined and deletions are stricken out) 

RULE 1.1 - 3.2 [Unchanged] 

RULE 3.3 MEMBER OBLIGATIONS 

(a) - (d) [Unchanged] 

(e) Each Member must diligently supervise all activities of the Member's employees 
and/or agents, including all Authorized Traders, relating to transactions effected on 
Nadex. Any violation of these Rules by any employee of a Member mayshall 
constitute a violation of the Rules by such Member. 

RULE 3.4 FCM MEMBER OBLIGATIONS 
- - - -

In addition to the obligations applicable to all Members, FCM Members shall have the 
following obligations: 

ill Each FCM Member must at all times maintain the financial resources at or in excess 
of the amount prescribed by Nadex from time to time as a FCM Member ofNadex. FCM 
Members may maintain two settlement accounts at Nadex. One settlement account will contain 
customer funds and will be segregated in accordance with CFTC regulations ("Segregated Funds 
Settlement Account")' while the other settlement account will be non-segregated ("House Funds 
Settlement Account"). 

(i) As futures commission merchants, all FCM Members must comply 
with the financial requirements set forth by the Commission and the National Futures 
Association. 

(ii) Segregated Funds Settlement Account 

(1) The Segregated Funds Settlement Account will contain separate position 
accounts for each FCM Member Customer. 

ill Each FCM Member shall be required to make an initial deposit of at least 
$100,000 Of funds into its FCM Member segregated funds accountSegregated Funds 
Settlement Account for excess collateral with Nadex ("FCM Member's settlement 
account"). 

ill If the available balance of the FCM Member's settlement accountSegregated 
Funds Settlement Account falls below $50,000, the FCM Member must promptly deposit 
additional funds into the account to increase the available balance to at least $100,000. 
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(iii) House Funds Settlement Account 

(1) The House Funds Settlement Account will contain separate position accounts 
for any error accounts and test accounts of the FCM Member and/or any personal trading 
accounts of APs/employees. For the purposes of this Rule 3.4, "APs/employees" 
includes all associated persons ("APs") and employees of the FCM Member, as well as 
those of the FCM Member's guaranteed introducing brokers ("OIBs"). 

(2) Except as set forth herein, a FCM Member shall treat an account of an 
AP/employee like an account of a FCM Member Customer. An AP/employee shall 
deposit funds with the FCM Member sufficient to fully collateralize all orders given by 
the AP/employee to the FCM Member prior to submission of such orders to the 
Exchange. Such funds, if and when transferred to Nadex, will be held by Nadex in the 
House Funds Settlement Account. A FCM Member will be required to ensure that the 
AP/employee has on deposit with the FCM Member enough funds to fully collateralize 
the AP's/employee's orders before any such order is submitted to Nadex. 

® Each FCM Member must submit statements of financial condition at such times and 
in such manner as shall be prescribed from time to time. 

ill Each FCM Member must maintain a separately identifiable position account for each 
Customer and provide the identifier for such account with every order submitted to N adex. 

@ Each FCM Member must use due diligence in receiving and handling orders from 
Customers, submitting such orders onto Nadex on behalf of such Customers, responding to 
inquiries from Customers about their orders and reporting back to Customers the execution of 
such orders. 

ill Each FCM Member must maintain policies and procedures acceptable to Nadex that: 

(i) with respect to each FCM Customer who is an individual, restricts 
access to any system through which such individual Customer submits orders to the FCM 
Member for transmission to Nadex to that individual Customer; and 

(ii) with respect to each FCM Customer who is not an individual: 

(1) restricts access to any system through which the Customer's orders may be 
submitted to the FCM Member for transmission to N adex to such individuals authorized to enter 
orders on behalf of such Customer; 

(2) identifies each individual authorized to enter orders on behalf of such Customer by 
a distinct user identification code, which user identification code shall be provided to the FCM 
Member and Nadex with each order message submitted by such Person; and 

(3) requires the customer to maintain and provide to the FCM Member or Nadex upon 
request by the FCM Member or Nadex information identifying any individual who has entered 
orders on behalf of such Customer's account, including but not limited to the individual's name, 
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taxpayer or other identification number, affiliation to the Customer, address and contact 
information. 

ill. No FCM Member may maintain a proprietary trading account for Nadex contracts. 
and no employee or associated person of any FCM Member may maintain a personal trading 
account for Nadex contracts. No FCM Member or employee or associated person of any 
FCM Member may have an interest in any trading account for Nadex contracts. 
Notwithstanding the foregoing, an FCM Member may maintain an--error account§. and/or test 
account§..,. 

(g) An AP/employee may trade Nadex contracts for his or her personal account under the 
following circumstances: 

(i) All such trading ofNadex contracts by an AP/employee shall occur in 
a trading account held by the FCM Member with which he or she is registered or employed (or, 
in the case of an AP or an employee of a alB, the FCM Member who guarantees that lB). No 
AP/employee may be a direct (i.e., non-intermediated) Trading Member ofNadex or maintain an 
interest in or control the trading in the account of any direct Trading Member ofNadex. 

(ii) TIie FCM Member must notify Nadex in writing, prior to permitting 
the FCM Member's AP/employee to submit orders to the Exchange, of the AP's/employee's 
name and account identifier. 

(iii) The FCM Member must notify Nadex immediately, in writing, in the 
event that the FCM Member's AP/employee is no longer registered and/or employed by the 
FCMMember. 

iliLPrior to a FCM Member accepting any orders from a Customer for submission to 
Nadex, a FCM Member must first have provided such Customer with the Nadex Risk Disclosure 
Statement. 

.ill Prior to a FCM Member accepting any orders from a Customer for submission to 
Nadex, Nadex will require certification by eaeh-a the FCM Member to Nadex that its system has 
the capacity to block customer funds in accordance with the requirements of Rule 5.5(b) and 
demonstrate that capacity to Nadex. In addition, on an annual basis or as otherwise required by 
Nadex, each FCM Member must represent to Nadex that the portion of the FCM Member's 
system that blocks customer funds has not been changed in any material respect or, if the system 
has been changed, the FCM Member must identify any such changes and recertify the system's 
capacity to block customer funds in accordance with the requirements of Rule 5 .5(b). Finally, 
each FCM Member agrees to submit to any compliance review by Nadex of its systems in this 
regard. 

(j) With respect to the APs/employees of a FCM Member: 

(i) Each FCM Member shall be responsible for diligently supervising the 
FCM Member's AP's/employee's compliance with all Exchange rules. 
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(ii) Each FCM Member must maintain a complete and accurate list of all 
APs/employees of the FCM Member. Such list shall be promptly provided to the Exchange upon 
request. 

(iii) APs/employees must comply with Exchange rules. Each 
AP/employee shall be bound by Exchange rules to the same extent as if such person were a 
member. 

(iv) Each FCM Member shall be responsible for the acts or omissions of 
the FCM Member's APs/employees, and may be liable for any fines imposed upon such 
APs/employees by the Exchange. Any violation of an Exchange rule by any such AP/employee 
may be considered a violation by the FCM Member. 

® Each FCM Member must make and file reports in accordance with Commission 
Regulations in a manner and form and at such times as may be prescribed by the Commission. 

ill Each FCM Member must make and file reports with Nadex at such times, in such 
manner and form, and containing such information as Nadex may prescribe from time to time. 

1m} Each FCM Member, upon a request ofNadex 01' any Regulatory Agency, must 
promptly respond to any requests for information. 

ill). Each FCM Member may invest Customer Funds only in accordance with 
Commission Regulation 1.25. 

ill Each FCM Member must prepare, maintain and keep current those books and records 
required by the rules ofNadex, the CEA and/or the Commission's Regulations. Such books and 
records shall be open to inspection and promptly provided to Nadex, its Designated Self 
Regulatory Organization ("DSRO"), the Commission andlor the U.S. Department of Justice, 
upon request. 

RULE 3.5 - 5.3 [Unchanged] 

RULE 5.4 TRADING CONTRACTS - CUSTOMERS OF FCM MEMBERS 

.!ill. Nonmembers ofNadex will be able to trade Nadex Contracts only as Customers of aft 
FCM Member and all Customer orders must be transmitted to Nadex from each Customer's 
FCM Member. Each FCM Member shall maintain a secure connection to Nadex and comply 
with all technical and other requirements established by Nadex for this purpose. 

ill Each FCM Member shall maintain a separate Nadex Position Account for the 
positions of each of its Customers and will indicate, when submitting any orders to Nadex, the 
Customer Position Account for which the order is submitted, as well as any other information 
required by Nadex. 

DD. FCM Members will be able to submit orders for their customers ("FCM Customer 
Orders") to trade (1) Variable Payout Contracts by submitting bids or offers at prices at which 
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the Customer is willing to open a Long Variable Payout Contract or a Short Variable Payout 
Contract and (2) Binary Contracts by entering bids to purchase or offers to sell those Contracts at 
which the Customer is willing to open or close a long position in a Binary Contract or open or 
close a ShOli position in a Binary Contract. 

(d) For purposes ofthis Rule, "settlement account" refers to the FCM Segregated Funds 
Settlement Account if the orders/trades are placed in a FCM Member's Customer Position 
Account. "Settlement account" refers to the FCM House Funds Settlement Account if the 
orders/trades are placed in a FCM test, error, or AP/employee Position Account. 

ill When a FCM Customer Order is matched by an order from another Member(s): 

(i) lfthe FCM Customer Order is to enter into one or more Variable 
Payout Contracts for which that Customer does not have an offsetting position in its 
FCM Customer Position Account, Nadex will check the FCM settlement account to 
ensure it has enough funds to cover the maximum loss under the Variable Payout 
Contract(s) that the FCM Customer is attempting to enter into. lfthe FCM settlement 
account does not have the necessary funds for that trade, N adex will cancel the FCM 
Customer Order prior to trade execution. If the FCM settlement account does have the 
necessary funds, Nadex will execute the trade. Upon trade execution, Nadex will: 
(1) debit the funds from the FCM settlement account in an amount necessary to cover 
the maximum loss, (2) credit that amount to the Nadex settlement account, (3) place the 
Variable Payout Contracts that were the subject of the executed trade into the FCM 
Customer Position Account, and (4) notify the FCM Member by FIX message that the 
trade has been executed. The maximum amount that the FCM Customer can lose under 
a Long Variable Payout Contract (and, therefore, the amount that will be debited from 
the FCM settlement account and then paid into the Nadex settlement account) is 
determined by subtracting the Floor from the Opening Trade Value and then 
multiplying the resulting figure by the Dollar Multiplier. The maximum amount that 
the FCM Customer can lose under a Short Variable Payout Contract is determined by 
subtracting the Opening Trade Value from the Cap and then multiplying the resulting 
figure by the Dollar Multiplier. 

(ii) If the transaction involves entering into one or more Variable Payout 
Contracts for which the FCM Customer has an offsetting position in its FCM Customer 
Position Account (for example, entering into a ShOli Variable Payout Contract of a 
Series when the FCM Customer has a Long Variable Payout Contract of that same 
Series in its FCM Customer Position Account), upon execution of the trade Nadex will: 

. (1) close the offsetting position in the FCM Customer Position Account; (2) debit the 
Nadex settlement account in the amount of (A) any gains realized by the offsetting 
transaction; and (B) any funds that were debited from the FCM settlement account at 
the time the Variable Payout Contract(s) that is being closed was entered into and that 
were not also used to pay any losses on such Contract(s); (3) credit those amounts to 
the FCM settlement account; and (4) notify the FCM Member by FIX message that the 
trade has been executed. 
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(iii) If the FCM Customer Order is to enter into one or more Binary 
Contracts for which that Customer does not have an offsetting position in its FCM 
Customer Position Account, Nadex will check the FCM settlement account to ensure it 
has enough funds to cover its maximum loss under the Binary Contract(s) it is 
attempting to enter into. If the FCM settlement account does not have the necessary 
funds for that trade, Nadex will cancel the FCM Customer Order prior to trade 
execution. Ifthe FCM settlement account does have the necessary funds, Nadex will 
execute the trade. Upon trade execution, Nadex will: (1) debit the funds from the FCM 
settlement account in an amount necessary to cover the maximum loss, (2) credit those 
funds to the Nadex settlement account, (3) place the Binary Contracts that were the 
subject of the order into the FCM Customer Position Account and (4) notify the FCM 
Member by FIX message that the trade has been executed. The maximum amount that 
the FCM Customer can lose under a long position in a Binary Contract (and, therefore, 
the amount that will be debited from the FCM settlement account and then paid into the 
Nadex settlement account) is determined by the price at which the FCM Customer 
entered into the long Binary Contract. The maximum amount that the FCM Customer 
can lose under a short position in a Binary Contract is determined by subtracting the 
price at which it sold the position short from the Binary Contract's Settlement Value. 
For example, if a FCM Customer enters into a short position in a Binary Contract with 
a $100 Settlement Value at a trade price of $40, the FCM Customer's maximum loss on 
that position would be $60 ($100 - $40 = $60). 

(iv) If the transaction involves entering into one or more Binary Contracts 
for which that Customer has an offsetting position in its FCM Customer Position 
Account (for example, selling a position in a Binary Contract of a Series when the 
Customer is long a Binary Contract of that same Series in its FCM Customer Position 
Account), upon execution of the trade Nadex will: (1) close the offsetting position in 
the FCM Customer Position Account; (2) debit the Nadex settlement account in the 
amount of (A) any gains realized by the offsetting transaction; and (B) any funds that 
were debited from the FCM settlement account at the time the Binary Contract(s) that is 
being closed was entered into and that were not also used to pay any losses on such 
Contract(s); (3) credit those amounts to the FCM settlement account; and (4) notify the 
FCM Member by FIX Message that the trade has been executed. 

ill If a FCM Customer Order is placed on the market and not immediately matched by 
an order from another Member, it will rest on the market until it is matched and executed in 
accordance with the procedures outlined above in this Rule, until the FCM Customer cancels it, 
01' until it is cancelled by Nadex upon the Expiration of the Series or otherwise in accordance 
with these Rules. 

RULE 5.5 ORDER ENTRY 

(a) Trading Member Orders 

(i) A Trading Member will enter orders to trade Contracts by electronic 
transmission over the Internet. A Trading Member may elect to enter into a FIX 
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Connection agreement with Nadex, which will provide for specific FIX Connection 
fees, and certain approved Entity Trading Members, such as market makers, may 
submit orders over a FIX Connection in accordance with Nadex's applicable policies 
and procedures. 

(ii) A Trading Member will enter an order to trade one or more Contracts by 
indicating to Nadex in the manner required by Nadex: (1) order direction (i.e., buy or 
sell); (2) order type (e.g., limit order); (3) the Series of Contract; (4) the limit price at 
which the Trading Member wants to buy or sell the Contract; and (5) the number of 
Contracts the Trading Member want to buy or sell. 

(iii) In order to enter an order to trade one or more Contracts, a Trading Member 
will be required to submit the order to N adex. Once the order is accepted by N adex, 
Nadex will assign to the order an order confirmation number. This confirmation 
number will appear next to the associated order on the Trading Member's Order Ticket 
and Order History account pages. The Trading Member will be responsible for any and 
all order entries confirmed for its account and accepted by Nadex 

(b) FCM Customer Orders 

(i) A FCM Customer may not submit orders directly to the Exchange and 
all such order must be submitted by that Customer's FCM Member. 

(ii) FCM Members may submit FCM Customer Orders by electronic 
transmission over a FIX Connection, in accordance with Nadex's applicable policies 
and procedures. 

(iii) FCM Members will submit a FCM Customer Order to trade one 01' 

more Contracts by indicating to Nadex in the manner required by Nadex: (1) order 
direction (i.e., buy or sell); (2) order type (e.g., limit order); (3) the Series of Contract; 
(4) the limit price at which the FCM Customer wants to buy 01' sell the Contract; (5) the 
number of Contracts the FCM Customer wants to buy 01' sell; (6) the FCM Customer 
Position Account identifier; and (7) the user identifier for the person who directed the 
submission of the order to the Exchange. 

(iv) Upon receipt of a FCM Customer Order to trade one or more 
Contracts, a FCM Member will be required to ensure that the FCM Customer has on 
deposit with the FCM Member enough funds to cover the FCM Customer's maximum 
loss under the Contract(s) it is attempting to enter into before the order is submitted to 
Nadex. When the order has been submitted to and accepted by Nadex, Nadex will 
assign to the order an order confirmation number. This confirmation number will 
appear next to the associated order on the FCM Member's Order and Order History 
account pages. The FCM Member will be responsible for any and all order entries 
confirmed for its FCM Customer Position Accounts and its settlement account§....and 
accepted by Nadex. 
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@ Nadex's trading system will keep an electronic record of all orders to trade Contracts, 
and all executed Contract trades. The records kept by Nadex will include all of the terms 
identified in paragraphs (a)(ii) - (iii) and (b ) (iii) - (iv) of this Rule as well as the date and time 
that the transaction was completed to the nearest tenth of a second, for all executed Contract 
trades and to the nearest second for all orders to trade Contracts. 

RULE 5.6 [Unchanged] 

RULE 5.7 HANDLING CUSTOMER ORDERS 

00 Withholding Orders Prohibited. No FCM Member or AP/employee thereof may 
withhold or withdraw from the market any order or any part of an order for the benefit of any 
Person other than the Person placing the order. 

ill Disclosing Orders Prohibited 

(i) It is a violation of this Rule 5.7 for any Person to disclose another 
Person's order to buy or sell any Contracts except as may be requested by Nadex 01' 

the Commission. 

(ii) It is a violation of this Rule 5.7 for any Person to take action 01' 

direct another Person to take action based on non-public order information, however 
acquired. 

@ Trading Against Customer Orders Is Prohibited 

(i) No FCM Member or AP/employee thereof in possession of a FCM 
Customer order may knowingiy enter into a transaction opposite such FCM 
Customer order directly or indirectly for him/herself or any other Person with whom 
such FCM Member or AP/employee has a direct or indirect financial interest. 

Cd) Trading Ahead Customer Orders Is Prohibited 

(i)No FCM Member or AP/employee thereof in possession of a FCM 
Customer Order to be submitted to the Exchange shall enter an order to buy or sell in 
the same product for its/his own account or an account in which it/he has a direct or 
indirect financial interest. 

RULE 5.8 TRANSFER TRADES AND ADJUSTED ORDERS 

ill A FCM Member may transfer a trade in any Contracts on the Exchange from one 
FCM Customer account to another account i) within the same FCM Member or ii) to another 
FCM Member, provided that the transfer would not result in a change in beneficial ownership in 
any Contract, unless the transfer is made in order to: 
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(i) correct an error in a previously executed transaction, in which case 
the FCM Member must be able to provide evidence of such error in a form 
prescribed by N adex; 

(ii) reflect a change in ownership occurring by operation of law due to 
the death or bankruptcy of a Person having an ownership interest in such Contract; 
or 

(iii) facilitate a merger, consolidation, disposition of a line of business, 
reorganization, or similar event affecting such Person. 

® A Member that transfers a Contract trade shall notify Nadex of the transfer in a 
manner and form as prescribed by Nadex. 

i0 Transfers of FCM Customer trades shall be made at the historic price at which such 
transactions were executed. 

(d) A FCM Member may not adjust the price at which an order was executed and will not 
be held responsible for executing or failing to execute an order unless such FCM Member was 
negligent or is settling a bona-fide dispute regarding negligence. 

(e) A FCM Member may not be compelled to make an adjustment in the absence of a 
bona-fide dispute regarding negligence. 

(f) FCM Members shall document all adjustments. FCM Members shall make and retain 
a record which contains the date the adjustment was received, the name of the person making the 
adjustment, the account to which the adjustment was credited, the amount of the adjustment, the 
order number and the reason for the adjustment. Such records must be provided to the 
Compliance department upon request. 

RULE 5.9 -5.20 [Unchanged] 

RULE 6.1 SETTLING CONTRACT TRADES 

(a) Nadex will maintain, on its system, a record of each Member's account balances and 
Contracts and (b) each FCM Member's settlement accountSegregated Funds Settlement Account 
and House Funds Settlement Account balance§. and, by subaccount, the positions of each of its 
FCM Customers. Nadex will also maintain a "Nadex settlement account," which will reflect 
funds used by Members to buy and sell Contracts. Nadex will also maintain a "Nadex 
proprietary account," which will be credited with all fees debited from Member accounts due to 
trades and expiration settlements. All settlements among these accounts on the Nadex system 
will be instantaneous. 

(b) All funds in Member accounts and in the Nadex settlement account will be 
maintained in an account at the Nadex settlement bank that is designated as a customer 
segregated funds account under the CEA and the Commission's Regulations. Because those 
funds will be commingled at the settlement bank, transfers among Member accounts and 
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transfers between Member accounts and the Nadex settlement account will not be transmitted to 
the settlement bank. Such records will only be maintained on the Nadex system. However, once 
every settlement bank business day, Nadex will send to its settlement bank by batch mode 
electronic transmission instructions for the settlement bank to transfer fees credited by Nadex to 
the Nadex proprietary account on its system from the customer segregated funds account at the 
settlement bank to the Nadex proprietary account at the settlement bank. 

( c) The settlement bank will complete the transfer in the settlement instructions 
described in paragraph (b) of this Rule and notify Nadex of its completion. 

RULE 6.2 SETTLING CONTRACTS AT EXPIRA nON 

(a) When a Series of Variable Payout Contracts expires, those Contracts will settle in an 
amount (if any) determined by the calculations set fOlih in the definitions for Long and Short 
Variable Payout Contracts set forth in Chapter 1 of these Rules. When a Series of Binary 
Contracts expires and has a Payout Criterion that encompasses the Expiration Vale of the 
Underlying, such Binary Contract will pay the Settlement Value for such Binary Contracts (e.g. 
$100) to the holders of long positions in such Binary Contracts. Conversely, when a Series of 
Binary Contracts expires and has a Payout Criterion that does NOT encompass the Expiration 
Value of the Underlying, such Binary Contract will pay the Settlement Value for such Binary 
Contracts (e.g~ $100) to the holders of a-short positions in such Binary Contracts. 

(b) On the Settlement Date; 

(i) Nadex will notify all Members which Contract is going to pay a 
Settlement Value and which Contract will not pay a Settlement Value. 

(ii) Nadex will immediately settle the Variable Payout Contracts by 
(A) debiting Nadex's settlement account in an amount equal to (1) any gains 
realized by Members (including customers ofFCM Members) plus (2) any blocked 
funds that were debited from Members' accounts at the time the Variable Payout 
Contracts that are expiring were entered into that are not used to pay any losses on 
such Contract(s) and (B) crediting those amounts, respectively, to the accounts of 
(1) Members who realized such gains, in each case in the amount of such gains 
realized by each Member (including Customers ofFCM Members), and (2) 
Members from whose accounts such blocked funds were taken, in each case in the 
amount of such blocked funds that was not required to pay losses experienced by 
such accounts on such Contracts. 

(iii) Nadex will immediately settle the Binary Contracts by debiting 
the Nadex's settlement account in an amount no less than the Settlement Value for 
such Contracts multiplied by the total number of outstanding in-the-money Binary 
Contract positions and credit those funds to the applicable settlement accounts of 
the Members holding the in-the-money Binary Contract positions . 
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(iv) Nadex will delete all Contracts of the expiring Series from 
Trading Members' accounts and FCM Customer Position Accounts, as applicable. 

(c) Any Person who believes there has been an enol' in settlement, yoo-must report that 
error to Nadex immediately. Such report must state the basis for the belief that there has been an 
error in settlement. If Nadex receives notice of a settlement enol' before the end of the fifth 
Trading Day following settlement, Nadex will review that report and will correct any errol' that 
Nadex detennines has been made. IfNadex does not receive notice of an errol' of settlement 
before the end ofthe fifth Trading Day following settlement, then (i) settlement will be final and 
(ii) all Members agree that Nadex shall not be responsible to you in any fashion for an 
unconected error in settlement. 

RULE 6.3 - 12.78 [Unchanged] 
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