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Date: November 15, 2011 
 
To: CBOE, C2 and CBSX Trading Permit Holders 
 
From: Regulatory Services Division 
 
Re: SEC NEP Risk Alert on Master/Sub-Account Trading Arrangements 
 
On September 29, 2011, the SEC’s Office of Compliance Inspections and Examinations (“OCIE”) issued a National 
Exam Program (“NEP”) Risk Alert (the “NEP Alert”) cautioning broker-dealers regarding certain risks associated with 
master/sub-account trading arrangements.  While such arrangements may be used for legitimate business purposes, the 
NEP has also identified a number of serious abusive practices that this account structure can facilitate.  In particular, 
misuse of such arrangements raises significant regulatory concerns with respect to the following: 
 

• Money Laundering 
• Insider Trading 
• Market Manipulation 
• Account Intrusions 
• Information Security 
• Unregistered Broker-Dealer Activity 
• Excessive Leverage (e.g., inadequate minimum equity for pattern day traders) 

 
According to the NEP Alert, broker-dealers who offer master/sub-account trading arrangements have an obligation under 
the SEC’s Market Access Rule (SEC Rule 15c3-5)1 to establish, document, and maintain a system of risk management 
controls and supervisory procedures reasonably designed, among other things, to ensure compliance with all regulatory 
requirements applicable in connection with market access.  The NEP Alert describes certain risks broker-dealers that offer 
master/sub-account trading arrangements should consider when designing such controls and procedures and highlights 
certain practices OCIE staff believes could be helpful to broker-dealers in meeting their obligations under the Market 
Access Rule.    
 
All Trading Permit Holders who offer master/sub-account arrangements are strongly encouraged to review the full NEP 
Alert (http://www.sec.gov/about/offices/ocie/riskalert-mastersubaccounts.pdf).  Be advised that the Regulatory Division 
scrutinizes controls and procedures as part of its routine examination program to ensure such controls and procedures are 
reasonably designed to ensure compliance with all laws, rules and regulations imposed under federal securities laws and 
Exchange rules.  
 
Questions concerning the NEP Alert or Market Access Rule can be directed to the following: 
 

SEC Division of Trading and Markets, Office of Interpretation and Guidance at (202) 551-5777 or 
tradingandmarkets@sec.gov   

  
CBOE Regulatory Interpretations and Guidance at (312) 786-8141 or RegInterps@cboe.com  

                                                 
1 SEC Rule 15c-3-5 was adopted November 3, 2010; the compliance date for most of the Rule provisions was July 14, 2011 though 
certain limited extensions have been granted.  For additional information, please refer to CBOE Regulatory Circulars RG11-065, 
RG11-085, RG11-105, RG11-114, RG11-128; C2 Regulatory Circulars C2 RG11-004, RG11-009, RG11-031; and CFE Regulatory 
Circulars RG11-22 and RG11-17. 
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