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Au9u6t 29, 1985

Ms. Jean A. Webb
Office of the Secretariat
Commodlity Futures Trailing Commission
2033 K Street, N.W.
vfashington, D.C. 20581

Re! National nrtures Association, ProPosed Amendments
to Bylar,rs 305 (Schedufe A' Section rI (a ) ) a3d 1301 (c) i
Proposeil Compliance Rule 2-28; Proposed Anendments
to Conrpliance Rule 3-6; Proposed Amendments to Finan-
cial Reguirernents (Sections 6 and D2); and Proposed
Guideline for the Discfosure by CPOs and CTAS of
'up Front' Fees and organizationaf and offering ExPenses.

Guideline Concerning Training Standards for Untested
Associates.

Dear Ms. Webb:

Pursuant to section 17(j) of the coNnodity Exchange
Act ('Act"), as amended, National Futures Assocj-ation ("NFA" )

hereby submits to the Comrnodity Futures Tradi-ng Conmission
( "cFTc" or "Commission" ) for review and approval the following
proposed amendments to the above-referenced NFA Bylaws, C9m*
plilnce.Rule and Financial Reguirements, and the above-refer-
enced proposed Compliance Rule and Guideline. The amendments'
Rule and Guideline were unanimously approved by NFA's Board
of Directors at its neeting on August 15, 1985. AIso set forth
in this letter for the Cornmission's infornation is a Guideline
on Training Standards, referenced above, which was approved
by NFA's Board of Directors at its meeting on August 15, 1985.

I. TEB ll'IENDttEIfTS, COI'IPLIIIICE RIILE AND GUIDBLITSE

Amendment to NFA Bylaw 305, Schedule A, Section II(a)
allowing alternative testing requirement for Associated
Persons registered as General Securities RePresentatives
whose futures related business is incidental to their

A.

securities business (additions
,

are underscored ) :

BYIAYIS OF
NATIONAL FUTURES ASSOCIATION

*t*

CITAPTER 3
|TIEUBERSHIP AND ASSoCIATION WITH A UEfiBER

t**
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Bylaw 305. Registration and Proficiency Requirements-

***

Schedule A

II. ProficiencY Requirernents

(a) Associated Person Qualification Testing Requirement.

Except as provicled below in paragraph (b), any individual aPply-
ing to NFA for registration under the Act as a futures comrnission
merchant, an introducing broker, a corunodity Pool operator'
a commodity trading advisor or as an associated Person of any
of the foregoing or applying for registration etith NFA as an
Associate pursuant to NFA ByIa$, 301(b) shal1 not be registered,
temporarily Ii.censed or registered with NFA as an Associate
unless:

(1) NFA receives satisfactory evidence that the applicant
has taken and passed the National Comnodity Futures Exanlna-
tion, or

(2) NFA receives a certification, which sha1l be considered
i.ncorporated into the apptication for registration under
the Act, signed by both the apPlicant and the aPPli.caDt's
sponsor' stating that:
(i) the applicant is currently registered with the National

Association of securities Dealers, Inc. as a General
Securities RePresentative, and

(ii) the applicant's sole activities, subject to regula-
tion by the Commission, are and will continue to
be lirnited to:
(a) the solicitation of funds, securities or proPerty

for participation in a commod ity pool, ot
(b) referrin ents t an associated who

satis e clencv r remenEs set
n Sect e aw

erra
s sofe ental to usr,ne ss

aI Securit re sentat or

the suPervision
are Iso] lirnited

of persons whose activities
as set forth above unless and

(c)
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until the applicant submits to NFA satisfactory
evidence of having taken and passed the Nationaf
Cornnodity Futures Examination, and

(iii) the applicantrs sponsor understands that the sPonsor
must supervise the applicant's compliance r{ith the
]initation on the applicant's activities set forth
in paragraph (ii) above and that anY failure of the
applicant to adhere to those ]irnitations may be cause
for, among other things, di.sciplinary action by NFA
against the sponsor for violation of NFA Compliance
RuLe 2-9, and

(iv) the applicant and the applicant;s sPonsor understand
that lvi1lful1y making a naterially false or mis-
Ieading statement in any part of the application
for registration, including the certification described
above, is cause for denial, suspension or revocation
of registration and criminal prosecution.

Amendment to NFA Bylaw
Directors to waive or
Members (additions are
etedl ):

130I(c). allowing NFA's Board of
lower annual dues for particular
underscored and deletions are Ibrack-

***

BYI.AWS OF
NATIONAL FUTURES ASSOCIATION

*it

CHAPTER 13
DUES AND ASSESSI{ENTS

***

Bylaw 1301. ScheduLe of Dues and Assessments.

(c) other Members.

o cateqorv voti as orescribed Article XL Section

tat

[A].1 uenbers of NFA, other than those previously set forth
in this By1aw, shall pay to NFA annual dues of $1,0001 Sub'ie

may in its scretlon wa ve or es ower annual
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ilues for Isuch other] particular Members[, ]. Iexcluding Intro-
ducing Brokers, Comnodity PooI operators and cohmodity Trading
Advisors. l

c. Proposed NFA Compliance RuIe 2-28 inposing risk disclosure
reguirement for linked foreign futures exchange Jrans--
actions. Proposed compliance Rule 2-28 was submitted
to the Commission for approval by letter of March 13,
I985. That subnission is hereby withdraltn and the following
revised Proposed Rule is submitted:

COUPLIANCE RULES

PA:jI 2 - BULES GOVERNING THE BU.INESS CONDUCT
OF

ME}4BERS REGISTERED WITH TEA COMMISSION

***

Rule 2-28. LINKED it ARKET TRANSACTION AUTHORIZATION AND DISCLOSURE
REQUIREMENTS.

Each Mernber FCM or IB which engages in transactions on a foreign
futures exchange pursuant to a linked tnarket agreement between
a domestic contract market and a foreign futures exchange on
behalf of a customerrs account carried or introduced by the
Member must have on file an authorization executed by the cus-
tomer to engage in such transactions. The authori-zation may
either be in the customer agreement or on a separate form and
must include the following language in boldface tyPe or print:

"[Name] may frorn time to tirne execute transactions
as customerrs agent on a foreign futures exchange
pursuant to an agreement betrdeen the foreign futures
exchange and a domestic futures exchange that a trade
executed on one exchange liquidates or establishes
a position on the other exchange. Participation
in such a transaction may involve the execution and
clearing of traCles on a foreign futures exchange.
Neither the Corunodity Futures Trading commission
( "Commission" ), the National Futures Association
( "NFA" ) nor any domestic futures exchange regulates
the activities of a foreign futures exchange, includ-
ing the execution, delivery and clearing of trans-
actions on such an exchange, or has the Power to
compel enforcement of the rules of the foreign futures
exchange and the laws of the foreign country. For
these reasons' customers who trade on a foreign futures
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exchange may not be afforded certain of the Protective
measures provided by the Corunodity Exchange Act,
the Commission's regulations. and the lules of NFA
and any domestic futures exchangel including the
right to use reparation proceedings before the Commis-
sion ancl arbitration proceedings provided by NFA
or any domestic futures exchange."

In addition to the above requirements, each non-discretionary
order executed on one exchange to liquidate or establish a
position on another exchange pursuant to a linked market agree-
ment rnust be authorized by the customer and designated as such
when the order is taken. with respect to-a discretionary cus-
tomer account, if the authorization to engage in such trans-
actions is in the customer agreement, the customer must seP-
arately acknowledge the section of the customer agreement that
contains the risk disclosure language required under this rule'
In the case of an introduced account carried by an FCM on a
fully disclosed basis, the requirements of this rule apply
only to the introducing IB or the introducing FCM unless the
carrying FCM has agreed to be responsible for compliance.

D. Amendnent to NFA Compliance RuIe 3-6 allowing Regional
Business Conduct Committees to aPPoint panels for certain
hearings (additions are underscored and deletions are
lbracketedl ):

COJ{PIIANCE RULES

Part 3 - COMPLIANCE PROCEDURES

***

Rule 3-6. IIEARING.

a hearing Ibefore the RegionalThe Respondent
Committee I on

shall be afforded
the charges ' if the Respondent so requests in

ttee or its desi.qnated
t v]'dua rs at ea st

Ea

the Answe!, fore the iona I
Pane ist no tewer
one

on su ane

ocat1on as tne
sha11 determine. The hearing
ticable after the reguest is
a hearing shal1, unless good
of the Respondent's right to

eld at su

as soon as prac-
failure to reguest
be deemed a waiver

t

tt
v
Re ona

tee or ts
received. The
cause is shown,
a hearing.
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. If a hearing is held-
(a) The Respondent shall be gi'len reasonable advance

notice of the hearing date and shall be entitled
to reasonable pre-hearing examination of aII evidence
in NfAts possession or under its control that is
to be reLied upon by the Compliance Office-or that
is relevant to the complaintt

(b) The forraal rules of evidence need not applyt

(c) The Respondent may aPPear personally, examine any
witness, call witnesses and present relevant testi-
:nony and other evidence; and

(d) A substantially verbatim record of the hearing shal1
be made (i.e., one that can be accurately transcribed).
The cost of transcription sha1I be borne by the ResPon-
dent onfy if it reguests the transcript, appeals
the decision under Rule 3-10 below, or applies for
Commiss j-on review and review is granted (see paragraph
(e)(iii) of Rule 3-10). .Otherwise, any transcription
costs shall be borne by NFA.

No Regj-onal Conmittee menber sha11 participate in the matter
if the member, or any person with which the member is connected,
has a financial, personal or other direct interest in the matter
under consideration.

B. Amendments to
D2 ( additions
etedl ):

NFA financial Requirements ' Sections 6 and
are underscored and deletions are Ibrack-

E'INANCIAL REQUIREMENTS

***

Section 6. Reporting.

[Each Mernber FCM must file the rePorts specified in Schedule
D hereto with its DSRO.I Any FCM Member who vio1alle19FTC

Lation 1.12 shall be deemed to have violated a! l{E4 8e:
ement. Each FCM Member for which NFA I-s the DsRo and w

sr red to or CIJ.ve ce
CFTC er al.s one of
suc or ve sucn no ts cacIo

ce Ls due
must

tt ce no lat date suc

ts DS



NFh
Us. Jean A. webb
August 29, 1985
Page Seven

Section D2. Interim RePorts.

Each Member FCM must file with its DSRo an lnterim
report, on Form I-FR or other format accePtable to
as- of a date 5 months after the date for which the
financial report is due. Each Member FCM for which
the hal1 also file NFA ter
n Form or other format acce eona

Part II or 1IA, which under

financial
the DSRo,
certified
NFA iS

report

s RePortsterm other format a sus
nay be used to fulfill a Mernter FCM's fiting requirements' )

Fo-r t'tember Fclls which use the Focus Report to fulfill their
filing requirements, the [6 rnonth]
is satisfied by the quarterly Focus

interim report requirement

SEC requirements is filed based on the calendar quarter.

***

F. Proposed Guideline for the Discl-osure by CPOs and CTAs
of "Up Front" Fees and organizational and offering Expenses'

GUIDELINE FOR THE DISCLOSURE
BY CPOS AND CTAS OF
"UP FRONT" FEES AND

ORGANI ZA?IONAL AND OFFERING EXPENSES

conunodity Futures Trading Comrnission ("cFTc" ) neg-
ulation 4.21(a)(?) states that the disclosure document of a
CPO must contain a description of each expense which has been
or is expected to be incurred by the PooI- CFTC Regulation
4.31(a)(4) applies to cTAs anil reguires that the disclosure
document of l- cfa describe each fee which the CTA will charge
the client. In addition, cFTc Regulations 4-21(h) and 4.3f(g),
respectively, reguire cPos and cTAs to disclose a1l "rnaterial"
inf6rnation. ttrese requirements have been incorporated into
NFA Compliance Rule 2-I3. Because "up frontn fees and charges
can havL a significant impact on the net oPening equity of
pools and maniged accounts' the above NFA rul-e reguires not
-on1y disclosure of the existence and the amount of the uP front
chaiges but also disclosure of (1) how the up front charges
affe6t the initial amount of capital available for trading
and (2) the impact of the up front charges on net performance
as reflected on a CPOts or CTA'S Performance table.

A. Disclosure of Prospective Up Front Fees and charges

CPos and cTAs that intend to charge up front fees
and expenses to participants in a pool or clients in a rnanaged
accoutri rnust disllose that fact in the disclosure docunent '
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To ensure that investors are fully aware of not only the amount
of such charge but also its irnpact on the net Proceeds that
will be available at the outset for futures trading, such dis-
closure should be highlighted in a tabular format on the cover
page of the disclosure document. The suggested format for
the table would detaif a standardized amount of initial i,nvest-
ment, all up front fees and charges, including all ofganizationaL
and offering expenses, and the net proceeds that would be avail-
able for trading after deducting the up front exPenses. The
extent to which a cPo or cTA breaks down the uP front exPenses
into categories' including, but not limited to, fees, organ-
izational and offering expenses' legal fees and accounting
fees, is so1e1y within the discretion of the CPO or CTA as
long as the net proceeds for trading and the portion that is
deducted from the initj-a1 investment are clearly defineated
as such.

B. Treatment of Up Front Fees in the Performance Table

CPOS and CTAS that charge up front fees and expenses
to participants or clients must reflect contrj.butions to a
pool or beginning equity balances oi a managed account before
consideration of such expenses in preparing the Performance
table required by NFA Rules. However, a CTA acting as an inde-
pendent advisor to a commodity pool is not required to incor-
porate into the beginning equity balance of its performance
table the up front fees or organizational or offering exPenses
charged by the CPO.

Al1 up front fees and organizational expenses must
be reflected as a reduction of net performance in the period
in which the contribution was macle to the pool or clients rnanaged
account unless such fees and expenses can be amortized pursuant
to cenerETf-Eccepted Accounting Principles.* If organization
or syndication expenses can be, and are, amortized, then net
performance shall be reduced each month by the monthJ-y amor-
tizable amount. The monthly amortizable amount shal1 be cal-
culated by dividing the total amount of amortizable expenses
by the total number of months over which such expenses shalL
be amorti.zed.

Section 709 of the Internal Revenue
governs whether or not organization
incurred to organize and to promote
in a partnership can be amortized.

Code,26 U.s.C. 5709,
and syndication expenses
the sale of i.nterests
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II. B)@IANATIOil OF AI,IENDXENTS, RULE A}{D GUIDELITTB

A. Explanation of amendrnent to NFA By1aw 305, Schedule A'
section II(a) allowing alternative testing requirement
for Associated Persons registered as General Securities
Representatives whose futures related business is incidental
to their securities business.

Section II(a) of Schedule A to NFA Bylaw 305 ("Schedule
A" ) requires individuals applying for registration as futures
commission merchants, introducing brokers, commodity pool oper-
ators, conunodity trading advisors and associated persons of
each of these categories to pass the National Commoility Futures
Examination ("NCFE' ) as a condition of registration. Schedule
A provides an alternative testing requirement for registered
General Securities Representatives whose cornmodities related
activities are limited to the solicitation of prospective com-
modity pool participants. The rationale for this provision
is that given the limited scope of the actj.vities of such indi-
viduals, passing the National Associ-ation of Securities Dealers
( "NASD") Seri.es 7 Examination provides an adequate assurance
of prof iciency.

The proposed anendment apPlies the same rationale
to registered General Securities Representatives whose only
commodity reLated activity is the referral of their securities
customers who express an interest in futures trading to an
associated person. Under these ci.rcurnstances the General Secur-
ities Representative, if he shares commission incone, is reguired
to be registered as an associated person. If, however, the
referral is soleIy incidental to his securities business, passing
the NASD Series 7 Examination would seem to provide adequate
assurance of proficiency.

B. Exp)-anation of amendment to NFA Bylaw 1301(c) alLowing
NFA| s Board of Directors to waive or lower annual dues
for particular Members .

As presently stated, NFA Bylaw 1301(c) gj.ves the
Board of Directors ( nBoard" ) the power to waive or lower annual
dues on a case-by-case basis for commercial banks and commercial
firms but not generally for the regulated Members. Ilence'
a reduction in dues for the regulated Members may be accomplished
by the Board only through a Bylaw amendment. The proposed
arnendment to NFA Bylaw 1301(c) will give the Board the power
to waive or lower annual dues for regulated NFA Members subject
to category voting.
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C. Explanation of Proposed Compliance Rule 2-28 imposing
risk disclosure requirenent for linked foreign futures
exchange transactions.

The purposes of Proposed Rule 2-28 vlete discussed
in NFA| s letter of ltarch 13, 1985. The Proposed Rule_ has been
revised to require that nith respect to discretionaly accounts,
if the authorization to engage in such transactions is in the
custome! agreement' the customer must separately acknowledge,
i.e. initial, the section of the customer agreement that contains
the required risk disclosure language. The revision also pro-
vides that in the case of an introduced account' the requirements
of the Proposed Rule apply only to the inlroducing fB or FCU
unless the carrying FcM has agreed to be responsible for com-
pliance.

D. Explanatj.on of amendment to NFA Compliance Rule 3-6 allowing
Regional Business Conduct Commj-ttees to aPpoint panels
for certain hearings -

NFA compliance Rul-e 3-6 provides that a ResPondent
named in a complaint issued by a Regional Business conduct
Connittee ("Committee") shall be afforded a hearing before
that conmittee if Respondent so requests in its Ansvter. NFA
recognizes that some hearings nay last for several days or
weeks. In such cases, a quorum of the entire Corulittee might
not be able to attend the entire hearing.

To avoid unnecessary delays, the proposed amendhent
to CompLiance Rule 3-6 Provides that the Committee may designate
a panel to hear a particular case. The panel must consist
of at least three individuals. At least one panel member must
be a member of the Conmittee and each panelist must be aPPointed
by a majority of the coNnittee.

E. Explanation of amendments to NFA FinanciaL Reguirements,
Sections 6 and D2.

In their present form, NFA Financial Requirements
do not require FCM llembers for which NFA is the DSRO to notify
NFA when their capitalization falls below either NFA's minimum
reguirement or NFArs early warning Ievel. Although a note
to NFA Financial Requirements Section 6 (Reporting) exPlains
certain reporting requirernents of CFTC Regulation 1.12, those
reguirenents are not explicitly incorporated into NFA's Financial
Requirements. Section 6, as proposed, incorporates CFTC Reg-
ulation 1.12 requirements into NFA's Financial Requirements -
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In addition, NFe currently requires l*lember FCMS for
which NFA is the DSRO to file interirn financial reports on
a tuarterly basis. In its Present form, however' NFA Financiaf
ne{uirernenls section D2 (lnlerin RePorts ) requires only that
suih reports be filed as of a date six months after the FCM'S
iiscal -year end. As a result, NFA has used NFA Financial Require-
ments Saction D3-a (Additional Information Reports) tb secuie
guarterly financial reports from sucl' FcMs. section D2, as

froposed, makes the qulrterly financial report filing reguirement
explicit in NFA's Financial Requirements '

F. Explanation of ProPosed Guideline for the Disclosure by
CPos and CTAS of "iJp Front" Fees and -organizational and
offering Expenses .

NFA Compliance Rule 2-13' and the CFTC Regulations
whi.ch are incorporated therein, generally require that CPOs

.td Cfn" disclole all fees and eipenses associated with commodity
pools and managed account Programs, including the amount, if
any, that wilL be charged up front- However, these requirements
prlvide no specific Auidance as to the manner in which pro-
ipective up iront charges shall be disclosed or the manner
i'n wnicrr u! front fees charged to prior accounts or pools sha11
be treated in the performance tables included in disclosure
documents. The guicleline clarifies the obligations of cPos
and CTAs by specifically requiring that prosPective uP front
fees be diiclosecl in a tabular format on the cover page of
the disclosure document and that the performance tables of
CPOS and CTAS, excePt CTAS acting as independent advisors to
conmodity pools, reilect contributions to a pool -or beginning
equity billnces of a managed account before consideration of
op- trotrt expenses. With iespect to the performance tables'
tire guitleline additionally requires that uP front-fees and
orgaiizational expenses be shot{n as a reduction of net per-
foimance in the plrioil in which the customer's contribution
was nade unless iuch fees and expenses can be amortized' If
the fees and eipenses can be amortized, net performance shalI
be reduced each. month by the monthly amortizable amount '

NFA resPectfully requests that the amendments to
NFA Bylaws 305 ( s;heilule l, section Ir(a)) ancl 1301(c), proposed
Cornpliance RuIe 2-28, amendments to Compliance Rule -3:!."Id
arneirdments to Financial Requirements (sections 6 and D2) be
declared effective upon approval by the commission. with respect
to the proposed Guideline-ior the Disclosure of ]Up Front"
Fees, uion- approval NFA intends to Put the Guideline into Pros-
l.-tin.'efteii on January 1, 1986- Thus, NFA intends to reguire
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all disclosure documents dated on or after January 1' 1986
to contain the dilution table described in Section A of the
Guideline, and all contributions to a commodity pool or nanaged
account made on or after January 1, 1986, to be treated in
the performance table according to Section B of the Guideline.
If pErforrnance infornation in a performance table for- any periods
prior to January 1, 1986 would be materially different if pre-
fared according to Section B of the Guideline, that fact will
have to be disclosed in a footnote to the performance table.

NFA submits for the Commission's information a Guide-
line Concerning Training Standards for Unlested Associates,
a copy of which is attached. The Guideline is designed to
ensure that Membels adopt procedures necessary to ascertain
that "grandfathered" Associates have gained through experience
or training a knowledge of the futures business equivalent
to that of an Associate who has taken and passed the National
CoNnoditv Futures Examination.

Sincerely, ''/ r/
H. Harrison, Jr.
counsel

JHH : cm ( D8,/F6 )
Enc losure

cc: Chairman Susan U. PhilliPs
conmissioner Kalo A. Hineman
Comrnissioner Fowler c. west
Commissioner willian E. Seale
Comrnissioner Robert R. Davis
Andrea M. Corcoran' Es9.
Nenneth M. Raisl-er ' Esq.
Dennis Nlejna' Esq.
Kevin M. f'oley, Esq .
Kenneth U. Rosenzweig' Esq.
linda Kurjan, Esq.
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Any Irtetnbe r who sPonsors an . 
Associate who was registered

plior to Augist l, 1983, a! an associated person of an intro-
bucing brok6r or as an associated Person of a futures commission
*"i"tri"t, conmodity pool operator o! conmodity trading advisor
pti"r-t"'u"rch 1, ig-Aa, 

"tt-d 
who has not taken and passed the

ilational Commodity futures Examination ( .NCFE" ) must have in
place procedures irecessary to ascertain that such individual
iras obiained through "*peii.tt.. or'training a knowledge.of
the futures business wfrictr is equivalent to that of an individual
who has taken anil passed the NciE. This would include a working
knowledge of NFA' CFtc and exchange rules whj'ch govern the
activities of the Associate and the market in which the Asso-
ciate's customers tradle as well as a general understanding
of the rnechanics of the futures matkets'
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COMMODITY ;UTURES TRADTNG COMMISSION
20(xl K Streot. N,W'

Wsshlngton, O.C. 20581

Jarruary 29, 1985

Joseph H. llarrison, Jr., Esg.
Gereral- Cormsel
National Futxrres Association
200 west Madison Street
ciricago, Illinois 50606

Re: Prcposed Anen&rEnts to qyla\^'s 305 (Schedule A, Section
II (a) ) anC 1301 (c) ; Ccnplianc"e Rrle 3-5; Fhancial
Reguirqents, Sections 6 and D2; and Guidelile under
Ccnplianc,e Rule 2-13 for Disclosure by CPOs and qlAs of
"Ilp-Ftont" Fees and Orgranizationat and Offerirrg s<penses

Dea-r l1r. Harrison:

this is to inform the NaLional zutures Association that the CcnnLissicn
approved the captioned mles prcposals and anen&rerrts on JantlarT 28, 1985.
tG rul-e prcposafs and anenarents relate to an exe[ption frcrn the proficiency
testiag reguirenents, the autbority to reduce or waive nerbership dues, ttre
ccnposition of hearilg panels for disciplinary matt€rs, ttre financial report-
jlg and related responsi-bitities of certain futures cqrmission nerchant
nerbers, and disclosure of lp-front fees and e>qEnses by ccrmodity pml
olErators and ccfrnndity trading advisors. Ttrese prcposals \.rere subtitted on
Gptenber 5, 1985, foi cormissior revisd anal approval pursuant, to ts+ion
l7lj) of the CcrrrDdity Rchange Act by your letter of Augnrst 29, 1985.

In ap'prc'vjng those itel|s ' tie Ccnmissicrn relied r-pon representations
nade by NFA and its staff concerning the application and ixterPretation of
those rules. In particlllar. tle Ccnmission notes your representations.
regarding the anen&rent of CcrPliance R:le 3-6 concerning the cqryosition of
treariig 1xne1s. Altlnugh t].te sulnitted anen&rent pendts j-ndividuals w?p are
not nsrbers of NFA's Busjless Conduqt Ccrmittees to be apFointed to pnels
before wtrictr discipli-nary hearings may be conducted, only BCC rtEfibers are
oplicitly prohibited bf Ccnpliance RlIe 3-6 frcrn participating in a hearing
if they, or any persons with wtrich they are oonnected, harre "any financial,
oersorral. or other direct interest" in t}re niatters under ctnsideration. fn-order to rectify that jlconsistencry, you have conniitted to reccrmend Board
adcption of a technical, crcnforrning arcrdrEnt so tiat t].e erq>ress Prordbition
rdl1 apply to ary person senrilrg on a hearing panel. lbreover, yor tnve
indicated tiat any person not a BCC nerber wtro is appointed to a he-aljrg
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panel wil1, ir any event, be ercpected to sign a pledge, cuparable to. tlEt
signed b[, eacb BCC nenber, to disclose any interest ill any netter ccrning
beiore the paneI, to excuse himself frcrn Participa.tion in tle panel if such
an jnterest exists, and to safeg:uard the confidentiality of any inforrmtion
concrerning tie rnatter l*rich was nade available to tlre indivich:al durilg tle
period that he is a nenber of a panel designated urder Ccfipliance Rrle 3-6.

In addition, witi respect to tlp captioned Glideline, yc^r have agrred
to make a clarification concerni:rg tfte use of a " standardizedn ancunt of
initial investnent in the dilutic,n table reguired by t]te ftidelire to be
provided cn tlp over page of a cPO or CIA Disclosure DoclfiEnt. Such a table
is illtellded to shc'' lEr^t tlE GO's or CTArs ulFfront fees affect tle ilitial
anrn:nt of capital available for trading' As noted to yo: bV Ccnmjssion
staff, hct€ver, furtler guidance as to the required use of a " standardized"
anE rnt of investnent \.tould be helpful, especially for ttpse NFA trsrbers
(particularly CTAS) that do rnt deal with or require "standardized" anJunts,
rniri:nurs or urdts of investrents frcrn tlreir cfients or that charge flat fees
r^*rich affect different 1eve1s of illitiaL investrent iI differing degrrees.
You ildicated that NFA rould clarj-fy for its trenicers the need to select the
representative 1szel or lsrels of irritial iavestnent tlnt best reflect tle
effect of the up front fees.

Altlnugh tle Ccrrmi-ssion has apprcnred the G:ideline with tlF under-
stanJing that such clarification t Iould be rade, revision of tlle language of
the Gridefine r{culd constitute a rule change subject to subnission to t}E
Ccnrnission pursuant to Section 17(j) of the Act. The Ccrmissiqr believes
tlnt wtrile the clarificatiqr discussed in this letter stould be suknitted
before the GrideUne tnkes effecb, j-t nay nottetleless be appropriate for
oonsidera tion under tlE
tllat ccnsideration, t}e Ccrmtission's Division of Trading and Markets will be
available to confer w"itn yo: on tle specifics of anl' such clarificetion.

Finallt', the Ccnndssion understands that NFA intends to a crd its CPO

and CIA renbers a period of tinE - specifically, until June 1, 1986 --
within wtrich to conform their Disclosure Docwrents to the requirarents of tlp
GuidelfuE as rmy be necessary. Please oonfirm tlre anticipateC schedule of
iJrplorentation with the Division of Trading ard Markets ' if yor llave not
already done so, or advise it of any changes in the sch€dule. While
recognizirg that tlEre are pracEical cronsiderations supportjrg a deferred
j:rplanentrtion, tlre Ccnmission nonetleless e)q)ects tlEt tle Grideli-ne, a-s

clarified, will be rmde effestive without undue delay.

Very truly yours,

(vt^, & lt-ut'F7r"'-
@an A. l{ebb
sesretarv of tle Ccrrnissicn
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January 15 ' 1985

Ms. Jean A. Webb
office of the Secretariat
Commodity Futures Trading coruni s s ion
2033 K Street, N.w.
washington, D. c. 20581

Re: National Futures Association, Proposed
Guideline for the Disclosure by CPos
and CTAS of "Upfront" Fees and
Organizational and Offering Expenses.

Dear Ms. Webb:

NFA subnitted pursuant to Section 17(j) of the commodity
Exchange Act, as amended' to the commodity Futures Trading
Commission ( "Commission" ) for review and approval the above
referenced Guideline by letter dated AugusL 29, L985 from Joseph
H. Harrison, Jr. The Guideline for the Disclosure by CPos
and CTAs of "Upfront" Fees and Organizational and Offering
Expenses ( "the Guideline") was unanimously approved by NFArs
Board of Directors at its meeting on August 15, 1985.

The Guideline clarifies the obligations of cPos and
CTAS by specifically requiring that prospective upfront fees
be disclosed in a tabular format on the cover page of the disclo-
sure document and that the performance tables of cPos and CTAS'
except CTAs actj-ng as independent advisors to commodity pools 

'reflect contributions to a pool or beginning equity balances
of a managed account before consideration of upfront expenses.
with respect to the performance tables, the Guideline additionally
requires that upfront fees and organizational expenses be shown
as a reduction of net performance in the period in which the
customerrs contribution was made unless such fees and expenses
can be amortized. If the fees and expenses can be amortized,
net performance shall be reduced each month by the monthly
amortizabfe anount.

Mr. Harrison's letter indicated that NFA planned,
upon the Commissionrs approval, to put the Guideline into effect
on January 1, 1985. Given that the Guideline has not yet been
approved and January 1, 1986 has passed NFA respectfully subnits
its intention to alter the effective date to the first day
of the second calendar quarter following Commission approvai.
In cornmunications with the Commission staff NFA staff has been
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cc: Linda Kurjan

informed that the review and approval process is underway at
the Commission. NFA would like to set an effective date that
coincides with the beginning of a calendar quarter, in orderto insure that upfront fees and expenses reflected in the performance
tables are treated consistently within each quarter, and piovides
sufficient tine to give notice to our Members.

Therefore, NFA intends that afl discl-osure documents
dated on or after the effective date, contain the dilution
table described in Section A of the Guideline, and alI contributionsto a commodity pool or managed account made on or after theeffective date be treated in the performance table accordingto Section B of the Guideline.

-2- Janaury I5, 1985

Sincerely,
/ h r/J

14,""1K'^/-(/*'+
Nancy Burke Connolly
Director, Regulatory Development



UNITED STATES OF AMERICA

COMMODITY FUTURES TRADING COMMISSION
2[X]3 K Stt$t, N'W.

W$hlngton, O.C' 20581

I*rr/errber 22, 7985

Joseph H. Iiarrison, Esq.
c€r€ra1 Counsel and Secretaq/
National F\rtures As sociatiorr
200 w. !4adison Stre€t
Chicago, IlUnois 60606

Re: NFa CcnpJ-iance Rrle 2-28 - Liiked l4arket Transaction
Autlloriz,aticn ard Disclosure RecmirsrEnts

Dear I"Ir. Harrison:

ltris is i-n response to ycur lett€rs dated March 13, 1985 and
August 29, 1985, jn l*ddr the Naticnal F\tures Association (r'\EA") subnitted
for a[4)loval Frrsuant to Section 17(j) of tlE CcmrDdity D<ciurge Act ttE
above-referenced prcposal. The Ccrmission rpbes that tlre rule provides ttntjn the case of an introduaed acocnrnt carried by an FtM on a fully disclosed
basis, tle reguirenents of this rule q4)ly onfy to tte introducjtg IB or t}}e
irrtroducJlg F€M unless ttre carrying F€M has agreed to be reryonsi-ble for
ccnpliance. llhe Ccnnr-ission rsr'inds NFA tllat NFA RrIe Ccnpliance 2-23 provides
tlnt any rsrber FfM wtricih enters i-nto a guarantee agreqrent with a nElrber IB,
sha1l be johtly ancl severally s$ject to discipline urder NFA Corpliance
R:J.es for acbiqs ard oaissions of tle rgrber IB wtrich violate NFA require-
Irents occurring dririlrg t]re terln of the giuarantee agresrent.

Please be advised tlnt on No\ie(ber 20, 1985, the Ccnnrission alproved
the above-referenced proposal.

Sjrroerely,

- ,l / tt

Qnu^ H (1rt('--
/ean A. webb
'Seaetarl, of t}e Cornission

[ilECIEI\./E
l['d tro/ l. ; ljb':
I t\\\-UUE(.]i:ii\rt!

GENERAL COUiI![L'J i,:;ICE
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eoly 10'. Septder 13, 1985

DlvlstoN oF
TRADING ANO MAFKETS

Joseph H. Iiarrison, Jr.
cerEral Counsel
National Futures Association
200 West l4adison Stneet
Ctricago, IlUrtois 60606

Dear I\U. Harrison:

f.. wrtmotDt
6 rtlPtt'ts
D. D/, scoL L
D. leont
y - >otF€
7J, ultxccl

on septarber 5, 1985, the Conaissicn receirred your August 29
sulrnission t}at i-rrctuaea NFA| s natly adopted uq.lidelj-ne Ccncerning lYai-nhg
standa-rds for lxrtested Associates. " Ihti-ke ttF otler rufes overed by t}le
letter, this Grideune },as not sutrrLitted for Ccnmissiorr approval pursuant to
Sestion 17 ( j) ot the ccnrcctjity B<chalge Act. The Division has o<an'ined tle
Arideliie ard has detenrlined not to recctmEnd that tlle Ccrmission revidt it
for ag)roval, as perr[tted by Section 17(j). Acordbgly the Aridelile rnay

be rnade effective irrnediately.

the Divisicn notes tllat tlre Aridelire appea.rs to be consistent vrith
the undertaking orpressed irr your fetter of Octcber 25, 1984, to tlle
Csrmissicn. In tbat letter you stated tiat NFA staff rould reccnnerd tlp
prcrrulgation of "guideliaes ctrrrcernirrg the nirrirmmt acceptable elqrents of
training for such APs lwtro were not previously tested rrtr required to be
exariined under NPA'S rufesl which rrould be oonsistent with the supervisory
responsibilities of NFA nenbers,'r ltre newly prescri-bed Grridelire requires
NFA ferrbers to adopt procedures necessarl. to ascertain that such "grard-
fatlrered' associates tnve gairred, tnnn:gh e:<perierce or trairring, a vorkirrg

of the ftrtures busjless equivalent to that of an associate rito has
taken and passed tlre National ccrrlrDAity flrtr:res B<anrjnation. The Division
urderstEnds that \iFArs ocnpliance ardiLing programs no'r jnclude steps to
cted< r*tretter a fi::n's supewi-sicn and traini-ng procedures are adequate w)der
tlle ci-rcunstances.

As you are avrare, the Ccrnnissicn is actively jnterested in NFA's
ongolng rule developrerrt progress jl this area. According]y, tlre Division
urges NFA to ontinue to e>q)lore, develop and refine its reguiretents ard
gruidance for the trainirrg and proficiency testirrg of all persons urrler its
jurisdiction vrbo jntend to engage i:r tbe ccmpdity futures h:siress.

Altlough tle Division is not reccmendirrg that tl€ Ccnmission fornally
revia,s for approval this particular lYafudng Standards Grideure ' the
Division continues to e)eect that all NFA lale proposals, vttEther forlrnlly
denoted as "rules' or "gnridelines, " will be suhnitted to tlE ccsmission in
accordance wit}r Section 17(j).

SEP 1B 1985

GEI{ERAL COUNSEL'S OFFICE

Director


