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December 1.4 , 1983

Ms. Jane K. Stuckey
office of the Secretariat
Commodity Futures Trading Commi ssion
2033 K Street, N. w.
Washington, D.C.20581

Re: National Futures Association, Proposed
Amendments to Compliance Rules, Financial
Requirements and code of Arbitration

Dear Ms. Stuckey:

Pursuant to Section 17(j) of the Commodity Exchange
Act ("Act"), as amended, National. Futures Association ("NFA")
hereby submits the following amendments to Part 2 of the
Compliance Rules and Sections 2, 4 and 9 of the Financial
Requirements to the Commodity Futures Trading Commission
("Commission" or "cFTc" ) for review and approval. These
amendments were unanimously approved by the NFA Board of
Directors at its meeting on December 6, 1983. In the text
below, where appropriate, additions are underscored and
deletions are bracketed:

I. The Amendments

A. Compliance Rules

I nhi i ^n Prr'l a c* ' :_E:_:: ji___ ji:_:

COM.PLIANCE RULES

Part 2 - RULES GOVERNING THE BUSINESS CONDUCT OF ME!4BERS
REGISTERED WITH THE COMMISSION.

***

Rule 2-15. WRITTEN OPTION PRoCEDURES,

Each Member FCM or IB which engages in the offer or
sale of commodity options traded on or subject to the rules
of a contract market must adopt and enforce hrritten procedures
(see RuIe 2-2I) z [which will enable such Member FCM to:]
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lihich will enable such Member FCM or IB to supervise
adequately each optron customer's account, including
but not limited to, the solicitation by such FCM
or IB of any such account and the hanaif;q of
cornpTaints received by such FCM or Ie reliting
to any such account ( for purposes of this subsection
(a) the term "option customer" does not include
[another] an FCM or IB. )

(b) which will enable such Member FCM to allocate
FCM in a

fair and nonpreferential manner, and promptly
notify the appropriate grantor of such
al locationr and

( c ) Which wi l1 enable such lvlernber FCM or f B to
fe ot

deep-ou t-of- the-money options. For purposes of
this subsection (c) such FCM or IB shall define
the term " deep-out-of- the-monEy option" as that
term is defined by the contract market on which
the opt j.on is tradeil.

*t*

Rule 2-18. OPTION CUSTOMER COMPLAINTS.

With respect to aI1 written option customer complaints
and any oral option customer complaints which result in, or
which would result in, an adjustment to the option custonerrs
account of more than $1,000, each Member FCM or IB which
engages in the offer or sale of commodity optlonE-traded on
or subject to the rules of a contract market shall:

(a) Retain aI1 such written complaints and make and
retain r^rritten records of all such oral complaintst

(b) Make and retain a record of the date the complaint
was received, the Associate who serviced the
account, a general description of the matter
complained of. and what, if any, action was
taken in regard to the complaint; and

(c) Immediately send a copy of such cornplaint to NFA
and, upon final disposition thereof, immediately
send a copy of the record of such disposition to
NFA.
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RUlE 2-19. OPTION DISCLOSURE AND OTHER REQUIREMENTS.

Each Mernber FCI*I or IB which engages i n the of f er or
sale of commodity options traded on or subject to the rules
of a contract market shall:

(a) Give immediate written notification to NFA of
any disciplinary action taken against the FcM'
IB or any of its Associates by the Commission or
Ey uty other se I f-reguJ. atory organization;

(b) comply with and enforce the disclosure requirements
set forth in Commission Regulation 33.7; and

(c) Promptly submit to NFA aIl promotional material,
as defined in Commission Regulation 33.1, pertaining
to such option trading.

Rule 2-20. DISCRETIONARY OPTION CUSTOMER ACCOUNTS.

with respect to any option customer account for which
discretion is given for optl.on trading (other than an account
(i) of a commodity pool, the operator of which is registered
with the Commission as a CPO; (ii) where the person hrho has
discretionary authority is the spouse, Parent or child of
the option customer; or (iii) which is an omnibus account of
another FCM) each Member FCM or IB shall:

(a) Provide the option customer with an explanation
of the nature and risks of the strategy or
strategies to be used in connection with the
option customer ' s account;

(b) Ensure that an officer, general partner, sole
proprietor, or branch office manager of the FcM
or IB (other than any inilividual authorized to
exEiEi se discretion in trading the account)
approves, in writing, the discretionary authority
prior to any trading for the accounti

(c) Identify each order as discretionary at the time
of entry and ensure that an officer, general
partner sole proprietor, or branch office manager
of the FCM or IB (other than any individual
authorized to-Elercise discretion in trading the
account) approves, initiaLs and dates all orders
for a discretionary account; and

(d) Review frequently aII discretionary accounts.
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RuIe 2-2I. SUBMISSIONS TO NFA RELATING TO OPTIONS.

Any Member FCM brith respect to which NFA is the desrqnated
self-regulatory organization tor purposes ot
Commission Requlations and anv Member IB the

Part 33 ot tne
Commission Regulations and any l"lember IB the
related activitv of which NFA has determined
ursuant to Commission Requlatron

ttoNFAt ol lowing materi a at least
offer or

a contract

ys Prror
sale ot options
marJ<et:

to the date such FCM or IB begins the
traded on or subject to the rules of

, 
(a) Option customer account agreement forms;

(b) option disclosure statements required by Rule 2-
19(b),

(c) Promotional material, as defined in Commission
Regulation 33.1, (if such promotional material
has been prepared) ; and

Documents reguired to be submitted to NFA under
Rules 2-18, 2-I9 and 2-2I will be considered submitted as of
the date received by NFA at its Chicago office.

2. FCM Responsibility for Guaranteed Introducing
EroEers 

- ***

RuIe 2-23. FCM RESPONSIBILITY FOR GUARANTEED MEMBER IBS.

An llember FCM which enters into a arantee a eemen t
r suan E FTC R atron a Mem shal l

ecE to drsc
ance Rules for ac omtsstons o r IB

ch viol-ate NFA r rements occurr term of
the guarantee agreement.

B. Financial Requirenents (brackets do not indicate deletion)

FINANCIAL REQUIRE},IENTS
***

Section 2. Deslgnated Self-Regulatory organization.

ancl severa
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In the case of a Member FCM or Introducinq Broker
(hereinafter "Member IB") that is affie
cdtracT-ma;km, the Member's Designated SeIf-Regulatory
Organization (hereinafter "DSRO" ) shall be the organization
that has been delegated primary financial responsj.bility for
the Member pursuant to the Delegation Plan of NFA and the
contract markets. In the case of a Member FCM or Member IB
that is not a member of a contract rnarket, the Member's DSRO
shal I be NFA.

***

Section 4. Compliance with Financial Requirements.

Each Member FCM and Member IB must be in compliance
with these financial requTiEnrents at all times and hust be
able to demonstrate such compliance to the satisfaction of
its DSRO.

Section 9.

Eac h
rEs r

nts a
remen

Note:
e

Introducing Broker Financial and Reporting Requirements.

Member IB must file with its DSRO the financial
u ture s on mer ncro-

repor t s
ates an ons 1.10 Ma n te nan ce

rements
roKers. nancial

u ture s commr sslon merc n troduc i n
rat ons and ac eso ntroclucrn

to have v rement.

CFTC R ulation I ln b)(1) qeneral l recrui res IBs to
nancfa reports ona arter n accor anc e
TCR aElon ea ch

or S DSRO cn tlles aI re
reports h'ith NFA with a copy to

A Member IB vrhich is also a securities broker or
dea I er rna in lieu of a form I-FR file a of its Financial

onal co orm S
es or A, in

accor anc e wit IB which
soa coun a rlnancJ.a

rt Dre
Regu

n comm

:-:-
co

n accordance
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tel
CFTC Re ulation l.I2 requl res, amo other thi n

c noc ce to n accoroance w
uste net ca of such IBs nt
ess t mum r

atorv or zat
RE sets ort

rements
other t E eac IB must:

oDen a accounts on a tu wi th
a carr not car e tar accounts or

uf,.ures no acceDc monev, secur t es or
a lutures cus omer o marclrn, quarantee or
racles or con racrs ot sucn customers.

CFTC Regulations 1.10, 1.I2, I.17 and 1.57 impose
other requlatorv requirements on IBs. The full text of
those Re ations shou consu I t

Pursuant to Section 17(j) of the Act, NFA also hereby
submits to the Corunission the following proposed amendment
to Section 9 of the Code of Arbitration ( "Code") r^rhich NFA
intends to make effective ten days after receipt of this
submission by the Commission. This amendment was unanimously
approved by the NFA Board of Directors at its meeting on
December 6, 1983.

C. Code of Arbi tration
CODE OF ARBITRATION

Section 9. Award.

***

b) ReI ief.
?he award may grant or deny any of the relief reguested,
and may include an assessment of interest, costs or
fees (see Sections 10 and 11). Relief requested
shaIl not in.fud" prnitir. d.r.
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I I . EXPLANATION OF AMENDII1ENTS

A. Compliance RuIes

1. Option Rules

Under Part 33 of the CFTCr s Regulations
introducing brokers ) may not solicit or accept
orders for exchange traded options unless the IB is a
member of, or has been guaranteed by an FCIU rnember
of, a contract market or futures association that has
adopted rules and undertaken to regulate such IB's
option activity in a manner substantially equivalent
to their regulation of FCMS. At its meeting on August
18, 1983 the Board determined to undertake the option
regulation of IBs guaranteed by FCMS for which NFA is
the designated self-regulatory organization ('DSRO").
That action did not amend NFArs option rules to apply
directly to fBs but instead regulated those fBs through
the guarantor FCM. That action also leaves independent
IBs and IBs guaranteed by contract market menbers
subject to the option ban. In order to provide a
framework in the rules to apply direct option regulation
to IBs and to permit NFA to undertake (in the future
r,rhen resources permit) additional option regulation
of the inalependent IBs, NFA believes such modification
to its existing option rules is necessary. NFA will
notify the Commission when it is able to undertake
additional regulation of IBs under Part 33 of the
Commission' s regulations.

2. FCM Responsibility for cuaranteed Introducing
Broker s

Under the CFTCTs regulations concerning IBs an
IB need not maintain its own net capital at any minimum
Ievel if the IB obtains a written guarantee, in a
form as provided by the CFTC, from an FCl,l. Under the
forrn guarantee the FCM agrees to be liable, along
with the IB, for violations of the Cornmodity Exchange
Act or the rules of the CFTC committed by the IB.

Under NFA's current Bylahrs it is not clear
that the FCM would also be subject to NFA disciplinary
action for violations of NFA requirements committed
by the IB. In view of the fact that the required
guarantee will generally make the FCM responsible for
the compliance procedures of its guaranteed IBs, it
is important that it is made clear that NFA compliance
jurisdiction extends to the FCM for the acts of the
guaranteed IB.
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B. Financial Requ i rements

The proposed amendments to the Financial
Requirements incorporate the Commission's regulations
regarding introducing brokers. These amendments will
estabLish financial standards and reporting reguirements
for introducing brokers consistent with the Commission's
regul ations.

C. Code of Arbi tration

section 9 of the code presently allows an
arbitrator to grant or deny any of the relief requested.
GeneralLy punitive damages are awarded by courts as a
publ ic benefit in order to punish a particular party
and to serve as a deterrent to others, Such punitive
damages, however, are, under the I ar.\rs of certain
states, not available in arbitration of commercial
disputes which are viewed as a private solution to a
business dispute. Nevertheless, NFA has received a
number of arbitration claims for punitive in addition
to compensatory damages. NFA believes it would lend
efficiency to the arbitration system if NFA arbitrators
were specifically prohibited from granting punitive
damages in an arbitration award. This would be accom-
plished by precluding future requests for punitive
damages.

NFA respectfully requests that the amendments described
herein to Sections 2, 4 and 9 of the FinanciaL Requirements
and Compliance Rules 2-I5, 2-I8 through 2-21 and. 2-23 be
declared effective upon apploval by the Commission and that
the amendment to Section 9 of the Code of Arbitration become
effective ten days after receipt by the Commission.

Very truly yours I

NATIONAL FUTURES ASSOCIATION

By: \ ...,f ", ..r.. -.. ..
.Joseph H. Harrison, Jr.
General Counsel anA Secretarv

JHH : dmc

cc: Chairrnan Susan M. PhiIIips
Commissioner Kalo A. H i neman
Commissioner Fowler c. west
Commissioner William E. Seale
Andrea M. corcoran, Esq.
Theodore w. Urban, Esq.
tinda Kurjan, Esq.
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Very trulv vours,6(^eu,/*
Theodore W. Urban
Oqrmission Liaison to I'IFA

ard Deputv Division Director

GENERAL C0Ui'l.it!'S ;i rtCE

January 9, 'J.984

Mr. Joseph H. Harrison, Jr,
C*]nera1 Counsel and Secretaly
National Futures Ass(riation
200 Wesl- trlddison Strcct
Chicago. Ilijnois 60606

Dear I'i-r. Harrison :

On Decedler 19, 1983, the Ccrnnission received your D3cenber 14 letter
sr:.hnitti:lg , anorxS other proposals, an anen&rerrt to Section 9 (b) of tlre Code
of Arbitration to prec.Iude the jlclusion of punitive danages in the relief
reguested in arbitration, Ttris particular proposal was subrnitted under the
provision in secEion 17(j) of the Act that perlltits a rule change proposed by
a registered futures association to take effect ten days after Ccrmfssion
recreipt unless t}e Ccnmission notifies tte associatj-on in writing ttlat the
Connission deterndled to revieh/ the proposal for approval. This is to advise
you that tlre Division has not reccnrended tfiat tlle Conrn_ission review the
proposal for approval and that accordingly the proposed rul-e may be rade
effective.
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Ms. Jane K. Stuckey
office of the Secretar i at
Commodity Futures Trading Commi ss ion
2033 K Street, N.l/.
Washington, D. C. 20581

ne: National Futures Association;
Proposed Amendment to Compliance Rules
Submission Dated December 14, 1983

Dear Ms. Stuckey:

By letter dated December 'l 4, 1983 National Futures
Association (uNFAu) submitted to the Cornmodity Futures
Trading Commission ('rCFTCn) pursuanL Lo Section 17(j) of the
Conmodity Exchange Act lttg"ttt) certain amendnents to its
Option conpliance rules (Compliance Rules 2-15 lhrough 2-21)
in order to make those Rules applicable to Introducing
Brokers (trIBsr). It has cone to our attention that in
making that submission subparagraph (d) of Compliance Rule
2-21 was inadvertently omitted from the text of that Rule as
amended. Please accept this leLter as notice that follot"ring
lhe text of subparagraph (c) of Compliance Rule 2-21 as set
forth in NFArs ]etter to you of December 14, i983 there
should appear the fol l owing:

(d) Written procedures required under RuLe 2-15.

Please amend your records accordingly.

General Counsel and Secretary

JHH : dc

cc: Chairman Susan M. Phillips
Commissioner KaIo A. H i neman
Commissioner Fowler C. West
Commissioner William E. Seale
Andrea M. Corcoran, Esq.
Theodore W. Urban, Esq.
Linda Kurjan, Esq.

ON

llonrr f nr'l rr rrnrrnc
NATIONAL FUTURES ASSOCIATI

/--) /'2 .'7 -?
| ,/' , 1. / ,.-.
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UN|lED STAIEs OF AMENICA

COMMODITY TUTURES TRADING COMMISSION
aXB K Str.ot, N.W.

Walhlneton, D.C. a)581

Ir4^R - I 884

February 27, L984

l,:r. Joseph H. Harrison, Jr.
General Counsel and Secretarf,
lilational F\rtures Association
200 west Madison street
Chicago, Illirpis 60606

Re: Corpliance Rrles 2-15, 2-Ig to 2-2I, and 2-23;
Fjrancial Require(ents SS2, 4 and 9

Dea! Mr. Harrison:

This is to inform ycnr that on Februa4/ 27. L984, tle Ccnmission
approved tlE captioned rul-e aren&rEnts pnrsuant to section 17(j) of tlte Act,
as you subrftted by letter dated Dece[nber 14, 1983. The aren&ents nny be
nade ef fechive irnrediatelv.

very truly yours,

%":YkutTJane K. Stuckev
Secretarlz of tire Cormission


