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December 5, 1982

lrls . Jane K. Stuckey
Office of the Secretariat
Conunodity Futures Trading Coruni ssion
2033 K Street, N.W.
Vlashington, D. C. 2058I

Dear lls. Stuckey:

Pulsuant to Section f7(j) of the Connoil i ty Exchange
Act and Part 33 of the Rules of the Commodity Futures Trading
Commission ('CFTC"), National Futures Association ("NFA")
hereby' files nith the CFTC and lequests CFTC approval of the
following amendments to NFA Compliance Rules. NFA also
hereby submits for review by the CFTC a copy of the written
audit objectives and procedures (attached hereto as Exhibit
A) which will be used by NPA in the course of conducting th€
audits and inspections required of a self-regulatory organiza-
tion under Part 33 of the CFTC Rules. These submissions are
rnade pursuant to a resolution of the Board of Directors of
NFA, adopted October 14, 1982, by which NFA determined to
prorride for the regulation of the commodity option related
activities of its Member FCMS.

?he following amendments to NFA Cornpliance Rules,
in conjunction with existing NFA Compliance Rules and the
attached audit objectives and procedures, are designed to
provide for the regulation of the commodity option leLated
activities of l,lember FCI'IS in a tnanner which is at least
eguivalent to that reguired of contract rnarkets under Part
33 of the CPTC's Rules. NFA has assenbled a large and
capable staff which consists of individuals with extensive
curnulative experience in various capacities nith Fcl.ls,
contract markets, accounting and 1aw firms and the CPTC.
Upon the effective date of CFTC approval of the following
additional Compliance Rules, NFA riIl be prepared to perform
routine option sales practice audits in adilition to }IFArs
other cotnpliance auiliting functions. At least once every
two years NPA will conduct a full scope option sales
practice and compliance audit of each FCll for vrhich lrFA is
the designated self-regulatory organization in conjunction
with an NFA ful1 scope financial compliance audit. The fulj
audits $i11 test for compli.ance with all NFA exchange traded
option rules. NFA will supplement these full audits with
interin linited scope sales practice examinations. NFA will
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also conduct periodic audits of branch offices and aqents of
lilember FCMS. r NFA's regul.ation of the activities of its
llember Fctls related to options on futures is designed to beequally effective in regulating those activities which nayrelate to options on physicals.

NFA wiIl be the designated self-regulatory organiza-tion for FCMs which are not rnembers of any contract market.
By agreement wj.th the various contract markets, which wiIl
be submitted for CFTC approval pursuant to CFTC Rule 1.52,
NFA may delegate its duties uniler part 33, with respect to a
llember FCM lrhich is a rnember of one or more contracl markets,
to a contract narket of which the FCM is a member.

The following amendrnents to NFA Conpliance RuIes
have not been formally adopted by the Board of Directors of
NFA. We will advise the CATC by supplenental letter of the
date of adoption of the annendments by the Board of Directors.

The Amendnents

The proposed amendments would add the following
rules to Part 2 of the NFA Compliance Rules designated as
indicated, An explanation of each proposeil rule foLlows its
text.

Ru]e 2-I5. WRITTEN OPTION PROCEDURES

Each Member FCM which engages in the offer or
sale of comrnodity options traded on or subject to
the rules of a contract market rnust adopt and
enforce written procedures (see Rule 2-2I) which
will enable such Hember FCU to:

rIf the arnendments to the Comnodi ty Exchange Act contained
in H.R. 5447 and the Senate Amendment to E.R. 5447 which
rould establish the "Introducing Broker" registration
reguirement a!e enacted, NFA anticipates adopting procedures
to include Member introducing brokers in NFA,s prograrn of
audits and examinations once the CPTC has determined the
status of introducing brokers yithin the options pilot program.
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Supervise adequately each option customer's
account, including but not lirnited to,
the solicitation of any such account and
the handling of complaints relating to
any such account (for purposes of this
subsection (a) the term "option custoner'
does not include another FCM),

Allocate notices of exercise received by
such FCU in a fair and non-pref erential
manner, and promptly notify the appropriate
grantor of such allocation; and

Monitor adequately the solicitation and
sale of deep-ou t-of- the-rnoney options.
For purposes of this subsection (c) such
FCM shall define the term "deep-out-of-
the-noney option' as that term is defined
by the contract rnarket on which the
option is traded.

Explanation: This provision satisfies the requirements
of CPTC Rule 33.4(b)(5) and also requires procedures similar
to and consistent wj.th those reguired by contlact markets
concerning allocation of exercise notices and sales of deep-
ou t-o f- the-money opt ions.

RU1E 2-16. OPTION SALES COMMUNICATIONS

No lqember or Associate shall employ
fraudulent or high pressure sales communica-
tions relating to the offer or sale of comnodity
options tradei on or subject to the rules of
a contract rnarket.

(a)

(b)

(c)

of cPtc
tions to

Explanation: This provision
Rule 33.4(b) (10) and is drafted
all NFA Uenbers.

satisf ies the requirements
to extend its prohibi-

RuIe 2-17. PAYUENT OF OPTION PREII{IUMS

Any enber FCM that accepts an order
frorn a custober to purchase a commodity option
traded on or subject to the rules of a contract
market shall receive from such customer the
full amount of each option premium within the
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time presc!ibed for the receipt of such prernium
by the rules of the contract market on which
the option is traded,

Explanation: This provision satisfies the requirenentof CFTC Rule 33.4(a)(2) anii is consistent with the discussionof that Rule in the Federal Register release announcing
adoption of the op t i5n-plToE-!I6!iam regulations. The preamble
to that release indicates that the CFTC does not interpret
CFTC Rule 33.4(a)(2) to require that option premiums be paidprior to the purchase of the option, but only that prompl
payment be contemplated at the tirne of such purchase.
Proposed Rule 2-17 is drafted to incorporate the premium
payment rules of the various contract markets in order to
avoid presenting lilernber FC!{s with conflicting reguirements
concerning collection of premiurns.

RUIE 2-18. OPTION CUSTOIT{ER COMPLAINTS

With respec+- to all irritten option custoner
complaints and a:ry oral option customer complaints
which result in, or which would result in, an
adjustnent to the option custorner's account of
more than SI,00C, each Member FClt which engages in
the offe! or sale of comrnodity options traded on
or subject to the rules of a contract market shall:

(a) Retair all such written conplaints and
make and retain written records of al1
such oral compla ints;

(b) l{ake a;1d retain a record of the date the
complaint rras received, the Associate
who se:viced the account, a general
description of the matter conplained of,
and wi;t, if any, action was iaken in
regard to the complaint; and

(c) Ionediately send a copy of such complaint
to NFI and, upon final disposition thereof,
instedjately send a copy of the record of
such disposition to NFA.

Explanation: TLi,s provision satj.sf ies tbe requirements
of CFTC Rule 33.{(b)(4) regarding the handling of custoner
complaj.nts and notification to the self-regulatory organization.
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RUlC 2-I9. OPTION DISCLOSURE AND OTHER REQUIREI{ENTS

Each Member FCM which engages in the offer or
sale of commodity options traded on or subject to
the rules of a contract rnarket shall:

(a) Give immeiliate written notification to
NFA of any disciplinary action taken
against the Fclil or any of its Associates
by the Commission or by any other self-
regulatory organization ;

(b) Comply rtith and enforce the disclosure
requirements set forth in Couunission
Regulation 33.7; and

(c) Promptly submit to NFA all promotional

:;ili:ri::],:;:,;::.:t.::fl i:":::"
Explanatj.on: This provision satisfies the reguire-

ments of CFTC Rules 33.4(b)(5),(7) and (8). The preamble to
the Federal Reqister release announcing adoption of the
options pilot program rules indicates that the CF?C considers
that, as a part of an FCM's duty of disclosure, it must make
every reasonable effort to ensure that all option customers
and prospective option customers are informed as to the
risks involved in options trading and acquaint itself suffi-
ciently with the personal circumstances of each option
customer to determine what further facts, explanations and
disclosures are needed in orcler for that particular option
customer to make an informed decision yhether to tlade options.
The preanble further states that the CFTC wj.ll leave the
extent of an FCIr{'s inquiry into the ci.rcumstances of each
option custorner to the prudent judgment of tbe FCt{. The
specific requirernent of compliance with CFTC Rule 33.7
{inclucling, of course, subsection 33.7(f)) contained in
Proposed Rule 2-19(b), in conjunction rith the conprehensive
reguirements of existing Conpliance Rule 2-4, rrill permit
the Business Conduct Committees of NPA to enforce the general
option disclosure duties of each Menber FCt4, giving weight,
as the CFTC notes, to its prudent judgioent. In addition,
subsection (c) will enable NFA to review proootional materials
and determine whether such materials are fraudulent.
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Rule 2-20, DISCRETIONARY OPTION CUSTOMER ACCOUNTS

t{ith respect to any option custoner account
for which discretion i.s given for option trading(other than an account (i) of a commodi ty pool ,
the operator of uhich is registered with the
Connission as a CPO; (ii) where the person who has
discretionary authority is the spouse, parent or
child of the option custoneri or (iii) which is an
omnibus account of another FCU) each Member FCl4
shal I :

(a) Provide the option customer nith an
explanation of the nature and risks of
the strategy or strategj.es to be useil in
connection vrith the oDtion custornerrs
accoun t ;

(b) Ensure that an officer, general paltner,
sole proprietor, or branch office manager
of the FCI'I ( other than any individual
authorized to exercise discretion in
trading the account) approves, in writing,
the discretionary authority prior to any
trading for the account i

(c) Identify each order as discretionary at
the time of entry and ensure that an
officer, general partner, sole proprietor,
or branch office nanager of the FCU(other than any individual authorized to
exercise discretion in trading the account)
approves, initials and dates all orders
for a discre:ionary account; and

(d) Review frequently al1 discretionary
accoun ts .

Explanation: This provision satisfies the requirements
of CFTC RuIe 33.4(b){9).

Rule 2-2I. SUBI{ISSIONS fO NFA RETATING TO OPTIONS

Any Hember FClt rdith respect to nhich NFA is
the designated self-regulatory organization for
purposes of Part 33 of the commission Regulations
6hall subrnit to t{FA the followinq naterial at
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least 1.0 days prior to the date such FCM begins
the offer or sale of options traded on or subject
to the rules of a contract rnarket:

(a) Option customer account agreement forms;
(b) Option disclosure statements required by

RuIe 2-19(b);
(c) Promotional material, as defined in

Comnission Regulation 33.I, (if such
promotional material has been prepared);
and

(d) Written procedures required under Rule
z- !).

Documents reguired to be submitted to NFA
under RuLes 2-!8, 2-19 and 2-2I witl be
considered subrnitted as of the date received
by NFA at its Chicago office.

Explanation: This rule will ensure that NFA is
notif j.ed prior to an FCMrs entry into the option sales business
which will enable NFA cornpliance staff to effectively identify
and address any potential problem areas that a non-exchange
member FCU night encounter prior to its entry into the business.

Petition for Confidential Treatment

Under CFTC Rule 145.9 (17 C.F.R. 145-9 (1982)) NFA
hereby requests confidential treatment of the rnaterial in
Exhibit A attached hereto, which consists of proposed NFA
audit programs. These prograns have been developed by NFAstaff to assist j.t in monitoring compliance wj.th NFA and
CFTC ruLes pertaining to sales practices and the handling of
options customer accounts. The disclosure of these audit
proglams to the public or to persons under the regulatoryauthority of NFA might reveal investigatory procedures
utilized by NFA anil reduce its effectiveness as a self-
regulatory organization. Furthermore. disclosure of the
audit programs rnight reduce the effectiveness of the CPTC,srule enforcement efforts, insofar as the CFTC relies on NFAto monitor its embers for coBpl.iance with CFTC rules.
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Conclusion

NFA respectfully requests that the aRendments to
NFA Compliance Rules set forth in this subrrission be
declared effective upon approval by the CF:fC. NFA further
requests that such approval acknonledge the determination of
NFA to provide for the regulation of the commodi ty optionrelated activity of its Member FCMs in a maDner equivalentto that required of contract narkets under part 3j of the
CFTCr s Rules and specifically authorize NFA, for purposes ofthe leguirements of CFTC Rule 33.3, to undertake lucl reoula-tion.

Very truly yours,

NATTONAL FUTURES ASSOCIATION

Genera I Counsel and Secretarv
JHH : cv
cc: Chairman Philip lrtcBride Johnson

Commt.ssioner Janes M. Stone
Comrnissioner FowIer C. t{est
commissioner xa10 A. Hineman
Commissioner Susan t{. Phi I I iDs
Theodore W. Urban
Andrea ll. Corcoran
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AUDIT OSJECIIVES

NAIIONAL FUIURES ASSOCIAI ION
OP IION ORDTRS

Audrt Deto

Determine thet the Fi rm. s procedu res for hand-l rng opt ion ordersare adequate to insure thet traneections are properly recofded
and reported to the cuatomef.

AUDI I PROCTDURE S

1. P6rforn a teet of the l.rrmra procedures in handling option
tranaaction6 and the adequacy of its clearing proced.rr.s aefollora:

A. Select a aample of trades fcom the audit date based onthe total numb6r of tranesctlons on that dav.

A. 56loct a eemple of daya throuqhout each quartar of theyear prior to the audit dat e.

8. Uae the followinq orrgination points and trace
i nformat ion therein to all other pointa.
1) Cuatomel orders check the followinq:

a. dat6
b. account daerqnat ron
c. opt ron,/f ul.uro(r. etrrko prrco
6. premium
f. three ttme atempa; upon receipt, tfanamraalon

to clearing bDoker, and exocution.g. quantity

2) Clearing Eroker St atement check the fol Iowing:
6. date
b. account deargnetion
c. opt ionlfuture
d. quantity
e. atrrke price
f. prenium

,) Firm oriqinated documenL (conf rrmati.on, day tradelisting, on month end statement ) check thefollowino:

a. dste
b. eccount deeiqnetron
c. option/future
d. atrtke prico
e. Pfemrqm
f , quanti'ty

2. Perform a test of accuracy of the frrmre data pcocessinq
system ee follorra:

EXHIBIT A



B. From the document used rn Step 1(B), trace applicable
inflormaLion to all comput er runs qenerat ed by the firm.
DeLermine whether trade resulte in an open posili13n or
a I i qui dat ion.

C. lf trade results in an open posiLr.on:

1) 0btain copy of marqin equity run for that acr:ount
and inc I ude ln documentation,

a. leat clerrcal accuracy
b. lrace the gettlemont ofrce to sn externill,

aourc6.
c. Trace amount oF ledqer balance and open tfade

equrty to month-end staLement.
d. Irace poeition to thoso opBn on tho morrLh-end

staLamont.
e. lf account is undermarqined include rn rnaf qin

testino.
2) Irace to addi t ional computer runs includrnq point

b al ance, poBl t ron repoft s, eLc.

D. If trade results rn a Iiourdation:
1) 0btai,n copy of P ,1 S Statement.

a. losL clerrcal ac(_.uracy
b. lrur-.o P rt 5 (lftrna or l uurrtrrr Lo ortl. t.y orr tlro

monLh-end sLatoment.
c. Determine that !he firm rs charqr.nq

commtasrona 1n sccofdance wrLh lts proctldures
d. Delermine thet the Nf A fee ro beinq as$€ssed

propnrly.
e. I race to addtLronal c ompuL e c runs, lf

applrcable,

2) lrace to additronal computer runs includrnq groint
balance, poat t ron reporta, otc.

E. Ii an adjuetment to an account is noted above, re!'lew
the customer account documentat ion for cuetomer
complarnts.

3. Determine thst each cusLomer is j.nformed, as can be
reasonably approxrmated, of all costs and fees, strrke
pr ica, and premr um in connectj,on with Lhe option
transactron as well as al-l costs that can be incurred uoon
ex6rcige of the ootion.



NATIONAL FUfURE ASSOCIAIION
OP I ION I,{ARGINS

Audrt Date

1.

2.

Hember Firm

AUDIT OBJTCTIVES

To determine that the firm's marqi
to insure contract performanc€ aa
cont.inuoue check on tha finenci al
customeaa.

llhen count inq the
been outstandrnq

n procedures ale adequate
well ae to gerve es B

csDabilitios of r.ta

argin ratB6 charqed are in accoldance with the appl icable
Rulce and Rroulstrona.

AUDI T PROCTDURES

1. 0btain a lisL of frrmre macqin rates atld compare to exchange
ninimums.

2. Selsct a eample of opLion accorrnte eubject to marqin crrll
and dotermino the number of daye an account has baon under-
margined, the amount and rlete of aIl outstandrng caIIs' and
thB aubaequent di spoe it i on of the undermarqined st at us of
tho account ueing the FoIlo|{inq proceduresl

A. l.larqin the account usinq frrm ratos and NFA procedurea
until cal I ie met in accordance with NFA procedurBs or
a maximum of 10 business dav s pasL selecLed date'
After marqinrnq lor 10 days then I ook aL the monthly
sctivity st at emenL for any I iquldatrone, activity r or
caah deposr ta.

0n the Firet day of margininq, alI open poar t i ons with
t rade datea ehould bo recorded.

AII activity in the accounL musL he sho*n on the narq ln
workeheete i.ncludrng: Chanqe rn posrtrona and carrh,
favorable morket mova' chanqes trt NFA computed anri flrm
aeLual marqin cslla' and calcul,ation oF NFA and f .irm
margin cal ls.

Analyze difference between NFA's computed cal I anrl the
fr rm'e calI.

I lf the fitm rounds the cal l amount ' f ollov{ the firm'a
procedurea.

B.

D.

F. number of day s lhat a marqtn ce.[l hee
uae the fol Iowr nq me I hod:

he account becones undermarQrned.
he call rs sent to the cusLomer.
day the cal. l hae becn outat.andrng.

Day A:
Day B:
Day 1:

Ihe day t
lhe day t
Ihe f r rst

G. Insure proper hedqe Ietters arB on ftla ftrt hodqa
cuetomers, and LhaL hedqe marqin ratea are only spplied
to t hoee commodit.res specrfred'

Select a oample of lonq posrtrons and L ost to rnsure LhaL
the premium ia depoeited withrn the tLme perlod set f or:th by
the rulea oF the appropr i at e cont ract market '

Crogs reference any undermargrned accounts, as reduced for
acceptsble margin calla, which would result in a charqe to
c6pital. Determine thaE Lhie account is i nc I uded in the
total charqe to capi.tal and ie properly rellected on Nt-A
Supplemont er y Schedu I e 5.

I

4.
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Member Firm Audit Date

AUD I I OEJIC IIVIS

1. To determine rhother policroa and proceduroo are rn conpli-
ence with NFA ruloa.

2. lo determine whether tho Frrn employa adequate aupervi,erion
of di ec ret i onsr y opt ion accounta.

AUDI I PROCIDURTS

1. Prepare a procedures analysrs. Insure thaL t.he fi rm:

A. Provides its opLion customers wi Lh an explanation of
the nature and riske of Lhe straLeqy or etrategiesr to
be uaed rn trading the account.

B. Rev i ews the discrot ionary accounts frequent Iy.
2. SeIect a sample of drscreti.onary accounts tradrng

options which do n oF-Ti-TT rnto the followinq cateqorieerr

A. A commodrty pool account, where the pool operator ra
regr at ered wrth !he Cf lC.

B. An omnilruc ar:count of orrothur lCM.

C. An eccount where the tndiv idual holdrnq Power of
ALtorney (P0A) ie a member of the cuatomer'e famtl.y.
fxamine documentation on FiIe to rnsure that Lhe f irm
is adherinq to proceduree descrrbed.

t. For accounts sel ec t ed, r nsu re that written approvaL hy the
appropriate level of auLhorr.Ly was qrven prior to tradr.nq.

4. SeIect a sampJ.e of offrce orders and revrew for th€ fol. low-
tng:

A. Ihe order Licket is .epecif ically ident i fied ae a
dracf etionarv order.

8. lhe order has been approved, inrtraled and dated bry the
appropri at e level of authority.

5. Determine whether any opLrons drscretionary accounts herve
boen terminatod.



NA I I ONAL FUIIIRTS ASSOCIAIION
I N- I HE.HONt Y OP I IONS

Hember Firm Audrl Dat e

AUDII OBJICIIVTS

lo delermine whether the procedureg for not iFyrng customers of
in-the-money optiona are adequate and edhered to.

AUDI I PROCIDURIs

1. Prepare a description of the fr rmra procedurce Lo notify
cuatomers oF the i n -t he-money opt r ona.

2. Review firmrs records for months to determine if any
in-the-money optrons have Exp--iTEo.

A. Review firm's notrfrcation Lo customer.

8. DoLermj.n6 rf a pat tern exrsts.
t. Sclect in-the-money opLione I'or 

-- 
dslivery

monthe EiE-F6-v i o w the I sst 20 daya ot tTiffi6- for Lhe
following:

A. Did the fr rm notify the customer of lho opt ion rn-tho-
money poai t ion?

a, 8y what meane?
b. l{hen in the ootion Iife?
c. Hox often?

B. Review frrm'g proceduree foc conerstency betweerr
cuatomele?

C. Dotermine iF any of the options were allowed to expiro
by thc cuatomor.



NAI IONAL TU'URT.S ASSOCIAI ION
OP IIONS SALTS PRAC I ICIS

F r rm Audr t DaIe

AUDII OBJTCIIVES

Io ineure thot fraudulent, miaIaad
h-tgh-pfeseure galea communlcaLlons
the f rrrn to i nduce saleg.

lo inaure that p rope r aupervieron
firm over ita eal ee Dersonnol and
cuotomer t e account.

Io monitor the sales activr,ties of
deep-out-of-the money opt i ons.

l nq 0c untoa$(rnalr I y
are noL bernq utrlrzed by

r.e hernq conduc t od by the
ov er each opt r on -

Lhe frrm wr Lh respect to

l.

a

I

AUDI I PROCIDI.IRES

1. Determine who within the frrm rs resoonsible ior:
a) Superv i si on over Lhe opL i on cuaLomerrs account s
b) Supervraron ovor the oa I oeoc neons
c) I raining of thu ealoeperaons
d) Superv-iaion over thc prepsral ron anrl,/or drssernlnat ron

of eales promot ional materr.al
o) Supecvi.sion over branch offrce or arlont acLivll lea

Determine and revrew wrth approprrate pcraonnel irlant- r fred
rn l1 abovg, tho frrm'a po.lrctea anrl Dr.oceduroa concdrnlno
aalea pf acLic.ee and Lhe auperv ieron of aame, aa well aa tho
aup6rvralon or overarqht pcoceduras for opLion euetomels I

account6.

t. Ubtain end revieri aIl writLen procedulee ancl policien Llre
firm utiLrzee Lo supervrse optrorr cusLoner accounts.

4. Ascertain and document other procedures (non-written) the
firm utrlizea Lo aupervrse option cuetornor accounts.

5. Determine if lhe procedufes and policies of the frrm appear
sdequate rn tsrme of their acops and f reqrrancy of revraw.

(t. 0btain and rev j.ew all writLen procedures arrcl prrl.rcrcs i.ne
fi rm utilizee to Lrarn and superv t se salesperaons.

7. Ascertain and document other procedurtro (non-wrrtl,en) ths
fi rm utilrzeg to Lfain and eupervrse sarespersong.

8. Deternine if the procedures and pol icres oF the frrm appear
adequate rn termg ol their scope and fcequency of review.

9. 0btain and review copres of a.tl promoIronal nraLcrralst
uttlized by the BUI).iect firm. lnurrre that roen natr:rralo
rore Ftlerl wrLh Nf A.

'l 0. Determine rf rrrtten salee scrrpts are uLr lrzed and obtarn
coprea of all euch sales arda utr_lrzecJ by the i_rrm.



1'1 . Review optionB cueLomer eomplsint f r. les for potenLisl
fr sudu IenL or hi qh -pres sur e sales tsct tcs.

12. lo the extent Feasible, monitor sales calls to rJetermrne if
h.rqh proossure talophono aollcitBttona rrrH bctnrl modn.

1J. Determine if fr rm has t aken any drecrplinary actrons aqai natviolators oF th6 frrmrs procedur6a reqarrllnq ealee prac-
ticee.

14. Rev i ew the lilmrs supervisory procedures reqarclinq branch
offices/agents and deLerni.ne wheLher euch pcocodrreo appuu.
adequate in ecope and frequoncy of rsvrew.

15. Review the fi rmr6 procedures end polrcies regarding Ihe
oFfer and eale of deep -ouL -cr f-L he-money options.
A) Revie* day t r.arle liattnqs, op6n posrtron IioLinqs, or

other aoufcea ava.tlabla Lo tioLerminc rfr
1) an unreasonabl.e amount of d e e p - o u t - o f - t h e - m o n e y

optrona have been sold;

2) particular aal espersons h ave larrle(r) amoun t s of
deep-out -o f- t he -money opt i ons sa L es.

B) Aecertain t hat propef rrsk cttsclosure and sales
eolicitation t akes pl ace rn saI es of deep-out -o f-
the-none y opt rona.



NAIIONAL FUIURLS ASSOCIAI ION
tXIRCI SI AND ASSIGN}1I.NI

Member Firm AudrL Date

AUDI I OEJEC 1I VTS

l. Io detarmrno rhether the frrmra writton procoducaa are rn
compl.i6nce wi th NFA rulea.

2. Io ineure that the frrm I s wrltten procedurea are beinq
edherad to.

AUDI I PROCIDURI.S

1. Prepare a proceduree analyai.s

2. Rev j.ew lirm'e written proceduree for compliance Hith NfA
ruloe.

t. Select exerc 1se noL lces t hat have been assigned f or
6!T-i o n e and rev i ew for the followrnol

A. Are not ices aesiqned in accordance wr th NFA
rul€a.

B. Apply firme procedure to test ther r syetem.

C. Deterrnino Lhat customefa aro noLrfrod of oxercrso
aaargnments.

1) Reviow lrrmrs rocorda for ov idcnco of nolrlrca-
t I on.

2) Determine i.f cuetomers are not-rf ied prior to nextday'e t r adinq.

t) Confirm customer notiircaLion if deemeo neces-
aafy.

4) Determine fr rm's courae of acLron if cuet omer
c anno t be reached.



NA]IONAL FIJTI,|RI.S ASSOCIAIION
OP I I ONS BRANCH OFF I CT AUDI I

Firm Nemc Audit Dat e

AUDI ] PROCEDURTS

1. 0n a aamplo baare vieit branch offtces of an NFA
memb6r F Cl,.l . Includo in lh?--6'6-loctron procsor a rcvtot{ ol thooptlon curtoD|,r cornplrlnti, qroqrrphrc Ior:nl.Lon, .nrldlscuasi.on with lhs AudrL Supervlaor or l.lansgor.

2. Prepare procaduree analysis in the lol lowinq areaa:

A. 0rder handlinq
B. Cuetomer accountB and complarntB
C. Diecretronary account e
D. Sales pract icea

t. In each of the areas cited abovc, appty the necessary audiL
atepa sa indiceted in the q j.ven audrt pfoqrama.



NA I I ONAL TU
CUSTOMTR ACCOUN

IURES ASSOCIAIION
I S/CUSTOMIR COMPLAIN I

1.

Heober Firm Audi t Date

AUDII OBJTCTIVT

To dstermine that adoquate documenLet i.on exiete lor customer
account6 .

Io inaure that tho fi rm haB a eyetem of handlrng opLion
cuatoner compl.aints, including definable policrea and
pnocedurea to resolve such compl. arnts.
lo determi.ne whether the firm ie implemonti.ng auch a eystem
of handlrnq optiona cuetomer complainta so as t.o comply xith
l.lF A rules.

AUDI I PROCIDURIS

CUS I O].IER ACCOUN I S:

')

t.

t.
7

I

Prepere an option cusLomer accounL procedur.e analyero.

Det.ernine whother iirn is applyinq procedures drecussed rnthe analysr.e by exarnininq cuatomer frles.
Ver i fy that the opL ron cugtomor reco.ivorl t.ha rrsk
statement and thst the acknowLedqenent wae on frle
trading.

dr,scloguro
prrof to

CUS I OI.{ER COMPLAINIS:

1. Determi.ne who rithin the frrm is reaponarble for invesLr-

a

gatinq options cuatomer comp_leinte.

Determine who will be rsaponsible for fespondrnq to or
reeolving options cuetomer compLai.nts.

Review rrtth the spproptrate personnel rdentt fred rrr | & 2
above the firmre policies and pr.ocedures concernlnq Inehandling of opL rorrtr cuetombr complolnt6.

Reconcrle any complainta or complrance lrlqurrles reL.erved by
l{FA to thoe6 on frle wr.thrn Lhe frrm. Deter.mrne whethel thofi rm hss had any contact wrth Lhe complarnant and how each
,natteD wa!r reaol v ed.

Dsterm.i.ne if the f rrm rs reLaininq all |rf rtten oot lonB
cuatomor complaint.a and tf tha f rtm ln maklnrl un(l r.ol arnlnq
rocorda of al-t oral optrons cuatomec complar,nLs.

Deternirte j f Lhrr f trrn re lraki,nq and r..rtalltn(l a recor4 ol:

,,

4.

6.
1a.

b.
c. A qeneral rlescrlptron of the nature of the comolarntd. llhat, if any, action wsa t.aken by Lhe eub.iect firm in

regafd to the conrplaint.

0btain e liBtinq of unrosolvecl ont tr.rnd cusLomcr comnlarrrtsthaL would reaul t rrr an adjuottnerrt Lo l"he cust omur ,,., ,,r"ou"of $l,000. Revi,ew approxrmate dollar value in dieouLe and
determine the polent i al tmpact on capiLal.

lhe dat s esch opt iong cugtomer complarnt was recelved
lhe asaociaLed peraon who gervrcecl thc account

.,



8. Determine that th6 ftrm has trensmitterJ Lo NFA coprea of alI. options cuatom€r complainte thet tould rcsult in en arl,iuat-
ment to the cuatomer I a account ol' more than $1r000, as well
aa copies of the drepoait.ione of eech euch option complaint.

9. Deternine if there is any pending Iitigation reeultinq from
opt ionE customer conplainte.

a) Federal or Stalo courta
b) CF IC Reoarations
c) ArbitcaLion Procc.rdinqs

10) Rcvier optionE cuatomor conplaints for any trende, ropett-tivc conplainte, or numeroua complainte aqainat particulal
a6loaparsona, and note any findings in thie area.

11) Deternino {hnther the firm re ecting upon conplarnta ancl
rrsolvinq auch mstters within a reasoneblo amount ol" tims.

1?) Determine what, iF any, deaciplinary action(s) have been
taken by the firm against any employee, aasociate, aqent,
etc. rhich ras the regulb of am option cuetomera complaintor litiqation resultrnq from such a complaint. lneure thatpropof notification was qiven to NFA .

L\
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la{pa 
* &FCtt'? tlDlTY FLtl'1tr€S TRADIIiG CO\I.'J SS ICf,l

Fegi sterd Futu.res Associa t i on s ; Fxchalloe-Traded Cdrrrdity Options ;liotice of Corrrj ssion Apprcval of R,.rles

AeCy: Comodity nrtures ilrading Ccrmrission

ACrrct'l: liolice of Approval of Registered rltures Association Rrles

sL[l'AFY: The ccnmi ssion i.s prbrishing t]-is Notice il orde.r to ir,form t]re

pubric tlnt tlre ccr,nission has approved rures of tie Nationar Frtures Associ-

ation ("NPA") a registered futures association, b,y wllich NFA will regul.ate

tle prrdiase ard sale of excha:ge-t_raded cra:no3ity option contracts by its
r.E:bels, Under Ccrrrnission regml ations gcn'erni-ng tJre p:rcbase ard sale of

excllalrge-t:aded conrodity opticyls, only a Fdtures corrnission l\.Iercha,rt (";u'1.)

t'ilich. is a r.r3rd)er of the Fnrtic\rr ar exclrange on rn*r-ich the opLion it is
pt-u:cha s i-rrg or selljtg is t-raoed nay solicit or accep+, option orders, u:r1ess

trh€ FcM is a nerber of a fut'.rres asscciation registered by tlre Cu-,nission

r.tLich has adopted rules apprr:^red by the ccrn:.jssion and r,,-hich has detelnj_ned

to p::ovide for requlation of t_he ccrrodj.ty option related ac^"ivi t_v of its
nEt)ers i:r a rra:vrer equi"valent to ."hat req-uired o: cL-,nt-'act rerkets urde-r

Ccrr:jssion regulations. Co-lr;ssio:.r approval of lG?, s canpilarce ruLes

gcrr€ nr]q .ptions trarsactions of NaA rertErs will tius allo^, iSA nir-.be:s

r.*.:ch a:e rrot i:e-:tErs of a cr:.._:a.t reuk€t to sol-icit aj.C a;=pt o:c-cr-s ior

'.1* p',rrchasc and sale of e;iclie,-ge-trade<i ccrnodi -u.v* cpLiors, or to supen,:se

p€:scns so ejrgaged.

r-.r:'rl-i:\'E UL.IE: I insert db,-E of p-rb1i caLi on j

rOR zuRi}iER INFDRT{AiI ON OqffTS:

IGi'a'l !"attesor, Attorney AA,,i,sor, Dlvision of T:-aiinrg a:d Far:kets, Cdr,r"cd ty
FUtures 1"radi-ng Ccr-.rrission, 2C33 X St-r€€t, N.W., n*ashi:rgton, D.C. 205gi,

lrelqhorre: (2021 254-8955 .



SL?PIII.IfTTAFJ n\TORAT,.rcbJ :

Ccrr,Lission regirlation 33.3 (b) (1) prohjbits ary lErson frcrn solicitirg
or accep..i..rng orders for t-'re p.,:rcliase or safe of any conrcdi ty option, or
sr:Fe*isi:rg any trErson so engagd, r"rnless tie person is registered as an Ff,tit
under the Cornodity *change Act ("A*n) and is either a nanber of the
cant.act market l4)on L'hich tle optic.r is traded or a nEnber of a futures
association registered fu tJre Corndssion pursuant to seclion 17 of tle Act
I"+lidt has adopted rures w'ich the ccnraission has aFpr.sved pr-rsuant to
sec'ion 17 ( j) of the Ac-t, a.. wrr-ich ]ras deternhed to prorride for the regura_
tion of ccrnri:dity cption related activi ty of its ns,be,s ir a narurer equi\.a_
lent to t-hat reqrrired of coltract nra'kets under co;rldssion regtrlations.

I.IFA has sutnrjtted, and t})e Cormj.ssion has al4troved, pursuant to
seslion f7(j) of tl€ Act, NFA Ccrpliance Rules Z_15 tJ"ro:gh 2_21, r,trich
prcruide for NFArs regn:lation of its FCI.I nerbers erigage<i in tle transactions

':ivolvi:ig 
excr-'ange--traded crrmodity qptions. Rules 2-15 ttrrough 2-20 set

for.}I reguireEnts gorerning sales practic-es of FEMs transactiJE q)tions
busi-ness, and cronform to L\e requirarents inposed upon clntract r:arkets
px sJ5-nt to Pa-r-t 33 of Llre Ccr-r,L:,ssion,s .egutatlc"s|/ as set forth j,n tlre
table Lplo,s:

Carr-_l ssion
R:-:-:latio;r

33.1(a) (2)

33.1(b) (2)

33.4 (b) (3)

Rr.qrilr,:, p:.rt

FUI1 pa)ira.rt of
pre-jr.nis

D3:F-qr..-€f---\e-
ro.ey cpt:o..:s

Dercise notification
t! g?antor

tiFA Frrle

2-1 5 (c)

2-ls (b)

V if-A Corpl ia:rce R:1e 2_21, r.fiich i,"s also bee-n a;prcn ed b,y t]€ Ccrr'i ssicn,!E{'ujr€s NpA rErters d".yi'g-;;j!-;f;;" to srtrdt ertnin net-e.ria'sto lse ter days prior to begi;ing- a-air-i]"a q>tions-related b:sirress.



Ccr:riri ssion
Plh,1 :+ i ^

33.4 (b) (4)

33.1 {b) (5)

33.4 (b) (5)

33.4 (b) (71

33.4 (b) (8)

33.4 (b) (9)

33.4 (b) (10)

-3-

F.egui rsre1t

Custcrer co,plai:rts;
recorCs

F\f'i sdpen'i sory proce-
dr:res

Notice of disciplinary
actions

hrforcelerrt of disclo-
su-re rqlrirsrents

Sutmjssion of prcnptiolal
rnaterial

Discretior:ary acounts

Sales ccrnrn:r:-ications

NFA Rrle

2-i 5 (a)

2-19 (a)

2-19 (b)

2-19 (c)

z-1u

z-rtj

In addition, l$e sub,ritted, and tie Ccr,nission approved, aner&ents to
NFA Corplia-nce R:le 2-2 r^hich the Ccr-,,nrission had stated were necessa-ry prior
to its gEanting auttro:ity to NFA to e;iercise any of tie Ccr,rdssion' s registra-

tion funstions or to ra3u late parLicipants in any excharge-traded ccr,nodity
)l

options prograrni' TtE-- anEndrant-s wiII e l i.inirrate the r+ords 'wi1lfi:I. ard

"n'at-er:ialn f rcrn hrle 2-2 , l*rich gc .'erls f raudulent Lransactio,.rs, wher-e

i-'tcluiijrg tl-)ese terlrs j_n tjre rule results in creation of a s,,.a-rdard r,v.hich

renders it rcre difftcr:]t to establish violations of the FA rule ti,a:r tlie

correspondirg s€cticri of i-}€ Ast. As +-lp Ccrir.,rission noted :-n i+-s Order, a

"w-i11fu1" srirrda-rd h- been ir:terpreled to include cases ix r^'hich tbe p*-son

charged witi a viola;-icn b'-e.nt j.ona l1y ccnn'itted tie aqt cons:itutilg the

violation, r"']-}=t],er or :ror- tbe irersc:r knss he or she uas vic,lati_rrg th€ Ac.t,

4 Order GranLi-rg Ftristra+jon arrC \p:crvi:r,g Rr:les of NFB at 64 (septeTber
22, ),9811 . lbes€ nile cha:rges r{'cre neces sar), il order for }€A to be in
ccrpi.ia-.rce with 17 C,f.R. 5170.1, nhic$ req.,ri::es tlnt a registcred
futures as sociat-:ci: msure tlnt its nr=,ters adhere to relu1atory reguire-
nents at least as strilEert as tlrose ilposed ty tle C.rmissicr.



*4-

a clr-.ri ssics'r regulation, or ar Nre rule. itre ccnr.ission understands that NrA

\rjll i.l,'.-erpret tlre 'wi}lful" standa rd of 2-2 (c) in th-i s ,l"nr*j/
Filally, NIA has sdbndtted t:ro Deiegation pla:ls u,rder 17 C,F.R.

Sl ,52 (c) pul:suant to which I\FA will perfor-m f irr.:.rcial and sales practice

audj.ts of lse nenbers dealirg jr exchange--traded ccnnDdity cptions which are

not merb.rs of any contract narlcetl/ The Coir,rission has tlerefore concruded

tiat NFA has deterrtined to prwide for tlre rslulati.on of t}e ccrmodity option

related acLivities of its nssers i-n a nanner eguivalent to that required of
c-ontast narke+.-s \z Cornission reg,ulations. Thus, tlrose FCt ls which are

nEnbers of NFA are no,g authorized urder i}e Ccr-,nrission's options pilot
prDgr:an to solicit or accept cptions orders, or s,_pervise persons so enEaged,

F\l-suant to L7 C.p.R, S33.3(b) (t) (i) (B).

Issr:ed i-n h?shi€ton, D.C. on !,rardl 2l , 19g3, by t}e Csrnrission.

, /.'/ l/J,-r X .,j2*'/,rt,,m/
S€r r-c i;-n:' of the Ccrmis sion

1/
4/ -== Pla:rs have ben p:bl i shed for coarrt !,, tlre Co-r:ssion, 46 Fed.F3l. 9682 (l{a-rch 8, 1983}. Tbe p]ars will er--.:-r-e t}iat all Fr}ts will bearited for capli-a:rce *i th Corinri ssion, c.,cn..ract rurket, and \TA rslaire_re:,:s gove.nitrg e)icrd--k1ge-tl-aded cptio:ts \, e:.-her a coni.ract rarke.. or

lFA.



l\ ruerroNRL FUTURES ASSoctATtoN
| | zoo w r"reorsoN sT. cHrcAGo, tL .60606 . t312) 726.0070

February t, 1985

Mr. Theodore W. Urban
Deput y Dr rect or
Div ision of Tradrng and Markets
Commod r t y Futures Tradrng Commrssion
2031 K St reeL ' N. W.
Wash r ngt on, D,C. 2O581

Dear Ted:

In connectron wit.h t.he CFTC's review oi the proposed
NFA opt ron rules and audrt procedures adopt ed pursuant to Part
JJ of t he CFTC Rul es and contained rn our letter of December 5,
'l 98 2, you r aised several quest ions. This leLLer rs rntended to
set iorth NFA staf f 's response to t hose quesL rons in order to
facrlrtate therr resol uti.on.

Fi rst , you rarsed t he quest ion whether NFA is capabJ e
of enforcrno its opt i on rules and conduct inq sa les practrce
aud rt s of those FCMs for whrch NFA's audrtrng r"spon=rbrlrt ies
wrIl. not be del egat ed to another sel f-regul atory orqanization. As
we point-ed out rn the submrssion of December 6,-1981, NFA has
ass emb l ed an experrenced and capabl e st aff ( see attached biogra-
phies). l'le have drawn experienced talent lrom Lhe futures and
secur rt r es exchanoes, the fut ures rndust ry, the prrvate account -ing sect or and the CFTC. Six staff members hol d CPA certifrcates
and many more are currenLl y compl etrnq the requrrement-s for
certifrcatron. NFA currently has a Compl I ance Department staff
of J5 and we expect that stalflnq I evel to rncrease by at- I east
50% dur r nq the next several mont hs. }{e are at present conducting
audrts and f rnancr-al surveillance of futures comml.ssion merchants
that are not- members of any cont r ac t market and commodi t y pool
operat-ors. In developtn_o the audrt programs l-n these areas and
the opt t on sales pract rce programs, xe have utrlrzed and drawn
from the proqtams of the Commrssron and varrous commodity
exchanoes. In add.rt ion, we have utilized the broad exDerr.ence
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of NFAts staff to expand upon those programs. Consequently, ne
st rongl y belreve that NFA has the necessary manpower, expertise
and programs to provlde efFecLive regulati.on in the area of
exchange-traded opLion activities in addltion to the areas where
we have al ready assumed responsibility.

Youf second comment concerned whether NFA currently has
a program For the regulation of sales practices of NFA Members in
their general fut ures b us i ness parallel to the options proq r am
contained in our December 6, 1982 submissron. }{e bel j.eve that
the specifrc reason For adoptron oF the proposed optron rules
does not appl y in the oeneral fut ures sal es practice area and
that NFArs current r ul es, as approved by the CFTC, provide an
adequat e framework for the establ rshment of appropriat e st-andards
paral l el to those cont ained rn the opt i on ruIes.

Many of Lhe specr fic requrrenents and proscr j.pt j.ons
cont arned rn NFArs proposed opt ion rules are included because
they are required under the special regulatory scheme set forlh
rn Part ll ol the CFTCTs Rul es. It is cl ear that t.he CFTC's
specr frc regulatory responsibr I it ies j.n the opt i on freld are
t reat ed separately, under Seetion 4c of t-he Act , from its other
dut ies. Pursuant to Section 4c, the CFTC carelul I y constructed
specral pilot program rules whrch drffer substantrally from the
general rules governi"ng futures transactions both in the requrre-
menLs pl aced upon FCMs and rn the dut r es imposed upon self-
regul atory organizat-rons. In response NFA assembl ed a regul aLory
program in the option area whtch corresponds to the specr.f rc
requl atory scheme establ rshed by the CFTC. We do not, however,
belreve that it is necessary or appropriate For NFA to expand the
scope of those rules beyond the specific purposes for which they
wefe requlred.

Under CF TC RuI e 170.5 NFA is required to est-abltsh a
c ust ome r protection prog r am. As the CF TC recogni zed rn Lhe 0rder
Gr anL rng Reg i st r at ron and Approv ing Rul es dated Sept embe r 22,
1981 ('rRegistratron 0rder'r): "In response to these requtrements,
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the NFA has adopted a package oi compli.ance rules which establish
standards for lhe business conduct of rt-s members and wtll form
the basis oF the NFA's subsLantive regulation of its members."
Reg ist r at i on 0r der at 61. These rules incl ude the following:

Compliance Rule 2-2 which prohibits fraud, bucket shop
act j.vitres, the making of fal se report s or False
records, dissemination of false inFormatron affecting
commod it y prrces, enqaqj.ng in manipul at ive actrvitrest
t rading for a per son under a CF TC tradrng ban and the
embezzlement or conversion of customer funds:

Compl i ance Rul e 2-l wh ich prohrbits sharrng in cus-
t omers' pro fit s or I osses without written authority;

Comol i ance RuIe 2-5 vrhich
gusoended Member:

Compl r ance RuLe 2-8 which
discret ionary accounts i

Comol iance Rul e 2-9 which afiirmat
Memb e r to diligent1y supervise rts

NFA Frnanci aI Requi rement s which
designed to ensure the financral
Memb e rs and to or of ect customer

prohrbits deal rnq wrth a

regul at es the handl rng of

Compl i ance Rul e 2-10 which requires maintenance of
adequat e books and recordsl

iveLy requires each
employees and agent s

set forth rules
responslbrl rt-y of FCM

f unds; and

Compl iance Rule 2-4 which generally requires NFA
Members to "observe h ioh st andards of commercial honor
and j ust and equit-abl e principl es oi trade."

In addit j.on to the foregoing rul es, all of which v{ere
part of NFArs Bylaws when NFA v{as reg.istered, NFA has adopted and
obtained CFTC approval of Complrance Rule 2-11 which makes j.t a
violation of an NFA requirement for any NFA Member to vrolate any
of CFTC Rul es 4.15 through 4.41. Those rules, pertarnrnq to CP0s
and CTAs, deal extensively wrth saI es practice and cust omet
orotect ron issues.
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These rules, t aken together, provide a complete
regul atory framework withrn which the NFA Compl iance Drrector may
rnvesLigate and the Regronal Business Conduct. Commrttees may
consider and prescribe discipl ine For any improper conduct of
any NFA Member or Assocr at e which is connect ed in any way to rts
rel ationship wrth or treatmenl of cust omers. For ex ampl e,
fraudulent or high p ressu r e sales communi cal rons may be investi-
gated and punished under Compliance Rules 2-2, 2-4, and 2-9;
failure to have adequat e procedures to s uperv l se assocrated
persons in the handl ing of account s may be j. nv est ig at ed and
punished under Complrance Rul e 2-92 deceptive representations
concernrng performance rn an FCM trading program may be rnvesti-
gated and punished under Compliance Rules 2-2,2-4 and 2-9 wiLh
reference to the standards set forth in CFTC Rule 4.41 whi.ch has
been "incorporated" by NF A; and any violation of CFTC Rul es 4.16
through 4,41 may be invest,igated and punrshed by NFA under
CompI r ance Rul e 2-11.

In additron t.o the regulatory framework supplred by
NFA's exrstlng rules, NFA's compliance audit programs have been
designed Lo facrl rtate regul at-ron of the qenera] sales practrces
of NFA Members in a manner which rs substantrally equrvalent to
the program under NFArs proposed option rules.

Specifical ly. FCMs are audrted in a number of areas
rel at ing to cust-omer protection and sales practices. Included
rn these areas are Lhe followino:

Drscretionary Accounts. Accounts are tested to
ffiMember is complying with NFA's
drscretronary account rules and to determr.ne whether
lhere is ev i denc e of excessrve t rading rn the account s.

Customer Accounts. Account ooenino forms are
E-x-ain r n-€-fT6-=nEGe that proper doc,]ment at lon rs
obtained from cusLomers (e.o. disclosure statement
acknowledgments).

Cust omer Compl ai nt s. A review rs conduct ed to
E ETu-afE--Z-TiTi-'rd--Fandl lng of cust omer complarnts.
Thrs proqram will enable NFA to determine whether a
frtm rs fol lowrng proper superv j.sion and internal
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control procedures and will aid 1n ident-if yrnq
particular types of improper conduct such as use of
fraudul ent or high pressure safes communications.

Customer 0rders. An analysis of a firmrs customer
order flovi svsLem is conducted to determlne whether all
CFTC and NFA requirements are met and to evaluate the
integrity of the order llow system.

Margins, Al though NFA pl ays no rofe in establishing
TTFT6Ve I of margins, a review and analysis of a lirmrs
margi n procedures is per fo rmed to determine th at the
aoplicable mrnimums are maint ained for the ul t imat e
benefit and protection of customers.

In addit-ion, NFA has developed compl rance audit
proqrams for CP0 and CTA Members which are designed to closely
examine sales practices and promote customer protechron.

Nowhere in the Act (including Section 17(p)), rn CFTC
Rul es or in the Regrstratron 0rder is there any requirement that
NFA by r u1e prescrrbe the conduct of its Members t-o any specifrc
level of detail. NFA is only required to have rules which enable
i.t t o ool i.ce the sales oractices and buslness ethrcs of rts
l.lembers. As the CFTC has previously found, NFA's existinq rules
satisFy the pertrnent existing requirements, That those rules
may I ack the det ai I ol the proposed optron rul es is not due to
any defrcrency in existlng NFA rules. Rather it is due to the
fact that the option rules were draft ed rn the cont ext of speci al
tequl.rements.

As a self-regulatory organrzat ion NFA must ground its
rulemaking either on the specific requirements oi Lhe Act or CFTC
Rules or on the judgment of the Board of Di rect ors as to the
nature of just and equi.table conduct. A1 though the Board may
prescrrbe cert ain general rules out s ide of a speci frc factual
context, as a general proposrtion detailed sLandards of conduct
must- evolve under NFA rul es ( and may, thereaiter, be codi Fred 1n
those rules) as specific eases are decided by the Members' peers
rn the futures indust ry. Th j.s approach makes sense because the
concept ol sel f-requlatj.on requrres that detailed standards
reflect informed judgment concerning business ethics -- a
judgment whrch cannot properly be made in a faclual vacuum.
Furt hermore, det ai ]ed rul es which are not eit her requi red or



NFI\
t'lr . Theodore W. Urban
February 3, 198 5

Page 5rx

based on actual regulatory experience may be subject to the
crit icism that they are arbit rary and competitively oppressive to
some NFA Members.

In any event the quest-ion whether NFA must adopt
addit ional rules in ocder to be cequired to "establish mrnimum
standards qoverning the sales pract-ices of j.ts members and
persona associated therewith is not striclly relevant to,
and need not be decided in connect ion wit h the CFTC's consi.der-
ation of NFA's proposed options regulatory proqram. New SecLron
17(p) of the Act requi.res this j.ssue to be finally resolved
within nr net y d ays of the date of enactment ol the Futures
Trading Act of 1982. lt- will be time enough for the CFTC and NFA
to come to an understanding on this issue in connection wrth the
satrsFactron of the duL i es rmposed on NFA and the CFTC under new
Sect ion t7(p).

Yo ur third po 1nt dealt wit h the concerns expressed in
the Regrstration 0rder about NFA CompI i ance Rul e 2-2. In ofder
to al.lay those concerns NFA st aff wi 1I recommend to the Eoard at
rt-s meetrng on February 17, 198J that Complrance Rule 2-2 be
amended by del et ing the word "wiIl FulIy" both t imes which rt
appears j.n subsect:.on (a) and by deleting the word "materially"
each bime it appears in subsections (c) and (d), We bel ieve that
such amendments will sat).sf y the requirement under CFTC Rule
'I 70.1 that NFA rrequire lts members to adhere to regulatory
requirements governing thei.r business pract ices at least as
stringent- as those imposed by the Conmission.rl

We do not beI
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traLron 0r der at 54 cit
Act as the reason for b
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subsect ion (c) nor subs
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elieving that the willfullness sta
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4b(B) and subsect-ion (d) is intended to be the analoque lo the
relevant provrsions of Sect ion 9(b) of the Act . The willfulIness
s t anda rd is appropriate since both Sect ion 4b(B) and Sect ion 9(b)
of the Act include a sLandard oi willfullness anaLooous to th at
corrtained rn subsectrons (c) and (d).

We hope that the foregoing adequat el y address es your
concerns in reviewi.nq NFA's proposed options regulatory program.
If you have any questions or comments please do not hesrtate to
cal l.

Very truly yours,

General Counsel

JHH:cv
Enclostlre
cc: Andrea M. Corcoran
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lft. Joseph H. Ilarrisst, J!:-
GerEral- Cowrsel arrl Sea.etarv
National Fltures essiatiori
200 Viest lr,ladiscn Stleet
Ctdcago, IlI-i-rnis 50606

k: NFe Ccltplianc€ Rlles 2-15 tlEDuqh 2-2I arn efiErdrEnts
to Ccnpliance Rrle 2-2

Dear Mr. Iiarrison:

By letters dated DeeTber 6, I9BZ and March 9, 1993, NFA suhnjtted t}E
above rul,es ard anerdrEnts for Cqmlission approval trxlrsuant to secfj.on 17 (j)
of tr',le Act. The ccnraission apprcved tlre ngr ruLes and drerr&rEnts cn l46rctr
2r, ).983 ard al-so dete.rr,r-i.ned tiat tiley nay be placed into effect Jnuediatery.

Tl-€ Ccnnissicn a-lso al4)rcwed p:blicaticrn of tlre enclosed Federal-
Ruqi.sF release, wtfd: notifie.s the F.rblic t}at rn-rexcrrange nsrffF-s iitp
are NFA riErbers nEl\: rg'. scli.cit and accept cptitrls orders under 17 C.F.R.
s33.3 (b) (1) (i) (B) .

Very t-r-ul-y yq1rrs,

%* ( lT+-/*7
///;ane K. Stuc]€r I- Secreta:., cf tle Cornissiq.l

E:c1osr::e




