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November 1, 1982

lls. Jane K. Stuckey
Office of the Secretariat
Conrnodity Futures Trading Commission
20,I K Street, N.l{.
lashington, D. C. 2O5A1

Re: National Futures Association proposed
Arnendments to Bylaxs and Code ofArbitretion

De9! fls. Stuckey:

Pursuant to Sect ion 17(j) of the Commodi L y Exchanoe Act(the "Acto"), National Futures Asiociation ("NFA") i.,"r"Uy iiteswith the CommodiLy Futures Trading Commission ("Commission',) andrequests comnission approval of the following amendments to itsBylaws and Code of Arbitration which were adopted by the NFATransitional Board of Directors at ils meeting on 0ctober 14,1982. Additions are underscored and deretion6 are placed withinbreckets.

1. 8yl aws

A. The Amendment

CHAPTER 1]

Bylaw 1)01.

t**

DUES AND ASSESSMENTS

Schedule of Dues and Assessments.

Contract Harkets.

Itl

(a)
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(b) FClls and Agents.

(i) Each FCll flember shalI pay to NFA an assessment
equal to:

$0.]0 for each conmodity futures contract(other than an option contract traded
on a cont ract market end a dealeF option

on a round-turn basis, and

carried by it for a customer other than
t(A)l (1) a person having privileges of
membersfrfi on a conttact market where such
contract is entered or [(B)] (2) a person
whose contracts are carried i6-a pro-
prietary account, as defined in Commission
RuIe $t.3(y), by a person having
privileges of membership on such
contrac! market or [(C)] (l) an omnibus
accounr carried for anothEFFCM l-lember
for which assessments are payable to NFA
by the other FCM; and

(C) [each FCM Hernber shall pay Lo NFA an
assessment fee equal to $4.501 $0.20
for each dealer option contract-iA-5'
Iround-turn]. per trade basis [(see
paragraph (d) r belowl

carried by it for a customer other than a
person whose contracts are carried in a
proprietary account, as defined in Commission
Rule $1 .J(y) , by such FCl.{ Member:

Prov i ded, horever, t r *

(ii) Each FCll l,lember shall pay to NFA an amount equal
to 10% of the sum invoiced to customers under
(b) (i) (A) abov e; and

i*l

(A)

(B) $0.20 for each option contract traded on
contract market on a pef t-EnE--E aET s
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(c) Other Dues

(d) Dues of Releled Membe!s.

No!!ittlsLending anl other provision of this_ Bylaw,
rfh

t hose tel at eA yemU e r

The dues reouired of the related flember

(ii) $250 for each location at which

otlEv oHne
erson ovs oD m or

aoJacenr co each oLher shall be deened
a srngre locatroe tor purposes of this

o$ns suc

conf, to

I (d).

t ransact ion in
i + r]

er nemb e r e emDer s emol oyed
oEner emDer or e nterest
emDef s ne oEner mDer or emDl ovee
or e emDe s oEnef rt e slm

CF HEM er.
Cornrnodity 0ption Cont racLs.

For purpoaes of this Bylaw 1301,
I conmodity option contract shall

a round-tucn
consist of

the
are

9?l9Jy. f o.r purpgges of this paragraph, a Member may
eleq_t to be xithin a groupffi
wrf,n respecr to any other ilember within the r eTet-
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8. Explanation of Arn endm ent

(i) Eylaw 1r01(b). This anendnent sets the
amount of the NFA AsEffi6'[-7EF6ppI icable to exchange traded
and-dealer option transactions in accounts cerried by lienber FCilsat $.20 per trede and omits the requirement of ByIaw 1101(b)(ii)with respect to euch amounts thet an edditional iOX Ue paid to
NFA by the Member FClrl. Ihe principal purpose of this amendmentis to permit the NFA Assessment Fee applicable to optionstransactions Lo be accrued on a per tfade besis ratirer than on around-turn basis as is the case nith respect to trensections infutures contracts. The requiremenL of Bylaw 1l0i(b)(ii) with
respect to options Assessment Fees is eliminated in order tosinpliFy the calculation of such Fees.

The Transit ional Board of NFA recogni zed that there isno historical data upon rhich to base projeclions of the revenueto be generated by the NFA Assessment Fee applicable to exchange
traded options. Hence, the Board set the emount of this
Assessrnent Fee at 9.20 per trade to achieve approximate parity
with the amount of the NFA Assessment Fee applicable totransactions in futures contracts. The Board reduced the
Assessrnen! Fee applicable to transactions in dealer options from
a total of $4.95 per Dound-turn to $.20 per trade in order to
conform that Assessment Fee to the Fee applicable to transactionsin exchange t reded options.

Subsection (d) of Bylaw 1301 is deleted becausethe amendoent to Bylaw 1101 rernoves the need to define around-turn transaction in a commodity option contract.
(ii) New Bylaw 1101(d). New Bylaw 1lO1(d)provides for an e I ec tT6i-SfFFFf,Ett e-is within a related group topay reduced dues as a .part of such group instead of the arnountwhich rould otherwise be required oi the separate fienbers. This

emendment is intended to reduce the burden of NFA dues wheremultiple registrations are held by persons who are operatingessentially as a single enterprise.
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2. Code of Arbitretion
A. The Amendmenl s

CODE OF ARBITRATION

Section 4.

trI

Arbitration Panel.

(a) Appointment of Penel.

All arbitration proceedings under
this Code shall be conducted before an
arbitration Panel consistinq of three NFA
Members or individuals connicted therewirn
(one sueh Member or individuaJ desionateo as
panel Chai rman ) appoint ed by the President! . v9rv9||!,

except that where the aqqreqate amounL of Tne
cusL ome s c alms ( lnc no rnleres

rovidedrffian
arbitration under Section 2(a) of this Code
so requests in the Denand for Arbitration
( See SecLion 6( c) of this Code) r the Chairman
and et leest one other member of the panel,
and the Panel member rhere there is a
srn9le-member Panel, shall not be connected
ffir NFA (except as NFA
arbitDators).

Section 8. Hearing.

rt*

tt*

( f) Surnnar y Proceeding.

t{her t he I reoate
NCTU nleres

anount of the customer t s
ea reqate anoun

claims

e amounf or any counterclalms
inCludinffi

shall consist of one suc erson
ecretary di rects otherwi se:

ountetc atms nc U

u9
nteres s unoer

o
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B. Explenetion of Aqendnent s

The purpose of these amendments was described in NFA,ssubniEsion to the commission under section l7(j) of the Act datedAugust 27, 1982. The amendments submitted her6in are identicarto the anendments to the Code of Arbitration submitted in ourletter of August 27, 19BZ except that the nonetary linitation onarbitration cases which may be decided in a summary proceedinghas been increased to_$2r500 and the provisions priscribing
nonetary limitations for arbitration cases determinable bv one
member panels end in summary proceedings have been altered torequire inclusion of the aggregete emount of any counterclaims.These alterations conform Io ttre suggestions maie by commission
st aff in the letter of Karen llatteson, staff At tornLy-Division oflrading and Markets, dated September 1r, 19g2.

NFA respectfully requests that the foregoing amendmentsto NFArs Bylars end Code of Arbitration be declar6d eifectiveupon approval by the Commission.

K.
1,

Stuckey
1982

500 the rocee

ao erwtse.

RXt{:cv
cc: Andrea . Corcoran

Theodore l{. Urban

shall be conducted entirel
SStOnA Un ecretar

Very truly yours,
NAIIONAL FUTURES ASSOCIATION

ffi
President and Chief
Ex ec ut ive 0f f icer
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UNITED STATES OF AMERICA

COMMODITY FUTURTS TRADING COMMISSION
aB3 K Straet, N.W.

w$htngton, D.c. 20581

Januar!' 11, 1983

l'.1r. Rcbert K. Wi]Ir:^rth
President
National FUtf,lres Association
200 !i. Madison Street
(lrlcago, IlUlois 60606

Re: Prcposed AtTen&.ents to ByIa\., 1301(b) and (d)
Go/erdng Dues and Asses$ents

Dear I'1I . Wilnouth:

BV letters dated Novsber 1 and Decenber 9, 1992, NFA sub[itted
Proposed anen&rents to its B1,Iaw 1301 for Ccnrnission apprc^/al pursuant to
section 17(j) of ttle Act. Tire anen&rents revise tlE as;sessr€nts on both
exchange-traded @tion txansactions and deal"er option transactions, and
provide for tbe pal.'fiEnt of dues blz related renters as a group. The Ccnmission
attprc /ed tte proposed afien&rents on Januarlr 10, 1993. In addition, the
Ccnmj.ssion determbed that tlE anEn&rents nay beccne effective imredi-ately
as requested by NFA. Tlre Ccnmission understards, tsrever, tbat NFA will
periodicaUy reexanhe its fees structure, as NFA gajns regiulatory eqErienc€
arNl particul-arly if options trading e>ctr)atds beycrnd its crrrent level of
tradj.ng, to assure ttlat its fees strucEure prorides an eqrdtable allocatrcn
of dues alrong NFA nErlbers to defray NFA'S a&Rirlistrative erq)enses.

Very trul-y yours,

9f-* {'Y-4
/t*u K. stuckey I

Secretarl' of tle Ccnmissicn

o

)3I
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COMMODITY TUTURES TRADING COMMISSION
20311 K Stro€t, N.w.

Washlngton, D.C. a)5E1

lbr/efter 24, L982

Itlr. bert K. WifurEuth
Presidert arrl Ctrief D<ecutive Offier
Natiqnl Futlres Association
200 I€st Madisdr Str€et
Chicago, IllirDis 60506

Re: prcposed Aren&rEnts to Sections 4(a), g(a),
and 8(f) of the Naticnal F:tures Association's
Code of Arbitration

Dear I\4r. Wilnruth:

By letters Aatea $r?usLZZ ard lrcnerber I, 1992, NFA sutnLitted pro-
posed arerdrents to its 'coae-ffiruitration for ccnmissiqr approvar puisuantto section 17(j) of tlE ccnnDdity D<change Act. NFA arso iaciuaea iir its

1 s:b.rission prcposed anEndTents to its Bylaers F\rerning dues and
transaction fee asses$€nts, but tle ccmr[ssion has deferred onlideration oftlnse proposed arsdrEnts penaing NpA's sr:trnission of additional slpporturg
irlfonaticnl.

This is to jnform lut that the Ocnrnission apprwed tle proposed
anen&rents to MA's Code of Arbitration sections 414), g(a), urla b(f) onlbvqrbe! 24, 1982. The ocnnrissiqr has also deteJcnilEd, IrrrsEnt to section
17(j) , that tlese anen&rents n|ay go jnto effect. inneAiaG:.y, rat-ter thanthjrty days frqn tlE date of Oormissior approval _

Very t:uly 1u:rs,

9t^- i (AlLbG

+/n A. vileb
DEFuty Secretary of tlte Ccnrdssicr

ft
13

e
N
s
,o t9ii
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December 9, 1982

Ur. Theodore W. Urban
Division of Trading and Markets
Commodi ty Futures Trading Commission
2033 K Street, N.w.
Washington, D. C. 20581

Dear Ted:

Pursuant to your request this letter is to supple-
ment the explanation of the proposed amendment to NFA Bylaw
t30l(b) contained in my letter of November l, L982 submitting
that anendment to the CFTC for approval under Section l7(j)
of the Commodity Exchange Act.

As originally drafted and approved by the CFTC in
its Registration Order of Septembet 22, I98l- , NFA Bylaw
l30f(b) rould have required payment of the NFA Assessment
Fee \,ri th respect to exchange traded options in the same
manner as such payment with respect to futures contracts.
Althougr trading in exchange traded options was not
permitted either at the time the Bylaw \ras drafted or at the
time it was approved by the CFTC, that result was mandated
by Articl-e XVIII (I) of NFA's Articles of Incorporation
which defines "futures" to include option contracts traded
on a contract market. Hence, under Bylaw f30l(b) each FCM
Itlember yould have been required to pay to NFA an assessment
of $.33 per round turn for each exchange traded option
carried by it on behalf of its customers, with certain
exclusions.

The effective date of Bylavr 1301(b) coincidentally
fell on the date of initiation of trading in exchange traded
options under the option pilot program regulations (part 33
of the Rules of the CFTC). As that date approached NFA
receiveC comments from a great number of its FCM Members to
the effect that accruing and invoicing to customers an assess-
ment fee on a round turn basis riith respect to exchange
traded options presented difficult practical problems.
These problems derived from the fact that an option ',round
turn" could resolve itself by exercise or expiration as well
as by an offsetting option sale or purchase. FCMS pointed



NFI\
Mr. Theodore vl. Urban
December 9, 1982
Page Two

out that exercise or expiration were not appropriate events
upon which to invoice an assessment, thus, making it difficult
in some cases to invoice the Assessment Fee upon the conclu-
sion of a "round turn." Furthernore, FCMS contended that it
was difficult to invoice the Assessment Fee at the opening
of an option position because, as a bookkeeping matter, it
vtas burdensome to identify each option sale or purchase as
an opening or offsetting transaction.

The prospect of placing cumbersome bookkeeping
burdens on FClt! Members, especially at a time when many of
those Members vrere grappling rdith the bookkeeping procedures
necessary to participate in the options pilot program,
persuailed NFA to defer the effective date of the NFA Assess-
ment Fee on exchange traded and dealer options until after
NFA's Board of Directors had an opportunity to determine
whether NFA could simplify the options Assessment Fee
procedure. ( See NFArs letter to FCM Members of September
30, 1982, a copy of which is attached hereto)

This question was considered by the Board at its
neeting on October 14, 1982. The Board deternined to change
the basis upon which the NFA Assessment Fee would be charged
with respect to exchange traded and dealer options so that
the liability for a Fee and the duty to invoice would arise
upon each option trade instead of upon each option round
turn. Under that forrnulation an option Assessment Fee would
be payable on each purchase or sale of an option but no Fee
would be payable upon exercise or expiration of an option.
The Board determined to charge the Assessment Fee on dealer
options in the same manner as the Fee on exchange traded
options both because it anticipated that FCMs which offer
dealer options would have bookeeping problems sirnilar to
those arising with respect to exchange traded options and
because the Board saw no sufficient reason to conplicate the
Assessment Fee rule by treating the two types of options
differently.

In setting the level of the option Assessnent Fee
NFA took into consideration its duty, as expressed in Section
170.9 of the CFTC's Rules, to "promote fair and open competi-
tion among its members." Since some undetermined number of
option positions will generate liability for a per trade NFA
Assessment Fee only upon initiation of the position, NFA
recognized that the per trade option Assessment pee wouLd
have to be higher than one half of the futures round turn
Assessnent Fee in order for the averaqe incidence of the
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option Assessment Fee to be in parity with the futures Fee.
Lacking historical data upon which to base projections of
the percentage of options to be exerciseil or pernitted to
expire, NFA made a judgnent that the options Assessnent Fee
should be set at S.20. NFA came to this decision with the
understanding that the level of the option and futures
Assessment Fee would be reviewed in light of experience and
that, pursuant to Bylaw I30l(b), the collection of aII
assessments would be suspended during any year when the
budget goals of NFA have been met.

In setting the option Assessment Fee NFA also
deternined to require the entire amount of that fee to be
invoiced to customers thereby eliminating the requirement
that the FCM pay to NFA an additional lOt of the invoiced
amount. NFA recognized that an FCM was free, though not
required, to pass on to customers the expense of the lot
"surcharge." Nf'A also recognized that an FC!,l was free to
"absorb" the amount required to be invoiced by adjusting
other charges. Since an FCM nay, as a practical matter,
deal with the entire amount of the Assessment Fee, including
any surcharge, as it sees fit, provided it pays the amount
to NFA, there did not appear to be any reason to complicate
the calculation of the NFA Assessment Fee by adding a
surcharge.

The proposed Bylaw amendment submitted to the CFTC
for approval in my letter of November L, 1982 also reduced
the Assessment Fee applicable to dealer options from 94.50per round turn invoiced to the customer, plus a 10t "surcharge"
payable by the FCM, to $.20 per trade.

The $4.50 dealer options Assessment Fee had been
deternined at a time when no other types of option trading
were permitted. In order to determine the appropriate
charge on these unique instruments, representatives of NFA
contacted the dealer option grantors and asked what they
estimated as the necessary NFA annual expense to conduct a
compliance program for the offer and sale of those options.
The figure thus estiurated nas divided by total annual volume
to arrive at a total Assessment Fee of 54.95 per dealer
option lound turn.

This sum was reduced to S.20 per trade for several
reasons. First, it appeared that the assumptions underlying
the original figure may have been faulty. The gross figure
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upon which it \'ras based included all of the compliance
expense applicable to a grantor even though NFA would not be
regulating the grantors directly but, instead, would be
focusing principally upon the FCMS which were perrnitted to
offer the options. Second, the $4.95 figure failed to take
into account the fact that dealer options would not be a
unique type of instrunent after institution of the option
pilot program, so that NFA would not be required to institute
extensive audit programs and procedures exclusively applicable
to dealer options. Finally, NFA consideled that dealer
options may be offered in competition with exchange traded
options so that it would be inappropriate, in view of the
competitj.ve considerations referenced in CFTC Rule I70.9,
for NFA to disadvantage dealer options by requiring a higher
Assessment than NFA requi-red with respect to exchange traded
options.

I hope that the foregoing provides adeguate additional
background for the CFTC's consideration of the amend.nents to
Bylaw 1301(b) subrnitted in ny letter of November l, 1982.
If anything further is required please contact me.

Sincerely,
./ ./' ..' ,/.' ( /'.--=r{>4 2a-;.-_-_-}^'

Joseph H. Harrison, Jr.
General Counsel

JHH: cv
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UNITEO STATES OF AMERICA

COMMODITY TUTURES TRADING COMMISSION
20gl K Street, N.W.

Wa3hlngton, D.C. 20581

Janirarr-11, 1983 W

Mr. Robert K. Wilrcuth
EEesident
National zutrres Association
200 W. Madison Street
Ctricago, Illirois 60606

Re: Prcposed AnEn&rents to Byla\^r 1301 (b) ancl (d)
Go,rerning Dues and Assess(Errts

Dear Mr. Wilnouth:

Blt letters dated Novsrber l- and Decerrber 9, 1982, NFA suhnitted
pr@osed allendrents to j.ts Byfesr L301 for Ccnmission approval pursuant to
section 17(j) of tte Act. TfE arEn&rents revise ttp assess€nts on both
o<charge-traded option transactions ard dealer oplion transactions, and
provide for tle payment of dues b1z reJ-ated nE{rbers as a grdlp. the Cqmission
alprc /ed tle proposed anen&rents on January 10, 1983. In addition, tl1e
Ccranission iletermj-ned that ttE aren&Ients rnay bcffe effecLive ifirediately
as requested by lFA. The Ccnmission understands, ktrtever, ttlat NFA \^tiII
perioilically reer<amine its fees structure, as NFA gajrs regulatory er Erience
ard parbicul-arly if cptions trading e)lpands beyond its current l-evel of
tradirq, to assure ttEt its fees stnrcture provides an equitable allocation
of dues arong NFA nEftbers to defray NFArs adti-nistJative erqEnses.

Very trul-y yours,

%'*{e7
/t*u K. stuckey

Secretaw of tlp Ccrrnis sicrr


