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l\ Nlrronal FUTURES ASSoctATtoN
| |200 W. MAOISON ST.CHICAGO, lL.G0600r(312) 78't.t3OO

November 2L, L9g6

Ms. Jean A. Webb
S ecretary
Corunodity Futures Trading Commission
2033 K Street, N.W.
Vfashington, DC 20 581

. Re: National Futures Association, proposed Amendment to
Section ff of Schedule A to Bylaw 305.

Dear t{s . Webb:

Pursuant to Section IZ(j) of the Conrnocli ty Exchange Act("Actr), as amended, National futures Association 1;Nfa"; herebysubnits to the comnodity Futures Trading comrnission (',colnni ss io-n" 1a proposed anendment to Section II of Sahedule A to fiylaw 305.The anendment was ailopted by NFA| s Board of Directors at itsmeeting on Novenber 20, L986.

I. TEB PROPOSBD AIIBNI}IEIIIT

A. Anendnent to Bylaw 305, Schedule A, Section 1I to revise
NFAr s proficiency testing requirenents (additions are under-scored and deletions are Ibracketed];:

BrIAf'YSl OP
NATIONAL FI]TIJRBS ASSOCIATION
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CEAPTBR 3
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Bylaw 305. Registration antl proficiency Reguirements.
t**

Schedule A
*tr

II. proficiency Requirenents

[ (a) Associated Person eualification Testing
Requi renentl
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lExcept as provided below in paragraph (b).1 Any individual
applying to NFA for registration under the AcE as a futures
connission nerchant, an introducing broker, a conmod ity pool
operator, a connod i ty trading advisor or as an associated person
of any of the foregoing or applying for registration with NFA as
an Associate pursuant to NFA Bylaw 30I(b) shall not be
registered, tenporarily licensed or registered $rith NFA as an
Associate unless:

(1) NFA receives satisfactory eviclence that the applicant has
taken anil passed the National Commoil i ty Futures Examination

t2l

te $rh i s no tnore than two ve r ror to
rof

licant has clu I
utures cornrniss ion roKer , a

advtsor or as
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l-3.I NFA receives a certification, which shal-l be considered
incorporated into the application for registration uniler theAct, signed by both the applicant and the applicant rs
sponsor, stating that:
(i) tbe applicant is currently registered with the National

Association of Securities DeaIers, Inc. as a General
Securities Representative, and

(ii) the applicantrs sole activities, subject to regulation
.by the Conmission, are anil will continue to be limiteil
to:
(a) the solicitation of funds, securities or property

for participation in a cornrnod i ty pool, or

(b) referring clients to an associated person who has
satisfied the proficiency reguirernents set forth
in this Section II of Schedule A to Bytaw 305,
provided that the applicantr s referral of clients
is solely incidental to his business as a General
Securities Representative, or

(c) the supervision of persons whose activities are
linited as set forth above --



NFh
Ms. Jean A. Webb
November 21, 1986
Page 3

(iii)

(iv)

unless and until the applicant subnits to NFA satisfac-
tory evidence of having taken and passed the National
Comrnoal ity Futures Exarnination, and

the applicantis sponsor understands that the sponsor
nust supervise the applicant's conpliance with the
linitation on the applicant rs activities set forth in
paragraph (ii) above and that any failure of the
applicant to adhere to those limitations may be cause
for, among other things, disciplinary action by NFA
against the sponsor for violation of NFA Conpliance
RuIe 2-9, and

the applicant and the applicant rs sponsor unclerstand
that wi11fully making a materially false or misleading
staternent in any part of the application for registra-
tion, including the certification describecl above, is
cause for denial, suspension or revocation of registra-
tion and crininal prosecut ion.

[ (b) The requirenents set forth above in paragraph (a)
shall not apply to individuals who were registered as an
associated person or who had applieil for such registration as of
the applicable date listed below and whose registration as such
is not lapsed when application to NFA is maile:

(1) August 1, 1983 for individuals applying for registration as
an introducing broker or as an associated person of an
introducing broker;

(2') March 1, 1984 for individuals applying for registration as a
futures conmission merchant, cornrnoil i ty pool operator or con-
nodity trading advisor or as an associated person of a
futures comnission rnerchant, connod i ty pool operator or
conmod ity trading advisor.

(c) Any individual who is subject to the requirement of
paragraph (a) and who becomes registered under the Act as an
associated person of a futures comnission nerchant, an
introducing broker, a cornnod i ty pool operator or a commodity
trading advisor by filing a form 8-S pursuant to the special
registration provision of CFTC Rules 3.12(d) or 3.16(d) must pro-
vide NFA with satisfactory evidence that the applicant has satis-
fied one of the requirenents set forth above in paragraph (a)
within 60 days of the nailing of the forrn 8-S. Failure to do so
shall cause such individual rs registration to lapse.l
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II. BXPT,ANATION OF IHB PROPOSED AI|BNDUBBT

Section II of NFA Bylaw 305 Schedule A sets forth therequirernents and procedures rerating to proficiencv testinq ofMembers and Associates (lTes-tin9_Requireinents'). 6pecificitly,each individual applying_ to NFA-for registration as- an FCM, Ii,
9lO, CTt or as an Ap wiII not be regisl.ered or temporarilylicensed unless:

I. NFA receives evidence that the applicant has passed theNational Comnocli ty Futures Examinition, or
2. NFA receives a certification signed by the applicant andthe sponsor stating that:

(t) the applicant is currently registered with the NASD
as a GeneraL Securities Representative and

(2\ the applicantr s sole activities subject to CFTCregulation are limited to
(a) the solicitation of funds, securities or prop_erty for participation in a commodity pooi, 6r
(b) referring clients to a fully tested Ap,provided that the referral of clients issolely incidental to the applicantr s business

as a GeneraL Securities Representative, or
the supervision of persons whose activities
are linited as set forth above.

(c)

The above requirernents do not apply if the applicant is
"grandfatheredn - that-is, is and has bee-n- c6nt i nuousl|^ registeredsince before the applicabie date.

In addition, NFA Conpliance RuIe 2-24 prohibits NFA
nembers fron ernploying any person as an Associat-e unless thatperson has satisfied the requirenents of Bylaw 305, Schedule A,Section II.

fn the vast najority of cases NFA Testing Requirements
gf:l.lg in the iray tbey were designed. That is, new ap-s coningrnEo rhe rndustry nust pass the NCFE before they can becorne regis_tered. However, it has been NFA's experience i-n adrninistering theTesting Requirements that from tine to time situations arise that
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can produce unintended results. For exanple, an intlividlual who
passed the NCFE and becane registered as an Ap in 1975, but left
the industry in 1976 and has renained out of the industry since,
could under the current Testing Requirements be registered without
having to take the test again if the inclividual can provide satis-
factory evidence that he passed the test in L975. This fact pattern
raises several concerns. First, such individuals usually do not
retain documentary evidence that they passed the NCFE, and they Cry
to prevail upon their forner enployers or the Menbership Services
Department of the Chicago Board of Trade to search their files for
such evidence. This represents a potential hardship to FCMS and
the CBoI .

More importantly, however, the futures industry is dynanic
and has changed significantly in recent years. Many nen contracts,
inclutling options, are now being traded and the regulatory struc-
ture is certainly different. This raises serious questions as to
whether passing the NCFE a number of years ago shoutd be accepted
as evidence of satisfactory entry level knowledge for persons who
have been out of the futures industrv for some time and seek to re-
enter it.

Another type of conplication arises nhen an AP who has
been grandfathered loses such status due to a brief lapse in regis-
tration. There have been isolated cases in which individuals who
have been continuously in the futures business for many years ter-
ninate their employment with their firns and become associated with
a ner.t sponsor 90 or 120 days later. Because these individuals did
not transfer their registration within the 60-day period set forth
in the Cornrnission Regulations, their registrations lapse and they
nust be treated as new applicants, whj.ch means they must take and
pass the NCFE even though they have only been out of the business
for a few months.

NFAr s Educational/Test ing Advisory Comrnittee (nCommittee')
considered these apparent incongruities in the Testing Requirernents
and reconnended that ce,rtain amendments be adopted. NFAr s Board
concurrecl in the Conmitteers recommendat ions. First, the Committee
recomnended that any applicant who had previously been registered
and had passed the NCFE but vrho has not been registered within the
two years prior to application be required to ret.ake and pass the
test in order to becone registered.

Second, the Corunittee recommended that any applicant who
has been registered at sone time within the previous two years not
be required to take the test. This would apply to applicants who
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were previously grandfathered as well as to applicants rrho hadpassed the exarn in conjunction nith the prior-iegistration.
Because the latest of _NFAt s grandfatheriig dates-is March i, 19g4,and because this amendment wourd not go into effect until March 1,198?, anyone applying for registratioi at or after that tine irho
had been previousJ-y grandfathered and who had not been out of theindustry for.rnore than t$ro years would necessariry have at reast a
Iga:'" experience (March 1, L9B4 to March 1, I9B5j. NFA believesthat the.experience which an Ap gains under adequate sponsorsupervision in a period of one yEar provicres as;urance that suchan AP has attained the required- Ievel of knowledge which wouldotherwise be tested for by the exan.

. The tero-year limitation in the proposed anendment willserve to ensure that applicants have the necessary entry level
knowledge to deal irith custoners, and at the sane tine iritl etirn-inate instances in whictr applicants i{ho are crearly knowledgeableare nevertheless required to take the exam in ordei to beregistered. NFA also considered that the rules of the NationalAssociation of Securities Dealers provide for a substantiallyidentical two-year rinitation peri6d, and that cBor rules includedsrmrrar provisions when the exchange was responsible foradninistering the exarn.

The adoption of this amendment invo.Lves two other
changes to the Testing Requirements. First, the grandfatheringdates (Section (b)) can be eliminated, because no-applicant who isnot currentJl registered can meet the g r andfather in!- dates and anycurrent registrant who becomes unregisiered and 1at6r re-applies -will non be subject to the two-year rule, not grandf ather i'ng.

. -Second, Section (c) can be elininated completely, as itshistorical purpose has been served. when the resti'n9 Req-uirernentsnere adopted, the granclfathering date established foi pi of IBs
was August L, 1983, while the grandfathering date for Aps of FCMs
vtas March I, 1984. Section (c) was designed to prevent. Aps of IBs
who becane. registered between August l, L993, ani ltarch L, Lggl,
_f_rorn avoiding the testing requir6rnent 6y bec6ming registeied as'APs of FCMs and then transfeiring to an IB pursuint [.o the g-Sprocedure. There is no reason to retain th-is Section no$.
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Upon approval by the Commission, NFA
amendnent to Bylaw 305, Schedule A, Section II
on March I, 1987. AII applicants applying for
FCM, IB, CPO or CTA, or as an Ap of any of theafter that date would be subject to the revised

intends that the
becone effective
registration as an
foregoing, on or
Testing Requi renents.

Very truly your s,

/'an"ut h. E",lrt-.,-' I u(r'
Karen lvl. Dorff
Assistant General Counsel

cc: Chairman Susan M. Phillips
Conrnissioner Kalo e. H i nEman
Corunissioner Fowler C. West
Comrnissioner Vlilliam E. SeaIe
Conrnissioner Robert R. Davi s
Andrea M. Corcoran
Kenneth M. Rai sler
Dennis KIejna
Kevin M. Foley
Kenneth M. Rosenzwe ig

KMD,/det (Disk *3)



UNITED STATES OF AMERICA

COMMODITY FUTURES TRADING COMMISSION
2G3{t X Stroot, N.W.

Weshlngton, D.C. 20581

F$ruarlr I7 , L987

Karen M. Dorff, Rsg.
Assistant Creneral- co:nsel
Natiornl !\rt res Association
200 west !,lad,ison Street
Chicago, I1lj:pis 60606

Re: AnerdrEnts to Section II of Schedule A to National
lltures Association Bvlavr 305

Dear l.Is. Dorff:

By letter dated lilovernber 2I, 1986, the National r\rtllres Association

suh&itted the abc,\re-referenced aner*rerrts to the CqnrLission for its aFFroval

pursuant to Sec{ion 17(j) of the Cc[nDdity &change Act. The Ccnmissicn

urderstards that, upon Ccrmissicnr atrT)rova1, NFA interds to nEke ttle arerdrcnts

effesEj.ve Uarch L, 1987. Tb"is is to inform you that tie ccnroission has tttis

date alFd:oved ttle NFA sulrnission pursuart to Section i.7(j) of the Act.

Very tnrly yo:rs,

t 1,1

Cil- - /J {'t-)!-'t't"
1,f,ean A. I{ebb
Secretarlr of tlre Cc$n{ssicrr


