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Security Futures: An Introduction to
Their Uses and Risks

Financial markets today offer an ever-

widening array of financial products.

Among the most recent are security futures,

which include futures contracts on com-

mon stocks and futures contracts on a

narrow-based index of securities.

Security futures, which have been autho-

rized by Congress, can be bought and sold

for either price risk management or for

speculative purposes. For many reasons,

security futures may or may not be an

appropriate trading vehicle for any given

individual. Or they may be appropriate in

some circumstances but not others.

National Futures Association, a Congression-

ally authorized self-regulatory organization,

has prepared this booklet to provide an

introduction to what security futures are,

how they work, and how they can be used,

as well as their risks and limitations.

This booklet is not intended to serve as a

formal risk disclosure statement. That

document must be provided by the broker

offering the product. This booklet is merely

intended to be one component of the due

diligence individuals are encouraged to

undertake prior to making any invest-

ment decision regarding security futures.

For additional information, refer to NFA’s

brochure, “Understanding the Opportunities

and Risks in Futures Trading” and the secu-

rity futures risk disclosure statement. Both

documents can be found on NFA’s web site

(www.nfa.futures.org).



4

Introduction

Security futures trading can provide new
opportunities for managing the price risks
inherent in volatile equity markets as well as

profiting from expected price movements in
these markets.

For example, an individual expecting the price

of a stock to increase during a particular period
of time could seek to profit by purchasing one
or more futures contracts on that stock. Profit

(or loss) will depend on whether the price
increases (or decreases).

Conversely, another individual (or the same
individual at some other time) could speculate
on an expected price decrease by selling

futures contracts at the current price, with the
expectation that they can later be profitably
offset by buying a like quantity of these con-

tracts. It is not necessary to own or borrow
shares of the underlying stock in order to sell
futures contracts.

The foregoing examples involve speculative
uses of futures contracts. But futures can also
be used for the purpose of managing or lim-

iting price risks. This is generally referred to
as “hedging” and it encompasses a number of
possible applications.

In no event though is futures trading for any
purpose—either speculative or hedging—
appropriate for any individual who does not

first have an understanding of the following:

•  The risks of futures trading, including the
risk that buying or selling futures contracts

can result in losses that may substantially
exceed an investor’s original outlay.
Although the nature and extent of risks

vary,  all futures trading involves risk.

• The unique terminology and arithmetic

of futures trading and how futures
contracts differ from other financial
products, including expiration and the

daily cash settlement of all gains and losses.
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•  The meaning and significance of “margin”
as the term is used in connection with secu-

rity futures trading as well as the financial
obligations it entails.

• The significance of leverage, which can

result in substantial futures trading gains
or losses from relatively small price
changes.

This booklet is divided into three parts:

• Part One.  An introduction to futures

markets, futures contracts and futures
trading—a plain language explanation of
how they work and a summary of things

you absolutely need to know.

• Part Two.  Examples of different uses for
security futures for speculation and for

hedging, along with the risks and limita-
tions of each.

• Part Three.   Due diligence.  This particularly

important section can help you decide, all
things considered, whether security futures
may or may not be an appropriate finan-

cial product for you. It suggests specific
questions whose answers are essential to
consider.
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PART ONE: FUTURES MARKETS,
FUTURES CONTRACTS AND FUTURES
TRADING

Owning any asset—be it bushels of wheat, bar-
rels of oil, or shares of stock—involves the risk

that price changes during the course of owner-
ship may adversely affect its value.

For more than 150 years, licensed and regu-

lated futures exchanges have existed specifi-
cally for the purpose of price risk transfer.
That is, the transfer of price risk from those

who seek to avoid risk to others who may
wish to avoid opposite risks or who, in the
hope of profit, are willing to accept risk.

Futures markets were initially created for trad-
ing in agricultural commodities to allow farm-

ers, processors, exporters and others to limit
their vulnerability to constantly fluctuating
market prices. Today they have evolved princi-

pally into markets for financial products as
diverse as U.S.  Treasury bonds and Eurodol-
lars. There is also futures trading in broad-

based common stock indices such as the S&P
500 and the Dow Jones Industrial Average and
in an expanding number of non-agricultural

physical commodities including petroleum and
metals. Successful and expanding futures mar-
kets, a number of them linked to U.S. markets,

also currently exist in most of the world’s
developed countries.

Recent legislation authorizing security futures

trading stipulates that they may be traded on
both futures exchanges and securities ex-
changes. Your broker can tell you specifically

where particular contracts may be traded.

Futures contracts
A security futures contract is a legally binding

agreement between two parties to purchase or
sell in the future a specific quantity of shares of
a single equity security or narrow-based securi-

ties index, at a certain price. A person who
buys a security futures contract enters into a
contract to purchase an underlying security.
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A person who sells a security futures contract
enters into a futures contract to sell the under-

lying security.

A futures contract specifies:

• The item being bought and sold. In the

case of security futures, the specific stock.
For example, shares of common stock in
XYZ Corporation, or in ABC Corporation.

• The standardized contract size. For example,
100 shares.

• The contract month, such as March, June or
September.  This is the month during which
trading in the contract expires, and futures

positions cannot be held beyond the expi-
ration date.  There is generally concurrent
futures trading in at least several different

contract months, usually more than a year
into the future. Because positions cannot
be held beyond the expiration date, losses

during the term of the contract cannot be
recouped by gains subsequent to the term
of the contract.

• The manner of settlement (e.g., physical
delivery of the underlying security on the
settlement date or cash settlement).

Futures prices
Security futures prices are determined the
same way stock prices are determined—

through continuous competitive bidding
among buyers and sellers. This may be con-
ducted either by open outcry on a trading

floor or through electronic order matching.
The current March futures price for, say, shares
of XYZ stock might therefore at one moment

be quoted at $50.00 and a moment later at
$50.20. Or at $49.80. Real time quotations sys-
tems normally display current bid and ask

prices as well as the most recent trade price.

Security futures prices are principally affected
by movements upward and downward in the

current cash market price of the stock. Differ-
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ences between the current stock price and
futures prices quoted for different contract

months are primarily due to the interest costs
of holding stocks through the settlement date
(e.g., the interest rate at which the stock posi-

tion is financed) and the timing and amount
of expected dividend payments. Your broker
is the best source for more detailed pricing

information.

Gains and losses
As with any financial instrument, gains and

losses in futures trading result from price
changes. Buyers benefit from price increases
and sellers from price decreases. For example,

were someone anticipating a price increase to
buy a 100-share March futures contract on the
shares of XYZ Corporation at a price of

$50.00 a share and later sell it at a price of
$55.00, the gain would be $5 a share ($500 on
the contract). On the other hand, if the price

had declined to $45, the result would have
been a $5 a share ($500 per contract) loss.
More illustrations of gains and losses are

provided by the examples in Part Two of this
booklet.

Buyers and sellers of futures contracts can

elect to realize their current gains or losses
prior to the expiration date of a contract
simply by executing an offsetting sale or

purchase in the same contract.

Physical delivery and cash settlement
Any futures contract that hasn’t been liqui-

dated by an offsetting transaction prior to the
designated final day of trading for that con-
tract will be settled at that day’s settlement

price. The terms of the contract specify
whether a contract will be settled by physical
delivery—receiving or giving up the actual

shares of stock—or by cash settlement—
where no stock changes hands. You should ask
your broker which method applies to the par-

ticular contract you are considering.
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Daily “mark to market” and settlement
Buyers’ and sellers’ gains or losses are credited
or debited to their accounts on a daily basis,

following the close of that day’s trading activity.
For example, if the price of a 100-share March
XYZ futures contract were to increase during a

given day from $50 to $51, a gain of $100
would be credited to the accounts of buyers
and $100 would be debited to the accounts of

sellers, either that same day or the following
day. This daily settlement process is conducted
by a clearing organization, providing a mecha-

nism that assures the payment of all gains and
collection of all losses on a daily basis.

A distinction between futures contracts and
stock ownership is that, because of daily
crediting and debiting of gains and losses,

futures traders may have access to current
profits without having to liquidate the posi-
tion, subject to applicable margin require-

ments described below. Conversely, futures
traders may have to make additional mar-
gin payments on short notice to cover

losses on security futures positions.

The importance of margin
The term “margin” has an entirely different

meaning in the futures industry than it does
when purchasing stocks. When purchasing
stocks, margin refers to a partial payment for

the stock being bought (with the balance being
financed). In the futures industry, margin is
solely a deposit of funds with the brokerage

firm to provide a reserve to cover potential
losses of up to a certain amount and is some-
times referred to as a “performance bond.” Ad-

verse price movements that reduce the reserve
below a specified level will therefore result in a
demand that the customer promptly deposit

additional margin funds to the account.

It is important, therefore, to remember that
an individual who buys and pays in full for

shares of stock has no further financial obli-
gation regardless of what happens to the
stock price. However, buyers and sellers of
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futures contracts make only good faith de-
posits known as “margin” and, depending

mainly on price movements, may be re-
quired to make additional margin deposits
at any time. Moreover, there is no guarantee

that futures traders will recover their initial
margin outlay or any additional mainte-
nance margin payments made to cover

losses on futures contracts, or that losses
will not exceed margin payments made.

It is important to emphasize that sellers of

futures contracts have the same margin
obligations as buyers. Whereas buyers may
be called on to deposit additional margin

when prices decline, sellers may be called on
to deposit additional margin when prices
increase.

Minimum margin requirements for security
futures are set by law at 20 percent of the
contract’s value, calculated daily, although ex-

changes can increase this level or adopt differ-
ent margin requirements based on risk. In

addition, brokers can and sometimes do estab-
lish margin requirements higher than these
minimums. Discuss this with your broker.

Discuss not only the amount of margin the
broker requires for the particular transac-
tion you are considering but also what

types of financial assets can be utilized for
margin purposes. Be sure you thoroughly
understand how rapidly and in what man-

ner demands for additional margin deposits
must be met. You should also know that a
broker can at any time change its margin

requirements and that, if raised, this may
necessitate the deposit of additional funds
even in the absence of any price change.

Because of the always present possibility of
margin calls, stock futures contracts should be
regarded as an inappropriate financial vehicle

for any individual who is unable or unwilling,
on short notice, to access other financial assets
in order to meet margin calls on open futures

positions.
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Failure to meet a margin call within the time
period allowed can, and generally will, result

in the broker liquidating a customer’s open
futures positions at the current price, with or
without prior notice. If this were to result in

losses greater than the amount of margin avail-
able in the account, the customer would be
responsible for covering those losses. Because

a broker is not required to consult with the
customer prior to liquidating open positions, it
has discretion over which positions are liqui-

dated, regardless of the impact on the
customer’s financial status or trading objec-
tives (e.g., hedges against security positions, tax

considerations).

Leverage
An important feature of futures trading for

many market participants is the leverage that
futures trading can provide. Leverage is also
possible in securities trading, but to a more

limited extent.

Leverage is a feature whose risks are the
mirror image of its potential benefits.

Leverage is frequently, and accurately,
described as a “two-edged sword.”

Leverage exists because the margin deposit

needed to buy or sell a futures contract is only
a portion of the current market value of the
contract—e.g., 20 percent. Any change in the

share price can consequently result in a much
larger percentage gain or loss on the funds
deposited as margin.

Example: Assume you make a margin deposit
of $1000 to purchase a stock futures contract

worth $5000. The margin in this instance is 20
percent of the current market value of the con-
tract. Were the current market value of the con-

tract to climb to $5500, the $500 gain is only
10 percent of the current market value of the
contract, but it’s a much more significant 50

percent of the margin deposit.

Or consider it this way. If one individual spends
$5,000 to buy 100 shares of stock at $50 a
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share and another individual deposits $5,000
in margin to buy five 100-share futures con-

tracts each with a current market value of
$5,000, a $5 increase in the stock price would
yield the stock buyer a profit of $500, while a

corresponding $500 increase in the current
market value of the futures contracts would
yield the buyer of the futures contracts a profit

of $2,500. Conversely, if the stock price were
to decline rather than increase by $5 a
share (with a corresponding $500 decrease

in the current market value of the futures
contracts), the stock buyer would lose only
$500 while the buyer of the futures contract

would lose $2,500. That’s a loss of 50 per-
cent of his margin deposit. This is the two-
edged sword’s other edge!

Clearing and financial protections
As previously described, all futures positions
are marked to the market by a clearing organi-

zation at the close of each trading day and
there is daily cash settlement of any differences
in the current market value of the contract.

Thus, if you were to realize a gain of some
amount on a Tuesday, the money would be
deposited to your account and, if adequate

margin remains in the account, available for
withdrawal after Tuesday’s close of trading, or
by no later than Wednesday. This will depend

on the exchange and/or the clearing organiza-
tion where the futures contracts are traded.

Funds and positions in futures accounts are

protected by the requirement—which is
strictly audited and strictly enforced—that all
customers’ funds be at all times maintained in

segregated accounts, totally separate from
any other funds of the firm. In securities
accounts, customers’ money deposited as mar-

gin for security futures positions is covered
through the Securities Investor Protection Cor-
poration, the same as other cash and securities

held in stock and bond accounts.  The security
futures disclosure document describes in
greater detail the protections provided in
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futures accounts and securities accounts, the
differences between the protections offered by

each type of account and the relative benefits
and disadvantages of each. Your broker can
tell you which method is used to protect your

account. However, neither of these safeguards
protects you against losses due to market
movements.

Stock index futures
In addition to single stock futures, Congress
has authorized futures trading in what are

called “narrow-based” stock indices—indices
that generally consist of a relatively small num-
ber of stocks within the same industry or

meeting certain other criteria.  These futures
contracts are traded in the same way and may
be settled in the same way (in cash) as broader

based stock indices such as the S&P 500 and
the Dow Jones Industrial Average.  As with
futures on single stocks, futures on indices can

be employed for either risk management or
speculation. Check with your broker for infor-
mation about the indices currently being

traded as well as contract specifics.

Distinctions between futures and other
financial products
While the possible uses of stock futures are

numerous and varied, their purchase should
under no circumstances be considered the
same as owning shares of the stock. Buyers of

futures contracts have no ownership interests
or voting rights and receive no dividends.

Moreover, on a stated date during the contract

month, futures contracts expire and any gains
or losses not already realized will be realized at
that time.Unlike shares of stock, an unprofitable

futures position cannot be held indefinitely in
the hope of an eventual price recovery. Futures
contracts accordingly should be viewed as

short-term trading instruments—whether for
speculation or for risk management.

Neither should security futures be confused
with exchange-traded options on common
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stocks. In some circumstances, futures and
options may offer alternative strategies for

achieving similar goals, but with different risk
and reward characteristics. Experienced inves-
tors can also employ futures in combination

with options to create customized financial
instruments.
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PART TWO: SECURITY FUTURES
ILLUSTRATIONS – OPPORTUNITIES,
RISKS AND LIMITATIONS

Security futures can be employed in ways that
range from highly speculative to others that

are intended to manage and limit price risks.

Among these:

• To speculate on anticipated increases or de-
creases in the price of the underlying stock;

• To speculate on a particular stock’s perfor-

mance relative to another stock;

• To “hedge” current holdings of a particular
stock against the risk of an adverse price

change;

• To establish, in advance, a definite purchase
price or selling price for stocks that will

not be actually bought or sold until some
time in the future;

•  To temporarily alter a stock portfolio’s
composition—as, for example, between
different industry sectors—without having

to acquire or liquidate shares of stock; and

• To create investments with specific risk
and reward characteristics by combining

stock futures with exchange-traded equity
options (i.e., puts and calls).

The paragraphs that follow provide brief

illustrations of how investors may use security
futures, along with specific risk considerations
and strategy limitations that are important to

recognize and understand. For the sake of sim-
plicity, the illustrations do not reflect broker-
age and other transaction costs. Obviously,

these need to be considered.

Speculating on an expected stock price increase
Since only a margin deposit is required to

buy futures contracts, it is possible to acquire a
position—and thereby profit dollar for dollar
from stock price increases—by depositing sub-

stantially less than the down payment required
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to purchase and hold shares of the stock.  The
risk, of course, is that a stock price decrease

will result in a dollar-for-dollar loss. As dis-
cussed, losses may exceed funds currently avail-
able in your margin account and therefore

require additional deposits.

Example:  Stock XYZ in January is priced at
$49 a share and you expect it to increase. To

profit if you are right, you purchase a 100-
share May futures contract at a price of
$50.00 a share. Assuming the required ini-

tial margin deposit is $10 a share, your ini-
tial outlay is $1,000. Your gain or loss will
depend on what happens to the futures

price.

If May futures price         Your gain or loss
when contract is             on the 100-share

sold is:                           contract will be:

$40.00                           $1,000 loss

$50.00                           break even
$60.00                           $1,000 profit

In this and other futures trading, you can at-

tempt to limit risk by employing a “stop order.”
This is a type of limit order placed in advance
to liquidate your position at the best available

market price once the price has moved to
some pre-selected level. Bear in mind, though,
that there is no guarantee that your broker will

be able to liquidate the position at any specific
price. That will depend on market conditions at
the time.

Speculating on an expected stock price decrease
Selling futures contracts on a stock that is ex-
pected to decline can provide a less cumber-

some and usually less expensive alternative to
establishing a short position in the stock itself
(i.e., by acquiring and selling shares of bor-

rowed stock.) The decision could also be influ-
enced by how rapidly, at any give time, your
broker may be able to accommodate a short

stock sale for your account. Short futures posi-
tions do not require the broker to locate and
borrow the underlying stock prior to execution.
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Whereas buyers of futures contracts seek to
benefit from price increases, sellers of futures

contracts seek to benefit from price decreases
and stand to incur losses if the futures price
rises rather than falls.

Example: In January the price of XYZ stock
is $49 a share and the May futures price is
$50.00. Expecting the price to decline, you

sell a 100-share futures contract at $50.00
and make a margin deposit of $1,000.

If futures price       Gain or loss on the 100-

when contract is    share futures contract
bought is:              will be:

$40.00                   $1,000 profit
$50.00                   break even
$60.00                   $1,000 loss

Speculating on a change in a stock price relationship
You may believe that regardless of overall mar-
ket direction during the coming months, the
stock of XYZ will gain in value relative to the

stock of ABC.  To profit if you are right, you
could purchase futures contracts on XYZ stock

and sell futures contracts on ABC stock. For
each  dollar the price difference between the
two stocks moves in the direction you antici-

pate, profit on every 100-share contract is
$100. For each dollar it moves in the opposite
direction, the loss is $100. The following illus-

trates how this type of strategy works:

Opening          Price at   Gain or   Price at          Gain or
Position          Liquidation   Loss   Liquidation    Loss

Buy XYZ
at 50          $53   $300   $53          $300

Sell ABC
at 45          $46  -$100   $50         -$500

Net Gain
or Loss   $200         -$200

Check with your broker for more details and
examples, including possible variations of the
strategy just described.

If Price Difference Widens If Price Difference Narrows
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“Hedging” against a stock price decline
What is referred to as hedging involves estab-
lishing a position in the futures market that is

equal and opposite your position in the cash
market, so that any loss incurred in one
market will be offset by a gain in the other.

It has been the principal reason for the exist-
ence of futures markets since their creation
and can be employed with equal effectiveness

for insulating stock portfolio holdings against
adverse price movements.

Protection against a possible decline in the
price of a stock can be achieved by selling fu-
tures contracts representing the number of

shares to be hedged. Should the price subse-
quently decline, the decrease in the value of the
shares will be approximately offset by an in-

crease in the value of the futures contracts.

Example: You own 1,000 shares of XYZ that
have appreciated since you bought them

and while you’d like to sell them at the
current price of $50 a share, there are tax
reasons for holding them until August. By

selling futures contracts, you can delay the
sale of the stock without the risk of a
decline in its price. To accomplish this, you

sell 10 100-share XYZ futures contracts
priced at $50. When the shares of stock are
sold in August, you buy back the futures

contracts. As the table below illustrates, the
total value of your hedged stock holdings
remains unaffected by either a price decline

or a price increase.

Price in    Value of    Gain or        Total
August     1,000        loss on         value

   shares      futures

$40         $40,000    +$10,000       $50,000

$50         $50,000               0       $50,000
$60         $60,000    - $10,000       $50,000

As the illustration clearly shows, an individual

who hedges stock against an unfavorable
price change also forgoes the opportunity to
benefit from a favorable price change.
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Although the example on the previous page il-
lustrates a “perfect” hedge, there are limitations

associated with hedging. You should discuss
these with your broker.

Using futures to establish the price for a later pur-
chase or sale
This variation of hedging can be useful in a
variety of possible situations. For instance, sup-
pose you’d like to buy shares of XYZ because

you expect it to appreciate, but the funds
needed to acquire the stock won’t become
available for several months (e.g., money you

expect to receive from a real estate closing or
maturing investment holding). Buying a futures
contract provides a way to establish the ulti-

mate purchase cost at today’s price.

Or, as another possibility, assume you expect to
acquire shares of a particular stock three

months from now—perhaps from an estate
distribution—but by then you are afraid the
price may have declined. Selling futures con-

tracts provides a way to lock in today’s price.
In both of these instances, however, you must

have the funds necessary to meet any margin
calls that may occur.

Buying and selling futures to alter the composition of
a stock portfolio
Based on market expectations, you may wish
to temporarily increase the weighting of health
care stocks in a portfolio while reducing the

weighting of energy stocks—or vice versa.
Rather than liquidate actual shares of stock,
which might have adverse cost and tax consid-

erations, it may be possible to achieve similar
results by employing security futures contracts.
This obviously involves some fairly complex

calculations to determine which contracts and
how many to purchase or sell to achieve the
desired portfolio composition.  This type of

trading strategy needs to be monitored
continuously for changes in the portfolio
composition.
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PART THREE: ARE SECURITY FUTURES
FOR YOU? A BRIEF GUIDE TO DUE
DILIGENCE

Futures trading in common stocks or any other
type of futures trading is not appropriate for all

individuals.  The only funds that should ever be
used to speculate in stock futures, or any type
of highly speculative investment, are funds that

represents risk capital—i.e., funds you can af-
ford to lose without adversely affecting your
financial health. Individuals should not risk any

funds that they cannot afford to lose, such as
retirement savings, medical and other emergency
funds, funds set aside for purposes such as

education or home ownership, proceeds from
student loans or mortgages, or funds required
to meet living expenses.

Furthermore, there are other reasons futures
trading may or may not be appropriate for any
given individual. Investment temperament  is

among them.

Individuals who’ve reeled from the dizzying

volatility of equity markets in recent years
should understand that the leverage in futures
trading can magnify the impact of that volatil-

ity. Even individuals who understand this and
can afford the risks may lack the comfort level.
Only you can determine that for yourself.

Other questions whose answers should be an
important part of your personal due diligence
include:

Are you willing and able to closely follow your open
futures positions?
Think of futures as a “pay attention” financial
instrument. Unlike stocks, bonds and mutual

funds that many individuals may not wish to
closely follow on a daily basis, open futures
positions need to be monitored. Futures are

intended to be used as relatively short-term
trading vehicles and require ongoing scrutiny
to assure that they are continuing to fulfill

your short-term objectives.  And, of course,
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margin calls on an open futures position
require an immediate decision to either meet

the call (i.e., deposit more money) or liquidate
the position.

What agencies or organizations have the responsibility
for regulating trading in security futures contracts?
Both the Securities and Exchange Commission
(SEC) and the Commodity Futures Trading
Commission (CFTC) have and exercise broad

regulatory authority, including oversight of the
regulatory responsibilities of the futures and
securities exchanges where stock futures con-

tracts and narrow-based stock index contracts
are traded.

In addition, firms and persons that conduct

business in security futures must register with
and comply with the rules of applicable indus-
try self-regulatory organizations. Both National

Futures Association (NFA) and NASD Regula-
tion, Inc, (NASDR), as well as the securities and
futures exchanges, have specific regulatory

responsibilities and authority over their members.
In addition, these organizations are themselves

subject to federal oversight.

Where can you get detailed information about the
risks involved in security futures trading?
Brokerage firms are required to provide all

customers with a comprehensive risk disclo-
sure document. It should be read carefully and
anything that isn’t completely clear should be a

signal to ask your broker for clarification.

Equally important, you should settle for noth-
ing less than a clear, current, and complete un-

derstanding of the risks of the specific strategy
you may be considering.  A useful approach is
to formulate a list of “what if” questions: For ex-

ample, what if the price does this? Or does
that? It may be helpful to work through a few
examples on paper. If the answers aren’t evi-

dent or lack certainty, pose the questions to
your broker.
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What should you know in advance about rules or
procedures that may differ depending on the
exchange where your order will be executed?
The most important differences to understand,

if there are differences, are those having to do
with the futures contracts themselves. And you
should have at least a general understanding of

how orders are received, routed, executed, and
confirmed on the exchange. You will also
want to know how and when trading gains and

losses are credited and debited to your account,
and whether positions initiated on one exchange
can be liquidated on another exchange.

Do you have sufficient knowledge about the individu-
als and the firm you would be doing business with?
A useful component of due diligence is to con-

tact the appropriate futures industry or securi-
ties industry self-regulatory organization,  NFA
or NASDR. Both can be contacted on-line: NFA

at www.nfa.futures.org and NASDR at
www.nasdr.com.  These sites can provide, at no
cost, a wealth of useful information, including:

• If a firm represents itself as conducting
public business in security futures, whether
the firm and its employees are currently

registered with and are members of the
required industry self-regulatory organiza-
tion. With few exceptions, registration,

membership and compliance with the
organization’s rules of financial and busi-
ness conduct are made mandatory by law.

• Does a firm or individual have a record of
disciplinary actions taken against them?
When? Where? And what for?

• Lists of publications that you might find
helpful.

You should also contact the exchange or
clearing corporation through which particular
security futures products are traded and

cleared for additional information.
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What types of information will the brokerage firm
provide you regarding order confirmations and
account status?
Chances are the broker may be able to provide

an advance sample of the forms and state-
ments it uses along with item-by-item explana-
tions. You’ll also want to know whether the

broker provides on-line access to current ac-
count information. Be certain also that you fully
understand what your own responsibilities

are for promptly reviewing the information
that’s provided to you and for notifying your
broker of anything you think is—or even

might be—in error.

If a dispute should arise involving security futures,
how can it be resolved?
In any industry, disagreements are bound to
occur from time to time.  The first step toward
a resolution should be to assure that you’ve

made every reasonable effort to reach a settle-
ment through direct discussions with the other
party. Failing that, there are a variety of avail-

able alternatives to litigation (unless you have
committed in advance to a particular method
of dispute resolution).

All of the exchanges where futures contracts
on stocks are traded, as well as NFA and
NASDR, offer one or more resolution alterna-

tives—including mediation and/or arbitration.
These generally provide the fastest, least for-
mal, and least expensive approaches to resolv-

ing disagreements. Another alternative may be
the CFTC reparations program. See page 25
of this booklet for a list of regulatory organi-

zations’ mailing addresses, phone numbers and
Internet addresses.
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NFA Information and Resources

Information Center:
800.621.3570

World Wide Web:
www.nfa.futures.org

NFA’s web site offers information regarding
the Association’s history and organizational
structure. NFA Members also will find the

current issues of the Member newsletter and
Activity Report, Notices to Members and rule
interpretations.  The investing public can

download publications to help them under-
stand the commodity futures industry as well
as their rights and responsibilities as market

participants. All visitors to NFA’s web site can
ask questions, make comments and order pub-
lications via e-mail.

BASIC:
www.nfa.futures.org/basic/about.asp
Anyone with access to the Internet is able to

perform online background checks on the
firms and individuals involved in the futures
industry by using NFA’s Background Affiliation

Status Information Center (BASIC). NFA, the
CFTC and the U.S. futures exchanges have
supplied BASIC with information on CFTC

registration, NFA membership, futures-related
disciplinary history and non-disciplinary
activities such as CFTC reparations and NFA

arbitration.
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Additional Resources

Commodity Futures Trading Commission
Three Lafayette Centre
1155 21st Street, N.W.
Washington, DC 20581
202.418.5080
www.cftc.gov

Securities and Exchange Commission
450 Fifth Street, NW
Washington, DC 20549
Office of Investor Education and Assistance
202.942.7040
www.sec.gov

NASD Regulation, Inc.
1735 K Street, NW
Washington, DC 20006-1500
202.728-8000
www.nasdr.com
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