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Tom Sexton:   Good afternoon and welcome to NFA's Fourth Annual Town Hall webinar from snowy 

Chicago and New York.  My name is Tom Sexton, and I'm the President and CEO of 
NFA.  I am joined today by Ron Filler, who is an NFA Public Director on NFA's Board 
and Executive Committee member and also a professor at The New York Law School.  In 
addition, all of NFA's officers are here with me today. 

 
 Input from Members is very important to NFA.  The purpose of this Town Hall is to 

provide an opportunity for you, our Members, to ask questions of NFA's leadership.  
After a short explanation of our program and a brief summary of current initiatives, we 
will spend the rest of the time answering questions.  We want to hear from you, so please 
ask any question that you might have about what's going on at NFA.   

 
 Just as a housekeeping matter, please note that although you are able to hear us, you 

cannot verbally ask questions.  To ask a question, locate the box labeled "Ask a 
Question" on the left side of your webinar screen.  Type your question into the box and 
press the "Send" button.  We are able to see questions as they are submitted and will 
answer questions in the order that they are received.  You can submit your questions at 
any time throughout the webinar.  We will answer as many questions as we can, time 
permitting.  Should we not get to your question or if you've asked a firm specific 
question, an NFA staff member will reach out to you by email after the webinar.   

 
 Before we begin answering your questions, I'd like to discuss our recent long-range 

planning meeting.  Every few years, NFA's Executive Committee and senior staff devote 
an entire day discussing the challenges and opportunities that may impact NFA and its 
Members in the next two or three years.  There was no shortage of topics—I should 
say—to cover during this meeting.  We addressed topics including swaps regulatory 
issues, futures regulatory issues, SEF market reform, NFA's strategic plan, and Member 
cybersecurity.   

 
 Now I'd like to ask a few of our officers to provide a bit more detail on these topics.  And 

I'll start with Karen Wuertz, who will discuss the swaps proficiency requirements.  
Karen? 

 
Karen Wuertz: Thanks, Tom.  So, to raise the professional standards of swaps personnel, we've just 

begun a project to develop proficiency requirements for individuals that broker swaps.  
We currently have proficiency requirements for all other individual registration 
categories, so it's appropriate to set requirements for swaps personnel too.   

 
 With the approval of our Board and with the CFTC, we will begin developing an internet-

based learning program with an embedded test.  These requirements will apply to all 
individuals engaged in swaps activity, including individuals designated as swaps APs at 
FCMs, CPOs, CTAs and IBs.  It will also apply to APs at swap dealers and also apply to 
SEF employees that broker swaps.    

 
 The first step in the process that we will take is to form an advisory committee made up 

of Members that will be impacted by these requirements.  We're just beginning, but we 
will continue to provide regular updates to our Board and to our Members.  And 
Members can stay abreast of these developments by listening to our Board Update 
videos, where we give regular summaries of what took place at our Board.  And that's my 
summary, Tom. 

 



  

Tom Sexton: Thank you, Karen.  Next I'd like to turn to Tim McHenry, who will discuss our strategic 
plan with regard to technology.  And Tim will focus on the update that we've been doing 
over the last few years to some of our critical systems and also a move to the cloud.  In 
addition, I think when Tim's done, he's going to have Yvette Christman from our 
Registration department talk about some of the updates that we've recently done to ORS.  
So I'll turn it over to Tim.   

 
Tim McHenry: Thanks, Tom.  As you mentioned and as part of our long-range planning, we prepared a 

multiyear strategic plan for our IT department.  Now there's a lot of key initiatives in this 
strategic plan.  But one of the most important is cybersecurity.  And in that regard, one of 
the most important things that we've been doing lately with respect to cybersecurity is 
having independent experts come into to test our security program.  Each year we have an 
expert come in to perform a full security assessment of our systems.  But this year we're 
going a step further and we're having a separate review performed for SOC 2 
certification.   

 
 Now people out there may or may not be familiar with the SOC 2 or Service 

Organization Control standard.  It's a well-regarded AICPA standard.  You might be 
more familiar with its predecessor that was called the SAS 70.  So our goal for this 
coming fall is to have a SOC 2 audit done and the certification obtained.  So look for a 
SOC 2 seal of approval on our website sometime probably this coming October.   

 
 Another big strategic initiative, as you mentioned, involves the ongoing modernization of 

a lot of our key applications.  One segment of this initiative involves a transition of 
certain key infrastructure at NFA to the cloud.  This is intended to enhance performance 
and it's also intended to extend our redundancy for business continuity purposes.  But on 
top of that, this modernization initiative also involves a complete rebuilding of five of our 
most critical systems.  Two of these systems are used a lot by our Members and by the 
general public.  One is BASIC.  That's the system that the public uses to get background 
information on firms and individuals.  We're going to be completely rebuilding that 
system.  The other system is ORS, our Online Registration System.  The updates to ORS 
are particularly significant.  So in that regard, I'm going to turn things over to Yvette 
Christman who heads up the Registration department, for more information on our 
updates to ORS.  Yvette? 

 
Yvette Christman: Thanks, Tim.  As you may remember last year, we implemented changes to our 

individual application process.  And this year we're currently working on changes to our 
firm application process.  The firm application process will have the same look as the 
individual process and have similar functionality.  And one of the key changes that we're 
making though to the firm application, just as we did with the individual application, 
we're removing that free-form matter page that appears in the disciplinary information 
section, and replacing it with firm disclosure matter pages, just as we did with the 
individuals.  And those pages are going to be specific questions that relate to the 
disclosure types that are being disclosed on the application.  Those matter pages will also 
be updateable, and as well as, you can view those matters that have been previously filed 
by firms in the application process and also in the annual update process.   

 
 The other thing we're doing is we also updated instructions.  We updated navigation.  

And those are pretty much the key changes that we're making to the firm application 
process.   

 
Tom Sexton: Tim and Yvette, thank you very much for an update with regard to the technology area 

and the ORS area.  Next I'd like to turn it over to Regina Thoele, who heads up our 
Futures Compliance area.  And Regina is going to discuss Member cybersecurity, both 
from the examination standpoint and for some possible updates that we're thinking of to 



  

the Interpretive Notice, which I think has been in effect for about two years now, on 
information system security.  So I'll turn it over to Regina. 

 
Regina Thoele: Thanks, Tom.  So I think as Tom mentioned, back in March of 2016, we drafted an 

Interpretive Notice that we kept very flexible and allowed firms to adopt an appropriate 
information systems security program or ISSP as we call it.  And I think in the first year 
or two years, we worked with a number of firms to take a very educational approach.  
We've done workshops on it, educating firms on what the requirements are, how to walk 
through their own assessment of their vulnerabilities at their firm, and to look at various 
themes that we point out in our Interpretive Notice when adopting their program. 

 
 So like I said, it's been a little-- about two years.  And this educational approach has 

helped, I think, many of the firms.  And now we're looking at what the next steps should 
be that we should be taking.  So a couple of things that we want to do, which we 
discussed at the long-range planning meeting with our Executive Committee, as Tom 
mentioned.  

 
 The first one is really an enhancement to our testing.  So we have looked at the programs 

that we have had in place with regards to testing firms' programs, and have really worked 
with firms to understand each of the areas that they have adopted and addressed in their 
programs.  Now we're going to go a step further.  We're going to start to learn a little bit 
more about how the firm is assessing-- let's say for example-- the risk from their vendors 
or third parties that access their system. 

 
 And what we're really just trying to do there, as I said, is to have a better understanding 

of what's being done.  So whereas the first time we went through, it was just making sure 
that you had policies and procedures to address those risks from those vendors or third 
parties.  But now it's really going to be the next step of trying to understand how you do 
that and go about understanding what the risks are from those vendors or third parties.  
But we think it's important to do some changes to our Interpretive Notice to provide 
additional guidance to the Members.  Again, we do really want to keep this flexible.  We 
don't want to be dictating how exactly you should do that.  But if we can give you some 
more guidance in certain areas, we think it would be helpful.   

 
 From our exams, what we really learned was that many firms questioned how much 

training that should be doing: the frequency, the type, the manner.  So what we're going 
to do is we're going to look at that area and we'll try and add some additional guidance 
that we can provide to the Members for that specific area.  The other big area was 
reporting on cyber incidents.  And so we are going to take a step back and look at that.  I 
think that our Notice talks about it, but we don't go into specificity about what exactly 
you have to notify us on.  And obviously that goes from different extremes.  I mean if 
there are customer funds that are missing or information has been stolen, that's one end of 
the spectrum where we really would like to know about that and have the firm notify us 
as soon as possible.  But then we're not looking for every time that somebody tries to 
hack into your systems.  So we have to strike the right balance there.  And again, this is 
something that we're looking at, trying to update our Interpretive Notice on. 

 
 Both of these areas are areas that we will work with the Advisory Committees to come up 

with the appropriate guidance that we will adopt and put in our Notice.  And then again, 
education will be another big part of this.  We have workshops planned for our next fiscal 
year.  So we will go through these with the membership at these workshops.  And I'm 
sure we'll put out-- when we put out our updated Interpretive Notice, we can send out an 
email to all the Members.   

 
 Now there's one other phase that we're looking at and that's what we're calling phase 2.  

We're trying to enhance the skills of our own auditors with regards to cybersecurity.  



  

We've been able to rely on Tim's department and talk to our IT folks when certain events 
have occurred.  But we think it's time for us to bring somebody in from the outside who 
would have some type of cybersecurity expert.  And some of you who are dually 
registered on the security side may already have experienced this, because it's something 
that FINRA has done and we have talked to them quite a bit about. 

 
 So right now those are the two areas that we're looking at and exploring.  And obviously, 

as I said, there will be a lot more education on this before we would implement anything.  
Plus we'll work with the trade associations and our Advisory Committees before anything 
comes up.   

 
Tom Sexton: Thank you, Regina.  Next I'm going to just turn to Ed Dasso, who heads up our Market 

Regulation area.  Hey, Ed, I'm just going to ask you, just to kind of briefly explain what 
we do in Market Regulation and some of the implications possibly of SEF market reform.   

 
Ed Dasso: Thank you, Tom.  So, currently NFA is the regulatory service provider to 14 SEFs and 

four DCMs.  And when we say regulatory service provider, this is a voluntary agreement 
that the SEFs and DCMs have in place with us where we assist them in complying with 
the core principle requirements which would be Part 37 for SEFs and Part 38 for contract 
markets.  We've been providing regulatory services on an outsource basis going back to 
2000 for DCMs.  And then of course with the passage of Dodd-Frank in 2010, that 
created the SEF category.  SEFs have been operating since 2013.   

 
 For context, on a typical day, the SEFs that we work with account for approximately 96% 

of all SEF volume.  Now regarding SEF market reform, it's no secret that one of the 
priorities of the CFTC Chairman is to promote more trading on SEFs and that the CFTC 
intends to amend the existing SEF requirements or Part 37 Rules sometime this year.  
Now NFA staff and Market Reg in particular, will be paying close attention to these Rule 
amendments, given our service provider agreements.  And some of what we'll be doing is 
quite obvious, such as comparing these Rule amendments to existing SEF requirements 
and making changes as appropriate, reviewing our internal policies and procedures, 
making appropriate modifications to our data specification and what I mean by that is we 
require all 18 of our clients to meet a standard data specification that we developed with 
our IT department. 

 
 So given what changes come through, we'll of course have to potentially make changes to 

that.  And then of course hopefully discussing potential no-action relief between the time 
the Rules are proposed and when they actually would become effective with the CFTC 
and in particular to the Division of Market Oversight.   

 
 And finally, probably more interesting to the callers right now or our Members, would be 

what I'd like to point out is we'll also be looking at the swaps trading Rules and how they 
could actually impact our membership, since every membership category, absent RFEDs, 
have varying levels of participation in SEF trading.  So needless to say, my team and I, 
we're eagerly awaiting to see what will be proposed by the CFTC.  And as I mentioned 
earlier, we expect that to be sometime this year.   

 
Tom Sexton: Thank you, Ed.  Next I'd like to just turn to Jamila Piracci who heads up our Swaps 

Compliance area.  And Jamila is going to talk and discuss some of the changes that we're 
making to the swap dealer examination cycle, including non-U.S. exams.  And so I'll turn 
it over to Jamila.   

 
Jamila Piracci: Thank you, Tom.  The swap dealer examinations, as you know in the past, have been 

based on large rule areas that we applied and examined across all the dealers.  We've 
always had a risk-based approach.  But in the past, this was designed by looking at the 
inherent risk of particular rule areas, as our early examinations were very education-



  

driven and allowed both us and the membership to get to know the regulatory landscape 
as well as the state of compliance at the dealers.   

 
 This fall the exams will be based on a more advanced or mature risk profiling process 

that should both make better use of NFA resources as well as firm resources, and help us 
to focus on areas of true concern at the dealers.  The risk profiling method that we 
developed—it's been newly developed.  It's going to take into account a variety of both 
new information as well as allow us to put into more objective standards some of the 
qualitative inputs that we've had before.   

 
 In particular, I'd highlight that we've begun receiving new data this year.  And the trend 

information around that data will be used as a part of this risk profiling approach that 
we're taking.  And we also put some objective standards and governance around the use 
of qualitative information, such as prior exams of firms, which has always been 
considered as we prioritize our examinations.   

 
 So when we talk about prioritization, we're talking about the risk of regulatory 

noncompliance and we're talking about the health of the firm as well.  And we want to do 
that for all firms, not just the U.S. firms.  So, I'll also note that while NFA has across the 
membership done examinations of non-US Members before, including countries like the 
United Kingdom and Hong Kong, we will do so as well with the swap dealers.  And so 
we'll highlight the fact that we have done some non-U.S. exams of swap dealers and the 
non-U.S. dealers are included in our risk-based approach.   

 
 For the non-U.S. swap dealers, I'll note that one of our key focuses will be to keep the 

non-U.S. swap dealers informed.  The approach will be similar to that taken for U.S. 
firms, these being the first exams for some of these folks.  And we also, I should note, 
will be focused only on those rule areas where there's no substituted compliance.  And so 
I'd also recommend for the Members to keep an eye on those prior Member education 
initiatives that we've had and look out for upcoming events. 

 
 We believe that this approach to a more advanced risk-based approach will allow us to 

have a more tailored approach to look at things that matter both to the firms and to us for 
that specific firm, as opposed to taking more of a blocky or a chunky approach.  So going 
forward, beginning this fall, that's the major initiative that we'll be undertaking for the 
swap dealer membership.   

 
Tom Sexton: Jamila, thank you.  And last, I'd like to turn it over to Carol Wooding, who is our General 

Counsel.  And Carol is going to discuss some of the updates that we've been doing in the 
virtual currency area and in the virtual currency derivatives area.  So Carol, I'll turn it 
over to you.   

 
Carol Wooding: Thanks, Tom.  I think everyone knows that cryptocurrencies such as Bitcoin have been 

around for years.  NFA has recently become more focused on this area, given the CME 
and CBOE Futures Exchange's launch of their Bitcoin futures contracts.  One of our 
primary focuses has been ensuring that investors know the risks that go along with these 
products.   

 
 The first thing we did was in December of last year, just prior to the time that CFE and 

CME launched their products, we issued an Investor Advisory which addressed the risks 
of futures on virtual currencies.  And that Advisory is still available on our website.  The 
Notice reminded investors that futures contracts, like all speculative investments, have 
risks and that some of those risks are significant and, as a result, investments in these 
products might not be suitable for all investors.   

 



  

 We also outlined a number of risks that investors should be aware of, including the price 
volatility and the impact that leverage could have on losses if the products move in an 
unfavorable direction.  And as you may recall at the time that CME and CFE launched 
these products, Bitcoin itself had been increasing in price pretty dramatically almost on a 
daily basis.  So the Notice also reminds Members to be wary of get-rich-quick schemes.  
Given all of the attention that these products were receiving in the press, they were just 
the type of product that would be ripe for a get-rich-quick scheme.  And then finally our 
Notice encourages investors to conduct their own due diligence on anyone who is 
offering these products.  And we provide contact information for our BASIC system, 
which allows investors to check registration status, membership status, as well as the 
background of those that they're dealing with.   

 
 In addition to the Investor Advisory though, staff also wanted to make sure that we at 

NFA had a good handle on what our Members were doing in this area.  So we issued in 
December of last year also some additional reporting requirements for FCMs, IBs, CPOs, 
and CTAs.  FCMs are required actually on a daily basis to let us know what their activity 
had been in virtual currency derivatives.  They have to tell us the number of trades that 
were done the prior business day for customers and non-customers and also their gross 
open positions.  IBs, CPOs, and CTAs are required to update their Annual Questionnaire 
when they begin offering those products.  If they have a pool that's trading in virtual 
currency, they have to let us know, or virtual currency derivatives. 

 
 We did have a question if an IB has to let us know about—update their Annual 

Questionnaire if they're just thinking about trading virtual currencies.  The requirement is 
if you're going to solicit or if you have solicited for virtual currency derivatives, then you 
must update it.  If you're just in the process of thinking about it, you don't have to do it 
yet.  But as soon as you start that solicitation, even if you haven't executed a transaction, 
you should let us know. 

 
 And then the last thing we're working on is enhanced disclosures that we want our 

Members to make to any of their clients that are trading virtual currencies or virtual 
currency derivatives through them.  We're looking at adopting an Interpretive Notice that 
would establish a principles-based requirement for CPOs and CTAs to provide investors 
with robust disclosures related to their activities in virtual currencies and virtual currency 
derivatives.  And the Interpretive Notice will highlight a number of risks that we believe 
CPOs and CTAs should consider with respect to the offerings they're making.  And if 
those are applicable to their offering, they should disclose it to their clients. 

 
 We are also looking at requiring FCMs and IBs to provide NFA's Investor Notice as well 

as the CFTC's Investor Advisory to any of their customers that would be trading virtual 
currency derivatives through the firm.  And then finally we want to make sure that 
investors don't misunderstand NFA's role with respect to the underlying virtual currency.  
So we're looking at requiring a disclosure that a Member would have to put in their 
promotional material and let their clients or customers know that, if they're trading in 
underlying virtual currencies, they need to disclose to their customers that NFA does not 
have oversight authority for the spot market virtual currency products or transactions, or 
the exchanges or the custodians, or really any of those markets.   

 
 We feel that it is important that customers of our Members realize that NFA is not 

overseeing those markets.  We will, of course, work with our Board of Directors, our 
Executive Committee and all of our Advisory Committees in developing these notices.  
That's my update. 

 
Tom Sexton: Carol, thank you.  And virtual currencies are certainly an area that we are paying close 

attention to.  Hopefully this last 20 minutes or so has been helpful to identify some of the 
real interesting and timely topics that we covered with the Executive Committee at their 



  

long-range planning meeting.  I am confident that the officers and staff here at NFA 
going forward will tackle these long-range planning initiatives and work closely with 
Members in doing so.   

 
 Speaking of that, we look forward to continued collaboration with regard to Members on 

all types of topics.  And at least for a moment, I'd like to turn it over to Ron Filler, who I 
mentioned is a Public Director and a member of our Executive Committee just for a few 
remarks before we get to some questions with regard for Members that we have received.  
So I'll turn it over to Ron.   

 
Ron Filler: Thank you, Tom, and good afternoon to everyone.  I just wanted to add to Tom's earlier 

comments regarding the importance of our recent long-range strategic planning meeting.  
These meetings are so helpful in setting NFA's priorities and focusing the executive 
committee's as well as the Board's attention on the areas that will have a significant 
impact not only on NFA, but also on its Members. 

 
 Another topic that I wanted to emphasize today is the importance of Member input and 

engagement.  Today's Town Hall webinar is just one way for our Members to interact 
with the NFA.  However, I want to stress that we are constantly looking for ways to make 
sure our Members are informed about NFA's activities and for Members to contribute 
their thoughts and concerns.  We engage with Members through these in-person 
workshops, surveys, and other webinars.  I also want to make sure that our Members 
know that they do not have to wait for one of these new activities to interact with NFA.  
If you have a question, a thought, or even a concern; please contact one of the officers or 
senior staff at NFA.  I'm certain that you will find them responsive and willing to listen.   

 
Tom Sexton: Ron, thank you and thank you again for your participation today in this Town Hall 

meeting.  Why don't we get to some of the questions that we have received?  I think a few 
of the questions relate to timing issues.  So I think first I'll turn it back over to Regina 
who spoke about some possible changes at some point to our information security system 
Notice.  And so Regina, maybe you could talk about some of the process that we'll follow 
there and possible timing as to when we might see some of those changes coming out.   

 
Regina Thoele: Sure.  So I think right now, as I said, we've just begun this process.  We've looked at 

some of the common deficiencies that we've seen in our examinations.  So that's one area 
that we've started to focus on.  And as I said, the training and the notification of cyber 
events are the other two big areas.  And so at this point we really need to sit down with 
our Advisory Committees and I think that that is going to take the next few months to get 
those meetings done and to propose some potential guidance that we can update on our 
Notice and once those are done, our Interpretive Notice has to go to our Executive 
Committee and to our Board for approval.  So I'd say we're probably looking at the next 6 
to 9 months before something would be finalized and out there. 

 
 But I will echo what Ron just said.  Here's a perfect opportunity for Members.  If you 

have feedback, suggestions on what we should be looking at, any particular area you 
would like us to focus on, we would welcome that.  Obviously you can reach out to me or 
to anybody in the Compliance Examination area or even call our Info Center or Jamila or 
her people, so that we can work on putting together the best possible product for the 
membership.   

 
Tom Sexton: Thanks, Regina.  And on another timing issue, I think I'll turn it back over to Carol to talk 

about virtual currencies and I know she mentioned a number of disclosures that we are 
considering.  I think a question's come in as to when we may adopt those disclosures with 
regard to Members engaged in that activity.   

 



  

Carol Wooding: Okay.  Thanks, Tom.  We're actually working right now on adopting those disclosures 
and working on the language.  We plan on going to our Advisory Committees with those 
disclosures actually within the next month or so.  And at that point we will obtain 
approval from our Executive Committee and our Board and submit it to the CFTC for 
approval.  So I would expect that we would have some final notices to send out to the 
membership by the fall, late fall this year.   

 
Tom Sexton: Carol, thanks.  And I think I'm going to come back to you for another question that we've 

gotten with regard to anti-money-laundering and when we will amend Compliance Rule 
2-9 or the related Interpretive Notice to reflect the beneficial ownership requirements that 
FinCEN issued with regard to FCMs and IBs.  So I'll turn it back to you. 

 
Carol Wooding: Okay, thanks, Tom.  I think everyone who's familiar with FinCEN and the beneficial 

ownership requirements know that those come into effect in the middle of next month.  I 
believe it's May 18th.  We've already drafted the changes to our Interpretive Notice and 
our Rule and we ran them through our Advisory Committees over the last several 
months.  And at this point we are planning on taking them to our Executive Committee 
this month and our Board next month.  And we will submit them to the CFTC, which 
should be a quick turnaround time.  So you should expect to see those changes early in 
the summer.  But I do want to remind everyone that even though our Interpretive Notice 
isn't finalized, you're still required to comply with those requirements because they are 
FinCEN's requirements as well.  And FinCEN did recently issue FAQs on those 
requirements that are available on their website.  So I encourage people to take a look at 
that and you can still call our staff with questions.  We're more than available to answer 
questions on those beneficial ownership verification and identification requirements.   

 
Tom Sexton: Thanks, Carol.  Jamila, I know we received a question, I think, just about examinations 

and moving to the risk-based examination approach and when we might—I think it's—
are we going to begin examinations in the fall pursuant to that approach or is that when 
we're adopting the approach?  Maybe you could just clarify some of the timelines with 
regard to that.   

 
Jamila Piracci: No problem.  I'm happy to clarify that.  The swap dealer examinations are not going to 

cease in the interim while we adopt this new approach.  The swap dealer examinations 
are currently conducted under a risk-based approach.  However, they are largely very 
topical based on our analysis of the inherent risk across various rule areas.  We also 
consider what kinds of challenges we've heard, we've seen firms having; and so we try to 
get to firms to make sure that we're there to support change initiatives or any kinds of 
questions that firms have to help them with their compliance. 

 
 The approach that I outlined is a more mature version of our risk-based approach and it 

uses a system that we built to analyze trend information based on the new data we've 
received and it also does still analyze qualitative information that we have based on prior 
experiences with firms.  And that will be rolled out over time, beginning this fall.  The 
current examinations that we are executing and that we will continue to execute through 
the fall are based on our more rudimentary approach that we've used for the last few 
years.  And then exams beginning in the fall, firms will start to see more tailoring over 
time.  So there's not like a light switch.  This is something that will grow over time 
beginning this fall, again, based on more information that we now have and a more 
objective set of standards we use to analyze that information.  I hope that clarifies the 
question and our staff would be happy to answer any further questions about any specific 
firms. 

 
Tom Sexton: Jamila, thank you.  We received several questions with regard to the current regulatory 

climate and the CFTC's, I guess, Operation KISS initiative, where they're reviewing their 
own Regulations to determine what can be simplified and amendments made.  And we 



  

received a couple questions as to whether or not we are going to undergo a similar 
process here.  And we are in fact going to undergo a similar process here.  I can just let 
the audience know that next year we formed an organizational goal that the Executive 
Committee and the Board will review shortly in order to undergo our own type of 
Operation KISS initiative. 

 
 Member input is always important to us.  And when we are reviewing our particular NFA 

requirements to ensure that they make sense with regard to the way that business is 
conducted today and that they provide the appropriate regulatory protection.  So if 
Members have any thoughts on that process or if there are particular Rules that you think 
that we should be looking at when we undergo that process, I encourage you to contact 
us, and we can certainly look at those particular Rules and requirements and see if they 
need appropriate amendments going forward. 

 
 So as I said, this seems to be a theme that we received with a few questions.  And so I 

thought that I would discuss that particular issue.   
 
 Regina, I know we also received a question with regard to our efforts to combat fraud and 

some of the current things that we're doing in that area.  So I think I'll turn it over to you 
from a futures compliance standpoint to respond to those particular questions.   

 
Regina Thoele: Thanks, Tom.  So I think an area of—obviously that's probably the most important thing 

that we focus on in our exams.  We are looking to identify the firms that pose the greatest 
risk and obviously combat any type of fraud action that could be starting.  So when we 
look at our membership, with the exception of swap dealers that I think Jamila has talked 
a little bit about, in assessing the risks that are there for all firms, we're looking for red 
flags.  We're looking for trends in the financial filings that we see of firms.  We have 
recently brought on a couple of quants in this area to start doing some risk modeling so 
that we can identify various data points that, when put together, have historically seen if a 
firm that has committed fraud.   

 
 So we look at those patterns and we're trying to identify firms that we think we should be 

spending our resources on.  We're very focused on going out to the firms that pose the 
greatest risk.  And if there's information through their filings, like I said, the financial 
filings or promotional material or internet surveillance that we do; and we connect those 
dots and try to identify any firm that we think is a firm that we should be spending our 
time on.  One of the biggest areas that help us to uncover potential problems is 
membership. 

 
 Many times we will get a referral from a particular firm saying that something just 

doesn't make sense or they've had questions from somebody that just really raise their 
eyebrow and they think that it might something that we want to look at.  So I encourage 
you, if there's ever something that you see that's problematic, to let us know—to pick up 
the phone or to email us.  We do have a customer complaint email box that you can put 
something in anonymously.  So we do welcome that and again, we'll continue to look at 
different red flags or ways to better assess our firms to identify firms that we think we 
should spend our resources on. 

 
Tom Sexton: And as Regina indicated, detecting fraud is the most important thing that we do here.  

And we place great emphasis upon that, designing programs for that, and it's essential 
that we do so.  So thank you, Regina, for responding to that.  Jamila, I thought I'd just 
turn to you now.  We had a question with regard to the information that we're receiving 
on swap valuation disputes and credit and market data that we started receiving earlier 
this year.  I just wondered if you can talk a little bit about that process and how that 
process is going from your perspective.   

 



  

Jamila Piracci: Certainly, Tom.  I will start with the valuation dispute data.  That's kind of an interesting 
history because the requirement to notify the CFTC of the occurrence of a valuation 
dispute has been in place really since the beginning.  And not long into our role, the firms 
were required to also submit that information to us.  However, the Rule as written doesn't 
provide a lot of meat on the bones in terms of what kinds of information needs to 
accompany that notice.  And so the information the CFTC and we were getting was fairly 
bare bones and didn't allow great opportunity to really see if there's a problem in the 
market or a spot where there might be some issues. 

 
 So one of the things, we both have been talking to industry participants, talking to our 

Swap Participant Advisory Committee, and also speaking with the CFTC.  We developed 
some parameters for the submission of those dispute notices.  We believe that the 
addition of some guidance or information around that Rule allows both the CFTC and us 
to make sure of that information more readily.  And it also solves the problem that the 
industry had, which was not knowing exactly what was expected.   

 
 There was a lot of back and forth and a lot of clarifications made to our initial 

suggestions and thanks to the industry participants as well as CFTC staff, we think that 
that ended up in a good place.  What we do with that information, as I mentioned 
previously about our risk profiling system; the valuation dispute data is analyzed for 
trend information.  So we look if this changes over time and that information is then 
processed by the system that we put in place to look at the risk profile of firms.  It aids us 
in identifying the order in which we review firms and it allows us to think about what 
kinds of rule areas we should focus on. 

 
 We also look at anomalies.  If we see something that's unusual or important 

concentrations, then we would take a closer look at that and also alert the CFTC if we 
thought there were some sort of issue in the marketplace.  That is something that's going 
to be more useful in time.  Because we only have a short time series right now, but we 
anticipate that would be the use.  So I think that's going fine and firms did a great job in 
submitting that information in a timely manner very early on.  So that went well.   

 
 We also began collecting credit and market risk data from swap dealers.  The swap 

dealers have a requirement to submit a Risk Exposure Report on a quarterly basis.  But 
there were no clear measures or standards in that document.  So we began working with 
industry participants and again through our Swap Participant Advisory Committee and 
also with CFTC staff on what kinds of things would be helpful.  And ultimately those 
constituencies led to the result that we would simply just collect data in a separate 
process and that data has been collected now since the end of January this year. 

 
 Again, this information even more importantly is to be used on a trend basis.  So month-

over-month changes allow us to understand how risk appetites and risk-taking may be 
changing at a firm to again allow us to know what areas we might want to focus on, know 
what concerns a firm may have, and what concerns we may have.  This is not intended 
for us to be back-seat risk managers.  This is to allow us to be informed regulators, 
paying attention to the health of the membership and being astute about how we use our 
resources and the firm's time.   

 
 That also went well.  Firms submitted in a timely manner and we'll be able to report in 

the future on the kinds of trends that this has allowed us to be more effective as regulators 
in looking at that.  Once again, we are happy to answer any firm-specific questions 
offline and our staff are always available for that.   

 
Tom Sexton: Jamila, thank you.  We also received a few questions with regard to—Tim had mentioned 

the BASIC redesign.  So I think I'll turn it over to Karen just to get some thoughts on 
what we're thinking about with regard to redesigning BASIC, and also we had a few 



  

questions with regard to the swaps proficiency requirements—what the process that we 
may file there and timeline that we may be looking at to adopt requirements in that 
particular area.  So I'll turn it Karen. 

 
Karen Wuertz: Thanks, Tom.  So in the—and we've announced this to our Members.  We've been 

working on updating our BASIC system.  And that's the system that's on our website 
that's used by quite a bit of our membership as well as other regulators, as well as 
investors.  And the purpose of that system is to allow users of the system to do 
background checks, to get employment history, and disciplinary information as well.  
Because all of the disciplinary actions taken by NFA, the exchanges and the CFTC are 
included in that database.  So it's a pretty robust database.  And the system hasn't been 
updated for a period of time and there's just a lot more visual tools that will allow users of 
the system to really get a better understanding of a firm's history, both its registration 
history as well as its disciplinary history.  So we're working on that and our plan is to 
release it hopefully within a year or so.  And again, if Members have any thoughts on 
how we can make that more useful for the membership, they should let us know.   

 
 I think the second topic Tom asked me to talk about was on the swaps proficiency 

requirements program.  As I mentioned, we've really just begun that project.  And you 
might imagine that it's a rather complex project with a lot of different steps in that we 
have to determine the right systems to use, determine the substance of the proficiency 
requirements, as well as determine what Rules may need to be drafted.  So again, we're 
looking at, in the next year or so, designing it and then looking, once we get what the 
requirements will be, determine what an implementation date is.  But what I want to 
stress is that the Advisory Committee that we are putting together that's made up of 
Members; one of the things we want to ensure is that Members have plenty of time to 
comply with these requirements.  Our philosophy has been forever that we want to help 
our Members comply with the Regulations and not catch them doing something 
inappropriate.   

 
 So that's where we are with the swaps proficiency requirements and that's the end of my 

answer.   
 
Tom Sexton: And Karen, I know that we had a question come in whether or not we could put LEI 

numbers on BASIC or think about doing so, I think, when we're going through our 
redesign.  And that's certainly something that we could look at as well as other types of 
information that Members might feel is helpful to put with regard to BASIC I think. 

 
Karen Wuertz: So at least right now the LEI numbers are not in BASIC.  Where they are located is 

they're located in our registry.  So that data is available on our website.  It's just in a 
different location.   

 
Tom Sexton: Next I'd like to—we have a question with regard to NFA's budget so let's turn it over to 

our CFO, Dave Hawrysz.  The question is, is what is NFA's budget and the current 
budget, and what's the process as to how the budget is adopted by the Board?  So Dave, 
I'm going to turn it over to you.   

 
Dave Hawrysz: Thanks, Tom.  Well, our budget, of course, is reviewed and approved by the Board of 

Directors.  The process that we—in fact, we're right in the middle of the process right 
now with our fiscal '19 budget.  Our fiscal year begins in July and ends at June 30th.  So 
our fiscal '19 is set to begin July 1st of this year.  The process with the budget is first staff 
will meet internally and develop the budget.  And that usually takes place in February and 
March.  And then in early April, in fact this Wednesday, we're meeting with our Finance 
Committee and they will review the budget and give us any feedback they wish to. 

 



  

 Once the Finance Committee reviews and approves the budget, it then goes to the 
Executive Committee.  The executive committee will meet the third Thursday of this 
April this month.  And then finally the last step for the budget is the full Board of 
Directors who will review and approve the budget. 

 
 Currently our budget, our fiscal '19 budget as a matter of fact, is—our operating expenses 

are planned to be about $102 million this year with our revenues being a little bit above 
that.  So, as I said, Tom, this budget does get a lot of scrutiny and a lot of review by the 
Board of Directors.  And the whole process will be over and the fiscal '19 budget will be 
put to bed by the end of May this year.   

 
Tom Sexton: Thank you, David.  Next I'd like to just return to Tim one more time just to talk about 

the—we have a question.  This Member thinks it's very important for us to get this SOC 2 
audit.  And they were just asking about the process that we went through with regard to 
the SOC 2 examination.  So Tim, I'll turn it over to you to just briefly remark about that.   

 
Tim McHenry: Sure, Tom.  Again, I'd stress that we find a lot of value in having third parties come in 

and assess our security program.  And the SOC 2 is just an extension of that philosophy.  
The process starts by engaging an independent expert, an auditor, in this case to come in 
and do the SOC 2.  As is the standard for these processes, they first do a readiness 
assessment.  In other words, they compare our current security against the SOC 2 
standards, and they identify any issues that might be out there.  We then in turn remediate 
those issues, and then they come in and perform the final SOC 2 exam. 

 
 So it's essentially—that's essentially the process.  We currently follow the NIST 800-53 

set of guidelines for our security.  So there are slight differences between that and the 
SOC 2 standards.  So it's just a matter of reconciling the two and bringing ourselves up to 
date so that we meet all of the SOC 2 guidelines.  That's the process we've gone through 
so far.  And that has put us in a position right now to be ready for the SOC 2 exam this 
fall.  And that's pretty much the process.   

 
Tom Sexton: Thanks, Tim.  And I think the last question that we have that we'll be able to get to today 

deals with AML requirements.  And I'm going to turn this over to Regina.  And it deals 
with the annual audit and the annual training requirements in our Interpretive Notice for 
AML.  And this Member was just asking if we could explain the importance of those and 
what's entailed in those particular requirements.  So I'll turn that over to Regina.   

 
Regina Thoele: Sure.  So I think this is good timing because we have talked many times about those 

requirements and it's something that I think firms are aware of but sometimes don't pay 
enough attention to it.  Under the AML Interpretive Notice, these two areas focus on two 
things that have to be required—have to be done every 12 months, not annually but 
actually every 12 months.  So for example, you have training.  You are required to do 
annual training with your employees and again when I say annual, I should really be 
saying 12 months.   

 
 So we look when we do our exams, we will come in and we will ask the Member firm to 

provide us with the documentation that shows us that those people that are required to 
take the training have taken it and that you have some type of written record that 
demonstrates when they took it last year, when they took it in the next 12 months, and 
again continually every 12 months that has to be done.  Same thing for the annual AML 
audit.   

 
 So you have to have an audit done of your AML program, and again this is required 

every 12 months.  So you should pay attention and focus on your requirements and make 
sure that your firm is complying with this every 12 months requirement.  So again, I can't 
stress enough that when we come in and do our examinations, we're going to ask for your 



  

verification or your documentation that shows you have conducted the appropriate 
training within the last 12 months from the previous training and that you have done the 
annual audit.  And we'll tell you that this is something that comes up often when we sit 
down and discuss whether or not a disciplinary action is appropriate.  The AML 
requirements have been in place for over 10 years and we're still seeing when we go out 
and do exams, firms who have been around for 10-plus years but have not done their 
AML audits as required or have not done the training.   

 
 So it's something that we're subject to review in this area and so we need to make sure 

that our Member firms are following the Rules and Regulations in those areas.  So if you 
want to avoid getting a disciplinary case, I strongly recommend that you check your 
internal records to ensure that you are meeting those requirements if you're subject to the 
AML requirements.   

 
Tom Sexton: So I know that we also received a question with regard to the AML requirements in 

general, asking where those are located.  They are largely in an Interpretive Notice we 
have to Compliance Rule 2-9(c), which is available on our website.  If you have difficulty 
locating that, let us know.   

 
 I recognize that we still have more than a handful of questions with regard to answer and 

we're running out of time.  So if you have submitted a question, we will certainly get 
back to you by email within the next few days or a telephone call and respond to your 
particular question.  I'd like to thank each of you for your participation today.  And we 
hope that you have found the information provided today to be very helpful.  The 
questions that you asked are especially helpful for us and will assist us in tailoring our 
Member educational programs going forward. 

 
 I'd also like to point out that you'll find a recording and transcript of today's Town Hall 

webinar on NFA's website in the coming week.  In addition, if we didn't get to your 
question, as I said, we will respond in the next few days to you.  At this time I'd like to 
turn it over to Ron just to make a few closing remarks before we close the webinar.   

 
Ron Filler: Thanks, Tom.  And I too want to thank all the Members who joined us today for 

providing valuable feedback.  NFA has always and will continue to help Members that 
want to comply by providing educational forums and training sessions and these types of 
webinars.  But NFA will also take the appropriate disciplinary action against those 
Members that don't want to comply.  NFA has a tremendous responsibility to regulate 
this great industry, but we must do so in an efficient, effective, and fair manner.   

 
 Thanks, Tom. 
 
Tom Sexton: Thanks, Ron.  And I certainly want to echo Ron's comments, thanking our Members 

again for joining us today.  I'd also like to thank all the officers for joining us today.  And 
the Members should be very proud of who we have as officers here who are on a day-to-
day basis coming in and are committed to solving regulatory issues and working with 
Members to do so. 

 
 So before I adjourn, I'd just like to mention that these webinars and this Town Hall 

meeting that we do are excellent for receiving feedback from all of you.  But as Ron 
mentioned, we are here every day at NFA and you should feel free to call us or email us 
at any time with regard to questions.  And we will get back to you as quickly as we can to 
respond to your questions.   

 
 So in closing, one last time I'd like to thank you for your participation and we look 

forward to hearing from you as to what regulatory issues you have and how we can assist 
in solving some of those issues.  So again, thank you.    


