
t,
^/l\ ruarroNAL FUTURES ASsocrATroN

-I I I zoo w. MADrsoN sT.cHrcAGo, 11.60606.{312) 781.1300

I.

l{m ? 2 qq Pl{'0'l
Feb rue ry 29, 1984

l,,ls. Jane K. Stuckey
0ffice of the Secretariat
Commodity Futures Trading Commission -

?Ott K St reet ' N. t{.
Washington, D.C. 20581

Re: N at ional Futures Association;
Proposed Amendments to Bylaw 1101 and
Addition of Bylaw 705 and Compliance RuIe 2-?4.

Dear Ms. Stuckey:

Pursuant to Section 17(j) of the Commodity Exchange
Act, as amended, ("Act") NaLional Futures Association (rrNFAx)
hereby submits to the Commodity Futures Trading Commission
("Commission") proposed amendmenLs to Eylaw 1f01 and new Compli-
ance Rule 2-24 and hereby requests review and approval of these
emendments. These amendments were spproved by the Boerd of
Directors ("8oardt') at e meeting on February 16, 1984.

In the text below, where appropriater edditions are
underscored and deletions are brecketed:

The Ame ndme nts

A. Bylew 1101

BYLAV{S OF NATIONAL FUTURES ASSOCIATION

CHAPT ER 1 ]

DUES AND ASSESSMENTS

Bylew 1301. Schedule of Dues and Assessrnents.

(a) Contract Markets.

Each contract market Member shall pey to NFA an
assessment calculated on the besis of t$.021 $.01 for
each round-turn transecLion in a commodity futures
contrect (purchese and sale or sale end purchase)
executed on the contract marke!, except that in any NFA
fiscal year, the totel of auch assessments paid by a
contract merket Member with two (2) Directors on the
Board shal l not be tg._"
EiiE6-assessments paid by a c offith
one rectoD on e board shar I no e mo Fe
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(b) FcM

(I,)

Members.

Iach FCM Member shall pay
ment equal Lo:

to NFA an assess-

(A) $0.28 [$0.]01 for each commodity futures
cont ract (other than an option cont ract
traded on a contract ma rket and a deale r
option contract ) on a round-turn basi s,
ano

(B) $0.15 [ $0.2 0] for each op t ion conLract
traded on a contract market on a Der
t rade basi s.

carried by it ior a custome r other than (1) a
person having privileges of membership on a
contract market where such contract is
entered or (2) a Derson whose contracts are
carried in a proprietary account, as defined
in Commission RuIe $1 .l(y), by a person
having privileges of membership on such
contract market or (l) an omnibus account
carried for anoLher FCM Member for which
assessments are payable to NFA by the othe r
F CM; and

(C) $0.16 t$0.201 for each dealer option
contract on a per trade basis earried by
it for a customer other than a person
whose c ont ract s are carried in a
proprietary account, as defined in
Commission Rule $1 .1(y), by such FCM
Membe r:

P rovided, howeve r, such assessne nLs shal ] be
suspended by the Board during any f iscal. year
when in the judgment of the Board the budget
goals of NFA for the iiscal year, as pre-
sc ribed by Lhe Board unde r Se ct ion 6 oF
Article VI I, have been met. The FCM Membe r
shall invoice these assessments to its
customer and shall remit the amount due to
NF A: and

t(ii) Each FCM Member
equal to 1O9(, of
under (b) (i) (A)

shaIl pay to NFA an amount
the sum invoiced to cusLomers
above i and]
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[(iii)] (ii) Each FCM Member shall pay to NFA annual dues
of $1 ,000 if such FCM llember does not cerry
dealer option contracts for customers, or
$'l ,500 if such FCM Member does carry dealer
option contracts for customers.

e

8. C om plianc e RuIe 2-24

RuIe 2-24. QUALIFICATI0N TESTING 0F ASS0CIATED PERS0NS 0F

Sub ect to the orovisions of hs (d and
law no e rson texce rson w o was r
an assoc ate erson oas or v{

4 an s-or sucn re on as o
re on as en assoc elson or an or

seo s at da e assoc ember
ess suc erson has en an

passed the National Commodity uEUres xemlnaElon.

Pursuant to Section 17(j) of the AcL' NFA also hereby
submits to the Commission the foLl owing proposed new ByIaw 705
which NFA intends to make effective ten days after receipt of
this submission by the Commission. This amendment was, unani-
mously approved by the Board at its meeting on February 16, 1984.

C. Bylaw 705

Evlaw 785. Finance Committee.

There shall be e Finance Committee no! hevin or
exerc e autno t e tsoar og v1 se e

ve u omm ee on m8 ers o c
e e9taDIrs ans an ies

UN s an
ees a o er

nance omm ee

ar
e es

e commi tment an expen ure o
srmenE or oues assessmen

eroes u n 1.1emD e rs en e rs.
cons st ol srx mem ers as otf s:

( a) NFA's P resident,

NFA's Vice Chairman who shall act as cheirnsn of the
nance uomm

o

(c) Four (4) other Directors as follows who ehell not also
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the Board at the first Board meetinq in each fiscel
year:

(i) 0ne (1) Director representinq contract markets,

(iii) One Di rect o r representin CP0s or C TAs. and

(iv) 0ne (1) Director who is a public representative

I I. Exolanation of Amendments

A. Bylaw 1101

1. Contract Market Assessments.

NFA Bylaw 1101(e) currenLly requires that conbrect
market Members of NFA pay an assesgnent of $.02 per round-turn
executed on the contract market with an annual minimum and
maximum of $25 r000 and $100,000, respectively. Upon review of
this contract market assessment, the Board has determined that i n

vi ew of the large recent increases in futures volume it would be
possible to meet a greater proportion of NFA's funding, reguire-
ments out of the FCM Assessment Fee set forth in Bytaw 1101(b).
Further, in view, in part, of the increase in trading volume, NFA
believes that the current structure of the eontract market
assessments may not edequately distribute NFA funding burdens
among exchanges of difFerent t'size,I' The Board has noted that
the result of nore exchanges' approaching the annuaf maximum
assessment is that exchanges of materially different "size" pay
the same emount to NFA. A related problem is presented by the
several exchanges which, on a per contract basis, would pay
substantialJ.y less than $25 r000 were it not for the established
mi ninum.

In addition, the current contract market assessment
structure was predicatedr in part, on the assumption that NFA
would provide substantial direct services to the various ex-
changes. NFA does not doubt that such services will be provided
in the future at the request of the various exchanges, but NFA
does not currently provide such direct services. Therefore, NFA
believes that et this time it would be more equitable to reduce
the basic contrect market assessment and further require that
eaeh contract narket be charged a reasonable amount for direct
aervices from NFA as end when the contrect narkets request such
services.
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Finally, NFA believes it eppropriete to reduce contrect
narket assesenents in view of the emendments reducinq dues and
charges upon other Menbers including the reduction in dues
applicable to commodity pool operators, conmodity Lrading
advisors, comme rcial benks end comme rciel firms submitted by
letter dated Decembe r 14, 1984 and the reduction in th.e FCM

Assessment Fee by amendment bo Bylsw 1101(b) submitted in this
letter.

Accordingly, NFA has proposed to amend Bylew 1101(e) to
provide that (1) tfre contract assessment be reduced to $.01 per
round turn, (2) the minimum payment be eliminated and (l) the
maximum paynent be lowered to $150,000 for those contracL merkets
having two seats on the Board end $'l 00r000 for those having one
Board representet ive. The Board further adopted a reso luLion
that NFA shell perform direct services for contrect market
Members subject to such charge, in addition to the ordinary
contract market assessment, as the Board shall establish. In the
interest of fairness among exchanges which Joined NFA at dif-
ferent times, the Board also resolved that this amendment should
be effective with respect to each existing contract market l'lembe r
as of the beginning of its second year of NFA membership. In
order that contract market Members may make appropriate plans
with respect to the contract market assessmenl, NFA is giving
such Members immediate notice of the effect which the proposed
amendment will have on the account of each with NFA.

NFA believes that the reduction of contract market
assessments wil I not substantially imp ai r NFA's ability to meet
its overall revenue needs considerinq other sources of revenue
such as the FCM Assessment Fee (discussed below). The elimi-
nation of the $25,000 minimum will ensure that the NFA contract
market assessment will not serve as an economic barrier to NFA
membership for smaller exchanges. Further, NFA believes the
lowering of the maximum paymenL and the distinction between those
contract markets having two seats on the Board and those having
one seat is more equitable approach to ettaining NFArs revenue at
this t ime.

For the foregoing reasons NFA beLieves that the
proposed amendment to Bylaw tl01(s) is consistent with the
reouirements of Section 17(b)(g) of the Act and Commission
Regulation 170.4 thet dues be equitably allocated among Members
and that dues not constitute a berrier to entry.

2. Bylaw 1101(b).

l{hen the Commission approved NFA's original Asseasment
Fee levels by letters dated September f0r 1982 and January 1'1 ,
1981 the Commission suggested thet the Assessment Fee levels
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should be periodically reevslueted in terms of the volume of
sssessable trading and experience with the operelionel costs
which NFA incurs in fulfilling its self-regulatory responsi-
bilities under the Act. NFA 89rees thet systematic reevEluation
of the Assessment Fee is necessary to ensure that it continues to
represent a feir sl.location of charges to defray NFA administra-
tive expenses. AIong with the estabLishment of the Finence
Committee, discussed below, the proposed amendment to Bylaw
1 101( b ) represent e step in that continuing process.

In view of NFA's current financial situation and after
having generally considered projected budqets and Assessment Fee
levels for the coming years' the Executive Comnittee recommended
to the Boerd thet the FCM Assessment Fee prescribed in ByIaw
1r01(b) be reduced to $.25 from $.ll on futuDes round-turns and
to $.16 from $.20 on exchange traded and dealer option trades'
This reconmendation was made in conjunction with the recommen-
daton, which was accepted by the Boardr that NFArs Fiscal. Year
1984 budget be revised es described in the memorandum attached
hereto as Exhibit A. The memorendum from the Executive Committee
to the Board ettached hereto as Exhibit B' elong with the
enclosed reports from Arthur Andersen & Co., describe in general
the proposed approach to regular analysis of the Assessment Fee
and the basis for the Executive Committee's specific recommen-
dation.

The Executive Committee further recommended that the
Board eliminate the FCt4 10% surcharge under former Bylaw
1101(b)(ii). The Committee believed thet this amount is gener-
al ly passed on to custoners along with the portion of the
Assessment Fee which is required to be invoiced. Thus, the
Committee viexed the surcharge as unnecessarily conplicati.ng the
cel cul at ion of the FCl.l Assessment Fee.*

The Board accepted the recommendations ol" the fxecutive
Committee with the modificetion that the Assessment Fee on
futures round-turns be reduced from $.73 to $.28 rather than the
$.26 proposed by the Executive Comnittee. The Board's rationale
in adopting a slightly higher Assessment Fee than proposed by the
Executive Comrnittee is thet the higher figure will eneble NFA to
adopt more conservative fiscal posture. This approech would
ellow a larger cash reserve fund which will help ensure that NFA
xiII be sble to meet anticipated budgeting needs should futures
trading or public participation in the futuree merkets fall
eignificantly below NFArs estinates. The Board elso believes
that adoption of the $.28 figure for the fourth quarter of
Fiecal 1984 (pending Finance Committee consideretion of the

fhe Board end the Commission have previously accepted the
concept of simplifying the Asseesrnent Fee in this manner.
In establishing the Assessment Fee for exchange traded end
dealer options the Board adopted a flat fee of $.20 and
eliminated eny a uDch a rge.

+/



t-

'l'{Fh
Hs. Jane K. Stuckey
Pege Seven
February 29, 19 84

appropriate level for Fiscal 1985) nill make an increase in the
Assessnent Fee as of July 1' 1984 less IikeIy. NFA believes the
amendments to the FCM Assessmenl Fee under proposed Bylaw 1101(b)
comport with Section 17(b)(5) of the Commodity Exchange. Act 8nd
Commission Regulation 170.4. In that regard it should be noted
that the proposed reduction will slso benefit those CP0 snd CTA

Members whose compensation arrangenents are linked to assets
under management or net perFormance.

The Board resolved to make the proposed amendment to
NFA Bylaw 1101 ( b) effective es of the lster of April 1' 1984 or
the date of approval by the Commission. NFA has given immediate
notice to its FCl"l Members of the proposed Bylaw emendnent in the
attached letter. ApriI 1,'1984 is preferred es the effective
date of the amendment to Bylaw 1101(b) beceuse it permits the
change in the Assessment Fee (which is paid quarterly to-NFA by
FCt4 frembers) to be acconplished at the beginning of an NFA fiscal
quarter. In order to be able to achieve that convenient effec-
tive date and to be able to give our FCM Members the ad vance
notice necessary to change their invoicing procedures, NFA

respectfully requests that the Commission conduct its review of
the proposei amendment to ByJ.aw 1101(b) as promptly as possible'
NFA would encourage consideration of that proposed amendment
separately from the other proPosed amendments submitted in Lhis
letter if that would result in a more expeditious revi'ew.
Although NFA is aware that the Commission and its Staff heve many
importint matters competing for attention, NFA hopes that this
submission contains sufficient information to pemit immediate
review.

B. Compli ance Rule 2-24.

Proposed Compliance RuIe 2-24 would prohibit an FCM

Member from permitLing an employee lo act as an associated
person ("APu) if thet employee has not taken and passed the
ilational Cotnmodity Futures Examination ("NCFEu). The proposed
rule exempts from this testing requirement any person who was
reqistered, or had applied for registration, as an AP of an
in[roducinq broker (uIB") or FCM as of March '1 r 1984 and whose
registration has not lapsed. By letter dated September 1r 198t
NFA submitted for Commission approval proposed emendments to
Section II(a) of Schedule A of the Bylaws to require new AP's of
IBrs to have taken and passed the NCFE. Proposed Compliance Rule
2-24 operates as a compliance requirement upon FCMs as opposed to
the IB testing rule which is a precondition of legistration for
the AP applicant. l{hen NFA is authorized to perform registration
functions with respect to APs of FCMs a registration related
testing rule will be adopted. As NFA has stated with reapect to
the IB-testing DUle, proPosed Compliance Rule 2-24 is intended to
be an early step toward e conplete complement of NFA proficiency
etandards vrhich will ensure that every NFA Henber demonstlates
proficiency through training, testing or experience.
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Currently most APs are already required to pass the
NCFE due to rules of various contraet markets. Proposed Con-
Dliance Rule 2-24 will, therefore, extend the testing requirement
io non-exchenge Member FCMs. However, cerLain contract markets
require only -pecialized tests of APs of their FCM members' NFA

expects that with respect to APs which solicit or accept orders
for execution only on a conlaact market which requires such e

Iimited test NFA may, at the request of the relevant contract
market, take a position that NFA will not enforce Compliance Rule
2-24 fot a limited period egainst FCMs whose APs have taken and
passed the limited contract market test.

C. Bylaw 705.

The proposed amendment to chepter 7 of the Bylaws would
establish a six member Finance Committee to review NFA staff's
budget proposals and recommend spproval of plans and priorities
regirding NFArs finencial policy to the Executive Committee.
Al[hough-ttte Executive Committee is responsible for advising the
Board on these matters and the Board mekes aIl final decisionst
NFA believes thet establishment of a Finance Committee as a

subcommitLee of the Board to focus particu.larly on NFA financial
policy and provide guidance to the Executive Committee would be
6eneficial. In sddition to NFA's President and Vice Chairman who
will serve on the Finance CommiLtee automatically r the Board has
appointed Thomas R. Donovan, Barry J. Lind, l{illiam A. Dunn and
J. Dewey Daene as Finance Committee members.

NFA respectfully requests that the amendments to Bylaw
'l 101 and Compliance Rule 2-24 be declared effective upon approval
by the Commission and that Bylaw 705 become effective ten days
after receipt by the Commission.

Very truly yours,
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Dear FCM Member:

At its neeting on February 16, L984 the Board of
Directors of NFA took tt{o important actions concernihg the
FcM Assessment Fee which your firm invoices to custoners and
pays to NFA. The changes to the Assessment Fee, which are
described below, are intended to be made effective as of
April 1, 1984. However, the changes must first be approved
by the CFTC. If approval is not given before April 1, 1984,
the effective date will be delayed until such approval is
given.

First, in view of NFA's current financial condi-
tion the Board determined to reduce the Assessment Fee to
$.28 per futures round-turn and $.16 per option trade. This
represents a decrease in the futures Assessment Fee of over
l5t from its current Ievel of 9.33 per round-turn and a
decrease in the option Assessment Fee of 208 from its current
Ievel of $.20 per trade.

Second, the Board determined to eliminate the 10t
surcharge which FCM's are currently required to add to the
anount of the futures Assessment Fee col.lected from customers.
Currently the S.33 futures Assessment Fee is composed of
$.30 which nust be invoiced to custoners and an additional
10t ($.03) which is payable by the FCM. Once the Board's
action takes effect, both the futures and options Assessment
Fee will be a single amount (9,28 and $.16 respectively),
all of which must be invoiced to customers.

As stated above, the reduction in the Assessment
Fees and the elimination of the 10t surcharge will. not take
effect until April 1, 198t1 and may not take effect until
after April I, 1984 if CFIC approval is delayed. we are
making every effort to secure approval prior to April 1,
1984 and, therefore, we urge you to prepare to make the
necessary changes as of that date. However, we will send
you another notice prior to April I, 1984 informing you of
the actual effective date of these chanqes in the Assessment
Fees. All Assessrnent Fees invoiced on or after the effec-
tive date should be at the new amount.

S i ncere 1y ,

JHH: cm

General counsel
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llemo To! Board of Directorg

From: Jean ltr. TiPPins

Re! Revised Forecast - Fiscal 1984 Budlget

Attached is an updated fiscal 1984 buclget which incorPorates our
;i;;a ;i* months of actual exPenditures and our.revised !ol ?!l
i"i-ifr" last six nonth-E-;T thi f iscal year. This revised forecast
tti" U."n reviewed by-arthur Andersen & co' at the request of the
ii..oti.r. Cormitte. Arthur Andlersenrs rePort, which f inels. this
i""iii"" reasonable, is provided to the Board under separate
cover.

The revised fiscal 1984 budlget of $I0'3 million produces a -net
,"a".i1"" of $1.5 rliiion fiom the original budget-apProved by-the
Board last l{ay. rne ictual expenditures through the first half
oi tiscat 1gg4 cornbin"a ,itt tire revised forecast for the second
friti reveaf several irr"t"n.." where previous totals as budgeted
ii tt,. May 1983 Board meeting will not be achieved or will be

"i"".a"a.' 
A brief explanati5n of the most significant variances

ioii"r". A detailed ixplanation wirl be presented at the
February 15 meeting.

A. overages - Higher than anticipated construction c9?!!r 
,paiticutarty in oui New York facility ($179M)

- Expanded and improved MlRs and FAcTs computer

"V"."t" 
and purihased additional equipment (S127M)

- The exPansion and
( srs6u)

B. Savings - Fewer comPliance-
means less travel
related benef i ts

buy out of our telePhone lease

staff because of slow hiring rates
(S9O1u) and less salaries and

($l?2u)

- Reduced need for outside fees and services ($98M)

- Reduced Board and Committee exPenses due to fewer
meetings (S204U)

EXHIBIT A
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fhe Executive Committee has reviewed the revised budget and
recommends its adoption and approval by the Board. The
following draft reiolution is offeredl for ailoption by the Board'

RESoLVED, that the revisetl budtget forecast for fiscal
1984 is hereby approved and adopted as the plan regard-

the comni tment and expeniliture of NFA funds.

-2-

- Reduced Arbitration expenses as hearings are
just beglnning ($1{1M)

-- Lower printing reguirenents in legal and regis-
tration (S114M)

- No need to borrow noney ($240M)

year
ing
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t{erno to : Soard of Dl rectora

From! 'dx-ecutive Committee

Re: ProPosed Formula for
and SPecific Revenue

February 8, I984

Adjustment of Assessment Fee
Reconnenalat ions

I. Introduction

NFA's Bylaws recognize that NFArs income, which is
largely dependlent on the volume of futures trading conducted
bv the public, may not precisely match the amount necessary
t6 rneet-NFA's budget goals as established by the Board.
Bytaw l30l(b) providles an objective -method 

to adjust income
bv allowing for suspension of the FCU Assessment Fee when-
eier, in the judgment of the Board, during any fiscal year
the budget goals for that year have been net.

Although suspension of the FCtr{ Assessment Fee for
the last portion of fiscal 1984 is discussedl below, the
Executive Connittee believes that rnethod is imperfect in two
imDortant respects. First, it addresses only the situation
whlre revenue- exceeds NFArs budget goals and does not provide
any objective approach to adjusting for a revenue shortfall.
secondl, it would place upon FcMs the dlifficult Practical
burden of suspending collection from customers of the Assess-
nent Fee for the remainder of a fiscal year and then re-
establishing its collection at the beginning of the next
fiscal year. (See Arthur Andersen t co.rs rt on Reviert
of Budqeting Process and Methods for De FCM Assess-

scusslon o suspension of Assess-

The method of adjusting incone set forth in Bylaw
f30f(b) is not mandatory but is only operative at the Boardrs
election. The Executive Committee believes that it would be
beneficial to consider an alternative method for adjusting
income which objectively accounts for income shortfalls as
well as excesses and which avoids placing unnecessary burdens
on FClt nenbers.

II. Alternative Method of Revenue Adiustment

Under the following alternative nethod of revenue
adjustment tbe FCU Assessment Fee would remain the only
incone source which is annually subject to change. All
other income sources' Euch as dues and contract market assess-
nents, would be fixed unless fair allocation of dues and
assessnents required some adjustment. (See specific recom-
nendations for these areas ) .

EXIIIBIT B
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A. Eetabliehnent of Budqet

At the May neeting of the Board of Directors the
soard wlll adopt NFl's o.terill operating and capital budget
iii-tn!-iotro*ing fiacal year. lt any subaeguent neeting,--
durlncthe.fiscalyeartheBoardwouldbefreetore-examlne
lfrii Suaset and nate any revisions which becorne neceasary
ao. t" uifor"".en circurnstances or changes in lilpA Prograns.

As a Part of the annual builgeting Process at-the
next May meeting the Board will deternine NFA's total fun'l-
'ii6 -rJe'.rli.ment - 

f or the f ol lowing . f i scal year ( "Tota1, Fund-
tn6 nequirernent" ). The Total Fundling Reguirement woulo
E"i"is€ of at least the amount of funds necessary to meet
ihe operational and capital expenses called for in the
approved butlget.

NFA's outside auditors have recommended and NFA!s
Officers and the Executive Cornrnittee concur that NFA should
;;i;i;i; a ieasonabre cash reserve as of fiscal year-end of
at least one quarte!'s incone (currently estimated at 53'5
.ifii"rt. If'the Board agrees uith that concePt' it could
le accomptished by including the amount.of such a reserve
itong wiitr budlgetad operational and capital expenses in-
a"l-i.i"i"g nrf's rotil Fundling.Reguirenent' For examPle'
ii-ihe aoaid approved an operating and capital bYgggt of.--.
Sil.j miffion i-na authorized a reserve of $3'5 million' then
Itre iotaf Funding neguirement for the following-year would
U! SfS.O millionl Tlie reserve rould be available to aecure
rra'ii6t tiloporary declines in futures trading volume and to
provide resources- to meet emergencies. Of course, any use
5i-itr.-t"""rve for previously unbudgeted expenditures would
require Board aPProval .

2. Calculation of Revenue Tarqet

Once the Tota1 Funding Requirement for the following
fiscal year is determinedl, the Board can Proceed :" 9::9ITi""
the amoint of that Requirenent which must be net by actuar
il""""e during the yeir (the 'Revenue targeti )-. - Staff will
Dresent the B6ard wittr its estimate of the cash balance or
-"iltr-a.f icit as of the end of the current fiscal year'r The

ffi include cash on hand less accrued
exDenses as of the end of the fiscal year. rhat cash may

."ili in-p.tt fron incone received in excess of xPectations
and anv iortion of the reaerve authorized for the current
ifa.if'y3at remaining rt year-end. Assuming that the.
authoriied reserve will glnerally be aubstantial|Y intact at
the end of noet yeara, tf,ere rtti - 

likely be a Bubstantial
cash balance at Lhe end of each fiacal year'

B.

l.



Boardl will be able to calculate the Revenue Target -!1' aubl
tractinq the amount of any cash balance from, or adCling the
;r"fi4 5t any cash deficlt to, the Total Pundlilg Reguirernent'
ioi--xampfe,'if the Total Funding Requirenent for the follow-
ltto ti".if rear (includling a reserve of 93.5 nillion) is--
5i6.0 mirti6n and the proiected cash balance as of June 30

i"-io.o .illiot, then lhe Revenue Target for the succeeding
iisiar year rould be $12.0 million. Alternatively, if there
,"i.. iash tleficit as of June 30 of $.5 nilllon then the
Revenue Target would be S18.5 million.
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c. Determination of FCM Assessment Fee

10 250 000 = 10.25 = S.24
150,000,000 x .28 42

(See Attachment A for other exanples. )

Once the Revenue Target is known the Portion of
that amount to be realized through fcM Assessment Fees
iia"""""."nt Fee Target" ) may be calculated by subtracting
it" tot"f of expected revenue from all other sources' The
imount of tbe F-Cu Assessment Fee per round-turn for the
co.i"g fiscal year may then be determined by dividing- the
Assessment Fee farget by the Boardrs estinate of totar
assessable futures volume for the fiscal year (for purpose
oi ttti" estimate an option trade could be considered as two-
thirds of a futures r6und-turD and, for purposes of calculating
the Assessnent Fee, the per trade option assesstnent may De

let at approximately two-thirds of the round-turn futures
assessme-ni ree). u;der the first of the tno examples above
in wtrlcir the Total Funding Requirement is $12.0 million,
Assessment Fees must total $10.25 million if NFA expects
inco.e from other sources of $1.?5 million. Thus, in order
to achieve the Assessnent Fee Target if volume is projectedl
at 150 nillion contracts (assuming 288 of total volume is
assessable public business) then ahe Assessment Fee for the
coming year would be calculated as follows:

D. Summarv

Essentially in uay of each year the Board would be
requiredl to nake judlgments in two areas: (i) the budget for
th6 following yeai and (ii) the level of assessable volume
in the folloiing year. Having nade these judgments the
Board would then set the FC.u A6sessnent Fee for the next
year according to the folloring objective formula:



Budget
plus reserve

Total Funding Reguirement
less cash-balince as of 6,/30
plus cash cleficit as of 6/30
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fronr other sources
Revenue Target

less income
Assessment Fee

AFT divided
volume

PCM Assessment Fee

III

Target (AFT)
by estirnated assessable

The Executive Comnittee believes that consideration
of specific Plans with resPect to the aettinq of the Assess-
il;"i'r"E-ina' estaUriJ'h.!nt-"i 

-trr" Fiscal 1le5 butlget. should'i"'-i"it, in the first instance' to the Finance committee'
i"r"""i, in oraer for the Board to determine whether any-
action with respect-lo ifre Assessment Fee nray be.appropriate
n"rr-it is necelsary to look at several alternatives in
;;;";; "i 

ttt. Fina-nce connittee' rhe Executive committee.
Gii!"""-ttit tiri" ;; ;;'done without substantially restricting
tn"-"t"i.." available to the Finance conmittee'

NFA Officers in conjunction with Arthur Andersen- &

co. have identified ltr"" irt6rnative plans for handling the
FCM Assessnent Fee:

1) SusPend Assessment Fee for renainder of Fisca1
yeai ("ryi) tgga (as of, for exanple, 4/L/841 .

2, Continue Assessment Fee at current level until end
of FY 1984 and then apply formula to reduce Fee
for FY 1985 antl beYond'

3) InPlement estinated reducti.on in Fee (per formula)
roi ry 1985 now (as of 4/7/84) and continue at
that level through FY 1985'

these alternatives will be discussed in detail at
the meeting. The f;ii;;it is an analysis to be used ln
prepara t ion for that diecussion.



-5-

aytaw 1301 (b) states that the FCM Assessment Fee

"shall be sirspendea uy'ttre Board during any fiscal--Ie:r att-t:n

i;"I;; J"ag.";,t of th6 Board the budset- 9oar3^9! l{FA for the
fiscal year as prescribed by the Board have been met'"

NFA'S budget goals for Fy l98rl were. set by-the.-
Board at its meetini on !!ay 23, 198J:. At that meeting the
;;;;;;p;;ved a uu6eet of-911-s.mirrion sith the under-
ri.naiti, if revenue! exceeiled that arnount "that additional
."riri 66"rd be applied toward elirninating indebtedness and

buildting a fund to avoid borrowings betseen nalor revenue
."fi..ii"t clates." NFA staffr in coordination with our

""i"ia. 
accounting firm, deternineal that the accumulation of

.-i""Et". of $3.5-milIion, approxinately one-quarter's. income'
was reasonably vithin the budget goal establisbed by tne
i"i.a.--o" !tr-e Uasis of the overall budget goal, and includ-
inq the excess of receiPts over expendilures carried forward
i;;.-i;i iggi, tt" FCM A-ssessnent Fee could be suspended as
of April 1, 1984.

However, we have also reviewed our budget in recent
weeks analyzing our actual expenditures for the first six
ii"ril"-"i 'ri r5ea and reforecisting our anticipatgd exPendi-
turesfortheremainingsixmonthsofFyl9S4.Thisexamrna-
tion has Ied us to the conclusion that our revised budget
exoenditures for FY 1984 nill total only $r0'3^mirlion' 

'gaied on this revised budget and a reserve of S3'5 mrrrlon
ih. so"p".tsion of the FCM Assessment Fee could occur as
early as FebruarY 15' l98ll .

In addition to the dtifficulties associatedl with
suspending the Assessment which were described in the intro-
duciion t6 tfris nemorandurn, if the Assessnent Fee is sus-.
pended for the rast quirtei of Fv 1984, the required- Fee in
Fi"rgCs-riti ue rrigh6r than the Eee which could be charged
if it were not suspended in FY 1984. To- analyze the. imPact

"i ""=p""aing 
the -Fee we have assunid that for Practical-^^

i"."""-" -tfr. Euspension should take place as of April L'-1984
even-iftougtt it iheoretically could take place toglt"t:--Th"
revenue iurpact on NFA of susp nding the Fee for tne rasl
aG;-d;; ot'rv tgga rould not-be felt until FY 1985 because
Fees for the susPension period would not be due until JuIy
lO,-tgae. Suspe-neion of Fees for the last quartel.of !I
1984 neans NFA would only collect Fee revenue at tne eno or
tniee iattrer than four qirarters during Fr 1985' The fol-
lowing table uses tfre-f6inrufa discuss6d above to eet out the
Assessnent Fee necesaary to neet budget goals- in Fy 1985.
dver three ouarters of collection at various bu(lget reve'LE'
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Table I

Eudget

913.5 uM
.14.0

14. s
r5.0
15.5

Fee

9.29
.31
.33
.34
.36

g Reduction Ffom
Current Level

Assumptions: I50 million contracts at 28t nqUli.g-qllticipation
$5 million invested funds as of 6/30/84
S3.5 million cash reserve funded in FY 1985
SI.75 million income from sources other

than Assessment Fee .

Alternative II.
C6-rn-Ei6trETSF'EEmen! Fee at current Level Until End

ormu a to Reduce Fee or

Table II A

This alternative is essentially in accordance with
the routine annual "fornufa" aPProach outlined above ' The
i"fl"ri"g table shows the Fee ?or ry 1985 at various budget
i.""f" aisuning 150 nillion contracts traded, 28t public

"iiii.ipition,-Sl.?5 
nirlion in FY 1985 income from other

;;;;;;;;-. Ss.o'mirrion cash balance carried forward into FY

1985 and a cash reserve of $3.5 million.

of FY
and

Budget

$13.s uM
r4.0
r4.5
15.0
15.5

FCM Fee

$.22
.23
.24
.26
.27

33.3t
30.3
27.3
2L.2
18.2

The 56.0 mitlion cash balance carried forward into
Fy 1985 will not, of course, be repeated every year' In
i"ultq""nt years if the cash reserve to be funded in the
n"ii V..t eQuals the cash reserve from the Prior year the
ir" - it.t" sfrould 'wash' and AEsessment Fees and Income from
other sources must equal the budgeted expenditures' There-
iJie' ist"ting that {rre St.s nillion cash reserve.for.FY
igAs-is kept Eonstant thereafter and assuning that all.
increases in t are to be covered lncome from

OI IOWsources, Ene
Ti6[96-6 and beyond.

e Pro ssmen
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Budqet $14.50
othir Income (I.75)
Cash CarrY

Foruard From
Prior Year (2-50)

Assessment Fee
Target S10.25

TabIE IT B

1986

s15. s0
12.?5)

0

s12. ?s

s .30

1987

sr6.50
( 3.75 )

0

9r2.75

$ .30

1988

$r?.s0
(4.75)

0

$12.7s

I .30

1989

$18. 50
(5.75)

0

sr2.75

$ .30
FCU Fee

Alternative III.
emdTEEimated Reduction in Fee r forrnula ) for FY

.24

By establishing a-liCtt:f cash reserve for FY 1985

and a lower reserve for Fy 1986 the Board could reduce some-

iirlt-tr,. arastic ctranges in the Fee through the period FY

i'gEi_igeS_fg8O. nougfrIy every cent added to the Assessment

i!!'i"-ii iigs in.t.ii.i tr,e iash reserve at the end of FY

iits-iv-i.s-.irii"n. For example, in fiscal 1985 at a budget
ii-Sra'.s'million a $.26 Assessment Fee yields a-ca1! reserve
!i liiittttv less than $4.5 million.instead of the 53'5
.irii"n as'sumed i" riui" ii a' This "extra' reserve could
iri-"iiii"a ittto rv 1985 to reduce the Assessment Fee for
that year.

This alternative is essentiaLly identical to Alter-
native II excePt that the estimated reduction of the Fee per-[t"-i"rr"r. as'applied to the I9g5 budtget at the t'tay-Board
ili.tirg-"""ra-ue'impremented as of april 1, 1984' Tli: -
.ooro"6i, would not llter the way the formula is applied.for
ii'ii3i--U;i-woufa reduce the filst quarter collections in FY

iggi-ii"ti-sii,-iiaa) and, therefore,- would reduce rhe cash-

"lii"'i"rir.rd'into Fy-igie. This would tend to increase the
;;;;;r;;-i;i-ttre ree to rise in Pv 1986' As explained above'
fi;;-;;;";;ie coura be alreviated sonewhat bv increasiTts !l'
.i"t ii""t"e for FY 1985. Ihe following table sets out some

i""-.iGi".tives for-i-""tpi"-u"aget foi FY 1985 of 914'5
mi I I ion.



FY 8{ Fee
1trsst etr )

$.24
.25
.26
.21

FY 85 Fee

9.24
.25
.26
.21
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Table III
FY 85
targeted
Reserve

$3.4 l.ll.l
3.8
4.2
{.6

FY 85 Fee

9. 30
.29
.28
.27

Fee

Fv 86
Targeted
Re serve

S2.? MM

2.7
2.?
2.1

Summarv

The following table sets out the various alterna-
tives described above ilong with a general -description of
what could happen to the Atsessment Fee under each alterna-
tive. Of course, as demonstrated above, the precise level-

"i-[fr" 
iees shown viII vary with different ass'mptions with

respect to size of budget and cash reserves'

Table Iv

AI ternat ive

I. Suspend Assessment Fee
4/L/84

II. Continue Assessment Fee
for FY 1.984 and Revise
for EY 1985 Fer Formula

A. Constant cash
reserve

B. Using cash reserve
to reduce FY 1986
increase

III. Inplernent Reduction as
of. 4/I/84

198 4
(Last Otr. )

$.33

.33

.26

198 5 1986

$.33 s.30

.24 .30

.26

.26

.28

.28



'AlrurnPt long

I50,OOO,OOO contrrctr tr'dad

2El publlc lrlticlPttlon
tl, ?50,000'o-thcr incomc (intcrcst inconc' ducr' cgntrrct
narket fees, tegra.iiiion-r""3, tcsting' nisccllaneous)

06,000,000 invcatcd funds t! of 6/$/84

no PCll rurchraEc

Reduction of contract nrarket fee (ag of 
'/l/e"

Currcnt FC aasessnent fee renaina as is until 6/30/84

At'-aahfi'€nt A AlternatlveS

33.3r
30.3
21 .3
21 .2
I8.2

FCll Pee

2a;
25
26
27
28

27. 3t
2a.3
2L.2
t8.2
1.5.r

nith clsh Reselve g-t--1.!r!9.L-999

2{.3t
2t.2
18.2
15.1
l2.r

Eigher Crth Cu.hion could bclP to rcducc draD'tic changcs- in
ici-'ilriiircnt fcc ia-pciioCi-oi rcduced voluoe or_lov public par-
lGfp"tfon rnd rould riro ellor for unulual cr1'chditurc!'

FClt Pee

251
26
27
2E.
29

I Reduction fron Cuftent Level

nith Cash Reserve of S3,500,000

Budqet

s13.5
la.0
l{.5
15.0
15.5

Budqet

s13.5
la.0
la.5
15.0
r5.5

Budget

s13.3
la.0
lr. 5
15.0
15. 5

FClt Fee

221
23
2l
26
27



NATIONAL FUTURES ASSOCIATION

FORECASTED STATEMENTS OF CASH BASIS
EXPENSES BY TYPE OF EXPENSE AND BY
DEPARTMENT
FOR TITE YEAR ENDING JUNE 30, 198II
TOGETHER WITH AUDITORSI REPORT



ArrTrrrrR Axornsrx & Co.
Crrtcloo, ILrrNors

I

+

To the Executive Committee of the
Board of Directors of

National Futures Association:

The acconpanying forecasted statements of cash basis
expenses by type of expense and by department and the nelated assump-
tions and reasons for increase (decrease) contained in Schedules A
through P of National Futures Association for the year ending June 10,
1p84, are nanagement I s estinate of the most probable cash basis
expenses for the forecast period. AccordingJ.y, the forecast of cash
basis expenses reflects managementt s judgnent based on present cj.reum-
stances of the nost likely set of conditions and its mos! likely
course of action.

We have nade a review of the statements and related sched-
ules referred to above in accordance wilh bhe appticable guidelines
for a review of a financial forecast as established by the AnericanInstitute of Certified Public AccountanLs (AICpA). our reyiew
included pnocedures to evaluate both the assurnptions used by nanage-
ment and the preparation and presentation of the forecast of cash
basis expenses. We have no responsibility to update this report for
events and circunstances occurring after the daLe of this report.

TherEuidelines for presentation of financia]. forecasts as
established W the AICPA contemplate the inclusion of statements and
information in addition to a forecasted statement of exDenses.
Forecasted statements of revenues and changes in financial position
would also be required in a financial fonecast and, therefoie, the
accompanying statements do not conform to the guideline.

Based on our review, we believe that the accompanying
forecasted statenents of cash basis expenses by type of expense and by
departnent and the related Schedules A through p have been prepared on
the basis of the assumptions as described, and we bel-ieve that the
undenlying assumptions provide a reasonable basis for managenent'sforecast. However, sotre assurnplions inevitably wilJ. not materiallze
and unanticipated events and circumst,ances may occur; therefore, the
actual resuLts achieved during the forecast period will vary fron theforecast and the variations may be naterial .

This report ls solely for the inforroation of the Executive
Connittee and the Board of Directors of Nalional Futures Associationin their review of the 198q budget and ii is not to be used for anyother purposes.

Chicago, IIlinois,
February 3, 1984.

O"fr* 0^a-^""A'



NATIONAL FUTURES ASSOCIATION

FONECASTED STATEMENT OF CASH BASIS EXPENSES BY TYPE OF EXPENSE

YEAR ENDING JUNE 30, 198II

Eudget
Index of

Scttedul-es
Increase

0riBinal Revised ( Decrease )

OPERATING EXPENSES:
Salaries and related

expenses
TraveL and Eeetings
Computer servlces
Outside fees and

services
Telephone expenses
Ut il it ies
Space rental
Furniture and

fixtures
Equi pnen t
Construction costs
Board and connittee

Arbitration expense
Registration test ing

and forms
d evelopnent

Postage, printing and
publicat ions

fnLerest expenae
0ffice suppl les ,

insurance and
other operating
expenses

Total operat ing
expenses

CAPITAL EXPENDlTURES:
Furniture and

fixtureg
Constructlon costs
TeLephone lease
Conputer equipnent
Eq u ipnen t

50,000

411,725
275,OoO

1BO ,462

(25, ooo)

166,80 t (13,661)

910,582,948 $ 8,770,074 $(1,812,874)

A
B

D

E

:!

H

I
J

K
L

5,006,630
1 ,88o,8ll 1

953 
' 
530

$ (171,752)
(901,467)

121 ,320
(98,458)
23,7 37

( lo,ooo)
(36,200)

317oo
37 ,632)

31 ,000

(204,loo)
(140,748)

,834,878
979,374

,074,850

301 ,470
165,587
ll2,000

4 13,800

399,928
141 ,850
52,000

450, ooo

3,270
152,612
75, ooo

394, l oo
156 ,0oo

$4
1

6,97o
1 14,980
106,0oo

190,000
15,252

25,000

298 ,112
35, ooo

(113,613)
(240, ooo )

M

N
o

:

690,910
392, oo0
103 

' 
966

72,10O
9,0?6

708,000
540,000
235,966
'7't ?'7 q

15,476

17, o90
148 , oo0
132, ooo

5,275
6,400

Total capital
expenditures

Total
$ 1 ,258, 052 $ 1 ,575 ,817 $ 308,765

$10,346,891 $(1,50lt, 109)

Accounting Policies.

$11,851,000

of Signi ficantSee accompanylng Sunnary



NATIONAL FUTURES ASSOCIATION

FORECASTED STATEI.'BNT OF CASH BASIS EXPENSES BY DEPARTMENT

YEAN ENDING JUNE 30, 1984

Budget
Original Revised

Increase
( Decrease )

OPERATING EXPENSES:
Administration

Board and Conmittees

Conpl iance-
Ch ic ago
Nevr York

General Counsel

Information Sy stems

0ccupancy

0ffice Services

Pe rsonn e I
PubIic Affairs
Registration

Treasurer I s Office

Total operat ing
expensea

CAPITAL EXPENDITURES:
0ccupancy

Infornation Sy st ems

Total capital
expenditures

Total

$10,582,948 $ 8,7?0,074 $(1,812,874)

6q6,qo1

394, 1oo

3,914,572
761,621

861,604

582,817

1 ,014 ,7 17

155, 858

199,878

224,467

1 ,217 ,258

609,655

630, 340

190,000

3,229 ,623
536 ,064

543, 146

413,387

4,90 ,817

130, 133

182,586

365,953

1 ,5O8,7 20

549,305

(16,061)

(204,100)

(684,949)
(225 ,557 )

( 31 8,458 )

( 169,430)

(523,9oo)

\z), t z) )

(17,292)

141,486

291 ,462
(60,350)

$ 1,195,952

72,1OO

$ 1,499,442

77,375

303,490

5,275

$ 1 ,268 ,052 $ 1 ,576 ,81 7 $ 308,765

$1 1,851,000 $10,346,891 $(1,504,109)

See acconpanylng Sunnary of Significant Accounting Policies.



NATIONAL FUTURES ASSOCIATION

1984 BUDGET

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The forecasted statenents of cash basis expense by type of
expense and by department have been prepared on a cash basis rather

than the accrual basis of accounting, which was used to prepare the

financial statements as of June 30, 1983. As such, the 1984 fore-
casted statenentg do not include, anong other things, the lncremental.

change ln aecounts payable and accrued expenses during 1984 or depre-

ciation expense which nanagenent believes nilI approximate $300,000

for the year ended June 30, 1984.



NATIONAL FUTURES ASSOCIATION

1984 BUDGET

SALARIES AND RELATED EXPENSEq

SUMMARY:
original budget
Decrease

Revised budget

REASONS FOR INCREASE (DECREASE) IN
ORIGINAL BUDGET:

Hiring at less than projected levels,prinarily Conpliance Departnent
Hiring at greater than projected 1eve1s,prinarily Registr.ation Departnent
Reductions in employee benefits
Additional recruitlng costs

ASSUMPTIONS UNDERLYING ORIGINAL BUDGET:1. Nunber of enployees vfould increase
fron approxinately 110 at June 30,
1983, to 177 at June 30, 1984

2. Salary increaseg are based on staLed
percentages fron NFAr s SaIary
Ouidelines for performance 1evels

l. Conponents of original budget-
Wages
Enployee beneflts
Recrultlng
Tuitton neinbursenent
0bher

SCHEDULE A

$5,006,630
(171 ,752)

-*]r I ?lr 874

==:=======

4 ( '17 1 'tq)\v \'r rtrlL/

$ (370,373)

227,238
(7 B, 849 )
50,232

$11 ,0?0 ,55 1

't )E 'f o.7. iJ t I t I
g5 ,77 o
52,640
71 ,87'2

$5,006,630



SCHEDULE B

NATIONAL FUTURES ASSOCIATION

1984 BUDCET

TRAVEL AND MEBTINCS

SUMMARY:
Or igi.nal budget
Decrease

Revised budget

REASONS FOR DECREASE IN ORIGINAL BUDGET:1. Complebion of out-of-bown assignments
under budget

2. Use of discounted airfares when available

3. Lower than projected staff level for
Conpliance Department resulting in
fewer audits and reviews than budgeted

ASSUMPTIONS UNDERLIING ORIGINAL BUDGET:1. See Schedule A fon assumption concerning
increase in the nuEber of enployees

2. Perfornance of approxinately 450-500
audits and neviews by the Coopliance
Depar tne n t

3. Coach airfare

$ 1 ,880,841
(901,467)

4. ozo ?zLr
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NATIONAL FUTURES ASSOCIATION

1984 BUDGET

COMPUTER SERVICES

SUMMARI:
Original- budget
Inc reas e

nevlsed budget

REASONS FOR INCREASE (DECREASE) ]N
ORICINAL BUDGET:

Decision not to purchase a
conpliance systero

Design and progranning of new
conpliance aystem

Reduction of estimate for enhancements
to current systens

Reduction in conputer equipoent lease
and naintenance fees

Other, net

SCHEDULE C

$ 953' 530
121 ,32O

r. ^Err o-^
v | , u | { , o2u
===:=-===:

$ 121 ,320

$ 459, o20
250,000
2li0,000

4,510

$ 953 
' 
530

$ ( Ioo, ooo)

4oo,oo0

( 150,000)

(112,820)
1ll , 140

ASSUMPTIONS UNDERLYING
Coraputer processing
Systens developnent
Conputer consulting
0ther

ONIGINAL BUDGET:
gerv ice s
fee s--regist rat i on
s erv ice s



SCHEDULE D

A,

NATIONAL FUTURES ASSOCIATION

1984 BUDGET

OUTSIDE FEES AND SERVICES

SUMMARY:
original budget
Decrease

nevised budget

REASONS FOR INCNEASE (DECREASE) IN
ORIGINAL BUDGET:

Use of an outside writer and public
relations firn

Outside legal fees
Use of FBI for flngerprint

verifications
Wire services fees and bank service charges
Other consulting fees and outside services

ASSU},IPTIONS UNDERLIING ORIGINAL BUDGET:
Outside audit fees
Outside legal fees
Wlre servlces fees and bank service charges
Other consulting fees and outside services

$399,928
(98'1158)

$301,470

$399,928

$ 76,000
(5?,598)

(7,213)
( 135, ooo)

$(98,458)

$ 25,ooo
t o6, 000
34 ,9 18

234 ,0 10



SCHEDULE E

NATIONAL FUTURES ASSOCIATION

1984 BUDCET

TELEPHONE EXPENSES

SUMMARY:
Original budget
Increase

Revlsed budget

NEASON FON INCREASE IN ORIGINAL BUDGET-.
telephone usage greaten than original
estinate

ASSUMPTIONS UNDENLYING ORIGINAL BUDGET:
Chicago telephone expense
Nen Iork telephone expense

$ 141 , 850
25, ( 5t

$165,58?

$23,737

$ 127,330
14,520

$ l4 1 ,850



A.

EI

NATIONAL FUTURES ASSOCIATION

1984 BUDGET

SPACE RENTAL

SUMMARY:
Original budget
Decrease

Bevlsed budget

REASONS FON DECREASE IN ORIGINAL BUDOET:
Move into New York office delayed until

nid-February, 'l 984
Other, net

ASSUMPTIONS UNDERLYING ORIGINAL BUDGET:
Chicago rent
Nelr lork rent

$450, ooo
(36,200)

$41 3, 8oo

$(36,200)

$250 ,0oo
200,000

$45o, ooo

g(30,000)
(6,200)



SCHEDULE C

It.

NATIONAL FUTURSS ASSOCIATION

198II BUDGET

EQUIPMENT

SUMMARY:
0riginal budget
Decnease

Revised budget

REASONS FOR DECREASE IN ORICINAL BUDCET--
equipment scheduled to be leased in fiscal
1 984 was purchased instead,

ASSUMPTIONS UNDERLYING ORlCINAL BUDGET:
Copier expense
Lease paynents--word processing equipment
Word processing supplies
Ot her

$ 152 ,61 2
G7,632)

$ 1 14,980

$ ( 37,632 )

$ 67 ,904
38,820
32,540
13,348

41F') A1r



SCHEDULE H

NATIONAL FUTURES ASSOCIATION

1984 BUDGE]

CONSTRUCTION COSTS

A. SUMMARY:
Original budget
Inc re as e

Revised budget

REASON FOR INCREASE IN
BUDGET- -increase in

ASSUMPTION UNDERLYTNG
BUDGET--space design

ORIGINAL
space deslgn

ORICINAL
fe es

B.
fees

$ 75, ooo
31,000

{inK nnn

===-====

{ ?1 nnrl

========
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NATIONAL FUTURES ASSOC]ATION

SCHEDULE

$ 394,1oo
(204,100)

$ 190,ooo

$(204,1oo)

$'l 61,ooo

56,250

29,600

47 ,5oo

25,500

18,000

6,25O

$ 394, 1oo

1984 BUDGET

BOAND AND COMMITTEE FEES

SUMMARY:
Original budget,
Decrease

Revised budget

REASONS FOR DECREASE IN ORIGINAL BUDGET--
nu0ber of neetings, attendees at each
rneeting and related expenses wiII beless than planned

ASSUMPTIONS UNDERLYING ORIGINAL BUDGET:
Board of Directors (4 meetings_-1OOt

attendance by 40 directors )Executive Connittee ( 12 neetings__100i
attendance by 9 nenbers )

Business Conduct Conmiltee (3 comnittees
with 9 nembers on each comnittee--21
neet j.ngs with 100! attendance)

Menbership Conmittee (10 neetings--i00i
atfendance by 9 nenbers )Advisory Comnittee (3 neetings --100trattendance by 11 members )

Appeals Connittee (J neetings --j00trattendance by 9 nenbers )Noninating Conmittee (1 neeting-- 'lOOt
attendance by 15 nembers )



SCHEDULE J

NATIONAL FUTURES ASSOCIATION

1984 BUDGET

ARBITRATION EXPENSE

SUMMARY:
0riginal budget
De crease

Revised budget

REASONS FOR DECNEASE IN ORIGINAL BUDGBT:1. Less than anticipated nunber of cases(approxinatety 5O cases elther in
process or settled through January J1,
1984)

2. More than half of the cases have been
sebtled wlthout a hearing

3. A maJority of the cases have beeninstituted in Ch icago

ASSUMPTIONS UNDERLYING ONIGINAL BUDGET:1. 180 arbitration cases

2. Substantlal portlon of the cases
would involve a hearing

3. Cases would be instituted throughout
the country

4. Conponents of the orj.ginal bud8el:

Meet i ngs
Fees and expenses

$ 156, oo0
(140,748)

$ 15,252

$ 120,000
36,0oo

{ 1qK nnn



I

NATIONAL FUTURES ASSOCIATION

1984 BUDGET

SUMMARY:
oniginal budgeL
Decrease

Revised budget

NEASON FOR INCREASE (DECREASE)
IN ORIGINAL BUDGET:

Addibional publications and additionalcosts for budgeted publications
Palments required by contraeb for the

Tpnya+ were spread over three flscal(Eocal anount originally budgeted infiscat t 9B4) :

1993 g 45,ooo19q4 60;ooo1985 15;oo0

NFA
years

$ 411,725
(113,613)

* 208 112

=========

$ 89,365

(93,962)

(93,ll62)

( 15,554)

$(113,613)

$ 195 ,20o

120 , 190
96,335

rl ll 11 72q
f . I l, |-J

=========

Reduc_t_ion in prlnting
of U. S. Governqenc

Decrease Ln nunben of

* 12n rlnn

===-=:==

ONIGINAL BUDGET3

duplicating,

costs due to use
supplied forms

mass nailings

ASSUMPTIONS UNDERLTING
NFA publlcatlons
Outslde printing andprinarily forBg
PosLage

POSTAGE PNINTING AND PUBLICATIONS



SCHEDULE

NATIONAL FU?URES ASSOCTA?roN

A. SUMMARY:
original budget
recrease

Revised budget

nE$gI!--fgR TNCREASE (DECREASE) rNORIGINAL BUDGET:
Decrease in office_ slpplies, prinarily
^. 

Registration Deparcment0ther, net

$ 180,462
(13,661)

As:.YltlrJ_o|s UNDERLYTNc oRTGTNAL BUDGET:

3l;i":";";;bscript 10ns

Insurance

$166,80i

$(20,159)
6,499

$(13,66 1)

$ 38,229
116 ,563
25,57O

$ 180,462
===-=:==

OFFICE SUPPLIES, INSURANCE

OTHER OPERA?IIIG EXPENSES



SCHEDULE

$ 275,ooo
(2110,000)

$ 35, ooo
==:==:===

S(24o,ooo)
:==:=====

A.

NATIONAL FUTURES ASSOCIATION

INTEREST EXPENSE

SUMMARY:
Original budgeb
Decrease

Revised budget

NEASON FOR DECREASE IN ORIGINAL BUDGET--borrowing eosts rltr De ninioal- in fiscal1981r

ASSUMPTION UNDENLYING ORIOTNAL BUDGET--borrowings would occur durlng fiscif tSAq

c.



SCHEDULE

A.

B.

NATIONAL FUTURES ASSOCIATION

1984 BUDGET

FURNITURE AND FIXTURES

SUMMARY:
Orlginal budget
In c reas e

Revi.sed budget

REASONS FON INCREASE (DECREASE) INORIGINAL BUDGET:
New lork
Chicago

$690, 910
17,090

$708, ooo

$ 90,ooo
(7 2 ,91O)

C. ASSUMPTIONS UNDERLYING ORIGINAL BUDGET:
New York
Chlcago

$ 17,090

$ 80,000
610,9 10

$690,910
======:=



ASSUMPTION UNDERLIING
paynents for I eased

ORIGINAL BUDGET--
telephone equipnent

SCHEDULE

$ 103, 966'132,000

$235,966
====-===

$ 75, ooo

35,000
22,000

$ 1 32, 000
:=======

$103,966
i=-====l

NATIONAL FUTURES ASSOCIATION

1984 BUDGET

TELEPHONE LEASE

SUMMARY:
Origtnal budgel
rncrease

Revised budget

NEASONS FON INCREASE, IN ORIGINAL BUDGET:Expansion of t ele pl
Purchase of new t"l:::-:?p"cltv 

(chicaso)

- ror -iiti- ri;" "i6;illli; "outo'nunt
Telephone equipnent for-New york office

A.

B.

c.



SCHEDULE

NATIONAL FUTURES ASSOC]ATION

198q BUDGET

CONSTNUCTION COSTS

SUHMAiY:
0riginal budget
1n creas e

Revised budget

REASONS FOR INCREASE IN ORIGINAL BUDGET:Addlti-onal Nelr york constructio; ;;;;;Addibional Chicago conslruction oo"i"'rnsEalJ.aulon of audlovlsual
equlpment and security accesssystem ( Chicago)

ASSUMPTIONS UNDERLYING ONICINAL BUDCET:Preparation of and nove co t5th floor
_ \ unlcag o)
rnprovemenLs to New york Offtce space

$392,000
148 ,000

$540, ooo

$ 75,ooo
40,000

33,000

$ 148,000

$242,000
150,000

$392,000
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NATIONAL FUTURES ASSOCIATION

REPORT ON REVIEW OF BUDGETINC PNOCESS AND
}IETHODS FOR DETER}'INING FCI'' ASSESSMENT
FEES



Anrrrun ANosRseN & Co.

Bg WEST MoNEoE STREET
Crrrce,oo, lLLINors 6o6o3

lSle) Bao-oosg

February 3, 1984

To the Executive Connittee of the
Board of DtrecLors of

National Futures Association:

As you requested, rre perforxned a neview of the forecasted
expenses for the National Futures Association for flscal 1984. Ourreport dated Februa?y 3, 19811 , has been issued separately. In
connectlon with thts revie$, we studied the general app!.oach and
related polieies used by NFA uanagenent in fornulating the flscal
198q budget. We have also revlewed alternatlve nethojs for deter-ninlng assessment fees charged to FCMs.

fn the folloring report, ne have sunmarized our review of
the budgeting process and lnclude our suggested approach for deter-
mlning capital requl-rements and establishing a nfinancial polioy.rr
tfe have also sunmarlzed the pros and cons oi the alCernative
nethods for deternining assessnent fees charged bo, FCMs andspecifically addressed the nfornula methodr proposld by management.

In the attached Exhlbit, we have summarized certain
lip3neial data of the NASD and various commodities and securitles
exchanges. Thls nay be useful in providing penspective as to NFArscapital requirements.

tfe would be pleased to discuss any aspect of this reportlrith you at your convenience.

Very truly yours,

ARTHUR ANDERSEN & CO.

,/tud/**4.
by Mltchell R. Fulscher



THE BUDCETING PROCESS

The budgeting process represenfs a fundanental aspecu

of the management of any onganization. In the case of the NFA,

this process is essential in naking inforned decisions regarding
broad polieiesr ranging frorn the anounts of fees and dues charged

to nenbers to decislons pertaining to the breadth and t,iming or
program inplenentation. The NFA is still in ils rrstart_up

phase. rr Therefore, Lhe budgeting process is a unique cha).lenge

to nanagenent since there is no historicaL inforlnation on program

costs to help forecast future expenditures. In addition, there
are significant nonreeurring start-up costs and signifi.cant
capital budget requirements for leaseholds and equipment which
must be funded. These funding requirenents rnust be balanced with
the needs and pressures of outside constibuencies including the
membership, government and the pubLic.

Majon considerations in prepaning a budgeL ane the
capital requirements, nonmal operating expensea and the sources
of revenue.

Capital Requ irenen ts
Capital can be defined as a conbination of equity (or

net ltorth) plus borrolred funds. For punposes of this discussi,on,
we will generally pefer to equity as being the source of capiual.

As rrith reost other organlzations, the NFA requires
capital to operate. Although NFA is not a nanufacturing entity
with requirenents to invest in plant or inventories, there are
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simtlarities in that NFA needs capital for the fundlng of ('l ) the
ncash flow gaprrr (2) fixed assets anct (3) a capitaL reserve.

During the first period of operation, the NFA budgetary process

has focused on the cash requirements for each year. At this
time, it is necessary to determine and consider the longen term

capital requirements for NFA.

Cash Flow Gap-

The major portion of NFArs revenues are derived fron
assessnent fees. These fees are not received on a current basis,
but rather are due 30 days after the end of the fiscal quarter.
This neans that although fees are accruing daily, there wil-l be

up to thnee or four months of uncollected revenue. on the other
hand' the NFA nust pay 1ts salaries tvrice a month and most or rts
other expenditunes at least once a nonth. Inherenl in NFArs

revenue structure, therefore, is a ncash flol, gap,. r This results
in a nandate that NFA naintain capital for an anount at leasL
equal to this rcash flow gap.rr

Fixed Assets

During the first year of operation, NFA invested

$1.6 nillion in fixed assets consisting of leasehold improve-
nents, furniture and equipEent. An additional $1.5 million
of expenditures ls anticipated for fiscal 1984. It is likely
that until the initiar growth of the Association has stabirizect,
there will be additional requirenents over the next few years.
This represents slgnificant capital requlnenents.
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CaDltal trRe serve n

The NFA also nust naintain some amount of additional

capital to provide for vari.ances between actual and budgeted

revenues and expenses. t{ith respect to revenues, NFA is
extrenely vulnerable to changes 1n the voLume of futures actlvity
in the induslry. In fact, volune changes affect fufl to a greaf,er

extent than a FCM is affecled by sinilar volurne changes. In tbe

case of a FCM, reduced connission incone is offset by reduced

commissions paid to AErs and others. That is not the case for
NPA since assessment fees go straight to the nbotbom 1ine.r
Although only some of NFAIs costs and expenses truty are rfixed rrl

in reality nost expenses cannoL be reduced during a short-term
period. Indeed, on a longer tern basis, they are only variabLe
to the extent that NFAts prograns are changed. 0f course,
assessments per trade and fees could be increased ,if the volume

of futures industry activity decLines. But, it nust be

recognized thab there will_ be lncreased industry pressure bo

reduce fees during such times.

Summary

The NFA should consider the total capital requirements
for the next few yeans and develop a plan as to when and how

these capital requirernents will be net. This calculation has

inplications to current-year budgefing and ultimately to the
anount of assess!0ent fees charged.

Statenent of Financial pol icy
The budgetlng process involves many considerations as

to how an organizatlon is to be run. However, there are certain
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fundanental precepts which forn a basis for budgeting action,
both long term and short term.

o Should the annual operating budget be balanced?

o Shou1d budgets show a surplus?

o How will the capital budget be financed? pay as

you go?

o What are the policies regarding bank borrowings?

o How much additional capital reserves are

desirable?

Presumably, these questions have been considered by the
Executive Comnlttee in determining budget policy. They are

inplicit in actions taken to date. l{e believe the Board of
Directors shouLd fornalLy adopt a Statenent of Financial policy
which addresses these questlons.

To some extent, these policies wilL represent a state_
ment of nobJectivestr since at tines they nay not be achievable.
For exanple, it nay be necessary to operate at a deficit in a

particular year even though the policy will require a balanced

budget.

The adoptLon of a financial policy 1n this area will
help nanagenent have the appropriate direction In guiding NFA.

In addltlon, lt nay be useful to include a sunnary of this policy
ln the published annual report as an expJ-anation of NFArs
direction and the relationship of its annuaL surplus to ovenall
capltal needs.
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ASSESSHENT FEES

The najor porti.on of l{FAf s revenue is derlved fron FCM

assessnent fees. This fee is based directly on the vol-une of

custooer gene"ated transactions in the futures industry. NFAts

revenue for each period, therefore, will vary based upon the

futures industry volune of business and the percentage of cus-

tomer transactions. As a part of the overall budgeting process,

there are two approaches available to deal with Lhe variabilitv
of this najor revenue source:

1. Temporary suspension or adjustment of assess-

nent fee on an interiE basis.

2. Adjust for variances in the following year.

The NFA Bylaws (1301(b)) refen to the possibility of
the tenporary suspension of assessment fees when revenues reach

deslred levels.l This approach lroul-d be appLicable in the case

nhere variances in either revenues or expenditures are producing
nexcess revenue. n

lByIaws 1301(b) provldes that nsuch assessnents shal,l be sus-pended^by. the Boand during any fiscal year when in the judS-
nenl of the Board the budget goals of NFA for the fiscal year,
as prescribed by the Board under Section 6 of Article VIIhavl been Det. r'

Artlcle VII, Section 6 of the Articles of Incorporation pnovidesthat nThe Board shall establish fon observanc6 by theExecutive Connittee (see Artlcle \IIIf) and NFA si,afi naJorplans and prioritl-es, including those reganding the con;itnentand expenditure of NFA funds.n

!'*qFF'!-
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As an alternative to this Dethod, nanagenent has

suggested the second approach whereby current_year variances
would be factored into the budget in the following year.

Pros and Cons

Th ere

above nethods of
rexcess revenuerl

pros and cons of

f. Cease Fees i

ane advantages and dj.sadvantages to each of the
dealing with budget variances in a year when

is developing. FoLlowing is a summary of the
each approach:

A. Advantages-

o Easy to control NFA operation__This rnethod provldes
precision in determining the yearfs results. Fees

are cut off when the absolute amoun! of reouired
revenues are in hand.

o neduces the ssibility of reouir an increase in
fees--A conservative budgetlng approach can be

used for nevenues without concern about creating
excess reserves.

visibility--The assessment fee could be continued
throughout the year even though originally bud_

geted to cease earlien in the year. Thene rrouLd

be 1lttle publlc reaction to the failure to ceaae
fees ln Bidyear (as contracted with being requirecl
to increase fees if the budget is not net).

at j.ve budget variances have less public
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Futgles Industry has experienced this approach__The
CME has used this
fon nany years.

nethod for its clearance fees

B. Disadvantages-

Interin changes are d i srupt ive_ _Commi ssions and
arrangenent,s with cuatoners nay be impacted by
tbese changes which could be disruptive. FCMrs

infornation systen may be impac!ed.

o Difficult in understandin rronlof f rt f ee changes,

e--The publ i c

theirnay feel that if the NFA

fees, then the fee nust
cut off

think that

budget if

rDight perceive tha!
the NFA to meet

is able to
be too high.

of n oor budgetingr--The public 
_
nay

itsthe

fee s

NFA

are

is not adequatety preparing

turned on and off.

rest raints--SorDeI{eakened

there

their
would be

budget.

less pressure on

,,E'('ruiF



fn addition

conslderations deallng

adJusting fees in the

A. Advantages-

to the pros and cons listed above,

specifically with the second method for
folJ.owing year are as follows:

and fonecasting be

nethod work well.

one

o Snooths out changes in fee--prospectlve adJustnents
to assessnent fees can be accollplished more

smoothly. This nay be helpful in facilitating
arrangernents with custo&ers and improve overall
public image.

o Focus on Long-range planning__It becomes imperative
that long-nange planning

implenented to rnake t his

B. Disadvantages-

year nust be made up 1n the followj-ng year. If
changes are only nade prospectivel.y at the
be8lnnlng of the next year, known shortfalls are
not dealt with irnnediately but begin to
accunulate.

Requlres greater capitalization--Slnce the
be able to absorb shortfalls for periods
there nust nust be a greater capital base

surplus.

NFA nust

of tine,
or

o Difficulty in raising fees--Any shonlfatl in
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Fees

Managenent has prepaned a formula for deLernining
prospective FCM assessnent fees. This fornula is designed to
accomplish the goals of alternative Nunber 2. above. This
formula is described in a draf! of a xnenorandun to the Board of
Dlrectors dated February 2, 1991.

As noted earlier, the Bylarrs suggest Dtemporary

suspenslonrr rather than pnospective adJustment of assessnent
fees. However, the present Bylaws are fairly general in this
reSard. I! would seem that Alternative Z. could meet an
lnterpretation of the Bylaws. If the BoaFd considers the
subsequent yearrs budget plans in evaluating current yearrs
nbudgel goalsn, it would appear that this approach would be
pernissible. The Board of Dlrectors coul.d concltlde that
anticipated variancea in the currenb year are useable (or wouLd
be nade up) as a part of the following yearrs budget.

Connents on Fornu 1a-

l,le have

determined that it

ft shouLd

fornula are certaln
belon:

revlewed the formula

soul-d accomplish its

be recognlzed, however,

inportant aspects which

as described and have

sbated purpose.

that inherent in this
we have hlghl i8hted

l. There riLl be no revenue adjustmenEs for known
or anticipated revenue or expenditure variances unti-l
the followlng year (i.e., assessrnent fees will only be
adJusted for custorner transactlons begi.nning JuIy 1) .

lication of BvI aws-
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2. Capital expenditures in
out of that sane yearrs current

any year wi]L be funded

revenues.

3. The anount of available cash balance at each

flscal year-end will drive the formula.

4. A cash reserve will be maintained (proposed at
$3.5 nillion) .

This formuLa focuses on cash balances at the fiscal
year-end. Accrual basis ltens are nol considered. Determination
of cash flow projections are, of course, essentiar for managing
any organization and this fornuLa fits in lrerl with the deter_
nlnaLlon of cash frow requirenents. on the other hand, addi-
tlonal reconciliations to accrual basis data will be necessary to
relate to devel0pnents of financial resources ancr caoi.tal
requirenents.

Further, it must be recognlzed that any formula,
rlthouSh an effective tool , does have limitations. rt is likely
that fron tlne-to-tine there wiII be other lnportant considera_
Llons ln the finar determination of assessmenL fees. rt wirr be

loportant, for example, to consider prospective budget require_
Dcnts beyond the forthconing year. In the case of a major
cagltal tnprovenent, it nay not be reasonabLe to expect bo fund
thc axpendlture out of one yearrs revenues. It would be better
to bcgln to anllcipate those needs and provide funds in earlier
yalrt or otherslse spread the requinenent over several funding
Pat'tod!. Antlclpated changes in the NFArs programs in future



years or perhaps anticl.pated volume changes and its effect on
assessnent fees may represent important considerations which
cannot be contained in any single formula.

Recornmend at ion s

l. AssessnenL fees wilL periodically require revision
lhrou8h one nethod or another. We suggest ttrat the Bylaws be
anended to eliminate the slated anount of the fee. Authority for
seLtlng fees should be vested directly wilh the Board of
Dlrectors.

2. The rFormul art

than a Dechanical provision

I. prinary

capltal requlrenenls

should be consldered

of the Bylaws.

a qool ralher

3. As the budgeting practi.ce becooes further
arl rnfornation should be prepared on an accruar. basis
be conslstent with the year_end financial statenents.

refined,

whi.ch wi 11

attention should

rather than oash

be pLaced on overal l
balance.



SXHIBI

FINANCIAL DATA FOR SECURITIES,/COMMODITIES EXCHANGES

_ Fixed Totalca'itar +f##iir+g' ri""ts
la!lonal Association of Securities

Dealers, Inc, $ 39 $ 55 $ zT $ 53
ihlcago Board of Trade 35 45 116 .i 

34
fuard of Trade Clearing Corporation 15 9 3 16
lhlcago Mercantile Exchange qg 43 5 442
lh ic ago Board Options Exchange,.Incorporabed
, 31 .46 1{ 68

iew York Stock Exchange, Inc. 121 j6g 6j l9t
perlcan Stock Exchange, Inc. and

Su bs 1d lar le s1 5) >l 15 53
tldHest Stock Exchange 11 Zg 3 96. === ===

purce: Published annual reports dated D-eceep9" l], j9g2r except forAnerican stock Exchang"-io"o"ru?r 31 , ig6 t j , 
,crliJago 

Boand.ptions Exchange t.lunE :0,-iS-Sf l 
"no Nationat Association ofi securltles Dealers, ir"l-(s"6i"ober 30, 19g2).

I

;
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TAADIXO AI{D l|ANK€T8

ooirrroDlTY FUTURES TRADIt{G C(rulSSlOt{
20:t3 x srnE€T. N.W., WASHINGTO . D.C. 2058r

March 8, 1984

lk. Joseph H. Harrison ' Jr.
General Counsel and Secrettry
lilatidral Futures Association
200 l{est ltladiscn Stre€t
Chicago, Illinois 60506

Deax Mr. Harrison:

on Ma-rch 2 tle Ccrmission recei-ved your February 29 Ietter sutrnitting,
arTDng other proposals, NFAts ne\^r Bylat T ?05 establishilg a Filance Cfimittee
w?r_ich wiII Jaase tte Executive Cdmittee on rgtters of 111'A financial policy.
Itris particular prcqnsal was sutrnitted under tle prwision h -section 17(j)
of tlre act tllElt perlrtits a rure ctnnge prop>sed b1' a registered futlres
association to take effect terr days after Ccnmission receiPt unless tle
Csrr,rission notifies tle association il writilg tllat tlle Ccnmissiqr detenni-ned
to revis; tlle prqnsal for approrral. Ttris is to advise yor that tle Division
has rnt recqrcnded t-ttat the Ccnmission revier^r t]]e proPosal for atrproval and
t]lat acrcordi:ngly the proposed rule nay be mde effestive.

Registered nrtures Associaticns

lll-l-E-esw
f nll ltlAR 12 tes4

ljlltscsrvs

( Yogrs truly/\-J-',-- | ,,
\i,),.f/i'-t11
-/*a^ {"tJ.\ l

GENERAT COU:JSIL'S i}iFICT



UNITED STATES OF AMENICA

COMMODITY IUTURES TRADING COMMISSION
lo$ K stroot, N'w'

Wrahlngton, D.C' 20581

March 22, 1984

l,itr. Joseph iI. Harrison, Jr.
General Counsel
trlatiornl Futures Association
200 West Madison Street
Chicago, Illirpis 50606

Re: Prcposed Arendrertts to BJfa\^' 1301 (a) and (b)

Dea.r !tr. Harrison:

By letter alated F&nrary 29, !984, you suhnitted' anDng otler NPA rule
ctnnges not addressed at this tine, tlte caPtioned bylaw anendrcnts urder
sectio-r 17(j) of the CcrrnDdity D<change Act. 1'te proposed anendrents -reduce
the tJansactj.on assesslents paid to NFA by contract rmrket nsrbers and
futrtres ccrnaission lErc]tant rlEnbers. The ccnmission aFproved t]ese fee
revisions on l{arc}t 27, 7984 and deterrnined that t}rey may be ijrplgIented as
proposed on April 1, 1984.

lihile tl:e Ccnrnission is pleased that NFA undertook an extensive
reevaluation of tle assessrent iee structure r*rich led to the prcposals t]-rc

Ccnmission has just aitdressed, tle Ccnrrission agai-n renrilds NFA tttat j-t
eJq:ecEs NFA to reexaldne its revenue anil budgetary Progrram on an ongoirtg
Ua.is to assure that it fairly and equitably allocates clErges to defray
exDenses.

very truly yours,

ct/-....4( t%*I.t*w..v-<-. f l, r-r.- - -t,/t , r
Ulane x. Stuckey '

Sbcretart/ of tlre Ccnrnissiqr

I

39\\0as_/l"r+I!t4+-.t1;
1, 6\

MAR 2 6 i984

GEI{ERAI- COUNSEL'S Or



UXTTEO !TAE8 O; ATEE|cA

COMMODITY'UTUIES TIADING COMMISSION
2033 K str..t' N.W

Wrlhlngton, D.C. AFgt

ltAY 7 H{

lilay 4, 1984

!!r. Joseph H. Ilarrisdl, Jr.
General 6unse1 ard Secretar:Y
Natialal F\rtures Association
200 l{est }bai8dl street
Chicago, IUirDis 60606

Re: Sectisr fr{a) of Sc}Edule A (8y14, 305} ad
Copliance Rl1e 2-24

Dear t{r. Itrarrison:

Br fzcur letter of septabet 1, 1983, NFA sulxrdtted, .mcng otlEr
thiltgs, Section II(a) of Schedule A for @rmissior a5proval trlrsliant to
section 17(j) of tle Conrodity D<clnnge Act. lltris prcposal establisles a
testilg requirslEnt for ertai-rt applicants for registration as assciated
IErsons of introducirg brokers ("APl"IB"l. tte requirerert will ctErate as a
snitiqr of regi-stration for APs/IBs. NFA st4lplerEnted tle origirlal suhnis-
sion b)' lett€r dat€d Janrary 3, 1984. Subsequently, NFA sutndtted CcnPlianoe
RrIe 2-24 for Csrmissiqt aIPtu/aI (yqrr tetter tlated rebruary 29, L984, .
lltris secord proposal establistres a testhg rcquir€tn3nt for certaiJ| associated
IErsons of NFA-flEnber futures qrmission rerctnnts (nAP/nf,.!n). tlnfi.ke the
APIIB pr@osal, APlFEl, testirg will cperate as a oq>liane regui-ranent
affecti-rrg tte anplqying fE!a. ltris is to inform you that tle Ccnmission
aproved tlE proposed rule on May 4, 1984. Both section II(a) and cfiPliance
Io.rle 2-24 rIBy be nade effective funediately '

In al)tr)roiring tlE testing reguirefients, tle Ccnrnission relies rpqt
seclion 17 of the Act and NFA'S €mtitrEnt to establistr apprcpriate standards
of traillijrg and ogerience to serve as an effective altelaELive rEasure of
tln proficiency of tlpse APs/IB and APs/FEM wiro are rpt rcqtri-red by tlnse
rules to ta](e and pass tle National Ccnnodity I\rtures D(artirlatidt. Altlutgh
NFA has r:rrtil septrnber 30, 1985, to Jrrplenent such alternaLive proficiency
criteria, tle @missior urges NFA to develcl;> tlpse stardards as soon as
possible. Sirnilarly, tlE Cqfirdssiqr urges NFA not to &lay Prcposhg atrPro-
priate testirtg and other proficierrqy reErireflents for IB applicants ntp are
individuals, si-nce tle @rmission has also granted NFA registration reEDn-
si.bilities oirer tbe introducirg brc'cer category of legistrants ' as reI1 as
all otter jrdiviih:als withirr NFA! s r€gulatory jurisdicLiot t*p are irnrohted
il tte solicitatidr of transactions subject to tle provisicns of t]te Act and
tlei-r sr4=nrisors.



t'lr. Joseph H. Harrison, Jr.
Page 2

In tlds Egard' the Ccnmissiar regr.Ests litsA to Pro\tidb uitnin 60 days
a detailed dbscriptidl of NFA's plans to develop ard irplanent tje remainiry
el€rrents of t}e orprefensive prognam rEndated by aectios 1?(p) (1) ani (qI)

of tlE Act. Ihis infsnrsticr slsrld over (trrt not be limited tol tfe
particrrlar t1tres of sta,ndards beirg develcped, tle rnil5rnn qualificatiss
fuclirninarif being qrsi&red to dersutrate Eufficient.Ptoficiency and
ififf urraet iach slandarA, and a tinratable for inplerentjlg t]ese starrjards
for each categDry of NFA ttErbers ard assaiates ard for eadt categpry of
registrant for rrhictr NrA acgui.roes resporsiJrilities.

llte @rmissio et$ects NfA to justify any stbstihrticr of other
starrdards in place of tcstirg EquirerEnts by detlu1strathg tup tlpse stan-
dards w"ill assure equivalent eqnrtise tryr an indiviitr:al. In ttris r€gard' any
use of work erqcriene in establishing such other stardards sttould jlcluib an
arnlysis ejplainirg !s^r srrch e><treriene rould derststrate at least a @nPar-
a,bte- Ievel of eryertise. tbrecnrer, tle Cormissiqr erq)ects NFh, i.rr dlwelcpirg
tlese plans, to reevaluate tlE two testijtg rules apprwed here5n and provide
an as;s$ent as to tthat adjushEnts ray be neededl to assure that all APs of
IBs ard APs of FElts will dgnrnstrate a satisfactory level of e'q)ertise.

Altlgrgh tte @nnissid.r, s a14>rorral will be rEessary to institxlte tl'Ie
additiqnl stindards rrhictr m:st be adopted fut fulfilbEnt of section 17(P) (11'
tle jlfornratj.qr that NFA is bei-ng as)<ed to Provich rur is beilg rcguested to
apprise tle Ccnmission of NFAi s plans and to assist it in ronitoring NrA's
piogrress and will, of ourse, rpt be vielEd as a sgtniission undet section
iztjt or tlE Act. rf ycnr have any qtrstions this @nnission
reqilst, please ontact Litda Nurjan, S€cial Counsel in tle Divisiqt of
ttailirrg ard l{arkets, at (202) 254-8955.

Very truly yo:rs,

W.(:fu( Juu K. Stuckey
-Sesretarv of tle Ccnrni ssicrt




