
N/l\ NATTONAL FUruRES ASSOCTATTONt tFtI ll I | 200w MADrsoN sT.cHrcAGo. r1.60606.(312) 781-r300

March 12, I99 0

Ms. Jean A. Webb
Secretariat
CorNrodi t,y Futures Trading

Commi ss ion
2033 K Street, N.W.
hlashington, D. C. 20581

Re: National Futures Association:

Proposed Amendments to NFA Registration Rule 203r NFA Code
of Arbitration Section 15 and Rules coverning Arbitration of
Disputes Betireen U. S. Custoners and Non-l,,lember Foreign
Firms; and NFA Financial Requirements Sections B2-a(ii)(A),
C1-b(vi)(C), Cl-b(vii), C1-b(viii) (Al , C2-b, C2-e and C2-f.

Dear !ts. webb: 'l

Pursuant to Section 17(j) of the Corunodity Exchange
Act, as amended, (r'the "Act"), NationaL Futures Association

) hereby subrnits to the Cotrunodi ty Futures Trading
Commission ("Comtnission") proposed anendnents to NFA Registration
Rule 203, NFA Code of Arbitration Section 15 and the Rules
Governing Arbitration of Disputes Betereen U.S. Customers and Non-
I{ember Foreign Firns (the "RuLes") thereunder, and NFA FinanciaL
Requirenents Sections B2-a(ii) (A), CI-b(vi) (C), Cl-b(vii), Cl-
b(viii)(A), C2-b, C2-e and C2-f. These amendments were approved
by NFArs Board of Directors ("the Board") at its meeting on
February 15, 1990. NFA respectfully requests Corunission review
and approval of the amendments.

I. Amendnents to N@

Arnendnents to NFA Regj.stration Rule 203 to raise the
current Form 8-R application Eee for an associat.ed
person ('rAP") from $30.00 to $35.00 (additions are
underqcored and deletions are Ibracketed]):

A.
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REGISTRATION RT]LES

t*t

PART 2OO. REGISTRATION REOUIRET4ENTS
AIID PROCEDURES

It*

RTILE 203. REGISTRATION FEES

(a) ADount.

(I) Associated Person. Each Form 8-R subrnitted in
connection with the registration of an associated
person must be accompanied by a fee of IS301 $3S.

*t*

, B. Explanation of amendment to NFA Registration RuIe 203to raise the current Forrn g-R application fee for an Apfrom S30.00 ro 935.00.

?he Federal. -Bureau of Investigation ("FBI,,) recenclynotified NFA that,leffective ltarch 1, 1990, its charoe forprocessing fingerprints will increase from g14.00 to'S20.00.I
The Board be.Lieves that most of this increase should be passed onto AP and floor broker applicants. Therefore, the Board adoptedthe proposed anendment to NFA Registration Rule 203 raisinq inecurrent^Form 8-R application fee for an Ap from 930.00 tos35.00. z

['rom 1984 Eo ]987, the FBI charged S12.00 E.o process afingerprint card. In 1987, the-FBI raised iti fingerprintprocessing fees fronr-912.00 to S14.00 per fingerprint'card.At that time, NFA did not raise its apptication iees tooffset this increase. In fact, the current Ap applicationfee of 930.00 has remained unchanged since DecembLr of l-9g4
erhen NFA assuned registration responsibilities from the
Commission.

The Board also granted to NFA authorization to request thatthe Conmission amend CaTC Regulation 3.3(a) to raise theapplication fee for a floor broker f rorn g25.00 to S30.00.That issue is being addressed in a separate letter to Andrealil. Corcoran, Director, Division of Trading and ltarkets.
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II. Amendment to NFA Code of Arbitration Section 4{a)

A. Amendment to NFA Code of ArbitraEion Section 4(a) to
increase the length of time a non-Member arbi!rator
nust be out of the lndust(y (additions are underscored
and deletions are lbracketedj: _._-._-

CODE OF ARBITRATION

at*

Section 4. Arbitration paneL.

(a) Appointment of panel.

All arbitration proceedinqs under this Code shall- be
conducted before an arbitration panel consisting of three NFA
Members or individuals connected therevrith (one such Member orindividual designated as panel Chairnan) appointed by thePresident, except that where the aggregate lmount oi- the
customer's claims (exclusive of interest and costs) plus the
aggregate amount of any counterclains (exclusive of interest andcosts) do not exceed 910,000, the panel. shall consist of one suchperson unless the Secretary directs othererise: provided,
however, if the customer in an arbitration under Section 2(a) ofthis Code so requests in the Denand for ArbitraEion (see Sect.ion6(c) of this Code), Uhe Chairman and at least one other nember ofthe Panel, and the panel nember vrhere there is a single-member
Panel, shall not be connected rith an NFA !{enber or ttfe (excepc
as_NFA-arbitrators). For purposes of this section, any
individuaL who perforrns a significant amounE of work oi behalf of
NEA ltenbers or Associates and any indivi.dual who $ras a Member orAssociate or was an employee of a l.tember within the past three
[t$ro] years shall be considered to be connected with an ltFE-
Membe r .

*al

B. Explanation of anendment to NFA Code of Arbitration
Section 4(a) to increase bhe length of time a non-
llenber arbitrator rnust be out of the industry.
Pursuant to the reconmendation contained in the

Com,nission's September 26, 1989 audi! report evaluating NFA's
arbitration program, NFA has undertaken i thorough re-6valuation

-3-
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III. AmendDent to NFA Code of Arbitration Section I5
Rules Thereunder

underscored and delet ions

of its arbitrator classificatj.on criCeria. SpecificalLy, NFA,scl.assification criteria were reviewed in an effort to dicreasethe extent of allowable non-Menber arbitrator ties to Che
.i-ndustry while continuing to maintain an adequate pool of non-
llember arbitraeors.J The revies and NF.A's findinql aredescribed in a March 6, 1990 letter Erom Robert K] wilrnouth toAndrea !1. Corcoran.

On February 15, 1990, the Board adopted several changesto NPAr s arbitrator classification policy to further reduce theLevel of non-.i.lember ties to the industry-and increase public
confidence in NFA's arbitration forum. These changes increasethe number of years out of the industry for former-industrypersonnel and NFA Uembers frojn tno to three years, reguire thatindividuats forrnerJ.y ernployed in the industr| for ten or moreyears be classified as t{ember arbitrators, that related industry
employees be classified as l.tember Arbitrators, and that closerelatives of an NFA Member or enployee thereof, Associate orfloor broker be classified as Member arbitrators.

Section 4(a) of NFA,s Code oE Arbitration has been
amended to reflect the increase in the number of years out of theindustry from t$ro to three years. The other chanies in thepolicy do not require changes to the Code.

-4-
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theand

A. Amendments to NFA Code of Arbit.ration Section 15 andthe Rules thereunder to expand NFA's jurisdiction toarbitrate disputes under the Rules (aaditions are
are Ibracketed]):

Fron the very outset of our arbitration program, NFA has
been sensitive to the possible public peiception of industrybias when classifying arbitratois. NFA rules andprocedures, therefore, have always classified professionals
who spend 50t or more of Eheir time representiirg NFA tlrenbers
and individuals who have worked for an-NFA Uember in thelast tero years as "Member,, rather than ',non-ltember,'Danelists.
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Sect i on
Foreign

Code .

t,

sect ion

(a)

t (a) 1(b)

I (b) I (c)

(d)

t (c) 1(e)

Pursuant to such rules as may be approvedof Directors, NFA nay provide an arbitiation- ?orurnresolution of futures relat.ed disputes Ibetween and
customers and non-Member foreign firmsl not covered

15. Disputes IBeEvreen U.S. Customers and Non-ttemberFirnsl Not Covered Under This Code.

March 12, 1990

by the Board
for the
among U. S.
under this

-5-

CODE OF ARBITRATION

***

RULES
I BEII|EEN U.S.

***

GOVERNTNG ARBITRATION OF DISPUTES
CUSTOI{ERS AND IiION-IiEUBER FOREIGN FIRIS ]
INVOLVING FOREIGN PARTIES

1. Definitions.

'Associater - m
as-a;-TssoEiIIE or lras

ransact i.ons are
occur reo.

As used in these RuLes-

rson who is istered with NFA
so reqlster en the acts or

suD'lecc o e olsDuEe

iclaimanti - means a IForeign Futures or Foreign
Options Customer or a Foreign Firml person making aproper and timely Demand for nrbitraEl6i-Tnder tfrese
RuIes.

"Comnission'. - means the Commodity Futures Trading
Corunission.

"Foreign Custo[er" - means any person not Iocated in
ffi
'Foreign Futures" and oForeign Options" - means futures
and options transactions made or to be nade on orsubject to the rules of a foreign board of trade Iforor on behalf of Foreign Futures or Foreiqn Options
Customers] as those terms are defined in-the
Cornnission's Ru1es.
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t(d)l(f)

I (e) I (9)

Webb

"tlFA" - neans National Futures Associati.on.

"Panel" - means the arbitration panel appointed
pursuant to Section 3(a) of these Rules.

'Personi - includes individuals, corporations,
partnerships, t.rusts, associations and other entities.
iPresident' - means the prbsident of NFA.

'tRespondent" - means a IForeign Futures or Foreign
Options Custoner or a Foreign Firml person againit whorna claim is asserted under these RuleEl-

"Secretaryr - means the Secretary of NFA.

"U.S." - includes the United Stat.es of America, itsterritor ies and possessions.

2. Jurisdictional Linitations.
Arbitrable Disputes.

Clains. Except as provided in Sections + and 5 of
these Ru1e9 rrith respect to tirneliness requirements, adispute nay, in the president 's discreLion, be
arbitrated under these Rules if it:
(i) involves Foreign Futures or Foreign Options;

(ii) does not require for its adjudication the presence
of witnesses or other third parties over whon
NFA Iacks jurisdiction and who are not otherwise
available; and

-6-

rForeign Futures or Foreign Options Customer,. - means
any person located in the U.S. who trades in Foreiqn
Futures or Foreign Opt ions .

"Foreign FirE" - fleans any person not located in the
U.S. who is exempt from registrat.ion $rith the
9orunission. bv Cornmission action Iunde-FE?E-3o of rhe
conmrssron's Rules I and is not a Uenber of NFA.

March I2, 1990

that eras
are

(h)

t(f)1(i)
t (s) I (i)

I (h) 1(k)

t(i)ltr)
t(i)1(n)

t (k) I (n)

t(r)l(o)

Section

(a)

(1)

"llember i - means Member of NFA or a
ratthet e acus or transac ons t
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(iii )

ASSOCrate agarns a Foreiqn ustomer .

Futures or Foreign Options Cushomer or the Foreiqn Customer io

Uarch 12, 1990

Foreign Options Customer I by a Foreign Customer
against a l{enber {or

-7-

is sought by Ieither] a Foreign Futures or Eoreiqn
Options Custoner against a Forej.gn Firm (or
empLoyee thereof) [or1; 6t a Foreign Firrn (or
employee thereof) against a Foreign Futures or

T

ee thereofsocracet or

The parties must agree or have agreed to sucharbitrat.ion in r.rriting (a copy of which has beenprovided to NFA) .

t*t

Section 3. Arbitration paneL.

(a) Composition of paneL.

A11 arbitrat.ion proceedings under these Rules shall oe
conducted before an arbitration panel consisting of three INFA]It{embers or individuals connected Lherewith (one such INFAI l,tenberor individual designated as panel Chairnan) appointed by ihePresident, except t.hat where the aggregate anirunt of thi claims(exclusive of interest and cosEs) plus the aggregate amount ofany counterclaims (exclusive of interest and costs) do not exceed
S20,000, the Panel shall consist of one such person unless theSecretary directs otherr.rise: provided, howevei, if the Foreiqn
requests in the Demand for Arbitrati@
Sections 5(c) and 5(e) of these Rules), the Chairman and at LeasEone other member of the Panet, and the panel member irhere thereis a single-member Panel, shall not be connected with a[n NFA]llember or NFA. (except as NFA arbitrators). For purposei of thissection, any individual who performs a significairt lmount of worxon behalf of [NfAl Members or Associates ind any individuat who
was a[n NFAI lletnber or Associate or was an employee of atn NFA]llenber within the past Itwol hhree years sha11 be considtred tobe connected wiEh aln NFA] rnern-EEil Each panel member shaLLreside in the continental U.S.

(b) Appointment of panelr DiscLosure and Challenge.

After the Ans$rer is due or after the Reply is due if acounterclaim has been asserted, the president sha1l- threreuponappoint an arbitration Panel to resolve the dispute. The
Secretary shal1 promptly notify t.he parties of Lhe names,
business affiliations, and other information relevant to the
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Section 5.

classification of the arbitrator as a[n NFA] Member or non-[NFA]
Member panelist. Any objection of a party to such appointmintshall be specific and for cause and suumiltea to the iresident inwritten form. Each member appointed shall disclose to thePresident any circumstances titety to af f.ect impartiality,including any bias or any financill interest in the .."ui! of thearbitration or any past or present relationship wit.h the p..iiu"or their representat i ves . upon receipe of sucir informatiln iromsuch member or other source, the president sharl corununicate suchinformation to the parties, and if the president deems itappropriate to do so, to the nenber and others. Thereafter, thePresident shal1 determine r.rhether Ehe nember should bedisqualified and shalI inforn the parties of the decision, whichsha11 be conclus ive.

-8-

t**

hitiation of Arbitration.

March l-2, 1990

An arbitration proceeding under these Rules.shalI beinitiated as follows:
(a) Notice of Intent to Arbitrate.

IA-Foreign Futures or Foreign Options Customer or aForeign Fi!rl lnlp"."on desiring arbitration under t.hese Ruiessnal] noti.fy the Secretary, either in writing or ora1ly, of such
I custoner 's or Foreign Firm's ] person,s intent to arbiLrate. Ifa prior notice of intent. has noE-5EEi-?eceived, the serving of aDenand for Arbibration sharl act as notice, The secretary sha]lmaintain a record of the receipt of each such notice

(b) Documents Furuished.

If a notice of intent to arbitrate is received prior toa Demand for Arbitration, the. Secretary shall promptly prbvide
lsuch Foreign Futures or Foreign Options Custoiner 6r i'oieign-ri:nl !!S-Pgle-g!-39glIrr,9 arbitration $rith a copy of rhese-iulesand a Demand for ar blit-7a-Ei6n-l--

(c) DeDand for Arbitration.

. If such lForeign Futures or Foreign Options Customer orForeign Firml per?on wishes to proceed with-the arbitration, -such
lcustomer. or Foreign Firml person, within 35 days after the dateof transmittal by the SecreEEifinder (b) abovel sha1l serve thecompleted Demand for Arbitration on the Secretary together lriththe appropriate fee (see Section 11 beloe/). The Secietarv shall
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promptly reviev, each Demand for Arbitration for completeness.
Any Demand for Arbitration which the Secretary deerni to beinconplete, or which is not accompanied by tire appropriate fee,shall be returned by certified mail if tha Icustoirer-or ForeignFirml person directs NFA to forward his mail to a location withinthe U.S.; othervrise, by U.S. maiI, airmail postage prepaid. Inthat event, such Icustomer or Foreign Firm]-pers6n ihaij. serve acompleted Demand for Arbitrarion on the secrEEErlr together withany unpaid fee, within 25 days following transmiltal 5y thesecretary. The secretary snatt reject iny Demand for irbitrationwhich has not been tinelt filed, oi for wirich the appropriiie teehas not been paid.

(d) Notice to Respondent.

The SecreLary shatl pronptLy serve a copy of thecompleted Demand for Arbitration on the designatei'u.s. agent forservice of process required to be maintained-under theCornmission's Rules by each Foreign Firm narned in the Demand forArbitration as a Resiondent lor,lin the secietaiy;s-ai".i.ti"",the Foreign Firm may be served instead) or on thi Fbreign Futuresor Foreign Options Customer, Foreign Customer, Member (6r
employee thereof) or issociffi

-

Arbitr@

-9-

r*t

Sunnary Proceeding.

*-*

llarch l-2, I990

Section 8.

(c) Procedures.

(5) The Panel may direct
connected therewith.to produce

Section 9. .Oral Bearing.

(a) Requirements.

An oral hearing may,
held if:

**t

INFAI Members and pe r sons
documentary evidence.

a**

in the discretion of the PaneL , be
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(1) the aggregate amount of the claims (exclusive ofinterest and costs) plus the aggregate amount of counterclaims(exclusive of interest and costs) exceeds 920,000; and

(2, an oral hearing is requested or agreed to by alL
IForeign Firms ] foreign parties.

(b) Preliminary Eearing.

The Panel has discretion, at bhe written request of aparty or on its own motion, to schedule a preliminary hearing
r"rhen appropriate. Such hearings sha11 be conducted bv wri.tUen
submissions unless the Panel directs otherr.rise with tlre consentof all IForeign Firmsl foreign parties.

t**

(d) Procedure.

**t

(7') The Panel may direct INFA] t4enbers and persons
connected therenith to testify and produce documentary evidence.

ata

Explanation of Anendments to Section 15 of NFA Code ofArbitration and to the Rules thereunder to exDand NFA,sjurisdiction !o arbitrate disputes under the nu1es.

On June L2, 1989, the Commission approved an amendmentto NFA's Code of Arbitration (,'Code") to include new Section 15.
Section 15 allovrs NFA to provide an arbitration forum i,rherebv
U.S.'customers can arbitrate clairns against non-Member forei!nfirms operating pursuan! to a CFTC pa;t 30 exemption fromregistration. The Cornmission also approved sepirate NFA RuIes
r.rhich govern the arbitration of such dispuces.

The Division bf Trading and Uarkets has advised NFAthat the Commission, rather than granting French firms an
exemption under its Part 30 ReguLations, is currently negotiatinga l{utual Recognition lr{emorandurn of Understanding l " ttRl,iOU; ) withthe French government. The uRltOU essentially wiIl give Frenchfirms the same status as non-lilember foreign iirms oleratingpursuant to a CFTC Part 30 exemption fron registration.

Among the issues being negotiated by the Corunission isa provision allowing both U.S. and French customers to f il_e a

-r0-

March 12, I990
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demand for arbitration with NFA for a dispute wiEh a firm locatedin the other country. In accord with such negotiations, the
Comrnission requested that NFA modify Section t5 of the Code and
expand the Rul,es thereunder to give NFA discretionary arbitrationjurisdiction over disputes between an NFA Member and a French
customer for lransactions on a French exchange.

_ In response to the Commission,s request, the Board
adopted both the proposed general anendmenb to Section 15 of the
Code and the proposed amendments to the Rules thereunder. First,the general arnendnent to Section 15 of the Code wiLl alleviatethe need to adopt additional amendments to the Code should NFA'sjurisdiction in this area continue to expand. Second, Ehe
amendments to the Rules effectively limiL jurisdiction under. theRuIes to the resolution of futures related disputes becween and
arnong {f) U.S. customers and non-titember foreign firms operatingpursuant Eo an exemption from registration; and (2) NFA members
and foreign customers for transactions on foreign exchanges.

IV. Amendments to NFA Financial Requirements Sections 82-
a(ii) (A), Cl-b(vi) (C), Cl-b(vii), Cl-b(viii) (A), c2-b,
C2-e and Cz-f.

- II -

March I2, f 990

A Amendments to NFA Financial Requirements Sections B2-a(ii)(A). cl-b(vi)(C), Cr-b(vii), cr-b{viii){A), c2-b,
C2-e and C2-f to reflect the recent proposed increasein the nininum net capital requirement iadditions are
underscoreQ and deletions are Ibracketed]):

FINANCTAL REQT] I REIiTENTS

***

SCEEDT'LE B

BQUITY CAPITAL

rt*

Sec. 82. Equity lfi thdrasal.

B2. The following are prohibited:
***
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(A) I s60,000 ] r20 rcent of the minimum dollar amount
required b on 1( a ) ( J. ) of these Regui rements;

t**

SCEEDULE C

SUBORDINATED LOAN AGREEITENTS

***

Ct-b. t,tinimuo Requirements for Subordination Agreements.

**i

(vi) Collateral for secured denand notes. Only cash andsecurities which are fully paid for and wlrich may bepublicly offered or sold wiLhoul registration under EheSecurities Act of 1933, and the offer, sale, and transfer ofwhich are not otherrrrise restricted, rnay be ptedged ascollateral to secure a secured dernand note. The secured
demand note agreement shall provide that if any time the sumof the amount of any cash, plus the collateral- value of anysecurities then pledged as col,lateral- to secure the secured
demand note, is less than the unpaid principal amount of thesecured demand note, the Menber nCM must irnirediatel-vtransmit r.rritten notice to that effect to the lender and itsDSRO. The secured demand note agreemenh shall also requirethat following such transmittal:

-)_2-

(ii) The making of an unsecured loan (including an advance) to astockholder, partner, sole proprietor, or ernployee - if,after giving effect to such withdrawal- or Ioln,-and capital
reductions thich are scheduled Eo occur within 6 month3,
Adjusted Net Capital of any of the consolidated entities
would be less than the greatest of -

a**

i", The secured denand note agreement may arso providethat, in lieu of the procedures specified in theprovisions required by (B) above, the lender with theprior written consent of the Member f.CU and the DSRO
may reduce the unpaid principal amount of the secured
demand note: Provided, that after giving effect to suchreduction the Adjusted Net Capit-al of the member FCt{
would not be Less than the greaCer of 7 percent of thefunds required to be segregated pursuant to the
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Conmodity Exchange Act and CFTC Regulations and theforeign futures or foreign options secured amount, lessthe market value of.connodity options purchased by
customers on or subject to the rules of a contract
market or a foreign board of trade, provided, however,the deduction for each customer shall be limited to the
amount of customer funds in such customer's accounE andforeign futures and foreign options secured amounts;or, for securities brokers or dealers, the amount ofnet capital specified in Rule 15c3_1d(b)(6)(iil) of theRegulations of the Securities and Exchange Cornmission(17 CAR 240.15c3-1d(b)(6)(iii)). providid furrher,that no single secured demand note shall be permitied
to be reduced by more than 15 pefcent of its original.principal amount and after such reduction no excisscollateral may be withdrawn. The DSRO shall not
consent to a reduction of the principal amount of a
secured denand note if, after giving- effect to suchreduction, Adjusted Net CapiEal would be less than
1560,0001 120 percent of the minimum dotl-ar anount
requi red b

( vi i ) _Pernissive prepaynents "and special prepayments.,. A l,tember
lgM 3t its option, but not at the option-of the tender, may,if the subordination agreement so piovides, make a payment-of.alI or any portion of the payrnent obligation cne?eunderprior to lhe schedule maturity date of such payment
obligation (hereinafter referred to as ', preplyment,' ) , but inno event may any -prepaynen! be made before thi expiration ofI year from the date such subordination agreement- becaneeffective: Provided, hovrever, that the foiegoing restrictionshall not appLy to temporary subordination igre6rnents which
comply vrith the provisions of C2-e below, noi shalI it applyto revolving agreements covered under Section C2-f. Noprepayments shaLl be made, if, afher giving effect thereto(altd !9 all paynents of payment obtig;tioni under any othersubordinated agreenents Ehen outstanding, the maburiiy oraccelerated maturities of which are scheduLed to fall duewithin 6 nonths after the date such prepayment is to occurpursuant to this provision, or on or prioi to the date onwhich t!e payment obligation in respe-t to such prepayment.is scheduled to rnature disregarding this provisi6n,- -
$rhichever date is earlier) without reference to anvprojected profit or loss of the llember FCM, either theAdjusted Net Capital of the ttember FCU is less than thegreatest of 7 percent of the funds required to be segregatedunder the Comnodity Exchange Act and CFTC regulationl aidthe foreign futures or foreign options secured amount, Iess
the narket value of commodity options purchased by customers
on or subject to the ruLes of a contract narket oi a foreion
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board of trade, provided, honever, the deduction for each
customer shall be linited to the amount of customer funds in
such customerrs account and foreign fuEures and foreign
options secured amounts; or, for securities brokers oidealers, the amount of Net Capital specified in Rule 15c3Id(b)(7) of the Regulations of the Securities and Exchanqe
Commission (L7 CFR 240.15c3-ld(b) (7) ); or [960,000] I20

- 14 -
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rcent of the mininun dol1ar amount r ired bv SecEJ6n
o rements. NOE9rl tnstandl ng the above,

ut the prior $rritten approvalpr epaymen
the Uember ECU,s

(viii ) Suspended repalment.

(A) The paymen! obligation of the Member FCtl nith respecE
to any subordination agreement shaII be suspended andshall not mature if, after giving .effect to payment of
such payment obligation (and to al.1 payments of paynent
obligations of the tternber FCt4 under any other
subordination agreement(s) then outstanding erhich are
scheduled to mature on or before such payment
obligation), the Adjusted Net Capital of the ltember Fct{
would be less Ehan the greatest of 6 percent of the
funds required to be segregated pursu-nt to Ehe
Conmodity Exchange Act and CFTC Regulations and theforeign futures or foreign options secured amount, Iess
the narket value of commodity options purchased by
customers on or subject to the rules of a contract

no occur 9J

DSRO.

market or a foreign board of trade, provided, however,
the deduction for each custoner sha11 be limited to the
amount of customer funds in such customer,s account andforeign futures and foreign opti.ons secured amountsi
or, for securities brokers or deal.ers, the amount ofnet capital specified in Rule 15c3-1d(b)(8)(i) of Ehe
Regulations of the Securities and Exchange Commission
(17 CFR 240.I5c3-Id)b)(8)(i)r or tS60,0001 I20 percent
of the minimum dollar amount r ired bv Sectfon

rements.
suborclr.nated agreement may provide that if the paynent
obligation of the Member FC!{ thereunder does not matureoDr]'gacl-on ot the Member FCM thereunder does not mature
and is suspended as a result of the requirement of thisparagraph for a period of not less than 6 months, the
l,lembe r FC shall then conunence the rapid and orderlyliquidation of iEs business but the right of the leiderto receive payment, together with accrued interest or
compensation, shall remain subordinate as required bythe provisiond of this Section.
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*t*

Sec. C2. Hiscellaneous Provisions.
***

C2-b. Notice of rbturity or AcceLerated tbturity.
Every Member FCU sha1l irunediately notify its DSRO if, aftergiving.effect to all payments of payment obligations under
subordination agreements then outatanding whiih are then dueor nature erithin the following E monEhs without reference ro

Jean W. webb March 12, 1990

any projection of profit or loss of the Member FCM, its
Adjust.ed Net Capital would be less rhan IS60,0001 120

rcent of the rninimum dollar amount required bv SEEEion
remenEs or, s Acl 'r us t Capi tal

leou],cl be less than the greatest of 6 percent of the funds
required to be segregated pursuant to the Conunodity Exchange
Act and CFTC Regulations and the foreign futures oi foreign' optiong secured amount, Iess the market value of cornmodi ty
opEions purchased by customers on or subject to the rules ofa contract market or a foreign board of trade, provided,
hosrever, the deduction for each custoner shall be limited tothe amount of custoner funds in such customer, s account andforeign futures and foreign options secured amountsi or, for
securities brokers or dealers, the anount of net capital
specified in Rule l5c3-ld(c) 12, ot the Regulations of the
Securities and Exchange Comrnission (l-? CFR 240.15c3-
Ld(c)(2)).

it*

C2-e. Temporary Subordinations.

To enable a l{ember FCll to participate as an underwriter of
securities or undertake other extraordinarv activities and
remain in conpliance erith the financial reiuirements, a
l{ember FCfil shall be permitted, on no more than three
occasions in any lz-month period, to enter into a
subordination agreernent on a temporary basis which has a
stated term of no more than 45 days from the date the
subordination agreement became effective. provided, that
this temporary relief shall not apply to any Member FCM if
the Adjusted Net Capital of the Member FCM is Less than thegreatest of 7 percent of the funds required to be segregated
under the Corunodity Exchange Act and CPTC Regulation; a;d
the foreign futures or foreign options secured amount, less
the market value of comnodity options purchased by customers
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limits specified in Section 3. Such temporarv
agreement shall be subject Eo all of the- ochei
Schedule c.

Jean W. Webb March 12, 1990

on or subject to the rules of a contract market or a foreign
board of trade, provided, hor^rever, the deduction for each
customer shalL be Limited to the anount of customer funds in
such customer's account and foreign futures and forej.gn
options secured anounts; or, for securities brokers oidealers, the amount of net capital specified in RuLe t5c3-
ld(c)(5)(r) of the Regulations of the Securities and
Exchange Commission (17 CFR 240.15c3-1d(c) (5) (t) )r or
[$60,000] I20 percent of the minimun doLlar amounE r i red
bv Sect i on retnents, or e amount
ot equl t.y caprtal as e B is less than the

subordinat ion
provisions of

Cz-t. Revolving Subordination - Special palEents.

A Member FCtl shall be allowed to enter into a revolvinq
subordination agreenent erhich, at the option of the l,leriber
FCU but not at the option of the lender, if the agreement soprovides, allows a prepayrnent at anytine prior to-the
scheduled maturity date, subject to the p;ior written
approval of the lilember Fclt,s DSRO. Ilowever, no such
prepayment shall be made if:
i. After giving effect thereto (and to aII Davments of

payment obligations under any other suboidLnated
agreenents then outsEanding, the maturity or
accelerated naturities of which are scheduled t.o fal,L
due erithin six monlhs after the date such soecial
payment. is to occur pursuant to this provision, or onor prior to the date on which the payrnent obligation in
respect to such special payment is scheduled to mature
disregarding this provision, whichever date is earlierlwithout reference to any projected profit or loss of
the applicanL or registrant, the AdJusted Net Capital
of the applicant or registrant i.s less than thegreatest of 10 percent of the funds required to be
segregated pursuant to the Act and CFTC Regulations andthe foreign futures or foreign options secrlred amount,Iess the market value of comrnodi ty options purchased by
customers on or subject to the rules of a contract
market or a foreign board of trade, provided, however,the deduction for each customer shal1 be limited to the
amount of customer funds in such customerrs account andforeign futures and foreign options secured amounts,
or, for securities brokers or dealers, the amount ofnet capital specified in RuIe l5c3-Id(c)(5)(ii) of the
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Regulations of the Securities and Exchange Commission
(17 cFR 240.15c3-td(c)(5)(ii)); or ISr00,000] 200
percgnt 9f ehg milimun dotlar.anount required 5t-
secrlon r(a) ( r ) of these Requirements, or

lr:t

B. Explanation of Jmendments to NFA financial Requirements
Sections B2-a(ii)(A), Ct-b(vi)(c), c1-b(vii), cr-
b(viii)(A), C2-b, C2-e and C2-E to reflect the recenc
proposed increase in the minimun net caDital
requirement..

on December 7 , Iggg, the Board approved proposed
changes to NEA's Financial Requirenents SeLlions Il 6- and
Schedule D, Section D3-d and Compliance Rules 2-12 and 2-33(collectively referred to as "proposed Rules,,) to provide
additional protecEion against Futures Conunission MLrchant ("FCM")insolvencies. On January 25, IggO, NFA submitted to the
Conmission a rule submission letter reguesting approval cjf theBoard's Proposed Rules. One of the major ctranges- adopted by theBoard in the Proposed Rules lias an inciease in Ehe f.ClA miniium
adjusted net capital requirement fron 950,000 to $250,000.

The Board recognizes that certain sections of theFinancial Requiretnents relating Eo subordinated Loan agreements
and withdrawal- of eguity capifil base their calculatiois on tne
minimum net capital requirement. The Board believes Ehat thosesections need to be amended in order to reflech the Board'srecently adopted increase in the minimum ne! capiEaL requirements
under the Proposed RuIes. To accornplish this the Board-adopted
amendments to Sections B2-a(ii)(A), Cl-b(vi) (C), Cl-b(vii),'Cr-b(viii)(A), C2-b, C2-e and C2-f. The Board also believes'Lhatthe adoption of such changes would most effectively promote
continuity and uniforrnity in the application of Hfe Financial
Requirements if approved concurrently with the Board's adopted
Proposed Rules submitced to the Commission on January 25, 1990.

NFA respectfully requests that the amendnents toNFA.Financial Requirernents Sections B2-a(ii) (A), Cl-b(vi) (C), Clb{vii) ' Cl-b(viii) (A), C2-b, C2-e and c2-f be considered'ioi'
approval vrith and be declared effective at the same time as the
Proposed Rules submitted to the Comnission on January 25, !990.
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Finallyr NFA requesEs that the amendments to NFA
Registration Rule 203, NFA Code of Arbitration Section 4(a),
Section I5 and the Rules thereunder be declared effective uoon
Conunission approval,.

Respectfully submirted,

JJF : nm ( LtRS : Webb )

cc: Chaj.rman, Wendy L. Grarun
Commissioner Kalo A. Hineman
Commissioner f'orrler C. !{es t
Conuissioner WiLlian P. Albrecht
Andrea I{. Corcoran, Esq.
Joanne T. t{edero, Esq.
Dennis P. Klejna, Esq.
AIan L. Siefert, Esq.
Susan C. Ervin, Esq.
Paul H. Bjarnason, Jr.
Lawrence B. Patent, Esq.



UNITED STATES OF AMEFICA

COMMODITY FUTURES TRADING COMMISSION

2qB K Str€€t' N'W'
Wa3hlngton, D'C' 20581

October 29, 19 90

Daniel J. Rothr Esg.
General counEel
National Futures Aseociation
200 West Madison Street -- Suite 1.600
Chicago, Illinois 60606

Re: Proposed Anend$ents to Sections 4(a) and 15
of the Code of Arbitration and to Rules 1, 2,
3, 5, 8(c), and 9 under Code Section 15

Dear Mr. Roth:

By letter dated March L2. L990, the National Futures
Aseociltion ( "NFA') submitted the captioned proposals pursuant to
gection L7(j) of the Comrodity Exchange Act ( "Act" ) for
ComniEsion ipproval. NFA reguested that the Comission declare
the proposals- effective uPon approval.. By letter dated SePtarnher
7, LggO-, NFA agreed to extend the Comiseion's review. period to
october 29, L99O. P1eage be advised that the Connission approved
the captioned amen&rents on this date pursuant to section 17(j)
of the Act, aE proposed.

SincerelY,
'.r I P,r-La,t- f4 LISU' r

/ .tean A. webbvsecretary of the Couuui-ssion
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N^/]\ NATIONAL FUTURES ASSOCIATION

I lI I I zoow rrrnotsoN sr. cHtcAGo. tL.60606'(312) 781-1300

September 7, L99o

David Van Wagner, Esq.
Division of Trading and Markets
conrnodity Futures Tradinq commiss j'on
2033 K Street, N.W.
Washington, D.c. 20581

Re: National Futures Associationi Proposed Anendments to
NFA code of Arbitration Sections 4 and 15 and NFA Rules
Governing Arbitration of Disputes Betlteen U's'
customers and Non-llenber Foreign Fims

Dear Mr. Van Wagner:

By letter dated March 1-2, I99a ' National Futures
Association ("NFA|') sublTtitted a nunber of proposed. changes..to NFA

Requirernents to the connodity Futures Trading conmission (t'cFTc")
foi review and approval pursuant to section L7(j) of the
conuTrodity rxchanli Act, is amended. Included were proposed
ar0end.ments to NFA code of Arbitration Sections 4 and 15 and NFA

Rules Governinq Arbitration of Disputes Bet$teen U'S' Custoners
and Non-Member Foreign Firns. As we discussed over the
telephone, NFa agreeJ !o extend the tine for Commission review
and -approval of fhese proposed amendments until october 29' L99o'

If I can be of any further assistance, please contact

KPc : j ac (Ltr\Wagnerl-. KPC)

very truly Yours,

Mn:y-F*Cf-
Kathryn Page camp
Assistant General Counsel



COMMODITY
UNITED STATES OF AM€RICA

FUTURES TRADING
203t1 K Sttaet, N.w.

Washlngton, D.C. 205E1

August 27, I99O

coMMlssloN

Mr. Daniel J. Roth
General Counsel
National Futures Association
200 West Madison Street
Chicago, Illinois 60606

Re! Proposed amendments to National Futures
Aesociation Financial Reguirements Sections
1 and 6 and Schedules B and C

Dear Mr. Roth:

By letters dated January 25, 1990 and March 12' 1990, the
National Futures Association ("NFA"), pursuant to Section 17(j)
of the iornmodity Exchange Act ("Act"), submitted to the
Commission propased ame;dments to NFA Financial Requirements
Sections 1 ind-6; Schedule B, Section B2-a(ii)(A); a!d- Schedule
C, Sections cl-bivi)(C), Cl-b(vii) ' C1-b(viii) (A) ' C2-b, C2-e'
and C2-f. the Comnission understands that NFA intends to
implement these rule amendments with reepect to existing futures
coirmission merchants ( "FCMs" ) on December 3I, 799O' The
commission further understands that any firrn seeking FcM status
after Conunission approval of the proposed rules, but before
O"cember 31, 1990,-;ou1d be requiied to meet the new minimum
adjusted net capital requirement.

Please be advised that on this date the Commission has
approved the above-referenced rule amendments pursuant to
Section L7(j) of the Act.

S J-ncerely

V.',^ fr'tu'Jk
(Jean A. Webb
Secretary of the Comm.is sion



UNITEO STATES OF AMERICA

COMMODITY FUTURES TRADING COMMISSION
2033 K Street, N.W.

Washtngton, D.C. 20581

August 3, 1990

Daniel !T. Roth, Esq.
General Counsel
National Futures Association
200 West Madison Street
Chicago, Illinois 60605

Re: The National Futuree Association, s proDosed
Amendnents to Bylatr 406 and Registrati6n
Rules 201 and 203

Dear Mr. Roth:

. By letters dated March 12, 1990 and June 7. L990, theNational Futures Association ( "NfA" ) subnitted pursuant toSection 17(j) of the Conrnodity Exchange Act ( "Aat,') proposed
amendrnents to its sylaw 406 and negistration Rules ZbL ind ZOS.

The Cornmission understands that NFA i-ntends to implenent the
proposed amendrnents upon receipt of notice of Commissi6napproval. Please be advised that on this date the CommisEion has
qpproved the above-ref erenced proposed amendments under Sectionf7(j) of the Act.

Sincerely,

ad&Aaf
ty Secretary

'of the Cornnission

B
GEI'IERAI. COUNSEUS OFFICE


