
November 20, 1984 
l;l ll

Ms. Jean webb
Secre tary
Office of the Secretariat
Corunodi ty Futures Trading Commission
20 33 K Street, N.w.
washington, D.c.20581

Re: National Futures Association, ProPosed Amendments
to NFA Bylaw 305, Compliance Rules 2-8, 2-24,
Financial Requirements A6-h(ii), (iii), (iv),
Bl-a(iil, cz-g, section II(a) of Scheilule A to NFA
Bylaw 305, and ProPosed Sections II(b) and (c) of
Schedule A to NFA Bylaw 305, Proposed Schedule B

to NFA Bylaw 305 and Proposed Compliance Rules
2-26 and 2-27.

Dear Ms. Webb:

Pursuant to Section f7(j) of the Comrnodity Exchange
Act ("Act") as amended, National Futures Association ( 'NFA" )

hereby submits the following amendments to NFA Bylaw 305,..
Compliance Rules 2-8, 2-24, Financial Requirements A6-h(ii),
(iii), (iv), B1-a( i'i'), C2-9, Section II(a) of Schedule A to
NFA Bylaw 305, ancl submits the following proposecl Sections
II(b) and (c) of Schedule A to NFA Bylaw 305, proposed Schedule
B to NFA Bylaw 305 and proposed Compliance Rules 2-26 and 2-
27 to the -omrnodity Futures Trading Commission ( "Corunission"
or "CFTC" ) for review and approval ' The amendments and pro-
posed rules rdere approved by NFAts Board of Director's at
its meeting on November 15, 1984. In the text below, where
appropriate, additions are underlined and deletions are
bracketed .

I. The Amendnents

BYLAWS OF NATIONAL FUTURES ASSOCIATION

t**

CHAPTER 3

MEMBERSHIP AND ASSOCIATION WITH A MEMBER

. ***

Bylaw 305. Registration- [andl Proficiency,
Certi f ication Requirements.

Disclosure and
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Schedule A attached to and nade a part of these
Bylaws shalI set forth rules governing registration under
the Act, including registration requirements and procedures,
and standards of proficiency, including training, experience
and proficiency testing requirernents, applicable to Menbers,
persons associated with Members, Associates and aII persons
for which NFA has registration responsibilities. In accor-
dance with such registration rules, NFA shall perform the
portions of the registration functions under the Act which
it is required or authorizecl by the Commission to perform
pursuant to Section 8a(10)or Section 17(o) of the Act and
NFA shall determine proficiency, for purposes of determining
fitness to be registered under the Act and for purposes of
determining membership qualification uncler Bylaw 30 1(d), in
accordance with such proficiency requirements..

Schedule B attached to and mad3_ 3--Pgr!_el_ltteee
gylaws sha i-
fication of registration records, or portions thereof, main-
tained by NFA.

Schedule A

***

II. PROFICIBNCY REOUIREMENTS

(a) Associated Person Qualification Testing Requirement.

IAny individual applying to NFA for registration as an
introducing broker or as an associated person of an
introducing broker uniler the Act pursuant to Section
I(a) of this Schedule A (except for persons who were
registered as an associated person or who had applied
for such registration as of August 1, 1983 and whose
registration is not lapsed when application to NFA is
made) shall not be registered or temporarily licensed
unless NFA receives satisfactory evidence that such
individual has taken and passed the National Conmodity
Futures Exarnination. If such an individual applies for
registration as an associated person of an introducing
broker on Form 8-S pursuant to the special registration
provision of CFTC Rule 3.12(d), such individual's reg-
istration wiII lapse if NFA does not receive satisfactory
evidence that such individual has taken and passed the
National Commoili ty Futures Examination within sixty
days of mailing the Form 8-s.I Except as provided
beiow in paraqiaph (b), anv inditfAuel-aE;TtlnqE Nre
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for registration under the Act as a futures commission
ator,acoffiffi-

of anv of the foregoinc or applving for registration
with NFA as an Associate pursuant to NFA Bvlaw 30 1(b )

isteredreq r, s ter
NI'A as an Assoc

(1)

(21 NFA receives a certification whi ch shall be con-
slqer rat nto the a cation for
reqi stration unoer
appl icanq sponsor, stating
(i) the applicant is currentlv reqistered with

the National Association of Securities Dealers
Inc. as a General Securities ReDresentative
ancl

(ii) the licant's sole activities sub ct to
requl ation Comnission, are
continue ted to solicitation of
EnnAs

on

-

of persons whose activities are so limited
u;fCEE- anE
sat i-
passed the National Commodi ty Futures Exam-

-

lnatl-on. ancl

( iii ) the applicantrs sponsor understands that the
sponsor mus-t supervise the applicantr s com-
pliance with the Iimitation on the applicant's
activities set for n paraclra

! anv falture o a cant to
adhere those I imi tat ions ma be cause for

other t
a inst

Comp ance Ru

the applicant anal his sponsor unalerstanal that
wiIIfuIIy making a materially false or nis-
leading statement in anv part of the applica-
tion for reqistration, including the certi-
fication described above, is cause for denial

act i.on

suspension or revocation of registration
crininal Drosecution.

(iv)
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(b)

(2)

(c) An individual who is sub ect to
aClra

Tbe requirements set forth above in paragraph (a) shall
not apply to individuals who were legistereal as an
associated person or who had applied for such registra-
Elon as-oT-TIA-adIi

ration as su s not Ia cation to
s maoe :

(1) August 1, 1983 for individuals applving for regis-
tlation as an introducing broker or as a

-

ciated person of an introducing brokeri

March 1, 1984 for individuals applying for regis-
tration as a futures commission merchant_L sgrnrnod:i_tl
pool operator or commodity trading advisor or as
an associated Derson of a futures cornmission
merchant, comnodity pool operator or conmodity
tradinq advisor;

assoc J.aE
t, an int uc

ator or a
-S pursuant to

son o a ru ures comm
roKer ac

the irement of
ste under the Act

sor
strat

must Drov
can t s sat s
ve ln ra ra

overnl

sr
mer

saE
one

tr

nce t
remenES set

Failure to do so
tration to lapse..

***

Schedule B

This schedule contains the rocedure s
access to and cert i f icat onorr ratlon recor
port iorlE thereof, mainta !

t
n connectton

req i strat on resDons t is authori z
o per ursuant to

or Sect the Act .

I. Disclosure of Information Flom
ne fa

Definitions

es

(a)

(i) Registration Records
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For plrposes of Schedule B, the term registration
records shall be defined to include onlv the fol-
ohrinq t s ot recorcls are in the cust

ot or ma.inta use sucn recoros were
tran s ferr rom the Comnission to NFA or because
such records have been received, qenerated or

n
functions which NFA is authc'rized or recruired b

8a(10) or 17(o) of the Lct:
(a) Anv application forrns requi

obtain registration, including any biograph-
ical supplements with respect to principals
of an applicant or reqistrant, any schedules
or supplementary attachnents to such forms,
any fingerprint cards ancl any financial re-
ports, statenents ancl agreenents requirdd to
be filed with initial applications for reg-isEaElon.-

(b) Anv supplemental statement or filinqs to
correct or te any reqistratior, informa-
tion stron submitted in a previous filing or to

ofgrve notrqe ot terni-nation o! employment ot
an associateil Derson.

(c) Any correspondence relating to registration
between the Conmission or NFA and an appli-

(d) Reports ref l ecti information devel
sources out s Commission or NFA
or qenerat' connection it et

tness for stration or af ation
prrncJ.paJ..

( ii) Registration Information

For purposes of Schedule B, the tern reqistration
information shall be defined as anv information
contaln ilecl fiom or related to reqis-
tration records.

Disclosure of Public fnformation

(i) I: atr11 me4bgr of the public requests access to
tfre

requested record, or portion, is "pub1ic" or "publicly

(b)
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available" under CFTC ulations l.I0 ( and
t ive NFA will re ease tha t
on, to the reques ter.

(ii) NFA rna char any member of the I ic IN
ee, not ex eec t e sslon
or an es strat 10n rov

rec t reguesrer.
(c) Disclosure of Non-PubIic Infornation

RE ests for access to r istration records or rtions
eor, no cor c

e r sec re ferr
or transmitted to for res ser exceDt
that! NFA will disclose such rEcordG, or bort ons thereof

L45.b{Dr' reSpe
recgrd, or port

(i) To anv Person wlth whon an applicant or registrant
rs or plans to be associated as an associatedpffinEIEEf;-EiovIEEa
that, t son r stin nformat ion
an aDDr riate s to NFA tther ter

oyer or prospective over of tparticular applicant, registrant or principal;
(ii)

( iii )

To any futures commission merchant with whorn an
introducing broker, whetheffi
reqrstrant, has or plans to enter into a quarantee

appropriate showing as. to its iAenEf tvi

n car out resDons
Act, or to national securities
securities associations reqis
ties an Commi. s s ion assrs
orqanizations in

or national
the r1-

etr resDons i1-
er
Io

nq out
ties er Secur

that,
Exc e Act of 4
or has reason to

law enforcement ortitli;-EIe scope of
r use 1n neet l-n

NFA
uefieve ttrat a requeEEl@ittr
NFA will notify the commi s@

( iv) To federal, state or local
aqencies act i

ction or for
I ato

es ass

r
er law to
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extent the Commission ma disclose
ormat ion er Sect ons u (e

NFA knovJs
or nas reason eve
connection rdi t ormar or ent invest iqat o
or proce WIII NO Commission o
the request i

(v) Pursuant to an order of court of
exceDt s ummon se s

ons ot r on recoros

tLv forwarded EO e the
sslon to consu EO pr

(vi ) Otherwise r^rith the authorization of the Director

!
lla

NF

on
PEOTN
Comm

c reco cls
on

of the Division of

unsel or the Executive Director o Commission
or rn t Derson's sence the aDDroDriate desiq-
nat ssron sta r, :.n accordance w

Regulations i

to reqistration records, exc anv records
er sectlon n connecElon

rm' s cation for
reqistrat ion NFA rece ves Dr
verrfication o ritv o
party request

(a) Designation of Custodian and Deputv

The President shall desiqnate an NFA
NFA Recor
so alesrqnate an

NFA Record Cus
sha re s pon e for ma n strat
reco n s ses s lon

(vii)

a
se registration reco

Authoritv gf Custodian and Deputy

The Custoalian, the Deputy, or in their absence, anv NF}
employee designated by the President, the Custodian or

II. Certification of the Authenticitv
ofe

(b)
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(d)

the Deput authorized to celtifv in wri t in
the authent of reqistration recor s in NFA's

ssesslon ses or an
trative Droc e Custodian, the Deputy, or

s igna t ee is also authorized to
certifv in writing as to the maintenance and
completeness of the registration records in NFA's
possession as well as the thoroughness of NFA's
search for requested documents, for purposes of
anv judicial or aclninistrative proceeding.

Effectiveness of Certificat ion

This written certification shaII be effective when
executed by the Custodian, the Deputv or any designated
employee.

Content of Certi ficat ion

The written certification shall inclu<ie that, pursuant

maintains aI cust of the official reqi stration
records t taret ect of the certification.

***

COMPLIANCE RULES

***

PaII 2 - RULES GOVERNING THE BUSINESS CONDUCT OF MEMBERS
REGISTERED WITH THE COMMISSION

***

Rule 2-8. DISCRETIONARY ACCOUNTS.

( a ) crant of Discretion lilust Be in Writing.

No Mernber IFCM, Introducing Broker] or Associate thereof
shall exercise discretion over a customer's commodity
futures account uniess the custome! or account controller
has authorized the Member IFCM, Introducing Broker] or
Associate thereof in writing ( [e.9., ] by power of attorney
or other instrument) to exercise such discretion. For
purpGes oi-TFr s Ru-le, a person does not exercise dis-
cretion where the custoner or account controller specifies
the commodity, year and delivery month of the contract,
the number of contracts, and that the transaction is
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(b) Review of Discretionary Trades.

Each commodity futures trade Ieffected] initiated by a
Member IFCM, tntroducing Broker] or AssoEiatE thereof
pursuant to the exercise of discretion must be identi-
fied as discretionary. Iand specifically reviewed not
later than the end of the business day following the
trade by a partner, officer, director, branch office
manager or supervis,ory ernployee of the Member FCM or
Introducing Broker.I Each Member initiating such
trades (other than a Member who employs .

which the Member (or the l,lenber's Associate) haF-6een
authorized to exercise discretion for compliance with
applicable provisions of these Rules.

either to buy or to sell. Each Member must maintain a
record or svstern of recordsffi
which of the llemberrs accounts are accounts over which

E-it-as-airs.reTT"nary
authori tv.

ndi.vidual is also the on wIIo suDervlses
utures act ivi. tv ) must a orce vJrrtten

proceoures:

(1) Which ensure that officer director
rancn ot!Ice erors sor ovee of

an an exetc r ses
scretlon rn accoun t arlv revrews

discretionary !rading act ivi ty t an

(2)

(c) Supervision.

IAI1 discretionary] F;ach Member shall supervise alI
commodity futures accounts Imust be continuousfy super-
vised by the Member FCM or Introducing Brokerl for

(d) Minimum Experience Requirenent.

No Member FCM or fntroducinq Broker shall allow an
Associate to exercise discretion over a customer's

s

Which require such partner, officer, director,
branch office manager or supervisory emplovee to
make a written record that such review procedures
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a written request to ance Director
such r n a re

Re Businessconsi st o one member rom eac
Conduct ee sto
Board from t ine to ects on ot tne pane
shalI be f inal ancl shall be based u the vtr i tten

sslons a viens of ance Director.
communicate its on to the C l ance

r

s
Director or a Derson desiqnated the ComDliance D recEor,

(e) Third Partv Account Controllers.

account anclNo Member FCM shall acce t a custoner
FCM or Introduc

customer account over a thir noc an
socrate or suc or Int

exercise di scretion w ut rst obtaininq:

(2)

A copy of such account controller's r4rritten trading
authorization, or a written acknowledgment from
the customer that such authorization has been
grveni ano

An acknor,vledgment from the customer that the customer
has received a disclosure document from the account

is not required to provide a disclosure docurnent
to the customer.

(1)

**t

Rule 2-24. QUALIFICATION TESTING OF ASSOCIATED PERSONS

(a) Testing Reguirement

Subject to the provisions of paragraphs (d) and (e) of
Bylaw 301, no [person (except any person who was registered
as an associated person of an FcM or IB or who had
appl ied f or such reg i strat ion as of l'larch I , 19 I 4 ancl

capacity for that periodl of time. This requirenent
shall not apply to any individual reqistered as a 9ommodityTrading Advisor. This requirenent nay, in NFA's discretion,
experienEE. Anv lteffiaiver may submit

who sha]l then inforrn the Member seekinq the waiver.
ent

experience pursuant to the rules of anv contract rnarket
nember of NFA having a sinilar ninimum experience requirement
shalI be deemed to have satisfiecl the requirement'of
attt = ^trte.
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(b)

whose registration as an associated person of an FCM or
IB has not lapsed since the date) may be associated
with an FCM Member of NFA (See Bylaw 3OI(b)) unless
such person has taken and passed the National Cornmod i ty
Futures Examination.I FCM, IB, CpO or CTA ljember of
NFA shall hive as an a:@v
person r4tho has not satisfied the aoplicable oroficiencv
requrrements set forth in Section II of Schedule A to

Limitations on Act ivi t ies

( i ) l!S_pg!-9on_re istered wi-th NFA as an Associate of
an FCM, IB CPO or CTA Membe! o NFA ( See

cation for r stration as an
assocrat son under Act or for stration

th NFA as arr Associate inco rated a certifi.-
caElon concern scope o
ciate ' s activ es on II of
Schedule A to aw exce 1-
tations set Associate I s cation.

(ii) No FCM CPO or CTA Member of NFA shall have
rson

wnose a on or strat on as an associated
rson under the Act or orr s trat i on NFA

as an Associ-ate nco rated an o cer t
cations concernin ted scoDe o suc
activities descr n Section II of Schedule Ato Bvlaw 305 and who exceedE thoEE-lfimi tEtions.

***

RuIe 2-26. FCM AND IB REGUTATIONS.

Any Member who violates any of CFTC Requlations I.33,
r.55 0r r.5b shal.I be cleemed to have violated an NFA reouire-

***

Rule 2-27. TRANSFER OF CUSTOMER ACCOUNTS.

Vpon Eeceipt of a signed instruction from a customer to
transfer an account frorn one lternffi

sucn lns tion contains t customer t s
account n

snoEo entire account
rtrons are to be transferr

rece lv r, f.

escr
tran s fer
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confirm to the receivinq Menber all balances in the
v.

within such further time as mav be necessarv in the
avs

-

of the day such confirmation is due, or within such
further tjme as may be necessalv in.=..:..i-i----=-diligence, and provided that the receiving Menber agrees
to accept the account, the carrving Member shall effect
the transfer of the balances and oositions to the
iice

(b) This rule shalf apptv ontv to trans
request ot a customer.

(c) This rule shall not prohibit transfers based upon oral
requesEs.

***

FINANCIAL REQUIREMENTS

***

SCHEDULE A

***

COMPUTATIONAL FORMULA - SPECIAL DEFINITIONS
AND RULES OF CONSTRUCTION:

***

Section A6 - ADJUSTED NET CAPITAL

**t

A5-h. Open Futures Positions anil Grantor Conmocli ty Options
in Proprietary Accounts.

fn the case of open futures contracts and grantor commod-
ity options held in Proprietary Accounts (see A1-9, above)
carried by the Member FCM which are not Covered by a position
held by the Member FCM or which are not the result of a
changer trade rnade in accordance with the rule of a contract
narket --
(i) For a Member FCM which is a clearing member of a contract

market. for the positions on such contract market cleared
by such member, the amount of the applicable margin
requirement of the applicable clearing organization;



NFh
Ms. Jean Webb
November 20, 1984
Page Thirteen

( 1r, For [Mernber FCM which is a nember (,f a contract market]
all other Member FCMS an anount equal to 150 percent of
EEe 

-eFFl-IcaEIt mafntEnance margin -requirement of the
applicable board of traile, comrnodi ty options exchange,
or clearing organization, whichever is greater; or

For all other Member FCMs, 200 percent of the applica-
ble maintenance margin requirement of the applicable
board of traile or clearing organization, whichever is
greater; or]

[(iii)

[(iv)](iii) For open contracts or granted (sold) commodity op!ipns
for which there are no applicable maintenance margin
requirenents, 200 percent of the applicable initial
margin requirement.

The eguity in any such Proprietary Account shall reilgce
the deduction required by this Section if such equity is not
other\4rise includable in Ad justecl Net Capital .

***

SCHEDULE B

t**

EQUITY CAPITAL

***

BI-a. A satisfactory subordination agreement entered into
by a partner or stockholder which has an initial term of at
Ieast 3 years and has a rernaining term of not less than 12
months if :

(i) It does not have any of the provisions for accelerated
maturity provided for by Schedule C, Cl-b(ix)(A), Cl-b(x)(A)
or CI-b(x)(B), or the provisions for Revolving Subordination-
special PrepaymEilE- -f.

(ii) The partnership agreement proviiles that capital contributed
pursuant to a satisfactory subordination agreement as
defined in Schedule C shall in all respects be partnership
capital subject to the provisions restricting the with-
drawal thereof required by 82 belowi. . .

***

SCHEDULE C
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t**

SUBORDINATED LOAN AGREEI4ENTS

c2-9. Fi1ing.

IThree copies] A signed copy of any proposed subordination
agreement I s ] ( incl ua-i-igldE6;f orming lublrd i nat ion agree-
rnents) rnust be filed with the DSRO at least 10 days prior to
the proposed effective date of the agreernent, or at such
other tine as the DSRO for good cause shall find acceptable.
The Member FCM shall also fil.e with the DSRO a statement
setting forth the name and address of the lender, the busi-
ness relationship of the lender to the Member FCM, and whether
the lvlenber FCM carrieti funds or securities for the lender at
or about the time the proposed agreement was so filed. AlI
agreements shall be examined by the DSRO prior to theif
becoming effective. No proposed agreement shall be a satis-
factory subordination agreement for the purpose of these
capital requirements unless and until the DSRO finds the
agreement acceptable and such agreement has become effbctive
in the form found acceptable.

II. Explanation of Arnendments.

Section II of Sched@d Compliance Rule2-rT-
Section II of Schedule A to Bylaw 305 ( "SectionIIrr) and Compliance RuIe 2-24, as amended, work together to

establish comprehensive testing reguirernents for all new
associated persons ) in the futures industry both as a
condition of registration or tenporary licensing and as a
compliance requirernent applicable to the sponsor. Under
these rules all APs are reguired to take and pass an appro-
priate proficiency examination ( in rnost cases the National
Commodi ty Futures Examination ( UNCFEU) and in some cases the
NASD Series 7 General Securities Examination). Like Aps of
FCMs under the prior version of Section II, Aps of CpOs and
CTAS are not required to take ancl pass an examination if
they were registered or had applied for registration as an
AP as of Uarch 1, 1984. With respect to APs of CPOS and
CTA5 who were not previously tested and who are not required
to be tested under the proposed amendment, NFA \irill determine
whether they have mininum entry level knowledge in the manner
described in NFArs letter to the CFTC dated October 25, 1984.

NFA requests that the amendments to Section II andl
to Conpliance Rule 2-24 be rnade effective on March l, 1985
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and January 1, 1985 respectively. The postponed effectiveness
of Section II will defer the adilitional registration processing
work which that requirement ldill generate until after NFA
has completed the initial phase of its assumption of rnore
complete registration processing responsibilities. Following
a January 1, 1985 effective date for CompLiance Rule 2-24
NFA will extend a thro nonth grace period to allow Commodi ty
Pool Operators and Commodity Trading Advisors, whose Aps
have not previously been subject to testing requirements,
time to enroll their APs for and to take the examination
(NFA took a sinilar position following the effective date of
existing Compliance Rule 2-24 in order to allow time for
FCMS to have their APs tested. ) Therefore if these amend-
ments are nade effective as reguested NFA anticipates that
they will both be fully enforceable by March l, 1985.

As the CFTC is aware under Section II prior !oamendment NFA had taken a no action Dosition with respect to
APs who vrere registered Lrith the National Association of
Securities Dealers, Inc. ( ) as General Securities
Representative s , who had taken and passed the Series 20
examination offered by the New york Futures Exchange ( nNYFE" 

)
and whose activities were limited to soliciting or accepting
orders for stock index products or supervising persons whose
activities were so limited. Under thit no action position
such persons hrho net the above described requireme-nts by
December 31, 1984 would not later be required to take and
pass another examination under Section ff as amended orovidedthat their activities remained appropriately tinited. NFA
wishes to advise the CFTC that it has modified the no actionposition to include persons who have applied to take the
Series 20 examination anil who otherwise rneet the above stated
reguirements by December 31, 1984. NFA has extended the no
action position in order not to prejudice individuals who
may have been unable to schedule a tine to take the Series
20 examination prior to December 31, 1994.

Schedule B to NFA Bylard 305

Pursuant to Sections 8(a)(10) and 17(o) of the
Conmodity. Exchange Act, the CFTC has authorized NFA to perform
registration functions with respect to IBs, FCMS, CpOs, CTAS
and APs thereof in accord with rul.es adopted by NFA. In
connection with the performance of these functions, NFA is
and vriIl be maintaining registration files and records and
will act as the official custodian of those records. Because
NFA will be receiving requests for access to those records,
comprehensive rules and internal procedures governing access
to and certification of NFA maintained reqistration records
were developed.



NFh
Ms. Jean Webb
Novembe! 20, 1984
Page Sixteen

The proposed amendment to Bylaw 305 adds Schedule
B which sets forth the rules governing access to and certi-
fication of registration records maintainedl by NFA. These
rules represent the parameters within which NFA intends to
act with respect to disclosure of registration records and
supersede the terms of the July 18, 1983 letter of undertaking
from Robert X. tlilmouth to the Commission. Proposed Schedule
B, as adopted by the Board of Directors following extensive
discussions bethreen NFA and CFTC staff, also represents the
resolution of the policy issues raised and discussed in the
memorandum dated October l, 1984 anil is intended to supersede
that memorandum. The detailed written procedures which NFA
will adopt in order to achieve cornpliance with proposed
Schedule B will be forwarded to the Commission shortly for
its information.

Pursuant to Section I(b)(ii) of these rules, NFA
may, upon reasonable request from members of the public,
provide copies of public or publicly available portions of
registration records. To defray the cost of copying such
records, NFA plans to charge a copying fee in an amouDt not
to exceed the fee charged by the Commission from time to
time. The initial copying fee and any subseguent changes in
the amount of that fee will be submitted to the Commission
under Section f7(j) of the Act to be made effective ten days
after receipt of such submission by the Commission.

Section r(c)(v) of the rules specifically ad-
dresses how NFA must proceed upon receipt of any subpoena or
sulnmons for non-public registration records maintained by
NFA. In that regard, NFA wiII notify the Commission of
receipt of a subpoena or summons without delay and will
provide the Commission with any responsive documents or
information within 24 hours of receipt of the subpoena or
summons (or within such longer period as practicable under
the circumstances for the Commission to take appropriate
action). NFA also intentls to provide the Commission with
responsive documents or information in the same expeditious
nanner when the Commission is served with a subpoena or
surnmons. It is NFA's understanding that it is not subject
to any requirement set forth in Section 8(f ) of the Act.

NFA intends to act as the official custodian of
alI registration records maintained by NFA. NFA will under-
take to provide, in a tirnely manner, such certifications,
affidavits and testimony as may be necessary to authenticate
documents and information contained in the registration
records upon the request of the Comnission or its staff, and
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in conjunction with requests of other federal, state or
local officials and with subpoenas o! other appropriate
document requests by private parties. NFArs Record Custodian,
Deputy Record Custodian, or other designee when appropriate,
shall be responsible for providing such certifications,
affidavits or testimony. Designation of the Record Custodian,
Deputy Record Custodian or other designee shall be in writing
by the President of NFA.

RuIe 2-8: Discretionary Accounts

Sections (a)' (b) and (c) forrnerly applied only to
FCMS and IBs. To provide the sane protection to customers
whose discretionary accounts are manageCl by CTAS, these
sections have been amended to apply to all Members. The
review requirenent of section (b) applies to the Member
initiating the trades; that is, where a CTA or IB (or an
associate of a CTA or fB) holds discretionary authority over
an account carried by an FCM, the CTA or fB must adopt and
follow the written procedures for review of that discretion-
ary trading.

Rule 2-8(b) formerly required that each discre-
tionary trade be specificalLy reviewed by the end of the
business day following the trade. NFA found that in practice,
this rule led to the establishrnent of procedures, such as
the initialing of order tickets, which did not necessarily
provide substantive and effective review of discretionary
trading activity. The changes to Rule 2-8(b) are therefore
caiculated to strengthen the review requirement, and the
adequacy of llembers I written review procedures and their
enforcement of those procedures will be evaluated by the
Compliance Department accordingly.

To be adequate, the written procedures must provide
that the review be conducted by someone other than the indi-
vidual exercising authority over the account. If, in a very
srnaII organization, there is only one individual who exer-
cises discretionary trading authority and that person is
also the only individual who has supervisory authority over
futures related activity, the rule does not require written
review procedures because there is effectively no one to review
the trades but the person who made them. However, this
exception is quite narrow -- for example, a sole proprietor
CTA who employs no Associates would not be reguired to have
written procedures to review his own discretionary trading.
Holrrever, a sole proprietor gIA who employs an Associate who
exercises discretionary authority given by the CTAr s cus-
tomers is responsible under CFTC Regulations and NFA Rules
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for supervising that Associate, and thus rnust adopt and
enforce written review procedures under Rule 2-g(b). A
Member who is not entitled to use the "one-nan shop', excep-tion but who seeks to circunvent the purposes of Rule 2-g(b)will be subject to appropriate disciplinary action,

The word "continuous}y" has been deleted from the
supervision requirernent of Rule 2-8(c). There is no inten-tion to relax the standard required by the Rule, to thecontrary, this revision is intended to remove anv hindranceto enforcement of the Rule that such a standard iright present.

. Sections (d) and (e) are new. Section (d) requiresthat Associates of FCMs be continuously registered and
working in that capacity for two years before they may exer-cise discretion over customer accounts. a procedure isprovided for obtaining waivers based on a showinq that the
Associate has eguivalent experience. In time it is expectedthat standards will be developed for determining what Lon-stitutes equivalent experience, and such informition wiIl begiven to Members in an appropriate manner.

Section (e) imposes certain requirements on FCMS
who carry discretionary accounts controlled by third parties
such as IBs or CTAS. If the account is introduced to an FCMby an IB or another FCM, the obligation to conply with Rule2-8(e) applies to the introducing Member rathei lhan thecarrying PCU, although alI Members, including the carrying
FCM, remain responsible for compliance with flf'e eytaw ttO1.In this regard, it should be noted that receipt oi a writtenexplanation why the account controller is not reguired to beregistered (and, therefore, not required to be a Member of
NFA) would not excuse a vioiation of NFA Bvlaw 110 1 if thewritten explanation does not disclose an alparent exemption
from registration or if the Menber or anv oi tfre laernbei's
employees knew or should have known of ficts inconsistentwith the written explanat ion.

!ls. ilean Webb
Novehber 20, 1984
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Rule 2-26: FCM and IB Regulations

This rule incorporates by reference the following CFTC
Regulations:

Regulation 1.33 requiring FCirfs to send nonthly and con-
f irrnation statements.

Regulation )-.55 requiring FCMs and IBs to furnish aRisk Disclosure Statement to their customers.
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Regulation 1.56 prohibiting FCUs and fBs fron guaranteeing
a customer against loss.

RuIe 2-27: Transfer of Customer Accounts

The purpose of Rule 2-27 is to ensure that cus-
tomers who wish to transfer their accounts fron one Member
to another are not subjected to undue delays. The time
requirernents for confirmation of balances and transfer of
the account and the alternate requirement of due diiigence
were enacted to achieve this purpose.

Proposed NFA Fi nancia I B_equirements Rules A

Section 17(p)(2) of the Commodity Exchange ACt
requires NFA to establish financial requirement.s applicable
to its rnembers which are as stringent as those established
by the CFTC. In accord with this provision, NFA Financial
Requirenents Section l sets a minimum adjusted net capital
requirement for FCMS which is equivalent to the requilement
imposed by CFTC Regulation I.17. Scheduies A, B and C of
NFA's Financial Requirements set forth certain definitions
and conputational formulae to be used in determining com-
pliance nith NFAr s financial reguirements. Certain pro-
visions of Schedules A, B and C are technically inconsistent
with the corresponding provisions of CFTC Regulation 1.17.
The proposed amendments i\rould conform Schedules A, B and C
to those CFTC Requirements.

NFA respectfully reguests that the amendnents to
NFA Bylaw 305, Compliance Rule 2-8, Financial RequiLements
A6-h(ii), (iii), (iv), Bl-a(ii), C2-9, and that Proposed
Schedule B to NFA Bylaw 305 and Proposed Compliance Rules 2-
26 and 2-27 be declared effective upon approval by the
Commission. NFA further respectfully requests that the
amendment to Section fl(a) of Schedule A to NFA Pyiaw 305
and the addition of Proposed Sections II(b) and (c) of
Schedule A to NFA Bylaw 305 as well as Compliance Rule 2-24
be approved by the CFTC and declared effective as set forth
above. NFA is aware that certain of these proposed amendrnents
and Bylaws are integral to the transfer of aclditional
registration functions to NFA. Therefore NFA would be pleased
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to have the CFTC sever any of the proposals submitted herein
for separate consideration as the CFTC deems appropriate.

Very truly yours ,
National Futures Associat ion,

-l .( ( i'Bvj-

General Counsel and Secretarv

JHH : dc

cc: Chairrnan Susan M- Phillips
Commissioner Kalo A. Hinenan
Comnissioner Fowler C. west
Comrnissioner William E. Seale
Commissioner Robert R. Davis
Andrea M. Corcoran, Esq.
Kenneth M. Rosenzweig, Esq.
Linda Kurjan, Esq.
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UNITED STATES OF AT€NICA

COMMODITY FUTURTS TRADING COMMISSION
AB3 K Str.ot, N.w.

Walhlngton, D.C. A!581

No\Erber 30, 1984
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t\/8
l,lr. Joseptrr H. Harrj.sc'n, Jr.
Cereral Ccrlnsel ard Secretaaf,
National nttrrres Association
200 V{est Madison Street, Suite 1600
Chicago, Illinois 60606

Re: NFA Rrle Eq)osals

Dear Mr. ttrarrison:

ltris is to rotifu the NatiorEl Fltures Association that on Novsrber 29,
1984, the ccrnnission approved the aftEn&nents to NFA qylend 305 and nqrr schedule
B to Blz].aw 305 as sr:tnr-itted in your letter dated liovsrber 2A, Igg4, trusuantto,Section 17(j) of the CcnnndiQr D<clEnge Act. Ttese rules govern disclosure
ard €rtification of registration records ard inforrnation naiatained bv lweil its capa.city as the Ccnmission I s official custodian of tlrc records 

-irr

conjunctior hrit}t NFAts perforrmnce of registraticn funsticns for - futr:res
cqrmission rerchants, carnDdity pool cperators, coruodity tradid advisors,
Jntroduci'g brokers, and tbeir respective associated perlorrs. tfe rules are
to be jjplerented dl Dece!$er 3 , L9B4 , wtRrr NFA assunEs custody for Cdfinission
records in t.tte other categories in additicn to rBs ard their Aps, for rr*rictr
NPA has already beerr responsible.

Deeite the approrral of these rules, tte Cormissicn [ust stil1 revi€],
NFArs vrritten pro€dures inplcrenting t-tle schedule B nrLes and otler integral
aspects of custodianship, ircrudilg those governing tle retention, safekeepilg
and aisposal- of tle registration records. rtre ccnmission wderstands tiat
NFA has been consurting with cqnnission staff dl the develqnEnt of specific
procedures and interds to sL:tnLit thern to tlre ccnmission shorElv in ac-cordance
r"/ith tlte requirsrEnt iI the ccnmissior's order of septaniber 2g; 19g4, thattbe procedr:res be acceptabre to the ccnmission. rn tlrat regard, the cc.nru-s-siq! elq:ests Nm to be clear in its proced,res fuplanenting-seci.icn r (c) (v)
of Schedule B t}at, anong otlrer things, NF'A will defer to tle adviqe or
dilections for MA's response to a subpoena or srmrbns for ronpr:blic registra-
gon regorlg as given by agprcpriate Ccnmission staff rer,ria,rriig the resporsive
docuents (i€:, Offi€ of tle Gereral Counsel).

. nrthenpre, ill apprwiag Section I (c) (vii) , the Ccnn_ission is permit-
tfug NfA to disclose ronE:lolic inforrmtion, in addition to those circr.initanc-es
enr[Erated ijl t]re septerber 28 olraler, v*tere an irdividual or firn (or its
representative) seeks acoess to ccpies of r€gistratidl doq'lrents origirnlly
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subdtted fu ttle reqqestor or to copies of correspcrrderrce regardbg registra-
tion betreen the Cormission or NFA ard the reguestor. ltre Ccnmission opecEs
NFA'S proedr]Ies to set fortl criteria for ttre verification of tle requestor I s
identity cqrsistent !.ritl the criteria applied by the Ccnnission's staff jrr
respondi-ng to such requests under Parts 145 ard 146 of tle Ccnmissiqr I s
regulations.

Fjnally, il connecticrr with the establishent of any fee to be charged
to rs$ers of ttte p:bIic for opying records urder Section I(b) (ii), MArs
rul-e sulrnission for tlrc specific fee should dessribe horir ttre fee level is
ilitially calculated or srbseguently revised so as not to e><ceed NFAi s @sts.

Very tnrly yours,

qy 
",._, *i kq.l-ir

(JFan A. webb
Secretary of tlre Ccnrni-s sicn



December 3, 1984

Ms. Jean A. Webb
Secre tary
Office of the Secretariat
Commodi ty Futures Trading Conmission
2033 K Street, N.W.
Washington, D. C. 20581

Re: National Futures Association (''NFA") Submission
Pursuant to Section 17(j) of the Commodity Exchange
Act, as Amended, Dated November 20, 1984 of Amend-
ments to Compliance Rule 2-8

Dear Ms. Webb:

In the letter to you dated November 20, l-9g4 sub-
mitting for approval certain amendnents to NFA Compliance
Rule 2-8 an amendment adding subsection 2-B(t) was- inadver-tently onitted. pursuant to Section 17(j) of the Commodity
Exchange Act as amended, NFA hereby submits the followj.ng
amendment to Compliance Rule 2-8 to the Commoditv Futurei
Trading Comrnission for review and approval and ai a supple-
ment to NFArs letter dated November 20, 1994. This amena-
ment was approved by NFA's Board of Directors at its meetina
on November 15, f984. (Additions ate underlined. ) -

COMPLIANCE RULES

l\ NATTONAL FUTURES ASSOCTATTON

| | 200 W. MADISON ST.CHICAGO, 11.60606.(3i2) 781.i300

PaTt 2 - RULES GOVERNING
REGISTERED WITH

Rule 2-8. DISCRETIONARY ACCOUNTS.

BUSINESS CONDUCT OF MEMBERS
COMM ISS ION

vroual exercls]-n
a spouse

ro the r

THE
THE

accoun t

sister
scre t i on
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NFA respectfully requests that this amendment to
Compliance Rule 2-8 be considered along with the other amend-
ments to Compliance Rule 2-8 and declared effective upon
approval by the Commission.

Very truly yours,
National Futures Association

.2.'7
.,/ /.', .. ,.. '2.--,

ev @./Joseph H. Harrison, Jr.
General Counsel and Secretarv

JHH: crn

cc: Chairrnan Susan M. PhilIips
Commissioner Kalo A. Hineman
Commissioner Fowler C. West
Commissioner WiIliam E. Seale '
Commissioner Robert R. Davis
Andrea M. Corcolan, Esq.
Kenneth M. Rosenz$reig, Esq.
Linda Kurjan, Esq.
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UNITEO STATES OF AMEFICA

COMMODITY SUTURES TRADING COMMISSION
2033 K St,ool' N.W'

Washlngton' D'C' 20581

Decenber 2I, j-9B4

l'lr:. Joseph ll. llarrisor, Jr'
General Coutrsel and Sec*ltary
NationaL luLures Ass(rieltion
200 west Madison $trc'et
Chicago, flU.nois 60606

GENERAL C0UllS!L'S 0i;lCt

Ile: Schedule A, SccLiorl I1 to Dyl'lw 305, eurd

Ccnpliance Rule 2-24

Dear: Mr. llarrison:

This is to inforr[ the NaE.itrrrtrl l'utu.rcs ]\r.;rrcrci;ttion Ulat ol) Dcc(')rl ^rr 21,
1984, Ure Ccnrnission approvcd the arrendnputs to the ca1:tioned i![A rules,
which were subrnittcd for Gnnrission revies and appr.ov:rl pursuant t:o Sectj.olr
f7(j) o:t the Cornoclity lD{cllculge AcL by you:: letter dated Novenber 20, 1984.
Theic rul.e changes revj.se and oq)and NIrA's registration and tradr:rslt-i1-:,
tcittj,l{l fc\]uiro(xrts Lo cover assocj-aLcrd persolls clf ccnrlrdj.ty lr.x)-|. of-x--1:i11()l l'; t

c<rrlrcxlity trad"irrg ;ri.lv-i.sors, i-ntr<xlucing bl:olcrs alrd fulures cxlrrnj's;sj ott
r:11:clrill) L:j. iltj wc.Ll. al j-tlilivichr;r.l.r; wlx) Lllollr j(.'J.vcs rcq;i:--;Ltlt: rttttlct: [:ltt' At'l rtrr

cltls, L-r'As, l.Bs arrcl I'cus. collPLialtce ltLlJ-e 2-24 ' whiclr rnakes passage of zr

1:r:cr:f i c:icr-rr:y Lcs l- a corrtl j..t-. j.ot-t of an AIrr s; r,lttpl.oyttr:rrt- vl:i.l:-h ;ln lrll'A ltr-ltbet-, w:i'] 1

becr:ue efl:ective as atretrded on Jaxluar.Y l.r 1.985, altJrotigh NFA is prov:ld-i t tg a
Lwo-tntmLh gr:ace perictl (i.e., trnti,l f'la::ch 1, l-985) fo:: llK'ldJel: cl,c)s antl CiAs;
Lo ensure tluL all of tlieii APs (oUrer theul tlrclse who applic<t fbr regisb:a-
t.ion oir bccaurc regi-sLe:ed before l{trch 1, 1984} have enr"<rlIed f-or, Laken artcl
pas*;ed Ure ::o<1uj.rtx1 examj::ation in order to ocntj-nue acting :ltt the capacity
oJ: N:::. Rr.-viserl Secl-:lon Il. of schc:du:l.c: A to Bylavr 305, tnal<i.tlq l:eshing att
;-rdd j- L:i.tlr rr.l 1.r.rc-,rcqu:i-s 

j.t:c for Lrrq'rr:rtrt-y J-i.<:t:nsirrg as wel-t asl for regj-si[ralroll
urrlcr Llre /!cL, is sc.hcrcluLed to tal(c eft.esl- ort l4;irch 1., 1985.

'.flle conrrdssior -is ple;rsed ULil, NliA has tt cu Urcst: s l-eps 1-o exLt]ld
pr:'of i-ci enc:y tcshir\J rtxlri-retr:nt.:i Lo s j-t1ni.l::i.cltnt addi.{--iot-r;rl classes of itrdivj--
ilLl.r-l.s itt fru t-ln:.t:;jDcr-. ()Jl tl"t'A's sl-ilL-ttL()t y lritrttl,:tl-c. l',lcv,:r'Ll u:-Lc::;r;, l-hc CLxllllis-
s-i,or ac;a i.n urqc:s l.llr^ l-o cont:i.nllc to r:nhalicc: atrd lefitto Ure pr:ofi.ciency
l-es L.i-r r.-1 ettrcl t-r'ai,t r:it tg sL.alIaLl[clti I)J-LxJ]:irl]t l:1)(llrj.rcd by Sot:L:i,ottl; i['/(lr) (1) ;rttcl
.1.'7 {c1) o:l: l-hc n()t ;ttrd ;n; clesc::j-}:lr:c1 -i.tr your .it:l:i:.c:r to t'.he Cic-nlttj-s;sion di:ted
OcLc rer: 25t 1984. lll Lhis rc4;;rrti, NI"l\ shcrultl rr:ut-irurl,y review Llte body of
l:eFil: ctlltlsl-J,or)s l:ltat tnal(e ul) Ure tla.tioltal. Connncli.ty lrtrtures lLx;uttitration, v.llr:ir:l r

:is; Iilln' s 1.rr:inttry Lrxrl :[or sc.reetrj.trg })rofj-r::ltncy clualif i.ca Lions , ilnd tar](o
l.;l.r1.r; Lr-r irril-i-j:y Lhc qLro:;1::i.orrs ilr c)l:(l(r.r: Lr,l j:r4:Love ilLcl citsttrc: Lhcr v.t.Lid:i.Ly illl(l
].1,]IiaiJ;iJ.:i-1y of Urat ta)sL as tjre ef fc:cl'.ive measul:e lt is itlt!:nded to be. NI?\
shc-,'u,],cl al.so r:crrr;rj.lr vigilarrL [-o ass;ur:c l-lrl t- not oll,l-y t.ltose frerso]l.j rvho wi-l-l
arrLonvrti.c;al Ly )-re su)oject to t-esjt--jJtct unrler the ruLes but al so those wlp are
lotr ir,lll-r-jccl- to l;utr.;lt ;t ::cqu-i.rc'rttt:t t t: (l.rcc;-tttr;tl tl.[' lJtc 1c:tt11t:lr tlJ: ctlltl:jnuot};
.t:t,x1:i.r; l:l-;i l:i-rltt fr'rr1 "'.;tl1'l:rv:i.l;:i-( f) cio' ilt :Ftrc-:t, ltave tlr() nli nilnum l(n('lvl-cclge l'IL-o(l( )'l
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to ftuptior irr a rnanner ulirt ploLectli ure in Le:<rsr-r; or. cusLutL::r.jfj. !,ina:1.r.),,t]rc Ccnmission agoj.n encturagcs NFn t(l txryin cons;j.ckn:j rrq 1111., i,,.i,,,f,.i.,,i.r,su5plernrtal pnoficiency tcr;[.ing requ:ir,r,irris for y.,rsons tur," loir.rrin 1r.o,..ti.cuful: lrunagstnnt or supervisoiry frjn..ti oni w.ith .r l,.i.nn, .tuclr ;r.:.; l,r.irx:.ilu.lr;or [rr.xrclr lEuugcr..$, or other s1x:cializt_rl actjvitj.cs.

Very truly yours.

a'
\1-r,t-'.
.Iean A.
dcdrctar

'll ltul,t,-
Webb

ry of Utc colldssi-ort
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Ul|tlo ETAIES O' ATEN|oA

COMMODITY'UTUTES TIADING COMMISSION
20i13 K Str.ct, N'W.

W.J neton, O.C' 4,5E1

February 1, 1985

!lr. Joseph H. HaEison, Jr.
General Cornsel and Secretary
Natiqnl F\rtures Associaticn
200 West Madisdr Street
Ctricago, IIUrpis 60606

GENERAT CoUilS OFFICE

Re: Ccnpliance Rrles 2-8, 2-26 and 2-27, and,
Financial FequirsrEnts A6-h, Bl-a alrl C2-9

Dear l4r. Iiarrison:

I?ris is to jnform the Natiqnl FUtures Associatiqr that st January 24,
1985, tlte Ccnmissiqr agproved aIerdrents to NFA ruLes as captiqEd abo\re.
The rule prc[nsals slere s-ubnitted for Ccnmissisr revisr arri 4pr:orral Frrsllant
to Section 17(j) of the Comndity D<clrange Act by tr,vo letters frcrn you dated
No\r€nber 20 ard Deerber 3, 1984. lltese rules changes relate to tfe frardlirg
of discretiornrlz ac@unts, tle transfer of crtstcner acqmts, nisellaneor:s
iterc cmerning custdrer relations and tehrdcal correctiqrs to tlE fijEn-
cial requi-rsEnts for futr:res ormissiqr ne.rclr,ants (fu{s) . Alt}rctrgh NEA
inte,nds to nake ttpse nrle cbangres effective rpor Connissior a14>roval, tte
&trnissiql urderstands tiat, with respect to n€ler 1Eragraph (dl of CcnpUarce
RrIe 2-8 - whidr estiblishes a minim,rn re{luirsrEnt for asociated
IErsons (APs) of FCMs ard irrtroducilg brokers (IBs) in order to be altored to
e:<ercise discretion o\rer custcnErs I acccnrnts - NF'A int€ds to take a "neactisr" position with respect to tlnse AFs registered for less than trrc years
(t}te mirlinun period) rdtn are iClentified to NFA by t}le sponsoring fEU and IB
rsrbers as anr:rently engaging irl discretionarlz activities (along with infor-
natiqr as to the ext€nt of tlpse activities).

Anong tte'nrles approved by tlre Ccnmission is an o<anq:ticr frcm tle
requirsrErtts of scne of tle discreticrrary acccr.nt prorrisiors rrfien tlere is a
fanily relationship betrrreen tle indiviclual o<ercisirrg tlp discretion and ttre
irrlividual cnning tle accdrnt (CcnpJ-iance Rrl-e 2-8 (f) , . The @rmission
believes tlEt, despite tlre availability of this e:<crytion in NFArs discre-
ticury acornt rule, it is a sourder tr.rsiness practie for NFAts nerbers to
follor tte prooe&rres wterever feasi.ble. Ii?rile sr.rch practice stnrld 4p1ywith respect to aLl of tle proced:res wtridr ray be waived (Paragraphs (bl
thruryh (e) ) , the Ccnmission believes that it is parLi.ortarJ.y 4posite incqllEetidl hrit]t t]E lgnber's duties urrler Paragraph (el of Corpliarrce nrle
2-8, rcgardirg tlF rEed for ltlrts ard IBs to cbtain opies of trading author-
izatiqrs ard disclosure aclcrodedgnrents r,inEn tldrd-parby acoont ccrtroUers
are irn/oL\/ed. Wf€n tle ocception is relied r4nn, tle Ccnmission rptes tltat
ulder it6 legu].atiqt 1.37, each FCM anat IB lrust ke€p a lrritten re@rd of t}!e
nane of anlr Frsqt exercisjlg tradfug oqrbol over an acscunt as rrell as the

FEB 5196s
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true cnner ttpreof. As a oonsequence, the nenber mrst ke€p uritten records
that adequately descrj.be tle fanilial relationstrip rpon drich tle oeption
rests.

:l}E Ernissicn not€s that Ccrpliance Rrle 2-8 (b) w"ilj- rn loger
requirc the spendory revierr of discretionry transactions by ttp enal
of tte folloring br.rsiress day and will instead re$drc the nreg'r.r]ar" regierg
of all discretionry ac6rnts. In approvjrg this ctnnge to hrle 2-8, the
Ccmnissiqr urderstands that NFA will act to ensure ttEt the written rerriew
proedures ontsplated by NFAts srrtrnission and adcpted try NFA t{e$ers irr
accordane with tte requjrqrEnts of that RrLe rdl-I prorride for tte frequent
anl diligent substantive rerrierry of discretionarl' tradilg stch tbat the
quality of diseretiorarlt acctf,rnt revier'r w.iII be ilrpro\real as a result.
SE)arately, tbe Ocrmission notes tlrat, as arended, Cccpliance Rrle 2-8 trttrld
change the s,apewisory and acor:nt revisr stardarrils that currently agply to
both futrres and qrtion transactj-qrs. (Itris is so because Ccnpljiance R e
1-1 (S) deffuEs " futr:resn to jnclude e><ctnrrye-traded opticns transacti.ons. )
Ttrc Ccnmission has previorsly approvecl partiorlarized requirenEnts, oontained
irt Ccrpliane Rrle 2-20, for disczetionry qrtict anstcner accqrnts. TtE
@rmissiqr therefore er<pecEs that tbe \.flcitten procedlres adcpted by NFA
Ir€6ers trrrier Ccq)Iian€ R.rle 2-8 (b) will ilcorporate rnt only tle stardards
of tlEt RrIe b:t, in tlp case of discretionary cptions transactiqF, of
Ccnpliane Rrle 2-20 as rrell.

ItE Ccmissiqr also rsnirrds NFArs llerbers ard their APs ttlat v*ren an
AF o<ercises discretion over any acqrnt ottrer ttran in accordan€ with ttre
tradfug progtran or ottrcrrtrise urier the di-rect sr:penrisiqr of tte qursor, tlre
AP wilt be degled to be issuing orlreaity tracling ad\ric€ rpt solely in
cqmectiqr w.ith enplolanent by the sponsor ani thts rust hirnself regfister as a
camnctity tradjng advisor. NFA! s rrenbers sbc 1Ll be firrt}rer adare tlEt,
altlnugh sudr tradfurg advice n|ay rpt be issued under tlre sposor's di::ecticr,
tie sposor is not nelieved of any reE)onsibilities for acqnts carriedl by
the +€nsor urder law -- ill partiorlar, SecLiors 2(a) (1) and tlb of the Acb.
and Part 166 of ttrc Ccftnission's reguLatidls.

A]thougtl t}}e rule charryes aclcpted by NFA nake needed inprovenents in
NFArs regulatory sclEnE, tlte Cccmission notes tlnt NFA rust ocntinue to take
step6 to enhanoe its sales practice progEan iI order to nEet its crgoing
&ligaticns urrler the Act. In this regnrd, NFA shcarld e:q>J.ore a l)arrply of
issues tlnt concern the sales practices of those $orking in tle ccnnodity
futnnes jrdtrstry with a view tarard designi-ng ancl inplanenting specific
uniform standards of professiont csrduct. In this cc'nnecLiqt, NFA, at a
rninjtnm, shorld ftitLy erplore tlre fufornal stardards arrl procedh:res o:rrently
anplcyedl by responsible irdustry participants.

As guidanoe, but wit}cnrt limitirg tlE particular issues to !,ihich NFA
stntld ctirect its attentiqr arrl orsider rEn rules or rule anrendrents, tte
&rmissiqr highLights tte follodng itans relatJlg to disctosr:re to
cust rrErs: (1) tl|e $ritten disclosure of all clra::gres ard fees to eadr
ptential custdrEr of an F€M or IB, arri (2) the disclosur,e of past
trrerfornane of discretionary or managed acoounts directed b1z an ICU or IB (or
its AFs) . Trlo relat€d issres are tie acqrate reflec.tiqr of rnarng nent fees
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ard ctrarges as a 6r{nnent of t}e lerforrmne record, ard t}p publicatict of
performane claims. :Itre Ccnmissiqr also refers NRA to onesporderrce -ard
ieports frcrn tle Ccnmissiotr s Division of Trading ard l{arlets r*rich cite
otlrer areas of partictrlar @ncern identifiecl by the Divisicr in wersight
rerzierrs. Tte Ccnmissicn r,rderstards that NEAis advisory drmitt€s arre
addressing scne of tlrese issrns already. In conrpction with tlese oorr€rlls'
the ccnmilsiqr is also interested in krorjng any efforts NHA ray be prsuirg
with respect to professidnl csr&rct stardards, ilcluttirg brt rnt UJr[ted to
practices @tnDnly refe:red to as "suitabilitlr" or nkncr*1rcur-crrstrner"
ru1es. In tiis latter regard, ttte Ccnmissiqr requests NF'A to provide suctt
information within 45 days.

very truly lutrs '


