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Ms. Jean A. webb
Secretariat
Conmodi ty Futures trading Conmisslon
2033 K Street, N.w.
ff,ashington, D.C. 20581

Res National I'utures Association, proposed AmendEents
to Bylaw 1301; Cornpliance Rule 2-26; F.inancial
Requirenents Schedule A, Section A4; and proposed
Changes to Provide for the Regulation of Foreign
Futures and Foreign Options Transactions (proposed
Nnendnents to Bylaw I50?; Cornpliance Rules l-1,2-8, and 2-28; Code of Arbitration section l;
Financial Requireraents Section 1. Scheilule A,
Schedule B, Schedule Cr anil Schedule D; andproposed Cornpl i ance Rule 2-3I).

Dear Ms. Webb:

Pursuant to Section 17(j) of the Cornnod i ty Exchange
Act ("Act"), as anended, National Futures Association (.NFA')
hereby subnits to the Connodity Futures Trading Comnissi.on("Conrnission') proposeil anendnents to NFA Bylaw 1301; NFA
Coropliance Rule 2-26t NFA Financial Requirenents Schedule A,
Section A4; and proposed amendments to NFA Byla$rs, Compliance
Rules, Code of Arbitration, and Financial Requirements toprovide for the regulation of the foreign futures and optionsactivities of NFA ltenbers antl Associates. These amendnents
were approved by NFA|s Board of Directors at its neeting on
November 19, 1987. NFA respectfully requests Cornnission
review and approval of the proposetl anendments on an expedited
basis so that the provisions regarding foreign futures lnil
options can becorne effective on January 4, 1988.

Novenber 23, L987

I. TgE AI{EITDIIIENTS TO NFA BYLAYT I3O1 At{D EXPLAT{ATION EERBOF

A. Aroendnents to NFA Bylavr 1301 to revise the
assessnent fee structure (atlditions are unaterscored
and deletions are Ibracketeil] ) :
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BYLATIS

ttt

CEAPTER 13
DT'ES AND ASSBSSI,TEI|TS

att

Bylae 1301. Scbedule of Dues and Assessnents.

Subject to the provisions of Article XII, dues and
assessments of Members sha1l be as foLlows:

(a) Contract ltarkets.

Each contract rnarket IUenber sha11 pay to NFA an
assessnent calculat.ed on the basis of S.01 for each round
turn transaction in a cornmoil i ty futures contract (purchase
and sale or sale and purchase) executed on the contract
r0arket, except that in any NFA fiscal year, the total of
such assessnents paid by a contract market Member with two(2) Directors on the Board shall not be nore than SI50,000
and the total of such assessments paid by a contract market
Menber erith one (1) Director on the Board sha11 not be more
than $100,000.

(b) Fe{ llenbers.

(i) each FCM Menber sha11 pay
egual to:

to NFA an as sessnent

(A) $0.28 for each comrnodi ty futures contract
(other than an option contract tradeil on a
contract narket and a dealer option contract)
on a round turn basis, anil

(B) 90.16 for each option contract traded on a
contract tnarket on a per trade basis,

carried by it for a custoner other than (1) a
person having privileges of nernbership on a
contract narket where such contract is entered or
(21 Ia person phose contracts are carried in a
proprietary account, as defined in Commission Rule
S f.3(y), by a person having privileges of
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FCM has priv cont r ac t
nar Ke where such conlrac s enter or an
omnibus account carried for another FCM Menber for
which assessnents are payable to NFA by the other
FClt; and

(c) $0.15 for each dlealer option contract on aper traale basis carrieal by it for a custorner
other than [a person whose contracts are
carried in a proprietary account, as defined
in Cornmission Rule S 1.3(y), byl a business
aifiiiate of such FCI*I tirat directFF-

or rs owne 0
or as owne r s suc

Provideilr however, such assessments shall be
suspendeil by the Board during any fiscal year when
in the judgrnent of the Board the budget goals of
NFA for the fiscal year, as prescribed by the Board
under section 6 of Article vII, have been net.
The FCM llember shall invoice these assessnents to
its customer antl shall renit the anount due to
NFA; and

(ii) Each FCM Member shall pay to NFA annual dues of
91,000 if such FCM ltember does not carry dealer
option contracts for custoners, or $1,500 if such
FCM Member does carry dealer option contracts for
cus toners.

B. Explanation of amendnents to NFA By1aw 1301 to
revise the assessment fee structure.
NFA Byl.aw 1301 (b), which sets forth NFArs current

assessnent fee structure, requires FCMS to invoice to
customers anil to pay to NFA an assessnent of $.28 per round
turn futures contract anil $.16 per trade for exchange tradeal
and dealer options. The current bylaw includes two general
exemptions fron the assessment fee in addition to an
exenption for trades in onnibus accounts.
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The first exenption is for persons nhaving
privileges of nenbership on a contract market nhere such
contract is entered.n NFA has traditionally taken a very
liberal view of nhat constitutes ra privilege of nernbership"
on a contract narket. Obviously, any person whose trades
are exernpt fron paying public fees by the exchange will
autornatically be consiclereil to have "privileges of rnernbershipi
and thus exenpt fron NFArs assessnent fee. Eonever, N!.Ars
current interpretation of "privileges of nernbership" also
exenpts persons or trailes which nay be chargeil public fees
by the exchanges, including lessors of exchange nenberships,
trades by pernit holders or divlsional rnenbers on contracts
they are not entitled to traile on the floor, anal traales in
accounts owned jointly by an exchange nenber and a non-menber.

The second exception under NFA Bylaw 1301 (b) iovers
lrades in proprietary accounts, as that tern is defined in
CFTC Regulation I.3(y), carried by a nenber of the contract
market where the contract is tradeCl . This provision exempts
a wiile variety of persons associated with exchange Menber
FCMs, incLuding, araong others, directors, officers, raany
enployees, and business affiliates.

After a thorough review of the current fee
structure the Boaril of Directors concludeil that it wouLd be
more equitable to expand the base of those persons who are
subject to the assessment fee by narrowing the scope of both
exenptions discussed above. This could ultimately lead to a
reduction of the assessnent fee, thus easing the pubJ-icr s
burden in funaling NFA. The Board of Directors therefore
adopted the following changes to NFArs current assessnent
fee structure:

lhat the phrase "privileges of nenbership on a
contract market where such contract is entered" in
NFA ByLaw 1301 (b) (i) (I) be interpreted to apply
only to the privilege of paying mernber rather than
public fees to the contract narkett and

that the only proprietary acccounts carried by
exchange rnenber FCMS to be exenpt fron the fee
should be accounts wholly owned by firns which,
directly or indirectly, own 100t of, are owned
1003 by, or are subject to 100t connon ownership
with such exchange nellber FCM.

1)

2'
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The Board also directed the Finance Conmittee to
consider nhat adjustments to NFA! s assessnent fee would be
appropriate in light of the expanded base for those fees.

For the foregoing reasons NFA believes that the
proposed amendment to Bylayr I30l is consistent vrith the
requirernents of Section I7(b) (6) of the Act and Conmission
Regulation 170.4 that dues be equitably allocated arnong
Mernbers and that Clues not constitute a barrier to entry.
NFA respectfully requests Comrnission approval of the
proposed arnendments to NFA Bylaw 1301. NFA further requests
that the effective date be delayed until NFA has had an
opportunity to study and propose a lower assessroent fee per
transact ion.

II. TSE AI{ESDI'IEXT TO NFA COUPLIANCE 'RT'LE 2-26 A}ID EXPLANATION
TEEREOP

A. Arnendnent to NFA Conpliance Rule 2-26 to incluile
NFA Associates (additions are unilerscored):

COIiPLIANCE RI'LES

***

RULE 2-25. FCM AND IB RSGULATIONS

Any Menber or
I.33, 1.55 or
Requ i rement .

Associate
1.56 shalL

ltho violates any of CFTC Regulations
be deerned to have violated an NFA

B. Explanation of amendrnent Co NFA Compliance
Rule 2-25 to include NFA Associates.

NFA Conpliance RuIe 2-26 ptovldes that any Menber
who violates any of CFTC Regulations I.33, 1.55 or 1.56
shaLl be deened to have violated an NFA Requirernent. This
rule r*as adopted prior to August 1, 1985, the date that NFA
assuned jurisdiction over associated persons ("APs"). Since
that tine, NFA has confronteil situations in which an
associated person of an FClt or IB has guaranteeal customers
against lossess in violation of CFTC Regulation I.55.
Eowever, these APs could not be charged irith violation of
NFA Conpliance Rule 2-25 because the rule applies to ltlernbers
but not Associates. By anending the rule to apply to
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Associates as wel.1 as Menbers, individual APs could be
charged directly, and NFArs enforcenent ability wouLd be
enhanced .

NFA respectfully requests the Comroission to
declare the proposeal anendnent to NFA Cornpliance RuIe 2-26
effective upon approval by the Connission as authorized by
Section 17(j) of the Act.

III. UE AI,IENDIIEIIT TO ITFA PINANCIAL REOUIRETiENTS SCEEDSLE A,
SECTIOil A4 AND EXPLANATION TEERBOF

A. Anenilment to NFA Financial Requirenents
Schedule, A, Section A4-a to change the treatment
of debit/deficit accounts (aatditions are
underscored ) :

Section A4-a.

FINAITCIAL REOUIREI,IET|TS

**t

SCEEDULE A

***

Debit and ..Def icit Accounts.

Excluile any unsecured conmodity futures or option account
containing a ledger balance and open trades, the conbination
of which liquidates to a deficit, or containing a debit
ledger balance on1y. Deficits or debit ledger balances in
unsecured Customersr, Non-Customersr, and Proprietary
Accounts which are the subject of calls for rnargin or other
required deposits rnay be incLuded in Current Assets until
the close of business the Clay following the date on wbich
such ilef icit or debit ledger balance originatedjEllgq
hat the account had timelv satisfied, throuqh the deposi

new
ent
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B. Explanation of amendment to NFA Financial
Requirenents Scheilule A, Section A4-a to change
the treattnent of debit/deficit accounts.

On July 23, L987, the Connission adopted anendments
to its ReguLation 1.I7(c) (2) (i) pertaining to the treatment
of debit,/deficlt accounts for purposes of computing current
assets. Those amendnents became effective on August 28,
L987. The proposed anendment to NFA Financial Requirenents,
Section A4-a, would bring NFArs Financial Requirements into
confornity trith CFTC Regulation 1.17(c) (2) (i), as arnended.
NFA respectfully requests that the Coronission declare the
groposed amendnent effective inmediately upon approval by
the Conmi ss ion.

rV. NTEI|DI{ENTS TO NFA BYLAN 1507' COTiIPLIANCE RI'LES 1-1,
2-8' AND 2-28i CODE OF ARBTTRATION SECTION Ir FIilANCIAL
REOUIREHENTS SECTTON I, SCEEDTILE A, SCEEDULE B,
SCSEDULE C, AND SCEEDIILE D; AND PROPOSED XPA COXpLIANCE

As you know, on July 23, 1987 the Comrnission
adopted final regulations (iPart 30 Regulationsn) governing
the donestic offer and sale of futures and options made or
to be nade on or subject to the rules of a foreign boaril of
trade. In the discussion which precedes the final rules in
the adopting release (52 Fed. Reg. 28980 (1987)), the
Commission expresses its support for, and in fact presumes,
NFA regulation of the foreign futures and options activities
of its Menbers anil Associates. The Boarcl has approved a
nunber of changes to N!.A requirernents to give NFA juris-
diction over the foreign futures anal options activities of
NFA Menbers and Associates and to otherwise conforn NFA
requirements witb the Part 30 Regulations.

The proposed amendnents to NFA requirernents are of
three types and will tberefore be discussed in three sections.
These sections iril1 cover definitions, incluiling the
definition sections of NFA| s Conpliance Rules and Code of
Arbitrationi NFArs Compliance Rules governing the business
conduct of Menbers registereal witb the Cornmission; and NFAr s
Financial Requirements.
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Anendnen t s to NFA Bylaw r50?, Rule 1-1, and Code of
Thereof

Cotnpl i ance
lanationsArbitr onl anil E

Anendments to NFA By1aw I50?r NFA Conpliance Rule 1-1.
antt Code of Arbitration Section I to include foreign
futures and foreign options transactions in the defini-
tion of "futures" (additions are underscored and ilele-
tions are Ibr acketeat ] ):

BYLAWS

it*

CEAPTER I.5

TTISCEI.LNTEOUS PROVISIONS

t*t

Bylan 1507. Definitions
The terns used in these Bylagts shall have the same

meaning as in the Articles: Provided, houever, that the
term nfutures' as used in these ByJ.aws shafl incluile:

(1) option contracts granteil by a Person that has
registeretl with the Conmission under Section 4c (il)
of the Act as a grantor of such oPtion contracts
or has notifieil the Conmission under the
Connissionr s rules that it is qualified to grant
such oPtion contracts4l

l2') forei futures ancl foreign ransactions
maoe or to be nade on or su e rules Ot a

or arcl ot trade for or on al, f of tore r,qn
u
erns are

A.

Such [optionl
proper subj ect
Article XVIII,

contracts are hereby ileclared to be a
of NFA regulation and oversight (see
paragraph (k) ) .
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COI'IPLIANCE RSLES

Part 1-DEPfNITfONS

RuIe l-1. DBPINfTIONS.

As used in these Rules --
*f*

r ade
of

'For e i Board ofLel-,e

It')-fut
on

r
Trade' -- m

--

ocated outs
ard or

c han qe or nar ket eUn
tates ts ter sslons.

'Fore Future "Fore i ionst
nean ures ancl o ons r ansac rto
nade or subiect to the r uJ.es ot a tor e n boar

Futures or Forei
-- means an rson Io ited

orres or ons It
utu r es or foreign options.

l(S)I (j) rFutures' incluiles:
(1) option contracts traded on a contract narketi

I anil ]

12\ option contracts granted by a person that has
regisEFecl -*itn tn" Conrnission uniler- seciion 4c (il) of
the Act as a grantor of such option contracts or has
notified the Conmission uniler the Commissionrs rules
that it is qualified to grant such option contractsi
and

(3)
to be made

forei n futures and forei
su

o ions made or
no

ar ore u ures and
ons cus omers as t e terns e et:.n

sr

(i)
toner "

t (h) I (k) tFutures Connission llerchantr or
means a futures connission merchant as that tern
the Contnodi ty Exchange Act, and that is required
registeretl as such under the Act and Comnission

rFgll" --is useil in
to be

Rules.
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t(i)l (1) rlntroducing Brokerr -- means an fntroilucing
Broker as that term is used in the Conrnodi ty Exchange Act
and that is required to be registered as such under the Act
anil Conrni s s ion Rufes.

t(j)l (tn) 'uenber' -- tneans a Membet of NFA that is
reguired to be registered with the Connissionl except a
person required to register as a floor broker.

t(k)l (n) 'Person' -- incluiles individuals'
corporations, partnerships, trust, associations and other
ent i ties .

I(1)I (o) rRegional Conmitteer -- means a Regional Bus-
iness Conduct Conmittee established untler Section ?04 of NFA
Bylaws.

l(n)l lgl iRequirenentsr -- inclucles any duty, restric-
tion, procedure or standard inposed by a charter, by1aw1
rule, regulation, resolution or sinilar provision.

Section l.

***

CODE OF ARBITRATION

Definitions. As used in this Code --
***

(i) iPutures" -- inclutles:
(a) options contracts traded on a CFTC-Licensed

exchange; Iand]

(b) options contracts granted by a person that
has registered with the Connission uniler
Section 4c (cl) of the Act as a grantor of such
option contracts or has notified the Conni s-
sion under the Cornruissionrs rules that it is
qualified to grant such option contractsi anCl
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(c) forei utur s and orel trans-
actrons nade or
to the rules o
or or on ot torergn tutures

foreiqnoptiffis
are defined in the Connissionr s ru1es.

*t*

B. Explanation of arnendments to NFA Bylaw 1507r NFA
Conpliance Rule 1-1, and Code of Arbitration
Section L to incLude foreign futures and options
transactions in the definition of "futures."
The proposed amentlment to NFA Bylaw 150? authorizes

NFA to regulate the foreign futures and options activities
of its Menbers and Associates. Similarly, the proposeil
amendments to NFA Compliance RuIe 1-1(g) , redenominated
1-1(j), and Code of Arbitration section l(i) give NFA
conpliance anil arbitration jurisdiction over foreign futures
and options transactions.

NFA Conpliance Rule 1-1 as proposed, would also
add new definitions of nforeign board of trader" 'foreignfutures" and "foreign optionsr" and "foreign futures or
foreign options custoner. n ALthough these definitions are
not taken woril-for-word fron the Commissionr s definitions in
Conmission Regulations S 1.3(ss) and S 30.L, they are
intended to have the same neanings as the Comrnission's
definitions of the same terms.

Amendments to NFA Conpliance Rules 2-8 and 2-28 and Proposed
CompLiance Rule 2-31 , anil Explanations Thereof

Anendnents to NFA Compliance Rules 2-8 and 2-28
and proposeCl NFA Corflpliance RuIe 2-31 to conform
NFA Conpl iance Rules 9'ith the Part 30 Regulations
(additions are underscored) :

tr

A.

nade on or
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COIPLIANCE RSLES

*t*

Part 2--RSLES GOVBRNING TEE BUSINBSS coNDucT
OF UEUBBRI' REGISfERSD
WITE THB COI|MISSTON

tti

Rule 2-8. DTSCRETfOiIARY ACCOttnTS.

(a) Grant of Discretion Must Be in Writing.
No llember or Associate thereof shall exercise

discretion over a customer t s futures account unless the
customer or account controller has authorized the Meruberor Associate thereof, in writing (by power of attorneyor other instrunent) to exercise such discretion. No
Member or Associate thereof shal1 exercise discreti6

to for
r ansac t r. ons on or foreioptions cus omer r or acco

controller as spec aut r i zecl the emoer or
to exerc i se scretion

wi th re
transactions. For purposes of this nEransactrons. For purposes of this Rule, a person does
not exercise iliscretion where the customer or accountcontroller specifies the cornrnodity, year and ilelivery
month of the contract, the nunber of contracts, andthat the transaction is either to buy or to sell. Each
Menber nust naintain a record or system or records
nhich clearly identifies lrhich of the Menberrs accounts
are accounts over which the Mernber or any Associate
thereof has discretionary author i ty .

***

RulE 2.28. LINKED tItARtrET TRANSACTToN AUTEoRIZATIoN AND
DISCLOSLRB RBQUIREITETfTS.

Each Uenber FCt4 or IB which engages in transactions
on a foreign futures exchange pursuant to a linked
narket agreement between a donestic contract narket and
a foreign futures exchange on behalf of a custonerts
account carrieil or introaluced by the Llember nust have
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on file an authorization executetl by the customer to
engage in such transactions. The authorization nay
either be in the custorner agreement or on a separate
form and must include either the lanquaqe set forth in
CFTC Regulation 30.6 or the follording language in
boldface type or pr int:

" lNane] rnay fron tine to tine execute transactions
as custornerrs agent on a foreign futures exchange
pursuant to an agreenent bettreen the foreign
futures exchange antl a tlonestic futures exchange
that a traile executed on one exchange liquidates
or establishes a position on the other exchange.
Participation in such a transaction may invol-ve
the execution and clearing of trades on a foreign
futures exchange. Neither the Connoili ty Futures
Trading Conmission ("Comrnission"), the National
Futures Association (nNFA'|) nor any dornestic
futures exchange regulates the activities of a
foreign futures exchange, including the execution,
delivery and clearing of transactions on such an
exchange, or has the power to conpel enforcernent
of the rules of the foreign futures exchange and
the laws of the foreign country. For these
reasons, customers who trade on a foreign futures
exchange nay not be af fortled certain of the
protective measures proviiled by the Connodity
Exchange Act, the Conmissionr s regulations, and
the rules of NFA and any dornestic futures exchange,
including the right to use reparation proceedings
before the Commission and arbitration proceedings
provided by NFA or any domestic futures exchange. n

In addition to the above requirements, each
non-discretionary order executed on one exchange to
liquiclate or establish a position on another exchange
pursuant to a linked narket agreetnent nust be authorized
by the custoner and designated as such $rhen the order
is taken. With respect to a discretionary custoner
accoun!, if the authorization to engage in such
transactions is in the custoner agreenent, the customer
must separately acknowlealge the section of the customer
agreenent that contains the risk disclosure language
reguired under this ru1e. hat if

s usedthe lanquaqe set for th
nto
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the text of the custoner I s wr i tten rant of discret i
an exDress ac ott at t oner as received

. rn case of an introduced accoun
an FCI'I on a f ully dlisclosed basis r the

requirenents of tbis rule apply only to the introducing
fB or the introdlucing FCU unless the carrying FCM has
agreed to be responsible for cotnpliance.

*tt

Rule 2-3I. FORAIGN FUTURBS AND FONEIGN OPTIONS TRANSACTIONS

Any Menber who vi of th Part 30
RequIa an
reclulrement.

B. Explanation of anendnents to NFA Cornpl iance Rules
2-8 and 2-28 and proposed NFA Conpliance Rule 2-31
to conforlr NFA Conpliance Rufes with the Part 30
Regulations.

The proposed amendnent to NFA Conpliance Rule 2-8
is consistent r,rith CFTC Regulation S 166.2(b), as amended,
which provides that the grant of discretion for foreign
futures and options transactions nust be expressly docu[ented
NFA Cornpl i ance RuIe 2-8, as anended' woultl require the
trailing authorization to specifically include foreign futures
and options transactions.

The disclosures required by NFA Conpliance Rule
2-28 bave been incorporated in the statement required by
CFrC ReguLation S 30.6. The proposed amendments to NFA
Compliance Rule 2-28 clarify that the S 30.6 ilisclosure can
be substituted for the language set out in NFA Cotnpliance
Rule 2-28. The proposedl amendlnents to NFA Conpliance RuIe
2-28 further provide that a separate acknowledgnent is not
required if the trading authorization contains an express
acknowledgrnent that the S 30.6 disclosure has been given.
This procedure is consistent with the Commission's conments
in the Federal Register release adopting the Part 30
Regulations (52 Fed. Reg. 28980' 28992 (L987',r.
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Amendments to NFA Financial Requirements Section
Schedule A, Schedule B, Schedule C, and Scheilule and

Proposed NFA Cotnpliance RuIe 2-31 incorporates thePart 30 Regulations by reference. I! gives NFA compliancejurisdiction over violations of the part 30 Regulations.

1,
D,

Ianations Thereof

Section I.

Amendnents to NFA Financial Requirenents Section
1, Schedule A, Scheilule B, schedule Cr and
Schedule D to include foreign futures and foreign
options secured anounts (additions are underscored
and deletions are Ibracketeil] ) s

FINAf,CIAL REQUIREIITENTS

Mininum Financial Requirenent.

Each
be reg i stered
(herein af ter
(hereinafter
Capi taln (as
excess of -

A.

NFA Member that is registered or required to
with the Cornrnodi ty Futures Trading Conrnission
"CI'TCn) as a Futures Comnission Merchant

"Member FCMi) nust rnaintain iAdjusted Net
defined in Schealule A hereto) egual to or in

(a) The greatest of -
(i) $50'000, or

(ii) 4 percent of the funds required to be
segregated pursuant to the Corunodity Exchange
Act and CFTC Regulations and the foreign
SutureF or foreign options secriiEil arnount,
Iess the narket value of conmoility options
purchased by [option] customers on or subject
to the rules of a contract market or a
foreign board of trade, provided, 6Gver,
the deduction for each Ioption] customer
shal1 be lirnitetl to the amount of customer
f unils in such [option] customer I s account and
foreiqn futures lnd foreion options secureE-
ryggt or'
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(iii) (for securities brokers and ilealers) , the
amount of net capital specifieal in Rule
15c3-1 (a) of the Regulations of the Securities
and Exchange Commission (17 CFR 240.15c3-I(a)).

*tt

SCEEDT'LE A

FINANCIAL REQUIREI'IEI'TS COUPUTAf ION

Section AI. Definitions.
***

AI-e. Custoners means a person trading in any corunodity
future, except the holder of a nproprietary accountn as
definecl in CFTC ReguLation 1.3(y); in addition it neans an
"option custoner" as defined in CFTC Regulation 1.3(jj) and
incluiles a foreiqn futures and foreign options custorner.-

*t*

Al- Forei n Futures or For e iqn ions Securedl Arno
mean!.nq as n CFTC Re ulat on 1.3(rr

***

Section A6. Aaljusteal Net Capital:
Means Net Capital less:

***

A6-i. Connod i ty Options.

For custoner connodity options, four
rTlarket value of corNnod i t.y options granted
customers on or subject to the rules of a
a foreign board of trade.

percent of the
(sotd) by options
contract narket or

***
section A8-a.

Every ltlember FCU that is not a menber of a contract
tnarket or foreign boarcl of trade nust collect performance
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rnargin (initial and naintenance) for all
a! a level no less than that established
accounts by the rules of the applicable
foreign board of trade.

custoner accounts
for customer

contract market or

SCEEDT'LE B

BQUITY CAPITAI,

*tt

Section B2-a. The following are prohibited:
(i) The withdrawal of equity capital (81 above) fron a

Menber FCM (or subsidiary or affiliate where equity
capital is consolidated uniler Schedule A, Sec. A8) or

(ii) The naking of an unsecureil loan (including an advance)
to a stockbroker, partner, sole proprietor, or enployee
- if, after giving effect to such withdrawal or 1oan,
and capital reductions which are scheituleil to occur
within 6 nonths, Adjusted Net Capital of any of the
consoliilated entities woulil be less than the greatest
of -
(A)

tB)

960 r 000;

7t of the funds required to be segregated anil
the foreign futures or foreiqn opiions secFred
arnount, less the rnarket value of commodity
options purchased by loption] custoners on or
subject to the rules of a contract market or a
f oreign boaril of trade, provided, however ,l-6E
deduction for each [option] custoner shall be
Iinited to the amount of custoner f unils in such
Ioption] custotnerrs account and foreign futures
and foreign options secured arnounts; or,
For securities brokers or dealers, the anount of
net capital specified in Rule l5c3-1 (e) of the
Regulations of the Securities and Exchange
Corunission (1? CFR 240.15c3-1 (e))

(c)
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**t

scsaDol,E c

SSBORDINATED LOAN AGREEUENTS

*t*

Section Cl-b (vi )

(C) The secured denand note agreenent may also provide
that, in lieu of the procealures specified in the
provisions required by (B) above, the lender h'ith
the prior written consent of the Member FCM and
tbe DSRO rnay reduce the unpaid principal amount of
the secured alemand notes proviiled, that aftergiving effect to such reiluction the Adjusted Net
Capital of the Member FCM eroulal not be less than
the greater of 7 percent of the funds reguired to
be segregateil pursuant to the Cornmod i ty Exchange
Act and CFTC Requlations and the forei n futures
r fore gPtlons secured anount, IeSS the mar

varue o ty options purchased by loptionl
custoners on or subject to the rules of a contract
narket or a fgqqfgn board of trade, provideil ,
however, the deduction for each [option] custoner
shall be linited to the amount of custoner funds
in such loptionl custoner's account and foreign
f utures ar.rd. foreign options secured Efi6G6-6?,
for securities brokers or dealers, the arnount of
net capital specifiecl in Rule 15c3-1d (b) (6) (iii)
of the Regulations of the Securities and Exchange
Comnission (17 CFR 240. 15c3-1d (b) (6) (iii) ) .
Provided further, that no single secured ilemand
note sha1l be pernitted to be reiluced by nore than
15 percent of its original principal anount and
after such reduction no excess collateral may be
rvithdrairn. The DSRO shall not consent to a
reduction of the principal arnount of a secureal
denand note if, after giving effect to such

or, in the case of a l*lenber FCM which is included within
such consolidation, if its equity capital woulil be less
than 30t of the required debt-equity total as defined
in Section 3.
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reiluction, Adjusted Net Capital would be less than
960, 000.

Section Cl-b(vii) Pernissive prepayments iand special prepaynents.t

A ltenber FCM at its option, but not at the option of
the lender r ftdyr if the subordination agreenent so
proviilesr rnake a payment of all or any portion of the
palment obligation thereunder prior to the schedul.ed
naturity tlate of such paynent obligation (hereinafter
referred to as tprepayrnentn), but in no event nay any
prepalalent be natle before tbe expiration of l year fron
the date such subordination agreenent becarne effective:
Provided, however, that the foregoing restriction shal1
not apply to temporary subordination agreements whictl
comply with the provisions of C2-e below, nor shaLl it
appLy to revolving agreeroents covered unaler Section
C2-f. No prepalrynents shal1 be nade, if, after giving
effect thereto (and to all paynrents of payment obli-
gations under any other subordinated agreements then
outstanding, the naturity or accelerateil rnaburities of
which are scheduled to fall ilue within 5 nonths after
the date such prepayment is to occur pursuant to this
provision. or on or prior to the date on which the
palment obligation in respect to such prepayrnent is
scheduled to rnature disregarding this provision,
whichever ilate is earLier) rrithout reference to any
projected profit or loss of the Member FCM, either the
Adjusted Net Capital of the Member FCM is less than the
greatest of 7 percent of the funds required to be
segregated under the Connodity Exchange Act and CFTC
Regulations and the foreign futu!es or foreiqn options
secured anoqnt, less the narket value of cornmodi ty
opETons purc6-aseil by [options] customers on or su6ject
to the rules of a contract narket or a lEsj-g__!o ar d o!
trade, providedr however, the deduffi
loptionl custoner sha1l be linited to tbe anount of
custoner funds in such loption] custoner I s account and
foreiqn futures and foreign options secured amountsf-
or, for securities brokers or dealers, the amount of
net capitaL specified in Rule 15c3-ld (b) (7) of the
Regulations of the Securities and Exchange Cornrnission(I? cFR 240.15c3-td (b) (7) ) r or $60,000. Notr{ithstanding
the above, no prepa:ment shalL occur irithout the prior
rritten approval of the Menber FCU| s DSRO.
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Sectlon Cf-b(viii) Suspendetl repaynent.

(A) The palrnent obligation of the Member FCM nith respect
to any subordination agreement shall be suspended and
shalL not mature if, after giving effect to paynrent of
such paynent obligation (anil to all palmen!s of payrnent
obligations of the Member FCM under any other subor-
dination agreenent (s) then outstanding which are
scheduled to mature on or before such payrnent obli-
gation). the Adjusted Net. Capital of the tltember FCM
would be less than the greatest of 6 percent of the
funds requiretl to be segregated pursuant to the CorDrlodi ty
Exchange Act and CFTC Regulations and the foreiqn
futures or foreign options secured anount, less the
narket value of connodity options purchased by Ioption]
customers on or subject to the rules of a contract
narket or a foreign board of trade, provided, however,
tne dea@torner shall be
linited to the amount of custoner funds in such
loptionl custoner I s account and foreign futures and
foreign options secured arnounts i or, for securities
brokers or dealers, the amount of net capital specified
in Rule L5c3-ld (b) (8) (i) of the Regulatlons of the
Securities and Exchange Cornnission (17 Cf'R 240.I5c3-
ld (b) (8) (i)); or $60'000. Provided, that the subordi-
nated agreement rnay provide that if the palnoent obli-
gation of the Member FCM thereunder does not nature and
is suspended as a result of the requirernent of this
paragraph for a period of not less than 6 months, the
Menber FCM shall then commence the rapid and orderly
liquidation of its business but the right of the lender
to receive paynent, together with accrued interest or
conpensation, shall remain subordinate as required by
the provisions of this Section.

*t*

Section C2-b . Notice of l,taturi ty or AcceLerated lltaturi ty.
Every Menber FCM sha11 itnnediately notify its DSRO

if. after giving effect to all palments of payrnent obligations
under subordination agre€ments then outstaniling which are
tben due or rnature rcithin the foll.oning 6 nonths irithout
reference to any projection of profit or loss of the !{ember
f'CM ' its Adjusted Net Capital would be less than $60,000 or,
its Adjusted Net Capital would be less than the greatest of
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6 percent of the funds required to be segregated pursuant to
the Cotnnodity Exchange Act and CFTC Regulations and the
foreiqn futures or foreiqn options secured arnounflEG the
narket value of conmodity options purchased by Ioptionl
custoners on or subject to the rules of a contract market or
a foreiqn board of t-rade r provided, however, the deduction-
ffir-shall be limiteil to the amount of
custoner f unils in such [optionl customerts account and
foreign futures and foreign options secureil anountslor, for
securj.ties brokers or dealers, the arnount of net capital
specified in Rule 15c3-Itl (c) (2) of the Regulations of the
Securities and Exchange Cornmission (17 CFR 240.15c3-ld (c) (2))

*t*

Section C2-e TeryroE ary Subordllnation.

fo enable a Member FC!,t to participate as an
underwriter of securities or untlertake other extraordinary
activities and rernain in compliance irith the financial
requirements, a Member FCM shall be pernitted, on no nore
than three occasions in any 12 month period, to enter into a
subordination agreement on a temporary basis which has a
stateil tern of no more than 45 days from the date the
subordination agreenent becane effective. provided, that
this teBporary relief shal1 not apply to any Member FCM if
the Adjusteil Net Capital of the Menber FCM is less than tbegreatest of 7 percent of the funds required to be segregated
under the Connodity Exchange Act and CI'TC Regulations and
the foreign futures or foreign options secured anount,-I-ess
the narl(et vaLue of conmodity options purchased by loptionJ
custoners on or subject to the rules of a contract market or
a foreiqn board of traile. provided, however, the deduction-
ffir shal1 be lirnited to the anount of
customer funds in such [optionl customerr s account and
foreign f utures and foreiqn options secured amountsfr, for
securities brokers or dealers, the amount of net capital
specified in Rul.e 15c3-1d (c) (5) (1)) of the Regulations of
the Securities and Exchange Conmission (I? CFR 240.15c3-
Id(c) (5) (1)); or $601000, or if the amount of equity capital
as defined in Schedule B is less than the linits specified
in Section 3. Such temporary subordination agreement sha1l
be subject to all of the other provisions of Schedule C.
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Section C2-f . Revolving Subordination-Special Palments.

A Metnber Fclit shall be allowed to enter into a
revolving subordination agreernent which, at the option of
the Menber FCM but not at the option of the lender r if the
agreenent so provides, allows a prepayment at anytime prior
to the scheduled naturity date, subject to the prior written
approval of the Member FCM| s DSRO. Roneverr Do such
prePaldnent shall be made if:

i. After giving effect thereto (and to all palments
of paynent obligations under any other subordinated
agreenents then outstanding, the naturity or
accelerated maturities of which are scheiluled to
faII due sithin six nonths after the date such
special palment is to occur pursuant to this
provision, or on or prior to the date on srhich the
payment obligation in respect to such special
pa!.ment is scheduleal to nature disregarding this
provision. whicbever alate is earlier) without
reference to any projected profit or loss of the
applicant or registrant, the Adjusted Net Capital
of the applicant or registrant is Less than the
greatest of 10 percent of the funds requireil to be
segregated pursuant to the Conmoali ty Exchange Act
anil CFTC Regulations and the foreigl..']Eg!l]gg!
foreign options securffi
value of conmodity options purchaseil by Ioptionl
customers or or subject to the rules of a contract
market or a forglgg_board of trade r providedl
however@tlonl c us torner
shaIl be linited to the amount of custoner funds
in such Ioptionl customer I s account and foreiqn
futures anil forgiqn options secur t or,

t of
net capital specified in Rule l5c3-Ld (c) (5) (ii) of
tbe Regulations of the Securities anil Exchange
Conmission (17 cFR 240.15c3-1d (c) (5) (ii)); or
9100,000' or

ii. Pre-tax losses cluring the latest three-nonth
period irere greater than 15 percent of current
excess Adjusted Net Capital .
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SCEEDULE D

FINANCIAI, RBPORTS

***

Section Dl-b. Requireal Statenents.

The Certified Report must contain the follovring
statements:

t**

(v)
oeposit and Funffii t in

(viii) I (vii) 1

Separate Accounts i
Statenent of Income (Loss) t

Statenent of Changes in Liabilities
Subordinateal to Clains of ceneraL
Creili tors; and ,

Attestation Letter.
***

Section D2-b. Requiled Statements.

The interin Financial Report nust contain thefollowing statemenls:

(vi) [ (v) I

-(JiaL I (vi)1

(iv1

-(J.)_

*at

Schedule of Segregated Funds Required to
Comnodity Futures and Options and
Schedule of Segregated Funds on Deposit;
I antl, ]

Schedule of Funds Required to be on
it in

Separate Accountsi and

Attestation Letter.(vi) t(v)l
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B. Explanation of anendnents to NFA Financial
Reguirenents Section I, Scheilule A, Schedule B,
schedule C, and ScheduLe D to incluile foreign
futures and foreign options secured amounts.

The proposed changes to NFA Financial
Requirenents conforn NFA Financial Requirernents with anend-
ments to CFTC Regulations S 1.10 and S 1.17, effective
January 4, 1988. The proposed arnendment to NFA Financial
Requirenents Section 1 requires futures comnission merchants
("FCMs" ) to include foreign futures and options secured
amounts in the calculation of their minimum financial
requirements. This anendnent tracks the arnendnent to CFTC
Regulation S1.17(a) (1) (i) (B) .

As proposeil , SchecluJ.e A of NFA|s Financial
Requirements is arnended to add a definition of foreign
futures and foreign options secured amount by referring to
the Clef inition in CFTC Regulation $ I.3(rr), and Section
A8-a is anended to require NFA Menber FCMS to collect nargin
fron foreign futures and options customers if the foreign
boartl of trade requires its nenbers to do so. The renaining
proposed anendments to Scheilule A anCl the proposed
amendnents to Schedule B anil Schedule C conform to anil track
the language of the Connissionr s amendrnents to CFTC
Regulation S 1.17. Sinilarly, the proposeil anenalments to
Schedule D conforn to the Commissionr s amendnents to CFTC
Regulation S 1.10.

Nf'A respectfully requests Connission approval of
the proposed anendrnents to NFAr s ByIavrs, Compliance Ru1es,
Code of Arbitration, and Financial Requirenents to provide
for the regulation of the foreign futures and options
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activities of NFA l{enbe r s and Associates. tiIFA f urther
requests that these amendments be declared effective as of
January 4, 1988, to coincide with the effective date of the
Part 30 Regulations.

Respectfully submi tted '
./,<\ 1\) .,/r--t A H/,_(,tr"[,t"45, r \,._

Daniel J. Rdth
vice President' General Counsel ,

and Secretary

DJR:tyil (x860KPC02)

cc: Acting Chairnan Kalo A. Eineman
Cotnmi sEioner Fowler C. West
Comnissioner WilIia:n E. Seale
Commissioner Robert R. Davi s
Andrea !1. Corcoranr Es9.
Marshall E. Eanburyr Esg.
Dennis A. Klejna, Esq.
Alan L. Seifert, Esq.
Susan C. Ervin, Esq.
Lanrence B. Patentr Esq.



UNITED STATES OF AMERICA

coMMoDtTY FUTURES TRADING COMMISSION io
2033 K Street, N.w.

Washlngion, D.C. 20581

March 3, 1988

Dan-iel J. Roth ' Esg.
Gereraf Counsel
Natiorral F\.rtures association
200 Idest Madison street
Ctricago, Illj:pis 60606

Re: Prcposed AIIErtrrEnt and Interyretation of National F\rtures
Association Bvlatt 1301 (b)

Dear l,lr. Roth:

By letter dated Novdnber 23, L987 ard received by the ccmissior on
November 24, !987, the National- zutltres Association ("NFA"} suhnritted pursu-
ant to ffiion 17(j) of the ccr(TDdity D<ctnnge Act (nActn) a prolnsed aterd-
IIEnt ard int€rpretation of its Byla\d 1301(b).' the prcposed anerdrcnt and
interpretation rrur:ld revise tle cri.teria for e>.slq)tions frcm NFArs futrrres
curmission rerchant transacLion assessrent fees. Ttre Ccnmission urrierstards
that Nr'A i.rltends to fuplsrEnt tle proposed re\tisj-ons by July 1, 1988, tlle
start of NFArs ne)rt' fiscal year.

Please be advised tlrat tlre Ccnmission has ti-is date aPproved the
aborre-referenced revisions to NFA'S Byla^r 1301(b) urder Seclion 17(j) of the
Act.

Silcerely,

(Yo"n { ttNU"
/,/ean A. webb
)Secretary of ttre Cqrmissiqr

MAR 7 1980

f^'i-;'. t^'--'



s*UNITED STATES OF AMERICA

COMMODITY SUTURES TRADTNG COMMISSION
203:l K Stfoet, N.W.

Washlngton, D.C. m581

January 14, 1988

Daniel J. Roth, Esq.
Gereral- Coln)se}
National F\rtures Association
200 West }ladison Street
Chicago, IllirDis 6060€.

RE: National Flt]lres Association Prcposed ArErrtr€nts to qz1avr 1507;
Cc(pliance R.rJ-es 1-1, 2-8, 2-26 art 2-28 i Code of Arbitration
SecLion 1; FiJlancial RequirqEnts Section 1 ard ScheduLes A, B, c
ard D; ard Proposed Ner^t Carpliance R:le 2-31-

Dear !tlr. Rottr:

By a letter alarcd frovsrber 23, 1987 ard received bI/ t}te Ccmissidr an
l{overnber 24, 1987, t}re Natiqnl F\rtures Association ("NFA") suhnitted prrsu-
ant to Section 17(jl of tle Ccnnnaity D<charye Act ("Act') praposed drerd-
nEnts to its Byla\r 1507; Corpliance Rul-es 1-1, 2-8, 2-26 atd 2-28; Code of
Arbitration Section 1; Finarrial Requirqrents Section 1 arri Schedules A, B, C
ard Dt as IEII as a prc[Dsed nar Ccrpli,ance RrIe 2-3I.

T?p Ccnmissicn urrlerstards that NFA interds to ir[)teflent the praposed
arerdents to its Byld.r 1507; Ccnpfiance Rrles 1-1, 2-8 ard 2-28; Code of
Arbitration Sectidr 1; Filarrial Requirsrents Sestion 1 ard Schedules A, B, C
ard Dt as rN€I1 as its prcposed ner Ccnpli^arre Rrle 2-31 dt Februarlz 1, 1988.
ltte Oqrnissiqr fiIrtler understards t}|at NFA ijrtelds to nBke its proposed
anendnents to @tpliance R:le 2-26 ad Firuncial RequirerrEnts Sctredr,rle A,
Sestion A4-a effecEive upon receipt rptie of Conmissian approral.

Please be adviseal that tlre Cqrmissicn has this date approved tlre
abova-referenced revisions urder SecLion 17(j) of the Acb.

Sillcerely,

V4*- A A;"&-
OFan A. l{ebb
\s6cretarv of the cqrmissiar

JAN 19 1988

CENFRA,I


