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August 21 , !984
Ms. Jane K. Stuckey
office of the Secretariat
Comrnod i ty Futures Trading Conmission
2033 K Street, N.W.
Washington, D.C. 20581

Re: National Futures Association, Proposed Amendments
to sections r(b), r(d), r(e) and rr(a) of Schedule
A to NFA Bylaw 305 and Adoption of Proposed NFA
Compl iance Rule 2-25

Dear Ms. Stuckey:

Pursuant to Section 17(j) of the commodity Exchange
Act (rActn), as arnended, National Futures Association ('NFA" )

hereby submits the following arnendrnents to sections I(b)'
I(dl), I(e) and II(a) of schedlule A to NFA Bylaw 305 and
proposed NFA Compliance Rule 2-25 to the Commodity Futures
Trading Connission ( "Commission" or .CFTC" ) for review and
approval. The amendments and proposed rule were unanimously
approved by NFArs Board of Directors at its meeting on August
15, 1984. In the text below, where appropriate, ailditions
are underlined and deletions are bracketed.

Amendments to NFA Bvlar," 305 ancl Proposed NFA Compliance RuIe
2-Z)2

BYLAWS OF NATTONAL FUTURES ASSOCIATION

***

CHAPTER 3

MEMBERSHIP AND ASSOCIATION WITH A MEMBER

Bylaw 305. Registration and Proficiency Reguirements.

***

Schedule A

***

f. Registration
***

(b) Registration Procedures.

Persons reguired to register under the Act
to Section I(a) of this Schedule A shall be
and NFA shall perform registration functions

c')
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pursuant
subject to
with respect
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shall be
that the

given an opportunity to show to the
qualifications are met

to 6uch persons in accordance with all of the Rules
(except Rules 3.3, [andJ 3.20 and 3.50 through 3.63)
governing registrations containeil in Part 3 of the
Commission's Rules except that, with respect to such
persons, a1l filings, applications, forms, certifica-
tions, notices and reguests specified in those Rules to
be filed with, submitted to or given by the Commission
shal1 be filed with, submitteil to or given by NFA at
its Chicago office.

(d) Denial and Revocation Proceedings.

(i) If the President has reason to believe that NFA
sbould refuse to register, register conditionally,
suspend or place restrictions on the registration or
revoke the registration of any person required to reg-
ister under the Act pursuant to Section I(a) of this
Schedule A the President shall promptly so notify the
person in writing and furnish a copy of the notice to
the Membership Conmittee, setting forth the specific
grounds for the determination. If such person is an

toat cense, s
s after ma

not r ce erson rererr

***

(e) Registration Fees.

Associated Persons - Each Form 8-R submitted in con-
nection with the registration of an associated person
must be accompanied by a fee of $30 for each registra-
tion capacity for which application is made.

Introducing Brokers - Each application for registra-
tion as an introducing broker must be accompanied by a
fee of $75 plus $6 for each ilomestic branch office and
each application for renewal of an existing registra-
tion as an introalucing broker must be accompanied by a
fee of $2S plus $6 for each domestic branch office.

Futures Comnission Merchants - Bach application for
re
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accompanied bv a fee of $250 plys 96 for each domestic
branch office antl each application for renewal of an
exrstrn stration as a tures commission

or eac

Comrnodity Pool Operators and commodity Trading Advl-
sors - Each application for registration as a commodit

rator or c tv tradinq advisor mus t
or each domestic

eac or renewal ot an
re s tra t ion ator or
tr v sor mus a tee

or ea

***

II. Proficiency Requirements

(a) Associated Person Oualification Testing Requirement.

Any Iperson] individual applying to NFA for registra-
tion as an introducing broker or as an associatecl person
of an in@ct pursuant to
Section I(a) of this schedule A (except for persons nho
were registereil 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 [so] registered or temporarilv
Iicensed unless NFA receives satisfactory evidence that
fiEF-E[l4lqel [person] has taken and plssed the National
Comnodi ty Futures Exarnination. If srrch an individual
applies for reqistration as an associat noran

r on Form 8-S pursuan cla
ratlon Drovl s I on

v s reqistratron w aDSe if NFA does not receive
sat actorv evidence that suc ndividua as taken

ssed the National C Futures Exami nat ron
w sixty days of mailing t Form 8-

COMPLIANCE RULES

***

PArt 2 - RULES GOVERNING ?ITE BUSINESS CONDUCT
OF }IEMBERS REGISTERED WITH THE COMIT{ISSION

***
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Rule 2-25. REOUIREMENTS FOR DEALER OPTIONS TRANSACTIONS
OF FCMS .

Any Member who violates any of the CFTC Part 32 Reg-
ulations shalI be deemed to have violated an NFA require-
ment. Each Metnber required to file any documents vrith
or give notice to the CFTC under the CFTC Part 32 Regu-
lations shall also file one copy of such document rltith
or give such notice to NFA at its chicago office no
later than the date such document or notice is due to
be fileil with or given to the CFTC.

lanation of Anendments to NFA law 305 and
ance Ru e 2-25:

Section 1(b) of Schedule A to NFA Bylaw 305. This
Section es NFA in
processing registration applications by incorporating all of
the Registration Rules contained in Part 3 of the CFTC Rules,
except CFTC Rule 3.3, which sets forth CFTC registration
fees, and CFTC Rule 3.20, which concerns registration denial
procedures. After NFArs Board of Directors adopted Section
I(b), the CFTC pronulgated additional regulations (CFTC
Rules 3.50 through 3.63) concerning denial, revocation and
suspension procetlures based on statutory dlisqualifications-
NFA intends to conaluct registration denial, suspension or
revocation proceedings pursuant to the procedures set forth
in Section I(b), which are eguivalent but not identical to
the procedures described in CFTC Rules 3.20 and 3.50 through
3.63. The proposed amendment would merely update the refer-
ence to CFTC Ru1es.

Section I(d) of ScheQule 4l-q__NI4_BIl_e_ _ . NFA
is authori o s tan-
dards set out in the CFTCr s registration rules. However'
NFA's rules do not provide for the automatic termination of
a temporary license in cases where NFA begins a proceeding
to deny the application of someone working under a temporary
Iicense. Although NFA has not yet been granted the authority
to begin such denial proceedings, it would be appropriate to
begin putting the necessary rules in place so that they may
be appl ied when that authority is grantedl. the proposedl
amendment would address this concern.
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Section I(e) of Schedule A to NFA Bvlaw 305. Before
NFA assumes registration responsibility for FCMS, CPOS and
CTAS, registration fees to be charged by NFA must be established
to accommoalate those additional categories. The current NFA
registration fees for IBs were set $rith three principles in
rnind: (1) fees for renewals of registration should be less
than fees for initial applications to reflect the reduced
cost of processing such applicationsi (2) registration fees
set by NFA should be equal to or less than comparable fees
set by the CFTC; and (3) to the extent possible, registration
fees should be gauged to recover the cost incurred by NFA in
processing such applications. The proposeil NFA registration
fees listed below were set with those three principles in
mind, and the proposed arnendment nould incorporate them.

CFTC
Registration Fees

Proposed NFA
Registration Fees

FCMs

Initial Appl ications
Renewal s
Branch Offices

CPOS,/CTAs

Initial Applications
Rener"ta I s
Branch Offices

NFA has established these registration fees at the
proposed levels in order to recover NFA's anticipated costs
in processing registration applications for the FCM, CPO and
CTA categories. Those costs include staff time of NFArs
registration department (including compensation, benefits
and travel); the background review prepared by the Federal
Bureau of Investigation, the Securities and Exchange Commis-
sion and the Corunission of each individual applicant and
principal to determine nhether that individual has been the
subject of criminal or regulatory proceedings; printing
costsi automated data processing services including staff
time; staff time in the General Counsel's Office and the
Compliance Department directly associated with the registra-
tion functioni costs associated with convening meetings of,

$27s
275

6

$250
100

6

s50
25

6

$50
50

6
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I. fhe Requirenent
that testing is required
granted.

should be changed to clearly state
before a temporary license can be

and conilucting hearings before' llFA's Membership Committee;
and overhead costs (office space, utilities, etc. ).

Section II(a) of Schedule A to NFA ByJqE 305. On
August 13, ction
rlia) of schedule A to NFA Bylaw 305. That Section requirecl
that applicants for registration as APs of IBs (who were not
"grand?lthered" ) have taken anil passed the National Commodity
Futures Examination. Since the IB testing requirernent was
adopted, NFA staff has identified and the NFA Board of Directors
has approved three technical changes which would be appropriate:

2. The Requirenent should be made to apply to persons
who become registered automatically as an AP of an IB under
the special transfer provisions.

3. NFA has consistently interpreted the current Reguire-
ment to apply to individuals who seek registration as IBs
(sole proprietors). The Requirenent should be amended to
make this interpretation expl icit.

?he proposed amendment to Section II(a) of Schedule
A to NFA Bylaw 305 addresses these concerns.

Proposed NFA Conpliance Rule 2-25. The dealer
ootion rel ich solicit or
aicept orders for dealer options is subject to NFA Require-
ments under NFA'S Bylalds. To audit those FcMs NFA has designed
audit programs to test conpliance with the Part 32 Regulations.
However, if violations of those Regulations are found, NFA's
Business Conduct Committees cannot charge such violations
directly because NFA's Rules do not incorporate the require-
ments of the Part 32 Regulations. Instead, the Business
Conduct Committees are required to issue Conplaints under
general NFA Rules such as Compliance Rule 2-4 requiring
observation of "high standards of commercial honor and just
and equitable principles of trade. o NFA staff recommended
ahd the Board of Directors apProved the incorporation of
Part 32 Regulations as NFA requirements in order to Permit
NFA to directly enforce the requirements set forth in the
Part 32 Rules.
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NFA respectful ly
Schedule A to NFA Bylaw 305
ance Rule 2-25 be declared
Commission.

reguests that the amendnents to
and the addition of NFA Compli-

effective upon approval by the

Very truly yours,

NATIONAL FUTURES ASSOCIATION

JHH:cm
cc: Chairman Susan U. Phillips

Commissioner Kalo A. Hineman
Commissioner Folrl er C. West
Commissioner William E. Seale
Andrea M. Corcoran, Es9.
Kenneth M. Rosenzweig, Esq.
Linda Kurjan, Esq.

H. Harrison, Jr.
Counsel and Secretary
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U ITED STATES OF AMERICA

COMMODITY FUTURES TRADING COMMISSION
20(B X Strcet, N.W.

Wa3hlnoton, D.C. 20581

Novsrber 5, 1984

n
U

Joseph H. Harrison, Jr., Esq.
Gereral Counsel and Seqetar!'
National FUtures Association
200 West lladison Street
Clricago, Iltirpis 60606

Re: NFA Bylaw 305, Schedule A, Sbctions I (b) , I (d) ,I(e) and II(a); and Corpliance RrIe 2-25

Dear Mr. Harri-son3

Ehis is to notify tle National zutures Association that cn Novenber 5,
1984, the Ccnraission alproved the anendrents to the captiqed NFA rules wtlich
rrtere strtrnitted for Ccnmissicrr revisr ard agproval pursuant to secticn 17(jl
of tle Cccnndity D<ctEnge Act by 1or:r letter dated August 21, 1984. Ttrese
rule changes relate to registration as perforaed Lry NFA, to proficiencry
testfug, ard to ttre dealer cptions activities of futlres ccnmission nerctrants
("ICMS"). Ilhile tle arerdrents to NI'A'S rules are effeetive irrediately, tle
clenges in Section I of Schedule A have no practicat effect until, with
r.eEEd. to ttle fees ir Section I(e), tte transfer of registration processilg
responsibiliQ' occurs for Ff,Ms, ccnnodity pool c[Erat rs and ccnnodity
trading adrrisors or, with restEct to the proe&rral- ecrerdrEnts in Sectiqts
I(b) and I(d), the Cqrnission autlprizes NF'A to deny, orriition, sus;=nd or
re\roke regiistrations.

Regardirrg tle regist:ation application fees adopted by NFA, tbe
Ccnmission urderstands ttrat the fees have been set at levets interded tc
defray but not e:(cd the costs eleectea to be ilcurred in processi_ng appJ:i-
catiorrs of the particular categories of registrants. It wiLL, of canrse, Ue
incurbent q)on NFA to ontilue to evaluate ttn fee structure as NFA gains
elFerience in perfonnirrg registrati-on functions under the Act jn order to
ersure that tle fees :srnin fair and refLect aetual costs.

In addition, altlrorgh t}te Ccnrnissiqr has alprcrved sections I(b) and
(d) ald ttre current afien&r€nts, NFA is re$dnded that before the Ccrnriissicn
authorizes NFA to take adverse registraticrr actj.cns., ttre Ccnnrission interds
to prcEDSe and adq)t nrles to govern NFAfs procedures for lnrforrning such
aE)ects of tlE Comission's registration funcLiqrs. At tlre tjrre the CcrIF
rrissicn prcnul-gates suctr regulations, there will be furtler cpporE\rnity for
both NFA ard tlrc Ccrm[ssiqr to er€rrdne NFArs pro€dures to assure that t]Ey
will adeguately e)(ecute tlE intent of tlE statutory disgualificatiors arri
related stardards set forth in ttle AcE and for NFA to a€nd its rules if
necessary.
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Fha]1y, ttE Ccmission notes that the latest rule anen&rents cdrcern-
ing proficiency testirg close certaiJl gaps iI the reguire{rEnts as prwio:sly
ctralteel aruf are ttus appropriate, albeit relatively tnjJlor, nrc\res in fi:rtter-
ijtg NFArs statutory mandate. lilevertheless, tlrere are variors i-rdividr:a1s ard
classes of persons for relqn NFA has not yet established and sr:lrnitted pre
ficiency testhg stardards. Ttle Cqmissiqr again urges NFA to cqrtinue to
develop, exterd ard refirre tte proficierlcf' testj-ng and tjaining stardards
progran required tV sections 17(p) and 17(q) ot tlle Act. Ttle Ccrmission also
en@urages NFA to begin considering tbe creaticn of sutr{)le[I|ental requi-ranerrts
for persons l,,to perfom partic-ular nanagsrent or sq)ervisory funcLions witb-irr
a firm, such as principa.ls, or other specialized activities.

Verlt tnr1Y Yorrs '

\-o^ {l t.l.ltl,{,l-
16+ A. web
ACBIng Secreta:r1r of the Ccnmissicrr


