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. N FH NATIONAL FUTURES ASSOCIATION
200 W. MADISON ST. « CHICAGO, IL » 60606-3447 » {312) 7811300

July 9, 1992

Ms. Jean A. Webb

Secretariat

Commodity Futures Trading Commission
2033 K Street, N.W.

Washington, D.C. 20581

Re: National Futures Association Request for an Order
Granting NFA Permission to Offer the Direct Entry
Registration Program on a Permanent Basis Pursuant to
Proposed New Registration Rule 801

Dear Ms. Webb:

Pursuant to Section 17(j) of the Commodity Exchange Act
as amended (the "Act"), National Futures Association ("NFA")
hereby submits to the Commodity Futures Trading Commission
("Commission") proposed new Registration Rule 801. The proposed
rule was approved by NFA’s Board of Directors (the "Board") at
its meeting on May 21, 1992. NFA respectfully requests the
Commission’s review and approval of the proposed new rule which
will allow NFA to offer the direct entry program on a permanent
basis,

PROPOSED NEW REGISTRATION RULE 801.

A. Proposed New Registration Rule 801 to provide the
Direct Entry Program as a permanent method of filing
registration applications:

REGISTRATION RULES
» * *

PART 800. ALTERNATIVE METHODS OF FILING REGISTRATION FORMS

RULE 801. Electronic Filing of Forms 8-R, 3-R and 8-T

Registrants which are futures commission merchants,
introducing brokers, commodity pool operators, or commodity
trading advisors can file Forms 8-R, 3-R, and 8-T electronically
by direct dial-up transmission to NFA’s registration and member-
ship database under the following conditions.
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a. The following requirements apply to the electronic
filing of Forms 8-R by a sponsoring registrant for its principals
and associated persons and for the principals and associated
persons of its guaranteed introducing brokers.

1. On the day that the sponsoring registrant directs
the computer to process the electronic filing, the sponsor-
ing registrant must send the original Form 8-R to NFA’s
Director of Registration, with all attachments and certifi-
cations required by Registration Rule 206, by placing it in
the United States mail (first class postage prepaid), by
hand-delivery, or by any other standard means of conveyance
including a generally recognized overnight delivery service.

2. Temporary licenses granted on the basis of an
electronic filing shall terminate immediately upon notice to
the sponsoring registrant that the Form 8-R, with all re-
quired attachments and certifications, was not received by
NFA within five business days after the electronic filing
was processed or that the Form 8-R or the required attach-
ments or certifications indicate that the applicant does not
qualify for a temporary license. The notice may be given by
electronic transmission to a terminal on the sponsoring
registrant’s premises, by United States mail, by hand deliv-
ery, or by any other standard means of conveyance including
a generally recognized overnight delivery service. This
Rule does not affect NFA’s right to terminate temporary
licenses under the conditions authorized by Registration
Rule 301.

b. By directing the computer to process an electronically
filed form, the registrant filing the form electronically certi-
fies that it has complied with the requirements of this Rule and
has made all reasonable efforts to ensure that the electronic
filing is accurate. This certification shall have the same force
and effect as a certification on the Form itself signed by an
authorized officer of the registrant.

c. No registrant may electronically file registration forms
until NFA has assigned it an identifying code and password. The
registrant may not file forms electronically using any other
identifying code.

d. Each registrant is responsible for maintaining the
security and confidentiality of its identifying code and password
and for controlling access to all terminals which are signed on
to NFA’s registration and membership database.
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e. Each registrant which files electronically shall make
available its data entry personnel, authorized to or actually
performing duties related to electronic filings, for testimony in
court or before the CFTC, NFA, or any contract market regarding
the authentication, integrity or accuracy of any electronic
filing.

f. The availability of electronic filing is a privilege and
not a right. NFA may disable a registrant’s identifying code and
password and terminate the registrant’s ability to electronically
file forms at any time, without notice or a hearing, and in NFA’s
sole discretion.

B. Explanation of Proposed New Registration Rule 801 to
provide the Direct Entry Program as a permanent method
of filing registration applications.

See the attached Explanation for Proposed New Registra-
tion Rule 801 for a complete discussion of the Direct Entry
Program and the reasoning behind NFA’s request that the progranm
become a permanent method of filing registration applications.

NFA respectfully requests that, pursuant to Section
17(j) of the Act, the Commission remove the pilot status of the
direct entry program and approve proposed new Registration Rule
801 which will implement the direct entry program.

Sincerely,

General Counsel

DJR:pif (Ltrs/Webbs)
Attachment
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I. INTRODUCTION

As the Commission is well aware, NFA is currently
operating a pilot program which provides certain Member firms
("participating firms") with the ability to enter individual
registration data concerning their associated person ("AP")
applicants directly into NFA’s computerized Membership and
Registration Receivables System ("MRRS") from the participating
firms’ offices. The participating firms are also able to initi-
ate the processing of this data by MRRS for the purpose of
granting temporary licenses. The purpose of this program is to
improve the overall efficiency of the registration function,
particularly by reducing the time required to grant temporary
licenses and to correct deficient applications. In working
towards this goal, however, NFA has ensured that neither the
integrity of the registration records nor the thoroughness and
accuracy of the fitness determination has been adversely affect-
ed.

At the outset of the pilot program, it was anticipated
that if the experience gained during the program demonstrated the
effectiveness and the integrity of the direct entry procedure,
NFA would petition the Commission to make the program generally
available to registrant sponsors of APs on a permanent basis.

NFA believes that the pilot program has clearly demonstrated that
the registration process can be expedited without sacrificing any

of the purposes behind the registration process. As a result,

NFA hereby requests the Commission to approve NFA’s proposal to




offer the direct entry program to all Member firms on a permanent
basis.

This explanation for proposed new Registration Rule 801
will outline the history of the implementation of the direct
entry program and discuss changes to the program which will
enhance its utility to both NFA and Member firms. Many of these
changes are the result of suggestions from NFA Members who are
either participants or potential participants in the program.

II. HISTORY OF THE PROGRAM AND DESCRIPTION OF ITS CURRENT STRUC-
TURE

The initial steps in implementing the direct entry
program began in 1987 when NFA requested Commission appreval to
give certain participating firms the capability to access and
query MRRS. This capability, which later became known as Phase
I, did nothing more than give these firms access to the same
registration information to which they were already entitled.
Under this phase of the program, participating firms are provided
with access to all registration information on their own em-
Ployees and public information regarding other registrants
without having to go through NFA’s Registration Department or
Information Center. Since Phase I became operational in November
1987, NFA has been able to reduce the resources expended in
responding to Member firm inquiries and thereby provide improved

service to members of the public requesting information from the

NFA Information Center.




Soon after Phase I became operational, NFA staff met
with Commission staff to discuss the heart of the direct entry
program -- allowing the participating firms to enter registration
data directly into MRRS and initiate the processing of Forms 8-R.
After meeting with Commission staff in November 1987, NFA began
preparing a petition to the Commission which would address all of
the areas of concern raised by Commission staff. In June 1988,
NFA submitted a draft petition to the Division of Trading &
Markets ("T&M") and regquested its staff’s comments. These
comments were provided to NFA in November 1988. On January 5,
1989, after amending the draft petition to address the concerns
of T&M staff, NFA submitted to the Commission a petition request-
ing an Order granting NFA permission to conduct a pilot program
for the direct entry of registration data by a sponsoring regis-
trant. The petition included information on NFA’s experience to
date with Phase I and described in detail Phase II and Phase III
of the program.

By Order dated August 28, 1990, the Commission approved
Phase II and Phase III of the direct entry pilot program.
Implementation of Phase III for particular firms, however, was
subject to Commission disapproval on a firm by firm basis based
upon review of the firm’s performance in Phase II.

Phase II was designed to familiarize participating

firms with the procedures for direct entry of registration

information into the MRRS system and to provide NFA with an




opportunity to monitor the data entry performance of a par-
ticipating firm in order to verify the firm’s accuracy. buring
this phase, each participating firm continues to file Forms 8-R
relating to APs according to established procedures and NFA’s
processing of these forms remains virtually unchanged. Each
participating firm also enters the data contained on those forms
directly into MRRS through terminals in its own office. Before
MRRS actually processes the electronic transmission, however, NFA
personnel compare all of the information contained on the form
with the data entered directly into MRRS by the participating
firm. Any necessary data corrections are performed by NFA
personnel. Notice that a temporary license has been granted or
that a particular application is deficient is transmitted to the
firm electronically through MRRS.

As proposed by NFA, each participating firm would have
been required to participate in Phase II for thirty days. At the
request of Commission staff, however, NFA expanded Phase II to
ninety days. During this time period, NFA gathers statistics
regarding the accuracy of data entry by a participating firm and
the timeliness and completeness of follow-up filings. This
information is provided to Commission staff monthly for their
review in determining whether a participating firm will be
permitted to move to Phase III.

In August 1991, NFA notified Commission staff of its

intention to move one of the participating firms from Phase II to




Phase III of the pilot program. Based on the firm’s performance
during Phase II, NFA believed that the firm had demonstrated its
proficiency and reliability in entering registration data into
MRRS and was an excellent candidate to proceed to Phase III. In
November 1991, Commission staff notified NFA that it did not
object to the requested move, and the participating firm was
immediately moved into Phase III. Since that time, two other
firms (acting as one Participant) have also been moved into Phase
ITY,

During Phase III, participating firms continue to enter
data directly into MRRS and to file the forms with NFA. Phase
III differs from Phase II in that participating firms are per-
mitted to enter a command via computer terminal instructing NFA’s
computer system to process registration data and issue a tem-
porary license prior to NFA’s receipt of the required Form 8-R.
The temporary license is issued immediately when the data entered
into MRRS by the participating firm indicates that the AP appli-
cant is eligible for a temporary license. NFA terminates the
temporary license if the applicant’s fingerprint card or proof of
passage of the Series 3 examination or Form 8-R are not received
by NFA within five business days of the date the information was
filed electronically. Furthermore, once the Form 8-R is received
by NFA, all information on the form, including crucial items

directly relevant to temporary license eligibility, are matched

against the electronic filing. TIf the form discloses that the




applicant is not eligible for a temporary license, the temporary
license is terminated immediately upon notice. Finally, if the
results of the FBI fingerprint check or the SEC check indicate a
potential disqualification not disclosed on the original filing,
the temporary license is terminated upon five days notice.
During Phase III, NFA has continued to gather statistics on the
accuracy of data entered by participating firms. This informa-
tion has been provided monthly to the Commission in detailed

statistical reports.

IXI. NFA’'S EXPERIENCE WITH THE PILOT PROGRAM

Throughout the development and approval process of the
pilot program, a number of issues concerning the potential impact
of the proposed pilot program upon fitness screening and the
registration process were raised. As discussed more fully below,
NFA’s experience with the pilot program has demonstrated that
neither fitness screening nor any aspect of the registration
process is jeopardized by substituting electronic filing for
paper filing.

A. Thoroughness of Fitness Screening

As noted in NFA’s original petition, the processing of
electronically filed Forms 8-R is done using almost identical
procedures as those used to process paper filings. Precisely the
same information is entered into precisely the same computer

system and reviewed in precisely the same manner. The only

change involves the purely clerical manner in which the data is




sent to NFA and entered into the MRRS system. Those forms
transmitted by mail to NFA are entered into the MRRS system by an
NFA employee performing data entry operations. NFA communica-
tions to the sponsoring firm, such as deficiency letters or
notices granting temporary licenses, are also sent by mail.
Essentially, the direct entry program merely substitutes instan-
taneous electronic transmissions of information for mailed
transmission by transferring the clerical data entry function
from NFA to the sponsoring firm. The heart of the registration
function -- the judgmental evaluation of an individual’s fitness
where a potential disqualification exists -- remains unchanged.
The pilot program met every expectation regarding the
fitness screening process. If the applicant disclosed a poten-
tial disgqualification, a temporary license was not issued and the
applicant was subject to the same fitness review as those appli-
cants disclosing a potential disqualification in a paper filing.
As of April 11, 1992, fourteen Phase IIX filings were deemed not
qualified for a temporary license due to a disciplinary dis-
closure and were referred for a full fitness review. Further-
more, all FBI fingerprint cards were received within one day of
the electronic filing and thus there were no delays in beginning
FBI background checks. Most importantly, during the entire pilot
program there was not one instance of an ineligible individual

receiving a temporary license.




B. Reliability of the Registration Data in the MRRS System

Ensuring the reliability of the information in MRRS was
a foremost consideration during the development and approval of
the direct entry program. NFA was confident that the direct
entry program would not lessen the reliability of the registra-
tion information. In fact, NFA believed that the reliability of
the registration data in MRRS might actually improve because
participating firms would be highly motivated to enter the
information accurately and NFA had implemented rigorous quality
control standards to ensure this accuracy.

The performance by participating firms has been out-
standing. Since the implementation of Phase II, NFA has received
1,037 direct entry filings. Only one of those filings had a
material discrepancy between the electronic filing and the paper
filing.! Furthermore, even the existence of minor discrepancies
was minimal. Of the 1,037 direct filings received, less than six
percent contained a non-material discrepancy between the electro-
nic filing and paper filing. Clearly, this small percentage of
non-material discrepancies, most of which were nothing more than
typographical errors, demonstrates that the reliability of

registration data was unaffected by the use of direct entry.

1

In that filing, one of the Form 8-R questions relating
to the applicant’s disciplinary history was not answered on the
Form although the electronic filing indicated a "no" answer. As
soon as NFA noted the discrepancy the temporary license was
terminated. That same day, NFA learned that the "no” response
was the appropriate answer and the temporary license was re-
issued.




Moreover, the overall completeness of the information
has been improved through direct entry. The number of deficiency
letters issued as a result of direct entry filings are sig-
nificantly fewer than those issued as a result of paper filings.
Approximately thirty-eight percent of paper filings result in a
deficiency letter being sent to the firm. In contrast, less than
one percent of direct entry filings resulted in a deficiency
letter.

c. Computer Security

Another area of particular concern at the outset of
this project was the possibility that the direct entry program
would make it easier for an unauthorized person to gain access to
MRRS and impeach the integrity of the registration information.
As noted in the petition, however, NFA’s state of the art securi-
ty system makes a breach of security almost impossible. The
security practices currently in use at NFA make unauthorized
access extremely difficult, limit exposure if unauthorized access
is gained, and give NFA the ability to reconstruct data prior to
the peoint of corruption.

Remote access to NFA’s computer system is through the
IBM Information Network (IIN). Access through these lines is
available between 7:00 a.m. and 7:00 p.m. central time on normal

business days. 1In order to obtain after-hours or weekend access,

an NFA computer operator must override the computer program which
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shuts down the line. NFA will grant access to participating
firms only in extraordinary circumstances.

Once a caller has reached IIN the caller must enter jits
account number, its sign-on ID number, and its INN password to
establish connection with the NFA computer. If the caller does
not give the correct password within three attempts, the system
invalidates the sign-on ID number.

Once connection has been established with the NFA
computer the user must enter its NFA user ID and the associated
password. Once again the caller has three chances before the
system hangs up on the caller and takes the user ID out of
service.

In other words, in order to gain off-site access to
NFA’s computer system a caller would have to know five different
pieces of information; the IIN account number, the associated
sign-on ID, the associated password, a valid user ID, and the
associated password to that ID. Therefore, the chances of
obtaining unauthorized access from an outside location are
extremely remote.

Every authorized user has his or her own unique securi-
ty profile. This profile determines which systems, screens, and
fields the user is allowed inquiry access to and which systems,
screens and fields the user is allowed entry access to. For

example, based on this profile, a Phase I user cannot view non-

public information to which it is not otherwise entitled, and a




Phase II/Phase IIT user will not be allowed to update information
in the files of an independent unaffiliated firm. All attempts
to breach security are recorded by the computer.

To further enhance security, any terminal which remains
inactive for fifteen minutes is automatically signed off by the
computer. Thus, if the terminal operator leaves his or her
station and forgets to sign off, the computer system will auto-
matically sign the terminal off, thereby reducing the chance of
unauthorized access through an unattended terminal.

It should be noted that Member firms will not have
programming access to NFA’s computer system. Therefore, the
chances of a computer virus entering the system through a par-
ticipant’s terminal are practically non-existent.

In the highly unlikely event that data in the computer
system is corrupted or destroyed, NFA can easily reconstruct the
data at the point immediately prior to corruption or destruction.
First of all, NFA’s computer keeps a journal of all changes to
the data in the system. This journal shows the data as it
existed before the change, the data as changed, and the cause of
the change. By loocking at the journal, NFA personnel can deter-
mine when any corruption occurred. NFA also keeps a record of
the data on the system as of the end of each day. This informa-
tion is copied on computer tape. In addition to being kept at

NFA, the information is stored off-site where it is protected in

the unlikely event of a computer virus in the system.
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While no security is completely fail-procf, the chances
of unauthorized access to the MRRS system are extremely small and
will be virtually unchanged by the limited access to be gained
through off-site terminals in the offices of participating firms.
It is virtually impossible to do permanent damage to the MRRS
system or the data stored on MRRS.

During the pilot program, not one instance of un-
authorized access (or even an attempt at access) or a breach of
security occurred. NFA is confident that the direct entry
program in no way jeopardizes MRRS nor the integrity of the data
in MRRS.

D. Conclusion

Obviously, NFA’s experience with the pilot program has
been very positive. All representations made in the original
petition have been met. Fitness screening remained as thorough
as it is with paper filings, the registration data input by
participating firms proved to be very reliable, all follow up
filings were received in a timely manner, and there were no
breaches of security.

In addition to maintaining the same high standards
regarding registration information, the direct entry program also
resulted in greater efficiencies in the processing of the infor-
mation. Firms participating in Phase III of the program receive

temporary licenses for their applicants approximately four

business days sooner than paper filing firms (including mailing
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time). Furthermore, direct entry virtually eliminated the need
for deficiency letters. As noted earlier, less than one percent
of electronic filings resulted in the issuance of a deficiency
letter.

In addition to the significant time savings to the
participating firms, NFA itself has realized substantial benefits
from the direct entry program. Soon after the start of Phase I,
NFA’s registration processing staff was reduced more than fifty
percent. These reductions are attributable to the efficiencies
of the MRRS system and the decrease in processing functions due
to the direct entry program. Furthermore, the number of calls to
NFA’s Information Center each year since direct entry became
operational has remained steady and in some years has actually
decreased. Prior to the direct entry program, the number of
calls in the Information Center had increased substantially each
year. By keeping the number of calls at approximately the same
level, NFA has been able to provide the Clearinghouse for Dis-
ciplinary Information to the public without hiring any additional

Information Center Representatives.

IV. PROPOSED PROCEDURAY, CHANGES TO THE PILOT PROGRAM

As evidenced by the foregoing information, the pilot
program has clearly demonstrated that the registration process
can be expedited without sacrificing the integrity or the thor-

oughness of fitness screening or the reliability of the registra-

tion data. NFA believes that it is time to move from the pilot
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program to a fully operational permanent program. In doing so,
NFA believes that there are certain changes which should be made
to the program in order to enhance its utility.

The period between the time a firm becomes a par-
ticipant and the time a firm is able to obtain temporary licenses
through electronic filing is unreasonably long. Participating
firms have proven that they gquickly become proficient at entering
registration data. Once a firm has demonstrated its ability to
enter the data accurately and completely, there is no need to
require that the firm continue to be subject to a full review by
NFA prior to the issuance of a temporary license. NFA proposes
that the entire process be expedited by eliminating many of the
formal procedural steps that are currently required to become a
participant in the direct entry progran.

For example, NFA is currently required to notify the
Commission before it provides inquiry access (currently Phase I)
and to obtain Commission approval before it provides direct entry
access (Phase II1) to a particular firm. NFA believes that prior
notification to and approval from the Commission is unnecessary,
especially in light of the fact that the Commission has never
cbjected to providing any firm with access. NFA would, however,
provide the Commission with quarterly updates of firms with
inquiry access and direct entry access.

In addition, there are procedures currently in place

which unnecessarily delay the point in time in which a par-
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ticipating firm is able to initiate the processing of temporary
licenses. As mentioned earlier, participating firms are current-
ly required to remain in Phase II for ninety days. NFA’s ex-
perience with Phase II indicates that this period is significant-
ly longer than necessary. Rather than imposing this rigid ninety
day requirement on firms, NFA proposes that a Member firm be
required to participate in a training period involving the same
activities currently comprising Phase II. However, once NFA
staff becomes satisfied that the firm is capable of performing
the data entry function, the firm would receive NFA’s approval
and would be able to obtain temporary licenses for its applicant
APs through electronic filing.

In the pilot program petition, NFA recommended that
firms be required to participate in Phase IT for thirty days.
NFA’s experience with the pilot program indicates that, in most
cases, even thirty days is unnecessarily long. The high level of
proficiency demonstrated by the participating firms occurs early
in Phase II. As a result, NFA proposes that this training period
be reduced significantly. NFA estimates that it takes ap-
proximately two weeks for a firm to demonstrate its proficiency
at the data entry function. A longer period of training could be
required for firms which process only a few applications during
this two week period.

Another unnecessary procedure currently in place is the

requirement that NFA personnel check every item on the Form 8-R
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for accuracy. Over the last year, NFA staff has done a line-by-
line comparison of 1,037 registration forms. This procedure
revealed a total of sixty-two forms containing an average of one
error each. Rather than continue this unnecessary and labor
intensive exercise, NFA proposes that, upon completion of a
firm’s training period, NFA continue to do a line-by-line com-
parison of information critical to the granting of a temporary
license. Other information would be spot checked for accuracy.
This change will not in any way reduce the thoroughness
of the fitness screening nor the reliability of the registration
data. As noted by the statistics presented earlier, participat-
ing firm personnel are at least as proficient as NFA staff in
inputting registration data. There is no reason to believe that
firm personnel will become any less proficient when NFA begins
spot checking the information. Furthermore, since all informa-
tion critical to temporary license eligibility will continue to
be reviewed, the fitness screening process will remain the same.
It is also unnecessary to require participating firms
to electronically enter every Form 8-R, Form 3-R updating Form
8-R, and Form 8-T filed by the firm. This requirement was impor-
tant when the program began in order to ensure that enouvgh forms
were filed electronically to give NFA a basis to evaluate the
program. However, it is no longer necessary to require that

every Form 8-R, 3-R and 8-T be filed electronically, and Members

have indicated that they would rather have the option of filing
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either way. Therefore, NFA proposes eliminating the requirement
and providing direct entry as an optional alternative method of

filing.

V. MEMBER FIRM RECOMMENDED CHANGES

In April 1992, NFA staff met with representatives of
eight Member firms regarding possible enhancements to the direct
entry program.? These Member firms, which currently sponsor
approximately 42% of all registered APs, made several suggestions
which they believed would significantly increase the benefits of
the program. NFA believes that many of the suggested changes
have merit and therefore has endeavored, where possible, to
incorporate these changes into the permanent program.

A. Expand the Program to Permit Electronic Filings of

Forms 3-R Updating Form 7-R

One logical enhancement to the direct entry program

suggested by Member firms is the expansion of the program to
permit electronic filings of Forms 3-R changing information
originally submitted in the Member’s Form 7-R. Since the par-
ticipating firms have demonstrated their ability to enter AP
registration data, the firms felt that they should be given the

opportunity to realize the same efficiencies regarding their own

2 The following firms were present at this meeting: B.T.
Futures Corp.; Goldman Sachs & Co.; The First Boston Corp.;
Gruntal & Co., Inc.; Shearson Lehman Brothers, Inc.; Paine
Webber, Inc.; and Merrill Lynch Pierce, Fenner & Smith, Inc. and
Prudential Securities, Inc.
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information. The firms were particularly interested in expedit-
ing the changes in branch office locations.

NFA believes that this suggestion is a good one. 1In
the last ten months, NFA has received an average of 773 Forms 3-R
updating Forms 7-R each month. Permitting firms to enter this
information would substantially decrease the resources expended
by NFA in processing this information without any adverse affect.

B. Eliminate Paper Filing Requirement

The single most important element to Members, and the
ultimate goal of the program, is a reduction in the amount of
paper which must be filed with NFA. Members repeatedly em-
Phasized that having to file hard copy forms with NFA after
completing the electronic filing significantly reduces the
benefit of the program.

NFA recognizes the difficulty of eliminating some paper
filings due to the legal significance of the certification signed
by individuals. However, registration forms which do not require
this individual certification, or require the certification on a
limited basis, can be eliminated from this paper filing require~-
ment.

Forms 8-T and 3-R (except 3-Rs to 8-Rs) are certified
by the firm and not the individual. There is no reason why a
firm should not be able to meet its filing requirements invelving

these forms through electronic filing. A firm makes the required

certifications when it directs the computer to process these
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forms, and this electronic certification is as wvalid as a signa-
ture. Furthermore, even though a Form 3-R updating Form 8-R is
certified by the individual, the information which is being
certified is much less likely to be sensitive to an individual’s
eligibility than the information on the original Form 8-R. The
only circumstance which would invelve information sensitive to
eligibility would be if the individual changed a "no" answer to a
disciplinary history question to a "ves" answer. Obviously, in
this situation, the accuracy or truthfulness of this change is
not likely to be in question. Therefore, NFA believes that the
direct entry program should be changed to allow Form 3-R and 8-7
filings to be done exclusively through electronic filing.

The elimination of the paper filing requirement for
these forms will significantly reduce the amount of paper re-
ceived by NFA. In the last year, NFA received almost 14,000
Forms 3-R and more than 9,000 Forms 8-T. Obviously, any relief
from the processing of this paper will benefit both the industry
and NFA.

Moreover, the elimination of the paper filing require-
ment for these forms will not impair NFA’s ability to perform its
delegated duties as official custodian of the Commission’s
registration records or to provide accurate certifications
regarding the authenticity and completeness of the records

maintained. By permitting firms to satisfy their filing require-

ments through the direct entry program, NFA will merely sub-
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stitute computer records maintained in MRRS for the hard copy
form as the registration record maintained on behalf of the
Commission. Furthermore, NFA will continue to certify as to the
authenticity of the record and the accuracy of any computer
printout.

The reduction of paper filing is consistent with the
Federal Paper Reduction Act and the President’s request that the
burden of government regulation be reduced. The elimination of
these paper filings is a perfect example of a regulation which
can be eliminated without having any negative impact on the
regulatory structure.

Furthermore, the Commission itself has recognized that
in some situations electronic filings are an acceptable sub-
stitute to paper filings. The Commission’s own large trader
reporting requirements require FCMs, clearing members and foreign
brokers to provide large trader information on compatible data
Processing media, which may include direct entry through dial up
transmission.® The Commission does not require that the data
entry filings be followed up with a paper filing.

Finally, the idea of eliminating paper filings is not
unique to NFA. The NASD is currently implementing a program
which will permit its member firms to file registration forms
through the computer without any follow-up filings. Currently

the NASD permits the electronic filing of all Form U-4s for the

3 17 C.F.R. § 17.00(a)(1) and 17 C.F.R. § 17.02(a).
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transfer of a representative. The member firm must submit the
hard copy of the Form U-4 and the fingerprint card within twenty-
one days of the electronic filing. The NASD, however, is devel-
oping a proposal which will permit all member firms to file
transfer applications electronically without having to follow-up
with the hard copy U-4.

The NASD also permits its member firms to update page
one of Form U-4 (employee name and address information, firm name
and address information and type of registration being sought)
for current employees without submitting any paper follow-up.

The NASD is in the process of implementing this procedure for
pages two through four of the Form U-4. When this is complete,
the NASD member firms will be able to update their current
employees’ Forms U-4 exclusively through electronic filing.

In addition, the NASD requires its member firms to file
employee terminations electronically. No follow-up filing with
the NASD is required, nor is the firm required to maintain a hard
copy of the termination.

The program being implemented by the NASD is very
similar to NFA’s proposal. Obviously, the NASD also recognizes
the advantages of electronic filing is and is moving towards the
elimination of paper filing requirements.

c. Future Considerations

NFA’s ultimate goal is total electronic filing of

registration information for associated persons. Although NFA
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recognizes the difficulty of eliminating the entire Form 8-R from
the paper filing requirement, NFA believes that the signature
issue, as well as issues concerning the definition of official
records and NFA’s responsibilities as custodian of these records,
can be resolved. Once these issues have been resolved, NFA seek
the Commission’s approval to eliminate the follow-up paper

filings for Forms 8-R.

VI. CONCLUSION

As noted in the pilot program petition, a decision to
change the current registration process must be based in part on
whether the projected advantages of the changes outweigh the
potential disadvantages. NFA believes that the direct entry
pPilot program has proven that the electronic filing of registra-
tion forms will benefit both the futures industry and the public
without any corresponding adverse impact on the registration
process.

The participants in Phase III of the program have
realized significant time savings in obtaining temporary licenses
for their applicants. This dramatic time savings is not only
responsive to industry needs but is also consistent with Con-
gress’ intent to expedite the registration process. When Con-
gress enacted Section 8a(l) of the Act allowing the Commission to
grant temporary licenses, it indicated that its intent was to

streamline and expedite the current registration procedures so

that a qualified applicant would not have to wait until a com-
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plete fitness review was conducted but could begin working as
soon as the Commission determined that the applicant was ap-
parently qualified. Phase III of the direct entry program has
furthered Congress’ goal by dramatically expediting this initial
determination.

Furthermore, the pilot program has enabled NFA to
reduce the staffing required to process registration filings.
Obviously, offering the program to all Member firms and eliminat-
ing the requirement that NFA do a line-by-line comparison on all
forms will further reduce staffing requirements. This reduction
in staff will not only benefit the public, through reallocation
of resources to customer protection areas, but may also benefit
the industry if NFA is able to reduce registration fees through
cost savings.

In addition to the obvious advantages realized during
the pilot program, the pilot program demonstrated that the danger
of an unqualified individual receiving a temporary license does
not appear any more likely than it is with paper filings. As
noted earlier, not one ineligible individual received a temporary
license during the pilot program.

Finally, NFA’s proposed changes will further the goals
of EXCELLENCE 2000 by preparing the industry for the computer
driven challenges of the 21st century, and it will do so by

reducing, rather than increasing, the burden on the industry. No

firm will be required to enter its registration information
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electronically, and NFA anticipates that the privilege will most
often be exercised by firms with large numbers of APs. However,
the choice not to enter information electronically will not be
dictated by cost considerations since the only_requirement for
participating in the program is access to a personal computer.
NFA is convinced that the pilot program has proven
beyond a doubt that the direct entry of registration data by
participating firms provides a more effective, expeditious and
industry-oriented method for entering registration information
into MRRS. Furthermore, NFA believes that the proposed changes
to the program will increase the utility of the program and
provide substantial benefits to both the industry and the public.
Therefore, NFA requests the Commission to remove the pilot status
of the program, to approve the changes to the program as outlined
herein, and approve proposed NFA Registration Rule 801 implement-
ing the program. NFA further requests that these changes become

effective immediately upon Commission approval.

CAW:pjf (Memol/DirgEntl)
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meeting will discuss the possible
formation of a research consortium
including NIST, The American Dentat
Association Health Foundation and - -
industry to conduct research in this
area, This is not a grant program.

DATES: Interested parties should contact
NIST at the address or telephone
number shown below no later than
January 11, 1993.

ADDRESSES: Dr. David lash.more. Bldg
224, room B-166, National Institute of
Standards and Technology, -
Gaithersburg, MD 20809. - :

FOR FURTHER INFORMATION CONTACT:
Dr. David Lashmore, (301) 975-6405.

SUPPLEMENTARY INFORMATION: NIST
seeks qualified United States industrial
parties interested in entering into a
copperative consortium research
program to develop a metallic, mercury-
free, direct-filling replacemant for
dental amaigam. NIST has Eled for a
patent for a “Process for Forming Alloys
in situ in Absence of Liquid-Phase -
Sintering” which may be useful in the
development of such new direct-filling
raplacements for dental arnalgams,
Members will receive a time-limited.
royalty , co-exclusive license,
limited to the dental Eeld, for any
patent issuing from the current = .
application. In addition, it is ant.n::pated

that participating companies will

receive time-hmitad royalty bearing co- -

exclusive licenses, limited to the dantal

field, for any new materials devalopod -

by the consortium.

Companies should be prepared to
invest $50,000 per year in the R
collaboration and be firmly committed
to the goal of developing a new dental
restorative material that wouldhe a
viable alternative to silver-mercury
amalgams, .

This program is being undsrtaken
within the scope and confines of the
Federal Technology Transfer Act of
1986 (Pub. L. 99-502, 15 U.5.C. 3710a),
which authorizes government owned
and operated federal laboratories,
including NIST, to enter into

agreements (“CRADAs") with qualified

parties. Under the law, 8 CRADA may

provide for contributions from the

federal laboratory of personnel,

equipment, intellectual property and

facilities, but not direct funding. NIST

intends to hold a planning meating in

January, 1993 for interested parties.
Dated: December 16, 1992.

- John W. Lyons,

Director.

{FR Doc. 92-31042 Filed 12-—21—92 8:45 am|

BILLING CODE 3810-13-8

Natlonal Ocsanic and Atmosphodc
Admlnlctnﬂon
Permits; Forelign Fiohlnq

In sccordance with 8 memoranduin of
understanding with the Secretary of
State, the National Marine Fisheries
Service, on behalf of the Secretary of
State, publishes for public review and .
comment a summary of applications
received by the Secretaty of State
requasting permits for foreign fishing .
vesseis to operate in the Exclusive
Economic Zone in 1993 under ...
provisions of the Magnuson Fishery
Conservation and ement Act

uson Act, 16 U.S.C. 1801 et seq.).
Specifically, the Russian Federation has
submitted an application which :
uests 10,000 metric tons (mt) of

Atlantic mackerel for directed fishing
and 10,000 mt of Atlantic meckerel for
joint venture purchases. The large stern
trawler/processors GISSAR and FIONER
NIXOLAEV are identified as the vessels
that will fish and receive fish from U.S.
vassals. Send comments on this
application to: NOAA—Nationel Marine
Fisheries Service, Office of Fisheries
Conservation and Management, 1335
East West Highway, Siiver Spring,

- Maryland 20910 and/or, to one or both .

of the Regional Fishery Managemsnt
Counmls listed below: i

s G. Marshall, Exocutive Dimctor. New
England Fishery Management Council, §
Broadwnay (Route 1), Saugus MA 01908,
671/231-0422

john C. Bryson, Executive Du-actcr. Mid-
Atlantic Fishery Management Council.
Federal Building; room 2115, 320 South
New Street, Dover, DE 19901, 302/674-
23

For further information contact Robert

A. Dickinson, Office of Fisheries

Conservation and Manngement. (301)
713-2337.

Dated: December 15, 1992.
David S. Crestin, .-

Acting Director, Office of Fuhaﬂas
Conservation and Management, Nat.lonai

. Marine Fisheries Service.

. [FR Doc. 92-30921 Filed 2-21-92 B:45
cooperative research and development l Filed 1 . )

BILLMNG CODE J810-22-M

Marine Mammals

" AGENCY: National Marine Fishéﬁ'as

Sarvice, NOAA, Commerce. .
ACTON: Modification No 2 to Perrnit

No. 634.

Notice is hereby given that pursuant
to the provisicna of §§ 216.33 (d} and {e}
of the Regulations Governing the Taking
end Importing of Marine Mammals (50
CFR part 216), Public Display Permit

‘No. 634 issued to Marine World Africa,

USA, Marine World Parkway, Vallejo,
California 94589, on April 29, 1988 (53

" FR 16307}, modified on January 18,

1991 (56 FR 3542) is further modified as
follows:

Section B.4, first sentence is changed
to reed:

4. The nuthnrity to acquire the marine
mammals authorized herein shell extend
from the daterof issuance through June 30,
1893, - .

m modlﬁcanon becomes eifective
upon publicauon in the Fodarnl

Documents subxmtted in connecuon
with the above modification are
available for review by appointment in
the following offices:

Office of Protected Resources,
National Marine Fisheries Service,
NOAA, 1335 East-West Highway, room
7324, Silver Spring, MD 20910 (301/
713-2289); and

Director, Southwest Region, National
Marine Fisheries Service, NOAA, 501
West Ocean Boulevard, Long Beach, CA
90802—4213 (310/980—4016).

Dated: December 15, 1992,
Michae] F, Tilhman,
Acting Dirsctor, Qffice of Protected Hesources,

" National Marine Fisheries Service.

{FR Doc. 92-30958 Filed 12~21-92; 8:45 am]
BILLING CODE 3510-22-M S .

. GOMMODITY FUTURES THADING

COMMISSION

Aumodution of the National Futures
Aasociation To Impiement the Direct
Electronic Entry Reglstration Program
on & Permanent Basis; Approval of
Propased New Registration Rule 801

AGENCY: Commodity Futures Trading
Commission.
ACTION: Notice and Order authorizing
the National Futures Association (NFA)
to offer its current pilot Program for the
Direct Electronic Entry of Registration
Data on a permanent basis. Under the
program, specified registrants may enter
registration data electronically into the
NFA c mputer system with respect to
person (AP) applicants and

_ NFA may grant temporary -AP licenses

on the basis of such electronic filings.
SUMMARY: Section 8a{1) of the

. Commodity Exchange Act (Act)

provides, in part, that the Commodity
Futures Trading Commission

~(Commission or CFTC) may granta

temporary license to any epplicant for
registration with the Commission
pursuant to such rules, regulations, or
orders as the Commission may edopt. 7
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U.S.C. 12a(1} (1888), as amended by ithe
Futures Trading Practices Act of 1982,
Pub. L. No. 102-546, 106 Stat. 3590
(October 28, 1992). Tha direct antry
pilot program was establishad in 1990 to
expedite the tamporary licensing
Erocess. As discussed below, NFA has
submitted, and the Commission has
approved, new NFA Registration Rule
801 which will permit NFA to offer the
direct entry program on a permanent
basis. As proposed to be operated umder
the new ruls. the direct entry program
shouid sxpedite and incraass the
efficiency of the tamporary lirensing
process and other aspects of registration
processing.

SUPPLEMENTARY INFORMATION:

L Backgfound
A, Introdoction

By Comuission order of August 28,
1990 {1990 Order), for the pas: nineteen
months NFA has operated a program for
e direct entry of certain registration
information on a pilol basis. Under the
pilot program, a limited aumber of firms
have access o regi ion data in NFA's
computer database, the Membership
Registration Receivables System
(MRRS). Tha program aleo permits
certain participating firms to snter
registration data concerning AP
upplicants sponsored by such firms
directly into the MRRS dutabase via
computer tarminals in their offices for
the purpose of obtaining temporary
licenses for their smployees.

NFA now seeks Commission approval
to terminate the pilot status of and make
permanent the direct entry program,
expand the types of filings for which
direct entry may be used and make
various procedural medifications (o the
operation of the program.? Under NFA's
Proposed Rule 801, registrant sponsors
would electronically enter into MRRS
all information required to be filed on
Form 8-R (application for registration
for individuals), Form 3-R
(supplemental statement to application
for registration), Form 8-T (notice of
termination) or Form U-5 {uniform
termination notice for securities

1A tem AP license aliows an epplicant
wha is aligible for registration 1o act xs an AP of
his spansoring firm without waiting for camplstion
of a full fitness screening which, due to the
3 y irt cards processed by the
Federal Bureau of Investigation, may take six to
eight weaks, The applicest mey not be granted AP
registration until the ftness screening is concindad.
? Retaest for an Order Granting NFA Permission
to Offer the Direct Entry Regisiration Program on 4
Pearmanent Basis Pursuant to New
Registration Ruls A0%, submitted by NFA, July 9,
1992 (Submisaion), as
submissions dated August 27, 1902, October 8,
1992, November 13, 3892, Novembar 25, 1992 and
Decembar 8, 1992, Submission at 2.

Jindustry registzation) for ail AP

applicant’s, APs, principals and hrench
office managers ? of such sponsors and
of any introducing brokers (IBs)
guaraentaed by such sponsors for whom
the sponsors heve assumed registration
! ibilities.

- As sut forth in the Submission, NFA
also proposes to modify the procadures
followed under the pilot program in a
number of respects degigned to increass
the effiriency of the program, including:
{1) Elimination of the notice to the
Commisgion end tequitements
for adding firms to the program; (2] -
reduction of the period of Phass I
operational experience required befors
firms may advance to Phase III of the
program; (3} reduction of line-by-line
revisw by NFA of electronically filed

- forms; {4) reduction of statistics

provided to the Commissioa: (5)
elimination of the requiramant that all
forms be entered electronically by each
participating firm; (6) expension of the
program to permit slectronic filings of
Forms 8-R and 8-T for principals and
of Forms 3-R updating Forms 7-R; and .
{7) elimination of certain paper filings.
B. History of the Direct Entry Frogram*

NFA’s direct entry procedures wera
developed to expedite the tampaorary
licensing process by ellowing direct
input of data by firms into NFA’s MRRS
database, thereby permitting epplicants
to act as APs soaner than if their
applications were mailed or delivered to
NFA and the data entered into the NFA
database by NFA personnel, This
mechanis is fully consistent with the
primary purpose of the taxg?ora:y
license procedure—to enahle epparently
qualified applicants to begin work as
soon as possible prior to completion of
a full fitness check.3

The direct entry program hed its
genesis in a 1987 proposal by NFA to
provide certain member firms the
capability to access and query the MRRS
database. This access capability, which
later beceme known as Phase [ of the
direct entry pilot program, simply
provided firms with computer access to
registration information conceming
their own employees and public
information conceming ather registrants
without having to obtain such
information from NFA’s Registration
Department or [nformation Center. This

3Branch offica ars APs but also are
required to disclose thelr status as branch offica
managers on Forms 8-R, 3-R and 8~T.

“ A more detailed discussion of the direct entry
pilot program is provided in the Federal Register
redease accompanying the Commission’s order
approving the pilot program. 55 FR 35925
{Sepienber 4, 1990).

549 FR 8208, 8210 (March 5, 1984).

procedure became op
November 10, 1987 when the -
Commission apz:'::::l NFA’s proposal
to provids two lutures commission
merchants (FCMs) with direct inquiry
access to NFA's regi ion datebaza,’
NFA states that this phase of the
program haz en #t to redure the
resources required to vespond %o
member firm inquiries end provide
improved service to membmrs of the -
puEIic requasting information from the
NFA Information Cantar.

On January 5, 1989, NFA petitioned
the Commission for authorization to
implament a program for direct entry of
AP rogistration data into NFA's MRRS
system by the sponsors of APs (Phase 1I)
and ultimetely the electronic gramting of
temporary licenses for APs folowing
such direct entry of registration data -
(Phase IT).7 By order dated Angunst 28,
19940, the Commission suthorized NFA
to implement Phases 1T and O of the
direct entry program as+ pilot
subject to certain conditions m
generally incorporated procediures
proposed by NFA.S '!'hes(o )cunditions
included the following: (1) Sponsors
would continua to be required to file
with NFA the required paper -~
registration forms, int cards and
sponsor certifications, which wonld be
compared with electronically entered
deta material to the grenting of 8
temporery license and used to complete
the Htness for final
registration determinations; (2) all
participating firms would be reqerired to
sign NFA's Agreement For Firm Direct
Entry Privileges to MRRS (Direct Entry
Agreement), seiting forth the conditions,
respansibilities and obligations of pilot
progeam participants; {3) NFA would
comply with its responsibilities under
the direct entry pilot programasset
forth in its fanuary 5, 1989 petition; {4)
any fimm not specifiedinths =
Commission's order wouid be required
to receive permission to participate in
Fhase II; (5) implemantation of Phase I
of the pilot would be subject to
Commissicn approval; (6) NFA wouid
provide the Commission with mouthly
statistical reports relating to the pilot

© See lotter from Lowrencs B. Padent, Adsociate
Chief Counsel, Division of and Markets,
CFTC to Danjdl J. Roth, Vice Prasident, Geneea]
Counsel and Sacretary, National Fohires:
Association, deted November 10, 1987 responding -
to lotters dated October 8 and 29, 1987 fram Deanial
]. Roth ta Andres M, Corcores, Dirsclor, Division
of Trading and Markets, CFTC, . )

7 This pelition was supplemasnted by a letter
dated July 17, 1990 frozs Dendel |. Roth, Vice
President, General Counsel and , NFA, to
the Division of Trading and Markets, CFYC, which,
identified the firms seeking authorization o
participats ia Phase 11 ,

#See 55 FR 35925, 35934 (Seplember 4, 1990).
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program: and (7) NFA would terminate  Phase HI of the pilot program. See 55 FR  which the application was filed-
any temporary license granted under the 35925 {September 4, 1890). As of electronically. NFA registration staff

pilot program if NFA did not receivs ail
required follow-up paper filings or if
NFA's review of the paper filings
reveeled that an applicant was not
eligible for a temporary license or the
temporary license had been granted by
mistake or as a result of fraudulent

means.

Currently, the direct entry pilot
program operated by NFA pursuant to
the Commission’s Qrder consists of
three pheses. Under Phase I, as noted
above, participating FCMs are provided
with direct inquiry &ccess, via computer
terminals at those firms, to all
registration information in the MRRS
databasa to which they are entitled
under NFA Registration Rules 701 (b)
and {c}. This information includes all
registration information relatingtoa
firm's own employees and prospective
empioyees and public information
regarding all registrants. As of October
31, 1992, 25 firms were participating in
Phase L® '

Phases Il and HI of the pilot program-
permit participating firms to enter
electronically into NFA's registration
computer system, through terminals
located in their offices, informetion
required to be filed on Form 8-R, Form
3-R, Farm 8-T or Form U-5 for all AP
applicants, APs and branch office
managers. Under Phase 1i, although the
participating firm enters the AP
application data by computer, only NFA
personnel are authorized to instruct the
NFA computer system to process an
application and, if appropriats, grant s
temporary license. The Commission's
1950 Order authorized participation by
ten firms in Phases II and Il of the
program but provided that additional
firmms could be added with prior
approval. The 1990 Crder alsc required
that Commission staff be provided an
opportunity to review data concerning
the accuracy, timeliness and

completeness of data entry during Phass

11 and to raise any concerns or -
objections deemed approptiate based
upos the Phase II data and other -
experience prior to implementation of.

® As of October 31, 1992, the firms participating
in Phase [ are: ADM Investor Services, Inc., Advest,
inc., Brody White & Co., Inc.. BT Putures Corp.,
Cargill Investor Services, Inc., Colorado

i t Corp., Commodities

Corp., Daiwa Securities America, Inc., Dean Witter
Raynolds, Inc, FO&F Mann Interoaticual Fubhures,
Inc., First American Discount Corporation; .
Galdermann Inc., Goldman Sachs & Co., 1.P. Mosgan,
Futures, Inc., Kemper Securities Group, Inc.. Lind-
Watdock & Company, Linnco Futures, Inc., Nomuara
Securities, [nc., Paine Webber Inc., Rodman &
Renshaw, Inc., R.J. O'Brien Associates, Inc.,
Rosenthal Collins Group, Salomon Brothers, Inc.,
UBS Sacurities, Inc.: and Vision Limited . . -
Partnership. ’

October 31, 1892, three firms were
participating in Phase II of the program:
Refco. Inc., Prudentisl Securities inc.,
and Shearson Lehman Brothers Inc.
Another Phase I participant, Cargill
Invesior Services, Inc., has been-
appraved but is not yet participating in
Phase 1I. The 1990 Order also provided
that a participating Phasa II firm would
not bacome eligible for participation in
Phese I until completion of ninety
da{r]s in Phase II. : :

nder Phase 111 of the pilot program,
participating firms continue to enter AP
registration data directly into NFA's
registrations computer system. Howavar,
under Phase Ifl, qualifying AP
applicants are issued a temporary
license upon entry of a computer
command by the participating firm
when the application data entered by
the firm indicate that the AP is eligible
for a tamporary license.’® The _

articipating firm must file the
copy Form 8-R, together with the

applicant’s fingerprint card and
evidence of the applicant’s satisfaction
of tha NFA proficiency requirements,!!
by mailing it to NFA on the same day
op which the firm directs MRRS to
process the application. A temporary
license is issued by NFA immediately
when the data entered in MRRS by the
participating firm indicate that the AP
applicant is eligible for 4 termporary
license. NFA immediately terminates
any previously issued temporary license
if the applicant’s Form 8-R, fingerprint
card or proof of passage of the Series 3
examination-are not received by NFA
within five business days of the date on

*0Tn arder for an applicant to qualify fora
temporury liconse, the applicant must submita
completed registration application which includes
a fingerprint card and s 's certification. In

ponsor’
-addition, in order for the lrplimnt to qualify for a

temporary license, the application may not contain
4 "Yes” answer to any of tha disciplinary bistory
questions on the application {questions 14-18) {self-
declared derogatory information). In addition. the
applicant may not have a conditional, suspended or
registration and must not be the subject of
A current NFA investigation. Finally, the applicant
must pravide proof of successful completion of the
Naticnai Commodity Futures Examination (Series
3} . -
11 NFA Bylaw 401(b) provides that no person may
be associated with gn NFA member (i.e., as an AP)
unless tha person is registered with NFA as an
associste. NPA Registration Rule 401 requiresase
condition for associate registration evidence that
the applicant bas taken and passed the Natioual
Commodity Futures Examination no more than two
years priof to the date the application is received
by NFA, has boen duly regisiered in another
capacity within that two-year period, or is
registered with the National Association of
Securities Dealers [NASD) as 4 general securitiss
tepresentative and the applicant's activities will be

" limited to tha solicitation of funds for commaodity

pools or referring clients to sy AP who has satisfied
the proficiency requirements. i

compare the information on the
hardcopy Form 8-R with the
application information previously
entered into MRRS by the sponsoring
firm. If such comparison discloses
different information from that entered
directly by the sponsoring firm and that
information indicates that the applicant
is not eligible for a temporary license
because of, for example, dercgatory
information indicating a statutory
disqualification, NFA terminates the
temporary Hicense, Subsequent FBI :
fitness reports or fitness checks with the
Securities and Exchange Commission
(SEC) revealing disqualifications not
previously disciosed result in
termination of the temporary license
upon five days notice.!? Currently, four
firms are participating in Phase III of the
program: LIT America, Inc., Merrill
Lynch, Pierce, Fenner & Smith, Index
Futures Group and Brokers Resource
Corp.1?

As of October 31, 1992, 1,078 filings
had been processed under Phase II of
the pilot program and 1,094 filings had
been processed under Phase I of the
pilot program.** Filings under Phases II
and IIf represent about four percent of
all registration filings received by NFA
during the same period. Of the 1,078
forms filed under Phase II, 376 were
Forms 8-R, 75 were Forms 3-R, and 627
were termination notices (either Form
8~T or Form U-5). Of the 1,094 forms
filed under Phasa IIl, 489 were Forms
B-R, 158 were Forms 3-R and 447 were
termination notices.

Based upon its item-by-item
comparison of the data entered into
MRRS and the information on the
registration forms submitted by
participating firms, NFA describes the
performance of participating firms
during the pilot program as

1211 a firm were to make a daia entry error that
ws potentially sdverse to the applicant’a
registration status, there would be an opportunity
for correction of the error prios to any adverse
action being taken. Bafore any action is takem to
deny registration. the affected applicant usually is
notified by a lettsr from the NFA Director of
Compliance, or the Director’s designee. of the
contemplated action and the basis for it and
provided with an opportunity to withdraw the
registration application. Registrants are provided
with a notica of commencement of a revocation -
proceeding and an opportunity for & hearing before
any adverse action is taken with respect to their
Tegistration atus. ) -

13 Indax Futures Group and Brokers Resource:
Corp. are treated as ons firm for the purpose of
compiling performance dats. ’

14The Submission citas 1,037 as the total number
of filings received during the pilot program,
representing electronic filings from April 12, 1991
through April 12, 1992. The number cited in the

-taxt raprasents the total number of slectronic fil

ings
Eled from April 12, 1091 through October 31, 1992.
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“outstanding.” 1% Specifically, NFA -
reporta that since the implementstion of
Phase II of the pilot program, of the
2,172 direct entry filings recsived, only
ane contsined a material discrepancy
hetween the electronic filing and the
paper Eling.38 Fewer then five percent
of these filings contained non-material
discrepancies, primacily typographical
arrors.2” NFA submits these data
demanstrate thet the reliebility of
registration data has not bees affecied .
by use of direct entry procedures.# NFA
also notes that during the minetesn

| months that the pilot has been
in oparstion, all paper filings have been
timely received.

With ?ud to the fitness screaning
process during the pilot program, wizen
sln appligzt disclosed & potential

isqualification, & temporary license
was not issuad and the epplicant was
accordad] the me fitnass review
applicable wi a potantial
disqualification was disclosed fn a
paper filing. During Phases II and IIl of
the p‘illzltlg:aynm. any Blings deemed
not gquali for & empaorsry license
dus to a disciplinary hi disciosure
wera referred 1o NFA's fitness raview
steff, and potentially to NFA's
Registration Compliance Legal
Cammittes, for a Jull finess review. As
of October 31, 1992, thirty-ane
:?glimtiom had resuited in such

crals. in addition, all FBI fingerprint
} cards were raceived within one day aof
| the electronic filing, enabling the FBI
background checks to begin virtually
immediately. NFA reparts that it
identified no instances during the pilot
program in which an individual
ineligible for registration received a
temporary licensa,1® ]

NgA states that its axperience with
the pilot program demanstrates that
neither fitness screening nor any other
aspect of the registration process is
compromised by the substitution of
electronic filing for paper filing. NFA

14 Selamission at 4.
12 In that case, ene of ths Porm 8-X divcipkinery
history qunestions was wot mswered ou the
Form 8-R sltheogh the alactvonic filing
indicated & “ng* answer. As svom 88 NFA
discovered the di

7 Subminsion at 4.

18 NFA adso notes thet it secsives complesed
epplications mm':. axpeditionsly frem firms

icipaling in ihe direct satry progoam, as

mmdby“w, lower rnamber of
deficiency letters boing issued as 8 rasit of disuct
thirty-eight parcant of paper flings sesult in &
deficiency istler baing sent to the firm a3 compased
to leas than ooe percent taswed as & result of dizect

filings.
15 Sutuniation &t 7.

?orﬁsibﬂdﬂomﬂnm‘fmm

@ clerical data nam ility
from NFA to sponsaring under ths
dirm_enn-ypmgrm.ilhaxpmimd

functions. NFA notes that soon after
start of Phase I, NFA's registration
processing staff was reduced by more
than fifty percent, a raduction it
attributes o the efficiencies of the
MRRS systam as well as the decyease in
NFA ing activities due to the
direct entry program. NFA aiso notes
that since the direct entry program
became operstional the number of calls
receivad at its Information Canter has
remained stewdy and in some years bes
decreased, wherees prior to the direct
entry program the number of calls to the
Inf;maﬁon Conter hed increessed
substantially sech yeer. NFA
that the firms participating lnm“
of the program receive tamporary
licenses for their AP applicants
approximetely four business deys
sooner then thoss firms using paper
filings,
IL Discussion
A. The Proposed Rule

NFA Registration Ruls 8§01 would
make the direct entry
permanent.? Subject to certain
conditions, the rule allows, but does not
require, all sponsoring firms to file
Forms 8-R, 3-R, 8-T and U-5
electronically by direct dial-up
transmission to NFA's regk and
mambership database. With respect to
the elactronic filing oanrms.BER. a
sponsoring registrant must send to
EFA.“ on the same day it has directed

8 computar to process the elsctronic
ﬂling.?h%uapp]imt's disciplinary
hma l:rytheﬁ'm ]?mvidod by

A and signed applicant,
:“ingsm oy nt::cesaful
ints and proof of

umn of the profictency
examination, as provided by NFA
Registration Rule 206{a)(3). The
disciplinary histery ssction of Form
8-R containg important information

20 NFA Registration Rules 701 {Diaclosure of
Information from tration Recosds Mainiained

forms™ will encompass any forms filad
electronically pursuant o that ruls. Thas, NFA will
consider a registration farm filad slectsanically to
bo a registration zecord and/or am Application foom
pursuant to NFA Registation Rydes 781 and 702
21 Rale $01 wouid sequire that such Sling be
made by Sret-class sail, band -delivery or amy wther
sandierd means of copveyance iaciuding a -
geterally recognized ovamight delivery servica.

cancaming the applicant’s backgroond
which directly relatas to eligibility for
form required to ba signed by the
applicant and provided in hardcopy to
NFA will contain the applicant’s
signature certifying to the trutbfulness
and of the disciplinary history
sot forth therein and all other
certifications and agreements by the-
applicant currently required by the
Form 8-R.3* By signing the

history form, the applicant will further
certify: (1) That all infarmation he has
provided to his sponsoring firm in
cormection with the electronically filed
portion of the application is true and
not misleading, and {2} that he
understands that a willfully false or
misleading statement or pmission made
to hizs sp firm and electronically
trangmitted by the firm to NFA will
have the same effect as a willfully false
or misleading statement or omission
made in a hard copy application signed

by him.
With respect to the remainder of the
Form 8-R, which comprises ths bulk of
the form apd incindes information
relating to the appiicent’s residential,
employmeant and educations] history, no
paper filing requirement wonld exist,
and thos no bepdwritten signatnre by
the AP applicant aitesting to tha
aocuracy xad camplstenses of the
information, wouild be incorporated in
the submission to NFA. Propossd Ruls
801({b}, however, provides that by -
authorizing the computer

cosnplied with el i afthe
rule and has made all reasonable afforts
to ensure that the applicant information

3 A Farm 8- currently requires certifications by
the infvideal appiicent as 30, smeng alber shings,
his undecatamding thet he is subjoct to the
fmposition of criminal panalties for any false
statemants or omaissions made in the application,
that he -will 2t aH thoes keep sccurate and curvent
the answers 10 the items 2equired ts be
and that his answers nod 3@ bameis on the Fors
cursent] o8, inary histary
ﬁ.\rmtog. ud-kuloml:»ﬂ!ﬂn
incorporate, certain agréements by the applicant
rolating to dor men
Associate sssmbar of NFA. Lather Gam: Gandsl {
Roth, deted Nevemshar 25, 1092 10 jaan A. Webb,
Sacretariat, (FTC). As nated shows, Ruxle 881 will
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entered by electronic filing is accurats.23  the registrant.” ** Pro osed Registration  required attachments and certifications
Rule 801 requires a firm to make all of Rule 801(b).2° P within fve days aRter the alectronic
the certifications sequired by Rale The applicant’s disciplinary history,  filing was processed, NFA will
3.12{c} and the current Form 8-R 24 The Wwith all required attachments, must be terminate Lemediataly, upon natice to
Rule also provides that these siectronic  Teceived by NFA within five business the sponsoring firm, any teruparary

" certifications “shall have the samm force  02¥s after the electrenic filing is license previcusly granted. Proposed
and effect as a certification on the Form Eirocessed It the applicant’s disciplinary istration Ruile 801(a)(2). .
itself signed by an suthorized officer of story mnd attachments ;?osed Rule 801 also provides that
indicate that the applicant does not no registrant may electronically file
quulify for u temporary license or NFA  registration forms until NFA has

3 Tha cartification required by the rule is
accomplished by alectronic data antry, Afer all the
information required on the Farn &R, 3-R, 8-Tor ,
U~8 1 bwan entered favo the computer, a question
will appear on the screen asking tha dats entry
opursior whether he or she fa rsady 10 precess e
form. A “yos™ siwer 1o this question mesns that
the firmn iz cartifying, sud in eifect, verifying st of
the praviously entered data lu sddition, by
answaring “'yes” to the question, the firm is alse
certifying that it {s forwarding the fingerprint card
and proof of the applicant’s succassful complation
of the Natiounl Commodity Potures Examination.
Proposed Rogistration Rule seria}(1).

* Under proposed Rule 801, the sponsorize firm
must cartify that: (1) the information supplied by
tha applicust in respomss 10 questions contained in
the electrenically fdnd Ponm 8-R relating to the
appiicant’s smploywant and education history for
the past three years has been varified; (2) the
applicant has been hirad oc is employed by the firm
“or that it is the intenticn of the firm to hire or
otherwise mnploy the applicant as an AP within
thirty days after the firm recetves notification that
the applicant has recvived a tamporary licsuse; {3)
the spplicent wiil ot be permitted % act as an AP
until g temperary Hoemse has boes tssued or be has
been registared to ¥ slectrondenfly fled
application; (4} the firm understands that it is uncer
a duty not to empioy & persan subject to & statatory
disqualification under Saction Ba{2) of the Act, to
notify the Commission wheu any smployse
becomes subject to such & disqualification and to
supervise applicants named in alectronic filings
with § view towards preventing applicanty fom
violating the Act; (5) in the tase of an applicant
answering items 14 or 18 om the Perme #-R in the
affirmative, the fiera has recetvad & copy of the
complaint or better iscued by 8w Cooumisston or
NFA: and (8) the informatioa comtained in the
electronically filed Form 61 hea beens obtained by
the firm for the sole parpose of the

verifying
information contatned in the appticant’s Form 8-R
and the firm will seek to prevent the wrongful
issemination of any of the information contatned
u the electronically filed Form 8-R and of any
recards and documants reinined in support thersof.

fafls to receive the form with all

28 Atthough the validity of s electronic
certification as ax authcrized “sigomtnre” of a firmm
or {ts efficers has Dot been vetabliahed & yot by
mdlddjmdmttbﬂ.hm‘ !
the validity of “signatures” cihar than handwritten
signatures. Sew Comn v. Bessemer Cament Compuany,
538 F. Supp. 706 (W.D. Pu. 1983) (bolding pre-

h:u lading for o ’
sigisturg on & bill of purposss of
exercising the consignor's “non-recourse™ option
undersuch bil of lading and noting that it “‘sppears
te be settied utrder the common law thata

name on an instrument which is intended to have
the force of & signature is valid and thus will have
the intanded effect”). Ses also, Uniform
Commercial Code § 1-201(39) which provides that
the term “‘signeture’ means any symbo} executed or
adopted by a party with the present intection o
authenticaie.a writing. On Auguat 7, 1082, the SEC
published for comment in the Paderal Register
proposed rules and procedures to implament tha
operetional phase-ot its Elactromic Data Gathering,
Analysis, and Retrioval (EDGAR) systern. See 57 FR
35070 {Augnst 7, 19921 The peopossd reguintion,
Regulstion $—T, will apply to elsctronic
mhmhdompmmue?gylheswﬁmﬂnanof
Corporation Finance, and in stve cases, to thuse
processed by 1he Divisios of Investment
Management. The preposed nules provide that:

Signatures t0 or within auy electionic filing shall
be in typed form rather than manuai format. For
purposes of Reguiatiém S-T {pant 232 of this
chapter), fhe term “signators” means aa slectronic
antry in the form of 8 magnetic impuise ot other
form of computer dats compilation of sny letter or
series of lottars comprising 4 nama, execiriad,
adopled or mrthorizad =3 a signature. Proposed
§232.13 of Reguistion S-T.

The SEC is proposing ‘o mquirs that sssentially
all documents, including filings, correspondence
and submined by or
reiating to registrants under the Securitiss Act of
1933, the Securities Exchange Act of 1934, the Trust
Indenture At of 1939 and the Investmant Company
Act of 1940, be submitied slectsouically. This
would inciude partodic-and other Slings by
domastic corupanies on Forms 30-K, 10-Q, 8-K, 10
and definitive proxy statements, annual and
quarterty raports of domestic ccmpenties on Forms
10-K and 10-0), Securitiss Act registration
statemants, filings mede in oconection with tandes
offers on Schedules 120, 136G, 14D~1, 14D-9, 13E~
3, and 13E—4, stock ownership reports on Forms 3,
4, 3, 134 and 13F, and Schedales 13D, 136 and
14D-1, snd periodic reports filed under the
Investment Company Act om Porme N-SAR-A, N-
SAR-B end N-SAR-U. Although such filings do not
{nvalve licenses, the NASDY currently parmits
alectronic filing of certain information reiating o
licenses of sacurities professionals. With respect to
elmkﬁu filing of rmgistration information, see note
46 infra, ’

4 Rule 601 also requires that each firm filing
registration infomnation make

sty
reiating to fling under the direct aniry progrars for
testimony in court or before the Commission, NFA
or any contyact market regarding the msthanticiy,
intogmity or sccwracy of aby slsctronic Bliag.
Proposed Registration Rule 601(e).

assigned it an jdentifying code and
password and that each registrant is
respansible for mamtmnim;ha security
and confidentiality of its identifying
code and for coatrolling access to sll
terminals that have inquiry or data entry
access to NFA’s MERS database.
Propesed Registration Rule 801 {c) and
(d). Finally, the rule states that
alectronic filing “is a privilege and not
a right” and that NFA may disable a
registrant’s {dentifying code and
password, thereby terminating the
registrant’s ahility to fils forms
electronically, as opposed to in hard
COpY, &t any time, without notice or
hearing, in NFA's sole discretion.
Proposed Registration Rule 301{f).

B. Consistency With Commission Rale
2.12(c}

Thae direct emtry of reg? data,
pursuant to proposed Rule 861, would
substantially modify the mannerof
submitting registration application data
from that contemplated by paper &fing
systems such as were in use at the time
of the promulgation of the
Comymission’s requirements for
registration applications. The
Commission hes raviewsd proposed
Rule 801 to assure that it is consistent
with the requirements of the
Commission's registration ruies, in
particular, Rule 3.12 () i
applications for registration as &n AP of
an FCM or IB, and te determine whether
any modifications of Commission rules
are poeded to accommodate the use of
direct entry procedures. Based upon this
review, the Commission kes determined
that ne rule changes are necessary end
that existing requirerments can be
applied in the direct entry context.

mmission Rule 3.12{c) requires that
&n application for registration as sm AP
of an FCM or IB must be on Form 8-R,
completed and filed in accordance with
the instructions thereto and that -
specified certifications “in writing” and
signed and dated by the sporsor mmst
be submitted concurrently with the
Form 8-R. Rule 3.12(c} also requires
that each Form 8-R filed pursaant to
that rule must be accompenied hy thve
fingerprints of the applicant on a

fingerprint card provided for that
purpose by the NFA. Rule 3.12(a)
provides the sponsor must retain fn
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accordance with Rule 1.31 “'such
records as are necessary to support the
certifications required by this section.”
The Commmission believes that the
requirement of “signed and dated”
written certifications by the applicant’s
sponsor may be satisfied by X
electronically filed certifications of the
sponsor pursuant to Rule 801, which
establishes that by directing the
computer to process an electronically
filed form, the sponsoring registrant
makes the certifications required as part
of the current Form 8-R, including the
certifications required by Rule 3.12(c),
and that these certifications “shall heve
tha same force and effect as a )
certification on the form itself signed by
an authorized officer of the registrant.”
These certifications are in written text
submitted electronically and are
“signed” by the firm by typewritten
rendering of the firm name on the
electronic filing and by the firm's
affirmative action authorizing the
cormputer to process the electronically
filed form. As noted abova, each
registrant using direct entry procedures
must be assigned an identifying code
and passward and is responsible for
maintaining the confidentiality of its
identifying code and for controlling
access to terminals that are used for -
electronic filing. Consequently, the
sponsoring firm is properly charged

- with respansibility for data entered

pursuant to its identifying code and
password. Thus, under the terms of Rule
801, a firm that bas directed the
computer to process an electronically
filed form is fully responsible for the
submission of that information and for
the certifications included therein.

Rule 3.12(s} further requires that the
sponsor retain such records as are
niecessary to support the certifications
required by this section. The
Commission emphasizes that the
raquired certification under Rule 801 by
the appiicant’s sponsor that it has
verified the information supplied by the
applicant in response to questions
caontained in the electronicelly filed:
Form 8-R relating to the applicant’s
employment and education history for
the past three years would necessitate
that the firm retain either in hardcopy.,
optical disc format, or comparable
recordkeeping system the information
supplied it by the applicant, certified by
the applicant’s signature, and such

or records as are necessary to

avidence verification of this infarmation

from other sources.??

27 The requiremnent of Rule 3.12{c) that ﬂﬁgerpﬂnt
zards for the applicant be filed. with the Formy -

8-R is satisfied by filing of such cards with the
disciplinary history porticn of the Form 8-R, which

-C. Fitness Screening

The direct sntry program substitutes
instantaneous electronic transmission of
information for mailed transmission of
hardcopy forms, effactively transferring
the clerical data entry function for
regisiration informetion from NFA to
the sponscring firm. The direct entry
program does not change the content of
the information required or the nature of
NFA's review of that information; the
only change is in the manner in which
data are supplied to NFA and entered
into the MRRS system. The svaluation
of potential registration
disqualifications is not modified by
reason of the eiectronic filing of
registration data.3® Under the proposed
Rule, temporary licenses granted on the
basis of an electronic filing terminate
immediately upon notice to the
sponsoring registrant that the
applicent’s disciplinary history, with all
required attachments, has not been
received by NFA within five business
days after the electronic filing was
processed or that the Form 8-R or
required attachments indicate that the
applicant does not qualify for a
temporary license.?? All information
critical to temporary licenss eligibility
will continue to be reviewed by NFA

- staff, as under the pilot program. NFA

will conduct the same fitness review of
electronically filed information and will
retain the same ability to terminate a
temporary license based upon
electronically filed applications as in
the case of paper applications. As noted

- above, NFA has identified no instance

under the pilot program in which an
individual ineligible for registration
reczived a tamporary license.

D. Reliability of Registration Data in the
MREAS System )

In approving the direct entry pilot
program, the Commissicn addressed the
potential impact of the program upon
the reliability of the MRRS data duse to
the performance by sponsoring firms of
data entry functions, noting that
applicants-and their sponsors would
have the same incentives to provide
accurate registration information as
under preexisting procedures. 55 FR
35025, 35930 (September 4, 1980).
Finms and individual applicants o
continue to be bound by saction 8a{2){G)

is raquired to be submitted in hardcopy under Rule
801, o

28 Submission at 7. SR R

29 Notice of termination may be given by
electronic transmission to a terminat on the
sponsoring registrant’s premisas, by United States
mail, by band delivery, or by “any other siandard
means of canveyance including & genstally
recognized ovemight delivery service.”” Proposed
Registration Rule 801{a)2).

and section 8a{3)(G) of the Act, 7U.5.C.
12a(2)(G) and 12a(3)(g) (1988}, a5
amendad by the Putures Trading
Practices Act of 1992, which make the
willful submission of inaccurate
registration information grounds for
denial. revacation, restriction,
conditioning or suspension of
registration. In addition, firms could be
sanctionad under NFA Compliance Rule
2-2(£) 2@ for the willful submission of
materially false or misleading
information through direct entry of such
data into MRRS. Further, unintentional
but frequent data entry errors could
subject a firm to disciplinary action
under NFA Compliance Rule 2-9 for
lack of appropriate supervision.®*
Finally, a participating firm’s failure to
diligently supervise the operation of
direct entry filings of registration data
would constitute a violation of
Comruission Rule 166.3, 17 CFR 166.3
{1992), which generally requires diligent
supervision of all activities of the firm's
partners, officers, employees or agents
relating to the firm’s business as a
Commission registrant.3? The direct
entry j)rogram. therefore, should not
provide any unique incentive for a firm
to falsify data in order to obtaina .
temporary license or a materially greater .
opportunity to do so than under current

rocedures in which a tempo S

icense is granted or denied on the basis
of self-declared information fled in

copy.?? o
NFA Sevelopad extensive review
procedures ta detect data entry errors
and to assure the accuracy of the
information in MRRS during the pilot
. These review procedures

included the line-by-line comparison of
all hardcopy registration forms received
as follow-ups to the electronic filings.
NFA has proposed to change its line-by-
line review precedure from a review of
all information on the Form 8-R

3 \jF A Compliance Ruie 2-2{) providas that no
NFA member or associate shall willfully submit
matorially false or misleading information to NFA
orits agents. : o .

. 91 NFA Compliance Rule -0 pravides that each

NFA mentber shall diligently supervise its
- employees and agents in the conduct of their

‘comamodity futures activities for or on behalf of the
member. o ]

32 Commission Rule 168.3, 17 CFR 188.3 (1992),
provides that: BN I

Each Commission ragisirant, except an associated
person who has no supervisory duties, must
diligently supearvise the handling by its partners,
officers, employees and sgents (or persons . .. .
occupying a similar status ot performing a similar
function) of all commodity interest accounts |
carried, operated, advised of introduced by the

- registrant and all other activities of its pariners,

officers, employsas and agents (6r persons
occupying e similar status or parforming a similar

B hncﬁon]nhﬂngtnlubminmul_COmmi_uion

registrant.
33 See 55 FR 35925, 35931 (September 4, 1990).
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Program {o g review of anly that
information critical ta the granting of a
terrparary license, La., the applicant’s
disciplinary history. However, NFA will
Be““'d all Forms 8-R on a line-by-iine
agis during a firm's trainiog period
{currentiy Phase H). Once M‘ﬁ
safisfied that the firm has becoms
proficient at the data entry function it
will allow that firms te proceed to Phass -
I, in which only an applicant’s
disciplinary information will be
required in hardcopy and reviewed on
a line-by-line basis. NFA states that thiz
changs in its revisw procedures will not
reduce the of fithess
screening or the relisbility of the MERS
registration data. The statistics provided -
by NFA during the pilot program
indicate that the firms participsting in
the progrem are sntering date
and lhareﬁpm 10 be no Teason wity
firms would entsr data lass eccurstaly if
NFA alters its review procedures as
propased. As previously noted, ropested
problems in sntering accurste daia by a
firm opersting under the direct entry
progrem could lead to loss of that
privilege {Ses Rule B01(f)}, as well az
sanctions under NFA Rada
2-9 or Commission Rule 166.3.

E. Computer Security

A furthar concorn relevant to the
propasal o make the disect entry
program generally ava&hl:: toall
spansoring registrants is the potential
impact upon the integrity of MRRS data
s a result of unautharized access to the
MRRS systam. NFA represents,
however, that its state of the art security
systam makes & breach of security
almost impossibla. NFA states that its
security practices make unauthorized
access extremety difficult, limit
exposars if unsutharized eccess is
gained, and give NFA the shility to

- reconstruct deta prior to the point of

unauthorized access.’* NFA's security
procedures include membership in both
[BM’s Rasource Access Control Facitity
(RACF), which protects access to MRRS
by identifying and verifying the person
attempting to gain access to MRRS and
tracks unauthorized attempts to gain
access to MRRS, and the IBM
Information Network, which affords
remote atcass to MRRS, .

In order {0 obtain access to MRRS,
other than from a terminal or NFA's
premisas, a user would need to have
five different pieces of information: -

4 Submission at 9. See also Description of
Security Msasures Prosantly in Use at Nationad
Pulures Assrclation's Data Centar, Supplemental
Submission 1 NFA's Petition for an Order Graating
NFA Pemmisgion to Conduct a Pilot Progesm fos the
Direct Entry of Reglsiration Dela by « Spowsariog
Registrant, July 16, 100Q.

* NFA uses the Journaling Feacili

NFA’s IBM Information Network
account number, a user ID amd &
password for access to the IBM
Information Network, and a user ID and
password for access to NFA's computer
systen. Every authorized user ia given
a security profile by NFA's Sacurity
Administrator which is made unique by
assigning the user his or her own
individualized user ID. Tha security
profile determines which systems,
screens and fields the user iz allowed to
view and the systems, screans and felds
to which the user is sllowed access. For
example, besed on its security profile, a
Phase [I/Phase HI user would not he
allowed to update information in the
files of an unaffiliated firm. All attempts
to breech security are recorded by the
computer, As a security safeguard, any
terminal which remains inactive for
fiftesn minutes is automatically signed
off by the computer. Member firms will
not have programming access to NFA's
computar system. .

A states that the chance of 2
computer virues amtering the system
through a participating firnr’s terminal
are “‘practically non-existent.” In the
unlikely event of unmrthorized acress,
the access gained would be lintited and
NFA has the ability to reconstruct data
priot to the point of contamination.
of the
Computer Associates’ Integrats
Database Memagement System DATA
BASE product to record all changes to
the data in the system. This journal
shows the data i existence before the
chenge, the data #¢ changed, and the
cause of the change. By use of the
journel, NFA personnel can determine
when any damage occurred, s

Although NFA acknowledges that no
security systsm is completely failsafa, it
representts that the chances of
unauthorized sccess to the MRRS
system are extremsly small and will he
virtually unchanged by the limited
access to be gained through off-site
termingls in the offices of participating
firms.® Moreover, NFA gtates that it is
virtuaily impossible to cause damage to
the MERS system or the data stored on
MRRS. -

III. Propased Procedurai Changes to the
Pilat Program

NFA has proposed certain changes to
the direct entry program to facilitate
making the program generally available
to all sponsoring registrants and to

3 For a more detailad description of the security
nras in place at NFA. 204 55 FR
35925, 35033-35033 (Septamber 4, 1990} ’
38 NFA represents that thers have been a0
inatances of unguthosized sccess of atianpts ot
such actwsa or of any breach of secuzity during the
pilot program. Submission at 12,

increasa the benefits of the program to
participsting firns. These changes are
discussed below. -

A. Preconditions to Participotion

Under the pilot program procedures,
NFA is required to notify the
Commission before it provides inquiry
acokss to 8 firm and to obtsin
Comunission approval before it provides
direct eniry access to a firg.

Rule 861 would aliminate thess -
notification and approval requirements.
NFA will provide the Commission with
quarterhy upd:tems ;o identify those. ﬁtms'
with inqui irect access.d”

8 inquiry emd diroct ey occom.
proposed 3 NFA is a reduction inthe
time period that a firm most ;
in Phase II prior to becaming slipible for
participation in Phesa [l from minety
days to two weeks. NFA states that it
takes approximately two weeks fora
firm to demonstrate its proficiency at
the date extry function. NFA wouid
hawe the discretion to require « longer
period of training for firms sing
only a ssnall nnmber of applications
during the two-wask perind.2®

Finally, Rule 801 will sapplant the
Direct Entry Agreement for firms filing
information eisctromicaily by eodifying
in the rule the conditions of direct entry
participatian.3® Consequently, fullowiog

37 Subenisghon ot 14 "
3ONFA wiil mahs & determination fo sach case
to when a firm has damanstrated Wat it has become

ficiont a2 the data entry aspects of the program

t in no event will a frm be moved from Phase
1 to Phase III prior to the completion of the rwe-
week [raining period.

3 Among other things, the Direct Entry
Agreament requires that firms: (1) enter into NFA's
MRRS databass ail information required 1o be filed
on Forms $-R, 3-R ard 3-T lor all APs of the
participating firm and of the participsting firor's
guarantead iBs for whom the pacticipating Arm has

. assumaed registration responsihilitiay; (2) mail by

first ciass mail or hand deliver to NFA, on the day
that tha firm sntars & cofenend in MBERS to process
an application, the corvesponding registration form
with ali required sitachments: [3) adopt axd enforce
procedures ko ensare the i ity and
confidentiality of all individual Alings; and {4}
maka ity data entry persommel available for
testimony in court, before the Commission, NFA or
any contract market. in regard 1o the authenucity,
integrity or accuracy of any paper or electroaic
filing covared by theagreement. The Direct Entry
Agreement also requires that firms make certaln
cartificaticns as part of its elactrenic filing as
provided in Commission Ruls 3.12(c)(1) (i}-{iv).
The agreemen furthor provides that the entry of an
instruction by the participating firm 10 NFA to
process an slectronic Sling constitutes a
certification st the electrouic Bling accurately
reflects thn information cu the popar Gling amd thet
the firm acknowledges that the wilifil submissios.
cf a false spacial cartification consatitutes cause for
denial, suspension or revocation of the firm’s
rogistration umder Soctions Baf2) and Ba{F) of the
Act. in addition, the agreement provides that
\emporary licenses grantad on the besis of an
electronic filing shall terminste inmediately wpon
notice to the firm that the paper g was not

Coctiwued
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the approval of Registration Rule 801,
firms will ot be required to sign the- -
Direct Entry Agresment. C

B. Line-by-Line Review

Under current procedures, NFA
reviews for accuracy on a line-by-line
basis all forms filed electronically by
firms participating in Phases O and [
of the program by comparing the
electronic filing to the mmpy. As
noted above, NFA proposes to revise -
this procedure such that upon
complstion of a firm's training period
{Phase H), during which time NFA will
continue to review all Forms 8-Reon a
line-by-line basis, NFA will perform a
line-by-line caomparison of only the
information critical to the granting of a
temporary license, the appljcant’s
disciplinery history, which will be
required to be submitted separately on
the paper form provided by NFA, Qther
information would be spot-checked for
accuracy. As noted above, during the
nineteen manths the pilot program has
been in operation, NFA, staff hes made
a line-by-line comparison of 2,172
rogistration forms, which revealsd a
tota) of 83 errors, only one of which was
material.+® Co et

As all information critical to
temporary license eligibility will
continue to be reviewed on a line-by-
line basis, this procedural modification .
should not reduce the efficacy of the
fitness screening process es it now
exists. Reliability of registration data
also should not ge materially reduced.
The data genarated undsr the pilot
program to date demonstrate the
proficiency of the participating firms
performing the data entry function and
continuation of the line-by-line review
of the informstion critical to the
granting of a temporary license should
be sufficient to assure data reliability.

C. Electronic Filing of All Forms

Under the current pilot program,
participating firms are required to
electronically enter every Form B-R,
Form 3-R, Form 8-T and Form U-5.
NFA believed this requirement to be
necessary in the early stages of the
program in order to provide NFA staff .
with sufficient data for meaningful
eveluation cf the program. NFA states
that it is no longer necessary to require -
that each participating firm file all of
these forms electronically and propases
that participating firms have the option
of fling either by mail or electronically.

racgived by NFA within five busineas days after the

electronic filing or that tha paper filing contains

information different from the information in the

elactronic that indicates that the applicant

does not qualify for a tempozary license. . -
40 See ote 16 supra. :

- these forms

‘T. Roth, General Counsel, NFA, to Jean Webh, -
bﬂlx;(hrolwmm;,Amy NFA to Mary
. : Cademartor] 1

D. Elimination of Paper Filing
Requirement i )

NFA notes that the single most
important aspect of the direct entry
program to its members is the reduction
of the amount of paper filings with
NFA. NFA reparts that its members
have emphasized that having to file
hard copy forms with NFA after
completing the electronic filing - )
significantly reduces the benefits of the

rogram. NFA recognizes that the
elimination of all paper fi is not
possible due to the patentially
important role in judicial or
administrative proceedings of the
certifications contained in certain filing
signed by individusls. As discussed
above, Rule 801 would stili require the
submission of a hardcopy form
containing the {nformation that directly
bears upon the individual’s aligibility to
become registered, i.e., the disciplinary
history information, certified by the
applicant. By signing this paper form,
the individual applicant certifies the
truthfulness and completeness of the ~
information on the form. Rule 801 will
allow firms to. file electronically the
bulk of the informatioa required by
Form 8-R, which relates to the ‘

- applicant’s residential, employment and-

pducational history, for- AP applicants
sp{.;nsomd by the firm, dugx;lt:out
submitting a correspon paper
filing.*! Rule 801 also states that the
registrant is destmed to make the .
certifications specified therein when it
files the Form 8-R electronically. See
note 24 supra. —_

Certain registration forms do not
require individual certifications. Forms
8-T (notice of termination), U-5
(uniform termination notice for
securities industry registration) and 3-R
{except a Form 3-R amendment
amending e Form B-R) are certified by
the firm and not the individual. The
paper filing irement with respect to

wiB be eliminated. The
raquired certification for these forms is
made when the firm directs the
computer to process these forms due to

" the status accorded the electronic

certification as a bindicg signature
under proposed Rule 801. Although a
Form 3-R updating a Form 8-R is
certified by the individual registrant, the
information certified on the Form 3-R is
less likely to be criticel toan -
individual's registration eligibility than

. the information on the original Form 8-

1 Sen lottor dated August 27, 19082 from Daniel
. CFTC and letter dated October 8; 1992

, Staff Attorney, Diviston of Trading
and Markets. : R

-+ NEA will not, however,

* R.The only circumstances in which

information material to registration :
fitness would be involved is where an
individual changed a “no" enswer to a
disciplinary history gquestion to a “yes”
answer by mesans of the Form 3-R. NFA
notes that in thig example, there is little
likelihood that the change is not truthful
and accurate due to the detrimental
effect such changs would have on the
individual's registration status.42
Proposed Registration Rule 801,
therefore, provides for Forms 3-R and
8-T filings to be made exclusively by
means of electronic filings. The
Commiszion notes, howevar, that if a
disciplinary history question answer is
being changed from *‘no” to “{es" this
may require the filing of supplementary
documents in hardcopy form. 43

NFA represents that elimination of
the paper Bling requirement for these
forms will not impair NFA's sbility to
perform its delegated duties as the
official custodian of the Commission's
registration Tecords or to provide
accurate certifications concerning the
authenticity and compieteness of the
records maintained. With respect 1o the
forms for which electronic filing is
substituted for paper filing, the
computer records maintained in MRRS
will constitute the registration record

. maintsined on behalf of the Commission
- since there will be no hard copy form.4*

Furthermore, NFA will continus to-
certify the authenticity of the record and
the accuracy of any cam'Butar printout.
The modifications of the direct entry
program to reduce the number of paper
filings have the potential to siﬂiﬁcantly
reduce the number of paper filings
received by NFA.*S In the last year NFA
recsived aimost 14,000 Forms 3-R snd
more than 9,000 Forms 8T, NFA notes
that the slimination of the paper filing
requirement for these forms is
consistent with the Paperwork

4z A4 noted above, in the event that a firm
srroneonaly entered dn:ﬁtx;aglﬂvely aﬁ;cuns an
AP’s registration sligibility, NFA would undertake
further review before taking any adverse registration
action. N

43 The instructions o the Disciplinary History
section of Form 6-R that if a person answers “yes”
to any of the quaations in that section, he must
supply & cortified capy of any applicsble
docuinents, such as any complaint, plea, order, -
agreament of settisment, verdict or other findings
1nade, and sanctions or sentences impased. If sech
documents are not obtainabie must be furnished.

4 500 note 20 supra. . s

48 NRA membars who choose to prepare hard
copy forms prior to completing the electronic filing
will be required under NFA Compliance Rule 2-10
to maintain thess forms as s business record. See
also Commission Rules 3.12{e) and 1.31 (2992).
mamber firms to
prepare and retain hard copies of thess forms. Ses
latter from Carol A. Wooding. Staff Attorney; NFA,

Mary Cadesnariori; Astorney, Division of Trading

o
- and Markets, CFTC, dated October 8, 1092;
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Reduction Act. Further, NFA notes that
the NASD is developing a program
which will permit its member firms to
fila registration forms by computer
withqut any follow-up paper filings.+®

E. Statistical Information

Under the pilot program, NFA is
required to provide the Commission on
a monthly basis with certain statistics to
provide a factual basis for evaluation of
the pilot program, Statistics classified
by type of filing, phase of the p
in which the filing was made, and firm,
are provided with respect to the time
required to grant temporary licenses to
the APs of participating firms and to
APs of non-participating firms, the
average time between the electranic
filing and NFA's receipt of the complete
filing, and the number and type of
material and non-material discrepancies
‘Iétla]tween the electronic filing and paper

ngs.
N)gA proposes to provide the
Commission with similar statistics on a
quarterly rather than on a monthly .
basis.*” The Commission believes that
quarterly statistics will provide it with
sufficient opportunity to menitor and
review the direct entry program and,
after further experience is gained with
the direct entry program, may consider
further reduction of the frequency of
statistical deta filings.

IV. Benefits of Direct Entry

NFA submits that the direct antry
pilot program has proved that the
electronic filing of registration forms has
benefitted both the futures industry and
the public without any negative impact
on the registration process, Benefits
cited include a significant decrease in
the time within which temporary
licenses for AP applicants are granted
and reduction in t.ge number of NFA
staff required 1o process registration
filings, permitting reallocation of staff to
customer protection efforts and

4 Currently, the NASD permits the alectronic
filing of all Form U—4a for the transfer of account
Tepresentatives. The member firm must submit the

hard copy of the Form U—4 and the rint card
within twenty-one days of the electronic filing. The
NASD is developing a proposal to t member

§rmas to file transfer applications electronically
without having to follow-up with the bard copy U~
4. NASD also ia in the provess of implomenting a
procedure for electronic filing of updates of Form
U—4 without submitting paper follow-upa.
Currently, this is permitted for pags ons of Form U~
4. NASD ia in the process of implementing this
procedure for pages two through four of Form U-

4. NASD permits its member firms to file smployes
;;Irminatinm slectronically without fallow-up paper

ings. .

7 See 55 FR 33925, 15028 (September 4, 1950).
In a telephone conversation with Division staff on
October 14, 1992, Daniel Roth, NFA's General
Counsal, ropresented to the Division that NFA will
provide thesa siatistics on a quarterly basis.

potentiaily leading to cost savings that
could be reflected in reduced
registration fees. The maodifications of
the program set forth herein should
increase the efficiency of the registration
process and reduce costs.*®

Conclusion and Order

Based upon the foregoing, the
Commission believes that the direct
entry program can be implemented in a
manner consistent with NFA's
registration responsibilities under prior
Commission arders and with the
required degree of accuracy, reliability
and security for NSFA regiatration
processing and fitness screening.

Accordingly, pursuant to sections
8a(1), 8a(10), 17(j) and 17(0) of the
Commodity Exchenge Act, 7 U.5.C.
12a(1), 12a{10}, 21(j) and 21(c) (1988),
the Commission hereby authorizes NFA
ta put into effect NFA Registration Rule
861, which implements the direct entry
program as described herein, subject to
the conditions set forth below:

a, The direct en ilot is
described in m-‘?’sﬂm"“&ﬁ'fm July 8,
1992, as supplemented by submissions dated
August 27, 1992, October 8, 1992, November
13, 1992, Novembar 25, 1992 and December
8, 1992. The representations set forth in the
foregoing submissions, as well as those
contsined in the Commission September 4,
1990 Order authorizing NFA 10 implement
Phases I and I of the divect entry pilot
program, as modified by the foregoing .
submissions, constitute the respousibilities of
NFA unless otherwise stated or modified by
this order.

b. In addition to providing the statistics
describad herein on a quarterly basis, NFA
will provide the Commission with such data
as may be requested from time to time
concerning the direct entry program.

Issued in Washington, DC on December 18,
1992, by the Commission,

Jean A. Webb,

Secretary of the Commission.

[FR Doc. 92-30922 Filed 12-21~92; 8:45 am)
SULING COOE $361-01-4

DEPARTMENT OF DEFENSE
Department of the Alr Force

USAF Sclantific Adviscry Board;
Meating

The Architecture & Assessment Panel
of the USAF Scientific Advisory Board's
Committee on Options for Theater Air
Defense will meet on 11 January 1863,
at Langley AFH, VA from 8 e.m.t0 §
p-m. . .

42 The Commission hes previcusly allowed the
substitution of electronic filings for paper filings in
the context of large trader reporting. See CFR
17.00{a)1) and 17 CFR 17.02(a) (1992).

The purpose of this meeting will be to
receive briefings and gather information
an issuas related to theater air defense.

The meeting will be closed to the
public in accordance with section
552b(c) of title 5, United States Code,
specifically subparagraphs (1) and (4)
thereof,

For further information, contact the
Scientific Advisory Board Secretariat at
{703) 8974811,

Fatsy J. Conner,

Air Force Federal Register Liaison Officer.
[FR Doc. 82-31019 Filed 12-21-92; 8:45 am|
BILLING CODE 3010-01-M

USAF Sclentific Advisory Board;
Mesling

The Boost Phase Panel of the USAF
Scientific Advisory Board’s Committes
on Options for Theater AirDefense will
moet on 22 January 1993, at the RAND
Corporation, 1700 Main Street, Santa
Monice, CA from 8 a.m. to 5 p.m,

The purpose of this meeting will be to
receive briefings and gather information
on issues related to theater air defense.

The meeting will be closed to the
public in accordance with section
552b{c) of title 5, United States Code, -

spacifically subparagraphs (1) and (4)
thereof. ' :

For further information, contact the
Scientific Advisory Board Secretariat at
(703) 6974811,
l’lliy '- Conner,

Air Force Federal Register Linison Officer.
(FR Doc. 92-31015 Filed 12-21-92; 8:45 am)
BILLING CODE 3910-01-M

USAF Sclentific Advisory Board;
Meeting

The C3 Panel of the USAF Scientific
Advisory Board’s Committee on Options
for Theater Air Defonse will meet on 27
January 1993, st The ANSER
Corporation, 1215 Jefferson Davis

. Highway, Arlington, VA from 8 am. to

5p.m, -

e purpose of this meeting will be to
receive briafings and gather information
on issues related to theater air defemse
through the year 2020. .

The meeting will be closad to the
public in accordance with section
552b(c} of title 5, United States Code,
specifically subparagraphs (1) and (4)
thereof. R :

For further information, contact the
Scientific Advisory Board Secretariat at
(703) 697-4811. . e ‘
Patsy ], Conner,

Air Force Federal Register Ligison Officer.
[FR Doc. 92-31021 Filed 12-21-92; 8:45 am]
BILLING CODE 3070-01-M :




. N FH NATIONAL FUTURES ASSOCIATION
200 W. MADISON ST, » CHICAGO, IL » 60606-3447 » (312) 781-1300
November 25, 1992

| Ms. Jean A. Webb

‘ Secretariat

Commodity Futures Trading Commission
2033 K Street, N.W.

Washington, D.C. 20581

Re: National Futures Association: Amendments to Proposed
NFA Registration Rule 801

‘ Dear Ms. Webb:

By letters dated July 9, 1992 and August 27, 1992,

National Futures Association ("NFA") submitted to the Commodity

‘ Futures Trading Commission ("Commission") for its review and
approval proposed NFA Registration Rule 801 which will allow NFA
to offer the Direct Entry Program on a permanent basis and which
will allow sponsoring registrants to file Forms 8-R, 3-R and 8-T
electronically. After discussions with Commission staff, NFA has
revised the proposed rule to specifically incorporate the same
certifications currently signed by the sponsor on the Form 8-R.
The rule also provides that the applicant must provide
information on his disciplinary history on a form provided by
NFA. That form will require the applicant to sign the same
certification which the applicant must currently sign on the Form
8-R. The amendments were approved by NFA’s Board of Directors on
November 19, 1992, What follows is proposed NFA Registration
Rule 801 in its entirety. Proposed new language is underscored
and proposed deletions are placed within brackets.

REGISTRATION RULES

* * *

PART 800. ALTERNATIVE METHODS OF FILING
REGISTRATION FORMS

RULE 801. Electronic Filing of Forms 8-R, 3-R and 8-T

Registrants which are futures commission merchants, intro-
ducing brokers, commodity pool operators, or commodity
trading advisors can file Forms 8-R, 3-R, and 8-T electroni-
cally by direct dial-up transmission to NFA’s registration
and membership database under the following conditions.

(a)[.] The following requirements apply to the electronic filing
of Forms 8-R by a sponsoring registrant for its principals
| and associated persons and for the principals and associated
persons of its guaranteed introducing brokers.
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{1)[.] on the day that the sponsoring registrant authorizes
the computer to process the electronic filing, the
sponsoring registrant must send the applicant’s dis-
ciplinary history on a form provided by NFA and signed
by the applicant, to NFA’s Director of Registration,
with all attachments required by [Registration] Rule
206(a) (3) or [(b)(4)] 301(b)(3), by placing it in the
United States mail (first class postage prepaid), by
hand-delivery, or by any other standard means of con-
veyance including a generally recognized overnight
delivery service.

(2)[.] Temporary licenses granted on the basis of an elec-
tronic filing shall terminate immediately upon notice
to the sponsoring registrant that the applicant’s
disciplinary history, with all required attachments,
was not received by NFA within five business days after
the electronic filing was processed or that the appli-
cant’s disciplinary history[,] or the required attach-
ments indicate that the applicant does not qualify for
a temporary license. The notice may be given by elec-
tronic transmission to a terminal on the sponsoring
registrant’s premises, by United States mail, by hand
delivery, or by any other standard means of conveyance
including a generally recognized overnight delivery
service. This Rule does not affect NFA’s right to
terminate temporary licenses under the conditions
authorized by [Registration] Rule 301.

{b)[.] By authorizing the computer to process an electronically
filed form, the registrant filing the form electronically
certifies that it has complied with the requirements of this
Rule and has made all reasonable efforts to ensure that the
electronic filing is accurate. The registrant also makes

the following specific certifications for each electron-
ically filed Form 8-R:

(1) that the ipformation supplied by the applicant in re-—
sponse to questions contained in the electronically
filed Form 8-R which relate to the applicant’s emplov-

e and education histo or_ the past three ars has
been verified;

{2) that the applicant has been hired or is employed by the
sponsoring firm; or it is the intention of the onsor
to hire or otherwise employ the applicant as an asso-
ciated person within thirty davs after receipt of
notification that the applicant has received a
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temporary license or has been so registered (contingent
upen _the sponsor hiring or otherwise emploving the
a jcant an assocjiated son within thirty davsi:

(3) that the applicant will not be permitted tc act as an
associated person untjl the applicant has received a

empo iicen or 8 been regqgistered uant to
e electronjcally filed application:

(4) that the registrant understands it is the duty and
obligation of the firm not to employ a person with a
statutory disqualification under Section 8a(2) of the
Act, to notify the Commission when any perscn with the
firm is subject to a statutory disqualification under
Section 8a(2) of the Act and to supervise the sponsored
person named in the electronically filed Form 8-R, once

he or she is emploved, with a view toward preventing
o) er from commit vio ijons of _the Act a
t rule r ations, and orders thereunder;
(5) that if the applicant answered "Yes" to item 14 or 16
on the Fo 8-R, the reqistrant f has received a

copy of the complaint or letter issued by the Commis-
sjon or NFA; and

(6) that the information contained in the electronicail

filed Form 8-R has been supplied to the firm for the
sole purpose of allowing it to verify the information
contained in Form 8-R in connection with the registra-
tion of the person named in the electronically filed
Form 8-R as an associated person and the firm has
taken, and will take, such measures as are necessary to
prevent the unwarranted dissemination of any of the

8-R and the records and documents retained in support
of Form 8-R.

These certifications shall have the same force and effect as
a certification on the form itself signed by an authorized
officer of the registrant.

{c)[.] No registrant may electronically file registration forms
until NFA has assigned it an identifying code and password.
The registrant may not file forms electronically using any
other identifying code.

{d)[.] Each registrant is responsible for maintaining the secu-
rity and confidentiality of its identifying code and pass-
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word and for controlling access to all terminals which are
signed on to NFA’s registration and membership database.

{e)[.] Each registrant which files electronically shall make
available its data entry personnel, authorized to or
actually performing duties related to electronic filings,
for testimony in court or before the [CFTC] Commission,
NFA[,] or any contract market regarding the authentication,
integrity or accuracy of any electronic filing.

(£)[.]) The availability of electronic filing is a privilege and
not a right. NFA may disable a registrant’s identifying
code and password and terminate the registrant’s ability to
electronically file forms at any time, without notice or a
hearing, and in NFA’s sole discretion.

* * *

NFA respectfully requests that, pursuant to Section
17(3) of the Commodity Exchange Act, the Commission approve the
amendments to proposed new NFA Registration Rule 801. NFA
intends to make Registration Rule 801 effective upon approval by
the Commission.

Respectfully submitted,

G Zor—

Daniel J.
General Counsel

DIR:cm(111792/801)

cc: Chairman Wendy L. Gramm
Commissioner Fowler C. West
Commissioner William P. Albrecht
Commissioner Sheila C. Bair
Commissioner Joseph B. Dial
Andrea M. Corcoran, Esq.
Dennis P. Klejna, Esq.
Joanne T. Medero, Esq.
Alan L. Seifert, Esq.
Susan C. Ervin, Esq.
Lawrence B. Patent, Esq.
David Van Wagner, Esq.




; N qu NATIONAL FUTURES ASSOCIATION
200 W. MADISON ST. * CHICAGO, IL  60606-3447 » (312) 781-1300

November 13, 1992

Susan C. Ervin, Esq.

Division of Trading and Markets
Commodity Futures Trading Commission
2033 K Street, N.W.

Washington, D.C. 20581

Re: NFA’s Proposed Registration Rule 801 —-- Direct Entry

Dear Ms. Ervin:

Pursuant to your discussion with Dan Roth, enclosed
please find the revision to NFA Registration Rule 801.

If you have any further questions, please do not
hesitate to contact Dan or me.

Sincerely,
W{CﬁAcuiawégxé

"_f‘ Lb L/Lr.

Carol A. Wooding
Attorney

CAW:cm{1ltr)
Enclosure




b. By authorizing the computer to process an electronical-
ly filed form, the registrant filing the form electronically
certifies that it has complied with the requirements of this Rule
and has made all reasonable efforts to ensure that the electronic
filing is accurate. The registrant also makes the following
specific certifications for each electronically filed Form 8-R:

1) that the information supplied by the Applicant in re-
sponse to guestions contained in the electronically filed
Fo 8-R which relate to the Applicant’s employment and educatio
histo for the past three years has been verified:

2) that the Applicant has been hired or is emploved by the

sponsoring firm: or it is the intention of the sponsor to hire or
otherwise employ the Applicant as an associated person within
thirty days after receipt of notification that the Applicant has
received a temporary license or has been so reqgisterd (contingent
upon the sponsor hiring or otherwise employing the Applicant as
an _associated person within thirty days):

3) that the Applicant will not be permitted to act as an

associated person until the Applicant has received a temporary
license or has been registered pursuant to the electronically
filed application;

4) that the registrant understands it is the duty and

obligation of the firm not to employ a person with a statutory
disqualifjicati under Section 2) of the Act, to notify th
Commissjion when any person with the firm is subject to a statuto=
rv disqualification under Section 8a(2) of the Act and to super-
vise the sponsored person named in the electronically filed Form
8-R, once he or she is employed, with a view toward preventing

him or her from committing violations of the Commodity Exchange

Act and the rules, requlations, and orders thereunder;

5) that if the Applicant answered "Yes" to item 14 or 16 _on
the Form 8-R, the registrant firm has received a c¢o of the

complaint or letter issued by the Commission or NFA; and

6) that the information contained in the electronically
filed_Fo 8-R _has been su ied to the firm for the sole purpose
of allowing it to verify the information contained in Form 8-R in
connection with the registration of the person named in the
electronically filed Form 8-R as ap associated person and the
firm has taken, and will take, such measures as are necessary to

prevent the unwaranted dissemination of any of the information
contained in the electronically filed Form 8-R and the records

and documents retained in support of Form 8-R.

These certifications shall have the same force and effect as
a certification on the form itself signed by an authorized
officer of the registrant.

CAW (e:\caw\direct)
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200 W. MADISON ST. « GHICAGO, iL. * 60606-3447 » (312) T81-1300

October 8, 1992

Ms. Mary Cademartori

Commodity Futures Trading
Commission

Division of Trading & Markets

2033 K Street, N.W.

Washington, D.C. 20581

Re: National Futures Association Request for an Order
Granting NFA Permission to Offer the Direct Entry
Program on a Permanent Basis Pursuant to Proposed
New Registration Rule 801

Dear Ms. Cademartori:

This letter is in response to your inquiry regarding
whether NFA would require Members to keep hard copies of all
forms filed by Members electronically.

NFA Members which prepared hard copy forms prior to
completing the electronic filing would be regquired under NFA
Compliance Rule 2-10 to maintain these forms as a business
record. NFA does not intend, however, to specifically require
Members to prepare hard copies of these forms. NFA believes that
a requirement that Members prepare and maintain copies of elec-
tronically filed forms would reduce the benefit of the direct
entry program. Furthermore, NFA does not believe that there is
any reason to require Members to prepare hard copies of forms
prior to inputting the information into the computer. The only
significant issue arising from the elimination of the hard copy
form is the existence of the certification required by registra-
tion forms. NFA believes, however, that it has adequately
addressed this issue in Rule 801.

Under Rule 801, NFA receives the required firm certifi-
cation for Forms 8T, 3R to Form 7R and 8T when the firm directs
the computer to process these forms. Although NFA does not
receive an individual’s certification when a Form 3R updating a
Form 8R is electronically filed, NFA does not believe that there
is any need to obtain this certification. As noted in NFA’s
submission letter, the only circumstance which would involve

| information sensitive to an individual’s eligibility would be if
the individual changed a "no" answer to a disciplinary history
question to a "yes" answer. Although it is unlikely that the

| accuracy or truthfulness of this type of change would be in
question, NFA could request, during its follow-up to this change,
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the required certification from the individual if it seenmed
necessary. Finally, with regard to Form 8R, although an appli-
cant’s residential, employment and educational and disciplinary
history information may be submitted electronically, a follow-up
paper filing, bearing the applicant’s signature will be required
for the applicant’s disciplinary history.

I hope this letter has been responsive to your inquiry.

If I can be of further assistance, please do not hesitate to
contact me at (312) 781-1409.

Sincerely,
(ot GL(JJc?ﬁUﬂ\?Y

Carol A. Wooding
Attorney

CAW:pjf (Ltrs/Cademartori)
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N FH NATIONAL FUTURES ASSOCIATION
200 W. MADISON ST. » CHICAGO, IL * 60608-3447 (312) 781-1300
August 27, 1992

Ms. Jean A. Webb

Secretariat

Commodity Futures Trading Commission
2033 K Street, N.W.

Washington, D.C. 20581

Re: National Futures Association: Proposed NFA Registra-
tion Rule 801

Dear Ms. Webb:

By letter dated July 9, 1992, National Futures Associa-
tion (“NFA") submitted to the Commodity Futures Trading Commis-
sion ("Commission") for its review and approval proposed NFA
Registration Rule 801 which will allow NFA to offer the Direct
Entry Program on a permanent basis. NFA’s Board of Directors
("Board") on August 20, 1992 approved an amendment to proposed
NFA Registration Rule 801. The proposed amendment will effect
the filing of the Form 8-R by allowing the electronic filing of a
registrant’s residential, employment and educational information
and requiring a paper filing, bearing the applicant’s signature,
only for the registrant’s disciplinary information. NFA respect-
fully requests the Commission’s review and approval of the
proposed amendments.

PROPOSED NEW REGISTRATION RULE 801

Amendments to proposed new Registration Rule 801 to
reduce the paper filing requirements for electronically filed
Form 8-Rs (new language in the proposed rule is underscored and
deleted language is placed within brackets):

REGISTRATION RULES

*® % &
PART 800. ALTERNATIVE METHODS OF FILING REGISTRATION FORMS

RULE 801. Electronic Filing of Forms 8-R, 3-R and 8~-T

Registrants which are futures commission merchants,
introducing brokers, commodity pool operators, or commodity
trading advisors can file Forms 8-R, 3-R, and 8-T electronically
by direct dial-up transmission to NFA’s registration and member-
ship database under the following conditions.
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a. The following requirements apply to the electronic
filing of Forms 8-R by a sponsoring registrant for its principals
and associated persons and for the principals and associated
persons of its guaranteed introducing brokers.

1. On the day that the sponsoring registrant autho-
rizes the computer to process the electronic filing, the
sponsoring registrant must send the applicant’s disciplinary
histo on_a fo rovided by NFA and signed by the a i-
cant, [the original Form 8-R] to NFA’s Director of Registra-~
tion, with all attachments [and certifications] required by
Registration Rule 206(a)(3) or (b)(4), by placing it in the
United States mail (first class postage prepaid), by hand-
delivery, or by any other standard means of conveyance
including a generally recognized overnight delivery service.

2. Temporary licenses granted on the basis of an
electronic filing shall terminate immediately upon notice to
the sponsoring registrant that the applicant’s disciplinary
history [Form 8-R], with all required attachments, [and
certifications,] was not received by NFA within five busi-
ness days after the electronic filing was processed or that
the applicant’s disciplina history, [Form 8-R] or the
required attachments [or certifications] indicate that the
applicant does not qualify for a temporary license. The
notice may be given by electronic transmission to a terminal
on the sponsoring registrant’s premises, by United States
mail, by hand delivery, or by any other standard means of
conveyance including a generally recognized overnight deli-
very service. This Rule does not affect NFA’s right to ter-
minate temporary licenses under the conditions authorized by
Registration Rule 301.

b. By authorizing the computer to process an electron-
ically filed form, the registrant filing the form electronically
certifies that it has complied with the requirements of this Rule
and has made all reasonable efforts to ensure that the electronic
filing is accurate. This certification shall have the same force
and effect as a certification on the Form itself signed by an
authorized officer of the registrant.

c. No registrant may electronically file registration
forms until NFA has assigned it an identifying code and password.
The registrant may not file forms electronically using any other
identifying code.
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d. Each registrant is responsible for maintaining the
security and confidentiality of its identifying code and password
and for controlling access to all terminals which are signed on
to NFA’s registration and membership database.

e. Each registrant which files electronically shall make
available its data entry personnel, authorized to or actually
performing duties related to electronic filings, for testimony in
court or before the CFTC, NFA, or any contract market regarding
the authentication, integrity or accuracy of any electronic
filing.

f. The availability of electronic filing is a privilege
and not a right. NFA may disable a registrant’s identifying code
and password and terminate the registrant’s ability to electroni-
cally file forms at any time, without notice or a hearing, and in
NFA’s sole discretion.

XPLANATION OF AMENDMENT

The ultimate goal of the Direct Entry Program is total
electronic filing of registration information for associated
persons. One of the most difficult aspects of this goal is the
electronic filing of the Form 8-R which contains important
information on an individual’s background which directly impacts
the individual’s eligibility to be registered. Furthermore, the
individual must sign the form certifying the truthfulness and
accuracy of this information, and this signature may have legal
significance at a later date if the information provided is not
accurate and complete.

Although an applicant’s signature certifying to the
truthfulness and accuracy of the disciplinary history information
contained in the Form 8-R is important, NFA feels that the
disciplinary history information is the only section of the Form
8-R for which the applicant’s signature could be significant.
Therefore, NFA proposes that firms in the Direct Entry Program be
allowed to electronically file the bulk of the Form 8-R for
associated persons the firms sponsor, with no paper filing
requirement at all for information related to the applicant’s
residential, employment and educational history. The only paper
filing related to the Form 8-R would be a single page signed by
the applicant relating to his disciplinary history. Reducing the
Form 8-R paper filing requirement to this one page will signifi-
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cantly reduce the amount of paper processed by both NFA and
Members without sacrificing the applicant’s signature.

NFA respectfully requests that, pursuant to Section
17(j) of the Commodity Exchange Act, the Commission approve the
amendments to proposed new Registration Rule 801. NFA intends to
make the amendments to Registration Rule 801 effective upon
approval by the Commission.

Respectfully submitted,

/j
Daniel J. th
General Counsel

DIJR:cm(sub/801)

c¢c: Chairman Wendy L. Gramm
Commissioner Fowler C. West
Commissioner William P. Albrecht
Commissioner Sheila C. Bair
Commissioner Joseph B. Dial
Andrea M. Corcoran, Esq.
Dennis P. Klejna, Esq.
Joanne T. Medero, Esq.
Alan L. Seifert, Esq.
Susan C. Ervin, Esq.
Lawrence B. Patent, Esq.
David Van Wagner, Esqg.




