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Mrr^h q I qa?

Ms. Jean A. Webb
qa..r'a+ a ?rt
Commodi-ty Futures Trading Commission
2033 K Street, N.W.
Washington, D. C. 20581

Re: National Futures Assocj-ation, Proposed Amendments
to Bylaws 305 (Schedule B, Section I(b)), 70I ,702,
and 704 and Compliance Rul.es 2-I5, 2-I8, and 2-19;
Proposed Bylaw 5I3; and Proposed RepeaJ- of Compliance
KUre z-zI.

Dear Ms. Webb:

Pursuant to Section L7(j) of the commodj-ty Exchange
Act ("Act"), as amended, National- !'utures Association ("NFA.)
hereby submits to the Commodity Futures Trading Commission ("Corn-
mission" ) proposed amendments to NFA Bylaws 305, 701, 702, and
704 and Compliance Rules 2-15, 2-18, and 2-19r proposed Bylaw
513; and the proposed repeal of Compliance Rule 2-21. The amend-
ments, new Bylaw, and repeal were approved by NFA'S Board of
Directors at its meeting on Febluary 26, 1987 .

I. TEE PROPOSED AIIET{DI{ENTS BYLAW AI{D REPEAL

A. Amendment to Bylaw 305 (Schedule B, Section I(b)) to al1ow
NFA to charge a research fee to rne:nbers of the public for
Iocating registration information, and to provide for advance
pay'ment of fees (additions are underscored):

BYLAWS OF
NATIONAL FT}TURES ASSOCIATION

***

CEAPTER 3
I{E}TBERSIIIP AND ASSOCIATION WITE A MEI{BER

***

Bylaw 305. Registration and Proficiency Requirements.

*t*

Schedule B

*it
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I. Di sclosure
Maintained

Information from Registration Records
NFA

b1i c

ma
es
NFA.

t of all

(b) Disclosure of public Information
(i) If any member of the publj.c requests access

to registration records, or portions thereof,
and the requested record, or portion, is
"public" or "pub1ic1y available" under CFTC
Regulations 1.I0(g) and 145.6(b), respec-
tively, then NFA wifl release that record,
or portion, to the requester.

(ii) NFA may charge any member of the public
a copying fee, not to exceed the fee charqed
by the Commission, for any copies of regii-
tration record.s provided by NFA directly
to the requeste!.

EI

*t*

Proposed Bylaw 513 prohJ-biting the participation of NFA
Board members as counsel in NFA proceedings (additions
are underscored ) :

(iii) NFA mav charge an member of the
a research tee not to exce

or l"ocat
stra on reco sor

(iv) NFA ma re an advance
the set fo

BYLAWS OF
NATIONAI, FUTT'RES ASSOCIATION

*t*

CE.APTER 5
BOARD OF DIRECTORS

*t*
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Bylaw 513. Directors Acting as Counsel in NFA Proceedings.

No Director sh
of anv person invol-ved in an NFA investiqation or a reqistra-
tion, membership or disciplinarv proceeding undertaken
bv NFA.

C. Amendments to Bylaws l}]-t 702 and 704 to change the quorum
requirement for the Membership, Appeals, and Business Conduct
Corunittees from a najority of the members of each committee
to a majority of those committee nembers eligible to serve
or a majority of the members of a designated Subcomnittee
or PaneI of such committee (additions are underscored and
deLetions are I bracketed ] ):

BYLAWS OF
NATIONAT FUTURES ASSOCIATION

***

CEAPTER 7
COUUITTEES

***

Bylaw 701. uembership Conmittee.

There shall be a Membership Committee, consisting of nine
Directors. IFive (5) members of the Corunittee shal1 consti-
tute a quorum. l maioritv of the Cornmittee members eliqible
to Darticipate constatute a

ttee has n desi
nated a quorum consist o
tee members but no fewer than

proposed by the President and appointed by the

and appoint Directors who reflect the various categories
of Members described in the Articles. The Committee or
its desiqnated Subconmittee shalI review actioils taken
by the President pursuant to the President's authority
under Chapter 3 to make the initial- deternination regarding
(a) applicants for membership in NFA or registration as
Associates, and (b) continued eligibility for such membership
or registration. Each Corunittee member shal1 serve for
three (3) years, except for the initial Conmittee members,
vithose terms shall be staggered, or until the member's succes-
sor is appointed and gualified, or until the member's death,

Oritv of suc

Board. The President and the Board shalL endeavor to propose
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resignation, ineligibility or removal. A Committee vacancy
sha11 be filled in the manner prescribed in By1aw 501 for
officers. A Committee member may be removed by the Board
whenever in its judgnent the best j-nterests of NFA will
be served thereby.

Bylaw 702. Appeals Conmittee.

There shall- be an Appeals Connittee, consisting of nine
Directors. Ifive (5) members of the conmittee shall consti-
tute a quorum. ] A maioritv of the Committee members eligible
to particj-pate in a proceedin_q shaIl constitute a quorum.
The Committee members shaIl be proposed by the President
and appointed by the Board. The President and the Board
shaIl. endeavor to propose and appoint Directors who reflect
the various categories of Members described in the Articles.
The Conunittee sha1l hear and decide appeals from and reviews
of decisions in disclplinary cases by any Regional Business
Conduct Committee under the Compliance Rules. Each Comnitlee
mernber shall serve for three (3-) years, except for the
initial Connittee members, vJhose terms shaII be staggered,
or unt11 the member's successor is appointed and quali-
fied, or until the member's death, resignation, ineligi-
bility or removal. A Conmittee vacancy sha1l be filled
in the manner prescribed in Bylaw 601 for officers. A
Committee member may be rernoved. by the Board $rhenever in
its judgment the best interests of NFA will be served thereby.

ti*

Bylaw 704. Regional Business Conduct Corulittees.

There sha1l be three Regional Business Conduct Committees(hereinafter "Regional Comrnittees " ), one for each NFA Region
(see NFA Atticle V). Each Reqional Committee sha1l consist
of nine ( 9 ) Members or persons connected therewith residing
in that Region. [five (5) Members of a Regiona]- Comrittee
shall constitute a quorum of the Committee.I A maioritv
of the Regional Committee members elicible to paltici-

t ncls constltute a ctuorun, exceot
n cases n whtch a Pane s been
ance Rule orit

of su s but e$rer thre e nc.Ludl. n
at least one r of the ona
of each Regiona ttee propos the Pre sident

Boardand appointed by
shal1 endeavor to

the Board.
propose and

The President and the
aopoint individuals who ref lect
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the various categories of NFA Members. Each member of
a Regional Committee shall serve for three (3) years, except
for menbers of the initial Regional Conmj-ttees, nhose terms
shall be staggered, or until the member's successor is
appointed and qual-ified, or until the rnember's death, resig-
nation, ineli.gibility or renoval. A vacancy in a Regional
Committee sha1l be filled in the manner prescribed in Bylaw
601 for officers. A Committee menber nav be removed bv
the Board whenever in its judgment the best interests 3f
NFA wil-l be served thereby. Each Regional- CoNnittee or
its designated Subcommj.ttee shall have jurisdiction oie-r
those compliance matters arising in its Region, including
the issuance of warning Letters. A matter shall be deemed
to arise where the NFA Menber or Associate that is the
subject of the inquiry resides (see Article xVIII). If
a matter arj-ses in two or more Regions, the president shall
assign the matter to the Regional Conmittee the president
deems mogt appropriate to consider the matter.

D. Amendments to Compliance Rul_es 2-I5, 2-IB and 2-19 and
repeal of Conpliance Rule 2-21 to conform with recent
amend.ments to the Conmission's requlations cloverninq ex-
change traded options (additions ire undersiored and
deletions are Ibracketed] ):

CO}IPLIAIICE RULES

:tt!t

RULE 2-15. WRITTBN OPTIOTI PROCEDTIRES.

Each Member FCM or fB'which engages in the offer or sale of
commodity options traded on or subject to the rules of a contract
market must adopt and enforce wlitten procedures [(see Aule
2-2ll lz

(a) Which will enable such Member FCM or IB to supervise ade-
guately each option custonerrs account, including but not
limited to, the solicitation by such FCM or fB of any such
account and the handling of complaints received by such
FCM or IB relating to any such account (for purposes of
this subsection (a) the term "option customer', does not
include an FC!,l or IB ) .
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(b) Which will enable such Member FCM to allocate notices of
exercise received by such FCM in a fair and nonpreferen-
tial manner, and promptly notify the appropriate grantor
of such allocationr and

(c) which will enable such Member FcM or IB to rnonj-tor adequately

ti:,=;i:;::::':l iili=':ffi"::.i::'i:;";::;'iil*::"1""3i:il''
define the term " deep-out-of -the-money option', as tha!
term is defined by the contract market on which the option
iq +rrrlarl I

***

RULE 2_I8. OPTION CUSTOMER COUPI.AINTS.

with respect to a1l written option customer complaints [andany oral option customer compla j.nts which resul-t in, or r^rhich
would result in an adjustment to the option custoner,s account
of more than $1,0001 each Member FCM or IB which engages in
the offer or sale of commodity options traded on or subject
to the rules of a contract market shall:
(a) Retain all such r'rritten complaints [and make and retain

rdritten records of aI1 such oral complaintsl;
(b) Make and retain a recoril of the date the complaint was

received, the Associate r^rho serviced the account, a gfeneral-
description of the matter complained of, and r1'hat, if any,
action r^ras taken in regard to the complainti and

(c) Inunediately send a copy of such complaint to [NFA] the
Me4ber's dqgiqlatgd se+f:requlatory orqanization ( "D9RO" )and, upon final disposition thereoT, immETEIy-GEnIa
copy of the record of such disposj-tion to [NFA] the Member's
DSRO.

*t*

RULE 2-19. opTIoN DISCIOSURE AND OTEER RBQUTREUENTS.

Each Member FCM or IB which engages in the offer or sale of
conmodity options traded on or subject to the rules of a contract
rnarket sha11:

(a) Give immediate r"rritten notification to [NFA] the Member,s
DSRO of any disciplinary action taken against-EE-ffi1--
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IB or any of its Associates by the Commission or by any
other self-regulatory organization.

Comply with and enforce the disclosure requirements set
forth in Corunission Regulation 33.7; and

Promptly submit to [NFA] the Mernber's DSRO all promotional
material, as defined in CommTEGTon- nEgulFEion 33.1-, per-
taining to such option trading.

t:t*

[RUI.E 2-21. SUBMISSIONS TO NFA REI,ATING TO OPTIONS.

Any Member FCM with respect to which NFA is the desig-
nated self-regulatory organization for purposes of part 33 of
the Corunission Regulations and any Member IB the commodity option
related activity of which NFA has determined to resulate Dursuantto comnission Regulati,on 33.3(b) (1)(ii)(A) shal1 srlbmit r; NFA
the following material at least 10 days prior to the date such
FCM or IB begins the offer or sale of options traded on or subiect
to the rules of a contract market ?

(a) Option customer account agreement forms;
(b) Option disclosure statements required by Rule 2-19(b),
(c) Promotional material, as defined in Commission Requla-

tion 33.1, (if such promotional material_ has been
prepared ) ; and

. (d) Written procedures required under Rul"e 2-15.

Documents required to be subnitted to NFA under Rule
2-L8, 2-L9 ana 2-2L will be considered submitted as of the date
received by NFA at its Chicago office.l

II. EXPLANATION OF TEE PROPOSED AUEI{DUENTS BYLAW AIID RBPEAT

A. Explanation of amendment to Bylaw 305 ( Schedule B, Section
I(b))to allo$, NFA to charge a research fee to members
of the public for locating registlation information, and
to proviile for advance payment of fees.

(b)

(c)
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National Futures Association has been authorized bythe Comrnission to perform registration functions with respect
to futures commission merchants (,,FCMs', ), introducing brokers('IBs'), cornmodity trading advisors ('CTAs,), commodity pooL
operators ("CPOS"), associated persons (',Aps', ) and f l-oor brokers.In connection with its performance of these registration func-tions, NFA has been desi.gnated as the official custodian of
the registration records that pertain to the above registration
categories.

In its role as custodian of the registlation records,
NFA makes avai]able for inspection and copying, upon reasonable
request by third parties, certain portions of the registratlon
records. Frequently, NFA is asked to copy and forward to athird party a significant number of registration records. with
respect to costs incurred by NFA in these instances, Bylaw 305,
Schedule B, Section I(b)(ii) permits NFA to recover its copyingcosts. Specifically, Bylaw 305 provides that NFA may charge
any member of the public a copying fee, not to exceed the fee
charged by the Commissj.on, for any copj,es of registration recordsprovided by NFA directly to the requester. Appendix B of part
145 of the Commission's Regulations, which sets forth a scheduleof fees to be charged by the Commission for, among other things,
searching and copying registration d.ocuments, provides the basisfor NFA's fees for copying registration documents. However,
expenses j-ncurred by NFA as a result of the numerous staff hours
spent in locating and verifying records are currently borne
directly by NFA, as the Bylaws in their present form do notpermit NFA to recover such costs,

A research fee is entirely consistent with the Comrnis-sion's Order designating NFA as record custodian. In its Orderauthorizing NFA to serve as custodian of the regristration record.swith respect to FCMS, CPOS, CTAS and the Aps thereof, the CoNnis-sion stated that:
NFA may adopt and charge reasonable fees for locating
and copying publicly available documents in the reqi;-
tration records for a reguester. Any such fee adoited
by NFA must be submitted to the Commission for aoproval
in accordance r^rith Section 17 ( j ) of the Act.V

The proposed amendment to Bylarlr 305 will allow NFAto exercise the authority that the Commission believed that
NFA should have by providing NFA the basis for recovering the

L/ 49 Fed. Reg. 39593, 39596 (October 9, I984)
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costs that are incurred in locating registration records. The
amount that NFA may charge as a research fee will be subject
to the same limitati-ons as NFA's copying fee; specifically,
the research fee may not exceed the fee charged by the Commission.
Additionally, the proposed amendment to the Bylaw wiIl permit
NFA in its discretion to require an advance payment of any portion
of the copying or research fees.

B, Explanation of proposed Bylaw 513 prohibiting the participa-
tion of NFA Board members as counsel- in NFA proceedings.

Bylaw 513 is designed to prevent the appearance of
impropriety and any potential conftict of interest whi.ch night
arise if a menber of NFA's Board of Directors were to act as
counsel for a person involved in an NFA j-nvestigation or a regis-
tration, membershj-p, or disciplinary proceeding undertaken by
NFA. The proposed Bylaw would prevent Board mernbers from repre-
senting parties, r"ritnesses, or persons who, although not named
as respondents in NFA adjudicative proceedings, are cited as
the cause of a violation of an NFA requirement.

C. Explanation of Amendments to Bylaws 701, 702, and 704 to
change the quorum requirement for the Membershj_p, Appeals,
and Busj-ness Conduct Committees to a majority of those
conunittee members eligible to se.rve or a rna jority of the
members of a designated Subcommittee or Panel- of such committee.

The Membership, AppeaIs, and Business Conduct Committees
each consist of nine members. Byla$rs 70l- , 702, and 704 currentlyprovide that five menbers constitute a quorum for each of these
Committees. This can present a problem when some of the members
of a cornmittee are not eligible to serve.

Itlembers of the Appeals Committee are disqualified
pursuant to NFA Compliance Rule 3-10(d) from participating in
the appeal if they have participated in an earlier stage of
the proceeding. This occurs when an appeal concerns a l{ember
Responsibility Action ) and members of the Appeals Corunittee
rrtho are also members of the Executive Committee have participated
in the decision to concur in the issuance of the I!{RA. In addition,
mernbers of a Regional Business Conduct Comrnittee or its desig-nated Panels are precluded by Compliance Rule 3-6 from participat-
ing in a matter if the member, or any person with which the
member is connected, has a financial, personal or other direct
interest in the matter under consideration. Although there
is no corresponding express provision with respect to the Member-
ship Commlttee and.the Appeals Committee, NFA wouJ-d fo11ow the
same standard.
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NFArs procedures for conducting proceedings to deny,
condition, suspend, restrict, or revoke registration (Bylaw
305, Schedule A, Sections I(c) and (d)) and membershj.p (By1aw
30I (g)) allow the Menbership Comnittee to designate Subcomrnittees
of at least three Comnittee members to hear cases. NFA Compliance
Rule 3-5 allows the Regional Business Conduct Committees ("BCCS")
to appoint panels of no fewer than three individuals (one of
whom must be a BCC member) to hear disciplinary cases. The
proposed amendments to Bylaws 701 and 704 provide that a quorum
of such SubcoNnittees and Panels shal1 be a majority of the
members of such Subcomnittee or Panel subject to a minimum of
three. The purpose of providing that a quorum of a Member-
shj-p Subcommittee or a BCC PaneL is subject to a minimum of
three, rather than a simple majority of the Subcommj-ttee or
Pane1, is to ensure that there will always be at l-east three
members of a Subcommittee or Pane1 participating in a case.

D. Explanation of amend.ments to Compli.ance Rules 2-I5 t 2-I8 r
. and 2-19 and repeal of Compliance Rule 2-2L to conform

with recent amendments to the Commission's requlations
governing exchange traded options.

On August 11, 1986, certaj.n amendments to the Conmissionrs
rules governing exchange tladed options became effective. In
general these amendments terminated the pilot status of the
program for trading options on futures contracts on domestic
non agricultural comrnodities, eliminated the reguirement to
identify deep-out-of-the-money options and si.mpli.f ied certain
recordkeeping and notice requirements. NFA Compliance Rules
2-15 through 2-2I also deal vrith exchange traded options and
generafly paralleled the Commission's regulations. The proposed
changes are intended' to conform those RuLes to the Commission's
current Regulations.

NFA Compliance Ru.l-e 2-15 requires member FCMS or IBs
who engage in the offer or sale of corunodity optj-ons to adopt
and enforce written procedures r,rhich will facilitate the super-
vision of option customer accounts, the all-ocation of not.ices
of exercise i-n a nonpreferential manne!, and the monitoring
of deep-out-of -the-money options. The sole modification of
this rul-e has been the elimination of the reguirement to identifv
deep-out-of -the-money options .

NFA Compliance RuIe 2-18 currently requj.res aIl written
option customer complaints and certain oral complaints to be
forwarded to NFA. Consistent with the Comrnission's amendments,
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the proposed amendment to NFA Compliance Rule 2-18 deletes the
reguirement to notify NFA of oral complaints and provides that
notice of rlrritten complaints be provided to the Member's designated
self-regulatory organization ("DSRO, ) rather than NFA.

In its current forn NFA Compliance Rule 2-19 requires,
in part, that member FCMS and IBs engaging in the sale of exchange
traded options notify NFA of any disciplinary action taken against
the FCM, IB or any of its Associates and provide NFA with copies
of its options promotional material. The amendment substj,tutes
"the Memberrs DSRO" for NFA and, thus, eliminates dupl-icative
and burdensome reporting reguirements.

NFA Compliance Rule 2-21 requires that each tlember
for whom NFA is the DSRO must submit certain materials, including
customer account agreement forms, option disclosure statements,
written supervisory procedules and promotional material, at
least 10 days before each Member begins to offer exchange traded
options. Except for promotional_ material, none of these submis-
sj-ons have ever been required by CFTC regulatj-ons and have not
proven to be particularly helpful to NFA's regulatory efforts.
As noted earlier, promotional material must be provided to NFA
or the member's DSRO pursuant to NFA Compliance Rule 2-19.
Therefore, NFA proposes to repeal Compliance Rule 2-21-.

NFA respectfully requests that the amendments to NFA
Bylaws 305, 701 ,702, and 704 and Compliance Rules 2-IS, 2-Ig,
and 2-19t proposed Bylaw 513; and the repeal of Compliance Rule
2-21 , be declared effective upon approval by the Commission.

Kathryn Page Camp
Regulatory Affairs Attorney

cc: Chairman Susan 14. Phillips
Commissi-oner Kalo A. Hineman
Conmissioner Fow1er C. west
Commissioner Wi llia:n E. Seale
Commissioner Robert R. Davis
Andrea M. Corcoran, Esg.
Marshall E. Hanbury, Esq.
Dennis KIejna, Esq.
Kevin M. Foley, Esq.
Kenneth M. Rosenzweig, esq.

Very trul-y yours,
\/.- p f

,11^/t"V-.,- xZ--

KPClde1 (DI/F22)



UNITED STATES OF AMERICA

COMMODITY FUTURES TRADING COMMISSION
2G3:l K Stroot, N'W'

Washlngton, D.C' 20581

JuIy 1, L987

Kathryn Page Carp, Esq.
Regul-atory Af fairs Attorney
National zut]lres Association
200 W. Madison Street
Chicago, Il-l-irpis 60606

Re: National F\rt]Jres Association Proposed Anerdrents to Bylalds
305 (Schedule B, Section I(b) )' 7O1, 702 and 704 and
@rpliance R:1es 2-15' 2-18 and 2-19; Proposed B1zlar.s 513;
and the Proposed Repeal of Ccnpliance Rule 2-21

Dea.r !,1s. Carp:

By letter dated l,larch 5, 1987 arrl received by tle Cocnissicn on
!4arch 9, 1987, tl1e National F\rti.rres Association ("NFA") sutrnitted proposed
anertrrents to NFA Bylav/s 305 (Schedule B, Sestion I(b)), 701, 702 ard 704 ad
NFA Ccnpliance Ru1es 2-15, 2-18 and 2-19, proposed ner^r NFA Bylav, 513, and t}te
proposed repeal of NFA Corpliance &rle 2-21 trrursuant to ffiion 17 (j) of t}te
camodity B<change Act (r'Act"). Ttre Cccnrission urderstands that NFA interds
to irpl-ffent the proposed revisions to the Byler^'s and Rrles upon receipt of
notice of Ccrmlission approval.

P1ease be advised t}lat tie Ccnmission has tbis date alproved the
abcnre-referenced revisions to the NFA Bylarrrs and Rules urder Section 17(j)
of the Act.

sillcerely,

of the Ccrcn-ission

JUL 6 1987


