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Ms. Jane K. Stuckey

Office of the Secretariat

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

Washington, D.C. 20581

Re: National Futures Association:
Proposed Amendements to
Financial Reguirements

Dear Ms. Stuckey:

Pursuant to Section 17(j) of the Commodity Exchange

Act and consistent with the duties of National Futures
Association ("NFA") under Commodity Futures Trading Commission

[ ("CFTC"} Regulation 1.52, NFA hereby files with the CFTC and
requests CFTC approval of the proposed amendments to NFA
Financial Reguirements which appear in Exhibit A attached.
The entire text of NFA Financial Reguirements, including the
amendments which are the subject of this filing, are repro-
duced in Exhibit A. Additions to be effected by the proposed
amendments are underlined in Exhibit 2 and deletions placed
in brackets.

These proposed amendments will be considered by
NFA's Board of Directors at its meeting on October 14, 1982.
NFA will notify the CFTC by supplemental letter of the approval
of these amendments by NFA's Board.

NFA respectfully requests that the amendments to
NFA Financial Requirements indicated in Exhibit A be declared
effectiye upon approval by the Commission.
' Very truly yours,
NATIONAL FUTURES ASSOCIATION

N e O A4

“Josefh H. Harrison, Jr.
General Counsel and Secretary
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Attach.

cc: Theodore W. Urban

bece: R. K. Wilmouth
Dan Driscoll
Jan Saran



National Futures Association

FINANCIAL REQUIREMENTS

Section 1. Minimum Financial Requirement.

Each NFA Member that is required to be registered
with the Commodity Futures Trading Commission (hereinafter
YCFTC") as a Futures Commission Merchant (hereinafter "Member
FCM") wmust maintain "Adjusted Net Capital" (as defined in
Schedule A hereto) equal to or in excess of --

(a) The greatest of =--

(i) $50,000, or

(ii) 4 percent of the funds required to be
segregated pursuant to the Commodity
Exchange Act and CFTC Regulations,

less the market value of commodity

options purchased by option customers

on or subject to the rules of a con-

tract market, provided, however, the

deduction for each option customer

shall be limited to the amount of cus-

tomer funds in such option customer's

account: or,

(iii) (for securities brokers and dealers),
[4 percent of aggregate debit items
computed in accordance with the for-
mula of the Securities and Exchange
Commission (hereinafter “SEC") for

determination of reserve requirements
(SEC Regulation 15C3-3,17 CFR 240.15C
3-3)]-the amount of net capital




specified in Rule 15c3~1(a) of the

Regulations of the Securities and

Exchange Commission (17 CFR

240.15¢c3=1(a)).

Section 2. Designated Self-Requlatory Organization.

In the case of a Member FCM that is a member of one
or more contract markets, the Member's Designated Self-
Regqulatory Organization (hereinafter "DSRO") shall be the
organization that has been delegated primary financial respon=-
sibility for the Member pursuant to the Delegation Plan of NFA
and the contract ﬁarkets. In the case of a Member FCM that is
not a member of a contract market, the Member's DSRO shall be
NFA.

Section 3. Debt/Equity Ratio Requirement.

(a) Requirement. Except as provided in (b) below,

each Member FCM shall have "Equity Capital" (as
defined in Schedule B hereto), inclusive of
"Satisfactory Subordination Agreements" (as
defined in Schedule C hereto) that qualify as
Equity Capital, of not less than 30 percent of
the following amount: The Member's Equity
Capital plus the outstanding principal amount of
Satisfactory Subordination Agreements minus the
excess of the Member's Adjusted Net Capital (see
Schedule A) over the minimum adjusted net capi-

tal required under Section 1 above.



(b) Exemption. A Member FCM may be exempted from
Section 3(a) for a period not to exceed %0 days,
or for such longer period as the FCM's DSRO may
permit as within the best interests of the DSRO.

Section 4. Compliance with Financial Requirements.

Each Member FCM must be in compliance with these
financial requirements at all times and must be able to demon-
strate such compliance to the satisfaction of its DSRO.

Section 5. Failure tc Comply with Financial

Requirements.
A Member FCM that is not in compliance with these

financial requirements or is unable to demonstrate compliance
with these requirements as required by Section 4 above may
trade for ligquidation purposes only unless otherwise directed
by its DSRO. Otherwise, the Member FCM may be directed by the
DERO to transfer customer accounts or cease doing business as
an FCM until it is able to demonstrate compliance. 1If, how-
ever, the Member FCM immediately demcnstrates to the satisfac-
tion of the DSRO the ability to achieve compliance, the DSRO
may allow the Member FCM a maximum of 10 business days in which
to achieve compliance without having to transfer accounts,
cease doing business, or trade for liquidation purposes only.

Section 6. Reporting.

Each Member FCM must file the reports specified in

Schedule D hereto with its DSRO.



[Note: Under CFTC Regulation 1.12(a), a Member FCM
that knows or should have known that its Adjusted Net Capital
is less than the amount required by Section 1 must give tele-
graphic notice to its DSRO and the CFTC (and the SEC if the FCM
is alsoc a securities broker or dealer) within 24 hours. Within
24 hours after giving that notice, certain financial reports
(see CFTC Regulation 1.12(a)(2)) must similarly be filed. 1In
addition, under CFTC Regulation 1.12(b), a Member FCM must
similarly file a written notice, within 5 business days, when
the FCM knows or should have known that its Adjusted Net
Capital is at any time less than $75,000 or 6% of the funds
required to be segregated under Section 4d of the Commodity
Exchange Act and CFTC regqulations, less the market value of
commodity options purchased by option customers on or subject
to the rules of a contract market, provided, however, the
deduction for each option customer shall be limited to the
amount of customer funds in such option customer's account; or,
(for securities brokers or dealers) [6% of aggregate debit
items computed in accordance with the formula for determination
of reserve requirements (See Rule 15c3-3).] the amount of
capital specified in Rule 17a-11(b) of the Requlations of the
Securities and Exchange Commission (17 CFR 240.17a-11(b)).
CFTC Regulation 1.12(b) imposes other requirements on FCMs, as
do other provisions of Regulation 1.12 and of Regulations 1.10,
1.16 and 1.18. The full text of Regulations 1.10, 1.12, 1.16
and 1.18 should be consulted.]

Section 7. Relief Requests.

A Member FCM may, as provided in Schedule E hereto,
file with its DSRO a request for relief from certain provisions
of these Requirements, the Schedules hereto, and CFTC Regula-

tions 1.10, 1.16 and 1.17.

SCHEDULE A
FINANCIAL REQUIREMENTS COMPUTATION

Sec. Al. Definitions

Al-a. DSRO (Designated Self-Regulatory Organiza-
tion): has the Meaning assigned to it in Section 2.

Al-Db. Businesgs day: means any day other than a

Sunday, Saturday or holiday.

Al-c. Commodity Option: means any transaction or

agreement as defined in CFTC Regulation 32.1(a).

.



Al-d.

(i) Cover: means transactions or posi-
tions in a contract for future delivery on
a board of trade, or in a commodity Aption,
where such transactions or positions nor-
mally represent a substitute for transac-
tions to be made, or positions to be taken
at a later time in a physical marketing
channel, and where they are economically
appropriate to the reduction of risks in
the conduct and management of a commercial
enterprise, and where they arise from:
(A) The potential change in the value of
assets which a person owns, produces,
manufactures, processes, or merchan-
dises or anticipates owning, produc-
ing, manufacturing, processing, oI
merchandising;

(B) The potential change in the value of
liabilities which a person owes or
anticipates incurring; or

(C) The potential change in the wvalue of
services which a person provides,
purchases or anticipates providing or
purchasing.

But, no transactions or positions shall be

classified as cover for the purposes of

these requirements unless their purpose is



to offset price risks incidental to commer-
cial cash or spot operations, and such
positions are established and liquidated in
accordance with sound commercial practices,
and unless the provisions of the para-
graphs (ii) or (iii) below have been sat-
isfied.

(ii) Enumerated cover transactions: Cover

transactions and positions include, but are

not limited to, the following specific

transactions and positions:

(A) Ownership or fixed-price purchase of
any commodity which does not exceed in
quantity the (1) sales of the same
commodity for future delivery on a
board of trade, or (2) the purchase of
a put commodity option of the same
commodity for which the market value
for the actual commodity or futures
contract which is the subject of the
option is less than the striking price

of the option, or (3) the ownership of

a commodity option position estab-

lished by the sale (grant) of a call

commodity option of the same com-

modity for which the market value for

the actual commodity or futures .con-

tract which is the subject of the
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(B)

option is more than the strike price

of the option; Provided, that for the

purpeses of Section A6-h of this sec-

tion the market value for the actual

commodity or futures contract which is

the subject of such option need not be

more than the strike price of that

option;

Fixed-price sale of any commodity
which does not exceed in gquantity
{1) the purchase of the same commodity
for future delivery on a bocard of
trade, or (2) the purchase of a call
commodity option of the same commodity
for which the market wvalue for the
actual commodity or futures contract
which is the subject of such option is
more than the striking price of the

option, or (3) the ownership of a com-

modity option position established by

the sale (grant) of a put commodity

option of the same commodity for which

the market wvalue for the actual com-

modity or futures contract which is

the subject of the option is less than

the strike price of the option; Pro-~

vided, that for purpcses of Section




A6~h of this section the market value

for the actual commodity or futures

contract which is the subject of such

option need not be less than the

strike price of that option; and

(C) Ownership or fixed-price contracts of
a commodity described in the preceding
two paragraphs may also be covered
other than by the same quantity of the
same cash commodity, provided that the
fluctuations in value of the position
for future delivery or commodity
options are substantially related to
the fluctuations in value of the
actual cash position.

(1ii) Nonenumerated cases

Cover transactions and positions also
include transactions or positions
which have been recognized by the CFTC
as '"cover" pursuant to CFTC Regula-
tion 1.17(3)(3). (In such cases, a
copy of the CFTC's letter recognizing
such transactions or positions should
be filed with the DSRO).
Al-e. Customer: means a person trading in any
commodity futuré, except the holder of a "proprietary account"

as defined in CFTC Regulation 1.3(y); in addition, it means an



"option customer" as defined in CFTC Regulation ([32.1(c)]
1.3(53).

Al-f. Non-Customer Account: means a commodity

futures or option account carried on the books of a Member FCM
which account is neither a Customer Account (Al-e, above) nor a
Proprietary Account (Al-g, below).

Al-g. Proprietary Account: means a commodity

futures or option account carried on the boocks of a Member FCM
for the Member FCM itself, or for general partners of the
Member FCM.

Al-h. Striking Price: means the price at which

an option customer may purchase or sell the commodity or the
contract of sale of a commodity for future delivery which is
the subject of a commodity option transaction.

Al-i. Value: means, with regard to:

(1) Commodity futures positions: the

value of all long and short commodity
positions marked to their market
value.

(ii) Listed security options: the value of

all long and short positions in listed
security options marked to their
market value.

(iii1) Securities: the wvalue of all long and

short securities marked to their
market value.

[{iv) Non-Transferable commodity options:

the difference between the option's

-g-



[(v)

f(vi)

(iv)

(v)

striking price and the market value
for the actual commodity or futures
contract which is the subject of the
option.]

Call commodity options: 2zero, if the

market value for the actual commodity
or futures contract which is the
subject of the option is 1less than
the striking price of the option.}

Put commodity options: zero, if the

market value for the actual commodity
or futures contract which is the
subject of the option is more than the
striking price of the option.]

Commodity Options Traded on a Commod-

ity options Exchange: Long and short

commodity options shall be marked on

their market wvalue.

Commodity Options Not Traded on a Com-

modity Options Exchange: The value

shall be the difference between the

option's strike price and the market

value for the actual commodity or

futures contract which is the subject

of the option.

a. Call Commodity Option: If the

market value for the actual com-

modity or futures contract is

~-10-



less than the strike price, it

shall be given a zero value.

b. Put Commodity Option: I1f the

market value for the actual com-

modity or futures contract is

more than the strike price of the

option, it shall be given zero

value.

(vi) [(vii)] Unlisted security options: the dif-

ference between the option's exercise
value or striking value and the market
value of the underlying security.

(vii) [(viii)] Unlisted calls: zero, if the market

value of the underlying security is
less than the exercise value or strik-
ing value of such call.

(viii) [(ix)] Unlisted puts: zero, 1if the market

value of the underlying security is
more than the exercise value or strik-
ing value of the unlisted put.

Sec. A2. Rules of Construction for Purposes of These
Regquirements.

A2-a. Aging of Margin Calls - Computation of: 1In

computing the number of days a margin call is outstanding: DAY
ONE would equal the first business day after the day on which
the margin call was issued (which must be the business day

subsequent to the day the position becomes undermargined).

=11~



A2-b. RESERVED

A2-cC. Contractual Commitments: includes under-

writing, when issued, when distributed, and delayed delivery
contracts; and the writing or endorsement of security puts and
calls and combinations thereof. It does not include uncleared
regular way purchases and sales of securities. A series of
contracts of purchase or sale of the same security, condi-
tioned, if at all, only upon issuance, may be treated as an
individual commitment.

A2-4d. Liabilities - Adequate Collateralization:

Liabilities are "adequately collateralized", when, pursuant to
a legally enforceable written instrument, such liabilities are
secured by identifiable assets that are otherwise unencumbered,
and the market value of the assets exceeds the amount of such
liabilities.

A2-e. Secured Receivable: A loan or advance or

any other form of receivable is not Ysecured" unless the fol-

lowing conditions exist:
The receivable 1is secured by readily
marketable collateral which is otherwise
unencumbered, and which c¢an be readily
converted into cash, provided that the
value of the collateral must be haircut as
prescribed in A6, below, before determining
whether the receivable is properly secured;

and

-12-



(i) The readily marketable collateral is
in the possession or control of the
Member FCM, OR

(ii) The Member FCM has a legally enforce-
able, written secured agreement,
signed by the debtor, and has a per-
fected security interest 1in the
readily marketable collateral within
the meaning of the laws of the State
in which the readily marketable col-
lateral 1is located.

A2-f. SEC Definitions: For securities broker-

dealers, any asset or 1liability defined in SEC Regulations
(see, SEC Regulation 15c3-1) and which is not specifically
defined in these Requirements, shall be treated in accordance
with the SEC Regulations. Broker-dealers should treat aggre-
gate indebtedness in accordance with SEC Regulation 15c3-
1(c){l) as it applies to the securities segment of their
business.

A2-g. Unrealized Profits: shall be added and

"Unrealized Losses" shall be deducted in the accounts of the

Member FCM, including unrealized profits and losses on fixed

price commitments and forward contracts.

-13-



COMPUTATIONAL FORMULA - SPECIAL DEFINITIONS

AND RULES OF CONSTRUCTION:

Sec. A3. Net Capital:

means the amount by which Current Assets (see A4,

below) exceed Liabilities (see A5, below).

Sec. A4. Current Assets:

means cash and other assets or resources commonly

identified as

those which are reasonably expected to be

realized in cash or sold during the next 12 months. In com-

puting Current Assets,

Ad-a.

A4-Db.

Debit and Deficit Accounts

Exclude any unsecured commodity futures or
option account containing a ledger balance
and open trades, the combination of which
liquidates to a deficit, or containing a
debit ledger balance only. Deficits or
debit 1ledger balances in unsecured Cus-
tomer's, Non-Customer's, and Proprietary
Accounts which are the subject of calls for
margin or other required deposits may be
included in Current Assets until the close
of business the day following the date on
which such deficit or debit ledger balance
originated;

Unsecured Receivables, etc.

Exclude all unsecured receivables, advances

and loans (see AZ2~e) except for:

-14-



(1)

(i1)

(iii)

(iv)

Receivables resulting from the market-
ing of inventories commonly associated
with the business activities of the
Member FCM and advances on fixed price
purchase commitments, but only if they
are outstanding no longer than 3
calendar months from the date that
they are accrued;

Interest receivable, floor brokerage
receivable, commissions receivable
from other brokers or dealers (other
than syndicate profits), mutual fund
concessions receivable and management
fees receivable from registered
investment companies and commodity
pools, but only if they are outstand-
ing no longer than 30 days from the
date they are due; and dividends
receivable that are outstanding no
longer than 30 days from the payable
date;

Receivables from clearing organiza-
tions;

Receivables from FCM's or brokers,
resulting from commodity futures or
option transactions, except those
specifically excluded wunder A4-a,

above;

-15=-



(v)

(vi)

Insurance claims which arise from a
reportable segment of the Member FCM's
overall business activities as defined
in generally accepted accounting prin-
ciples, other than in the commodity
futures, commodity option, security
and security option segments of the
FCM's business activities, which are
not outstanding more than 3 calendar
months after the date they are
recorded as a receivable;

All other insurance claims not subject
to (v) above which are not older than
7 business days from the date the loss
giving rise to the c¢laim is discov-
ered; insurance claims which are not
older than 20 business days from the
date the loss giving rise to the claim
is discovered and which are covered by
an opinion of outside counsel that the
claim is wvalid and 1s covered by
insurance policies presently in
effect; insurance c¢laims which are
older than 20 business days from the
date the loss giving rise to the claim
is discovered and which are covered by

an opinion of outside counsel that the

-16-



Ad=C,

claim is wvalid and is covered by
insurance policies presently in effect
and which have been acknowledged in
writing by the insurance carrier as
due and payable, unless such claims
are outstanding longer than 20 busi-
ness days from the date they are so

acknowledged by the carrier.

Prepaid Expenses and Deferred Charges.

Exclude all prepaid expenses and deferred

charges.

Inventories.

Exclude all inventories except for:

(1)

(i1)

(iii)

(iv)

Readily marketable spot commodities;
or spot commodities which "adequately
collateralize" (See A2-d) indebted-
ness;

Securities which are considered
"readily marketable" as defined in SEC
Rule 15¢3-1(¢)(11) or which "ade-
guately collateralize" (A2-d, above)
indebtedness;

Work in process and finished goods
which result from the processing of
commodities at market value;

Raw materials at market value which

will be combined with spot commodities

.17~



to produce a finished processed com=-
modity; and
{v) Inventories held for resale commonly
associated with the business activi-
ties of the Member FCM.
Ag-e. Doubtful Assets.

Exclude all assets doubtful of collection
or realization less any related reserves.

A4-f. Exchange Memberships.

Exclude exchange memberships.

Ad-g.  Fixed Assets.

Include fixed assets and assets which
otherwise would be considered noncurrent to the extent of any
long-term debt adequately collateralized by assets acquired for
use in the ordinary course of the Member FCMs ordinary trade or
business, and any other long-term debt adequately collateral-
ized by assets of the Member FCM if the sole recoufse of the
creditor is such assets, but only if such liabilities are not
excluded from liabilities in the computation of Net Capital
under AS5-d, below.

A4-h. Future Tax Benefits.

Include, in the case of future income tax
benefits arising as a result of unrealized losses, the amount
of income tax liabilities accrued on the books and records of
the Member FCM, but only to the extent such benefits could have
been applied to reduce accrued tax liabilities on the déte of
the capital computation, had the related unrealized losses been

realized on that date.
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Ad~i. Guarantee Deposits and Clearing House Stock.

Include guarantee deposits with clearing
organizations and stock in clearing organizations to the extent
of its margin value.

Sec. A5. Liabijlities:

This term means the total money 1liabilities of a
Member FCM arising in connection with any transaction what-
soever, including economic obligations of the Member FCM that
are recognized and measured in conformity with generally
accepted accounting principles. YLiabilities" also include any
deferred credits that are not obligations but that are recog-
nized and measured in conformity with generally accepted
accounting principles. In computing Liabilities:

AS-a. Satisfactorily Subordinated Liabilities.

Exclude liabilities which are subordinated
to the claims of all general creditors of the Member FCM pur-
suant to subordination agreements which meet the standards set
forth in Schedule C.

AS=b. Segregated Funds.

Exclude the amount of money, securities and
property due to commodity futures or option customers which are
held in segregated accounts in compliance with Section 44 of
the Commodity Exchange Act and CFTC Requlations, including CFTC
Regulation 32.6, but only if such money, securities and prop-
erty held in segregated accounts have been excluded from

Current Assets in computing Net Capital.

-19-



AS5~C. Deferred Income Tax Liability.

Exclude the lesser of any deferred income
tax liability related to the items in (i), (ii), and (iii)
below, or the sum of (i), {(ii), and (iii) below:

(i) Deferred tax liability of the unreal-
ized gain on an asset which has been
assessed charges elsewhere 1in this
computation to the extent of those
charges;

(ii) Any deferred tax liability related to
income accrued which 1is directly
related to an asset otherwise deducted
pursuant to Section 1;

(iii) Any deferred tax liability related to
unrealized appreciation in value of
any asset which has been otherwise
excluded from Current Assets in accor-
dance with these reguirements.

AS5-d. Long Term Liabilities.

Exclude liabilities which would be classi-
fied as long term in accordance with generally accepted
accounting principles to the extent of the net book value of
plant, property and eqguipment which is used in the ordinary
course of any trade or business of the Member FCM which is a
reportable segment of the Member FCM's overall business activi=-
ties, as defined in generally accepted accounting principles,

other than in the commodity futures, commodity option, security
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and security option segments of the Member FCM's business
activities, but only if such plant, property and equipment is
not included in Current Assets pursuant to A4-g, above.

AS~-e, Certain Liabilities of Sole Proprietors.

Include, in the case of a Member FCM who is
a sole proprietor, the excess of liabilities which have not
been incurred in the course of business as a futures commission
merchant over assets not used in the business.

A5-f. Certain Current Tax Liabilities.

Exclude current tax liabilities resulting

from accrued income which is directly related to an asset which

1s treated as non-current pursuant to Section A4 of these

requlations.

Sec. A6. Adjusted Net Capital:

means Net Capital less:
Ab6-a. Advances.

The amount by which any advances paid by
the Member FCM on cash commodity contracts and used in comput~
ing Net Capital exceeds 95 percent of the market value of the
commodities covered by such contracts.

A6-b. Inventory, Open Commitments, Forward
Contracts.

In the case of all inventory, open commit-
ments and forward contracts (except for inventory of and for-

ward contracts in those foreign currencies which are purchased
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or sold for future delivery on or subject to the rules of a

contract market and Covered by an open futures contract, for

which there will be no charge), the applicable percentage

charge is specified below:

(1)

(ii)

(1i1)

(iv)

(v)

Inventory net of net open commitments,
currently registered as deliverable on
a contract market and Covered by an
open futures contract--no charge.
Inventory net of net open commitments,
Covered by an open futures contract or
commodity option--5 percent of the
market value.

Inventory net of net open commitments,
not Covered--20 percent of the market
value.

Open commitments (net open purchases
and sales) and forward contracts which
are Covered by an open futures con-
tract or commedity option--~10 percent
of the market value.

Open commitments (net open purchases
and sales) and forward contracts which
are not Covered by an open futures
contract of commodity option--20

percent of the market value.

A6~C. Securities.

In the case of securities and obligations

used by the Member FCM in computing Net Capital, and in the
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case of securities in segregation pursuant to Section 4d(2) of
the Commodity Exchange Act which are not deposited by
customers, the percentages specified in SEC Regulation
15¢3-1(c)(2)(vi) (Ysecurities haircuts") and 100 percent of the
value of "nonmarketable securities" as specified in SEC Regula-
tion 15¢3-1(c) (2)(vii), or where appropriate for securities
brokers or dealers, the percentages specified in SEC Regula-
tion 15¢3-1(f).

A6=-4. Securities Options.

In the case of securities options used by
the Member FCM in computing Net Capital, the deductions speci-
fied in SEC Regulation 15¢3-1, Appendix A, after effecting the
adjustments to Net Capital for listed and unlisted options as
set forth in that Appendix.

Ab-e. Open Contractual Commitments.

In the case of a Member FCM who has Open
Contractual Commitments (see A2-c, above) the deductions speci-
fied in SEC Rule 15c¢3-1(c)(2)(viii).

a6-f. Undermargined Customer Futures “and

Options" Accounts,

For undermargined <Customer (see Al-e,

above) commodity futures accounts and Customer commodity

options accounts, the amount of funds required in each such

account to meet maintenance margin requirements of the appli-

cable board of trade or commodity options exchange, or, if

there are no such maintenance margin requirements, the clearing
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organization margin requirements applicable to such positions,
after application of calls for margin, or other reguired
deposits which are outstanding 3 business days or less. 1If
there are no such maintenance margin requirements or clearing
organization margin regquirements on such accounts, then the
amount of funds required to provide margin egual to the amount
necessary after application of calls for margin, or other
required deposits outstanding 3 days or less to restore origi-
nal margin when the original margin has been depleted by 50
percent or more. To the extent a deficit is excluded from
Current Assets in accordance with A4 above, however, such
amount shall not also be deducted.
when other than cash is deposited to margin or secure
an account, the value of the asset shall be the lesser of:
1) The wvalue attributed to¢ such asset under the
margin rules of the pertinent board of trade or;
2) The value of the asset after taking the percent-
age charges specified in this Section A6,

A6-g. Undermargined Non-Customer and Omnibus
Futures "and Options" Accounts.

For undermargined Non-Customer (see BAl-f,

above) and omnibus commodity futures and commodity options

accounts, the amount of funds required in each such account to
meet maintenance margin requirements of the applicable board of

trade or commodity options exchange, or, if there are no such

maintenance margin reguirements, ‘the clearing organization
margin requirements applicable to such positions, after appli-

cation of calls for margin, or other reguired deposits which
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are outstanding 2 business days or less. If there are no such

maintenance margin regquirements, or clearing organization

margin reqguirements, then the amount of funds required to

provide margin equal to the amount necessary after application

of calls for margin, or other required deposits outstanding 2

days or less to restore original margin when the initial margin

has been depleted by 50 percent or more. To the extent a

deficit is excluded from Current Assets in accordance with A4-a
above, however, such amount shall not also be deducted.

When other than cash is deposited to margin or secure

an account, the Qalue of the asset shall be the lesser of:

1) The value attributed to such asset under the

margin rules of the pertinent board of trade or,

2) The wvalue of the asset after taking the per-

centage charges specified in this section A6.

A6-h. Open "Futures" Positions "and Grantor
Commodity Options" in Proprietary Accounts.

In the case of open futures contracts

and grantor commodity options held in Proprietary Accounts (see

Al-g, above) carried by the Member FCM which are not Covered by

a position held by the Member FCM or which are not the result

of a changer trade made 1in accordance with the rule of a
contract market--

(i) For a Member FCM which is a clearing

member of a contract market, for the

positions on such contract market

cleared by such member, the amount of
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(ii)

(iii)

(iv}

the applicable margin requirement of
the applicable clearing organization;
For a Member FCM which is a member of
a contract market, an amount equal to
150 percent of the applicable mainte-
nance margin requirement of the
applicable board of trade, commodity

options exchange, or clearing orga-

nization, whichever is greater;

For all other Member FCMs, 200 percent
of the applicable maintenance margin
requirement of the applicable board of
trade or clearing organization, which-
ever is greater; or

For open contracts for which there are
no applicable maintenance margin
requirements, 200 percent of the

applicable initial margin requirement.

equity in any such Proprietary Account shall
reduce the deduction reguired by this Section if such equity is

not otherwise includable in Adjusted Net Capital.

Commodity Options.

[In the case of a Member FCM which is a

taker of a commodity option, the amount of any commodity option
premium which has been used to increase Adjusted Net Capital.

In the case of a Member FCM which is a grantor of a commodity
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option, however, the safety factor may be reduced by the amount
of any commodity option premium which has not been previocusly
recognized as income.]

For customer commodity options, four per-

cent of the market value of commodity opticns granted (s0ld)

by options customers on or subject to the rules of a contract

market.

[aB=-7. Commodity Options--Continued. ]

A6-3. Purchaser of Commodity Options Not Traded
on a Contract Market.

In the case of a commodity option which is
carried long by the Member FCM as a taker of a commodity option

not traded on a contract market which has value and such wvalue

is used to increase Adjusted Net Capital, 10 percent of the
market value of the commodity which is the subject of such
option, but in no event more than the value attributed to such
option.

A6-k. Purchaser of Commodity Options Traded on
a Contract Market.

In the case of a Member FCM which is a pur-

chaser or taker of a commodity option which 1is traded on a

contract market, the same safety factor as if the member were

a grantor of such option. (See Paragraph h above). But in no

event shall the safety factor be greater than the market value

attributed to such option.

A6-1 [A6-k.] Unsecured Receivables.

5 percent of all unsecured receivables (see

A2-e, above) includable under A4-b(iv) above used by the Member
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FCM in computing Net Capital and which are not receivable from

(1) another FCM or (2) a broker or dealer registered with the
SEC.

A6-m [A6-1.) Broker -~ Dealer Charges,

For securities brokers or dealers, all
other deductions specified in SEC Rule 15c3-1.

Sec. A7. Consolidations.

A7-a. Every Member FCM, 1in computing its net
capital pursuant to this section must (subject to the provi-
sions of A7-b and A7-d, below) consolidate in a single compu-
tation, assets and liabilities of any subsidiary or affiliate
for which it guarantees, endorses, or assumes directly or
indirectly the obligations or liabilities. The assets and
liabilities of a subsidiary or affiliate whose liabilities and
obligations have not been guaranteed, endorsed, or assumed
directly or indirectly by the Member FCM may also be so con-
solidated if an opinion of counsel is obtained as provided for
in A7-b below.

A7-b. (i) If the consolidation, provided for in

A7~a above, of any such subsidiary or

affiliate results in the:

(A) increase of the Member FCM's
adjusted net capital, or

(B) decreases the minimum adjusted
net capital requirement called

for by Section 1,
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(ii)

and an opinion of counsel called for
in A7-b(ii) below has not been
obtained, such benefits shall not be
recognized in the Member FCM's capital
computation under these requirements.
Except as provided for in A7-b(i)
above, consolidation shall be
permitted with respect to any subsid-
iaries or affiliates which are
majority owned and controlled by the
Member FCM and for which the Member
FCM can demonstrate to the satisfac-
tion of its DSRO by an opinion of
counsel that the net asset values, or
the portion thereof related to the
parent's ownership interest 1in the
subsidiary or affiliate, may be caused
by the Member FCM or an appointed
trustee to be distributed to the
Member FCM within 30 calendar days.
Such opinion must also set forth the
actions necessary to cause such a
distribution to be made, identify the
parties or classes of parties,
(including but not 1limited to cus-
tomers, geﬁeral creditors, subordi-

nated lenders, minority shareholders,
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employees, litigants, and governmental
or regulatory authorities) who may
delay or prevent such a distribution
and such other assurances as the DSRO
by rule or interpretation may regquire.
Such opinion must be current and
periodically renewed in connection
with the Member FCM's annual audit or
upon any material change in circum-
‘ stances.

A7~cC. In preparing a consolidated computation of
‘Adijusted Net Capital, the following minimum and nonexclusive
requirements shall be observed:

(1) Consolidated Adjusted Net Capital
shall be reduced by the estimated
amount of any tax reasonably antici-
pated to be incurred upon distribution
of the assets of the subsidiary or
affiliate.

(i1) Liabilities of a consolidated subsid-
iary or affiliate which are subordi-
nated to the claims of present and
future creditors pursuant to a satis-
factory subordination agreement shall
be deducted from consolidated Adjusted
Net Capital unless such subordination

extends also to the claims of present
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or future creditors of the parent
Member FCM and all consolidated subsi-
diaries.

(1ii) Subordinated liabilities of a consoli-
dated subsidiary or affiliate which
are consolidated in accordance with
A7-c(ii) above may not be prepaid,
repaid, or accelerated if any of the
entities included in such consolida-
tion would otherwise be unable to com-
ply with the provisions of Schedule C.

(iv) Each Member FCM included within the
consolidation shall at all times be in
compliance with the Adjusted net
capital requirement to which it is
subject.

A7-4d. No Member FCM shall guarantee, endorse, or
assume directly or indirectly any obligation or liability of a
subsidiary or affiliate unless the obligation or liability is
reflected in the computation of Adjusted Net Capital except as

provided in A7-b(ii) above.
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SCHEDULE B

EQUITY CAPITAL

‘Sec. Bl. Equity capital.

This term includes:

Bl=a.

A

satisfactory subordination agreement

entered into by a partner or stockholder which has an initial

term of at least 3 years and has a remaining term of not less

than 12 months if:

Bl-b.

(i)

(ii)

(1)

It does not have any of the provisions
for accelerated maturity provided for
by Schedule C, Cl-b{ix)(A), Cl-b(x)(A)
or Cl-b(x)(B), and is maintained as
capital subject to the provisions
restricting the withdrawal thereof
required by B2 below, or

The partnership agreement provides
that capital contributed pursuant to a
satisfactory subordination agreement
as defined in Schedule C shall in all
respects be partnership capital sub-
ject to the provisions restricting the
withdrawal thereof required by B2
below; and:

In the case of a corporation, the sum
of its par or stated value of capital
stock, paid in capital in excess of

par, retained earnings, unrealized
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(ii)

(1ii)

profit and 1loss, and other capital
accounts.

In the case of a partnership, the sum
of its capital accounts of partners
(inclusive of such partner's commodity

futures and options and securities

accounts and other properties desig-
nated in the partnership agreement as
capital subject to the provisions of
B2 below), and unrealized profit and
loss.

In the case of a sole proprietorship,
the sum of its capital accounts of the
sole proprietorship and unrealized

profit and loss.

Sec. B2. Equity Withdrawal.

B2-a. The following are prohibited:

(1)

(ii)

The withdrawal of eguity capital (Bl
above) from a Member FCM (or subsid-
iary or affiliate where eqguity capital
is consolidated wunder Schedule A,
Sec. AB) or

The making of an unsecured loan
(including an advance) to a stock-
holder, partner, sole proprietor, or

employee ---
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if, after giving effect to such withdrawal
or loan, and capital reductions which are
scheduled to occur within 6 months,
Adjusted Net Capital of any of the consol-
idated entities would be 1less than the

greatest of -

(A) [The greater of] $60,000; [or 7%
of the amount required to be
segregated; or]

[(B) For securities brokers or
dealers, the greater of $60,000
or 7% of the amount required to
be segregated, or 7% of the
aggregate debit items computed
pursuant to SEC Regulation 15c¢3-3
-~

(B) 7% of the funds required to be

segregated, less the market value

of commodity options purchased by

option customers on or subject to

the rules of a contract market,

provided, however, the deduction

for each option customer shall be

limited to the amount of customer

funds in such option customer's

account; or,
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B2-b.

BZ2-C.

(C) For gsecurities brokers or

dealers, the amount of net capi-

tal specified in Rule 1l5c3-1(e)

of the Regulations of the Secu-

rities and Exchange Commission

(17 CFR 240.15c3-1(e))

or, in the case of a Member FCM which is
included within such consolidation, if its
equity capital would be less than 30% of
the required debt-equity total as defined
in Section 3.

This provisioh does not preclude making
required tax payments or paying partners
reasonable compensation.

A DSRO may, upon application of a Member
FCM, grant relief from this Section B2 if
the DSRO deems it to be in the best inter=-

ests of the DSRO.
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SCHEDULE C
SUBORDINATED LOAN AGREEMENTS

Sec. Cl. Subordinated Loan Agreements

The term satisfactory subordination agreement ("Sub-
ordination agreement") means an agreement which contains the
minimum and nonexclusive requirements set forth below.

Cl-a. Definitions.

(i) A subordination agreement may be
either a subordinated loan agreement
or a secured demand note agreement.

(ii) The term "subordinated loan agreement"

means the agreement or agreements
evidencing or governing a subordinated
borrowing of cash.

(iii) The term “collateral value" of any

securities pledged to secure a secured
demand note means the market value of
such securities after giving effect to
the percentage deductions specified in
Schedule A, Sec. A6.

(iv) The term ‘'"payment obligation" means

the obligation of a Member FCM in
respect to any subordination agree-
ment: (A) to repay cash loaned to the
Member FCM pursuant to a subordinated
loan agreement; or (B) to return a

secured demand note contributed to the
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(v)

Member FCM or to reduce the unpaid
principal amount thereof and to return
cash or securities pledged as collat-
eral to secure the secured demand
note; and “payment" shall mean the
performance by a Member FCM of a
payment obligation.

(A) The term "secured demand note

agreement” means an agreement

(including the related secured
demand note) evidencing or
governing the contribution of a
secured demand note to a Member
FCM and the pledge of securities
and/or cash with the Member FCM
as collateral to secure payment
of such secured demand note. The
secured demand note agreement may
provide that neither the lender,
his heirs, executors, adminis-
trators, or assigns shall be per-
sonally liable on such note and
that in the event of default the
Member FCM shall look for payment
of such note solely to the ceclla-
teral then pledged to secure the

same.
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(B)

()

The secured demand note shall be
a promissory note executed by the
lender and shall be payable on
the demand of the Member FCM to
wvhich it is contributed: Pro-

vided, however, that the making

of such demand may be conditioned
upon the occurrence of any of
certain events which are accept-
able to the DSRO.

If such note is not paid upon
presentment and demand as pro-
vided for therein, the Member FCM
shall have the right to liquidate
all or any part of the securities
then pledged as collateral to
secure payment of the same and to
apply the net proceeds of such
ligquidation, together with any
cash then included in the colla-
teral in payment of such note.
Subject to the prior rights of
the Member FCM as pledgee, the
lender, as defined in Cl-a(v)(F)
above, may retain ownership of
the collateral and have the bene-

fit of any increases and bear the
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(D)

risks of any decreases in the
value of the collateral and may
retain the right to vote securi-
ties contained within the collat-
eral and any right to income
therefrom or distributions
thereon, except the Member FCM
shall have the right to receive
and hold as pledgee all dividends
payable in securities and all
partial and complete liquidating
dividends.

Subject to the prior rights of
the Member FCM as pledgee, the
lender may have the right to
direct the sale of any securities
included in the collateral, to
direct the purchase of securities
with any cash included therein,
to withdraw excess collateral or
to substitute cash or other
securities as collateral: Pro-
vided, that the net proceeds of
any such sale and the cash so
substituted and the securities so
purchased or substituted are held

by the Member FCM as pledgee, and
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(E)

are included within the collat-
eral to secure payment of the
secured demand note: and pro-

vided further, that no such

transaction shall be permitted,
if, after giving effect thereto,
the sum of the amount of any
cash, plus the c¢ollateral wvalue
of the securities then pledged as
collateral to secure the secured
demand note, would be less than
the unpaid principal amount of
the secured demand note.

Upon payment by the lender, as
distinguished from a reduction by
the lender which is provided for
in Cl-b(vi)c below or reduction
by the Member Firm as provided
for in Cl1-6(vii) below of all or
any part of the unpaid principal
amount of the secured demand
note, the Member FCM shall issue
to the lender a subordinated loan
agreement in the amount of such
payment (or in the case of a
Member FCM that is a partnership,

credit a capital account of the
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(F)

lender), or issue preferred or
common stock of the Member FCM in
the amount of such payment, or
any combination of the foregéing,
as provided for in the secured
demand note agreement.

The term "lender" means the
person who lends cash to a Member
FCM pursuant to a subordinated
loan agreement and the person who
contributes a secured demand note
to a Member FCM pursuant to a

secured demand note agreement.

Cl-b. Minimum Requirements for Subordination

Agreements.

(1)

General . Subject to Cl-a above, a

subordination agreement shall mean a

written agreement between the Member

FCM and the lender, which:

(A)

(B)

Has a minimum term of 1 vyear,
except for temporary subordina-
tion agreements provided for in
C2~e below, and

Is a valid and binding obligation
enforceable 1in accordance with
its terms (subject as to enforce-

ment to applicable bankruptcy,
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(ii)

(iii)

insolvency, reorganization, mora-
torium, and other similar laws)
against the Member FCM and the
lender and their respective
heirs, executors, administrators,
successors, and assigns.

Specific amount. All subordination

agreements shall be for a specific
dollar amount which shall not be
reduced for the duration of the agree-

ment except by installments as speci-

fically provided for therein and

except as otherwise provided in this
Section Cl=-b.

Effective subordination. The subordi-

nation agreement shall effectively
subordinate any right of the lender to
receive any payment with respect
thereto, together with accrued inter-
est or compensation, to the prior
payment or provision for payment in
full of all claims of all present and
future creditors of the Member FCM
arising out of any matter occurring
prior to the date on which the related
payment obligation matureé, except for
claims which are the subject of subor-

dination agreements which rank on the
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(iv)

{(v)

same priority as or are junior to the
claim of the lender under such subor-
dination'agreements.

Proceeds of subordinated loan agree-

ments. The subordinated loan agree-
ment shall provide that the cash
proceeds thereof shall be used and
dealt with by the Member FCM as part
of its capital and shall be subject to
the risks of the business.

Certain rights of the borrower. The

subordination agreement shall provide

that the Member shall have the right

to:

(A) Deposit any cash proceeds of a
subordinated loan agreement and
any cash pledged as collateral to
secure a secured demand note in
an account or accounts in its own
name in any bank or trust com-
pany;

(B) Pledge, repledge, hypothecate and
rehypothecate any or all of the
securities pledged as collateral
to secure a secured demand note,
without notice, separately or in

common with other securities or
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(vi)

property for the purpose of
securing any indebtedness of the
Member FCM; and
(C) Lend to itself or others any or
all of the securities and cash
pledged as collateral to secure a
“tsecured demand note.

Collateral for secured demand notes.

Only cash and securities which are
fully paid for and which may be pub-
licly offered or sold without regis-
tration under the Securities Act of
1933, and the offer, sale, and trans-
fer of which are not otherwise
restricted, may be pledged as collat-
eral to secure a secured demand note.
The secured demand note agreement
shall provide that if any time the sum
of the amount of any cash, plus the
collateral value of any securities
then pledged as collateral to secure
the secured demand note, 1is less than
the unpaid principal amount of the
secured demand note, the Member FCM
must immediately transmit written
notice to that effect to the lender

and 1its DSRO. The secured demand
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note agreement shall also reguire that

following such transmittal:

(A)

(B)

The lender, prior to noon of the
business day next succeeding the
transmittal of such notice, may
pledge as collateral additional
cash or securities sufficient,
after giving effect to such
pledge, to bring the sum of the
amount of any cash, plus the
collateral value of any securi-
ties then pledged as cocllateral
to secure the secured demand
note, up to an amount not less
than the unpaid principal amount
of the secured demand note; and
Unless additional cash or securi-
ties are pledged by the lender as
provided in (A) above, the Member
FCM at noon on the business day
next succeeding the transmittal
of notice to the lender must
commence sale, for the account of
the lender, of such of the secu-
rities then pledged as collateral
to secure the secured demand note
and apply so much of the net pro-

ceeds thereof, together with such
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()

of the cash then pledged as
collateral to secure the secured
demand note, as may be necessary
to eliminate the unpaid principal
amount of the secured demand

note: Provided, however, that

the unpaid principal amount of
the secured demand note need not
be reduced below the sum of the
amount of any remaining cash,
plus the collateral value of the
remaining securities then pledged
as collateral to secure the
secured demand note. The Member
FCM may not purchase for its own
account any securities subject to
such a sale; and

The secured demand note agreement
may also provide that, in lieu of
the procedures specified in the
provisions reguired by (B) above,
the lender with the prior written
consent of the Member FCM and the
DSRO may reduce the unpaid prin-
cipal amount of the secured

demand note: Provided, that
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y

after giving effect to such
reduction the Adjusted Net Capi-
tal of the Member FCM would not
be less than the greater of 7
percent of the funds required to
be segregated pursuant to the
Commodity Exchange Act, less the

market value of commodity options

purchased by option customers on

ox subject to the rules of a con-

tract market, provided, however,

the deduction for each option

customer shall be limited to the

amount of customer funds in such

option customer's account; or,

for securities brokers oxr
dealers, [7 percent of the aggre-~
gate debit items computed in
accordance with SEC Regulation

240.15¢c~3.] the amount of net

capital specified in Rule 15c3-

1d(b){(6){(iii) of the Regulations

of the Securities and Exchange

Commission (17 CFR 240.15c3-

1d(b)(6)(iii)). Provided further,

that no single secured demand
note shall be permitted to be

reduced by more than 15 percent
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(vii)

of its original principal amount
and after such reduction no
excess collateral may be with-
drawn. The DSRO shall not con-
sent to a reduction of the
principal amcount of a secured
demand note 1if, after giving
effect to such reduction,
Adiusted Net Capital would be
less than $60,000.

Permissive prepayments "and special

prepayments". A Member FCM at its

option, but not at the option of the
lender, may, if the subordination
agreement so provides, make a payment
of all or any portion of the payment
obligation thereunder prior to the
scheduled maturity date of such pay-
ment obligation (hereinafter referred
to as '"prepayment"), but in no event
may any prepayment be made before the
expiration of 1 year from the date
such subordination agreement became

effective: Provided, however, that

the foregoing restriction shall not
apply to temporary subordination
agreements which comply with the

provisions of C2-e below, nor shall
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it apply to revolving agreements cov-

ered under Section C2-f. No prepay-

ments shall be made, if, after giving
effect thereto (and to all payments of
payment obligations under any other
subordinated agreements then outstand-
ing, the maturity or accelerated
maturities of which are scheduled to
fall due within 6 months after the
date such prepayment is to occur
pursuant to this provision, or on or
prior to the date on which the payment
obligation in respect to such prepay-
ment is scheduled to mature disregard-
ing this provision, whichever date is
earlier) without reference +to any
projected profit or loss of the Member
FCM, either the Adjusted Net Capital
of the Member FCM is less than the
rgreater of 7 percent of the funds
required to be segregated under the
Commodity Exchange Act and CFTC regu-

lations, less the market value of com-

modity options purchased by option

customers on or subject to the rules

of a contract market, provided, how-

ever, the deduction for each option

customer shall be limited to the
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(viii)

amount of customer funds in such

option customer's account:; or, for

securities brokers or dealers, [7
percent of the aggregate debit items
computed in accordance with SEC

Regulation 240.15c-3,] the amount of

net capital specified in Rule 15c3-

1d(b)(7) of the Regulations of the

Securities and Exchange Commission

(17 CFR 240.15c3-~1d(b)}(7)), or 1its

Adjusted Net Capital is 1less than
$60,000. Notwithstanding the above,
no prepayment shall occur without the
prior written approval of the Member
FCM's DSRO.

Suspended repayment.

(A) The payment obligation of the
Member FCM with respect to any
subordination agreement shall be
suspended and shall not mature
if, after giving effect to pay-
ment of such payment obligation
(and to all payments of payment
obligations of the Member FCM
under any other subordination
agreement(s) then outstanding

which are scheduled to mature on

~50-



or before such payment obliga-
tion), the Adjusted Net Capital
of the Member FCM would be less
than the greater of 6 percent of
the funds required to be segre-
gated pursuant to the Commodity

Exchange Act, less the market

value of commodity options pur-

chased by option customers on or

subiject to the rules of a con-

tract market, provided, however,

the deduction for each option

customer shall be limited to the

amount of customer funds in such

option customer's account; or,

for securities brokers or
dealers, [6 percent of the aggre-
gate debit items computed in
accordance with SEC Regulation

240.15c3-3,] the amount o¢f net

capital specified in Rule 15c3~-

1d8(b)(8)(i) of the Regqulations of

the Securities and Exchange Com-

mission (17 CFR 240.15c3-1d(b)

(8)(i)), or its Adjusted Net Cap-
ital would be less than $60,000.
Provided, that the subordinated

agreement may provide that if the
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(B)

payment obligation of the Member
FCM thereunder does not mature
and is suspended as a result of
the requirement of this paragraph
for a periocd of not less than 6
months, the Member FCM shall then
commence the rapid and orderly
liquidation of its business but
the right of the lender to
receive payment, together with
accrued interest or compensation,
shall remain subordinate as
required by the provisions of
this Section.

whenever a subordinated agreement
provides that a member FCM shall
commence a rapid and orderly
liguidation as permitted in
Cl-b(ix)(A) below, the date on
which the liquidation commences
shall become the maturity date
for each subordination agreement
of the Member FCM then outstand-
ing, but the rights of the
respective lenders to receive
payment, together with accrued

interest or compensation, shall
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(ix)

remain subordinate as reguired by

the provisions of this Section.

Accelerated maturity. The obligation

to repay is to remain subordinate, as

follows:

(n)

(B)

Subject to Cl-b{wviii) above, a
subordination agreement may
provide that the lender may, upon
prior written notice to the
Member FCM and its DSRO, given
not earlier than 6 months after
the effective date of such subor-
dination agreement, accelerate
the date on which the payment
obligation of the borrower,
together with accrued interest or
compensation, is scheduled to
mature, to a date not earlier
than 6 months after giving of
such notice, but the right of the
lender to receive payment,
together with accrued interest or
compensation, shall remain sub-
ordinate as required by this
Section Cl-b.

Notwithstanding this Section
Cl-b, the payment obligation of

the Member FCM with respect to a
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subordination agreement, together
with accrued interest and compen-
ﬁation shall mature in the event
of any receivership, insolvency,
liguidation  pursuant to the
Securities Investor Protection
Act of 1970 or otherwise, bank-
ruptcy, assignment for the bene-
fit of creditors, reorganization
whether or not pursuant to the
bankruptcy 1laws, or any other
marshalling of the assets and
liabilities of the Member FCM,
but the right of the lender to
receive payment, together with
accrued interest or compensation,
shall remain subordinate as
required by this Section Cl-b.

Accelerated maturity of subordination

agreement on event of default and

acceleration. The obligation to repay

is to remain subordinate, as follows:
(A) A subordination agreement may
provide that the lender may, upon
prior written notice to the
Member FCM and its DSRO, of the
occurrence of any event of accel~-

eration (as hereinafter defined)
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given no socner than © months
after the effective date of such
subordination agreement, accel=-
erate the date on which the
payment obligation of the Member
FCM, together with accrued in-
terest, or compensation, is
sCheduled to mature, to the last
business day of a calendar month
which is not less than 6 months
after notice of acceleration is
received by the Member FCM and
its DSRO. Any subordination
agreement containing such events
of acceleration may also provide
that, 1if upon such accelerated
maturity date the payment obli-
gation of the Member FCM is sus-

pended as required by Cl-b(viii)
above and liguidation of the
Member has not commenced on or
prior to such accelerated
maturity date, notwithstanding
Cl-b(viii) above, the payment
obligation of the Member FCM with
respect to such subordination
agreement shall mature on the

date immediately following such
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accelerated maturity date and in
any such event the payment obli-
gations of the Member FCM with
respect to all other subordina-~
tion agreements then outstanding
shall also mature at the same
time, but the rights of the
respective lenders to receive
payment, <together with accrued
interest or compensation, shall
remain subordinate as required by
this Section Cl-b. Events of
acceleration which may be
included 1in a subordination
agreement and comply with this

Section Cl-b(x} shall be limited

to:

(1) Failure to pay interest or
any installment of principal
on a subordination agreement
as scheduled;

(2) Failure to pay when due
other money obligations of a
specified material amount;

{3} Discovery that any material
specified representation of

warranty of the Member FCM
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(4)
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which is included in the
subordination agreement and
on which the subordination
agreement was based or con-
tinued was inaccurate in a
material respect at the time
made;

Any specified and clearly
measurable event which is
included in the subordina~
tion agreement and which the
lender and the Member FCM
agree, (a) is a significant
indication that the finan-
cial position of the Member
FCM has changed materially
and adversely from agreed
upon specified norms; or
{b)} could materially and
adversely affect the ability
of the Member FCM to conduct
its business as conducted on
the date the subordination
agreement was made; or
(c) is a significant change

in the senior management of



(B)

the Member FCM or in the
general business conducted
by the Member FCM from that
which obtained on the date
the subordination agreement
became effective; and
(5) Any continued failure to
perform agreed covenants
included in the subordina-
tion agreement relating to
the conduct of the business
of the Member FCM or relat-~
ing to the maintenance and
reporting of its financial
position.
Notwithstanding Cl-b(viii) above,
a subordination agreement may
provide that, if liquidation of
the business of the Member FCM
has not already commenced, the
payment obligation of the Member
FCM shall mature, together with
accrued interest or compensation,
upon the occurrence of an event
of default (as hereinafter
defined). Such agreement may

also provide that, if liquidation
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of the business of the Member FCM
has not already commenced, the
rapid and orderly liguidation of
the business of the Member FCM
shall then commence upon an event
of default. Any subordination
agreement which so provides for
maturity of the payment obliga-
tion upon the occurrence of an
event of default shall also
provide that the date on which
such event of default occurs
shall, 1if liquidation of the
Member FCM has not already com-
menced, be the date on which the
payment obligation of the Member
FCM with respect to all other
subordination  agreements then
outstanding shall mature, but the
rights of the respective lenders
to receive payment, together with
accured interest or compensation,
shall remain  subordinate as
required by this Section Cl-b.
Events of default which may be
included in a subordination

agreement shall be limited to:
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(1)

(2)

(3)

(4)

The making of an application by
the Securities Investor Protec-
tion Corporation for a decree
adjudicating that customers of
the Member FCM are in need of
protection under the Securities
Investor Protection Act of 1970
and the failure of the Member FCM
to obtain the dismissal of such
application within 30 days;
Failure to meet the minimum
capital requirements of the
Member FCM's DSRO throughout a
period of 15 consecutive business
days (commencing on the day the
borrower first determines and
notifies the DSRO or if the DSRO
first determines and so notifies
the Member FCM of such non-com-
pliance, on the day of such
notice).

The CFTC shall revoke the regis-
tration of the Member FCM as an
FCM;

The DSRO shall suspend (and not
reinstate within 10 days) or
revoke the Member FCM's status as

a member firm; and
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(5) Any receivership, insolvency,
ligquidation ©pursuant to the
Securities Investor Protection
Act of 1970 or otherwise, bank-
ruptcy, assignment for the bene-
fit of creditors, reorganization
whether or not pursuant to bank-
ruptcy 1laws, or any other mar-
shalling of the assets and lia-
bilities of the Member FCM.

A subordination agreement which con-

tains any of the provisions permitted

by this Section Cl-b(x) shall not
contain the provision otherwise per-
mitted by Section Cl-b{(ix}(A) above.

Sec. C2. Miscellaneous Provisions.

C2-a. Prohibited Cancellations.

The subordination agreement shall not be
subject to cancellation by either party; and no payment shall
be made with respect thereto and the agreement shall not be
terminated, rescinded or modified by mutual consent or other-
wise 1f the effect thereof would be inconsistent with the
requirements of Cl1 above.

C2-b. Notice of Maturity or Accelerated Maturity.

Every Member FCM shall immediately notify
its DSRO if, after giving effect to all payments of payment

obligations under subordination agreements then outstanding
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which are then due or mature within the following 6 months
without reference to any projection of profit or loss of the
Member FCM, its Adjusted Net Capital would be less than $60,000
or, its Adjusted Net Capital would be less than the greater of
6 percent of the funds reguired to be segregated pursuant to
the Commodity Exchange Act and CFTC regulations, less the

market value of commodity options purchased by option customers

on or subject to the rules of a contract market, provided, how-

ever, the deduction for each option customer shall be limited

to the amount of customer funds in such option customer's

account; or, for securities brokers or dealers, [6 percent of
the aggregate debit items computed in accordance with SEC

Regulation 240.15c-3-3,] the amount of net capital specified

in Rule 15c3-1d(c)2 of the Regulations of the Securities and

Exchange Commission (17 CFR 240.15c3-1d(c)(2)), or its Adjusted

Net Capital would be less than $60,000.

C2-c. Certain Legends.

I1f all the provisions of a satisfactory
subordination agreement do not appear in a single instrument,
then the debenture or other evidence of indebtedness shall bear
on its face an appropriate legend stating that it is issued
subject to the provisions of a satisfactory subordination
agreement which shall be adegquately referred to and incor-
porated by reference.

Cz2-4d. Legal Title to Securities.

All securities pledged as collateral to

secure a secured demand note must be in bearer form, or
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registered in the name of the Member FCM or the name of its
nominee or custodian.

C2-e. Temporary Subordinations.

To enable a Member FCM to participate as an
underwriter of securities or undertake other extraordinary
activities and remain in compliance with the financial require-
ments, a Member FCM shall be permitted, on no more than three
occasions in any 12 month period, to enter into a subordination
agreement on a temporary basis which has a stated term of no
more than 45 days from the date the subordination agreement
became effective. Provided, that this temporary relief shall
not apply to any Member FCM if the Adjusted Net Capital of the
Member FCM is less than the greater of 7 percent of the funds
required to be segregated under the Commodity Exchange Act and

CFTC regulations, less the market value of commodity options

purchased by option customers on or subject toc the rules of a

contract market, provided, however, the deduction for each

option customer shall be limited to the amount of customer

! . N
funds in such option customer's account; or, for securities

brokers or dealers, [if 7 percent of the aggregate debit items
computed in accordance with SEC Regulation 240.15¢c3-3] the

amount of net capital specified in Rule 15¢3-1d(c)(5)(1) of the

Regulations of the Securities and Exchange Commission (17 CFR

240.15¢c3-1d(c)(5)(1)) or its Adjusted Net Capital is less than

$60,000, or if the amount of egquity capital as defined in
Schedule B is less than the limits specified in Section 3.
Such temporary subordination agreement shall be subject to all

of the other provisions of Schedule C.
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c2-£f. Revolving Subordination-Special Payments.

A member FCM shall be allowed to enter intc a revolv-

ing subordination agreement which, at the option of the member

FCM but not at the option of the lender, if the agreement so

provides, allows a prepayment at anytime prior to the scheduled

maturity date, subject to the prior written approval of the

member FCM's DSRO. However, no such prepayment shall be made

if:

i. After giving effect thereto (and to all payments

of payment obligations under any other subordi-

nated agreements then outstanding, the maturity

or accelerated maturities of which are scheduled

to fall due within six months after the date

such special payment is to occur pursuant to

this provision, or on oI prior to the date on

which the payment obligation in respect to such

special payment is scheduled to mature dis=-

regarding this provision, whichever date 1is

earlier) without reference to any projected

profit or loss of the applicant or registrant,

the adjusted net capital of the applicant or

registrant is less than the greater of 10 per-

cent of the funds required to be segregated

pursuant to the Act and these requlations, less

the market value of commodity options purchased

by option customers on or subject to the rules

of a contract market, provided, however, the
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deduction_ for each option customer shall be lim-

jted to the amount of customer funds in such

option customer's account; OI, for security

brokers or dealers, the amount of net capital

gspecified in Rule 15¢c3-1d(c)(5)(ii) of the Regu-

jations of the securities and Exchange Commis-

sion (17 CFR 240.15c3-1d(c)(5)(ii)), or 1its

adjusted net capital is less than $100,000, or

ii. Pre-tax losses during the latest three-month

period were greater than 15 percent of current

excess adjusted net capital.

c2-g. [C2-f.] Filing.

Three copies of any proposed subordination
agreement (including nonconforming gsubordination agreements)
must be filed with the DSRO at least 10 days prior to the
proposed effective date of the agreement, or at such other time
as the DSRO for good cause shall find acceptable. The Member
FCM shall also file with the DSRO a statement setting forth the
name and address of the lender, the business relationship of
the lender to the Member FCM, and whether the Member FCM car-
ried funds or securities for the jender at or about the time
the proposed agreement was SO filed. All agreements shall be
examined by the DSRO prior to their becoming effective. No
proposed agreement shall be a satisfactory subordination agree-
ment for the purpose of these capital requirements unless and
until the DSRO finds the agreement acceptable and such agree-

ment has become effective in the form found acceptable.
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c2~h. [C2-g.] Subordination Agreements in Effect Prior to

December 20, 1978.

Any subordination agreement which has been
entered into prior to December 20, 1978 and which has been
deemed to be a satisfactory subordinated agreement pursuant to
the CFTC requirements then in effect or the rules of a contract
market shall continue to be deemed a satisfactory subordination
agreement until the maturity of such agreement. Provided, that
no renewal of an agreement that provides for automatic or
optional renewal .by the Member shall be deemed a satisfactory
subordination agreement unless it meets the requirements of

this Schedule C. And, Provided Further, that all subordination

agreements must meet the requirements of this Schedule C by
December 20, 1983.

Sec. C3. Exceptions.

The Member FCM's DSRO may allow debt with a maturity
date of 1 year or more to be treated as meeting the require-
ments of this Schedule C provided:

C3-a. Such exemption shall only be given when the
Member FCM's Adjusted Net Capital is less than the minimum
required by Section 1;

C3=-b. That such debt did not exist prior to its
use under this Section C3;

C3-c. Such exemption shall be for a period of 30
days or such lesser period as the DSRO may determine;

C3-4. Such exemption shall not be allowed more

than once in any 12 month peried; and
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C3-e. At all times during such exemption the

Member FCM shall make a good faith effort to comply with these

minimum capital requirements exclusive of any benefits derived

from this Section C3.
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SCHEDULE D
FINANCIAL REPORTS

Sec. D1. Certified Report.

Each Member FCM must annually file with its DSRO (see
Section 2) a certified financial report, on Form 1-FR or other
format acceptable to the FCM's DSRO, that speaks as of the
close of the FCM's fiscal year and is prepared by an indepen-
dent certified public accountant in accordance with CFTC Regu-
lation 1.16. (The term “other format acceptable® is used so
that certified FOCUS reports or certified financial statements,
prepared in accordance with generally accepted accounting
principles and accompanied by a reconciliation to the Form
1-FR, may be used to fulfill a Member FcM's filing regquire-
ments. )

Dl-a. Due Date.

Certified reports must be filed no later
than 90 days after the close of the Member FCM's fiscal year,
except in those cases where a Member FCM has applied to the
DSRO and has received an approval for an extension or has
received a notice from the DSRO that additional time 1is
required to analyze the request, pursuant to D8-d below, in
which case this provision does not apply.

Dl-b. Required Statements.

The Certified Report must contain the
following statements:

(i) Statement of Financial Condition;

(ii) Statements of Changes in Financial

Position and Ownership Equity for the
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period between the date of the most
recent certified statement of finan-
cial condition and the date for which
the report is made;
(iii) Statement of Computation of the Mini-
mum Capital Requirements;
(iv) Schedule of Segregated Funds Required

for Commodity Futures and Options and

Schedule of Segregated Funds on
Deposit;
(v) Statement of Income (Loss);

(vi) Statement of Changes in Liabilities
Subordinated to Claims of General
Creditors; and,

(vii) Attestation Letter.

Sec. D2. Interim Reports.

Each Member FCM must file with its.DSRO an
interim financial report, on FORM 1-FR or other format accept-
able to the DSRO, as of a date 6 months after the date for
which the certified financial report is due. (The term “other
format acceptable" is used so that FOCUS Reports may be used to
fulfill a member FCM's filing requirements.) For Member FCMs
which use the FOCUS Report to fulfill their filing require-
ments, the 6 month interim report requirement is satisfied by
the quarterly FOCUS Part II, which under SEC requirements is

filed based on the calendar quarter.
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D2-a. Due Date.

Interim reports must be filed no later than
45 days after the date for which the report is made, except in
those cases where a Member FCM has applied to its DSRO and has
received an approval for an extension, or has received a notice
from the DSRO that additional time is required to analyze the
request, pursuant to D4-d(i) below, in which case this provi-
sion does not apply.

D2«b. Required Statements.

The interim Financial Report must contain
the following statements:
(i) Statement of Financial Condition;
(ii) sStatement of Changes in Ownership
Equity for the period between the date
of the most recent certified statement
of financial condition and the date
for which the report is made;
(iii) statement of Computation of Minimum
Capital Requirements;
(iv) Schedule of Segregated Funds Regquired

for Commodity Futures and Options and

Schedule of Segregated Funds on
Deposit; and,

(v} Attestation Letter.
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Sec. D3. Other Reports.

D3-a. Additional Information Requests.

1f requested by its DSRO, a Member FCM must
promptly submit such additional reports and supplemental finan-
cial information which the DSRO deems necessary.

D3-b. Position and Cash Information.

Unless expressly exempted by its DSRO, each
Member FCM must submit to the DSRO a report containing all open

futures and commodity options positions carried by the Member

FCM for Customer, ©Non-Customer and Proprietary Accounts.
Additionally, for Proprietary Accounts and Non-Customer
Accounts of parents and affiliates, the Member FCM must furnish
upon special reguest a report containing all of the cash
commodity positions of the parent or affiliate. These reports
must be submitted on the DSRO's Supplementary Schedules or in
another comparable format acceptable to the DSRO.

D3-c. Reports Submitted to Exchanges and Other
Requlatory Agencies.

Each Member FCM which also is a member of
any securities or commodity exchange or other self-regulatory
organization, or which is subject to financial reporting
requirements of any federal agency, must promptly submit to its
DSRO, unless specifically exempted, copies of any and all
financial reports and statements (for example, FOCUS Reports)
submitted pursuant to the requirements of those exchanges,

organizations or agencies.

-71=



Sec. D4. Miscellaneous Provisions.

D4-a. Certification and Attestation Requirements.

(1)

(ii)

(1ii)

(iv)

(v)

For a Member FCM which is a registered
partnership, financial reports must be
signed by two general partners.

For a Member FCM which is a corpora-
tion, financial reports must be signed
by at 1least two of the bona fide,
active executive officers of the cor-
poration.

For a Member FCM which is a sole
proprietorship, financial reports must
be signed by the proprietor.

The signature of a partner of such
partnership or an officer of such
corporation may be waived by the DSRO,
at its discretion. 1In the event of
such waiver, an FCM will be required,
in the case of a partnership, to have
one general partner sign the financial
reports. In the case of a corpora-
tion, the FCM will be required to have
the chief executive officer or the
chief financial officer sign the
financial reports.

Financial reports audited by an inde-

pendent public accountant must be
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attested to by the independent public

accountant.

D4-b. Retention of Audit Report.

A copy of each audit report signed by the

Member FCM's independent public accountant must be retained as

part of the books and records of the Member FCM.

D4-c. Election of Fiscal Year.

A Member FCM must continue to use its cur-

rent fiscal year, calendar or otherwise, unless a change in

such fiscal year is approved upon written application to the

DSRO.

D4-d. Extension of Time for Filing.

(i)

Interim Financial Statements.

In the event a Member FCM finds that
it camnot file its report for any
period within the time specified in
D2-a above without substantial undue
hardship, it may file with the DSRO an
application for an extension of time
to a specified date which may not be
more than 90 days after the date as of
which the financial statements were to
have been filed. The application must
state the reasons for the requested
extension and must contain an agree-
ment to file the report on or before

the specified date. The application
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(ii)

must be received by the DSRO before
the time specified in D2-a above for
filing the report. Wwithin a reason-
able time, not to exceed 10 calendar
days after receipt of the application
for an extension of time, the DSRO
shall (A) notify the Member FCM of the
grant or denial of the requested
extension; or (B) indicate to the
Member FCM that additional time is
required to analyze the request, in
which case the amount of time needed
will be specified.

Certified Financial Statements.

For an extension of time in which to
file a certified financial statement
{Dl-a above), the Member FCM nmust
apply to the DSRO. In no event will
an extension of time exceed 90 days
after the date the statement was
originally due.
The application must:
(A) State the reason for the regquest;
(B) Indicate that the inability to
make a timely filing is due to
circumstances beyond the control

of the Member FCM, if such is the
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(<)

(D)

(E)

(F)

(G)

case, and describe briefly the
nature of such circumstances;
Be accompanied by the latest
available formal computation of
Adjusted Net Capital under Sec-
tion 1;

Include the most recent statement

of segregation for commodity

futures and/or commodity options

where applicable;

Contain an agreement to file the

report con or before the requested

extension date;

Be received by the DSRO prior to

the date the statement was origi-

nally due; and,

Include a letter from the inde-

pendent public accountant

explaining:

(1) The reason for the reguest;

(2) The nature of any material
inadequacies disclosed thus
far in the audit work; and

(3) The nature of any signifi-
cant adverse financial or
reporting findings which
would cause a deficiency

under Section 1.
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Within a reasonable time, not to
exceed 10 calendar days after receipt
of the application for an extension of
time, the DSRO shall (A) notify the
Member FCM of the grant or denial of
the requested extension; or (B) indi-
cate to the Member FCM that additional
time is required to analyze the
request, in which case the amount of

time needed will be specified.
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SCHEDULE E
PROCEDURES FOR RELIEF REQUESTS

Sec., El. Definition.

"Relief request" means a request --

El-a. Debt-Equity Ratio.

Under Section 3 and CFTC Regulation 1.17(d)
for exemption from the minimum debt-equity ratio;

El-b. Withdrawal of Capital.

Under Schedule B, Section B2-c and CFTC
Regulation 1.17(e) to withdraw equity capital;

El=-c. Consolidation.

Under Schedule A, Section A8~b{ii) and CFTC
Regulation 1.17(f)(2)(ii) for approval of consolidation;

El-d. Secured Demand Notes.

Under Schedule C, Section Cl=-a(v)(B) and
CFTC Regulation 1.17(h)(1){v)(B) for approval of terms in a
secured demand note relating to conditions for the making of a
demand;

El-e. Subordinated Borrowings; Prepayment.

Under Schedule C, Section Cl -b(vii) and
CFTC Regulation 1.17(h)(2)(vii) to prepay subordinated borrow-
ings;

El-f. Emergency Subordination.

Under Schedule C, Section C3 and CFTC Regu-

lation 1.17(h)(4) for approval of an emergency subordination;
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El-g. Fiscal-Year Election.

Under Schedule D, Section D4-c and CFTC
Regulation 1.10(e) for approval of a change in a fiscal-year
election; or

El-h. Filing Extention.

Under Schedule D, Section D4-d and CFTIC
Regulations 1.10(f) and 1.16(f) for a filing extension.

El-i. Uncovered Commodities

Under Schedule A, Section A2-e, for a
no-action position regarding the 20% charge on “uncovereg®
commodities deposited as collateral. (A no-action position may
be taken regarding commodities which are covered, but do not
appear as hedged on the books of the Member FCM.)

Sec. E2. Filing.

A Member FCM that has filed any relief request with
its DSRO need not file such request with the CFTC. The DSRO
will promptly advise the CFTC of the request and use its best
efforts to provide the CFTC with all pertinent information
available to the DSRO.

Sec. E3. Grant of Relief Request; Effect of.

Except where the relief requested is the withdrawal
of equity capital or the prepayment of subordinated borrowings
(E2-c and E2-f, above), the DSRO may, in its discretion, grant
the relief request without receiving the prior concurrence of
the CFTC. Any such grant of relief shall be valid and shall

remain in full force and effect unless or until reversed by the
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CFIC or withdrawn by the DSRO on its own initiative. The Mem-
ber FCM shall be deemed in compliance with the applicable pro-
vision (see E1, above) of these Financial and Related Reporting
Requirements and related CFTC Regulations during the effective
period of any such grant. No violation of these Requirements
or related CFTC Regulations by the Member FCM shall occur for
having acted in accordance with the decision of the DSRO during
its period of effectiveness. The DSRO will promptly advise the
Member FCM of any reversal by the CFTC or withdrawal by the
DSRO.

Sec. E4. CFTC Concurrence.

The DSRO will not approve any withdrawal of equity
capital or prepayment of subordinated borrowings (see E2~b and
E2-e, above) without first having received the concurrence of
the CFTC. The DSRO will promptly advise the Member FCM of the
determination.

Sec. E5. Inguiries.

All inquiries concerning the status of relief
requests should be directed to the appropriate official of the
Member FCM's DSRO (the appropriate NFA official is the Director
of Compliance). Every effort will be made to assure the prompt
review and disposition of all relijef requests.

Sec. E6. Furnishing Additional Information.

In reviewing any relief request, additional informa-
tion may be required from the Member FCM. This information
should be furnished as promptly as possible, unless the Member

FCM decides to withdraw the request. Failure to furnish the
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required information in a timely manner may be deemed to be a
withdrawal of the relief request.
Sec. E7. Compliance with Schedule; Effect of.

Compliance with the procedures set forth in this
Schedule ijis expressly deemed by the CFTC to be satisfactory
compliance by a Member FCM with the provisions of the CFTC

Regulations referenced in El, above.
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N FH NATIONAL FUTURES ASSOCIATION
f ) 7 200 W. MADISON ST« CHICAGO, IL » 60606 » (312) 726-0070
November 10, 1982

Ms. Jane K. Stuckey

Office of the Secretariat

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

Washington, D.C. 20581

Re: National Futures Association
Proposed Amendments to
Financial Requirements

Dear Ms. Stuckey:

By letter dated October 11, 1982 from the undersigned, National
Futures Association ("NFA") submitted to the Commodity Futures

Trading Commission ("CFTC") proposed amendments to NFA Financial
Requirements.

NFA hereby amends that submission with certain technical correc-
tions to Section A5-c of Schedule A and Section C2-b of Schedule
C, as set forth below. Additions to the language of those
sections, as altered by the submission of October 11, 1982, are
underlined, and deletions are placed within brackets.

AS5-c. Deferred Income Tax Liability
Exclude the lesser of any deferred income tax
liability related to the items in (i), (ii), and (iii) below, or
the sum of (i), (i1i), and (1ii) below:

(1) [Deferred tax liability of the unrealized
gain on an asset which has been assessed
charges elsewhere in this computation to
the extent of those charges;]

(1) The agaregate amount resulting from
applying to the amount of the deductions
computed i1n accordance with Section A6,
the appropriate federal and State tax
rate(s) applicable to any unrealized gain
on the asset on which the deduction was
computed;

(11) Any deferred tax liability related to income
accrued which 1s directly related to an

asset otherwise deducted pursuant to Section
13



Ms. Jane K. Stuckey
November 10, 1982
Page 2

(ii1) Any deferred tax liability related to
unrealized appreciation in value of any
asset which has been otherwise excluded from
current assets in accordance with these
requirements.,

44

C2-b. Notice of Maturity or Accelerated Maturity.
tvery member FCM shall immediately notify its DSRO if,

after giving effect to all payments of payment obligations under
subordination agreements then outstanding which are then due or
mature within the following 6 months without reference to any
projection of profit or loss of the member FCM, its Adjusted Net
Capital would be less than [$60,000 or, its Adjusted Net Capital
would be less than] the greater of 6 percent of the funds
required to be segregated pursuant to the Commodity Exchange Act
and CFTC requlations, less the market value of commodity options
purchased by option customers on or subject to the rules of a
contract market, provided, however, the deduction for each option
customer shall be limited to the amount of customer funds in such
option customer's account; or, for securities brokers or
dealers, the amount of net capital specified in Rule 15c3-1d(c)2
of the Requlations of the Securities and E£xchange Commission (17
CFR 240.15¢3-1d(c)(2)), or its Adjusted Net Capital would be
less than $60,000.

LR A

These technical corrections conform the submission of
October 11, 1982 to the text of the Financial Requirements as
adopted by the NFA Transitional Board of Directors on October 14,
1982.

Very truly yours,

NATIONAL FUTURES ASSOCIATION

Joseph H. Harrison, Jr.
General Counsel and Secretary

JHH/ im

cc: wf;dree M., Corcoran
Theodore W. Urban



N FH NATIONAL FUTURES ASSOCIATION
200 W. MADISON ST » CHICAGO, IL » 80506 « (312) 726-0070

November 11, 1982

Mr. Jane K. Stuckey

Office of the Secretariat

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

Washington, D.C. 20581

Re: National Futures Association;
Propcsed Amendments to
Financial Regquirements

Dear Ms., Stuckey:

By letter dated October 11, 1982 from the under-
signed, National Putures Association (“NFA") submitted to
the Commodity Futures Trading Commission ("CFTC") proposed
amendments to NFA Financial Requirements. In that letter
NFA undertook to notify the CFTC by supplemental letter of

the date of the adoption of those amendments by the Board of
Directors of NFaA.

Please be advised that the above-referenced amend-
ments to NFA Financial Requirements were adopted by the
Transitional Board of Directors of NFA at a meeting held
October 14, 1982.

Very truly yours,

NATIONAL FUTURES ASSOCIATION

By

Joseph H. Barrison, Jr.
General Counsel and Secretary

JHH:CvVv
¢cc: Andrea Corcoran
Theordore W. Urban

becec: R.K. Wilmouth
Jean Tippins
Dan Driscoll
Jan Saran



2033 K STREET, M0, WAZNS

DIVISION OF
TRADING AND MARKETS

Novertber 24, 1982

My. Joseph H. Barrison
General Counsel and Secretary
National Futures Association
200 W. Madison Street
Chicago, Illinois 60606

Re: Proposed Amendments to NFA
Financial Requirements
Dear Mr. Harrison:

I recently spoke with Dan Driscoll regarding certain amendments to
NFA's financial rules which are necessary in order that the Division may
recammend approval of the above proposal to the Camission. The amendments
are necessary to ensure that NFA's financial requirements conform to Com—
mission requlations and are as unambiguous as possible.

By letter dated November 10, 1982, NFA amended its original proposed
Rule C2-b to delete an unnecessary phrase. The Novenber 10 amendment deletes
the incorrect phrase, however. In order to conform to 17 C.F.R. §1.17(h) (3)
(ii) as amended in 47 Fed. Reg. 41513, 41518 (Septenber 21, 1982), the phrase
deleted in the November 10 submission should be reinstated, and the phrase
following the final comma stating "or its Adjusted Net Capital would be less
than $60,000" should be deleted instead. Otherwise, the rule reads that the
DSRO must be notified of a decrease of adjusted net capital below $60,000
only if an FOM is also a securities broker, This current language of C2-b

clearly does not conform to the language and intent of the Cammission's
requlation.

There are several other NFA financial rules which should be amended
in a similar fashion to ensure their conformance with Commission regqulations.
NFA Rules Cl-b(vii), Cl-b{viii) (a), C2-e and C2-f, respectively correspanding
to Commission Regulations 1.17(h) (2) (vii) (A), 1.17(h) (2) (viii) (A}, 1.17(h) (3)
(v), and 1.17(h) (2) (vii) (B) as amended in 47 Fed. Reg. at 41517-18, require
the following amendments. In order to amend Rule Cl-b(vii) properly, on page
49 of the October 11 submission, beginning with the ninth line fram the
bottom of the page, the word "greater" should be changed to "greatest”
because three, not two, items are being compared. On page 50, a semicolon,
rather than a comma, should be inserted immediately following the reference
to the SEC requlations, and the portion reading "its Adjusted Net Capital is
less than" should be deleted so that the sentence ends "or $60,000." The



Mr, Joseph H. Harrison
Page Two

Same amendments should be made to Cl-b(viii) (a) (page 51}, C2-e (page 63},

and C2-f (page 65), except that $100,000 is the appropriate dollar amount
under C2-f,

Slmldywhaveanyquestimsregardmgthismtter, please call me at
(202) 254-8955, '

Sinogrely .

Mat:
Staff Attorney



N FH NATIONAL FUTURES ASSOCIATION
200 W. MADISON ST« CHICAGO, IL » 60606 * (312) 726-0070

December 23, 1982

Ms. Jane K. Stuckey

Office of the Secretariat

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

Washington, D.C. 20581

Re: National Futures Association;
Proposed Amendments to
Financial Requirements

Dear Ms. Stuckey:

By letter dated October 11, 1982 from the undersigned,
National Futures Association ("NFA") submitted to the Commodity
Futures Trading Commission ("CFTC") proposed amendments to
NFA Financial Requirements for approval pursuant to Section
17(3) of the Commodity Exchange Act. 1In response to certain
suggestions from Ms. Karen Matteson, Staff Attorney, Division
of Trading and Markets, NFA submitted, by letter dated
November 10, 1982, certain technical corrections to Section
A5-c of Schedule A and Section C2-b of Schedule C. By letter
dated November 24, 1982 Ms. Matteson made further suggestions
for alterations in the Financial Requirements submitted
October 11, 1982.

In response to the November 24, 1982 letter from
Ms. Matteson NFA hereby submits certain technical corrections
to its submission of October 11, 1982. These technical
corrections, which supersede those contained in NFA's letter
of November 10, 1982, are incorporated in the new pages
enclosed herewith, which are to be substituted for the
corresponding pages of Exhibit A to NFA's October 11, 1982
submission. The new pages enclosed are pages 20, 49, 50,
51, 62, 63, 64 and 65. Please make the appropriate substi-
tutions in your files and consider the new pages as part of
our submission of October 11, 1982.

Very truly yours,
NATIONAL FUTURES ASSOCIATION

Joseph H. Harrison, Jr.
General Counsel and Secretary
JHH:cv
cc: Andrea C. Corcoran
Theodore W. Urban
Linda Kurjan
Karen Matteson



‘ AS-c. Deferred Income Tax Liability
Exclude the lesser of any deferred income tax
liability related to the items in (i), (ii), and (iii) below, or
the sur of (i), (ii), and (iii) below:

(i) [Deferred tax liability of the unrealized
gain on an asset which has been assessed
charges elsewhere in this computation to
the extent of those charges;)

(1) The aggregate amount resulting from
2pplying to the amount of the deductions
computed in accordance with Section Ab,
the appropriate Federal and State tax
rate(s) applicable to any unrealized gain
on _the asset on which the deduction was

computed;

(ii) Any deferred tax liability relate3d to income
accrued which is directly related to an
asset otherwise deducted pursuant to [Section
1;] these financial rules;

(iii) Any deferred tax liability relate2 to
unrealized appreciation in value of ary
asset which has been otherwise excluied fro—
Current Assets in accordance with these
reguirerents.

£ 3
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it apply to revolving agreements cov-

ered under Section C2-f. Mo prepay-
ments shall be made, if, after giving
effect thereto (and to all payments of
payment obligations under any other
subordinated agreements then outstand-
ing, the maturity or accelerated
maturities of which are scheduled to
fall due within 6 months after the
date such prepayment is to occur
pursuant to this provision, or on or
pPrior to the date on which the payment
obligation in respect to such prepay-
ment is scheduled to mature disregard-
ing this provision, whichever date is
earlier) without reference to any
projected profit or loss of the Member
FCM, either the Adjusted Net Capital
of the Member FCM is less than the[greater]
greatest of 7 percent of the funds
required to be segregated under the
Commodity Exchange Act and CFIC regu-

lations, less the market value of com-

modity options purchased by option

Customers on or subject to the rules

of a contract market, provided, how-

ever, the deduction for each option

customer shall be limited to the

-49-



(viii)

amount of customer funds in sguch

option customer's account; or, for

securities brokers or dealers, {7
percent of the aggregate debit items
Computed in accordance with SEC
Regulation 240.15¢c-3,] the amount of

net capital specified in Rule }5c3-

1d(b}(7) of the Regqulations of the

Securities and Exchange Commrission

{17 CFR 240.15¢c3-1d(b)(7)). or [its

Adjusted Net Capital is less than]
$60,000. Notwithstanding the above,
no prepayment shall occur without the
pPrior written approval of the Member
FQ¥'s DSRO.

Suspended repayment.

(A} The payment obligation of the
Member FCM with respect to any
subordination agreement shall be
suspended and shall not mature
if, after giving effect to pay-
ment of such payment obligation
(and to all payments of payment
obligations of the Member FCM
under any other subordination
agreenent(s) then outstanding

which are scheduled to mature on



or before such payment obliga-
tion), the Adjusted Net Capital
of the Member FCM would be less than the
[qreater}Elte-st of 6 percent of
the funds regquired to be segre-
gated pursuant to the Commodity
Exchange Act, less the market

value of commodity options pur-

chased by option customers on or

subject to the rules of a con-

tract market, provided, however,

the deduction for each option

customer shall be limited to the

amount of customer funds in such

option customer's account; or,

for securities brokers or
dealers, [6 percent of the aggre-
gate debit items computed in
accordance with SEC Regulation

240.15¢c3-3,] the amount of net

capital specified in Rule 15¢3-

14(b)(8)(i) of the Regqulations of

the Securities and Exchange Com-

mission (17 CFR 240.15c3-l1d(b)

(8)(i)): or {its Adjusted Net Cap-
ital would be less than] $60,000.
Provided, that the subordinated

agreeasent may provide that if the



of

vwhich are then due or mature within the follow:;hg é months
without reference to any projection of profit or loss of the

Fexber FCM, its Adjusted Net Capital would be less than 860,000

or, its Adjusted Net Capital would be less than the [greaterlgreatest

6 percent of the funds reguired to be segregated pursuant to
the Commodity Exchange Act and CFTC regulations, less the

market value of commodity options purchased by option customers

on or subject to the rules of a contract market, provided, how-

ever, the deduction for each option customer shall be limited

to the amount of customer funds in such option customer's

account: or, for securities brokers or dealers, [6 percent of
the aggregate debit items computed in accordance with SEC

Regulation 240.15c-3-3,] the amount of net carital specified

in Rule 15c3-1d{c)2 of the Regulations of the Securities and

Exchange Commission (17 CFR 240.15c3-1d(c)(2)). [cr its Adjusted

Net Capital would be less than $60,000.]

C2-c. Certain Legends.

1f all the provisions of a satisfactory
subordination agreement do not appear in a single instrument,
then the debenture or other evidence of indebtedness shall bear
on its face an appropriate legend stating that it is issued
subject to the provisions of a satisfactory subordination
agreement which shall be adeguately referred to and incor-

porated by reference.

c2-4d. Legal Title to Securities.

All securities pledged as collateral to

secure a secured demand note must be in bearer form, or

=62~



registered in the name of the Member FCM or the name of its
nominee or custodian.
c2-e. Temporary subordinations.

To enable a Member FCM to participate as an
undervriter of gsecurities oOr undertake other extraordinary
activities and yemain ip compliance with the financial regquire-
ments, a Member FCM shall be permitted, on no more than three
occasions in any 12 month period. to enter into a subordination
agreement on a temporary basis which has a stated term of no
more than 45 days from the date the subordination agreement
became effective. provided, that this temporary relief shall
not apply to any Member FCM if the Adjusted Net capital of the
mexber FCM is less than tﬁff&fggiéstof 7 percent of the funds
regquired to be segregated under the Commodity gxchange Act and

CFTC regulations, jess the market value of commodity options

purchased by option customers On or subject to the rules of a

contract market, provided, howevexr, the deduction for each

option customer shall be limited to the amount of customer

- , » » -
funds in such option customer's account; or, for securitles

brokers or dealers, {if 7 percent of the aggregate debit items
computed in accordance with SEC Regulation 240.15¢3-3] the

amount of net capital gpecified in Rule 15¢3-14(c)(5)(1) of the

Regulations of the securities and Exchange commission (17 CFR

240.15:3-16(:)(5)(1)1:01'[its Adjusted Net Capital is less than)
$60,000, or if the amount of equity capital as defined in
Schedule B is 1less than the limits specified in Section 3.
s$uch temporary subordination agreement shall be subject to all

of the other provisions of Schedule C.

b3~



ca2-f.

Revolving Subordination-Special Payments.

A member FCM shall be allowed to enter into a revolv-

ing subordination agreement which, at the option of the member

FCM but not at the option of the lender, if the agreement so

provides, allows a prepayment at anytime prior to the scheduled

maturity date, subject to the pPrior written approval of the

memrber FCOM's DSRO.

However, mo such prepayment shall be made

if:

After giving effect thereto (and to all payments

of payment obligations under any other subordi-

nated agreements then outstanding, the maturity

or accelerated maturities of which are scheduled

to fall due within six months after the date

such special paveent 1is to occur pursuant to

this provision., 6r on or prior to the date on

which the paymert obligatiorn in respect to such

special payment is scheduled to mature dis-

regarding this provision, whichever date is

earlier) without reference to any projected

profit or loss of the applicant or registrant,

the adjusted net capital of the applicant or

registrant is less than the greatst of 10 per-

cent of the funds required to be segregated
pursuant to the Act and these regulations, less

the market value of commodity options purchased

by option customers on or subject to the rules

©of a contract market, provided, however, the




deduction for each option customer shall be lim-

ited to the amount of customer funds in such

option customer's account; or, for security’

brokers or dealers, the amount of net capital

specified in Rule 15¢c3-1d(c){5)(ii) of the Requ-

lations of the Securities and Exchange Commis-

sion (17 CFR_240.15c3-1&{c)(5)(ii)).; or lits
adjusted net capital is less than! $100,000, or

ii. Pre-tax losses during the latest three-month

period were greater than 15 percent of current

excess adjusted net capital.

c2-g. [C2-f.) Filing.

Three copies of any proposed subordination
agreement (including nonconferming subordination agreements)
must be filed with the DSRO at least 10 days prior to the
proposed effective date of the agreement, or at such other time
as the DSPO for good cause shall find acceptable. The Member
FCM shall also file with the DSRO a statement setting forth the
name and address of the lender, the business relationship of
the lender to the Member FCM, and whether the Member FCM car-
ried funds or securities for the lender at or about the time
the proposed agreement was so filed. All agreements shall be
examined by the DSRO prior to their becoming effective. No
proposed agreement shall be a satisfactory subordination agree-
ment for the purpose of these capital requirements unless and
until the DSRO findes the agreement acceptable and such agree-

ment has become effective in the form found acceptable.

-5~



UNITED STATES OF AMERICA
COMMODITY FUTURES TRADING COMMISSION

2033 K Street, N.W.
Washington, D.C. 20581

January 25, 1983

Mr. Joseph H. Harrison, Jr.
General Counsel and Secretary
National Futures Association
200 W. Madison Street
Chicago, Illinois 60606

Re: Amendments to NFA's Financial Requirements
Dear Mr. Harrison:

By letters dated October 11, November 10, November 11, and December
23, 1982, NFA submitted proposed amendments to its financial requirements for
Commission approval pursuant to section 17(j) of the Commodity Exchange Act.
The Commission approved the proposed amendments on January 25, 1983. The
Commission also determined, pursuant to section 17(j), that the proposed
amendments may be made effective immediately, as requested by NFA, rather
than thirty days fram the date of Commission approval.

Very truly yours,

por £

ane K. Stuckey
Secretary of the Cammission




