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Ms. J ene K. Stuckev
0ffice of the 5ecrLtariat
Commodity F ut ures Tradinq Commission
zlt, K Street, N.W.
l{ashington, D. C. 2O5B'l

Re: NaLional Futures Association; proposed Amendmentsto Bylews

Dear Ms. Stuckey:

PursuanL to Section 17(j) of the Commodity Exchange
Act r_ as amended , ( uAct" ) National Futures AssociatiLn (,'NFAi /hereby submits to the Conrnodity Futures Trading Commission
( "Commissionn ) the following amendments to Secfion I(e) ofschedule A to NFA's Bylaws ind NFA Bylaw )01(i) wnicn NFA intendsto make effective ten days afLer receipt of Lhis submission bythe conmission. These anendments were approved by the NFA Boerdof Directors at its meeting on August 19, 1ge^t. in the Lext
belo w, where approp ri at e, additions are underscored.

I. Schedule A

l\ NATTONAL FUTURES ASSOCTATTON

I I 2m w. MAD|SON ST.CHICAGO, 11.60606.(312) 781.1300

September 1, 1981

Schedule A is amended to read as follows:

SCHEDULE A

***

I. REGISTRATION

*tt
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(e) RegisLration F ees

Associated Persons - Each Form 8-R submitted in connect ion
wi th the registration of an associated person must be
accompanied by a fee of $10 for each registration capacity
For which application is made.

Introducino Brokers - Each aoolication for reoistration as
an lntroductn roker e accomoan a tee o

or eacn oomes
or renewal ot an exrs
roker mus e accomoan
omestrc oTrlce.

reoIS!raLron as
r ancn o ce an eacn a cation

ucln
or each

A, which is
ByIaw )05,
in order to

a ree o

II. Bylaw )01

Bylaw 101(i) ls

+.t.*

**.*

amended to read as follows:

CHAPTER ]

MEMBERSHIP AND ASSOCIATION WIIH A MEMBER

Eylaw 301. Requirements and Restricti.ons.
**.t

( i ) Name and Address.

Each Member shall at aIl times register and mainLain with
the Secret ar y its correct neme and principal address, and
the correcL name and address of each req ist ered Associate
employed by the Member. The principal iddre=s of each
Member and the address orffi
currentlv on Fi le with NFA shal l be deemed bv NFA the
correct address l'or deliverv to the Member or Associate
@tffi

EXPLANATION OF AMENDHENTS

Schedule A

The amendment to Section I(e) of Schedule
incorporated by reference into NFA's Bylaws through
set s forth reoisL r at ion fees for introducino brokers
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recover. costs for processing regisL
;iii:i:::" of persons for w6om fiFA

Bylaw 101

Bylaw 1 0 1 ( i ) 
. 

c u r r e n t I y requires Lhat each Member at alltimes mai nt ai n with NFA its 
"o""""i 

-""r" 
""0 pri ncip al address.It is essentiat thar NFA_knori h;;-f" ;;; in touch with each otits Members. However, if a Member fail s to keep NFA informed ofaddress changes *tO.r?f have diFficriiy tn Oefiierinq-;;;;;-not ic e to the Member in connection with disciplinary proceedingsor other matters. The,purpose of tnis amendment is to parallelcommission Regulation .1.lo' ano "p""iii""rry authorize NFA to deemthe lasL principar address suumitteJ tf-a rrremuer to be itscorrect. address for delivery to the Member of any "orruni""t.on,document or notice from NFA.

pursuant to Sect ion 17(j) of the Act , NFA also hereoyfiles and requests rev iew- 
"na "ppiou"l Jf proposed Sect ion II (a)of ScheduLe A to NFAis ByIaws 

"li-,rr"Or"nts to NFA Bylaws1101(c.l and 1302 adopted by NFA's Board of Directors at itsmeeting on August 18, ,l9Bi and set ro"fn u"fo*. i"-tn" iJiro*rnqtext, where appropriate, addit ions a r e 
- 

u n O e r s c o r e d .

III. Schedule A

suc erson has
xamlnatlon

ration applications For thosehas registration responsr_

***

II. PROFICIENCY REQUIREMENTS

(a) ,Associ ated person Qualification Testinq Requirement
Any person a lying to NFA for registration as ,an associatederson of an ncroducrnq broker unoer ursuant toecEron
reQls re as an Sssoc o trereerson or who a orsuch re s raclon as o an ose sf,ra-on ls no
no e so re sIete UNIESS

sha
rece ves sat.l.sevldence

ommo u ures

***

aKen an asse

re

ational
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IV . ByIaw 1101(c)

Bylaw 1101(c) is amended to r ead as follows:

CHAPTER 1]

DUES AND ASSESSMENTS

Schedule of Dues and AssessmenLs.ByIaw 1 )0'l .

.t .* .r

(c) 0ther Members.

Annual dues for a Commodity Pool 0perator
Broker shall be $500 For Lhe year of such
reqistration under the Act and thereaf ter
except th at annua I d ues for an introduci
requlre o marnf,aln mlnLmum ad-l usted ne

ues Tor a Lommo y I ra ng
E-S5oo. All Members of NFA, other than

set forth in this By Iaw, shal I pay to NFA
$1r000. The Board may in its discretion
Iower annual dues For such other Members.
ducing Brokers, Commodity Pool 0perators
Tradino Advisors.

:F-r*

Byl.aw'1 102

Bylaw 1102 is amended to reed as follows:

Annual dues shall be payab le in
January of each year, or at such
Board shall determine. Members
such dues are oayable sha
cnar oe o er mon or Dor

or Introducing
entity's initial
shall be $1r000
broker not

shal I be
vlsor sna

those.previously
annuaL d ues of

wai ve or establish
excluding I ntro-

and Commod i t y

on the first day of
time or tirnes as the
dues after Lhe date

ate Daymen
ssessmen

CHAP TER 1 

'
DUES AND ASSESSMENTS

**i

ByIaw 1)02. Payment of Dues and Assessment

advance
oLher

ased up on ures f, r ans acE rons s

av.I'n

payable to NFA
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v{ithin thirty (}0) days after the end of each NFA f iscal
quarter for t r ans act i ons efFected during thaL quarter. In
addition to such assessments each FCM shaIl pay to NFA an
amount eaual to one month's interesL at an annual rate of
10% (or such other rate of intereet as the Presidentr with
the conc ur rence oi the Executive CommitLee, may determine
from time Lo time) on the amounL of any such assessment
payable by the FCM for every month or fract ion thereo F such
assessment paynent is late. Except as Lhe Eoard may
otherwise provide by r esol ut i on, each Member shall pay dues
and assessmenLs, as applicable, for each calegory in which
the Member --or an affiliate thereof , un I ess such af f iliate
is a Member in its own righL-- is regisLered with the
Commission and conducts business.

t*t

EXPLANATION OF AMENDMENTS

Schedule A

Ms. Jane K. Stuckey
SepLember 1, '198t
P age F ive

Section II(a) of ScheduIe A requires that
of IBs hav e Laken and passed Lhe National Commodity
Examination. The amendmenL would rrgrandf atherrr all
were registered or who had applied for registration
associated person of an FCM or IB as oF August 1, 1

are currently so registered.

aIl new APs
Futures
persons who
as an

981 and who

The CFTC has adopted rules relating to IBs which wilI
permiL an IB which obtains a guarantee of its liabilities from an
FCM to be registered without maintaining any minimum net capital.
NFA understands this provision to be intended for the benefit of
smal I er entities which are closely tied to an FCM willing to
accept responsibility for the IB and which cannot afFord to meet
a minimum capit al requirement. Because the type of IBs which
would do business under an FCM guarantee may be quiLe distinct
from the type which would mainLain their own capital, the Board
deLermined to establish different dues requirements for the two
types of I Bs.

Bylaw 1102

The Board previously has adopted an amendment to Eylaw
'IJOZ to esLablish a penalty for Iate payment by FCMs of NFA
Assessment Fees. The pattern of payment of Assessment Fees for
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Lhe I ast quarter of fiscal 198I indicates that the LaLe payment
penalt y is working well to assure t imel y payment. As a result of
the success of the rule, NFA has further amended Bylaw 1JO7 Lo
esLablish a laLe annual dues paynent charge of $25 per month.

NFA respect fuIly requests Lhat Sect i on II(a) of
Schedule A and the amendments to Bylaw 1101(c) and EyIaw 13O2 be
declared effective upon approval by the Commission and thaL
Section I(e) of Schedule A and the amendment ByIaw 301( i ) become
effective ten days after receipt by Lhe Commission.

Ver y truly yours,

NATIONAL FUTURES ASSOCIATION

JHH: ep
cc: Act ing Chairman Susan

Comm issioner Kalo A.
Commissioner Fowler C

Andrea A. Corcoran, E

Theodore W. Urban, Es
Linda Kurj an, Esq.

M. Phillips
Hineman
. f'l es t
sg.
q.

oseDn n. Harr
General Counsel SecreLary



COMMODITY FUTURES TRADTNG CO IIISSIOT{

2033 K STREET, N.W., WASHINGTON. D'C' 20541

sFPr c.q,

olvlsloN oF
TRAOING AND MARKETS

Sept€!$er 15, 1983

!4r. JosePh II. Harrison' Jr'
General counsel and secretary
National zutures Association-joo 

G=t Madison stleet, suite l-600

Gricago, lllirnis 60606

Dea.r Mr ' Ilarrison:

Ol SePle$ber 6, 1983, ttre Ccnmissiqr received vour Septgrtrer 1 letter

vhich suktnitteat, anrcng Jitl i'f"-ptte"safs' NFArs prcposea "P{e* F
Bvlavr 310 (i) regarcllng ;;;;-;dd;;"'""i "r nen'u"ts and associates on fire
,+ittr lue. ttis prc'posai*#^;'lttftt"d urner *e piwision in section 17(j)

of the Act tbat $,ouLd p"*'it tf'- "*trratott- 
to ttt<i effect ten days after

ccnmission receipt tlJ"i"pt-tu";q) *t::-:i* ccnmission notltiea NFe in

writi-ng that the co*n=;i;-abterlnijled to reYi?'' t}le n e proposal for

apprc /ar. Tfris is * #;;;t]t;t.dtr:^Pl"isic'n oianined the prcposed

"nerrarent 
to BYlaw 301 (ii-;'d'&s rnt interd tt t"tcr**ta tlnt tle ccrmis-

sion reviqr it for aPPrwal '
very 9lr1Y You.rs, t ,
Al*,t-^ fu/ {//'l<-'-

fteodore W. Urban
Ccnmissicn Liaison to NFA



UNITED STAIES OF AMERICA

COMMODITY TUTURES TRADING COMMISSION
20311 K streot, N.w.

Washlngton, D.C. 20581

Septernbe: 15, 1983

t tgii I

3Fp r c lgor

Joseph H. Harrison, Jr.
Ceneral Counsel ard Secretaqr
National F\rtures Association
200 West illadison Street, Suite 1600
Gdcago, Illirpis 60606

Dear Mr. Harrison:

Ol Septerber 6, the Ccmission received your sutrnission of various NFA
rul-e prcposals, i-ncluding an anEn&rent to Part. I(e) of Schedule A to Byl,€r.t
305. fhat aren&rEnt sets forth the fees NFA prq)oses to assess applicarrts
for j.rlitial and ren*red regristration as introducing brokers. NFA suhdtteal
tlese fee prolnsals under tte prcnrision of section 1?(j) of tte Cdnodity
S<change Ast tllat pendts a rule proposal to take effect 10 days after
Ccnmissicn receipt unless tte Ccnnission notifies NFA of a determination to
revi*r the rule proposal for atr4)rovaI.

Ttris is to rDtify you that the Cccrnissiqr has cletennined to revj-an
this anendent for al4>roval in accordance with tlte prc^/isions of section
17 (j) . In order to proeed with its revien', lsdever, tle Ccnmission w"ill
reed additional jnfonmtion to slryport NFA| s statefiEnt in its sr:lerLission t]at
NFA is prq)osilg these fees in order to recover costs for processing t}e
a;plications for irrtroducing brokers. Specifj.calty, the Ccnmission requests
that NFA describe tlle costs involved in perforrning ttEse registration finc-
tions and the degree to wldch the prcqrcsed fees w"j.ll offset tlose costs. In
addition, tte Cqrmission requests trlat NFA oplain trc'er it w:i-II fuplenent the
fees. In this regard, will the prcposed fees be fuposed only on applicatians
sulrftteal after a partsicular date or does NFA also intend to iollect fees
frqn those wtlo will have alreacly applied by tlle tijrE the rule takes effect?
If the latter, please describe v*Et rEasures NFA has taken to rotifu appli-
cants that they rnay be $bject to such a fee.

Very truly yours,

q*'{. {/r*t*l
/ffane x. stuckey I
7 Secretarv of the Ccnmission



UN|r€O STATES OF AMEFICA

COMMODITY TUTURTS TRADING COMMISSION
2ogl K Streot, N.w'

washhgton, O.C. 20581

I'lovqrber 30, 1983

DEC- z t983
Mr. .Toseph H. Itrarrj.son, Jr.
General counsel
National F\rtures Association
200 West Madlson Street
Chicago, Illinois 60606

Re: Sectj-on I(e) of Schedule A under Bylavr 305,
and Bylaws 1301 (c) and 1302

Dear Mr. Harrison:

Btz your l-etter of September 1, 1983, NFA suhritted anen&rents to ttre
captioned rules pursuant to section 17(j) of tlre Ccnnodity D<charge Act.
With the exception of Section II(a) of Schedule A under Bylaw 305, ttle
Ccrnn-ission approved those anen&rents on Novefiber 29, 1983. The Ccnnrission
understands ttnt the approved anen&ents will be fuplerented i.mrEdiately.

In approving tlrc fee proposals, tlle Ccrimission fhds that tlley appear
tc reflect an equitable allocation of projected costs. lrlevertheless, the
Ccnmission rerninds NFA that, as it gaills e>q:erience with the services and
progirams wh-ich these fees are interded to sr4)port, tlre Cqnnission e>qEcts NFA
to continue to evaluate its fees to assure tliat tlrey reflect an equitable
allocation arcng its rpmbers of the actuaL costs of perfornring its reglrlatory
funqtions.

As you are aliare, the Ccnrnission has not yet ccfipleted its revj-ew of
proposed Section II(a) of Schedule A under Bylai"r 305, wiiictr was also sub--
nitted in your Septernber 1, letter. That provision would reguire cErtain new
applicants for registration as an associated person of an introducjng broker
to pass a proficienry test as a cond:ition of such registration under tlre Act.
TLp Ccnmission understands that you intend to subnit additional i_nforrnation
and arialysis on the issue of whether section 17 (p) of the Act requires NFA to
establish a testing requirerent for all categories of registrarts and vrtrether
otfEr al-ternative criteria lray be adopted to exerq)t certain persons frcrn arry
such proficiencry testing requirenent. The Cqrnrission exlrects that its revier,v
wil-l b concluded as soon ttrereafter as possi-ble.

Very truly yours,
r,/ ,( ,

',[!:: {:^(:!''"*'7
' Secretarl' of the Ccrnn-ission



N/1\ NATToNAL FUTURES ASSocrATroN
tll
I ll I I 2OO W. MADISON ST.CHICAGO tl .6o5o6.r3i21 7R1.r.rv

January :, fO{

Irls. Jane K. Stuckey
Secre t ary
Commodity Futures Trading Commi ssion
2033 K Street, N.w.
Washington, D.C.20581

Dear Ms. Stuckey:

On September 1, 1983 National Futures Association
) submitted to the Commodity Futures Trading Commis-

sion ("Commission" ) for its review pursuant to Section 17(j)
of the Commodity Exchange Act ("Act") a number of proposed
amendments to NFA Bylaws, including proposed Section II(a)
of Schedule A to NFA Bylaws ("Section ff(a)"). Section
II(a) hrould establish a proficiency testing requirement for
associated persons ) of introducing brokers ("IBs").
Section II(a) also provides that, for the time being, those
persons who were registered as or who had applied for reg-
istration as APs of either an FCM or an IB by August 1, 1983
and who are currently so registered would be exempted from
the testing requirement. NFA intenils Section II(a) to be
its first step toward its program to establish proficiency
standards (through training, experience or testing) for alI
persons for whom NFA has registration responsibility. This
letter is intended to supply the additional information and
analysis referred to in your letter of November 30, 1983
concerning whether an exemption from the testing requirement
is an acceptable method under Section 17(p)(I) of the Act to
phase in NFA's comprehensive proficiency standards. It is
our understanding that the Act clearly permits such flexibil-
ity and that practical considerations require it.

An analysis of the validity of Section II(a) must
begin with Section 8a(I0) of the Act. Section 8a(10) allows
the Commission:

"to authorize any person to perform any portion of
the registration functions under this Act, in accord-
ance with rul_119, noth'i ths tand i ng any other provision

-"r 

W and submitted to the
Commission . . . for review pursuant to Section 17(j)
of this Act. . ." (emphasis supplied)

On July 28, 1983 the Commission exercised its authority
under Section 8a(I0) and issued its Notice and order "to
authorize NFA to grant applications for registration of IBs
and APs of IBs under sections 4(d) and 4k(1) of the Act. . . ."
48 Fed. Reg. 35,158 (1983). This Order, the product of careful
and thorough consideration by both the Commission and NFA,
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clearly authorizes NFA to do more than issue a registration.
The authority to register applicants necessarily includes
the authority to determine their fitness for registration by
applying the same standards of fitness which the Commission
itself would apply under the Act. In fact, Section 8a(I0)
of the Act makes clear that an authorization to perform
registration functions is "subject to the provisions of
Ithe] Act applicable to registrations granted by the Com-
mission. "

Section 4p of the Act forms an integral part of the
Commission's authority to determine an applicant's fitness
for registration. Logic dictates, and NFA assumes, that the
Commission's registration function outlined in Section 4p of
the Act is within the penumbra of registration functions
which NFA has been authorized to perform pursuant to Section
8a(10). Since section 8a(10) provides that NFA perform its
authorized registration functions in accordance with NFA
rules, it is clear that the Commission has already author-
ized NFA to adopt rufes, subject to Commission approval,
under which NFA will perform the following registration
functions defined in Section 4p:

I) "[to] specify . appropriate standards ylith
respect to training, experience and such other
qualifications . . . as are necessary or desir-
able to insure the fitness of persons required to
be registered with the Commission; "

2l "Ito] adopt written proficiency examinations to
be given to applicants for registration and
charge reasonable fees to such applicants to
cover the administration of such examinations; "
and

3) "[to] specify . such terms and conditions as
it deems appropriate to protect the public inter-
est wherein exception to any proficiency exami-
nation shall be made with respect to individuals
erho have demonstrated, through training and ex-
perience, the degree of proficiency and skiIl
necessary to protect the interests of customers,
clients, pool participants, or other members of
the public with whom such individuals deal."

Section II(a) is, therefore, a vaIid, albeit partial,
exercise of a Commission function under Section 4p which the
Commission has authorized NFA to perform pursuant to Section
8a(I0). Section II(a) is the first step by NFA to establish
the network of safeguarcs authorized by Section 4p to insure
that all applicants for whom NFA has registration responsi-
bility possess a required degree of expertise. NFA assures
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the Commission that, as NFA develops and adopts its profi-
ciency standards, it rdill reevaluate and adjust its require-
ments so that no applicant or registrant shall become or
remain registered absent some assurance that such person
possesses the required degree of expertise.

Fundamental rules of statutory construction, the
legislative history of the Act, the language of Section
17(p)(1) and plain common sense all indicate that Section
17(p)(I) in no way curtails the Commissionr s authority,
pursuant to Section 8a(10), to authorize NFA to perform any
aspect of the Commission's Section 4p registration functions,
including the granting of exemptions to a proficiency test-
ing requi rement.

section 4p and Section 17(p)(1) are in pari materia
in that both Sections deal with the same subject matter--the
performance by a registered futures association of certain
proficiency screening functions. It is a fundamental rule
of construction that statutes in pari materia must be con-
strued together and that, whenEvEFFoEEfEl-e, their provi-
sions be harmonized. when read in this light it is clear
that there is no conflict between these two Sections. Sec-
tion 4p simply authorizes the Commission to perforn certain
enumerated registration functions and, by that Sectionrs own
terms and by operation of Section 8a(l-0), to authorize NFA
to perform those functions. Although Section 17(p)(1) also
addresses the subject of proficiency, the Congress which
carefully preserved the flexibility of futures associations
in amending 4p, could not have intended to remove that flex-
ibility through Section 17(p)(I). Clearly the purpose of
Section 17(p)(1) was merely to make mandatory implementation
of NFA proficiency screening by Septenber 30, 1985 and to
remove any doubt that such screening could be applieal to non
NFA members .

This conclusion is confirmed by the legislative history
of Section 4p. In discussing the 1982 amendments to Section
4p, the Senate Conmittee on Agriculture, Nutrition and Forestry
stated in its Report that:

"The Conmittee envisions that any fitness standards
for registrants will be developed in cooperation with
the National Futures Association- Administration of
proficiency examinations is an area the committee
believes is appropriate for delegation to the National
Futures Association, with oversight by the Corunission. "
(S. nep. No. 384, 97th Cong., 2nd Sess., 40 (1982)).

It is, thus, apparent, that the Congress felt that the "ad-
ministration cf proficiency examinations" under Section 4p,
which includes granting appropriate exemptions to such exam-
inations, rs appropriate for delegation" to NFA.
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The Congressional intent that Section 17(p)(1) not
deprive NFA of the flexibility provideil by Section 4p was
also apparent in the legislative record of the House of
Representat ives. The Report of the House Committee on
Agriculture on the 1982 amendments to the Act discussing
Section 4p stated:

"Mr. Richmond suggested that it rnight be worthwhile
to indicate in the language of the biII that the
National Futures Association should test salesnen.
Mr. Glickman indicated that he would offer a later
amendment to mandate testing by the National Futures
Association. He also pointed out that the proposed
amendnent was necessary because some people required
to register with CFTC would not be covered by the
National Futures Association. " (H.n. nep. No. 565,
97th Cong. , 2nd Sess. , 133-134 (1982 ) ) .

Section 17(p)(I), the "later amendrnent" referred to above,
is clearly described as a nandate that NFA perform the pro-
ficiency screening functions described in Section 4p with
respect to certain persons. There is no indication, ex-
pl icit or implicit, that NFA should be barred from perform-
ing the full range of functions described in Section 4p.

Even r.rithout the benefit of legislative history, the
language of Section 17(p)(l) does not preclude exemptions to
proficiency testing requirements. Section 17(p)(1) does not
require NFA to administer proficiency tests for all persons
for whom it has registration responsibility. Rather, Section
17(p)(1) requires, in relevant part, that NFA adopt rules
which require NFA to establish "training standards and pro-
ficiency testing for . - . aII persons for which it has

"r ( ernphas i s supplied). The

*NFA complied with the requirements of Section 17(p)(1)
by amending Bylaw 301(b)(ii) (currently NFA Bylaw 301(cl) ) to
read as fol lows:

(A) no person may become or remain an FC!4, CTA, CPO or
Introducing Broker Mernber or associated with such a
Member unless qualified to do so in conforrnity with
such standards of training and experience and profi-
ciency testing requirements as NFA shall establish and
such other qualification standards as NFA finds neces-
sary or desirable; "

NFA submitted this arnendment for the Commission's review
pursuant to Section 17(j) of the Act by letter dated March
9, f983, and the Conmission approved it on AprLl 11, 1983.
It should be noted that Section II(a) is consistent with the
amended Bylaw 30I as cited above.
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obvious intent of congress was that NFA establish, by its
oi^rn rules, training standards and testing requirements lihich
together opelate to filter out unqualified applicants in the
registration process. Section If(a) is a concrete step
toward establishing such a filtering system. As NFA adopts
its training standards it will reeva}uate its testing pro-
gram to insure that its training standards and testing pro-
glam mesh to forrn the comprehensive safeguard to the public
envisioned by both Section 17(p)(1) and section 4(p).

The potentially overwhelming practical problems*
which would be created by inmediate universal proficiency
testing by NFA demonstrate that Congress r^ra s b/ise to create
and the Commission was wise to implement the opportunity for
NFA to take the flexible approach set forth in Section 4p.
If an imneiliate universal testing requirement were imposed,
NFA hrould be required to make a separate determination for
each of the approximately 5,000 APs of IBs that each such AP
had passed the examination. Further, NFA would be required
to design and administer an appropriate revocation procedure
for those registrants who, for whatever reason, were unable
to produce evidence that they had passed the examination.
Even without this added burden, NFA has been required to
more than double its registration staff to administer the
manual registration system currently in place.

The problems outlined above would, of course, be
literally multiplied when NFA assumes registration respon-
sibility for the approximately 65,000 APs of FCMS. Univer-
saI application of the proficiency testing requirement from
its very outset would unnecessarily clog the registration
process and would create the sort of administrative delays

tThe Commission was apparently rarell aware of these
practical problems when it granted NFA registration. fn its
September 22, I98I Order cranting Registration and Approving
Rules the Commission stated:

"The NFA initially will screen applicants for
membership and registration as associates to determine
whether they meet the qualifications prescribed in
Bylaw 301 and, if they are qualified, grant them mem-
bership or registration. The NFA has indicated, how-
ever, that it intends to develop fitness standards and
administer proficiency examinations for assoc j.ates.
Thu9,. while _tlrg Nf'A initially may grandfather Aps
regrstered vrith the Commission, unrestricted continuing

ent

at page 8; footnotes omitte<i) ( emphasis supplied)
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which all parties would hope to avoid. Doubtless, it was
practical concerns such as these hthich led the New York
Stock Exchange and the National Association of Securities
Dealers to adopt "grandfatheri ng" provisions of their own
similar to that provided in Section II(a).

In sun, the Commission, by its Order of July 28,
1983, has acted, pursuant to Section 8a(10) of the Act, to
authorize NFA to perform a portion of the Commission's
registration functions, including the commission's regis-
tration functions as set forth in Section 4p. section II(a)
is NFA's first step in implementing its derivative authority
under Sections 8a(10) and 4p. Nothing in Section 17(p)(I)
invalidates either the commission's delegation of or NFAr s
inplementation of that authori ty.

Si ncerely,

Joseph H. Harrison, Jr.
General Counsel

JHH:dmc

cc: Chairman Susan I{. Phillips
Commissioner Kalo A. Hineman
Commissioner Fohrler C. West
Commissioner William E. Seale
Andrea M. Corcoran, Es9.
Kenneth Raisler
Theodore W. Urban, Esq-



UNITED STAIES OF AMEN|GA

COMMODITY TUTURES TRADING COMMISSION
2033 K Stroet, N.w.

W.!hlngton, D.C. 20581

ltAY 7 t$l

l4ay 4, 1984

It. Joseph H. Harrison, Jr.
General Oounsel and Secretary
lilatiqral !\rtures Association
200 tiest l,{adison Street
Chicago, Illirpis 50606

Re: Sectiqt II(al of Schedule A (BVleI 305) aId
Ccrpliance Rile 2-24

Deat Mr. Harrison:

Blz yqr letter of Seetsrber l, 1983, NFA sutnftted, alsrg other
thirgs, Section II(a) of Schedt:Le A for Oormission alprorral Pursuant to
secbion 17(jl of tle Oonroclity D<change Ast. Itris pnqnsal establishes a
testilg requirenent for certain atrplicants for registration as associated
[Ersons of introducirtg brokers fte requir€fiFltt wj-l1 qErate as a
cqrditicn of registraticr for AFs/IBs. NFA supplq€nted ttre origil,al suhnis-
sion by letter dated Janrnrrj 3' 1984. Sr:bseqrrntly ' NFA sulrnitted oc4pliance
RrIe 2-24 for Ccnmission agproval (yorr letter dlat€d F€bruary 29, 1984r.
This secord prcposal estabtishes a testiJ€f requirenrent for certain associated
IErsons of NFA-rEntrer futures oqrmission trErctrants ("AP/FC!4"). ttnlij<e tlp
AF,/IB pnrposal, AP/Fcttl testilg will qerate as a coq>liane requirerent
affectilg tle enployirrg FrcM. Ittis is to inform you that the Ccnmission
approved tle prcposed rule on Hay 4, 1984. Both Section II(a) and @q>liance
Rlle 2-24 nay be nacle effective innediatefy.

In approvi.ng tlE testing reguirerrents, the Ccnmission relies lpon
seceion 17 of the Act anil NFArs ccmtitrEnt to establish atr4:rqrriate stardards
of traiJdng and oq)eriene to serve as an effecEive alteraEtive neasure of
tlre proficiency of ttpse AFs/IB and APs/tCM wtp are not required by tlese
rul"es to tal<e anil pa.ss tln Nalional Comodity Futxrres s<amfulation. Although
NFA has until S€pt€!$er 30, 1985, to irpl-€nEnt such alternative proficienqy
crj.teria, tle Ccnmission urges NFA to develop tlpse standards as soon as
possjlle. Similarly, tte Ccrmrission urges NFA not to deLay protrnsing alpro-
priate testiJrg and otler proficiency requiresents for IB alplicants r*p are
irdividuals, sfuIce tlE Ccnmission has also granted NFA registration reslnn-
sibilities o\rer tlE J-ntroducing broker catcgory of registrants, as rE11 as
a1l other irdivid:als w'it}tin NFA's regulatorT jurisdicLior wtto are irnrolved
j-n tle solicitation of transaotions subject to tbe pro\tisiqs of the Act. ad
tleir s4enrisors.
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In tl.is regard, tle Ccnmissiqr r€quests NFA to provide within 60 days
a detailed description of NPArs Plans to develop and inplenent tlre rernai-nirg
el€rtEnts of tle corprelensive progrranr nnndated by sections 17(p) (1) ard (S)

of ttE Ac!. Ttris infornation stpuld ccver (tut not be limitetl to) ttte
partic':ular tlpes of stardards beiag ilevelqed, tlre minjrnun gualifications
prel5mirurily bei-ng onsidered to dsrpnstrate suffi-cient proficiency and
skill urder each stardartl, and a tjnetable for inplenentilg tlese standards
for eactr category of NFA nEfibers ard associates ard for eactr categpry of
reqistrant for which NFA acquires reqnnsibilities.

llhe Ocnmission ereects NFA to justify any substituticr of ot}er
stardards jn ptace of testilg reguirenents by denurstratfug ls,v ttese stan-
ilalds will assure equivalent e)<Frcise by an irdiviclual. In this regard, any
use of rmrk eq=riene 5l establistr:jlg such otter stardards sttould include an
analysis eplainhg tsrr such e>rlnrience rould dsonstrate at least a comPar-
able level of eq=rtise. lbreo\ter, tle Ccnmission eq)ects NFA, ilr develcpirry
tlese plans, to reevaluate tle tt to testing rules alprcnred hereil and Provide
an assesgrEnt as to rfiat adjustnents nay be reeded to assure that all APs of
IBs and APs of Fct-ts witl denonstrate a satisfactory level of eryrertise.

Altlnrgh the Ccnmissiqr I s a54>rova1 will be neessary to irstitute the
adctitisnl standads wtrich mlst be adQted in fulfillrEnt of secEion 17(p) (1) 't}re iltfornatior that NFA is beirg asked to provide rg' is beiag lequestcd to
aSprise the @rmission of NFA's plans and to assist it in nonitorirg NFArs
progress arll wil1, of ourse, rpt be vierded as a subnissiqr under section
fZ(j) of tle Act. If yot lnve any qrrstions @rcernjng this Ocnmission
request, please contact Lirda Kurjan, $>ecial Oounsel irr tle Divisidr of
Tradilg ard Markets, at (202) 254-8955.

very trufy ycurs,

fu"(:fu( .lute K. Stuckey
-secretarv of tlE ccnmissicrr
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| 1200 W. MAIXSON ST.CHICAGO, 1L.6O600.(312) 7Oi.r3OO

JuIy 2, 1984

Hs. Jane x. Stuckey
Office of the Secretariat
Connod i ty Futures Trading Commission
2033 I( Street, N.w.
washingtor, D.C. 20581

Re: NFA Plans for Fulfillment of Responsibility under
Section 17(p)(1) of the Commodity Exchange Act

Dear Ms. stuckey:

Your letter of May 4, : 1984, approving NFA Com-
pliance Rule 2-24 and Section fl(a) of Schedule A to NFA
By1aw 305 ("Section II(a)"), requested that NFA provide the
Commodity Futures Trading Commission ("Commission") with ',adetailed description of NFArs plans to develop and implement
the remaining elements of the comprehensive program manclated
by Section 17(p)(1) and (q) of the Act. r' It{ore specifically,
your letter requested information concerning the alternative
proficiency standards being considered by NFA, the qualifica-
tions which may be deemed to satisfy those standards and a
timetable for their implementation. *

As the Commission knows, Section f7(p)(I) requires
NFA to adopt rules which "establish training standards andproficiency testing for persons involved in the solicitation
of transactions subject to the provisions of this Act, super-visors of such persons and all persons for which it hasregistration responsibi 1i ties, and a program to audit and
enforce compliance with such stanilards." Furthermore, Sec-tion 301(d) of NFA's Bylaws, as approved by the Commission,
requires NFA to establish standards of training and experi-
ence and proficiency testing requirenents and Bylaw 305
makes clear that those standards of proficiency are to be
used both for determining fitness to be registered and quali-
fication for NFA nembership. NFA intends io comply with the
congressional mandate and the nandate of its own rules bv
developing a thorough screening process to insure that aII

* This information was requested for each category of NFA
Irlember and Associate and for each category of registrant for
which NFA acquires registration responsibility. Since NFA
expects its qualifications for Associate membership to par-
allel its rules governing registration, no distinction
between registration and membership criteria will be notedfor the purposes of this response.
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persons subject to NFA regulatory jurisdiction or for whom
NFA has registration responsibility possess a required
degree of knowledge. This screening process will be based
on proficiency testing reguirements which will filter appli-
cants for registration or membership on the basis of nininum
entry level knowledge needeil to perforn their duties. NFA
believes that testing requirernents, which necessarily cleter-
mine whether the tested individual has been adequately
trained, obviate the need to establish separate training
standards for. persons for which NFA has registration respon-
sibility. Although, as discussed below, NFA nust rely on
the training and experience of a closed group of "grand-
fathered" individuals as a substitute for testing, NFA does
not intend in the future to accept on-the-job experience or
training programs, alone or together, as an alternative to
the testing requirements.

The adoption of NFA Compliance Rule 2-24 and Sec-
tion II(a) represents the first step in implementing a com-
prehensive associated person (nAPn) testing proglam. NFA is
currently developing an appropriate proficiency test for APs
of Commodi ty Pool Operators ( "CPOs") and Commodity Trading
Advisors ( "CTAs" ) which should be operational by December
31, 1984. At that time there will be in place a testing
requirement for all APs of Futures Commission Merchants

), Introalucing Brokers ), CPOS and CTAS.

Once the AP testing reguirement is fully esta-
blished it will necessarily satisfy NFArs responsibility to
apply proficiency testing to the FCMS, IBs, CPOS and CTAS
themselves.* Under the Commission's IntS.r!Ig!&g_€!g!emen.!

ardinq the of the Tern rsu ision" in the Asso-
Person Trans fer

Comm. Fut. L. Rep. 69 (L980), to which
NFA has strictly adhered in performing registration respon-

* Your letter also urged NFA I'not to delay proposing
appropriate testing and other proficiency requirements for
IB applicants rdho are individuals..," NFA has consistently
treateil individual applicants for IB registration as both
principals and APs and has reguireal such individuals to
conply with Section II(a)'s testing requirements. NFA staff
will, however, seek the approval of NFA's Board of Directors
of an amendment to Section II(a) which clarifies the require-
ment that sole proprietor IBs must pass the NCFE.
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sibilities with respect to IBs and their APs, every indi-
vidual in the supervisory "chain of commancl" will be required
to become an AP andl, therefore, be tested. Although NFArs
appropriate Menber committees and Board of Directors may in
the future consider adoption of additional testing require-
ments which focus on the expertise necessary to perforrn
particular management or supervisory functions within a f irrn(e.9., tests similar to those reguired of various types of
principals by the National Association of Securities Dealers,
Inc. ("NASD")), NFA believes that the basic AP testing require-
ment will be adequate to satisfy NFArs statutory testing
responsibi I i ties with respect to Fclts, IBs, CPOS, CTAS as
well as their respective APs.

NFA has, and will naintain, an adequate proqram toaudit antl enforce compliance with its proficiency ies[.ing
requirements. Currently the testing requirement for APs of
IBs is established through Section II(a), which makes testing
a condition of registration, and the testing reguirement for
APs of FCMs is established through Compliance RuIe 2-24 as a
compliance requirement of the sponsoring FCM Menber. NFA
contemplates that, for categories of APs for which NFA does
not yet have registration responsibilities, testing require-
ments will be imposed by amendnent of Compliance RuIe 2-24.
As NFA assumes registration responsibility for those cate-
gories of APs, NFA will also adopt rules similar to Section
II(a) which will apply the testing requirement as a direct
condition of registration. After this set of rules is in
place (no later than December 3l-, 1984) NFA nilt be able to
avail itself of two approaches to enforcement. First, NFA
will require APs to prove that they have passed the appro-
priate test prior to registration. Second, NFAis audit
programs will include steps designed to deterrnine if l4ember
firms have complied with the appropriate testing requirement
with respect to their APs.

Once the testing requirement for APs of CpOs and
CTAS is nade effective, NFA could continue to require one
test { the National Commodity Futures Examination (,'NCFE,' or
"Series 3 Examination" ) ) to be passed by all new Aps of FCMS
and IBs and require a separate test to be passed by Aps of
CPOs or CTAs, Alternatively NFA is considering providing
for and reguiring passage of only specializeil examinations
for APs whose futures-related activities will be limited
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appropriateJ.y. * NFA believes that adoption of requirements
prescribing such specialized tests would be consistent with
NFA's statutory responsibility provideil that NFA takes appro-
priate steps to enforce adherence by the relevant APs to the
necessary limitations on their activities. NFA is also
aware of the possibility that entry leveI knowledge necessary
to perform certain specialized activities may already be
adequately tested by an existing examination administered by
another agency or organization such as NASD. Although NFA
generally intends to develop and administer its own exam-
inations, NFA believes that it rrould also be consistent with
its statutory responsibility to establish a reguirement that
certain APs nho will engage in specifically limited futures-
related activities demonstrate the necessary minimun entry
Level knowledge by passing an exarnination administered by
NASD or another regulatory organization.

NFA does not believe that the grandfathering pro-
visions necessarily incorporated in Compliance Rule 2-24 and
in Section II(a) defeat or are inconsistent with the purposes
of 9ection 17(p)(1) of the Act.** That section is airned at
ensuring that persons dealing lrith the pubtic possess at
least a ninimum level of proficiency. As the Commission
recognized in proposing its ohrn testing requirernents, profi-

* See NFA'S Notice to IB Registrants and Applicants for IB
RegiEt-iation enti tled "NFA Byiaw 30 5 : Testin!- Requirements "dated May 25, L984; and NFA's Notice to FCII{ Members of NFA
entitled "NFA Compl iance Rule 2-24: Testing Requirementst'
dated May 25, L984i attached to this letter.
** NFA expects that its rules establishing a testing require-
ment for APs of CPOS and CTAs will also inciude a graidfa€her-
ing provision. As the Commission has recognized in similar
cases of actual or proposed application of new industry-wide
requirements, the cost of compliance and the practical burden
on NFA of reviewing the records of many thousands of existing
APs to determine who must pass an exarnination in order to be
able to work in a registered capacity or retain a registration
Tggyirg: implernentation of grandfathering provisions. See
1f980-82 Transfer Binderl Comm. Fut. t. Rep. (CCH) S21,I14,
45 Fed. g. 80485 ( December 5, 1980) ( "granttf athertt provision
incorporated in fingerprinting requirements for Aps); and
If980-82 Transfer Binder] Comm. Fut. L. Rep. (CCH) S21,172,
46 Fed- Req. 20679 (April 7, 1981) ( ngrandfather' provision
in proposed proficiency testing reguirement).
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ciency testing does not determine skill or ability. Instead,
the function of proficiency testing is to determine "entrylevel knowledge, that is, the minimum knowledge that an AP
needs to function in a manner that protects the interests of
custoners...."* Although NFA has not collected empirical
data on this point, common sense justifies the presumption
that the actual experience of working as an AP for a signi-
ficant period of time inevitably provides the type of entry
level knowledge which Section 17(p)(1) seeks to establish
throughout the industry. The experience of dealing with
customers on a daily basis, subject to proper supervision,
provides an individual lvith a unigue perspective on customer
concerns, the operation of the markets and the AP's duties
to his customers.

The APs who have been grandfathered under the
existing testing rules (or who wiLl be grandfathered under
the rules applicable to APs of CPOS and CTAS) constitute a
closed universe of individuals whose experience as an AP
must, as a practical matter, be continuous frorn at least the
grandfathering date. Unlike the proposed CFTC proficiency
testing rule which rrould have grandfathered aLl existing Aps
and continued the testing exemption for grandfathered Aps
who had a lapse in registration of less than two years,
NFArs grandfathering provisions only relieve APs from the
testing requirement for as long as they remain continuously
registered as APs. The closed group of grandfathered Aps
wiII either continue to gain experience as APs, under the
supervision reguired by NFA and CFTC rules, or they will be
tested pursuant to NFAts testing rules. Therefore, the
group of grandfathered APs will never increase in size but
will only decrease and, with respect to those that remain
grandfathered, NFA is permitted to nake the reasonable
assumption that they have achieved at least minimum entry
level knowledge in the course of their continuous experience.

NFA, however, is not without the power to require
testing of grandfathered APs in appropriate cases. Under
NFA Compliance Rule 3-11(a)(v) NFA's Business Conduct Com-
nittees are empordered to take any fitting remedial action in
response to a finding that NFA reguirements have been vio-Lated. Therefore, if it were proved that grandfathered Aps

* [ 1980-82 Transfer
S2I,l72 at 24,709, 46

Binderl Conm. Fut. L. Rep.
Fed. Res. 20679 (April 7,

(ccH)
1981).
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were not in a position to gain the necessary knowledge through
experience due to a failure of the Member to adequately
supervise its APs or due to some other violation by the
Member, the Business Conduct Committee could, in response,
order the Menber to require its APs to be tested in addition
to other sanctions. NFA staff will, of course, make the
necessary recommendations to the Business Conduct Comrnittees
in appropriate cases.

NFA.expects to have its AP testing requirements in
place prior to December 31, 1984 by which tine NFA expects
to have assumed registration responsibi I i t ies for FCMS,
CPOS, CTAS and their respective APs. NFA is anare that the
Comxnission will need to assure itself of the validity and
reliability of the tests which NFA relies upon as profi-
ciency screening tools. NFA would be happy to discuss this
with the Corunission further and make appropriate arrangements.

If the Conmission requires further information in
this area, NFA will be pleased to respond.

4"relJoseph H. Earrison, Jr.
General Counsel

JHH:Cm
Enc I osures
cc: Chairman Susan M. Phillips

Conmissioner Kalo A. Hineman
Commissioner Forrler C. West
Commissioner William E. Seale
Andrea M. Corcoran r Esg.
Kenneth M. Raisler, Esq.
Kenneth M. Rosenzweig, Esq.
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NOTICE TO IB REGISTRAMS AND APPLICANTS FOR IB REGISTRATION

NFA BYI,AW 305: TESTING RBQUIREMENTS

Section l?(p) of the Commod i ty Exchange Act requires
NFA to adopt rules iwhich establish training standards and
proficiency testing for persons involvedl in the solicitation
of transactions subject to the provisions of this Act, supervi-
sors of such persons, and all persons for which it has regis-
tration responsibilities and a program to audit and enforce
compliance with such standards. n

In order to comply with this statutory responsibility
NFA is developing a comprehensive screening process to insure
that all persons for which NFA has registration responsibility
satisfy ninirnurn proficiency standards. Ihis screening process
will include consideration of the training and experience of
registrants as well as standardized testing programs. NFA
is currently phasing in testing programs for APs of FCMs,
IBs, CPOs and efAs.

As an initial step, NFArs Board of Directors has
adopted and the CFTC has approved the following amendment to
Schedule A of NFA Bylaw 305:

II PROFICIENCY REQUIREUEFTS

(a) Any person applying to NFA for registration as an
associated person of an introducing broker undler the
Act pursuant to Section I (a) of this Schedule A (except
for persons who were registered as an associated person
or who hatl appl iett for such registration as of August
l, 1983 and whose registration is not lapsed when
application to NFA is made) shall not be 60 registered
unless NFA receives satisfactory evidence that such
person has taken and passed the National Connodity
Futures Examination.

Sinply statea, the effect of this provision is
that no person may become registered or temporarily licensed
as a AP of an IB unless that person has either taken and
passed the National Conmodity Futures Exanination (nNCFE" or
'series 3") or had been registered or had appl iedl for regis-
tration as an AP by August 1, 1983.

This rule also applies to a person who applies for
registration as an AP of an IB by filing Forn 8-S. CFTC
Regulations provide that in such cases the registration as
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an AP of an IB iB effective as of the nailing of the 8-S-
tchile that rernains true, anyone who becomes registeredl as an
AP of an IB in that manner nust, unless he qualifies for the
'grandfather ing " exemption, file nith NFA uithin 60 days,
aiong uith a Form 8-R and a legible fingerPrint card, proof
that he has taken rnd passed the Series 3 exanrination. Fail-
ure to file any of these ltens within the 50 day period wilt
cau6e the AP's registration to lapee.

one guestion which renains open is what type of-
teating program. if any, should be ap;l iedl to P€raons.regis-
tered with the NASD as General Securities Representatives
whose only futures-related activity is the solicitation of
prospective commoility pool participants. Until that gues-
iion is resolved, such individuals may be registered as APs
of IBs without passing the Series 3 examination, though they
may be required to take and pass the Series 3 or another
proficienCy examination at a later date. Such an indlividlual
irust supply to NFA proof of NASD registration and a certifi-
cation iiuLstantially equivalent to the form provided by
NFA) signedl by the individual applicant and his sponsoring
IB stating that the individualrs futures-related activity
rill be limitecl to eolicitation of prospective pool partici-
pants.

In addlition, NfArs Board of Directors has taken a
rno action" position with respect to enforcement of the
testing rule where the applicant for registratio! as an-AP
of an lg is registered with the NASD as a General Securities
Representative, has passed the Series-20 examination offered
by- the New York Futuies Exchange and lirrits his activities
t6 ttre area of stock indlex products. This 'no action' posi-
tion wiII continue until Decenber 3l' 1984. Any Person
applyinq for registration as an AP of an IB before Decenber
Sil iggi, who wishes to take advantage of this -no action'
position nust subnit with his application for registration
iroof of NASD registration, proof that he has Passedl the
Series 20 examination and a certification (substantially
eguivalent to the forn providett by NFA). signetl both by the
i;dividual applicant and his sponsoring IB, -stating that the
person will ltmit his futures-related activity to soliciting
6r accepting orders for stock index products or supervising
only peisoni whose futures-related activities are so Iirnited-

Persons recisteredl as an AP of an IB without having
pasied the Series 3 6xarnination in reliance uPon the limita-
lions on activities describedl above will, upon registrationl
receive through their sponsors a notice of registration
noting the applicable restriction. APs which are subject to
the above reitrictions and who transfer to a new sponsor and
file a form 8-s sill also receive notice of the applicable
restriction through the sponsor shortly after filing the
8-S. IB Eponsors are, Pursuant to NFA Compl iance Rule 2-9'

L.J
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under a duty to determine appllcable restrictions and to
supervise all such APs to insure that the applicable restric-
tions are observed. Any AP who is subject to a restriction
and who transfers to a new sponsor by filing a form 8-S
muat, within 60 days, also file the aPProPriate certification
(described above ) signedl by the AP and by the new aPonsor.

If you have any questions regardling this natter
please do not hesitate to call NFA.
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l. ( "Appl icant" ) , and
Applicant's application for registratioD as an

fol I ows :of Sponsor hereby certifY as

with the National Association of
as a General Securities Repre-

( "Sporrsor" ) as a Part of
AB6ociated Person ( "AP" )

l. Applicant is currently registered
Selurities Dealers , Inc. ('NND' )
Eentative (documentation attached)

2. Applicant has taken and passed New York Futures Exchange Registeredl
c-oiunoct i ty Representative (Series 20) Examination (documentation
attached).

3. Applicant rs sole activities, subject to regulation by the comrnoality
fuiures Trading Commission ('CFTC"). are and will continue to be
limitedl to the solicitation or accePtance of customer orders for
stock index futures or options on such futures or to the 9lrperviEion
of persons whose activitles are so lirnitedl unless and until Appli-
cani subnitg to National Futures Association (rNFAn) eatisfactory
evidence of having taken and passed the National commodli ty Futures
Examination as required by Section II(a) of APPenilix A to NFA Bylay
305.

4. Sponsor understands that SPonsor must 
- 
supervise.Appl icant's- co-npli-

a-nce with the linitation on Applicant's activities set forth in
paragraph 2 above and that any failure of Applicant to adhere to
ltrose linritations nay be cause for, among other things, disciplinary
action by NFA for violation of tilFA Conpl iance Rule 2-9.

5- Aoolicant and Sponsor understandl that willfully naking a materially
filse or mislea-dling statement in this certification is cause for
denial , suspension or revocation of registration and criminal pro-
secution.

GignaEure oE Applicant) (PrinE Name of Sponsor )

-CPr-fnt Naml! of Applicant)

-i5ete-

-lEIgnature
Author i zedl

& Title of Sponsor I s
Signatoryr )

(Print Name
Authorized

s Title of Sponsor I s
Signatory )

( Date )

r llust be slgnedl by an officer if a corporation, a general -partner if a
partnership, or thl eole proprietor if a sole proprietorship'



CERTIFICATION

registration as an
fol lows :

I.

2.

3.

4.

5.

Tsignature of Applicant) (Print Nanre of sponsor )

-(F int Name of Applicant)

( Date )

Authorized Signatory* )

s fitle of Sponsor's
Signatory )

( Date )

corporation, a general Partner
if a sole proprietorshiP.

(Print Name
Author i zed

r Must be signetl by
partnership, or the

an officer if a
sole proprietor

r- ( nApplicant" ), and 

-
('s;6;mrt of Applicant's application for
Ass6ciated Person ('AP") of SPon6or hereby certify as

Applicant is currently regleteretl rith the National Assoclation of
sliurities Dealers, Inc. ('MSD') as a General Securities Repre-
sentative ( documentatton attached) .

Applicantrs sole activities, subject to regulation by the Conrnodity
r-utures Trading Commission ("CFTC"), are and will continue to be
linited to the solicitation of funds, securities or property for a
Darticipation in a commodity pool or to the supervision of persons
rohos" alti.rities are so limited unless and until ApPlicant submits
to National Futures Association ("NFA" ) satisfactory evidence of
having taken and passed the National Couunodity Futurea Exanination
as requiredl by Section II(a) of Appendlix A to NFA Bylaw 305.

Sponsor unclerstands that Sponsor must supervise Applicant's conpli-
a'nce with the limitation on Applicant's activities set forth in
Daragraph 2 above and that any failure of APPlicant to adhere to
ifrose tlmitations nay be cause for, among other things, disciplinary
action by NFA for violation of NFA Conpl iance RuIe 2-9-

Applicant understands that NFA nay in the future prescribe a testing
riiuirement applicable to Appl icant as a condition of retaining
Apilicant's registration, if granted, and that APplicantrs regis-
tiltion, if grinted, nay be suspended or revoked if Applicant does
not comply with such testing requirement.

ADpl icant and Sponsor unalerstandl that willfully naking a naterially
fiise or nisleading atatement in this Certification is cause for
denial , suspension or revocation of registration and criminal pro-
secution.

ifa
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Section 17(p) of the Cotmodi ty Exchange Act requires
NFA to adopt rules rwhich establish training standards and
proficiency testing for persons involved in the solicitation
of transactions subject to the provisions of this Act, super-
visors of such persons, and all persons for which it has
registration responsibi I i ties and a prograrn to audit and
enforce compl iance ,ith such standards.'

In order to conply with this statutory responsibility
llFA is developing l comprehensive gcreening process to insure
that all perEons for which NFA has registration responsibility
satisfy ninimum proficiency standards. lhis screening process
will include consideration of the training and experience of
registrants as well as a standardized testing program. NFA
is currently phasing in testing prograns for APs of FCMS,
IBs, CPOS and gfAs.

As an initial step, NFArs Board of Directors has adopted
and the CFIC has approved NFA Conpliance Rule 2-24, rhich
reads as follows:

Subject to the provisions of paragraphs (d) anat (e) of
Bylaw 301, no person (except any p€rson who eaa regis-
tered as an a-ssociated person of an FCtl or IB or rho
hadl appliedl for such registration as of t'tarch I, 1984
and shose legistration as an associated person of an
FCM or IB has not lapsed since that date) nay be agso-
ciated rith an FCtl Menber of NFA (See Bylaw 30f (b) )
unless such person has taken and passed the National
Conmoati ty Putures Examination.

Simply stated, the effect of the RuIe is that no Futures
Commission llerchant ("FCM") may employ a person in the capacity
of an Associated Person ( iAPn ) who has not passed the National
Commodity Futures b<amination ("NCFE" or iseries 3') unless
the AP rras registered or hacl appl iedl for registration before
March I, 1984. FClts lat te that Ie al its
aI a Derson nse

exanl na

Itlay 25, 1984

reguire tine in
applicants to take
NFA has received

NFA recognizes that sorne FCMs rill
which to rrrange for current AP6 and AP
the Series 3 exanination. In rddition,
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certaln reguegt! to anend the Rule whlch, lf actedl on favor-
ably by the Board, rculd exempt.certain classes of APs from
the- requirement to PaEs the Series 3 examination. There-
fore, NFA hae deternined to defer enforcernent of the Rule
rith reEpect to the three gituatlons descrlbeit belou.

First, in order to allow tlne ln Ynlch to taxe tne
Series 3 exanination, NFA uill extend a 60-dlay 'grace Period'

tlne ln vhlch to tal3eorder al low the

uith respect to tPB rho have applieit for reglstratlon betreen
Uarch l,-198{, the cut-off date for the lgrandfathering'
provision, and the date of this notice. Thus' an FCI{ hugt
insure that its APs who appliedl for registration between
I{arch l, 1984 and uay 25. 1984 have taken and passed the
Series 3 exarnination by July 24, 1984.

second, NFA witl defer enforcement of NFA Compl iance
Rule 2-2tt uith respect to Persons regiatered rith the NASD
as General Securities Representatives shose only futures-
related activity ie the solicitation of prospective connod i ty
pool participanls. Such individuals are exenptedl fron regis-
iration as APs by CFtC regrulation. fhe question of rhat
type of testing Progran, if any' should be applietl to those
individuals who apply for registration in epite of the exentp-
tion is still under consideration. Therefore. enforcenent
of the RuIe sith respect to those individuals vill be deferred
pendling resolution oi the-guestion by NFA''s Board of Direc-
iors. once the question is resolved, FCll6 rnay be required
to insure that auch persons (who are not ulthin the -grand-
fathering' provision) take and pass the Series 3 or another
proficiency examination in order to continue to enPloy thertr
in the capacity of AP.

Finally, NFA's Board has taken a 'no action' position
with respect to peraons acting as APs of PCI{s uhere such
persons (l) are registered rith the I{ASD as General Securi-
lies Representatives, {2) have passedl the Series 20 examina-
tion offered by New York Futures E:.change and (3) linit
their futures-related activities to the area of 6tock index
products. ThiB 'no actloni position rill continue through
becember 3I, 1981. The questlon of rhat type of exanination
such APs who apply for registration rfter Decenber 31' 1984
will ultinately be reguiredl to Pass remains under considera-
tion .

Except during the 'grace period" described above, an
FcM may not enploy in the capacity of an AP a person who has
not been -grandfathered' or uho has not pasaed the Series 3
exanination unless that peraonrs activities are aPproPriately
restricted as describedl above. Of course, an FCU uill be in
violation 6f Courpliance Rule 2-24 if any of its Aps eho have
not passed the Series 3 examination (as r consequence of the
restiictions on their activities described above I expand lris
or her activities beyondl the scoP€ of the relevant restric-
tions .
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Succeseful epplication of a testing Program.aB Prrt of
a comprehensive slieening process for APs- is- an irnportant 

-

""it 6r NFArs congressional mandate. with the exception of
ihe situationa oullined above. NFA intends to begin vigorous
inforcenent of NFA Conpliance Rule 2-2{ lnnediately.

If you have any gueations regarding this nrttcr' feel
free to contact N?4.
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N /1\ NATToNAL FUTURES ASSocrATroN
I ll I I eoo w. MADrsoN sr.cHrcAco. rL.6o6o6.{312) 7B1.i3oc

Ms . ,f ean A. Webb
Acting secretary
Comnodity Futures Trading Commiss ion
2033 K Street, N.W.
Washington, D. C. 20581

Dear Ms. Webb:

By letter dated May 4, 1984 the Commodity Futures
Trading Commission ) inforrned National Futures Asso-
ciation ("NFA" ) of the approval of Section II(a) of Schedule
A to NFA Bylaw 305 ("Section II(a)',) and Compliance Rule 2-
24. These rules established testing requirements for all
Associated Persons ) of Introducing Brokers ("IBs")
and Futures Commission Merchants ) who were registered
or who had applied for registration after a specified date.
Under those rules persons who were registered or who had
applied for registration prior to the relevant date were not
required to take and pass the examination in order to main-
tain their existing registration although the rules require
such persons to take and pass the examination in the event
of a lapse in registration. While acknowledging that NFA
has until September 30, 1985 to fully implement its program
to assure that all APs have at least the reguired entry
Ievel knowledge, the CFTCts letter requested NFA to explain
how its proficiency requirements witl operate to provide
such assurances with respect to Aps who rnay not have pre-
viously been examined and who may not be required to be
examined under NFA's rules. NFA provided such an explana-
tj-on in its letter of JuIy 2, 1984. However, in response to
concerns of the CFTC and CFTC staff, this letter is intendedto supersede the letter of JuIy 2, l-984.

As NFA stated in its letter to the CFTC dated July
2, 1984, the purpose of the proficiency standards mandated
under the Cornrnodity Exchange Act ("Act") is to assure thatall persons conducting a futures business with the public
possess at least the rninirnurn knowledge needed to fuirction in
a manner: that protects the interests of customers. NFA is
committed to serving the goal of the Act by having in place
by September 30, 1985 comprehensive proficiency standaids
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which supply such assurance. The standards will consist of
two elements working in concert: (1) a testing requirement
for all new APs as a condition of reqistration under the Act
and E3-a condition of NFA Associate iembership and (2) with
respect to the relatively small group of APs who were not
tested previously and who are not tested under NFA rules,
the acquisition of minimum required knowledge through exper-
ience under the training which is an elernent of supervision
reguired by NFA and CFTC rules.

Much of the first element was put in place with
the adoption and CFTC approval of Section If (a) and Compli-
ance RuIe 2-24. NFA intends shortly to adopt a comprehen-
sive set of testing rules which wiII establish, long before
September 30, 1985, a rnandatory testing reguirement for alI
new applicants for AP registration in all categories. NFA
does not intend to make exceptions to that requirement. A1I
AP applicants under NFA Rules will be required to take and
pass an appropriate examination as a condition of registra-
tion or temporary licensing and the CFTC wilI be provided
with adequate evidence to confirm the validity and relia-
bility of the examinations used for that purpose.

Once the AP testing requirement is fully esta-
blished it hrill necessarily satisfy NFAts responsibility to
apply proficiency testing to the FCMS, IBs, CPOS and CTAS
themselves. Under the Commission's Interpretive Statement
Regarding the Scope of the Term "Supffi
ciated Person Registration Requirement, I1980-82 Transfer
Binderl comm. Fut. L. Rep. (CCH) S2I,069 (1980), to which
NFA has strictly adhered in performing registration respon-
sibilities with respect to IBs and their APs, every indi-
vidual in the supervisory "chain of command " wiII be required
to become an AP and, therefore, be tested. Although NFAI s
appropriate Member comrnittees and Board of Directors may in
the future consicler adoption of additional testing reguire-
rnents which focus on the expertise necessary to perforn
particular management or supervisory functions within a firm
(e.9., tests sinilar to those required of various types of
principals by the National Association of Securities Dealers,
Inc. ( )), NFA believes that the basic AP testing reguire-
ment wilI be adequate to satisfy NFA's statutory testing
responsibilities with respect to FCMS, IBs, CPOS, cTAs as
welI as their respective APs.
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NFA has, and will maintain, an adequate program to
audit and enforce conpliance with its proficiency testing
requirements. Currently the testing requirement for Aps of
IBs is established through Section If(a), which makes testing
a condition of registration, and the testing requirement for
APs of FCMS is established through Cornpliance Rule 2-24 as a
cornpliance reguirement of the sponsoring FCM l.4ember. NFA
contemplates that for all categories of Aps NFA's rules wiII
require passage of an appropriate examination as a condition
of registration or temporary Iicensing and Associate nember-
ship and, through a Compliance rule applicable to the NFA
Member sponsor, as a condition of enployment. After this
set of rules is in place NFA will be able to avail itself of
thto approaches to enforcement. First, NFA rdill reguire Aps
to prove that they have passed the appropriate test prior to
registration or temporary Iicensing. Second, NFA's audit
prograns wiIl include steps designed to determine if Member
firms have complied with the appropriate testing requirement
with respect to their APs.

The second element of NFAts proficiencv standards
is designed to assure that existing Ae-s who were-not pre-
viously tested and who are not required to be exanined under
NFA's rules possess the required minimum knowledge. This
assurance wi]1 be gained through NFArs continuing surveil-
lance to deterrnine that such APs already have or will, by
Septernber 30, 1985, gain the required knowledge through
experience under the training which is a necessary elenent
of the supervision required under NFA and CFTC rules. In
response to the CFTCTs concerns regarding the level of know-
ledge possessed by such APs, NFA will promptly enhance its
audit programs in the area of internal control to focus rnore
directly on an assessnent of the training provided for such
APs. In addition, NFA staff will also recornmend that its
Advisory Committees undertake the task of prescribing guide-
Iines concerning the minimum acceptable elements of training
for such APs which would be consistent with the supervisory
respons ibi 1i ties of NFA Members.

NFA firmly beLieves that the experience which an
AP gains under adequate sponsor supervision in a period of
one year provides assurance that such an Ap has the required
Ievel of knowledge necessary to protect customers which
would otherwise be tested for throuqh the examination. Because
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NFA intends to establish l"larch I, 1984 as the latest date
after which all new APs wj,ll be required to be tested, all
APs who qtere not previously tested or who are not tested
under NFArs rules will have weII more than one year's experi-
ence by September 30, 1985. Therefore, in order to assure
full implementation of proficiency standards by the target
date it remains only for NFA to adequately confirm on a case
by case basis its assumption that the experience of those
individuals has included adeguate supervision. NFA will
confirm that assumption through its ongoing program of routine
and for cause compliance audits and examinations.

In this connection it is inportant to note that,
due to tong established contract mark6t examination pro-
grams, the APs who were not previously tested and who are
not required to be tested under NFA's rules are relatively
few in number and concentrated in the FCMS, IBs, Commodi ty
Pool Operators ("CPOS" ) and Comnodity Trading Advisors
("CTAS" ) which are not contract market members and which,
therefore, are the principal focus of NFA's conpliance audit-
ing activities. For this reason NFA will be able to confirm
directly whether such sponsors provide the type of Ap super-
vision which is calculated to instill the required minimum
level of knowledge within the one-year period.

NFA's routine compliance auditing programs contain
numerous steps designed to test the Memberts system of internal
controls. Supervision of Aps is one of the specific areas
of internal control which is the subject of s-uch testing and
training is one of the essential eleirents of adequate super-
vision. Because techniques of supervision in gerieral an-d
training in particular may appropriately vary depending on
numerous factors such as the size and type of business of
the Menbef, firm, NFA does not measure the supervision and
training programs of all Member firms agains-t a single unbend-
ing standard. .Instead through examination of any wiitten
supervision and training procedures and through interviews
with principals and other supervisory personnel NFA auditorsare able to gather the information needed for NFAt s ComDliance
Departnent management in conjunction with NFA's legal siaff,to determine whether a firm's supervision and training pro-
cedures are adequate under the circumstances and calculated
to provide APs with the required minimum knowledge within
the one-year period. Although current audit programs encom-
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pass a review of supervision and training, those programs
will be enhanced as outlined above and nay be further aided
by general standards which may be promulgated by NFA's Advi-
sory Committees. As part of the auditing program NFA will,
where appropriate, on a test basis, require certain pre-
viously unexanined APs to sit for the appropriate examina-
tion to confirn the effectiveness of a Member's training
program. In instances where internal control is inadequate
in this area corrective and disciplinarv action has been and
wiII continue to be taken and, wh-ere appropriate, NFA staff
will recornmend to NFArs Business Conduct Committees that an
order requiring testing of any untested APs be issued.

We hope that the foregoing adequately addresses
any remaining concerns. If there are further questions, NFA
would be happy to answer them.

JHH : cm

cc: Chairman Susan M. Phillips
Commissioner Kalo A. Hin6man
Commissioner Fowler C. WeSt
Comrnissioner William E. Seale
Commissioner Robert Davis
Andrea t"1. Corcoran , Esg .
Kenneth M. Raisler, Esq.
Kenneth M. Rosenzweig, Esq.


