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. UNITED STATES OF AMERICA
COMMODITY FUTURES TRADING COMMISSION

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

October 11, 1984 .

Ms. Yvonne J. Downs

Assistant Administrator

Office of Investigations and Awdits .
Chicago Board .of Trade

Ia Salle at Jackson

Chicago, Illinois 60604

Re: Joint Audit Plan
Dear Ms. Downs:

This is in response to the submission, pursuvant to Section 1.52(c) of
the Commission's regulations, of a designated self-regulatory organization
("DSIO") plan, also referred to as a jomt audit plan, to which all of the
contract markets and the National Futures Association are parties, which is
dated May 1, 1984 and was filed under caver of your lettar dated May 23,

1984. This new plan will essentially supersede various joint audit plansg
previously approved by the Commission and, as a result, all futures commission
mexchants ("FCt4s”) now should have only one DSRO with respect to their
camedity-related activities, whereas some FCMs now have two DSROs.

When the Commission published its request for coment notice on the
new joint andit plan, 49 FPed. Reg. 28906 (July 17, 1984), it raised concems
with respect to five specific items related to the plan: (1) the cffect of
the new plan on the previously-approved plans; (2) Commission access to joint
audit plan documents; (3) DSRO response to & civil subpoena or sumwns for
docurents gencrated or received pursuant to the joint audit plan; (4) DSRO
fumishing of audit reports to other parties to the plan of which the audited
firm is a member; and (5) whether the option-related activity of a guaranteed
introducing broker will be covered by the new plan. After reviewing your

- Auqust 17, 1984 letter responding to the vequest for comment notice, as well
as the the lettor dated august 3, 1984 from Bernard J. Purta to Andrea M.
Corcoran, the Comnission is satisfied that its concerns have been adequately
addressed, with the exception of item 3 referred to above, the provision
relating to a DSRO response to a civil subpoena or summons for documents
generated or received pursuant to the joint audit plan. Although the
Camission is encouraged by the statomant in your August 17, 1984 letter thac
the Joint Audit Camittec has agreed to review the workability of this
provisicn in the near future, since the provision remains a part of the
contract among the parties to the plan, the Cawnission has detexmined to
exclude the provision from its general approval of the new joint audit plan.
The Comission expressoed its intention not to approve this provision in its
request for cumnent ar tice. .
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The Coamnission also wishes to make clear that the phrase "civil
subpocna or sumnons® may not he interpretoed to apply to any. Conmisnion
subpoena or swamons, «nd further notas the broad rights of Comuission repre-
sentatives to inspect and copy joint awdit plan documents which you acknow-
ledged in your August 17, 1984 letter, which should make it unnecessary for
the Cammission to rely on a subpoena to gain accoss to records generated or
reeexvadbyabﬁlbunderﬂnjomtaw:.tplan The Commission understands
your August 17, 1984 letlter to be a concurrence with the Commission's state-
ment set forth in the request for comment notice that "[Alny representative
of the Conmission, upon his or her request, has access to and the right to
make copies of any documents genavated or received by any party to the plan
pursuant to the party's functions thereunder.. Such request may be oral or
‘written and shall not be subject to prior notification or authorization.” 49
Fed. Reg. 28906, 28907 (July 17, 1584).

. The Camission also is concerned about the deferral of including the
option-related activity of guaranteed introducing bickers in the new plan.
Although the Cammisaion recognizes that the intmducmg broker cuption area is
not an essential eleament of a joint audit plan, we again urge the self-
regulatory organizations to move expeditiously to davelop an audit program
that would accammodate introducing brakers which wish to engage in the
Camission's exchange—traded vption pilot program. :

The Commissian wishes to remind the parties t the new joint audit
plan that the recent report of the Division of Trading and Markets prepared .
in connection with a review of the effectiveness of the contract arrangements
betweer; the New York Stock Exchange, Inc. ("NYSE") and various conmodity
self-regulatory organizations (*SROs") found that the segregation audit work
performed by the NYSE under the contract was deficient. To correct that .
deficiency, the SROs were directed to develop promptly, and have the NYSE
implement, a set of segregation audit procedures to be used on a mandatory
basis in the course of examinations of those FOM/broker~dealers where comodi-
tiog Is a significant line of business. The Division sct forth in the report
suggested guidelines as to what steps such audit procedures should contain
and the Division ulso noted thal it expects to use these guidelines as a
standard, to be applied ou & prospective basiss to judge the sufficiency in
this arca of all conmodity SRO audit and financial surveillance programs.
The Conmission understands that the guidelines contain procedures generally
in use by che commodity SROs in their own audit programs. A copy of the
Division's repori: is enclosed, and particular attention should be directed to
pages 6 and 7, and 24-26, with respect to what is expected of a segregation
audit.

The Cani.ssion has ruviewed the jolnt audit plan dated May 1, 1984 to
which all of the contract markets and the National Futures Association are
parties, and the Caumission finds that the plan meets the requirements for
Camaission approval of such a plan, or any part of the plan, in that it:

(1) is necessary or appropriate to serve the public interest; (2) is for the
protection and in the interest of custamers or option custamers; (3) reduces.
multiple nonitoring and auditing for compliance with the minimm financial
rules of the self-rogulatory organizations submitting the plan for any:
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futures camission marchant or introducing broker which is a menber of rore
than onc solf-regulatory organization; (4) reduces multiple reporting of the
financial information necessitated by such minimun financial and related
reporting requircments by any futures camission mexchant or introducing
broker which is a member of more than one self-requlatory organization;

{5) fosters couperation and coordination among the contract markets; and

{6) doas not hinder the developmant of a registered futures association
under Section 17 of the Act.

This is to inform you that the Conmiusion on Octcber 10, 1984,
approved, pursuant to Section 1,52(g) of the regulations, the joint audit
plan dated ¥ay 1, 1984 to which all of the contract markets and the Naticnal
Futures Association are parties, and which generally supersedas certain
previous joint audit plans between and among such parties, with the exception
that -the Commission does not approve the provision relating to a DSRO's
response to a civil subpoena or sumons for documents generated or received
pursuant to the joint audit plan, as discussed above.

Vary truly yours,

Q e ‘A . wt}}b/-.
%&\‘ A. Webb
Secretary of the Camuission

Enclosure

cc:  All Parties to the Plan
CF1IC Regional Offices



