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My name is Karen Wuertz, and I am Senior Vice President for Long
Range Planning and Development of National Futures Association. NFA
appreciates the opportunity to appear here today to present our views on
increasing data sharing between financial service industry regulators. NFA fully
supports the concept of using technology to facilitate the exchange of information
maintained by financial services industry regulatory bodies about the firms and
individuals they regulate and discipline. NFA has a long history of cooperating
with other regulators and welcomes the opportunity to work with this Committee
to develop an efficient and cost effective method of systematically sharing
information.
I would like to take just a minute to describe NFA and its regulatory
mission. Since 1982, NFA has been the nation-wide self-regulatory organization
for the US futures industry and the only registered futures association under the
Commodity Exchange Act. NFA’s primary mission is to protect the public from
unscrupulous, fraudulent and unethical business practices through efficient and
effective regulation of its Members. NFA’s current membership includes
approximately 4,000 firms and 50,000 individuals. NFA’s regulatory process
begins with screening firms and individuals when they seek registration to
conduct futures-related business and continues with regular examinations of
them throughout their business lives. NFA also monitors its Members’sales
practices. When appropriate, NFA initiates formal disciplinary actions, and these
actions can prohibit firms or individuals from conducting futures business ever
again. As a result of its activities and because it is the sole nation-wide SRO in
the futures industry, NFA maintains a large, centralized and the most
comprehensive database containing disciplinary, registration, background and
financial information about the firms and individuals operating in the futures
industry.

We are all well aware of the damage that “rogue brokers”can do when
they use their unscrupulous practices to take advantage of unsuspecting
investors. Since its inception, NFA has tracked their migration within the futures
industry. As technology has developed over the years, NFA has embraced those
changes to create increasingly sophisticated and computerized methods of
tracking them. Because of specialized rules that NFA has adopted, since 1988
the number of “rogue brokers”in the futures industry has decreased by 75% and
since 1983, customer complaints have deceased by 72%.
Historically, NFA provided futures industry disciplinary information about
firms and individuals to regulators and the public at large through a toll-free
telephone system. While NFA still offers that service, in 1999, NFA became the
first financial services industry SRO to make disciplinary information available to
the public on the web when it introduced its BASIC system. BASIC contains not
only disciplinary information but also registration status and history information
about all firms and individuals ever registered in the futures industry. It is hard to
overstate the value of this system and its easy availability. Last month alone,
there were over 35,000 BASIC searches conducted, and this number increases
monthly. We expect that well over 400,000 BASIC searches will take place this
year.
NFA also maintains a variety of information about firms and individuals in
its databases that we do not make public but that we routinely share with
regulators on request. This includes information on customer complaints that
have not resulted in formal disciplinary actions, referrals from other regulators,
open investigations, matters arbitrated at NFA and regulatory and criminal
information that individuals and firms have disclosed on their application forms.
The value of this information to other regulators would be significantly increased
if an efficient and cost-effective means for them to access it were developed.
NFA concurs with the Committee’s concern that disreputable individuals
could easily move from one financial services industry to another. It is possible
that this problem will be exacerbated as the various sectors of the financial
services industries meld together. The distinctions between the financial
services industries are quickly diminishing. For example, in the near future, NFA
will expand its regulatory responsibilities by becoming a limited purpose
securities association and oversee its Members’activities regarding the sale of
securities futures products.
NFA also agrees that being able to easily access information about “rogue
brokers” from other financial service industry regulators will allow us to more
effectively prevent them from coming into the futures industry. We already do
this with the securities industry. When individuals seek registration in the futures
industry, we routinely review any information about them in the CRD database, to
which we have access under an agreement with the NASDR. Consequently, we
are able to identify and screen out disciplined securities brokers who seek to ply

their trade in the futures industry. Frankly, there has not been much migration of
brokers from the insurance industry to the futures industry. NFA has not
encountered a situation in which we have disciplined a broker for sales fraud only
to discover that the broker had a checkered past in the insurance industry that
NFA had been unaware of. However, this could become an issue as the
financial services industry unifies and NFA would certainly find it helpful to have
access to an insurance industry database of background information.
In closing, let me state that NFA is committed to exploring every avenue
that will assist in maintaining the integrity of the financial services industry. NFA
has a background in developing its own tracking systems and information
databases, NFA already has significant amounts of futures industry data in its
databases and NFA is the front-line regulator in the futures industry. As a result,
NFA believes that it would be an extremely helpful participant in developing an
anti-fraud network. NFA stands willing to help in that effort in any way Congress
deems appropriate.
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