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INTRODUCTION

Lhe Nutional Associntion of Securities Deslers, Tne. was reguesi ol
Lu furniss certain data sicd indovmadion relalive 10 its agtiviiies 1o g
subieosnmnition (]gltu[' tlated March 18, 1957, of Colirressinan Joisi
B Blennett of Michivan),  SBock data and information was sciouiited
by latier ol Me. Wallaca A Fuluon, exceurive lireetar, it Aroat
20, 1957, addressed to the then chinitinan of the subesiminivtes. o
brought wp te date Ly letter of Devember 22, 1935 J

Tha full report and exbibits appesr us 2 subgoramistes reprint.
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or
NATIONAL ASSOCIATION OF SECURITILS TIEALLERS, INC,
TO
TIE SPRECIAL SUBCOMAMLTTEE ON LEGISLATIVE -
OVERSIGHT O THE INTERRETATLE AND FOREIGN
COMMERCE COMMITILE
HOUSE OF REPRESENTATIVES
HISTORY OF NATIONAL ASSOCIATION O SECURITIZS
SLALERS, INC, IT: ACTIVITIES, MEMDBELRSINIE DATA,
SANCTIONS IMPOSED, MEMBENS EXPLLLED, FINANCIAL
STATEMENTS, LIAISON AND SUPERVISION BV 35C FROAI
1256 TO NOVEMEBETL 30, 1558
SULSNITTLED BY
NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

(WALLACE H. FuLToN, Excentive Dircetor)
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SUNN ARY OF Looont

The Natiound Associaon of Secwntice Deales, Tie,, was veraaiand
13930 wnder secidon 134 of the Secorivdes amd Exelsnge Act of 1031

Al formabion, 2616 rolwer/denfers ]ullh:'ll e asscialon, ds ol
SNovemlier G0, 1855, 1,hm|;. wire 8T pentbers of i &AL I']"|'|l:‘l'-.
weve 795 baaneh oditees of tenihiers segisieoed wilh the nseaciniion
in 19L2, (On ?\ﬂwruhc]' o0, 19a%, 3,250 brawch offices of nwitlwers
were Temisiered witio the X ASD. o o

In ]EllfJn 1he assoeiaton wias T anled ]‘.ll_'.lnl--[l'l‘l l"= M e TR T B T
adcl 14 u-lmnrfc Congizsing 1N 11.,:|nlu;, ihe registraiion oF ml re s eTed
represcadalives:; 24,543 madividwins were Jien rrrrnal..,ml o lndd, e
al Movoebos dl.'} 1055, elers were 68,613 vegistur il RO S ST R R

- mepiatored wich the gss0Catiol—ua inerease over il year 1040 ol
O ] R T

Teom VT throngh Nevenlwor 30, 1958, 1oia] o0 1205 complains
weig ftledd againsl association embers,  Dneisions renderad pa ih
asgaeiation rosulled 1y 179 m:rmh-:ra exapeellenl, 35 .m,lul-._.n L asiice,
361 membres conseed, aid 307 frns ool @ reial of ST
Al 11=r..i||~.|, Feslstered ne [umcl.l.qnn*: Nalking U1 LLG unrt'ﬂ JHE
hias il_,:g.l.[l,:_,-.] i Llw pevocibion ol 15 ressiaions, o s II"Hln. )
36 registracions, wil flnes doding =40 Jﬁﬂ g posetl against 57 :ml.
vidunls. The associution’s boanl of puveriors Tiss aeee [‘-Lu_t[ VTP AT
or callmi for roview, 270 cases mu 215 WTHE: Slainis ave o o :,'.u_.u-ui
Lo W Beeuribics ﬂl'l{l el Al TR LT

In the eorly ¥ ears af Liee asaocialion, L,-.tLq'u'I.i-LI |til'|=‘.1' oF leloers
Books aml rocords were cotdneted by a questionnaire aud Odlowed
up by oo N ABIY sidll exniner 'u.hm.[“r er AL appeaved Sictber ‘lL,nh—
gaLion into a firm's bisiness ac Wvitics was J!L‘J{]t‘fl Since aind, all
axaminniions ol menberd’ books nnd records wave beos aiae Dy
associabion cxmminers i the oflices of wwembers and hranel ailices o
musbers. Duripe 1he fiest 11 wmaihs of 1638, 1075 exniainaiioens
weva mile by NASD exuininers.

Compbed e dewndls reganling the sssoclation’s oampmuind aribms,
menibership staissies, and other watlers are Préseiled b stnooli-
slitloe print.

L
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e Nabional Associntwn of Securivies Trealees, Toe,, was registored
ws o ntions] seeuridics asaoclation i Augst 1035

NASD is the rezulating instrument of the sectivitios Busness 0.
lished wmder dhe Maloney Aes, an _.-':m{_nf]n caEL (ses, iad) o e
Seeunilies Eactange Aot of 195 Nomed foe Da osnoaesor, the late
Senotor Franeis U, AMaloney, of Conncecticut, dhe ‘\L.Llc:um,;, Aot was
eclopted i 1935 los ditle rowls:

Aw Ael to provide Toc e essblistneent o 5 meechanisa of regoistinl amang
oversihicscosnier brokora amd dealers Speratiog o nberslare aml dorcign cani-
merse or theolgh the ransils, o peevent aois and preicsices inédonsatent will just
Bnd equitalie principied of trade, ond for olber purposcs,
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Iu deseribing the wnderlying purpose of the wet, Senator Maloney said:
£ ¥ ks degaslaiian repwmesenls wial 8 asoaadly o two-whiy steeck 3o Lhie ficld sf
coapsration bevword gavernanent and buasioess. * ® 0 Ty fhe wpast ang highly
sanaiinnd buziness in &seueisics teacssctod oilorwise tian an exchappees, 165 act
is caagnel o eMeei e aosvsiem of regulad o * * * im0 wiich b memisrs of
Ve Dedusrew will thoenscives eacreise ns laege oomwrasene of auchority sg bbeir
nadrn] geitdugs il e,

Tha ebligatwons, respousibilities, anthority, and powers of the nsso-
ciation prunarily ave concermed with the enforcement of ethical
slundgris and practices o the wvestinent banking and securities
busuiess,

FLHEYIOUS NLEGELATORY ACTIVITY

Tl fAvst vonitte b the secuvitios business in the feld of self-
segnliation eonnnenced in 1953, wnder the Investment Bunkers Code,
gutodtized Ly oihe National Heeovery Adaninisteatian,  Aflter the
NIA was declared uneonsiiiubional @ 1933, ihe securities busiess
velimtartly eoninmed tomect e stnodards ol the code.

Widgut legistative wuthersty, inwever, thi problom of enloresinent ..
of seb-resdintion was oo Bepossibic one. Tlerefors, Lhe Securilles |

auid Wxehange Commission urged hai the code commitiee, wlieh
wig Lhe adoisisirator of Lhe T, B kopl togetiws while ibe industry
anit vhe Cornmission senughit sueh legislative mathority.

On Juiy 31, 1933, 1he cade connnites circularized oll regiziored
Lipoleer/dealers to detevming whetbar vhey wisued the eade organization
coniinue) on a temporaey bosis. dore tlian 90 percent af those who
replicd appeoval ol vated W0 support the ergaaization financally,
Tl tasnsovary Investment Bonkers Conference Commmitee therealier
becalne the Tnvesitienl Bankers Conlorenoe, Do

All vemslrred lrokiers nnd desters were invited o becorme menbers
of Investimeot Baokers Condcrenes, Toe. Sone 1196 applied for
meniierslip,  The eoniveenes was [ormaliy prganizcd in Golober 1936,
aud soom lad aomeilerslap of 1,617,

! MALDNEY ACT BACKGOOL WD
Tha fest dealt of the legidadion (o be known ue e Maloney Ace

was dgated November 1, 1957, Tlove were sy eenferonees relndinge
ta eoicepl, Tovmn and content of Lhis deaft betwoon the Commission

oLt

and s stail sl officinls of the confereee, 88 woll as ropresentalives

of tire Juvesiaent Sanioers Assosiation of Awerics, the New York
Segrliy Prealers Associntion, the daine Divesvmend Dealers Assoein-
Hon, the New Rogiuand Securivy Dealors Associniion, the Californie
Securilty Dealers Associniion, awl ihe Chicoge Unlisted Traders Asseo-
cliabion. Go Juouaey 18, 1935, 1he proposed legislalion was lolto-
duiced o rthe Uniied Soafes Senate,
Tie daloney Aol hecime law on Juoe 23, 1935, The Governing
Commiilee of vhe Tnvestneot DBankas Coulercpce, Tos, Uhen ap-
olled & denliing conamnibles W denw wp Lhe aecessoey cerlificate of
incorporalion wnd prepare bylnws, maies of fair praclics, and s code of
- procedure for handling Leade prociice complainis thot would qualify
the copfercuee a8 6 palionsl securilics sssoecintion under the new
SLilaie, -
The deaiting commitiee and the Scourities snd LExchange Comt-
Tpssiod wers virtelly in continuous conforénce over mahy onbis

-,
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in neir elfovt 4o develop soundd, praciieal, amd elfeelive byvicws aad
euies Lhat eonld be presenied to the eonterence moibarsiip fore
arln]iting. ) o )

Cin Afarels 18, 10349, Wi eoricreace, qolnddy widh 1he Seeawitios snd
Exehanee Comanission, subimitied 1o dhe memberalip vor conshaent
pronosals for registrution of the conference ug o registerad nutional
geclrilios fssocinlion.

Vo June G, 1939, revisad decuments relieciing connetts onid
suerestions of the membership and others were subnuited to the
conferenes mwembarship for wleprdon. It was provided that, unless
by July 16, 1935, shere were dizappioving votes foom aw leust 50
pevcent of the memboestiip, dhe econlerence would apply dor rezistra-
tizn ws o natlonal securiies assoeitin.,

At that time the confereter had i 480 webers.  As of Juiy 15
10938, 757 lballots Lad Lein received, of wliclh only 35 cegisteral
diskpproval.

FORMATION OF WASD

The iniddsil registiation staiesent of e National Assocation af
SBecuricles Dealers, Inc--as suceessor o 1he eonfereince—ws Nlzd
with Bk Beecuwritios wncd Exchaage Cornmission on July 240, 19030, and
the Connission approvea 1t on Angase 70 Theeeatior, this replairs
tion slalemcial fus Leon suppicmented whenover e associiiog’s
rules or Lylaws have been atlendsl] o mical speriie sliuations,  In
adalition, he repistration staleigent i3 recoapiicd in an aonial onn-
solidatod supplement, which makes current as of each Mareh 1 all
available data required under tie Jnw,  Tie rogistration statenent
iz w prublic docwinent, contaunnge o list of merabes, Inancial staras
mends and all related data.

MIALEE ST

The assoeintion's hylaws i general, =afiver e dadneoey et
recpireanenis bhad anembership nonnally shall be opes o adl leaSers
anl denlers auli@rized 1o transact aoy benneh of Vie invesLont Tuosk-
ing wadl seeuritics hisiness Ino the Wnice] Sintes, suoject (o carain
exceplions Lased upon post comluct,  Theve also may e corlain
excrpbios basnd on geograpuy orF other cviterta as oy e fonna 19
be in the pablie BuLeecst.

Mo bruker o denler may be a tacinher, fov instanee, 0 expeiled o
suspeniled feom a registeecd seeiio s asgOEs Lan o Pegisiered sintionnl
germiriblos exchanoe for acls incossistend wick Just ond equinnbla
peineides of wade; or wlose pezsieniimg Gas been pevobod by Gie
SEC; or nwlividuals whe, wide nifteors ar pariners of any fiem, were
the: cnnme of awy ariler of suspension, sxpusion or revoen:ion,

Broks, by delittion, nee wed bivkers il dealers, sl diies o ot
eligile for NASD membership,

The bylaws also pravide tiing, should an apnlicais Tor neinbecsiip
of registention as o registered representative of s ackdee fot hava
§ovent's axporience 1 Lhe business, sucl applicints, including corpornre
oiiis, pariners, sole propricters, and salesmen, must pass o gualifi-
el ion examjonlian,

Alemiborship applications wie procossed by the appaeoprizte disliic:
committen,  (Sce exhibit 1 (a).]) Should i appenr than on appliceok

-
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daita not have Lho fiolificalions seeessary for ek sbip, o Learing
ey b cmlicial bedore the appropeiale disltict goonunilles, the
svcoedl of whicl s trnnainitled Lo the boaed of governoes for netica.
Shanld adistriet commitlee or Lha beava of povernors believe nanetilber
16 e o loncer aanlilied for membership, Leavings may be conducted
gg}:} Lie board iy caneel the nemberahip, subject Lo appeal v chic
At

Alembersianp in Lthe sssociaiion on Teeember 31, 1939, Lotaked 2,616
fma, Theve were 5,571 ineiabwer Doos on Novomber 36, 1835 (oxlabit
1T fedy Theanel alliens of avemoers nwenbored 975 I 1942, when e
firal coand of such ailices wos made, ancd repistered lraoety offices Lind
thereascd 1o 3230 oo Novewber 30, 1938 (extubie 1 (). When the
associnlion’s jurisdiction wozexlemleed Lo Hawaiiin July 1936, 35 firns
weire added to WASD mcmbership.

INLTEXNAL DRGEANIEATION

The Maleney Acl provides Lo any sadionz] sororities ussocialion

snivd ke alowance 0 @5 Vales snd bylaws for wilitiated or regional ¢
axiarinlions. Adthongh this bs coverad Dn urticle I of the bylaws, no -

aililizee nesosintions have bren [ormcd or regsieral,

A vezisterod seeurities nsanelivtion must, ader Ve low, operale on
Stk e pazia, so the NASEY divides oricingd jurisdiclion into 14
istriats aand e eaele disiried chere i wodistreies eoninntoee wieeh oels
as Lhe arent Jor the baanl of vovernoes o Al area. Fach district
cornzgleg el pasmally dwokds ofiies Jor 3 years, and mway now
sucer] Linnself exee i mnder corain comditions.

[nch disiricl moy viesl o o, o corain disbrcls wheee membier-
ship s nnosundiv Lese, awee (han ene-—menivher o the board of pov-
cinera. Phere aee 21 governoers, el of wlwo serves w lerm of 3§
wears, Tacl year, T onew soveenors joilt L board and 7 orelive.
CGlovernors may nol suceeca (oomsebres excepi ooger coviin condis
LI9NE,

Greerall poluyrmakineg funciioss of fhe asseeiation are veslbed o Lhe
Loaed of coveriors, A advibory enuneil, amngnoscd of dhe chairmaen
ol whie 14 disiciol gosmmaicbees, aids ihe boacd e naking palicy reletiog
1o bocal praldems, vhiug corrving oul the goetvine aof masimum admin-
Ishratien b Line disiriel Joval,

Cunadilates for the baaed of zoverwes wind for distriet connniilices
are selocton by noosunaling eotoailiees. I W perecne or moere of
thue mmemideera of any districh o ol cencar o 1he premesals of the
Sl ing combnibbes, sUen s e ay sominete additional candi-
ez wiwse nndes must be placed o thie Ballok.

el megnber e s evidied woone vaie in dhe area of ils priscipa|
Plhoee al busiiess, Foclo member boving o beanels oflfice i anot her
districl is et led alse to o vete in this parlicular distrcl wic respeat
to parelv distiiot naalters, .

Diatviel vosmittess ana the hoarl of governors clect ticir own
clidrmen and olher afficers. To additien, the Tviaws provide Lhat
Ahe ioacd ey clect a chiel exceutive officer wnd such otdier puid
wilrerg ns i deems oecessary, ong of whom shall peclona the wsual
datics af o secretary of & corporation.,  The board has annually clected
an eneeuwiive diveckor, wio 15 Lha principal administrotive oflicer of
the wssociatton,  Nistrict offices wre luembed in San Francisco; los

Nt

[
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Angeles; Denver; Kansas vy Dallas; 5t Lonis; Chicagn: Ay
New Orleans; Columbus, Olde: Washingian; Philadelpliag New Verk,
sarid Loslon,

LULLS ol Falll TItadTH:G

Under urticle ¥Ti o the bylaws, the sseeciation meiabnr=bip tins
adopled vules of faie praclice presenhing stanaards of Jusl ang ool
able principles of Lrade to govers the conduck of members,  There
are 28 delinilive riles.

Section U ol amdcle T wf the rules suins ap tie lundanental phi-
lesopby of the sssuctalion, Ly sluics:

A meraloer, i e cosduey of Dis Imsio s, aball observe LG scosdands of
gomumypeial homar and josk and copabosbe priccides of 10,

AR Lhe vules of [air practice are dealzned Lo carry ot L origiinl
intesdion of Lhe Conomeess i scation 15X (LI(T) of the daleney Ao

The rules of Lhe asaaizdion e drsdgned prasent Troadilein cod mnigpine-
Bdve wels wind peedives, G promete guet and eogniedile priseiples of irele, la
provide solegiards sl unreasanhibe pradis ar ot dosal e nokes el Ui,
sian or o luer charges, and, in geoeral, 10 pegacen inveanrs and the poilae lencst,
whgd 1o remnove he igerlivenns oo aned aeefeal the wneciaaiian of a Qrce and ogan
markel; amd Are ol besitied 1a perit wnfaic I}Ihﬂrt'lll:irj;qul."il]_ Lol iy I LN
ar isatiers, of biraliers of dealers, wo S5 oaineacne saoflls, 10 3 by :w{:l.l.'f;i.;h.!
af prives, ur W impose any sehiedaly gr T minbinoan faica of eomenizsians, aliow-
ninces, diseoinl s, or ollier ghnoges.

Tn the SECS opiston approvie: e ociginal repisiration of the
MNASD, the Comnussion suied tha,

Abiosl adl of 1 Arcguialion's robes wi fabe piective e diteencd award inn-
nating shees which might wel Jead 2o Gine geiraeding of inmeaiers: oeed nile Xa
18 specilically forlads Lhe wiceting of traaenciiniia 13, or Ve indusisoent o 5
pruvehase of o Sile of, W @iy by meaie O Ay il vy dfacentavaor
allier Teptai el devises ar comtrivanee,  Sintlarly, whinnsg ol of Dl associilion's
rales are desipoed Lo poaraae juab sl mgniiadie ineiples of trodee Holea 3o
W ol Nao d oo cdirested againsl angepionabds prodils oo oles eharvges. dany
of tho rides doe clesigneel P peoLeey EvERI0rS el Live i Galeeesh, Sl il
sprciticully, sael s miae Na. 19, whiciy praldiits oeddag wapdner wae af a eis-
(omer's Bgecls or arcuntics ol repulines e Temling ar pled g, of 5 cial amer's
gompitios, mibe 20 whieh ibeals winh saivs on ihe petwdnend plonand rale o 32
volden renguines: & meanbys 1o sphinedn @ balaies: aliet apoe neogest W G iread i
ragulac cuskomer with respect to whoen o dobtor-ureditor or batioen relano:
[T

In alditian, as provided e the Loy, section 25 of aydele 11i of e
rules of {alr praciice perinits bhe aseeelaidon Lo b2guire ds moiners
Lo refuse to cdeal with nonaenber Lrokers aool dealees onana Leras
ather Uian those accorded the general ablic. Seedon § () of siiiela T1
of the rules provides that ** ¥ * ropistered popresentaiives of monbers
shadl be vader tlie spme duties and obilradions as ooacader, * * >
All officers and poctnees and any individuals emploved Sy samnbc:
firvas and baving contact wilit the puldie W conneddioi waiin the -
ciinse or sale or Laodling of secuvities must be registored witis the
association,

ASSLESMENTE—DULE—TINANCES

Tie asaneialion's bylaws provide for sssessinents snnunily by he
bourtl of roverners to covelr oparating expenscs,  Annuad Blies ees-
ently are compased of nomembershup fee, a fee Tor vaclh waployes, s
4 fee veloting to cach membet's participation in undemveitiinzs.  Thers
is 2 maximum ossessment of 85,000 o year under the piresehl dasess

A
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mend aciedihe, T oadedition, enele wonber 1s ehareed 510 anaually
lew gricli Lrane office, sud $i0 vach lor processing applicalions of em-
plonees who gack Lo beconas regislorad reproseniElives. Theee Is alao
A i exmmination fen for oll those requingd to take ilie qualidication
’-\uuuiu.lt]u.i (iSxhiliz 2 suts Forth Llie variis assessownt schodules
SEET Ry 1||.,, associnlion over s Distery.)  Tie assessinent seledula
o The Daend vear boginaing Oetober 1, 1957, iz 0s follows:

Mernd ..-;_..1|...|:| _____________________________________________________ &a0

asmdlbinsy Ko i ieeaa. e e 30
Lrmdedwimnans (oad pnreic p'lllnu-'. ol o 1eaal of S100 ﬂvﬁ{]] f,)-::r:r*nt] veaa AIG3S
g Fakes Q0 IR TSN CONLEINY 53003073 and whdepwritors (pereent) . 00 007

{XMouemibuse oty bz assessod f agaregats of more than 36,000
Mow inrmler agplicadinn fee oL - JR e 525
Thegiatrmtion wf cack jww degstened oo pn.m,ut'ulnn .................... &0
I T s e rmrmammmaraa s T rT R E T R arEr e i
Braneh odies fer Guwsal) oo, ..o e nmmea- I e remwama- S0

The dlves a nel azsessment seliedule is [1la] with liu, (UI'III]:I]S.:-IL'.*J‘.I in
Jidv Tor the counng Dseal vear, and it may be disasproved by tho
Crosiiission upan A finding Gaud il decs now pravida an equitnble
shigenlian of cusis. Uhis schwdule covers eperanans of the executive
Ghive, the hoarl of movernors and s comtuiblees, snd oll expensas of
distaiet coamnbibloos,

No meanber of the ool of govoranrs and no wnmmber of dislitet or
piliyy commitiers s comipensated [or Mass spent o associailon
Business., Al cwmleers of suel comumittees sod the bootd of rovernors,
as well 85 elecicd ollicess of Wie boad, conteilts ther tine and re-
calve ouly relmbumsement [ur oug- ﬂ!'-]mc:lu.l. exPenses nceurred o0
Lelnll of Ltie assocmtion, Without tlns voluntary concribution the
ASSOCIRLIGH could nolL opernle,

EXTOLRCLMENT O ARSOCIATION LULES

TPeviodin nim.:..llmn o meinhers” oolis and recocds 13 the basic
Grmbrdinent for eoforcenaeny of g codes of o practice. "Fhe assocln-
Lican 15 roduire:d h:,' Low 1o enloree it own rules, wind the authouity to
sxainine therbeis’ hooks, records. and Atcounls pursusnt te this re-
quirenaent is oanLadia e aetiele TV of the rules.

Fiolad ST l.u'na, andl exnminers arg joeatid Be G various disiricls,
a3 welk ws I Lhe execuuve ollice.  Cusrently, the asseention employs
26 snerstaries andl exaininers.

Followinge an mlam] THeric 0:’ ﬁr“'ll]]nllml:l Lhe enforeciuend pro-
VI TRL UnurwRy i VT (exninlls 4 G, 7, %, f;l}.

Nuevessawily, there wag salie m]mnmnuu Cwat types vad niethods
of vxomingllon.  To wwadisirieds, lor instnm:c, cortfiod puldic nocowt-
ants were anployed 10 exnmine books nnd records; o anodier disiriet,
st ratihers wor tt X3 ineel cillier Dby associalion exaaniners or wecount-
ants;in Lo of e distvices, oll members wers exawined by wams of
As3QUILLION exalitess senk inte Loe districls for o lomited peried.

lLLa'llIib af uhese prefintnary examinaiions disclozed thnt it would
aob L possible—witheul prolibitive cost—te cover alb mentbers
atsiably by pevsonnl exiininnon, IL wos also apperent that for a
limited and evolutionory period sy prebliens and spporent viola-
tieina mirlit be corvecked in the light of responses Lo a questionnaive,
Alost prersistent problenis 1o Lhose days relutod Lo sade of securnities to
cuslomors at wnfeie prices, failura to maistain proper books and

NATIDN AL ASSOCIATION Ol SECCRITIES B s, wed. 7

records, m Lsm.{lm-,hmdt.]h of rules ulhm" (g comdivnaions
!Ij]_ ﬂll'll"'l' ation of cusiomers' ShuulrlLIEb, -I"I:I'Ll i osonLs !['I-‘.-Lnl.lt.,l..-:, v Lilis i
nalsnse of cuslotigs” Qumls,

Lack «f munpowaer dirwg Weorkd Wo L forced eximdad nse g
1l :jul.,-.fmlmuu' Lo suppluement ihe woik of 1ne THTTER TR A
tisn examdners.  lJRowever, pronter expoericoce widl t,u[-—munmh' Cd
confirnied Lhat ey wers ai h.tulc:. useluliess, Jmn.1 aifvaiive anly
Ir'l. L11alH] }}1]"'50 0- L-ll-l,"' “5."1{“.! I|II:HI E hl..-u'lril.ll..,S ‘—Hu % ﬂf 1|.'l i s I-|.|lI|| s la.l!'
markups o seenmitics sold hy members o the fublico O w ezl
they did not adequately disclose other erpally sevious viek mli.-.h,
sich as chursing of aecounls, failuve propely 1o supesvise salisaten ﬁ
tIL..Ll‘rllJ.i.E 1I'I1]'JI0'|..3L.1' FRU ORI TS ICI-I.{J."IHL-.IH"! L llLﬂ{,u, 1L was comviged
that ns quu]dmd s e 4.1..1|J.r.h.., the gorps of wasaciniion
examiners wonld be expanderl 5o s 10 perait an dnaunl examination
oozl of ane-tlird of Litg 111 airlership.

I addiition te diseigiinary acticus develomng Lionvhe asseehiion's
swin examination pregram, the SEC, ns nomaiter of poliey, refers in
e associaLion en viol: AliDns ol "\.‘Lb.ﬂ' ul]t."a wicch are disclosed in s
inspection program and which Jdo net indicace fauduien sedvities
sufliciont Lo warraol revos -ﬂ-lll:l-'l ]I'.I'l'l}ﬂn"\-"{]ﬂi”‘r IR 1 Captmission.

- Formal complainis fited in the cwnly yours ut AFAACALON Loliviey
represented only the more seviows sliuations,  Thare were innimer-
aldy Insinnees in wlm.h thistriel business coinincl Cu.nluil.‘.unﬁ LG
the mernbers ovally ov in wiiting with yespest 10 v pravtivea, In-
volved were [ailure Lo Leep praper books wiil recoids; wuproper £31-
fuimations, or nene oL all; hypoheration of cusimnes’ seesidics; wid
violation of tecimicul rules n]f Federal and State reguintory agancies,
Im exaanple, in 1 districy wheee all mosders wore cxaiined in %],

3 formal complunts weredilea, 1J"|J.u"||i|h.,u‘l.|.l._} all other iginbeys received
].Lt'tL,Ib- of caution (exbildt [h], charts showing Jonval camp]m..m
filed annially sincs 2084 for iacl dusties),

Lixcepd for depirtures from seetion 1 ol artiele I of whe mies—
whie basic elhical conduel mile—the mwost Srenuent cosises ¢ colaPiiing
bava heen violntions ol rules, i ilies asder:

Section 4, veruiring prentes 10 tleal a1y wiliv custoniers;

Seceion 18, prolubiing Lrauduleot, manipuliilve o Seceptive
agiivitios;

Section 14, prohibiuing the misuae of custmnes’ funds and so-
curitles;

Section 21, relatineg 1o Abe eeping of books and reeards;

Seotion 12, vequiving eoriain disclosures ou coniivmations w0
CUSLOKILETS;

Secijon 27, relaling Lo Lhe supervesion oo sngitayees;

Section 2, relaking Lo Ui 0[} ey af vecomimendakiahs loe 1
plurchaza or sale of securilies Lo or (00 cusioimners,

The aessciation's foraal enforcomens weik Las inevenae] wateraily
in veeoud years as mombeeshigr Las rizen shaaply and public uereat
i securities has widanail {mhih'LLb 4 arud 5.

I addition to diseiplinary avtions resulling forin formz] couipladnls,
the gssocinticn, LLmurrh urhigraalon and infornel proecadivzgs, ever the
LA J:~1.q .ulm'.-'u:u. tm' gibabantial restibistion io SUSTTICE,

Analysis of thbuplmun actions Invelving unlair iees, inisuse of
customers' [unids or securities, and wmpraper cecomcendaiions,
indicated tuot these violations tended to be prevalent fn fiar s wiiera

L



o NOTIONAL ASSOCIATION OF SECURWILE RUALERS, INC,

anpibie was s ll ov inddeqguatie.  As poresndl, the bonrd of zovermors,
it Ao 12, adopted aad sulmnteed do dhe menbershin for voue,
news ieli thak wondd requive, as poreguisile Lo mambership, oooinnwm
Sl 55000 enpital for (hose doligr o gencral securidies husiness und
52,300 cupital for those (oms ot kandiing customers” fund or sceuri-
tics.  This rale was adopted Ly the menihership, Tt sulisequently
wns alsnpprovel by the Secaivies ana Esclange Connsson.

Tn spite of the Comnsissions deciston, the ussomation nevertheless
s Lecn able o dalkg awetion i & numbuere of Instances in which members
were fotind to be Inasivent,  Association policy bas been shat for o
memiher o hondle eustomers’ Diewds or seciilics or 1o do business with
tha pibiie as o thoe when 1k was lsalvent constiluted condust incon-
sistent widl just aiul enuitable prineipies of trede, and this g viotation
ol seation 1ol actieie T of the rules of [aic pracuee. This approach
s heen Redping, bub ndmdlbedly 16 is nob o complete answer to tho
arobiems of finsneial responsibility,

an o wnpertand develnpment was the promulzation in 1943 of the
5 pereant ntkup policy by the boaed o gavenors,

A the eniorocnent proeertct broncho shoud additional disaplinary
AL Based on Lraisielions wich custoiewes b wefair prices, membaers
fnereaatnzgiy Bobizht inleeniztion frem the beord and Jistriel com-
i ieod as bi whial sonstilsied o Faie masvkup,

el ef erosias, o Toie toaraup depeads onadl Lae cocenmislances
of a parviicadar sivealivn, eclading e prevailing market price, size
al thie arder, pumibeer of dobines involved oo dhe trassasiaon, cosl of Lthe
seenrisies by nwlividund woie, and weaifuisilicy of iha seeurity in the
inarkat,

Analysia of avinbiile exaination siaiisiics disclosed Uik the aver-
whelining watoriey of Inocaclious o e over-Lthe-caunler nacket
appcarid w be consmmmmlad ol makups of less than 5 pereent.,
Therelary, it respanse too niemiberslnp pressinee for o deflniion of a
Pt opralit o maekup, Uie boavd of grvernors sdopied s § peresat
pedicy, as el [ovtl i o sasocialion’s naazl on P 1-133, Siuee
that e, spet cheeks bave shawn o conssoan by dugh peoportion of
all 1ransact wns si Meralps of beas vl S neeeenl.

Anasliar prabiem which antorecient selivily disclosed, praueolarly
i sa-cailed wng palit guaea ur thosa veiving execssive markops,
wing Llect i Ry instanees Che fivms nvolved claimed 1o Be ak dhe
moeey of tho snlesiaen,  Those aad euser siluaidons showed the need
fov associsbivn conlvol of sales personncl, a8 wall as of the fiems tieme
selves, Accoprdingdy, wlie booaed wlapned, aod oie menberslup op-
proved, cficotive Janwury 1, 1946, anacndmenis 10 Wl bylaws veguiving
all sades personacl, officers, partners, ole., Lo be recistered witli Lhe
assacialinn as registered replreiendalives of menber firms.

LXAMENATION PROCEDDIE

mxamivalions of members’ bocks and records are conducied with
three lasie obleckives in mind: fest, 1o disclose wethical business
aravliges and odations of ihe nssociation's voles; second, to oliain
viluable siatitical msarsiation; and thivd, to pursue the ediecational
piiases of Lo asseciadion’s work,  Special exuininalions are scheduled
from e 40 lime Lo oblain information on speecifie siluations or
cotuplninis. :

-

NATIONAL AESGCLIAVION OF SHECURITHS DEALELRSE, QNG 0

Sreagivally, there was Lide siandardizntion ol examing o Jwoee-
duve, winl eliectivenrss depauled Lieely wpme tie avmernicres o
perromadidy of the ndividual exvinciuera The Tnabcid eanciling of
Ui mcnber sand vhe msnaes of saicgucrcing cizowess” Liosls arad
seerities were peime alelents iy the axanieiion. These clemenias
are egusidersd woday, bl the SEC'S capital vxiio rele 2l reatiocs
read thad all beoliers aund dealers Die o Lannead sepuoilz with 1o
Compuission Lave mdile il unneoeseary lov tan Dol aspecl of thi
05M0CIkLIoN s examina Lo 19 be 8a SO0 BEC R G 11 e racly vetrs,
Moo, 1013 usually sullicaenic 1o eatnblisls Uit ot s = smiven,

As 1t Beeame ovident ot stanciapdizazion af cxaanineion metthicds
wad neeessiry, a1 establisbed routise wos presecihed Jar o sssocinlon
SRS

Lxunanivsdinns g eandiicion o @ suiEprise beslis o tenibaee s
o prior indieniion Lhat he is w he exnmimed, Exaniners nee io-
sliucled dimst o interview the proprclas or pricosa] allieer ar paro
Lo obtain farmation a8 1o vhe eype of seenites Dusianess eondieiad
and s 1o eeclain paliey i ess,

A exaininaliot ropoct (oo bas Loen prescsioed dor use by e
aroiners,  IL provides oo oalline Toe conndiiet b 1T exnsainaiion, aod
also i devisad Lo devenp Infarss O o7 alaiakios] piirposas oxbioti
9ich, pp. 97, 98, examinniion reparl S,

SO (bens govan 10 e exaunna Lol renorh forn el e pasiio.
af business eoneerned willo wisderweiiing pew izsues, wiil sabe of yo-
listcd sceurilies, willi dransinctions i lislel seousides, wnsieiuls, ar
nrbnn] lunds; wivellwer Lire oem Ber ongases i sy Glier 2eainii :
as e sale ol real walaie or surses; e wainler o) kb
andd whelhey (b Oreo s e wembor of & veglatemen secuiiies exchmnneg,

A subsequent review of the hosls and roeords detesinines cwnings-
sien thavges by Lthe member Lo edalaners. I0a Ora pasacasss discre-
tionary AUEhoricy o sy eustonmer 06 clect nsielions Gs the
meinber sees fin, Unen Uhiese aceounls are spechicidy reviowed, Wien
customers' seondlies ave i the tenbelr's possessing, o pevscnnt cheek
is mipde of the adeguney of contrals Tor salekesninge these zecoiis
ond 4o makic sube cusbeimers' Secwrllics &re segrogaled JK0I Gn)
securibies heloming to Lha rasmbes. )

e checlang supervisien of (he sales medhods of sulesizen, evorda
are vevicwed Lo dselese whethor the mensi baz prepeny wnidoesed
all lransnctions by anlesines, 4s weil g5 2oy correspondonee by salesnon
willy eustonnes,

The ¢xeaninniion also inchagbes o eeview of the visabee™s Toerowings
Lo determine whebier securities helanging o coalomiers bhave beon
improperly azed s collaleval aeingt such borrowings, .

The exapinisiers alao deiermine whelier reqrired veconds ave properly
Roopu A mintedawes This Las Deen an Gwressing problens T reeont
yonrs in certnin distvicis wleee vhe ievease of newly faricad fros Lias
brauzhit ap tmzsunl nuniber of mexperieeesd persons indo 1lie Gisiness,

Munbers” wransactions s vevicwed io delevinbie wieiber privieg
podicics to custoiners are foir sad recsvunlde and ave genecdliv o in
wecord with tie avd's 3 pereent antkieg palicy.  Tha assecdsiion s
davnlod to the prineiple ot Us meabees ave 15 beadiness (o teake a
legtignate profit, o its terest e reviewing isaividaal iriusaciions
is concerncd will Lhe fairnesa of price in relationship 1o 1aarker pries,
aud nob arbitrarily to curtad its sicmbers’ profics,

. o
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A B il llzac of e examination of Uwose Lmn:« handlinm jew
meebiiilivs offetings invalves the question of complianee with the
Hoawad's daberpretadon on Sles-riding  Fundamentsily, Lhis s
siviipay whether members hnve wnde bonw fide efflorts Lo distribuca
the new securilics 16 Lthe pabiie, rallier i holding bock porlions of
L]Jﬂ-.{ Inaites eapicied Lo g0 an Inuaedinte prosium for the bencfit
of thiemesvey or [nvoved avalomers.

A osintement ol polivy an advekising by memboers (except 45 Lo in-
venlen b oGy secudiliesy adopied by the board in 1935 requires
membors e asdain for 12 mooths a e of all puilished material,
This fila is mspecied by expminers 1o detevnsine whether the material
coiorits to Lhe buard’s requirenient L 1L shull ot b reisluauiog or
coniain umboyanl statenw s o amploy Meome-on' l.-'!.‘-'f'll-tllqll-..,::.

OF mizjor coneetn 1@ Lhe assoclabion is pravention of “elurning or
execssive Yawitening™ of castomers' vesbionios tom u.‘mu S0ty Lo
atigel b e i.|L.Jl~.' i s questionable I the cuse of invesinent
LONRHELY ‘:li‘k_,ll"lllu-‘ Wit salos b res are anbslantial and e nredivn
s desicnod primarily o long-lerin bolding. Assosialion sxaminets
1l |.||_I1,III._.1| atulvaes ol costouner aceounds lor consideralion of
dlistrict busitees conduel oo wnitiees where samding of o ﬂrm Laais-
el ions dadin A1 N Ve HVILY.

X Laknela J b C|'|C~ Leapsacidons in invest menl fﬂlnl'-'ﬂr'l-j shares Lo
deterinine eomphiaies witt geclive 26 of article 111 of the rules af fur
Peacbive, s woll as ollier apedica e sections, and inguire as Lo colderm-
Guus w iy 1l Aing ceguiveinonls remrding mvestinend cotpany sales
Yaeriire wndaee A slatnient of "mhnj, of the S, whick e associa-
Lign adiinisters for it members, - Tlas Tter function is eniried on
throtgle e sxecitve ollae, vather than in the Held, and whare
wxnarmamers ek Trilore o .ul..,in to tha (iling reguireisonls, This is
Feporiend 1o the execulive aidee for appropris Je aciion Ly the invest-
MEknhd PO DS COnTEiLec

Apwgciallon exalisliters also t||».|n. L'-’JI'I'I]'II--.HH with rulus reguiring
eertain disclosures o risionens e withe e requivaiments thal thesa
disclosarres be cresdivnoed o weid

fesulativn T of the Poderad T herve Do 190 DOEes Testrlelions on
vie extesainn of avediv iy beaners saud deaiers Lo clsloLlas. it recuires
L:. ap 1 so-ciiled easl ivansnerions, ensteners shall pay pwonmnily for
T 5._.,.”“.” vieey buv, T s 'l.rlll..--i = el reweives] withun seven fxl]
Litaingss duss, LI.L teansnchwit nost e canscled . Resistercd seoumtios
aachanges Gnd the association, however, love the aedhority, whea
CUCUIESLAL R WRLANT, 16 Zrant exiensians of e within whigh pay-
bl ey D reeeivad, JJrL[m‘ﬂ et of 1his pesalntion 13 on inpartant
phines ol nssoalogon wovk amd of WU ex Lo pLogrLiL,

Mioei travsuetions by eakos .um clenfers ave sabicet do Foderal 2
Ainte sales 6 teadtsfore Laxw,  As ovidenes Link dhe appeapeinle L ]'Iﬂb
Boott maied, Livkers wnd deaslers wie roquired Lo afiix or euncel thio

.4.m..u[n Ll ez of Lax st ps isaial for ot purpose. Associotion
ecxininers cheek whetlicy (heve Bas been complinnee wicde thioso
it Tanls,

Lxnmines also roview Liookis wul vecords 1o diterming whether any
it isshang O dizeeunts hiave been puid to individuals wol proparly
Fegisierud wivh ulie sssocialion, or whoether members improperly have
]._m-r-[l with noneeinbers i L]:e distribution of o aceurity.

The compleie evamitation routize is not followed for those fimns
which also gre m, pere of the New York Stock Lxchongs, since tha

HATIONAL ARSQCTATION OF SLEOCTHIITIGS DiEaLiité, 150, 1

el CXGR DN GOVers Suuly fisllers 28 diserelivniiy aunsings,
ILatell dceotinls, Books and records. Memslation T, salekeopiey
seriiies, wed Goaneial emabiton, NASLY duj
wothl b amndeessary G eosly,

r:ILD Agedelntit's pxadtiiutkions are nol 100 e eomsbdesal s
complate suddit of it mambers” books, D ey o ooy iv
Al Iﬂ]..l:-.p:;, ol ghe seertrilics Dusioess e, in the opinien of u G ooislie
somntogliees andd of he bodnd of OV yror Ay l..;_'u. W Hesgilaiee LU
doiernuing wheslier ntsines s Deing condueted 6 aecaal Wi [OE
crbjenl stavdards owd the sules of the assogiciion oeslilng 9 §er,
examination procediore manal),

. . '
L ML I N Y LRI TR -

LIACIILIAARY PROCEDLRES

Thie T azad the asanemlion"s oes provioe Wt 10 eemieers =iall
taiz .i|J|]|u|r|m1: v disei plani—iny exprilaan, sise 'Imjl'ill BRI CmsLL,
or other Dl ingr u.nl.n [ vimia1ions ol 1t (uhes -wais Gy adiei
Tuir ol orda |J~. plnn-q]un'.

T any i'“'"“i”“-f w deteimine wh.inr:- i retininey sl T i
(‘|||]Jnui i 35 o "d Lhait '_-.Jln.l i l]?l Hes B e EI.I; TEIE mn-l--ri
Trie riveen G POTL LY L defend vaains el vlitpes; il 1 golid e
Kepl; and? 1lial any hn.u delerninaliens shall sc far |.]l Lij sy i Lav
]n,mllc o wiiede slelu el r ey e povind 1o Liave @il oo, Ve
'-.Jm;mt' rile v l].i' eSS A RTEIT, HJH:]L 35 neenstedd Lo B teowi ‘n.u. il
h."-- Lt sl o "Jl..i.L R PR T T T TR AP o R S W AT whai s prtitia ~Ih
avld or PrEglicss ol oepleg 0 LSl e ookt Jedisial onl wili
just anl erpiialie prineipies of irade, and S e penally densed.

The bonail ol overuors, b il cbinindateacion S enforeciniv of
Ve nssocialion's tules of (i Pt e L, B cdnpowuivd Le s i

o orarene e Ve pataenbalaon, e
TaeL ot 4y Lol r.|1|.:|'~, ol e edrr
seln zclaiwer- s it
any el jarscecd i alis LT Il 1e -5 condie e ot
|:| *1 Wil LT Ll L I.ftl!.., al (1||u'!l]ql"-|.'~ wicbiner el -l.l:"\-' i e
cordlier comsanlzees ar o her possana; aed Ve Ve bos e ol smoverioae-
daad appelland ledy + 0=

Ve Liai s
TR H
L

Acenle of procedure 1hat has e iozbioa oy Lo feannd ooy
S laiudiingr of conndioine preserilea Ui n cohipuuant, TSI
vessonable detail the natire o w cliorges sna the Pl or Luics
welorelly wvielived ) mny D Dl By oy twevsnin A wrliien atswer
st b Nled Tv the vesposdent withe G distriel Igliese cainaeet
gomtaatlee witlon 16 Buskess deve, Shaouly i fespisaici o
auswer, Lseosid notice of ecnpiEing @ sent, which muse be soswerd
witlin 7 business days, 10 Uiere 35 no sesponse Loesue)i & seerul nutice,
Vile Comnlles mav eoisider e degiesons o Bl cotnjicing as
Sorlatitemil™ By Lne reapeidant,

Weaposulenis ave vibbadel s Teine Denee e ddiznded ETSCE
cotudizet conu e sad responleiis i oo plaitagis e enit e
Lz benedd Doidi Do person wmed Ly eounsed. Dheglsions ol aislrict o
eutiduet L'Olllmilll:.'i_':'-\- winy b oappesied W BOJNG o0 guveriors
widhine 13 days of i daie of the declsion. Further, tie i ol
EOAQrIars, upan JERTR TN |'-'|'IJI TR Y L | 'l.i|:|‘ fon roview AR e Ifhu]l v
before a disiricl basiness coinluet (,m.mnll,c_c' whether o sol o discis
plinary action wis tiken azigust ibe wewbos, Soel review Issl

d . u
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tnd v foved withine 300 davs of the date of the decision ol 3 disbrict
businezs condnel :uu:lmii-lu'

Weelvae #hoe Iiviond of movertors, the vigdils ol th faciies are agaan
ool s e Iy wpee p{':mrl. il by codinsel, Ul boad
mite ey o weilden dicision, and (o inerease, redace, nodify
ap aineel oo taken v Wie disteiel husorwess comduct comunitiee; or
ey renaibicl nocise L0 distoict business coteluat commiliee with
=1 rncbions Ine fuetler ]un:m,r[m-'s "Ltl:, fliul devision by the Teowed
sy b appealed to the Seeneilics and Exelange Commission, which
sy wieniify the deeisni but inay nnl aeresse the peuslly assessed.
Connmission getion iy te sppealed o e Federi coneis, ap o le
Lonitesd states Supreme Couvl.

In auditien 1o complainis aoumsl member fivnss byt public,
districl business eondlpel contnitiees emselves iy Ble complaists,
bisodd on e vesulis of tnveatosalien o ¢xaunansiion in i norvhid
ehippiinin al the nesocloion’s rubes. oo sonch complana, is Liane
Jleal ek st s Ueasds 16 il been ed Dy an islividual

o rules of iwr practioe provide Thal s deweenaninge woedler cony
iints shonbd e diled drwinst o awember, sliabrice busimess cosaduel
SAnTNIlad Ty megaee Sich naemihess oo skl reports Inowribieg
e sty il Ler Invalves] L any investigntaen. Fulbnes or reluse] o
proriie suel wdorietine is F ¥ enllicient cause lor suspeanding o
cisocling o menilwersliap of suchh minslbers = ¢ 7

S peale bevomes siboeive il slier il expivation ol adl poriods
ol appea] wiidi the sssocbion. Thereaftee, oo sppead is taloen
T 1l Crimataizsion, thers s aumiatio say pending lnod disposi-
e AL Dines it o gaoid Lo e assieiatioe wd becoane o
et ool Wl messerat Do, dlewihers sleee mimyr Be couiredd Lo fear
vie eval ol procecilings lelare s disteiet Tnsmess condael eannnidlee
or e hoard of goveenors 17 they are Loundd to bave violnted tie
HESOULATING S rUies,

T praciee, this cose al poesghinre Das proviled o meelanizu for
sien il usnl o \|nm!|u|1« h.llu]hu;_, ul eonyad; .ml.:. by o eoninin e, i Lhe
are oo which the member coraplained of is Lo i, Teeilize witl
avitees in e over-the-connter ndusiey i that avea s well ws what
s vecerded ws the best practive i e anedestry us a0 wlhobe (eshibin
4 (ay aewd (D),

EROIETHIEED BRSGsLEN Ty e

Meapriteminey of wlequaie supecviaion ol soleanien Lt alwavs beca
a pivblein b thie securities Dasiness. Pt XASEE wetiai e s aea
eamae i ZBentemlar P whea o authorbzed dise slosly of rezponsihilis
Vies of tnessiners 0 wsmnsaeiins by osalesiaen oo tha qualilicaions of
salosainen. This was the firse of noseres of studies that eulininated in
lh. sehorpeicny of seetions 27 ol avtiele 11F of the erdies of i ]:u.u_"Lh ¢,
B posins o memlers delingle respoasilalities o supervise Lheir siles
et

[ he bodrd of goeveinors, ieeeeonunendizzs adoprion b 2he nnenabes

-

e I {'I] H "gll]!l['\l“loll I.IJII. I|.II|. i SOk [|. fremn \_,.\.l'rl;_"Lh.‘I][l 'l.luitl'l ',.J]l._,'

l"I'I|1.] VOB prrowta g U LL1|1I|J[;I.ILES bcel Pewnn filed semadsl menzlies
hevause ol aeks ol salesaten which Wi eonplaying |.11('t11hu4- stk were
periarated withont cher knowialse o cetisent; Lhat pemaellics had
lu-u_-u Duipeesnld nn e nusbers Tor sl violations resulting frem sales-
men's diaregard of responsibilivy; wnd it the Doard had concluded

NATIONAL ASSOCIANION OF belgTnaTics DnALLss, D i

i would be in the terest of ehe masabersilp as 4 wiole i siere carerl
.:Jiun'mm i o silesinen wos insed.

Liowerer, ivnnl. bR uno]nn-r aulesmen cotiiniaiog W ot
01 L [0 y]i:l"' ol 1he hu-..lhl i J...lm iy 15, 4 eoaunilice was il Lo
ke g now -.Lm]'v.* o the nead for anw: :ullm*nl-. of Ll rules aned Dy L.h 3
Liak maghd be elfeetive i this sibiation,  Tiis congaitles o ruriad b
Jung l.ilia 1]nL I spale of 1}.1-wou- peov Luhmvc S0, mIeSiELEil mh
ol eunploy i L DeOpCE D wlives -.l.,..lmrr witd cusaoniers and al thae
g L evade diseiphiury aciion by e aasociadion.  This wad
PassiGle, the coumniiioe reporied, beeause 1he associcUoni's eviirol
woliallv extsuded al thas ihne anly o e meaher firm. Aeel-
negde, the enppnittes recommeoded extensien of e ssselalion's
awtlhioriay 1 inelede diseiplinagy action againsl zalesnrs, Fie Do
thevenpon appioved a resclntivn Lo ainend e Trvfows amd mles o
provide for cogistration of pariers, oflleces. suplosees ol ader
represenlatives of laembers wilh rhe associlinn a5 remsiered wopie-
seatalives. Al regsiercn representatives agees o abide byoull e
rules of the assoentlion aml 1o submiil 0 wiseiplinuey action i e
evenl of vielition,

The arnendmenes were subimiisd 1o e memnleershin I Tuly anad
wora adopicd by oo subalantiod magority—i,032 vating v iavar wlu
603 voung umainst, The SEC wevertheless fole thal die unttor
corliirnd puhll{' leaving and, nfler testimoiy bl far ana againsd e
anwidmenls, the Comuission poerinielit them 1o becone eilleclive
Jatuare 135, L,

Dy Decerabwer 31, 1948, 1 YR WITRr it Feglai nalion redulne nt
boeame elfeetive, 24,843 persons find ]m Norogisterod with 1he assoei-
LN s registore :] represeniatives of I!'lHI.IHh;- Nan gl 60 voaes siney,
LAEIT [FLAYTRY “has moie Lhan doubiled, so thal as of '\ﬂvm.ﬂu: S0, 1558,
whers wors 65,640 registers] vepreseitatives (axbiliv 1oigs;

Tan nssociniion Lﬂ.i.uu now ]:nmulh it sty ma\ i b
approved or centbuued i the member CTH i GY3 individiils Win, Lor
conduel nob ogecord with Lsl standards of eotueceial honar 2l
just and equiable princinles of wade, have been dismualifies] Jraon
enzacing i Wie seedcitive business slenough aciwon Ly the 3G,
recisborodl nationn] Recuriiies associafion, or regisiorsd Nalinnasl soecu-
rHics oxchange; or wig, wikhin il pm:miim* 0 yeavs, have boen
vonvicted of o .tlnm or misdeeegnne (i) inveiving che parchase o
sale of any scourily m zrising out of the couluct al 1l business of
a Twokor or deder, or () wiiieh uie association dinds invelved e
hozalemiony, f]‘illlliliiL‘-Ht convaraion, mizapproprlation of [asds or abuase
o hisuse of wliduelacy relaaionsiip (exhibil 1 4l), veregizomntion juits
w2 (L)),

T.JII.{]l‘[I ertaln eomulitions el after apoeoprnte procemliogs, e
Cmnmissimi ey direel the sulnussion of nwdovidaals 0 spne of soch
s,

Certaan of iese bars v micntirrship or registuation were apjiey u_-.]
inamenduients W dhe hvbes voind 01935, They e |.u= sy
for the assoclation e recristar sl individuals rasiatersd peior 1o Qo
adoplion of whese lughor stiaulavis. Bueh veregisication is oaw i
progress, amd where this discloses i ALY person is Lot fuaiiied w
COnbinue &5 boregistered representative of oo nwmbior of vhie associavicn,
Ep'}mptmto action will he l-mu.‘:u with [l considerntion lor wie lodi-
viduul’s righng.,  Since Jauuary -ﬁ-iu, wliad the rogisilalion feguird-

u
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1) NaiNale ARBOSIWIEN LF SECORITIES DRALERG, LN,

nrend Legne ofieetive, distiies comialeless have bandled 208 con-
pintits involving regstered representiboves,

LLALIFICATION EXAMNINATION @FRaIGIG AL

Am meinteersiip wwd the nuiabeer of regisiered repressadalives con-
titinl Lo rise wiile the posiwar expension of publie interest in the
ity hira mavkeis, the assbcialion’s howrd of governors beciiie
i aly coneeried witi e mdlux of 1'I:|l.h[’JL"IHHLLEI Persons 10l

IR R

Lo Less

Aveondlivgly, osn the basis of recommendations of o special sty
contatiee, e boand eoneludead uhig nuuatim qli.LhﬁL.llimi wnul ox-
perbiice stonlands shohl he impased s o cowdition of wemlersbiap
a1 Feilstinbion as tegslerel pepresentadive. Ty this end, iL adapled,
;um:. il nh.n:m:hlp appeoved Ty fovmal vele o the [adi of 1943,
atmcndnneitg Lo oot 1o o seoion 30 ol the bylaws, autborsing
I R e LA T PR ST T

Spacideally, tiesewsieatlinen s provide: _

fer) Thsal all eelewrs, paviuevs, peoprigtoss, waed oflior registered
ceprescnalves of sembers who, o June 1, (950, did oot Lave |
wveilsts expetiener in e investient banking or securities busiwess
PLLAL amd qu;'.hﬁt:-.Lln'rn exmaninalion i order G overuain o Lhe
].lln.*-il:l."":."-, ate]

il Uhae sl Juve 1. B3, all appticuass for meanbecship
ansd il applieanis or regisbeakion as oflicers, poarlsers, or olher
recisterad represeatatives of maenibecs, o poss wn axaniinabion
Listares Trewvnitinge regisierod nmicss Ly have ol beast 1 oyear’s
eahelienge e aeenrities Dvsiiness,

Tlae ot heenn lisiaage of Lhe bviiaes reads as follows:

e ealier e aie 2 ler, cirepu Wi ke ool ar e he |.Jr\ Cafwlt of Lhe O
(e n._ll' i faseg it wiichje TIIIE Adii il inag 'I|5‘|1J|:lll.'l.|,|. it b |]||IH.:H'" intrrest
s Do gk o dieen pesrae Lt Eecnan R llu' Ak, sladl e sabimicoed L
wr Saateiaeel Sieonne: .'!-l:u_|-..]||,1. h |.]] A -u-1|u I i il' aealy propricwar; (2
A L 1=l () Sy odlieer, i s.eh
[FRDA e et Fallagg o contpalle
wharim g i Ly paeeforne any of Lhe daics
B[y e Br el ive Tedeired Lo
el o inpeloyal
v slgagriliodl kw1,

i
14 'II\_'., i .l [N |'|4'|. L L o' 'U.l‘ .-"|.|'|:|.' 1"_.;| i L

el aradeaicee, whie e alorls
NI EIEEE TR S HOT SR O

liv A
T TS

le ramiEberets o ler Aortgne XY of tiwe By s Taa ol lawp &

.'|. Tim: sLgurivieg Loasines- Jor o '|u-|'.-:nl I _\:.ur fnawy

d
L ) o7 G e, tidess #iel brabes, slealor, partoaer, oo ar cootrokling
& lal'lu‘:-..ul. peviin gnil, B pmatig sowislben esarination poesertalasl by the
Mo nf o e, A3 mot.a..l Vol ey Amdoeiiplon thae e s Lhe teghmical
nralicicagy Al Lu-'-l.l. I.('-.I.l.|\. Sl wewrnviiaes linsiness veceasacy Lo conduel saeh o

|.ll."-lhl EwgIC L E-L..urln mhaf il..l.|< & 00 T e
W G LGP ol oo ol aach avnuideg v, e anageer Do whiele e glgeld be
il L pessing gradhey, 'lml Ll wunes, ssservals sod phases o wlielr iy st

e bl bl B i and e e Heaird .;r’ Ci -rl.'ln-’:-1":-.. el Wb Grelisl 1o ol T
w ek 6l iherds By-Loswz doul slesicnates] “paloslobe O Wighin U lienitas i

Pevosiziand Swereing Lhe Baeed af flavernars Aliall B dlee purwear vg auae, alicr,

dnmctich, wppiheduent or odi0 Do piemtossions of Sebedie O [romt Lie ta Lo
WL Btz D b e el G0 appaanes |, es s oligrwise I l'1_‘:|:|Ll:ir|:!Ii.
Tha Astiade T2 Do, wnel seheale O o sdapd e, aljered, nneewded, suppietnented
ar ardited, slall e clectere an Liig Heoea of Governncs sy peesey b on
ur sdibelava alier filuge won the Seearibes and Exebauge Conondssion, wnless
Alimapprewad iy anch Coannisston wecording o o

Five sepmie cxananations carvently are smploved 1o e program.
Each contains 30 guesuions consadered lundamental in demonsirading
techilew] profickiicy and kuowledge of the scourities business, and 30
sulditonal ¢uestos - are added for variety. The guestions are of the

"

=]

WATIOMAL AXAODCTATION O SRCLUMYDsa GaALELRE, alC.
ite=finee or auluple-cloic: ivpe han e be o seoeed meslaieaie
"his haes ]JLL sl f‘Cu""&S.ll".' by e .imuu..llm. Sl G he {-'1-.1 M-
--h"l' “l nu H TR E O | L |.|.1. t]:ll'_ﬁl'l.- Uil |.rl. LN I.L!u.,":n'al.lh \_.I; Jl'.."q_

iy Nif
vidual Jandgment eingerc o Lhae evalugiion ol esuisinaion
gawes AL quastinons s selentind front i basie list of el ala Al
alswrrd sl appeacs o the assocition™s manual. Se fae, 552 ersens
Lave tefised Lo ke the examinsiien,  "Theic vegistralions wore wis
Laituhed.

The voeltine of appueacions beiog receivid (oe segisis oz e 3G
Met thai 7O pereent of 23 :Lmﬂi{unh A1¢ reqilived i l,:l'ju i ok
Lwon, dicale Lhat the fow of mexporimead persons ko te soewrides
Ltisiness las and been ‘ii}”:'ﬂ;i"ﬂ;t sdivere] b the I"l|.'||.|||l._.1..|.r]‘.| THvim
g, Nuew applicadions averagad 1600 o sanuis o it 1930, sun-
stanbin]ly alove he anpoxine e 1 {:fJLII monlhly #aae 1n 1'—JuJ Ll e
00 atul 8J0 monthiy vates forr 1954 smdd 1035, reapeciiveiy.

Gin Woveliner 300 1955, e assoctilion estaldished twa axamima-
tion ceobers in Now Yeork Ciiy, ohie o Now Yoy Universioy i e
firameial disiies, sond the othar as Honwer Colteee G sidiewn San-
Datbo. Abond one-hall of these cequired 0 ke the qualineasian
examinalion new tile it acane of these Now York ceiners,

The associztion is now reviewing il qaskiieation iFugEh it
light af exterenee sinee Ls iduguraion, s v s espaetel thae the
pxtminatien standaeds will b Fl.li!un"l,]. el fid o reenit

VXITRLGM PRACTICH Calhig

Vrior v leapums of thie 5810, avor-1ie-eanniee seegitics
tranisn el 0ms wers banalead an aoveee il asts.

Firms taowhilel seeuritics wore fendorsd o sendenieny o! GO LS
ived w0 ke thedr ewn deaisinga ns 00 ihe gegouiibolii e and oo
wlhfiay of soctinalies rewieced. Ovar-the-c ol ddealiis were ehligea
L ”-Il]L 1 seeurthivs of rorparations wikel sl varied eoncaits 85 (o
the phivatenl combisina of seeirities isaged 10 ihe public aml dic naciinods
law w]ﬁu]: sncdl seennribics eonld e lransioreed. Ul dealers tiemap]ees
Arrged Lranaactnis &0 iniosnally that vasre was frequeny daubn as
tu Uit aetual tepmms af ennraets.

Tlhis wens i comaideralale rontrmse 1o the Sitia o 05 niions] senil-
e oxchamess,  Ihese arganieiings Lad been Tormnlaine dolivery
rules il Baing voepiireisents o0 tnany years, '

Wihen thie XN A5TY was Hl'f_".'all-l?.{‘{] P LI L Y R Y T P Y A e R Y
setre of iicse probluns.  Cisenuentiv, the hvlaws gave e h{a.u';l
of Pt u Hﬂl':-u Ill:ll|'|li'l-ltl'l.' U LT+ TR P TR T TS UK ArLLe iy o) |1-,'.f-'t~.nl
M ke BN, Wil praeieslle, castina, lnedice, WA asi tlmh.--'
tr‘f']lmfrw in Ml invesimenl. Lk s AU s bticiness, I
sl itban; the Twaned i |[|. ||.|l.h1:||1l\ EVRERITE nl.u]|||rf ruline - wah pesioer
to the applicabilioy of the coda te sivansions i whibch 1hore waa na
subgtantonl dizagreanent as 40 the Teets nvobvid.

The board of povernoes inkrsdicloly appoinosd o commities o
drafi sach o code. Tae probiems hefove the eoamites s S0 il
phcared iat the code, 10 its Anal farm, was nou adapomd wiid wsdde
eleetive il Auﬂml 1, 1941, Since .h:-n .1c1:111n|-,n'mim] of s
cwile has lnen a tlatily operation of sreal Lenelit 1o the seenvities Tisi-
less ancl Bhe pubdic it serves,

L



EI;.E WATIGNAL A55I0IATION QF SEQURITIES DEALERS, 1NQ.
DR AT NS

Vi o T el fed et oeplvities of e 3ASD i sl puieis
it s bt the develariesi of @ syaLens foe coompalings ool dis-
Fi i iter 4L I s 1o b puidfislead an overoglae- cmluhl ER e 1A ATE: D
oy e the sesannpatan of Lhis pesponsililice by the ¥NASD H‘uqll
U ||..m- weete dlinwst vicdvely Lhose saapliod e i irlual dualers
srtl s pecinl e imnenlatis with Dewspapiers and perivibicals in their
,-un: GO L s,

e ..l:u AU L sssauidon’s a0t GUORA LGNS Cotbnilive
Y 1||'l.l ?"ﬁ Tt oy, et Lhe g l'f'III]|HI-J.1.I0|'I of Il(!"-‘-c-l]-.l]h‘l [aLGs: wlinns
u. e ciblanes “nl dislrice gainbatliong condiidoes, Thesa policies
Trwlien jrrovisivas that e publu. inlesest ghould he the paramoant
conishlecmiion inoali gquorations) that disiicl quetations comimitlees
ghotld ssign o pilce spoend G0 gaell sectriey based on knowlatlze of
lornt tanrkel eoudiaans, mele leg aciivity of the scenity, s type,
gioe bt izstie el poiee; el tiann, 1o campuding e pulde b poce
af L secaril vy, wo ar o ol e hes fetial bids should e conside v,
aoal A Jnln|.:.'|ul prine should nob be Jess thinn e aelual bids h}r
v Ll o e .n...nl it iir cmnm:--mu

i ,__I;._.I the 510 ok exaepLion Lo e nicthod used by the associa-
Vil b eannpifing opzolalions Tcanse nlww were ntaed upen a lnroaile
AVETCI, s I Ee] Upde e Jdealers” aundid. The Comuoizsion
arcned Wi e wataal dealers' maeked shoubl be waed, and Lhe nsso-
cial i il kil g woniiil lesve 1o oot ior teasaiaile markups.

Alrer nuy menchs ol sludy aasd -rm.-...'-.'-'.n:a, ez assecinlivg's
b |||u.1-*] Pl s LONE e dee s et e ml.:-rl Hind {a) beenage Lhe OV eT-
|.-|.1 reatlier s kel 3s primsely mesebs an.r.nn.; e eliuagter, s seeari-
e adundal B aatoied anc s reiail Lessio, aod (8 Tl asentations stould
ferese L riees Sbow el deniors weee ul].u.:, to teada with the puablic,

hes lsari of goveinnrs appergvedl Linese conelisious i Cowhar 1944,
aind anabioriaed wpnropeiadois Lo siddeiwrite expruses of a revised
g lations raubilase Lo progem,

e invesiar sk Hiak 1 quotad acket i aalished
sectritis acluslly repeescnts Lhe priees s which someone wis voady
t by o sell pacticular seenrivdes ol the time the quolabions wore
1'.._*.:m'f‘..-[l.

Ddanuaey 1947 1he pational quatcviess saniuittee aemogal for

plmt cittiven i the Wall Stveel doavaal of weelly price ranges on
abisd 450 leas aelively traalel securilios—a grogn of ever-the-counior
=it itics whibdn, alshoagh ool of saiieleni interest o warrant doily
Pl ranations, noeiied jaecimdie niarkey repreesentation. This
wouklv raagee sinee fns been capanded to cover soie 610 scouridies.

This was The result o spanths of study aod cdizenszion by the
national quuluiirn:ﬁ et les whacl, 1 Novealar 150, ailoprosd
new stonbamls o guelaiions spopsered Tiyothe ussocintion, The
cgatoides islitiubed the pelicy of erpioving the actaul bid prices
dor nullished gquatalons as e ol o peozeant bo estubbisl o nalwenal
sl of gves-the-eonnatel seeuridics =imsncs Giad ore widely koown and
acheely dealt in direnghont the eounlry.

Vb Au0-stoek natienal lise i ceveiod dJaily in slie Wall SBureat Jourpal,
L iuldition, the Dow-Jones ticker now carties doily gquowations on
sorne 63 nosi populas over-the-counter seeuritics,  Qualifications for

o/
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WATIONAT, ASSOUIANGN OF 3U00WVINES LlMNLehE, 1XG. i

a seeurily to beeoie clicible dor guoetalion o Lae aatonl Lzl are 22
foliows:
1, ronimg of M stacklodiers i gac of 3 ol dee L oregiocs
entalibichiod Ty Wb cominilloe;
Aiiminwwn ai 1,000 siocichelilors shromdwin wles ooy
sl mainingent of 2000006 shares do che Lansds of e sencrad v
o 2,000 stackhialders,
W ALl 6f 55 measko vatie
4. Mialwum of oo ]JIJ-[I.u_]. srnding mnnae s,

Newspapers ina nwinber of faancin e uI'n1.:L:,';E3L:-:‘-3
witli national Wistibiion, immediarely upon waiopiion ‘o he new
seanclards, began pubbioaudion of m{‘.-.lu'-s PALTTCE (5A00E 10w Tog s,
Av Lhe samme 1one, ey soovaed aaditional space 16 Licse iar b
quotations. Cooperalive cilorls ace cowdinuing witiy tha el of
widler coverige for those prices,

SUDTRERYISION OF $ALLE Ll’l.'i.l,'.'l.'l'l,'i-{':l

Assdeialion aedviiics cxiend 10 e ..il]]‘li..isli{.llﬂrl and i, i
fo s mewboes of Lhee 3R siaiement of polioy, w hich seis sionlards
Eor zales lilevaturs ana nevertising relaling o i shives of invesiimwit
O LR G,

Tl gssoelion's INVeSLUEesl COMBANIeE Comniltlen QonGueis L
rcliviey under powers nod duics L.,u.l.m.u] by vhoe bn.-.n. of govedins
e 19a{).

Tlia progranm was tdectig g ai e joint FEa et o ke Cuininis-
siorre ane feadecs n Lhils heaoew of die aeciiniies DaEsiness as . ur IJ.. r
slep in U process of seb-regubation,  Rwier i1, all sicades ;
file witl. i mxece! ive ofilos Tor coview all s:es Hicealare o 3
Ine havin v do wild snvestiient conyny sinares Lmnt ey Uuslacives
PUe TS,

Tho statement of poliey, Inedect, 13 ah interpretain oy U Con
mission of tha fraud seetions of the Secuvitics Aoy ol 557, s :11]1]“,41
o literadure used 1t the sale ol ineastment. mmpmn' sitiva, L s
deivnad b preveni e wse of misleadiog prowationa st o bl Ly
providing staadnees chad woull eorcet alintaes ]JuL s,:ill binve Lo
Business with the vighe to el a faie and aconcae sioes o e pabilic,

The assnelativar has an dgrerinsi u]LIL I:'Iu, Conmnnesian lhnd aiy
niwlerial propaved by psA0CTLLin et hers Ll eontes o 1 he & Liehiion
oi Lhe Coinmission ad ihay dees ngl avpent 1o conlmoy with 1l
steneiards will be reforrad to Lite A5, As o those Invesinlent
copany underwriiers mnd sufes ormanieatioms wiiel wre el gumines
of Ll ussoglation, the 3EC enlorces Lhe slaonioras, ansd slore sl
proparad by *-u:*‘n et hers comies b ie o en iy OF Adstolinlo
menbors, s celeveed to L Canuniasiei ini astinil.

Pure of this asseciaiion apecation 15 Lie cloesrines of Yocistons”
wdvertising by issucrs and vndeeswriters of iveslineis coigany shoies,
underlaicen in 1934 in il Intersst of eonsisienb Inbrpretiiion,

In onloveing the skaicienl oi poelicy, Lhe conuuiitee s velicn aub-
slantially upon L desira of Lo majoriy of th aualneas o eondsic.
Lherr operations oo & igh eilveal plane.  Kooneniie saaction je e
furm of b reguirenient 1o wislaliow noneonforiine aaierinl Las Leen
vL eifective penaley o encouwraga Tulurs compliance.  There lave
baen occasions, Lowever, when it was necessary to recoannend te
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gl vy Asiess eoaalGe i conumilees Ha ey taliadiscipimaey aclhion
ponangl certain anembars for pepoeared inilure Lo ennfarm (o the sLiie-
SHOR) f-f wi] ey m.-.l velaced recuivements,  Sewveral sucly relerences ace
u.l:l.l] . i I.] 15 lJJ'.I'I.l.

wa Sarmmal cotaplaint actions have heen comnpletel,  Goe of theae
Festiited i Ui revocation of cegisiealion of rogiskered reprosentatives
ol tie meishier invalved and sulstantiel fine aud assessmient of cost
ol pracentivgs azaise die member. Totie othor, the district siness
ertubies connmislae ivalved conswied rapresentalives of Lhe fuim and
Like flein dsell and assessed the cost of the procccdings aguinsy the
rienehor,

1 the eourse of its adndaisirlion of Lhe statement of pelicy, the
aranklibice has revicowed some 48,000 picees of sales ltorature, of which
20,000 hnve required cemment, civier by levter or by teleshona;
aoiila ik 0G0 ielters ol cominont have been wiitien in riogard 4o this
HE .muo, aumd apirroxtnstely 24,000 lewters have beon received [rom
menbers o the sane conneelion.

Apprroximztely 2000 merber firnss engaze o the sala of investment
SOITRY shates,  OF 1L Uit 3 abionity 1,000 us o nastor of praclige prepare
Liie 0w saies esauis Lo Gling with Uhe excentive oficc.

‘The velmioe of literntore raviewod roodned substannallby consiang
aver dhe sl B vears of the progean, However, curcently the com-
ehaLize b pesiewing mdterial il an ameal rate of 7,200 ibeins, sub-
slaitluilly greeter fhan e e in any yevious year. Tiis prohably
e he aceaunted Tor by (a3 the incidenes of new memboes 4 joining
Lhe dssocinlion wila the beenl (o eoneentiale on the sale of mwest-
et eangy shares, incimliog die lavee nanker of wew investment
comnraies s spectalized sales wignateations 1t hive een fermed
i recenl ot s, and {8 Lhie cileet of the association™ exunination
program, which has browzic about imerease] awarencss on the part of
tie mwnberslr of dhe Gling requiranents,

A lumea numper of enbeis, particubaely anmoog underwreiters of
vesbinent Colnpany shnlcs, hive deferred vlae creation of new soles
aasierial pendiag the ].ﬁ]'"i“-]':ffl.:'l’.i‘.lni'll'_[l rgvisien of the statement of
poiicy.
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