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1. Text of Proposed Amendments:

Attached as Exhibit I-A.

2. Description of N.Y.S.E. Action Re: Proposed
Rules Changes

The Board of Directors of the New York Stock
Exchange, at its March 4, 1976 meeting, approved the pro-
posed rule amendments. No further Board or membership

action is reguired to complete action on the proposal.

3. Purpose of the Proposed Rule Amendments

Under the uniform reporting system, which
became effective January 1, 1976:

(1) The Financial and Operational Combined Uniform
'Single Report (FOCUS) replaced the Exchange's Joint Regu~
-latory Report (JRR), various income and expense reports
and an annual audited financial guestionnaire, which was
virtually identical to an SEC questiénnaire.

(2) Specific audit procedures to be followed by
independent public accountants in conducting annual
audits previously spelled out in the SEC guestionnaire
were eliminated and are now left largely to the judgment

of the accountant.
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(3) SEC recordkeeping amendments require reten-
tion of documents related to the new forms and extend
to certain Exchange members not previously subject
to its recordkeeping rules.

Accordingly, the proposed amendments would
rescind Exchange requirements that duplicate or are
inconsistent with the new SEC requirements and modify
others to provide for more freguent reporting as the
Exchange deems necessary for regulatory or surveillance
purposes.

4, Basis Under the Act for the Adoption of the Pro-
posed Amendments

The proposed rule amendments are based upon
Section 17(a) of the Securities Exchange Act of 1934:
(i) The proposed rule amendments provide that
Exchange members make and keep records and
furnish or disseminate reports as prescribed
by the Commission.

(ii) Inapplicable.

(iii) Inapplicable.

(iv) Inapplicable.

(v) The proposed amendments will foster coopera-

tion and coordination with persons engaged in
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requlating securities transactions in that
it will result in uniform feporting of in-
formation by Exchange members and member
organizations to the Exchange which will be
comparable and in similar form to that re-
ceived by the other regulators from their

members.
(vi) Inapplicable.
(vii) Inapplicable.

5. Comments Received From Members, Participants or
Others on Proposed Rule

No comment was solicited or received in con-
nection with the subject proposal.

6. Burden on Competition - Inapplicable.

7. Extension of Time Periods for Commission Action

If the Commission takes action under Section
19(b)(3)(B) as requested in Item 8 below, the Exchange
hereby consents to extension of time up to 90 days of
the date of publication notice. 1If the Commission
does not act under Section 19(b)(3)(B), the Exchange
declines to waive any time period specified in Section

19(b)(2) of the Act.
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8. Basis of Rule Taking or Being Put Into Effect
Pursuant to Rule 19(b)(3)

Amendments to SEC Rules 17a-4, 17a-5, 17a-10,
'17a—11 and 17a-20 became effective on January 1, 1976
jthereby creating differences between SEC rules and Ex-
change requirements. Since these differences have
existed for more than two months, it is hereby requested
‘that the Commission determine that the protection of
investors and the safequarding of securities and fﬁnds
require that the proposed rule changes be summarily
put into effect by the Commission pursuant to Section
19(b)(3)(B) of the Securities Exchange Act of 1934, as
‘amended by the Securities Acts Amendments of 1975.

-9. Exhibits

I. Form of Notice of Proposed Rule Change for

Federal Register to be used if procedures

under Section 19(b)(2) are followed.

I-A., Text ¢f Proposed Amendments.
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EXHIBIT I

SECURITIES AND EXCHANGE COMMISSION

Release No. 34- File No. SR-NYSE-76- 25

SELF-REGULATORY ORGANIZATIONS

In the Matter of
'Proposed Rule Change by
‘New York Stock Exchange, Inc.

Pursuant to Section l9(b)(l) of the Securities
Exchange Act of 1934, 15 U.S.C. 78s (b)(1l), as amended
 by Pub., L. No. 94-29, 16 (June 4, 1975), notice is hereby
given that on 1976, the above-mentioned self-
régulatory organization filed with the Securities and
Ekchange_Commission a proposed rule change as follows:

Statement of the Terms of Substance of the Proposed
Rule Change

In order for the Exchange to comply with the
ASecurities Acts Amendments of 1975, which, among other
things, require Exchange members to make and keep records
and to furnish or disseminate reports as prescribed
by the Commission, the Board has approved proposed

amendments to Rules 409, 416, 417, 418, 419 and 440

which will conform Exchange rules to those of the S.E.C.

The text of the rule amendments are attached

~as Exhibit I-A.
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The amendments as proposed will accomplish

‘the following:

(a) Authorize the Exchange under Rule 416
to require financial and operational reports by members
and member organizations within time periods as may be
prescribed by the Exchange rather than each calendar
month or guarter, as the case may be. This amendment
would permit the Exchange to regquire reports within
time frames set forth in a plan filed with the SEC
but would also give the Exchange flexibility to re-

guire other reports as necessary.

{b) Rescind Rule 417 but retain some of
its requirements by amendments to Rule 418. Specific

audit procedures are eliminated.

(c) Revise Rule 418 to continue the Exchange
authority to reguire an audit at anytime (formerly part
of Rule 417) and specify that an annual audit is re-
éuired of certain members and member organizations.

The requirement that an agreement for annual audit be
made with an independent public accountant and filed
as prescribed by the Exchange is retained and two pro-

vigsions from Rule 417 have been revised and added:
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were eliminated and are now left largely to the judgment
of the accountant.

(3) SEC recordkeeping amendments reguire reten-
tion of documents related to the new forms and extend
to certain Exchange members not previously subject to
its recordkeeping rules.

Accordingly, the proposed amendments would
rescind Exchange reguirements that duplicate or are
vinconsistent with the new SEC requirements and modify
others to provide for more freguent reporting as the
Exchange deems necessary for regulatory or surveillance
purposes.

Basis Under the Act for the Adoption of the Pro-
posed Amendments

The proposed rule amendments are based
upon Section 17(a) of the Securities Exchange Act

of 1934:

(i) the proposed rule amendments provide that
Exchange members make and keep records and
furnish or disseminate reports as prescribed
by the Commission.

(ii) Inapplicable
(iii) Inapplicable

(iv) Inapplicable
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‘were eliminated and are now left largely to the judgment
‘'of the accountant.
| (3) BSEC recordkeeping amendments require reten-
tion of documents related to the new forms and extend
to certain Exchange members not previously subject to
'its recordkeeping rules.

Accordingly, the proposed amendments would
'}escind Exchange requirements that duplicate or are
;inconsistent with the new SEC requirements and modify
othgrs to provide for more freguent reporting as the
‘EXchange deems necessary for regulatory or surveil-
purposes.

Basis Under the Act for the Adoption of the Pro-
posed. Amendments

The proposed rule amendments are based

upon Section 17(a) of the Securities Exchange Act

of 1934:

(i) The proposed rule amendments provide that
Exchange members make and keep records and
furnish or disseminate repcrts as prescribed
by the Commission.

(ii) Inapplicable
(iii) Inapplicable

(iv) Inapplicable
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(v) The proposed amendments will foster coopera-
tion and coordination with persons engaged
in regulating securities transactions in
that it will result in uniform reporting
of information by Exchange members and
member organizations to the Exchange which
will be comparable and in similar form to
that received by the other regulators from
their members. |

(vi) Inapplicable
(vii) Inapplicable

Comments Received From Members, Participants or Others
on Proposed Rule

No comments were solicited or received

in connection with the subject proposals.

Burden on Competition - Inapplicable.

Within 35 deays of the date of publication of

this notice in the Federal Register, or within such

longer period (i) as the Commission may designate up to
90 days of such date if it finds such longer period to
be appropriate and publishes its reasons for so finding
or {ii) as to which the above-mentioned self-regqulatory

organization consents, the Commission will:
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(A) by order approve such proposed rule change,

or

(B) 1institute proceedings to determine whether
the proposed rule change should be dis-

approved.

Interested persons are invited to submit writ-
ten data, views and arguments concerning the foregoing.
Persons desiring to make written submissions should file
6 copies thereof with the Secretary of the Commission,
Securities and Exchange Commission, Washington, D. C.
20549. Copies of the filing with respect to the fore-
going and all written submissions will be available for
inspection in the Public Reference Room, 1100 L Street,
N.W., Washington, D. C. Copies of such filing will also
be available for inspection at the principal office of
the above-mentioned self-regulatory organization. All
submissions should refer to the file number referenced
in the caption above and should be submitted on or before

[number of days] after the date of this publication.

For the Commission by the Division of Market

Regulation, pursuant to delegated authority.

Secretary
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SIGNATURES

Pursuant to the requirements of the Securities

EXchange Act of 1934, the self-regulatory organization

has duly caused this filing to be signed on its behalf

by the undersigned thereunto duly authorized

New York Stock Exchange, Inc.
(Self-Regulatory Organization)

By:

(Signature)*
James E. Buck

Secretary

* Print name and title of signer below signature.
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PROPOSED RULE AMENDMENT

Deleted language ([bracketed]

New language underscored.

Rule_416
RUle 416. (a) Each member and member organization
shall file with the Exchange [:]

[ a) At] at such times as may be designated

in-such form and within such time period as may be

prescribed [an answer to] a financial [questionnaire;]

-and operational report.

[ b)(1l) as of the end of each calendar month
as requested by the Exchange, each member organization
shailAfile a report in the form prescribed by the Ex-

'gﬁange of the Joint Regqulatory Report of Broker/:
Dealers' Financial and Operational Condition, as the
same may be revised from time to time;

- (2) as of the end of any calendar month as
requested by the Exchange, each individual member not
‘associated with a member organization shall file a re-
port in the form prescribed by the Exchange of the
Régulatory Financial Report of Members, as the same may
bé revised from time to time;]

[c each report reqguired to be filed by

Section (b) of this Rule must be received at the
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Ekchange.or postmarked no later than the 17th business
day following the end of the calendarAmonth as to
.which such report relates;]

(b) [ d)] Unless a specific temporary exten-

sion of time [exemption from the provisions of this

Rule 416 (c)] has been granted, there shall be imposed
upon each member or member organization required to
filé'reports pursuant to this Rule [416(b)], a fee of
é;OO‘for each day that such report is not filed in Egg‘

prescribed time [accordance with Section (c) of the

Rule]; Requests for such [exemption] extension of time

must be submitted to the Exchange [Regulation & Surveil-

.iance] at least three business days prior to the due
date;

(c) [ e)] Any report filed pursuant to this
Rule [416(b)] containing material inaccuracies shall,
for purposes of this rule, be deemed not to have been
filed until a corrected copy of the report has been
resubmitted.
... Supplementary Material:

$10 Member organizations may be required to

[shall] provide [answers and reports] financial and

operational reports as reguired by Section([s] (a) of

this Rule for affiliated and subsidiary organizations.
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[formed pursuant to Rules 322 and 324. Such answers

énd reéofts need not be provided for corporate
affiliates formed pursuant to Rule 321 except in
ingtances where the member organization has elected

ﬁo receive capital value for the shares of stock in
such affiliate in accordance with Rule 325(b)(4)(A)(ii)
or where the affiliate has made a subordinated

loan to the member organization.]
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RULE 417 - TO BE RESCINDED

lDeleted language [bracketed]

[Audit]

[Rule 417. The Exchange may require any member or member

organization to cause to be made as of the
date of an answer to a financial guestionnaire an audit,
:by an independent public accountant, of his or its accounts
‘aﬁd assets, including securities held for safekeeping, in
accofdance with such requlations as shall be prescribed
and to file a statement to the effect that such audit has
been made and whether it is in accord with the answer to
the questionnaire. Such statement shall, in the case of
each member not a partner or a stockholder in a member or-
Qanization, be signed by such member and, in the case of
eééh member organization, shall be signed by each member
and allied member thereof unless, for good cause shown,
the signature of one or more of them is waived by the Ex-
change provided, however, that the signatures of only two
members or allied members shall be required if the answer
to such financial guestionnaire is made available to all
members and allied members of the organizetion. Such
sﬁatement shall in all cases be attested by the auditors,
and the origihal report of the audit signed by the auditors
shall be retained as part of the books and records of the

member or organization.
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.+«. Supplementary Material:

REGULATIONS PRESCRIBED FOR AUDIT UNDER AUTHORITY
OF RULE 417

(Except for the identifying initials (SEC) preceding
Securities and Exchange Commission rules, and explana-
tofy footnote (A), these regulations are identical with
,those prescribed by the Securities and Exchange Commis-
“sion pursuant to SEC Rule 17a-5 and in its financial
guestionnaire, Form X-17A-5.)
.10 The audit shall be made in accordance with

| generally accepted auditing standards and
lshall include a review of the accounting system, the
internal accounting control and précedures for safe-
guarding securities including appropriate tests thereof
for the period since the prior examination date. The
séope of such review and tests shall be sufficient to
provide reasonabie assurance that any material inadequa-
- cies existing at the date of the examinaticn would be
disclosed. The audit shall include all procedures neces-
sary under the circumstances to substantiate the assets
and liabilities and securities and commodities positions
as of the déte of the responses to the financial gues-
tionnaire and to permit the expression of an opinion by
the independent public accountant as to the financial

condition of the respondent at that date. Based upon
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such audit the accountant shall concurrently comment upon
‘ahy material inadequacies found to exist in: (a) the ac-
cbunting system: (b) the internal accounting control:

(c) procedures for safeguarding securities and (d) the
ptactices and procedures whose review is specified in
Items 8. 9. 10 and 11 below and shall indicate any cor-
réctive action taken or proposed.

If the audit did not disclose any material inadequacies,
the accduntant shall so report.

The independent public accountant may perform
audit procedures at any time which he may deem appropriate:
however, if the procedures prescribed in Items 2, 3, 4 and
6(c) through (g), excluding Item 6 (e)(v), are performed
.at;a date other than the audit date, then all such afore-
mentioned procedures shall be performed as of the same
date, which shall not be more than 190 days prior to the
financial statement date.

The scope of the audit shall include the fol-
lowing procedures, but nothing herein shall be construed
as limiting the audit or permitting the omission of any
additional audit procedures which an independent public
accountant would deem necessary under the circumstances.
As part of his audit the independent public accountant
shall:

(1) Compare ledger accounts with the trial balances
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obtained from the general and private ledgers and prove
th¢ aggregates of subsidiary ledgers with their respec-
tive controlling accounts.

| (2) Account for by physical examination and com-
éérison with the books and recocrds: all securities,
incldding customers' fully paid and excess margin secu-
rities: material amounts of currency and tax stamps;
warehouse receipts: and other assets on hand, in vault,
in box or otherwise in physical possession. Control
shall be maintained over such assets during the course’
of_the-physical examination and comparison.

(3) Verify securities in transfer and in transit
between offices of respondent.

(4) Balance positions in all securities and spot
and futlre commodities as shown by the books and records
at the audit date.

(5) Reconcile balances shown by bank statements
with cash acccunts. After giving ample time for clear-
ance of outstanding checks and transfers of funds, the
independent public accountant shall obtain from deposi-
taries bank statemen£9‘andfcancelled checks of the ac-
counts and by appropriate audit procedures substantiate
the reconciliation as of the audit date.

(6) Obtain written confirmations with respect to

the following (see Note):



~p* EURONEXT

This document is the property of the
New York Stock Exchange Archives,
NYSE Euronext

- 8 -
(a) Bank balances and other deposits.
(b) Open contractual positions and deposits

of funds with clearing corporations and associations.

(c) Money borrowed and detail of collateral.

(d) Accounts, securities, commodities and
commitments carried for the respondent by others.

(e) Details of: (i) Securities borrowed (ii)
Securities loaned (iii) Securities failed to deliver
(iv) Securities failed to receive (v) Contractual
commitments (See General Instructions B. 11.)

(£) Customers', partners', officers', direc-
tors', and respondent's accounts. Confirmation of
these accounts may be in the form of a written ac-
knowledgment of the accuracy of the statement of
money balances, securities and/or commodities posi-
tions, and open contractual commitments (other than
uncleared "regular way" purchases and sales of secu-
rities) accompanying the first request for confirma-
tion mailed by the independent public accountant.
Customeksl,gggggnts without balances, position or
commitments, and accounts closed since the last
prior audit shall be confirmed on a test basis.

{g) Borrowings and accounts covered by
"satisfactory subordination agreements." (The pro-

cedure to be performed at the preliminary audit
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date may be limited to obtaining written confirmation
of borrowings of securities covered by subordination
agreements and securities held as collateral to notes
receivable related to subordinated borrowings. As

of the audit date confirmation of both money balances
and securities positions shall be obtained.)

{(h) Guarantees in cases where required to
protect accounts guaranteed as of audit date.

(i) All other accounts which in the opinion
of the independent public accountant should be con-
firmed.

Note:

Compliance with requirements for obtaining
written confirmation with respect to the above accounts
shall be deemed to have been made if requests for con-
firmation have been mailed by the independent public
accountant in an envelope bearing his own return address
and second requests are similarly mailed to those not
replying to the first reguests, together with such au-
diting procedures as may be necessary; provided, however,
that with respect to customers' accounts closed since
the last prior audit the accountant may use either posi-
tive or negative confirmation reguests; and it is further

provided that with respect to periodic investment plans
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sponsored by member firms of a national securities ex-
change, whose members are exempted frém (SEC) Rule 15c¢3-1
by paragraph (b)(2) thereof, the independent public ac-
équntant examining the financial statements of the orig-
“inating member firm may omit direct written confirmation
‘of such plan accounts with customers when, in his judg-
meht, such procedures are not necessary, if (1) the orig-
inating member firm does not receive or hold securities
belqnging to such plan accounts and does not receive or
. held funds for such accounts, except the initial payment
which is promptly transmitted to the custodian; (2) the
custodian is a member firm of such national securities
‘exchange and files certified reports complying with (SEC)
-Rule 17a-5 in connection with which the customers' ac-
counts are confirmed by an independent public accountant;
and (3) funds and securities held by the custodian for
each such customer's account are reconciled with the
- records of the originating member firm as of the date of
the most recent audit of the custodian.

(7) Obtain a written statement from the proprie-
tor, partner (if a partnership) or officer (if a cor-
poration) as tc the assets, liabilities, and accounta-
bilities, contingent or otherwise, not recorded on the

bocoks of the respondent.
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(8) Verify the computation of the ratio of aggre-
gate indebtedness to net capital at the audit date and
review the procedures followed in making the periodic
computations required under the provisions of (SEC) Rule
17a-3(a)(11). (See Note (A).)

(9) Review the practices and procedures employed
for the making of the securities examinations, counts,
verifications, comparisons and the recordation of differ-
ences required by (SEC) Rule 17a-13, and the methods em-
ployed in the resolution of the differences uncovered;
Notes:

| (A) Compliance with audit reguirement (8) will be
met by verifying the computation of the ratio of aggre-
gate indebtedness to net capital at the audit date in ac-
cordance with New York Stock Exchange, Inc. Rule 325 and
review of procedures followed by member organizations in
making their monthly computations under this rule.

(It should be noted that the precvisions of (SEC)

Rule 17a-5 require that the reports of certain brokers
and dealers be audited by a certified public accountant
or public accountant who shall be in fact independent.
With respect to gqualifications of accountants, accoun-
tant's certificate, opinions to be expressed, and excep-
tions, please refer to (SEC) Rule 17a-5).

(10) Review and test respondent's procedures
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'relating to compliance with the requirement for the
p?ompt payment for securities pursuant to Section 4(c)
of_Regulation T of the Board of Governors of the Federal
Reserve System; and

| (11) (a) Review the procedures followed in making
thé periodic computations and deposits required under
thevprovisions of paragraph (e) and Exhibit A of (SEC)
Rule 15¢3-3.

(b) Review the procedures followed in obtaining
éﬁd maintaining physical possession or control of all
fully paid and excess margin securities of customers as
réquired under the provisions of (SEC) Rule 15c¢3-3.

. (c) If respondent is exempt from (SEC) Rule
15c3—3, the independent public accountant shall ascer-
tain that the conditions of the exemption were being
complied with as of the examination date and that no
facts came to his attention to indicate that the exemp-
tion had not been complied with during the period.

SPECIAL INSTRUCTIONS OF THE NEW YORK
STOCK EXCHANGE, INC.
.11 Any condition disclosed by the audit that

| would cause the capital or net worth of the
member or member organization to be less than that pre-
scribed by the Board of Directors shall be reported to

the Exchange by the member or member organization
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immediately upon the ascertainment of such facts.

A written report of the independent public
accountant shall be submitted to the member organization
in which he shall attest that THE REQUIREMENTS OF THE
AUDIT REGULATIONS HAVE BEEN OBSERVED IN THE CONDUCT OF
THE AUDIT and such report shall also include, specifi-
cally, the following:

1. A comment that he has made a review of the
member organization's accounting system, internal ac
counting control and procedures for safeguarding securi-
ties; including such tests thereof for the period since
the prior examination date as he considered necessary in
the circumstances; and

2. Comments relative to any material inadequacies
found to exist in the accounting system, the internal ac-
counting control, procedures for safeguarding securities,
and the practices and procedures whose review is specified
ih Items 8, 9, 10 and 11 of the Exchange's audit require-
ments (see Rule 417) and shall indicate any corrective
action taken or proposed.

3. If the audit did not disclose any material in-
adequacies, the report shall so state.

Within 60 days after the date of the audit,
or such other period as the Exchange may individually

reguire, a signed copy of such report shall be forwarded
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with the answers to the financial guestionnaire by the
independent public accountant in a sealed envelope ad-
d;essed to the Exchange.

o If preliminary audit procedures prescribed
in.items 2, 3, 4 and 6(c) through (g) excluding item
6(e)(v) are performed at a date prior to the audit date,
and accountant's report on Part III of the financial
éuestionnaire shall be forwarded with the answers to
Part III by the independent public accountant in a
sealed envelope addressed to the Exchange within 45

days after the date such preliminary audit examination
comménces, or such other period as the Ekchange may
individually require.

| A copy of the answer to each financial ques-
tionnaire, report, all statements and reports and all
working papers and memoranda covering the answer should
be retained for at least three years. (Working papers,
etc., must be made available for audit and review by
é'representative of the New York Stock Exchange, Inc.

at the office of the respondent.)

.12 All statements and reports besides the answer.

to the financial gquestionnaire, which are re-

quired to be filed with the Securities and Exchange Com-
mission under its Rule 17a-5 shall be simultaneocusly

filed with the Exchange.]
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PROPOSED RULE AMENDMENT

[Required Annuall Audit

Rule 418. The Exchange may at anytime require any

member or member organization to cause an audit to

be made by an indepéndent public accountant of his or

its accounts in accordance with the reguirements of

Securities and Exchange Commission Rule 17a-5 and re-

guirements prescribed by the Exchange.

(a) Each member organization and each individual

member not associated with a member organization doing

any business in securities with others than members and

member organizations of a national securities exchange

is reguired to have an annual audit of its [affairs]

‘financial statements and reports conducted in accordance

with the audit [regulations] reguirements of the Exchange

and of the applicable requirements of the Securities

and Exchange Commission by independent public accountants.
[and to have such accountants prepare an answer to the
financial guestionnaire of the Exchange based upon such
audit. The audit date shall be determined in a manner
mutually agreed upon by such member organization and

the independent public accountant.]

... Supplementary Material:

Information Regarding Audits
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.10 [Each member organization subject to Rule 418,

above shall select an independent public accountant
to make such an audit at least once in each calendar
year.]

this rule shall file with the Exchange by December

10th [as of January lst] of each year, an agreement

in a form prescribed by the Exchange dated no later

than December lst with an independent public accountant

pqvering its annual audit during the following year.

[If an accountant is replaced, the member organization
shall also file with the Exchange copies of all written

-documents called for by SEC Rule 17a-5(£)(2y.]

.12 Any member or member organization failing to file

an audited financial and operational report under this

rule in the prescribed time shall be subject to a $200

penalty for each day of delayed filing.

.15 The annual financial statements and operational

'reports filed with the Exchange shall include 2 state-

ment attesting that such financial statements and opera-

tional reports have been or will be made available to

all members or allied members of the organization.

Such statement shall be signed by two members or allied

members of the organization.
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.20 A copy of each audited financial and operational

report, all statements, schedules, other reports and

all pertinent working papers and memoranda should be

retained for at least three years. (Working papers,

etc., must be made available for review by a represen-

tative of the New York Stock Exchange, Inc. at the of-

‘fice of the respondent or at the office of the indepen-

dent public accountant.)
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RULE 419 - TO BE RESCINDED

Deleted language [bracketed]
[Financial Statements to Customers]

- [Rule 419. (a) Customers, Stockholders and Capital Con-
: tributors. Each member organization, except
dne subject to supervision by State or Federal banking
authorities, shall make available to any customer and to
ahy partner, stockholder or subordinated lender of such
oréanization at his reguest a statement of its financial
icondition, in the form prescribed by paragraph (c) of
this Rule, as of the date of its most recent answer to
the financial guestionnaire of the Exchange or . as of a

date subsequent thereto.

Each statement of account sent to a customer

pursuant to Rule 409 shall bear a legend as follows:

"A financial statement of this organization is
available for your personal inspection at its
offices, or a copy of it will be mailed upon

your written request."”

Within ninety-five days of the date of the an-
nual surprise audit pursuant to Rule 417, each customer,
partner, stockholder and subordinated lender shall be

sent either:
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(1) A statement of financial condition of the
ofganization based upon such audit, including the inde-
‘pendent public accountant's report on the statement of
financial condition of the organization, or if the audit

is not completed.

(2) Appropriate notice disclosing the reason
sﬁch financial statement has not yet been made available.
,Aifinancial statement of the organization, based on such
auditAmust be mailed to all customers, partners, stock-
holders and subordinated lenders as of the time when such

statement becomes available for distribution.

(Note: The term "customer" as used in the
above Rule means any person or party who either at the
time of requesting such a financial statement or at the
timé of the distribution of such audited annual state-

ment has an open account with the member organization.

Each member organization shall file with Regu-
lation & Surveillance of the Exchange copies of interim
guarterly and annual fiscal unaudited reports required
to be publicly disclosed prior to such public disclosure,
and, promptly after completion of the required annual
surprise audit, an exact copy of the statement of fi-

nancial condition, based upon such audit, which the
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firm intends to submit to its customers. However, cop-
ies of other unaudited statements of financial condiion
made‘available or distributed to customers at other

‘ fimes need not be filed with Regulation & Surveillance
unless the organization has not been in existence a suf-
ficient length of time to have had such a required an-

»nual audit.)

' Each member organization shall report to the
Exéhange any material unsecured or partly secured loans,
drawings in excess of share of profits, or other obliga-
tions owed to the member organization by (a) any person,
inéluding subordinated lenders having a capital interest
in the member organization, (b) any employee of the mem-
ber organization, or (c) any other corporation, firm or
entity in which any member, allied member or employee of
the member organization holds office or has a material
financial interest. This report may show such obliga-
tions owed to the member organization by category with-
out personal identification, except that personal identi-
fication shall be made in respect to any person having
such obligatins equal to five percent or more of the
member organization's net worth (exclusive of subordi-

nated borrowings).

(b) Public Disclosure
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Each member organization, except one subject
to supervision by State or Federal banking authorities,
" which has outstanding any freely transferable securities
_shall unless all such freely transferable securities
‘are held only by members, allied members or employees of
the member organization, make prompt public disclosure
of the following: (1) quarterly and annual audited or
unaudited statements of financial condition and the an-
nual statement of financial condition as of the date of
fhe surprise audit required by Rule 417, all in the form
prescribed in paragraph (c¢) of this Rule; (2) unaudited
or audited (if an audit has been effected) quarterly
statements of earnings and an annual statement of income
and changes in stockholders' equity of such member cor-
poration and subsidiaries required to be consolidated in
_a;cordance with generally accepted accounting principles
(Qith appropriate disclosures in connection with such
subsidiaries which are not consolidated) all in the form
prescribed by paragraph (c) of this Rule; (3) any change
in dividend policy; (4) any stock split or recapitaliza-
tion; (5) any major management changes; (6) any merger
or consolidation; (7) any acguisition or disposition of
assets not directly related to the ordinary transaction
of business as a broker or dealer in securities, repre-
senting an amount in excess of ten percent of the member

organization's net worth (exclusive of subordinated
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po;rowings) or stockholders' equity; and (8) any other
timely significant fact. Each member organization, ex-
cept one subject to supervision by State or Federal bank-
ing authorities, shall make immediate public disclosure
(including releases to news media) of any non-compliance
with the minimum net capital requirements of Rule 325 of
the Exchange, which continues for fifteen days or more
Afpllowing the détermination of the occurrence of such

violation of said Rule.

For the purposes of items (1) and (2) in the
above paragraph, "prompt public disclosure” shall mean
release within 45 days of the close of an‘accounting
period as of which unaudited financial statements are to
be disclosed and within 95 days of the close of an ac-
counting period as of which audited financial statements
are to be disclosed. At a minimum, public disclosure
also regquires that a release should be given to Dow
Jones & Company, Inc., Reuters Economic Services, Asso-
ciated Press or United Press Internaticnal, and to The
New York Times, and to a newspaper(s) of general circula-
tion in the city where the member organization is head-
guartered. A copy of the written release must be main-

tained for at least three years.

(c) Form of Financial Statements
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Statements of financial condition and related
statements of earnings shall be reasonable, fair and
qlear presentations of the financial position of the mem-
ber organization and the results of its operations for
the period, prepared in conformity with generally ac-
aécepted accounting principles and shall include in such
financial statements and accompanying footnotes all nec-

essary informative disclosures.

Each statement of financial condition with
féspect to each member corporation which has outstanding
any freely transferable securities shall, unless such
freely transferable securities are held only by members,
allied members or employees of the member organization,
be footnoted by a schedule of material unsecured or
partly secured loans, drawings in excess of share of pro-
fits, or other obligations owed to the member organiza-
tion by (a) any person, including subordinated lenders
having a capital interest in the member organization,
(b) any employee of the member organization, or (c) any
other corporation, firm or entity in which any member,
allied member or employee of the member organization
holds office or has a material financial interest. This
footnote may show such obligations owed to the member

organization by category without personal identification,
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except that personal identification shall be made in re-
spect to any person having such obligations egual to five
percent or more of the member organization's net worth

(exclusive of subordinated borrowings).

The guarterly and annual statements of earn-

ings also shall disclose adequately:

(a) major sources of income, expenses, Federal in-

come tax and net earnings;
(b) earnings per share appropriately expressed;

(c) substantial items of unusual or non-recurrent

nature.

Where continuity of the organization permits, the state-
ment of financial condition and the quarterly and annual
statements of earnings should be in comparative form

commencing with the fourth guarter of the year 1971,

Disclosure of any financial statement based on
an audit by independent public accountants must include

the auditor's (opinion) report.

(See Par. 2325.30 for disclosure of subordin-

ated borrowings in financial statements to customers.)

(d) Exceptions
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The Exchange may in unusual circumstances
grant approval for exceptions from specific provisions
6f:this Rule for a limited time, based upon written
application by the member organization clearly setting

forth the need and circumstances for the request.]
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PRCPOSED AMENDMENT TO RULE 409

New language underlined

Statements of Accounts to Customers
Ruie 409. (a) Except with the permission of the Ex-
change, member organizations shall send to
their customers statements of account showing security
and money positions and entries at least guarterly to
ali accounts having an entry, money or security posi-

tion during the preceding quarter.

({See also SEC Rule 15¢3-2 concerning gquarterly notices

of free credit balances on statements.)

(b) No member organization shall address confir-
mations, statements or other communications to a non-

member customer

(1) 1in care of a pe}son holding power of
attorney over the customer's account unless either
(A) the customer has instructed the member orga-
nization in writing to send such confirmations,
statements or other communications in care of
such person, or (B) duplicate copies are sent
to the customer at some other address designated

in writing by him; or
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(2) at the address of any member, member
organization, or in care of a partner, stockholder

or employee of any member organization.

The Exchange may upon written request therefor waive

these requirements.

(c) Customers' confirmations shall bear a nota-
tion or legend which will enable the customer to deter-

mine the amount of any odd-lot differential.

(d) Each customer's statement or a separate no~-
tice enclosed with such statement shall disclose the
rate of interest and the amount of interest charge

as shown on such statement.

(e) Each statement of account sent to a customer

pursuant to this rule shall bear a legend as follows:

"A financial statement of this organiza-

tion is available for your personal inspection

at its offices, or a copy of it will be mailed

upon your written reguest."”

* k Xk *
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PROPOSED AMENDMENT TO RULE 440

Books and Records

Rule 440. Every individual member and every member orga-
nization shall make and preserve [for at least
‘three years such] books and records as the Exchange may

prescribe and as prescribed by Regulations 240.17a-3 and

240.17a-4 of the Securities and Exchange Commission

ﬂ;; Supplementary Material:
[.10 Business transacted with members and member organi-
zétions. - An individual Exchange member or a member or-
ganization transacting business solely with members or
member organizations shall make and preserve for at least
three years records supporting all income and expense re-
lating to securities and commodities and details of all
transactions in securities and commodities for any ac-
count in which such member or organization has an inter-
est.
Those records shall consist, at least, of the fol-
lowing:
(1) Bank statements, cancelled checks and in-
formation as to source of deposits;
(2) statements of account and confirmations
received from others;
(3) records reflecting assets and liabilities,

income and expenses and proprietary interest; and
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(4) copies of all reports rendered to any reg-
ulatory body including national securities exchanges
and state and federal authorities.

(see Rules 121 and 123 for records of orders to be kept
‘by Exchange members. See Rule 410 for records of

orders to be kept by member organizations.)

.20 Business transacted with others than members and mem-
ber organizations. -- A member organization transact-

ing business directly with others than members or member

orgahizations shall make and preserve the records pre-'

scribed by Regulations §240.17a-3 and 240.17a-4 of the

Securities and Exchange Commission.

(Note: S. E. C. requires retention of certaih

records for at least six vyears.]

Subpagraphs .21 Periodic Security Counts, Verifications,
Comparisons, etc. and .25 Identification of Suspense Ac-
counts and Assignment of Responsibility for General Led-

ger Accounts will be renumbered .10 and .20 respectively.



