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The surveillance and regulation of specialists,
market-makers and registered floor traders will
be retained by the self-requlatory organiza-
tions of which they are 2 member and on which
they fulfill such functions.

The gathering of customer and firm information
needed in pursuing insider trading, and manipulation
cases shall be allocated to the primary market in
that family of markets whenever there is a dually
traded security.

Whenever an SRO conducting an investigation lacks
jurisdiction over a broker-dealer non-member,

the information necessary to conduct the inves-
tigation shall be obtaineéd from any other self-
regulatory organization of which such non-member
is a member.

Expiration Studies - It was agreed that the SRO's
would inform each other when they are preparing

to conduct expiration studies of options vs.

stocks in order to prevent a duplication of ef-
fort. 1If two or more self-requlatory organizations
have decided to perform a similar study, they would
determine among themselves which would conduct the
study:; however, where market-makers, specialists
and registered floor traders are involved, the
self~regulatory organizations of which they are

a member shall retain responsibility for inves-
tigating such matters.

Disciplinary Procedures - Self-requlatory organi-
izations shall share information while retaining
jurisdiction of their own members; however,

where joint members are involved the market

where the violative activity occurred would be
responsible for disciplining the member unless
otherwise agreed upon.

Employees of SRO's will be made available for
testimony as needed by other SRO's in any case

‘where their- testimony is required or where

such employees performed a portion of an inves-
tigation or examination. (The self-requlatory
organizations will continue to revicw the pos-
sibility of requiring their members to testify

at disciplinary hearings of other zelf-requlatory
organizations which lack jurisdictional authority
over such members.)
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In agreeing to these principles of allocation, we note
that certain initiatives in these areas have previously
been undertaken in the form of 17d-2 agreements which
have been entered into by the various participants and
filed with the SEC. We urge the Commission to promptly
review and act upon those agreements which it has not
yet considered. In deoing so, we recognize that they
are not all inclusive in respect to the matters which
are the subject of our discussions and that amendment
of the 17d-2 agreements may be appropriate as these
matters are implemented.
To accomplish our goals, it is anticipated that there
will be further discussion by the participants to
allocate additional responsibilities with respect to
matters arising from inter-market regulatory prob-
lems and to further eliminate regulatory duplication.

* * *

The above presentation is a summary of principles
agreed upon by staff representatives of the participant
SRO's and those questions remaining to be resolved
prior to achieving our objective of estatlishing

an efficient and effective integrated inter-market
regulatory system. We are continuing to meet in an
effort to achieve such a system. It must be borne

in mind, however, that certain aspects of these
programs would require formal action by the governing
bodies of the respective SRO's. Continued cooperation
on behalf of the SEC will, of course, be necessary

in order to achieve and implement these goals.

We welcome the Commission's participation at future
meetings.

Very truly yours,

Amer ican StockK Exchange

Boston Exchange Exchange

—

o
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Chicago Board Options Exchange

Midwest Stock Exchange

National Association of Securities Dealers

New York Stock Exchange

Options Clearing Corporation

Pacific Coast Stock Exchange

Philadelphia Stock Exchange

Page Thirteen
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APPENDIX F
SECURITIES AND EXCHANGE COMMISSION !

WASHINGTON, D.C. 20549

Special Study
of the
Options Markets

October 11, 1978

Gerald F. Foley

Director, Membership Department

National Association of Securities
Dealers, Inc.

1735 K Street, N. W.

Washington, D. C. 20006

Dear Mr. Foley:

As you will recall, on September 22, 1978, a meeting of
representatives of various self-requlatory organizations
(“SRO's”) was held at the offices of the Chicago Board Ootions
Bxchange. Also in attendance were representatives of the Commission's
Options Study, Division of Enforcement and Cffice of Consumer
Affairs. The purpose of the meeting was to discuss (1) how
the SRO's may obtain access to those data bases wnich apoear
to be necessary in monitoring the activities of retail fiums,
and (2) the feasibility of implementing a centralized file
on registered representatives that would facilitate effective
enforcement of applicable laws and ruless. As to this seccnd
objective, the NASD offered to estavlish a comcuter-based
system for collecting and dissemating such information.

buring the meeting, the SRO participants agreed to submit to
you a summary of the information which they would be willing to
submit for inclusion in the central file, and their anticipated
retrieval requirerments. The participants requested that the
Commission's staff make a similar submission. In addit:on,
the participants requested that the staff describe the categories
of information in the Commission's files which might be helpful
to SROs in their compliance programs and the accessibility
of such data. This letter is in response to those requests.

As you know, significant documentary information in the
Commission's possession is currently available to the public
and, thus, would be readily availabls for use by the SROs

"in their-compliance programs. If desired, this data could: - - -

also be utilized in the anticipated registered representative
central file. In this regard, attached is a copy of 17 CFR
200.80a, Appendix A, which lists the categories of information
available to the public at this time. Although some of the
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documents listed in this Appendix may not be relevant to your
proposed undertaking, others (indicated by check marks) appear

to contain the type of information the SROs are seeking. As reflected
in the Appendix, the Commission can make available the results

of formal administrative proceedings civil injunctive, or criminal
proceedings and copies of any pleadings, briefs or other documents
filed in any civil action to which the Commission is a party.

The Commission’s Office of Consumer Affairs also receives
investor complaints, many of which involve registered broker-
dealers. These complaints, or a summary of them, could be trans-
mitted to the central file on a periodic basis.

The Commission also maintains confidential investigatory
files. These files are non-public, unless the Ccmmission authorizes
their release. There is a procedure, however, by which SROs may
request and, in most instances obtain, access to these files.
In summary, a letter regquesting access must be sent to the Director
of the Commission's Division of Enforcement, who, in turn, refers
the matter to the Commission. In most instances, the Division will
recommend that the reques: be granted, except when access might
impede or otherwise adversely affect the pending investigation or
otherwise would be inappropriate.

We understand that this prccedure has worked efficiently in
the past, and the SROs should have no hesitation in contacting
the Division of Enforcement before initiating an examination.
If the SROs believe that the time normally required ‘o resvond to
such requests (about three weeks) 1s too lengthy, the Ootions Study
would be willing to reccmmend that the Commission establish a
special procedure to consider such requests on z.a expedited basis.

In any event, upon the conclusion of an investigation, the
contents of the investigatory file normally will be made available
for review and analysis by SROs under the Freedom of Information
Act. While the Act and the Commission‘s regulations thereunder
designate certain procedures which must be followed, the processing
time is usually no more than ten days. To the extent that
these procedures result in unreasonable delays in responding
to requests for access, the Opotions Study would be willing
to urge the adoption of a more streamlined procedure. -
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The Options Study would also be willing to recommend that

- a-procedu. . be ec._._ll_.hed whereby the Commission‘s Division of
Enforcement would discuss with representatives of SROs examinazion
and investigatory techniques utilized by the Division to identify
potential violations of the federal securities laws by retail
fims, with particular emphasis on recently concluded significant
administrative and injunctive actions.

With respect to the anticipated central file on registered
representatives, we believe that the file could be established
quickly and economically through a slight modification in
the current HASD files on registered representatives by oroviding
for the inclusion of summary information respecting customer
complaints. This data could be furnished periodically, verhags
monthly, by the SRO's and their member firms. Similarly, once
a month the NASD oould provide the other SRO's with a summary,
by firm, of the information received.

while a simplified program such as that surmarized above would
facilitate the zrompt estaplishment of a centralized file on registered
representatives, with modest enhancemznts the ootential uses of h
file could be exvanded significantly. In this regard, i% would seem
reasonable to contemplate that the centralized file might contair
ultimately the following data; many of which are already present
in the WASD‘s files:

- Name of salesman

~ Current home address

- Type of qualification examinations passed

- Current emplover, type of employwent (e.g. salesman, partner or
member) type of business (e.g. options, municipals, or general
securities), and branch office

- Employment history as reflected in current form U-4 including the
name of firms where previously emploved, dates of
employment, reasons for change of employment (voluntary
resignation, termination for cause, etc.)

- Sumnaries of disciplinary action (formal and informal) taken by
SROs and SEC, etc. .

-~ Sumnaries of customer complaints and their disposition

It would also be desirable if the system would reflect any pend-
ing investigations by SROs of .specific individuals.
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; Data for the centralized file would be obtained from the SROs,
| the Commission and member firms, which could be required to repor:
| ~---all com, l.ints- .. Ll file operator. In this regard, enclosed is

a copy of the.complaint codes utilized by the Commission's Office

of Consumer Affairs. Perhaps a similar system could be developed
for use by the SROs.

From this data base, the system could have the following capabilities.

Significant activity alarm. The system could be programmed +o
automatically “flag” signiticant activity on an individual and firm
basis. Standards such as the following might be considered:

- Identification of each salesman who receives two or more
complaints during a 30-day period or three or more complaints
in a six-month period;

-~ Identification of each branch office of a f£irm that receives
three or more complaints in a 30-dav period or four or more

' complaints in a six-month period;

; - Identification of each firm that receives five or more com-,

plaints in a 30-day period or eight or more complaints in
a six-month period;

- Identification of salesmen who change employment and who
are under investigation by an SRO or who have been
the subject of formal or informal disciplinary action
by a firm or an SRO; and

- Identification of salesmen who are terminated for cause or
resign voluntarily during the vendency of an unresolved
customer complaint or SRO incuiry.

Data available upon request. In addition to identifying areas
of significant activit, tne system could provide certain informa-
tion on an “as-needed” bwsis, such as in connection with SRO investi-
gations into customer complaints and terminations for cause. In summary,
it would seem reascnable that the system could be programmed %o
provide within a reasonable time period, perhaps 48 hours, a print-out
‘ of the data recorded for an individual salesman. In addition, it
i might be helpful if the program could provide a summary of customer
complaints by firm and by branch office, in order that SROs may
: consider whether particular intelligence data is indicative of a
: more widespread problem.
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Periodic reports. Certain information could be disseminated
to the SROs on a periodic basis. Such information might include the
following:

- By firm, number of customer complaints received;

-~ By firm, the location of those branch offices whose
salesmen have received the largest number of complaints;

-~ By firm, the number of complaints by product and by
nature of complaints; and

- By firm, the name of those salesmen who have received
the most complains over the past two years and within
the preceding 30 day period.

Pre-examination reports. In anticipation of a sales practice
examination, the exanining SRO could request a special analysis
of the data on file in the central file. Among the analyses that

might be requested for major retail firms are the following:

- A list of salesmen who have joined a firm in the past
year who have not been employed previously in
the securities industry:

- A list of salesmen who have had two or more complaints
in the preceding twelve months;

- A list of salesmen who have been employed at four or
more firms in the past six years;

- A list of the branch offices which have recelved the most
customer complaints in the past two vears; and

- An analysis of the customer complaints against salesmen
of the firm during the vast “welve months, including an
indication of those categories of complaints that have
varied significantly from the prior examination.

The foregoing are preliminary general observations respecting
the potential organization and operation of the centralized file on
registered representatives and the compliance-related data possessed
by the Commission and its availability to SRO's. It may be, of
course, that these oroposed quidelines and retrieval capabilities
should be modified to take into consideration the size of different
retail firms or other factors..This should be a subject for discussion
by the subcommittee at its next meeting.
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The views and suggestions expressed in this letter are those
of the Options Study. while this letter has been discussed with repre-
sentatives of other internal offices and divisions, we have not received
their definitive comrents. In the event that material modifications
are recommended, we will advise the subcommittee.

If you would like to discuss any of the views set forth in
this letter, feel free to contact me directly at (202) 755~1288.

Sincerely,

Sr A

Van P. Carter —‘f_~"‘
Assistant Director
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filed by representsitiToa..

Initial statement of benef-
cial ownership of securities
flled by ofMicers and dtirece
tars of registered publie
utility holding coxpanies,
and changss in such owne
arship

Annual reports by mutual
subsidiary service
sompanies

Pursuant to
$00310TV—=

8(s), 3(d)

8(d)

8(q)

12(1)

2(a) (3). 2(»)

(4).3(2)(7)
(B), 2(s)
(8)(B), 3
(a). (b)

3 (s). (@)

13(d)

17(c)

17(s)

13

T ssortption
Application by interested
pernons for approval of re-
organization plans ree
quired in court procoede-
ings for reorganizatioa of
registerod Dloiding oume

(T ——-- — panies and subsiQiasiig...

Application L or oa belhall
of pcrsous requestiag ap-
proval of payment of fees,
expenses Or remuceratioa
for services reandered in
connection with & proceed-
ing in reorgaulzation 1o 8
UA. Court {pyvolving regis-
tered hoiding companies o
subeidiaries cvmcae

Notices of intention regarde.
ing proposed sale of sccu-
rities and other asscts not
requiring Sling of applica=
tion or declaratio......

Btatements in justification
of fees and expenses pro-
posed t0 L8 PAlQaceccaaa.

Reports to stockholders by
registered lkoldiz cem-
pany or subsidiary thereof
and annual reports sub-
mittod by registered Loid-
{ng company or subsidisry
thereof Lo & State cOmSta-
sion covering opesutions
not rTeported to TIreceral
Power CommissiONecaecae

§ 200.20a
Pursuent to

10

11(10)

11, 12(q).
13(1)

8(d), 7. 9, 10,
12(q)

14, 15

TRUST INDENTURE ACT OF 1029

Btatement of eligibility and
qualidcation cf corporse
tions or ipdividusls as
trustees under gualiled
{ndenture unders whick
debt security has been or
15 to be issuedaaaccaacaaa

Application for qualifcation
of indenture urndes wIien
security (bonds, dcoea-
tures, notes and cizTilar
debt securitics) hes bdbeen
or is to be issued.. ...

Application for exempiion
from prorvisions of tle Act
in cortaln CoseS.aaccecone

Application re coufiict of in-
tesest of trustCeS.ocoao..

Reports by indenture trusice
to indenture security
bolders with respect to
aligibllity and Qqualilca~
tion under section 310...

Application relative to af-
fillations between trustees
and underwriters...eceua

187

SCS, 807

307

04(c), (d)
310(b) (1)

813

810(D) (3,
310(b) (6)
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% 200.80q

DyvesraxeT Acvisias ACT OF 1940

Application for registration
ad investment sdviser or
0 amsnd or supplemant
sfuch an application.ecena

Application for ezemption
aud other relief. . vecoe

- Par~rable appolntment of
V sgagt fof service of proc-

- eaa, pleadings and oiner
PAPETS caceceacenacnccen

Notice by non-resident in-
vastment adviser specifye
ing address of place tn
Talted Biazes whers cop-
iee of books snd recards
Ar® locatad, Ofeaneoncens

Dhndertaking by non-resident
{nwatmeont adTiser %0 fur-
nish to Commisaion, upon
demand, coples of sy
books or recorda he is re-
quired 1o maintain. 20¢

IXVERSTMENT COMPARTY ACT OF 1040

Notiflcation af registration of
investment compary, and
registration stazemens: cove
o@ing an ofering of aecy-
Titles of (avestment com-
pany evidencing an inter-
ort {0 & POrtiolio of securi-
tiea In which the i-vest-
nent company invesis.. .

Pertodic reports (annual ang
quarterly) 0 keep recsca-
ably current the in’crmise
dan tn adove registration
statament

/’
203(c), 304

v 2064

21 (s}

8(a}, 8(D)

50(a),
S0(b) (1)

- s ar

Periodic or interim reports
to security holiders of rege
istered investment oame
panilos

Application far crder of the
Oommission determining
togistrant has ceased to be
An investment company. ..

Pidelity bond, resolution of
board of directors, notice
af cancellation or tarmina.
ton of bond for oflcerm
and employecs Of invoat-
mant companics who bave
accees to its aecuritiss qr
fNINAR (oo -

Waivor of Indemnification af
oficers snd directors of ine
Yéstment companies.......

Report of independent sudi-
fors examining records of
iovestment companies. ..

Application by other than
roglatrant for: arder af
OCommimion deciaring cor-
Porate name of reqisirant
is misicading or decsptive.

20(d) (3)

8(n

17(g)

17(n).17(1)

N

38(d)

* Tle 17—Commedity and Securities Exchanges

b

Requast by company for cere
Tificats to be tesuad to Beo.
rotary of Treoasury......__

Praxy soliciting matsrtal. . __

Initial staterment of benefl-
clal ownorshiip of securitiase
by oficers, direciors and
other rpecified Llnsiders of
registored clossd-erd in-
vestment comupanies, and
ehanges 1n such ownere
sbip

Application for exemptilon
from provizsicns of ths Act
spd other reilef.

-

Statement of trrasactions—
exemption {rom provisions
Of 86C110D 10({f) mmecaaun

Application for an ‘zmeliztdle
person to gerve sy oZicar,
director, etc. of s recistersd
favestment company.....

Haquest for advisory repors
of the Comm!ssion relating
o the reorgrzization of
registered invesiment come-
pany

Eaport of repurchase of its
owna sccurities by s closed-
8Rd COMPANY ccemm e e

Bales )iteraturs resasding cee
curities of certala Investe
mont companiet... . ...

Statement of tts Padera
Barings and Loan Corporae
tion relating to thes exampe
ton of cariain iasuors.._.

Ropart submitied pursuant
%0 ad arder of the Comratse~
wdon

Documentis and records re-
sulting from derivauvs ar
Tepresentative law suita..

R S —

$Section B831(e) (1) of the

et 1 7»":-‘{

”
ny .
20(e}s .

20(1) N ~

-

3(e) (9). Yy
(2, 8 my,
‘(0'. (d)‘
(4), 10 (v,
. n Q),
(c), 13 {3}
1). (d) (4,
1e(a), .1
(s), 150s),
17 (&), %,
Q) (23, 0
(). 2314,
28 (b} (s,
(e)(3), =2
(‘)c 25(‘)
@), =
(c), 2s{qy,
and o%hers

H]

10(1)

oy

8(d)

v

R
DM VN

23(b)
22(c) ’-‘

24(b) -9

8(a) (&)

e

- s e g

33

Intarnal Beves

aue Code of 1054 ia aoplicable,

*Refulstion 14 under the

ebange Act of 193¢ 1 Appl

240.140~] ot 00q.).
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Chapter i—3ecuritias and Exchange Commission

MrscrrzanmoTs

Requests or petitions that a change in the
conmisalon’s rules, resulations or forms Le
pade; comIments 02 propuaod rutss, requlas
gans Of forms; Lisualce, azmendmeat of ro-

of rules, regulaliors or Jorms profaul-
nisd under the various Acis admidistessd
ay e Commrntision.

Requers** ‘or Do-sacilon and ‘.ntar,)reumo
LTS ADU  CSPORNGS weenrvnn.

Transcripts of proceediass tno public bnr-
mgs jacluding tosiimony, exuldits received

mevidence, 1atermediste decisions, oral aArgus
pests, moilons, briels, exccpliloas.

Commission Andin:Ty, opitions. ordere, rule

{m‘ aad socices i=sued for pudilc Telease.
sl opintons of e Comerisuon, inciud-
t£g concurting and allsenung- opillons, a8
well 88 ocders made by the Commisatoq tn the
adjudication of ceses,

A record of the £aal votes of esch member
o he Corizmission 1o every Comurission pro~
ceedinzs concluded alter Juiy i, 1037,

Searins and commen:s 03 proposed rules
or statements of policy, e, extept where
e wTiteT Fequesty tnat hls comments not
be =ade public.

Periodiz reports filed by the Intertmsational
Back Jor Recozsiructica and Dervelopxment
gader Regulation 3W-—gules 1 O 4, section
15(s) 9of the Bretton Woods Agreemedt Act
(17 CFR Part 2389).

Pestndic rencarta filed Dy thes Inter-Amer-
faa Developmest BamiZ, pussSual: 0 LnoTie
don IA (17 CF2 Part G3) sdopled pus-
szzst to section 11(a) ol tos Inter-American
Bank Act.

Perlodic reports Zled by the Asian De-
velopmest Bazic, pussuast 1o Bemuwlallos AD
{11 CP2 Part 257) ac;opwed pussusi: Lo Sww-
tton 11{s) of tte Asuag Developmen: Ealk
Act.

Coples of papers fled ta court, and paperss
azd doctments received IO COUNls, ar®
PimATLy 70T tas U= ¢l the CONDISSION Li-
torpess and other mernoess of wSe stal, Toeae
may not always De CCip.ete anq ATIurate
and Dy coatain momDul.lls slall Totaticns.
However, in appropriste siIuasllnns, |th tae
spproval of the O=co ¢f 12 Goxzeral Coulsel,
enaminazion of sush mslerial may be made
a coples obtalned as & matier of coustesy.

Btatements of pPoilcy and interprerations
which have been sdopled by the Comuission
and are not publisned in s ForzaL Rroe
OTER.

Administrative stafl manuals and {nstuce
tors o the stal that aZect & memiber of Lo
public.

Reports by the Commission to the Cone
petsas s whole.

Notices of Commission meotings anpounced
0 Qe pudlic as descrined (@ § SCA.48J; an-
pouncementa of Comrxicsion acticn 10 ciose
8 mmeeting, Or any pPoriion thereof, as de-
crided in § 200.404(D) and § 200.495(c): and
ertifications by e Geternl Counsel, pussu-
AL 0 | 200.404, that & Commission moeting,
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$ 200.80¢c

OF any portion thereof, may be closed to the
public.

16 TU.B8.C. £52D.) {41 PR 44698, Oct. 12, 1976,
a8 amencod of 43 PR 14693, Mar. 16, 1977]

g 200.80b Appendix B——SEC relcases.

(a) Companies and perscns who are
reziieced with the Commiasion under the
vallous Acws wul contiauve o recsive coples
of Lndividual releascs pertainiag w rule pre
pa=als and rile chanses untsr the AcCts foe
which thoay are regiatared.

(b) Oiher free maillag list dstridation
of raicases hag been dlssontilued Dy the
Camm:rsicn tecause of rifing custs and stal
Utmttacione Howerver, the texts Of all reicagss
uncer the TASIOUS ACWE LS COrDOrnie
Mear;taaisation reicases, sad tie liiTation
releascs are contalt:d in tze SEC Docket.
which may be purchesed tRIOuUsn ‘hs Supers
intencsnt of Documents as caicTided I
§ 20000 of this Part. Tho H:iatiatical sariee
mal2ases ars contaited 1n the S:3wiwcal Sule
letin, which also can be oblal=ed 0y purchoss
toroush the Superinisndant o Ducunantsa.
[40 PR 1009, Jan. &, 1673}

§ ..00.30: _Apvendix C-—:utme‘. rules
and misceuanecus pnnucxuonn avalie

able frons the Government i’rinting
Offica. :

{(a) The curreat rulss af the Commimsion
a’e mot pudlisted Dy the Commission a3
samphlet fomm. ALl 8250 puailc ruies and
reguistions, iocluding 118 Rulas, of Practice,
ars coatained in Tille 17 of t=s Code of Fede
eral Reguisliions, whichi also 15 avaliatie fof
prrekase [rom 128 Supenctendan: of Docu-
=sas, Govosrnrmens Frinting Cllce. Waslh-
tegwe., DO, 23483, New rulos and rules
ehanses, and otasr Commianucn releasss, cXe-
copt Flatistical reietses, ASO are pusiisned o
ths Fro=mal [ALCSTZIR 63 thoY A acopiacd.

{d) Coples ¢f 28 followiny statutes and
m=iscolianeous publicaiions may oe purciasad

oo e Supeninlerdoent of Duwcuronty, Q-
esament Friating Ofize, Watulngwon, O.C.
20402, Picsse accsess to him cirectly all in-
Gumins, orcers uad PayIIenil CORCAITURS he
followingy publicstions:

1. AC? pcmpAlets.

Securiiecs Act ¢f 1933, as amanded.

Becuritiss oLxchangs Act of 1934, es
amspded.

Public Utility Holding Company Act af
1935, ns amended.

Trust Inden:ure Act of 1639, as amendad.

Investment Company Act of 1940, as
amended.

Invesument Adviseres Act of 1940, a8
amended.

2. Repor:s ecnd Comptiations.

SEC Anaual Report 10 the Congross.

8E0 Doctsions and Reparia

Accounting Services liclesses {complled,
tncludes Nos. 1 through 1132).

189
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02

03

04
0s
06

07

08
0g
10
11
_ 12
13
14

16
17
18
19
20
21
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COMPLAINT CODES

Broker~Dealer .

Failure of a broker tn deliver stock to a customer

Dividend or interest problems with respect to a broker .
Failure to transfer accounts (between brokers)

Mishandling of accounts

Execution of orders

Failure of a broker to send a confirmation to a customer or wrong
information on a confirmation ’

Failure of a broker to sund prospectus to a customer

Failure of a broker to obtain a signed margin or customer agreement

.
-

Hargin problems

Surcharges, taxes and other fees charged by a broker
High pressure = fraudulent statements
Proceﬁ:ion offared.investors .

Failure to deliver bonds to a customer
Commission rates - other

Cannot obtain rate schedule

Cannot understand rate schedule

Quoted rate diff;;en: from actual_charge
Confirmation different from rate schedulé
No notice of rate change

Failure of a broker-to forward proxy material to a customer (the
beneficial owner) or forwarding it lace

List of broker-dealer compliantc
codes used by che Conmission



2
23
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Broker clearing operations

Problems concerning liquidation of a btokcr-dcaler.(SIPC or
othervise)

When a problem involves a municipal security, place a large "M"
after the name of the security. .

25
26
27
28
29
30

31
32

R

3

Broker-Dealer ootions complaints

Improper option recormendaticas (suitability)
Excessive option commission(s)
Op:ion order not executed .
Margin for options: agTreement, compucacicu and excessive

Unauthorized option transactions in 2 customer's account

Customer unable to execute ftransactions in restricted ("out-of
money™) options )

Failure to execute’option—aceount agreement
Pailure to receive option prospectus

Manipulacive floor practices

Other = Miscsllaneous
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APPENDIX G

Summary of Statistics Relating to SRO
Routine Sales Practice Examinations

The Options Study requested from the options exchanges certain
information and statistics relating to all routine sales practice
examinations of fimms for 1973 - 1977, including the number of inter-
views conducted, accounts reviewed, hours required to conduct an examina-
tion and days required to prepare the examination report and conduct any
follow—w inouiry. 1 / The NYSE was requested to submit similar data per-
taining to routine examinations which its staff conducted. 2 /

For comparison purposes, the firms which were examined were
divided into four categories based upon their options commission income
for 1977:

Firms with commissions in excess of $1,000,000

" N " between $100,000 and $999,999
“ " " between $25,000 and $99,999
" " " of less than $24,499

In general, the Ootions Study's evaluation of this data indicated
that there was little, if any, difference in the scope of each SRO's
examination program regarding firms in these categories that was not

attributable to variations in firm size. 3 / There were differences,

however , in the auality of examination programs among the SROs.

1 / Bopendix A.

2 / Aopendix B. 'The MASD was also requested to furnish similar information,

but its submission did not arrive in time to be included in this
analysis.

3 / The Options Study relied almost exclusively upon the statistics and

T related information furnished by the SROs, although, when the Options
Study staff noted aberrations from SRO stated policy or significant
variations in data, an inguiry was usually made of the examining SRO.
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'ne following summary ot tnese examinations focuses, therefore, on firms
wltn options coimnission income for 1977 in excess of $1,000,000.

“nere were 41 fimms in this category, and they were examined 74 times

collectively during 1977.

TAsLE A

saies Practice Examinations in 1977 of Firms
with Options Cormission
Incoe in kExcess of $1,000,000

SRO No. of Examinations
NYSE 41 *
CuOE 10
AMEX 17
Pok 2
PHLX 4
‘Potal 74

Nuber ot firms: 41

* yne Options Study reviewed 13 of these 41 examinations, or
approximately 31%. The Options Study reviewed all of the other
33 sales practice examinations conducted by the other SROs.

1. Interviews. There is no requirement that SROs conduct interviews
at memoer tirms. tach of the SRUs rely, however, upon interviews with
supervisors ana enployees of the firm under examination to furnish information
about tne tirm's organization and operation. While some SROs require that

certain inaividuals pe i1nterviewed, this decision is frequently left to the

aiscretion of its examiners.
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TABLE B
Average Number of Interviews Per sSales Practice

or Capital/sales Practice
Exaitination Conducted During 1977

Averaye No.

orU ot Interviews High Low
NYbis 52 107 11
AEX Y 20 3
CbOk 5 10 1
pPor 2 3 1
PHLX 1 3 1

e larger numoer ot interviews conducted by the NYSE appears
ro pe attriputaple, at least in part, to the fact that NYSE examinations
are usually combined capital/sales practice examinations, which cover all
aspects of the firm's pusiness, whereas the options exchanges tocus ex-
clusively on options.

2. Accounts reviewed. The number of customer accounts reviewed

1s also lett tvo tne discretion of the SR) examiners. Table C summarizes
current 5SRO standards, and Taple D sunmarizes the average nuimber of accounts

actually reviewed.
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TABLE C

Miniaun Number ot Customer Accounts Required by SRO
sStandards 'To Be Analyzed in 1977

SH Number of Accounts

1 NYSE For firms with 10,000 accounts
or less — all accounts

For firms with more than 10,000
accounts - at least 10,000
accounts will be reviewed, the
exact percentage is established
prior to the commencement of the

examination.
CBOE Left to tne discretion of the
examiner
N ArEX 50 accounts selected at random, and

50 accounts with uncovered writing.

Pob Left to the discretion of the
examiner
PHLX Left to tne discretion of the

examiner
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TABLE D

Average Number of Accounts-Reviewed
per Sales Practice Examination in 1977

Average
SKO Number High Low
NYSE * 21,026 ** *
CBOB 345 1,044 47
AmEX 235 1,067 60
PHLX 825 2,650 50
pPSk y8 110 66

* ‘ne NYSkE does not record, in all instances, the total number of accounts
reviewed due to tue exchange's requirement that all accounts be reviewed if
the tirm has less than 10,000 accounts.

=* nis figure does not include accounts reviewed by NYSE in its capital
examinations.

‘fne NYsSt's account review standards are significantly higher than
tne options exchanges pecause the NYSE relies extensively upon the firm's
in-nouse camputer, when availapble, to conduct the initial account review.
''ne NYSE examiners initially determine the reliability of the firm's computer
to identity "exceptions" in its recordkeeping system and, if the
systewm is adeguate, utilize the computer to screen the firm's accounts.
Tnus, 1n wany instances, the initial account review is not made manually
by the NYotl's examiners. Nonetheless, information furnished by the NYSE
indicates that its examiners select an average of 8,636 accounts for more

detaiied anaiysis, wnich is usually manual.
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Not ali accounts selected for review by an SRO are analyzed
for the saine purpose. For example, of 300 accounts, an SRO
may review bU accounts to determine whether requisite customer
inrormation is on fite, another 75 accounts to determine whether they
nave peen approved properly to trade options, and an additional 50
accounts tor suitabitity. The remaining 125 accounts may be reviewed

Ior cawpllance witn other SRJ rules.

3. Lenyth of Sales Practice Examinations. The time required to

conduct a routine sales practice examination is directly related to
the numver of indiviauals interviewed and accounts examined. The

NYSE theretore spends more time conducting sales practice examin-

ation than any otner SRO.

TABLE E

Average Hours Required Per Sales Practice
gxawmination in 1977

Average
Time in
5SRO Hours High Low

NYSE 502 * 1,129 32
Coul 177 1,000 17
AMEX 115 378 28
PSk 80 128 32
pPHIX 51 72 16

* poes not include the hours attriputable to the NYSE/capital
examination.
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The time spent in conducting an examination may not reflect
the scope of an examination because the efficiency of an examination
depends upon tne quality as welil as quantity of the work performed.
Moreover, 1t 1s aifficult to determine whether sufticient time was
taken to evaluate an account. Some accounts will not contain any
recent transactions, otner accounts wiil contain a hundred or more.

4. Preparation of examination reports. At the conclusion of

an examination, each SRO requires its staff to prepare an examination
report. Un averaye, the AMEX requires the least time to prepare its

exauination report; the NYSE the longest.

TABLE F

bstimated Average Lapsed Time Required in 1977
1o Cawplete Statf Report on Sales Practice Examination

Averayge ‘['ime

SKO in vays High Low
NYSE 76 120 45
CBOE 75 110 19
AMlsX 17 51 2
PRiX 48 90 9

b5k 43 50 35
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APPENDIX H

bummary of SRO Financial Resources

Tne Options Study requested trom the SROs a sumary of their total annual
operating expenses and tne number of full tume personnel employed by them for
the years 1Y77-1Y78. ‘'I'ne tollowinyg tapbles summsarize tne data turnished by the
SrUS.

Since the SRUS use dirferent titles to describe functionally similar
aeparuients, tne Uptions Study asked that the requested data be apportioned by
tne tollowiny classifications:

- Compliance programs — all SRO activities

rélating to the oversiynt ot retail fimm
operations, sucn as sales practice examin-—
ations, capital examinations, processing and
investigating terminations for cause and
customer complaints.

— Market surveillance prégrams—-— all activities

ror monitoring tne trading activities of
5SRO menbers.

- entrorcenent programs—~ all activities directed

to evaluating whether or not to recamnend or
institute disciplinary action and, if such
action 1s taken, to present the SRO staff's

case to the SRU's adjudicatory body.



