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SECURITY TRADERS ASSOCIATION

ONE WORLD TRADE CENTER, BUITE 4511, NEW YORE. NY L1048

{212} 5240484

February 28, 1989

Jonathan G. Fatz, Secretary
Securities and Exchange Commission
450 Fifth Street, MN.W.

Washington, D.C. 205403

Fe: File No. EB87-23-88
Proposed Rule 1443

Dear Mr. EKatz,

On behalf of the Security Traders Association we
are writing in respect of the Commission's
proposed Rules 144A. OQur Asscciation represents
7000 individual securities professionals in this
country, Canada, the United Kingdom and Europe.
This letter has been reviewed by our Beoard of
Governors angd represents their collective views.
Our comments relate primarily to those aspects of
the propesed Rule which would impact on secondary
trading markets which may arise for securities
transferred in reliance on the safe harbor
provisions of the Rule.

Initially, we wish to commend the Commissioen in
its efforts to meet the cChangss in the sscurikies
industry due toe the internaticonalization of the
capital markets while still conforming to the
strictures of the half-century o©ld federal
secutities laws,

AFFILIATES

Alapama Securnlp Owdle Avgoirlion
Falumore Securry Tidden Avpsgizien
ﬁ_‘r.-!.ran Seraram Fragem Awacatian
Freusnv Tracerr Amacisivon o Chicaga. ine
\';I.'ﬂel'aﬂn' Sepurmp Tracers Adioeidlqin
Epcurny Tracers Adorut-an af £anneldul
i Securey Cediers Apacgfian

The Gemdr Securriy Tt Anomalon
Zeceritin Tradens Awenagmn o Cerrger and Mechepan, Tac
Zecernty Tegdders Ampcapian of Faoieda lne.
ivrarauza Franepie org Davare Deardd
Larrg, b Teg i 10es Addeaiuion

Howsrpm Securitr Seaters Aseparahion
indunapolis Secvary Treden Aoeoanan

s r Cory Sern e ArrcdiH s

irermanena! Equity Chvliars Adsooarsan -Letden
Srtvrity Pepolers Apeardicon oF Lad Adgete. Inc.
Mermpbin Secwnty Dealerd Aphteudlegn

Yinrmmarr Fecurny Ceslen ﬂ-;_wcuﬂnn
Mancreal Ingaanona’ Eaeely Tragem Asvacaricon
Masieiile Secarny Dedirs Associanon

Sty Fraden Anjefsion A Mo York, Ine
Nasre Caroding Secarier [oachtes Asdoatedizgen

Inverrment Trroer dgoration af Bhisdepha
Filfsbugh Sreundm Anaolnan

Sacioriry Traden Assocoation af Posling, Crepon
Seuniry Teadery Aseociarien af $1 Lowra

L Framsocscs Secumame Traoem Assarelads. nc.
Lrately Lageney Tradem Assocanmn .
Tnndrgmpna Eqwire Tragers Amsocanon o Tarama
Famzarerr Sevuny Treders Assocaaruan

Srrrann Auocrriron of Firgne, e

Sryymre Traden Asracuanen ef (Yasbungpae CG.CL e
faruriy Traoers Asieeraion ef (Visconmrn, onc.



BECURITY TRADERS ASSOCIATION

-2-

We recognize propeosed Rule 144A, in conjunction with
proposed Regulation S, is an expression of the
Commissicon's intent to maintain eguality and
competitiveness between our markets and those of the
other industrialized nations. However, 1t appears to
us that certain aspects of the Rule may have an
adverse effect on ocur markets.

As the Bule is presentiy drafted it permits certain
unlimited resales of securities originally issued
without registraticon in reliance on the private
offering exemption provided by Section 4(2) of the
Securities Act of 1933, The only restriction is that
such resales may only be made to gualified
institetions - those with at least $100,000,000 of
assets., We believe that the number of such potential
purchasers may approximate 1000 or more.

The size of this defined group is what creates a
problem, as it railses the probabkility that these
gqualified institutions will be in a position to
commence buying and selling Rule 1443 securities among
themselves. MNoreover, the size of the private
placement market as desgribed in the Commission's
release will, in all iikelihood, increase
substantially following adoption of the Rule., In
light 0f the size of the institutional investors group
and the potential for an increase of the private
placement market, we believe that it is reasonable to
expect that an independent trading market for Lthess
securitises will develop among the gqualified
institutional group.

There appears to be no provision to supervise this
Rule 144A trading environment - either by the
Commission or by a self-regqulatory organization.
blthough, in this regard, we alzo note that the
Mational Association of Securities Dealegs and the
American Stock Exchange have pending before the
Commission proposals to establish supervised trading
facilities for shares of unregistered, privately
placed securities — PORTAL and SITUS.
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Our primary concern is that this unregulated private
trading market will eventually include securities
which are also traded in the public market requlated
under the 1934 Act. The differences between these two
markets could have an impact on volume and pricing in
both markets to the advantage of one over the other,
We therefore suggest that, concurrently with the
adoption of Rule 1444, the Commission give
¢onsideration to providing a regulatory frame work for
the private market which will parallel that of the
public marketplace, either directly, or indirectly
through PORTAL and SITUS.

Two sSeparate but scometimes egual trading markets
raises another concern, perhaps in a more limited
area. For example, Tier I securities can include
securities of a2 non-reporting issuer. While the
initial placement would be expected to have included a
due diligence review of the issuer by the purchaser,
there does not seem to be any protecktion for
subsequent purchasers. Whether an issuer would agres
to accept a continuing obligation to make material
information available to a subseguent purchaser i=s, at
best, extremely problematical.

Moreover, when the issuer is a non-reporting company,
no subsegquent purchaser would even have the benefit of
an informed marketplace through operation of the
"efficient market theory.™ Thus, where such
securities may sventually pass over into the public
trading markets, the lack of current information of
the type available from a reporting company may work
Eo the detriment of the issuer as well as the trading
community which would be attempting blindly to make a
market in that security. Parenthetically, even though
& defined institution can purchase uncegistered
sacurities where its seller relies on a Rule 144A
exemption, a subseguent purchaser may be exceeding its
Eiduciary obligatiens in acguiring such a security
without a proper factual underpinning.
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In view of the foregoing, we would suppert the adoption of
the Bule provided that steps are taken to assure that there
would be available, at least at the time when the two-and
three-year restrictions on transfers expire, the same type
of information concerning the issuer as is reguired by Rule
1522-11 under the 1934 Act,

Because the prospective purchasers of Tier II and Tier III
securities are of a lesser stature than those of Tier I
sscurities, we further suggest that the Commissian postpone
action on these tiers until it has developed an experience
with Tier I securities.

Separately from the foregoing, we endorse the Commission's
proposal to amend Rule 144 to permit the tacking of holding
pericds., We believe that under the circumstances, this will
e a beneficial move.

If you should require any further comments, we would be
pleased to furnish them.

Respectfully,

iy M o E ooz

Bustin B, Geafde hn L. Watson IIT
Chairman agsident



