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May 16, 1965

Brandon Becker, Esi.

Director

Division of Marke! Regulation

U.S. Securities and Exchange Commission
450 Fifth Street, N.\W.

Washington, DC 20549

Dear Brandon:

The Securitias Industry Association ("SIA") understands that the Securittes and
Exchange Commissian (the "Commission”} seeks to ensure that broker-dealers
promptly pay funds to custemers and that the Commission has & particular interest in
ensuring swift payment to individual customer accounts. We further understand that
some individual investors may be concerned that the implementation of Rula 15¢6-1 will
encourage broker-dealers inappropriatsly to hald funds, while insisting on prompt
payment to accommodate the shonsr setilement cycle of T+3. 514 shares the concern
that customers shouid be treatsd properly and paid timely. As discussed below, SIA
believes that its members pay customers promptly and that they do not now, and will not
in the future, delay payments inappropriaieiy.2 Nonetheless, to address these. concerns,
S1A will survey a sampie of its members and report back to the Commission staff with
those rasulls.

SIA has consulted with some of its members about their payment practices.
Although our survey was not scigntific, we consulted with a number of different firms
with different businass mixes. We understand that the following practices are typical:

(1} securities sales - when a customer sells a stock, the firm will credit that
customer's account with the proceeds on the same day as settlement with no delfay. [f
the customer has requested a check, the firm will cut and send a check on the same
day as the seftlement {even where a branch office cannot cut its own checks and must
have a regicnal precessing center s&nd the check); and

! The Securities Industry Association is the securilies industry's trade assagialion
representing the business interests of more than 700 securities firms in Noth America, which
collectively account for about 90 percent of securities firm revenue in 1he Uniled States.

2 Sl&'s members appreciate 1hat they have responsibilities under the federal secorities laws
to deal apprapriately with their customers, Rules of 1he Sell-Regulatory Organizations alse
govem treatment of customers' funds. See e.g., National Association of Securities Dealers, Inc.,
NASD Manual, Rules of Fair Practice (CCHJ, An. 11l Sec. 1, para. 2151, Art. I, Sec. 2, para,
2152, and Art. Il Sec. 19, para. 2169, O course, good business practice encourages firms to
treat customers well,
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{ii) dividend and interest payments - whan a customer receives dividends or
intarest, the firm credits the customer's account with the payment, aven if the firm has
not received payment from the issuar. Firms often give a customer options about how
to receive payment. Some firms cut chacks daily; other firms cut checks on a periodic
basis {e.g., monthiy). Soms firms offer services whereby balances can he swept daily
or weekly into an intergst bearing or cash management account and then paid cut on a
monthly basis.

A customer's choice of how he or she wants funds handled may atfect the speed
of payment. A cusiomer who does not choose 10 use & cash managemeni account, or
who seeks to havs ths firm remit excess funds by mailing a check may encounter
greater delays based on factors extarnal to the securities industry. For example, a
customer who asks a lirm to mail a check may experience delay because of mail
service. Similarly, a customer may not have access to funds because of the time that a
bank requires to clear a check.

With respect to tha implementation of T+3, 51A believes that its members have
no intention of using this rute as a means for delaying payment in order to profit
inappropriately. To comply with Bule 15¢6-1, in general a firm must collect from its
customer the purchase price of a security two days earlier than under prior practice.
However, the firm alse will be able to pay proceeds of a sale two days earlier than under
prior praclice, and our members intend to do so. Customers that choose the methods of
payment that engender delays will cantinue to experience those same delays,
irrespective of the change in setilement cyele. For example, & customer who chooses to
have a broker-dealer mail proceeds by check sent through the mail will experience the
same type of delays as in a T+5 environment. But we do not believe that our members
intend {0 pse the change in seftlement cycle as an excuse to delay payment.

SIA beligves that its members promptly remit funds in accordance with our
customers’ preferences and relevant legal requirements. Nonetheless, to address the
Commission's concarns, we will survey a representative sample of our members and
provide the aggregate results of that survey to the Commission staff. We hope that this
survey will allay further concern. We wouid like to work with your staff to ensure that the
survey addresses the areas about which you are concerned. Depending upon the
scope of the survey, we would hope to compleate the survey and report back 1o the staff
by July 30, 1985, To the extent that the survey identifies unforesgen problems that are
within our members’ control, we will try to work with the Commission and the staff to
address thoss issugs.

We appreciate the interest of the Commission in this matter, and look forward 1o
rasolving any lingering qusestions.

Sincarely yours,

Stuart J. Kaswsll
Senior Vice President
and Ganeral Counsel



