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August 16, 1367

Board of Gowvernors o . -

Hational Assoeiatcion of o
Securitles Dealers, Inc.

BER Seventesnth Streef, H.W.

Washington, D. €. 20006

Attention: Mr. Robert M. Gordiner

Gentlemaen:

The subject of this letter soncerps 2 mateer about vhich I
bave, on another cccasion, personally written to the Lhalrman of the
¥Wational Business Conduet Committae znd to the Associiation's Geraeral
Counsal. T based my Initial {nguiry inte this matter on what I had
eoncluded to be a dissacisfaction on behalf of various members of the
Comaittee, including myself, with the linirations olaced by the
Rules of Fair Practice on the Comnittes with respect to its abilicy
to lopose penalties on formal complalnc marcrers,

Puring the most recsat meeting of the District Ko. 9
Cocmittee, 1 reported the steps which I had taken. After discussion
. Ehe Camnirtee formallzed its position on this subjeet, which had
. heretofore been more a matter of individual eoncern.

It iz the feelinz of the Comnitree that ft comstitutes a
group oF busipessmon within a particular area who have a responsibile-
ity to use its best business judgment teo impose, after formal proceed-
ings, a penalty which is wmosc suitzable under the elrcumstznces involved
and as 2 result of vinlations comnitted. Yet the Coraittee foels eheot
1t ig not always able to use its best business judgmeat, but instead

must choase from the inflexible lizz of penalties ayallable and avrive

ac a determination which may not be €atlrely adequate or SulLable. .
hessrdingly, the Comsibttees has dirsceed chae T write this

latter pn its behalf and regquests that consideratisn be given to con-

ducting a general revisw of the adeauacy of penzlties wich a2 view

toward mﬂking a deteraination whather the limitations that now exist

In this area best gecve the investoesnt community and in particular the

Mssociation In its foportaat responsibility in che fileld of self-
regulation.
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In connection with the Comnittee's sugzgestion for a gopegal.
tevliew of the spbiect of pepaities, the Cormmittee sugzests itwo specifie
proposals for the adeptlon of negw penalties: (T} that susoension or
revecation of Individeel reziseracion? 2% principals be adopted in
addition to the now existing all-inclusive penalties of suspension ot
revocation of reglstratiens, aad {2) that finss inposed by the Committee
may, at {ts own option, be suspended in parc or in full either teomporar-
{1y or permanancly.

With respect te the first propesal it is logical that If the
Assocharion {5 to make a distinction in the registration of individuals
#s elither a principal or representative, it sheuld have the right to
make such distincetion when suspeading or revesing a reglatration.

Mzny tires a Cormittee 15 [acod with the problem of imposioz 2 penalty
of suspension or revocation against a principal of a member after making
a finding of violatfon., Quite often the determination comes dowm to

the question: Is tha violation sufficiently serious to completely
exclude the individuzl from his chosen profession and the occupation by
which he has gained his economic livelihood for 3 number of years? We
mest mske 2 decision which will affect the fndividuval's entire future.
We accept this and make the decision because it 1s cur responsibility
and duty, but iz the penalty we impose the most fitting penaley under
the elrcumstances? Suspension ray be too lenient and revocation too
severe.
There 15 an in-between ground which we propose--suspend or
revoke the individual's regiscvation as a principal. Let us suppose,
for exsmple, that a2 £irm has been found to be in viglation of the net
capital requirements and that ir is ¢lear thar the good intentioned

.operator of the firm is clearly responsible either becavse of had

management or because he wos bryinzg to run a "shoe-striag" operation.
Iet us further suppoese Lhat no member of the public or brokerfdezler was
harmad by this situation, or that the primcipal hag demonstrated his
intention to repay losses. It may be that in this hypothetical case

the most sultable penalty would be to revole his raglstvation as a
principzl or impose a very long suspension of that parcieular typa of
reglstration and at the sams time permit him to continuee in the business
ag a salesman. Tt may also be sultable, as zn addicional penalty, te
bar him from associatien with a member In any capacity for a shore
pericod of time. -

We dre aware of the possibllicies of permitting = person with
# permanent bar against regiscracion to become reglstered as a “con-
txolled" persom, but we feel that this is a less practicel end equitable
aleernative. In our cpinion there Is a void which cen be filled and we
recvest consideracion of the 23ove propeosal.

Another preposal which we make has to do with the suspensisan
of fines. This 13 done every day by the courts. Perhaps it is even
more appropriate In connection with proceedings of the Asseociation. Fer
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exanple, 1f the Committee has determined that 2 temporary wlolation of
the Het Capital Rule which has begn corrcocted does oot warrant expulsion
of the mecher, then what are the alternatives a2vilable to the Committee?
All of the penalties which can be imposed, except censure, have an
econonle effect which may only add to the financial 11ls of the firm.

We may, In fact, be depleting some of the zdditienal capital thoat has
baan put into the firm te enable it to pay its Bllls 2nd contince to
operate. Under patticolar cireumstances it may best serve the purposes
of the industry and Association te in some way suspend or postpona pay
ment @f a fine and yet still impouse a penalty which "fits the crice."

In our epinion, this is another manner {n which the penalties should be
revised and we tequest consideration of cthis proposal.

Qther types of penalty are possible and should be congidered.
1t 45 zormon knowledge that certaln of the regulatory organizztions kake
steps on what are pethaps &n administrative level and Institute such
requirsments as the retaiing of qualification examimationg. Whether chi%
aud other such possibilities are feasible and approprizte 1s a matter
which should zlss receive attention.

Many years have passcd since the adoption of the exiscing
group of penalties which c2n be imposed for viplation of the Association's
Rules. In recent years the Assoclation has ta%en many scens to updace
its activities and procedures. The District No. 9 Commafctes feels that
it Is now time for the Associlation to reassess the alternatives for
penalty which are available fo Business Conduct Committeas in formal
complalint matters.

Cur Commlttee appreclates the puldsance which 1t has been given
in the past by the Board of Covernors and appreciates the Beoard's con-
glderation of chls matter.
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