NOTICE TO MEMBERS:. 75-51
Notices to Members should be

retained for future reference.
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

August 7, 1975

TO: A1l NASD Members

RE: Court Order Restraining Disposition of Certain Municipal Securities

Mr. William F. Hyder, Esquire, an attorney representing one party in
litigation contesting title to the below listed municipal securities, has

= B .
requested that the Associati

on notify its membership of an order of the Superior

Court of Maricopa County, Arizona, restraining the present possessor of the
securities from disposing of same.

Mr. Hyder has also requested that anyone learning of a transaction
involving these securities notify him at Bosco, Goldman & Kaplan, Ltd,,
2930 North Seventh Street, Phoenix, Arizona 8501k4, phone: 602/264-9323 or
Mr. Barry Peacock of Young, Smith & Peacock, phone: 602/264-9241.

Denomination Security
$10,000 Arizona Board of Regents Educational Facility Revenue

Series A for the University of Arizona, dated 9-1-66,
5% and due 6-1-91. Bond Nos. A1831 and A1832

$10,000 Same as above, 5%, due 6-1-86
Bond Nos. A1208 and A1209

$50,000 Mohave Union High School District, Mohave County,
Arizona Series of 1968, dated 6-1-68, 4.6% and due
6-1-84. Bond Nos. 287 through 296

$15,000 Northern Cochise County Hospital District, Cochise
County, Arizona Series of 1966, dated 6-30-66, 4.75%,
and due 6-30-79. Bond Nos. 24, 25 and 26

$15,000 Same as above, 4.75%, due 6-30-80.
Bond Nos. 27, 28 and 29

$50,000 Pima County School District No. 13 (Tanque Verde) of
Pima County, Arizona Project of 1970, dated 7-1-70,
7%, due 6-1-85. Bond Nos. 72 through 81



Denomination

$25,000

$20,000

$25,000

$10,000

$50,000

Securitx

Phoenix Public Housing Authority, Phoenix, Arizona
Series of 1951, 2 1/8%, due 8-1-83, dated 2-1-51
Bond Nos. 2826 through 2850

San Pedro Valley Hospital District, Cochise County,
Arizona Series of 1968, dated 10-1-68, 5%, due 6-30-76
Bond Nos. 16 through 19

San Pedro Valley Hospital District, Cochise County,
Arizona Series of 1968, dated 10-1-68, 5%, due 6-30-77

Bond Nos. 20 through 24

Same as above, 5%, due 6-30-78
Bond Nos. 25 and 26

Tucson Water Revenue, Tucson, Arizona Series of 1965,
dated 6-1-65, 3.4%, due 6-1-91
Bond Nos. 823 through 832

Sincerely,
A, ., 7 /(::7

17
s X T
\—""Thomas D. Walsh

Secretary
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

August 11, 1975

IMPORTANT!!

PLEASE DIRECT THIS NOTICE
TO ALL

TO: All NASD Members

RE: Adoption of Amendments to SEC Net Capital Rule

In Securities Exchange Act Release No. 11497, dated June 26,
1975, the Securities and Exchange Commission announced the adoption of
amendments to Rule 15c¢3-1 (the ''uniform net capital rule') under the
Securities Exchange Act of 1934. The release explained that the rule will
become effective September 1, 1975, subject to the transitional provisions
of paragraph (g) which delay the effective date of certain provisions of the
rule until January 1, 1976.

When all provisions of the revised rule become effective, it will
establish a uniform and comprehensive net capital standard for the entire
brokerage community. This will be achieved through the discontinuance
of the exemption in the rule for members of certain national securities ex-
changes and by the extension of the applicability of such rule to broker-
dealers engaged in municipal securities activities.

In some cases, the minimum amounts of capital which will be
required by the new rule are the same as that currently required under
Rule 15c3-1. However, the method of calculating net capital and aggregate
indebtedness has been altered and, consequently, may have the effect of
raising entry levels for companies seeking to do business in the securities
industry. Also, changes in the manner of calculating the capital ratio may
reduce the amount of business which some broker-dealers may conduct
with a given amount of capital.

The rule also provides a new alternative method of calculating
net capital. This approach removes the traditional ratio test of aggregate
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indebtedness to net capital and in its place substitutes a new requirement
tied to the Reserve Formula calculated pursuant to Rule 15¢3-3 (the ''cus-
tomer protection rule'') under the Securities Exchange Act of 1934,

In conjunction with the adoption of the alternative approach to net
capital, the Commission found it necessary to further strengthen the custo-
dial requirements and Reserve Formula safeguards contained in Rule 15¢3-3.
In addition, the aforementioned release contains a series of new interpreta-
tions respecting the various allocation approaches to be followed under Rule
15c3-3 regardless of whether a broker-dealer elects to operate under the
alternati

Finally, the new rule has been published utilizing an entirely new
format., It contains a table of contents respecting its provisions, a main

and four appendixes dealing with special areas that are unique to certain
broker-dealers and those engaged in specialized activities.

f the major changes brought about by the adoption of the
ze

o o
new rule are summarized below:

Minimum Net Capital Requirements

e The rule as adopted reduces from 20:1 to 15:1 the maximum ratio
of aggregate indebtedness to net capital which a broker or dealer
may maintain. The minimum net capital requirement for firms
engaged in a general securities business continues to be $25, 000.

e The $5, 000 net capital requirement has been extended to brokers
and dealers who engage in the sale of mutual funds on a direct
wire order basis.

e A $50,000 minimum net capital requirement has been established
for writers and endorsers of options where such options are not
listed on a registered national securities exchange.

e For market makers, the rule as adopted requires a minimum net
capital of $25,000 or $2,500 per security in which such broker or
dealer makes a market (or $500 per security with a market value
of less than $5) with a maximum requirement of $100, 000 or, a
15:1 ratio, whichever is greater.

Aggregate Indebtedness

Indebtedness Collateralized by Exempted Securities - The rule as
adopted gives brokers or dealers the option of charging net capital by an




amount equal to 4 percent of any indebtedness collateralized by exempted
securities in lieu of including the amount of such indebtedness in the com-
putation of aggregate indebtedness under the rule.

Deferred Income Taxes - Deferred income tax liabilities, recog-
nized by the broker or dealer pursuant to generally accepted accounting
principles, may be excluded from aggregate indebtedness under the rule.

Net Capital

Good Faith Deposits - The rule provides for a deduction from net
worth for those good faith deposits not returned to the broker or dealer
within 11 business days after the settlement date of an underwriting.

Free Shipments of Securities - The rule requires a deduction
from net worth for those receivables arising out of the free shipment of
securities (other than mutual fund redemptions) in excess of $5, 000 per
shipment per broker and all free shipments (including mutual fund redemp-
tions) outstanding more than seven business days.

a) Commercial Paper and Nonconvertible Debt Securities - Under
the revised rule, commercial paper and nonconvertible debt securities will
receive a haircut based on their time to maturity if rated in the appropriate
categories by at least two nationally recognized statistical rating services.

b) Undue Concentrations - An undue concentration haircut will be
required whenever any security position owned by the broker or dealer and
positioned by him for more than 11 business days exceeds 10 percent of his
net capital before the application of haircuts. '

Fails to Receive and Fails to Deliver - The rule excludes from
aggregate indebtedness all fail-to-receive contracts which are not for the
accounts of customers. That is, fail-to-receive contracts offset by pro-
prietary positions, stock borrowed or fail-to-deliver contracts of equal or
excessive amounts will be excluded from aggregate indebtedness.

The rule provides that fail-to-deliver contracts outstanding 15
business days or more shall be treated as if they were proprietary positions
of the broker or dealer by marking them to the market and applying the ap-
propriate haircuts. After January 1, 1977, the 15 business day parameter
will be reduced to 11 business days or more.

Options - The rule requires specialists, market makers, and
registered traders in options who deal with other than members or brokers
and dealers or who are clearing members of the Options Clearing Corporation



to comply with the rule. The determination of the appropriate haircuts for
positions in options is contained in Appendix A to the rule.

Satisfactory Subordination Agreements - The rule requires that
all subordinated capital contributions be made in the form of cash or quali-
fied securities. All contributions of securities must be made via a secured
demand note arrangement. The rule also requires that all subordinated
loan agreements be approved by the self-regulatory body to whom the broker
or dealer is subject. Appendix D of the rule sets forth the minimum stan-

dards for the contributions and form of secured demand notes as well as
PP, IR, IRy Ry S 2laaadd ons Af ~aah
o PDOTJdliiared COr b.I.J.LIuL.I.U 18 O8I casin.

Debt/Equity Requirements - The rule requires that a broker or
dealer must maintain equity equal to 30 percent of its debt/equity total.

Alternative Net Capital Requirement

As mentioned above, paragraph (f) of the rule eliminates the tra-
ditional standard of limiting the obligations of a broker or dealer, i.e. the
ratio of aggregate indebtedness to net capital, and substitutes a new require-
ment tied to the Reserve Formula calculated pursuant to Rule 15¢3-3. Spe-
cifically, paragraph (f) will require a broker or dealer who elects to com-
pute capital pursuant to this provision to maintain a minimum net capital
equal to the greater of $100, 000 or 4 percent of the aggregate debit balances
includable in the ""Formula for the Determination of Reserve Requirements
for Brokers or Dealers' pursuant to Rule 15¢3-3.

The alternative net capital requirement is available only to those
brokers or dealers who are not subject to the provisions of subparagraphs
(k)(1) or (k)(2)(A) under Rule 15¢c3-3. Brokers or dealers who meet the re-
quirements of subparagraph (k)(2)(B) of Rule 15¢c3-3 and introduce all custo-
mer transactions to another broker or dealer on a fully disclosed basis are
eligible to operate pursuant to Rule 15¢3-1, paragraph (f), provided that a
minimum net capital of at least $100, 000 is maintained.

Modifications to Rule 15¢3-3

Reserve Formula Debit Items - In computing capital pursuant to
the alternative approach, the aggregate debit items in the Reserve Formula
must be reduced by 3 percent rather than the 1 percent reduction of certain
debit items which now exist, i.e. debit balances in customers' cash and
margin accounts.

Stock Record Differences and Suspense Account Items - Under the
alternative approach, stock record differences and suspense account items
are to be included in the Reserve Formula after seven business days and




not 30 calendar days as will continue to be the case for those firms electing
to compute capital under the standard method.

Interpretation of Items Includable
in the Reserve Formula

Fails to Deliver and Fails to Receive - Fails to receive which are
not allocable to long positions in the proprietary or other accounts of the
broker or dealer and fails to deliver which are not allocable to short posi-
tions in the proprietary or other accounts of the broker or dealer are custo-
mer related and should be included in the computation of the Reserve Formu-
la.

Stock Loaned vs. Stock Borrowed - Amounts representing stock
borrowed which are not allocable to short securities positions in customer
accounts or other items includable in the Reserve Formula and amounts
representing stock loans which are not allocable to long securities positions
in customer accounts or other items includable in the Reserve Formula

should be excluded from the Reserve Formula.

Principal Transactions With Customers - Where a dealer pur-
chases securities as principal from his customer and where such securi-
ties have not been resold by the broker or dealer, the credit balance due
to the customer arising from his sale of securities to the broker or dealer
may be excluded from the Reserve Formula until the securities sold have
been delivered by the customer.

Fails to Deliver vs. Securities in Possession or Control in Ex-
cess of Segregation Requirements - Where an amount representing securi-
ties failedtodeliver is allocable to securities in the broker's or dealer's
physical possession and such securities are in excess of the broker's or
dealer's possession or control requirement, the fail to deliver amount
should be excluded from the Reserve Formula.

Exemptions

Specialists on registered national securities exchanges who limit
their business to effecting transactions with other members or brokers and
dealers are exempt from the provisions of the rule. Such persons will con-
tinue to be subjecttothe net capital requirements of their respective exchanges.

als Al Al e e
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As mentioned previously, the Commission has decided to delay
the effective date of certain provisions of the rule to allow time for brokers
and dealers and the various regulatory bodies to become thoroughly familiar
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with the rule. Accordingly, the Commission has determined that both the
minimum net capital requirements and the maximum net capital ratio at
which a broker or dealer may operate, as set forth in paragraph (a) of the
rule, shall become effective on September 1, 1975. In addition, Appendix
D of the rule governing satisfactory subordination agreements will also be-
come effective on September 1, 1975. However, the requirement to com-
pute net capital and aggregate indebtedness under the revised method or
the alternative net capital method is delayed until Januvary 1, 1976.

To assist members in their understanding of the rule, a copy of
..........

Securities Exchange Act Release No. 11497 as well as a comparative sum-

mary of the important existing and revised provisions of the rule are en-
closed.

Should you have any questions regarding the revised net capital
rule, please contact Theodore W. Prush at (202) 833-7209 or Stephen A.
Boyko at (202) 833-4827.

Sincerely,

=2 éﬁWA,

Senior Vice President
Regulation

Enclosures



Current Requirement
Under 15¢c3-1

Revised Requirement
Under 15¢3-1

Provision

(the specific provision of the rule
is cited below the caption)

1. RATIO REQUIREMENTS

a) Ratio of Aggregate Indebted- 20 to 1 15 to 1
ness to Net Capital
paragraph (a)

b) Ratio of Aggregate Indebted- 8tol Same
ness to Net Capital for First
Year of Operation
subparagraph (a)(1)

2, MINIMUM CAPITAL REQUIREMENTS

a) General Broker-Dealer $25, 000 Same
subparagraph (a)(1)

b) Fully Disclosed Broker $5, 000 Same
subparagraph (a)(2)(i)

c) Selling Group Member "Best $5, 000 $5, 000
Effort' or "All or None'' Ba- (via Release No. 10304)
subparagraph (a)(2){ii)

d) Tax Shelter Agent $5, 000 $5, 000
subparagraph (a)(2)(iii) (via Release No. 10304)

e) Mutual Fund Wire Orders As $25, 000 $5, 000
Well As b, ¢, or d Above (via interpretation)
subparagraph (a)(2)(v)

f) Floor Broker on an Exchange No comparable requirement $5, 000
subparagraph (a){2)(vii)

g) Mutual Fund/Insurance Prod- $2, 500 Same
uct Retailer
subparagraph (a)(3)

h) Market Maker $25, 000 $2, 500 net capital for each security to a

subparagraph (a)(4) maximum of $100, 000 or a 15 to 1 ratio,
whichever is greater, except that in the
case of securities with a market value of

$5 or less, the amount per security is $500.

i) General Broker-Dealer En-
gaged in Writing or Endorsing
Options Other Than on a Reg-
istered National Securities

Exchange
subparagraph (a){5)

No comparable requirement $50, 000

3. DEFINITIONS

a) Aggregate Indebtedness (Al

1) Indebtedness Collateralized
by Exempted Securities
subparagraphs (c¢)(1){i) and
(c}(2)(xiii)

Excludes from Al indebtedness
collateralized by exempted secu-
rities.

Includes in Al indebtedness collateralized by
exempted securities owned by customers.
At the option of the broker-dealer, he may
take a charge to net worth of 4% of this in-
debtedness in lieu of including the total
amount of such indebtedness in AL



2)

3

4)

5)

6)

7

Provision

Securities Fail to Receive
subparagraph (c)(1)(iii)

Credit Balances Offset by
Money Market Instruments
Receivable From Issuer
subparagraph (c)(1)(iv)

Amounts Payable Offset
by Funds or Securities on
Deposit in a '"Reserve
Bank Account"
subparagraph (c)(1)(vii)

Liabilities Subordinated
to the Claims of Creditors
Not the Subject of a Satis-
factory Subordination
Agreement

subparagraph (c)(1)(xi)

Credit Balances in Ac-
counts of Partners

subparagraph (c¢)(1)(xi)

Deferred Tax Liabilities
subparagraph (c)(1)(xiii)

b) Net Capital

1)

2)

3)

Adjustments to Net Worth
Relating to Unrealized
Profit and Loss in Listed
Options

subparagraph (cH{2)(B)(1)

Adjustments to Net Worth
Relating to Unrealized
Profit and Loss in Un-
listed Options
subparagraph (¢)(2){B)(2)

Adjustments to Net Worth
Relating to Deferred In-
come Tax Liabilities
subparagraph (c)(2){(C)

Current Requirement
Under 15¢3-1

Excludes from AI securities fail
to receive for which there are
corresponding long positions held
in the proprietary accounts of the
broker-dealer.

Includes in Al amounts payable
for securities (certificates of de-
posit, commercial paper and
bankers' acceptance notes) not

yet received from issuer or agent.

Excludes from AI amounts on de-
posit in "Reserve Bank Account'
established pursuant to SEC Rule
15¢3-3 (via interpretation),

Included in AI

o o o = PromIpppyL Ly
agreement specific

otherwise.

Included in AI
(via interpretation)

No comparable requirement

No comparable requirement

No comparable requirement

Revised Requirement
Under 15¢3-1

Excludes from AI securities fail to receive
for which there are corresponding securi-
ties fail to deliver, stock borrowed or cor-
responding long positions held in the pro-
prietary accounts of or as secured demand
note collateral by the broker-dealer.

Excluded from AI for 3 business days.

Excludes from Al amounts on deposit in
"Reserve Bank Account'' established pur-
suant to SEC Rule 15¢3-3.

Excludes from AT liabilities which have been
effectively subordinated by noncustomers to
the claims of creditors but which are not
currently the subject of a satisfactory sub-
ordination agreement pursuant to the re-
quirements of Appendix D of the rule.

Excludes from Al credit balances in securi-

tios mccoiimbs of ma b ea
Ti€s accounts o1

Excludes from Al deferred tax liabilities re-
lated to appreciation in value of any asset.

In determining net worth, all long and short
positions in listed options are marked to
market,

In determining net worth, the value attri-
buted to any unlisted option is the differ-
ence between the option's exercise price
and the market value of the underlying se-
curity. In the case of an unlisted call, if
the market value of the underlying security
is less than the exercise value of such call,
it receives no value. In the case of an un-
listed put, if the market value of the under-
lying security is more than the exercise
price of the unlisted put, it too receives no
value.

Net worth is increased by the amount of
any deferred income tax liability or the
sum of:

1) the aggregate amount resulting from the
application of Federal and State tax rates
to the securities haircuts deducted pur-
suant to the rule;

2) any deferred tax liability related to in-
come accrued which is directly related
to an asset otherwise deducted pursuant
to the rule; and,

s



Provision

3) Adjustments to Net Worth
Relating to Deferred In-
come Tax Liabilities
(cont)

¢) Deductions From Net Worth
for Fixed Assets and Assets
Not Readily Convertible Into
Cash
subparagraph (c)(2)(iv)

1) Free Shipments
subparagraph (c}2)(iv)(B)

2) Customer Accounts Liqg-
uidating to a Deficit
subparagraph (c)(2)(iv)(B)

Receivable
dends, Inte
Brokerage, and Commis-
sions From Other Broker-
Dealers and Mutual Fund
Concessions and Mutual
Fund Management Fees
subparagraph (¢)(2}(iv)(C)

w
W W
®
1)
o
SR
o
Q
H

4) Good Faith Deposits
subparagraph (c)(2)(iv)(C)

5) Insurance Claims
subparagraph (c)(2)(iv)(D)

6) Securities Differences
subparagraph (c)(2)(v)

d) Haircut Deductions

1) Equity Securities (except
those noted below)
subparagraphs (¢)(2)(vi)(J)
and (K){i)

Current Requirement
Under 15¢3-1

100% deduction

100% deduction

100% deduction

100% deduction

100% deduction of the market
value of short securities differ-
ences unresolved for 7 business
days after discovery; also, until
resolved, 100% deduction, less
any reserves, of the market
value of long securities differ-
ences where such securities have
been sold (via interpretation).

30% deduction of the market value
of total long and short positions
(except exempted securities) car-
ried in proprietary accounts.

Revised Requirement
Under 15¢3-1

3} any deferred tax liability related to the
unrealized appreciation in value of any
asset which has been otherwise deducted
from net worth,

No deduction for shipments not exceeding
$5, 000 per broker, per day (except mutual
fund shares for which there is no dollar
limit), outstanding 7 business days or less.
After 7 business days, all shipments, in-
cluding mutual fund redemptions, are sub-
ject to a 100% deduction.

Securities positions in customer accounts
liquidating to a deficit are treated as if pro-
prietary positions. Haircuts are applied
and deducted from net worth,

<}

100% deduction after 30 days

100% deduction 11 business days after set-
tlement of underwriting.

100% deduction if:

1) not covered by opinion of outside counsel
that claim is valid within 7 business days
of loss;

2) not acknowledged by insurance carrier
as due and payable within 20 business
days after loss; and,

3) receivable outstanding past 20 business
days after acknowledgment of claim,

Same
(as per rule)

30% deduction of the market value of the
greater of the long or short positions. To
the extent that the market value of the less-
er position exceeds 25% of the market value
of the greater position, the excess amount
is haircut by 15%.



Current Requirement Revised Requirement
Provision Under 15¢3-1 Under 15c¢3-1
2) U.S. Government and No deduction

Less than 1 year to maturity - 0%

Agency Securities Includ- 1 year but less than 3 years to maturity -
ing Canadian Government 1%

and Agency Securities (net 3 years but less than 5 years to maturity -
long or short by maturity 2%

category)

5 years or more to maturity - 3%
subparagraphs (c)(2)(vi)(A)

and (c)(2){vi)(C)

3) Municipal Bonds (greater No deduction Less than 1 year to maturity - 1%
of long or short of each 1 year but less than 2 years to maturity -
maturity category) 2%

subparagraph (c)(2)(vi}(B) 2 years but less than 5 years to maturity -

3%

5 years or more to maturity - 5%

4) Investment Company Shares 30% of market value 5% of market value
Whose Assets Are in the
Form of Cash, U.S. Gov-
ernment or Canadian Is-
sued or Guaranteed Securi-
ties, Commercial Paper,

Bankers' Acceptances, or
Certificates of Deposit

(greater of long or short)
subparagraph (¢)(2}{(vi)(D)

5} Commercial Paper Whose 5% to 30% of market value based Less than 30 days to maturity - 0%
Maturity Does Not Exceed on the relationship between face 30 days but less than 91 days to maturity -
9 Months and Is Rated in 1 and market values., 1/8 of 1%
of the 3 Highest Ratings by 91 days bul less than 181 days to malurity -
2 Nationally Recognized 1/4 of 1%

Rating Services or Negoti- 181 days but less than 271 days to matu-
able Certificates of Deposit rity ~ 3/8 of 1%
subparagraph (c)2)}{vi)(E) 271 days but less than 1 year to maturity -
1/2 of 1%
1 year or more to maturity - haircut same
as U.S. Government securities

6) Nonconvertible Debt Secu- 5% to 30% of market value based Less than 1 year to maturity - 1%
rities Rated in 1 of the 4 on the relationship between face 1 year but less than 2 years to maturity -
Highest Ratings by 2 Na- and market values. 2%
tionally Recognized Rating 2 years but less than 3 years to maturity -
Services (greater or long 3%
or short) 3 years but less than 4 years to maturity -
subparagraph (c)(2)(vi){F) 4%

4 years but less than 5 years to maturity -
5%
5 years or more to maturity - 7%

7) Convertible Debt Securi- 1% to 30% of market value based If market value is 100% or more of face
ties on the relationship between face value, haircut as if an equity security., If
subparagraph (c¢)(2)(vil{G) and market values. market value is below face value, haircut

as if a nonconvertible debt security (see
above).

8) Cumulative, Nonconvert- 20% of market value Same
ible Preferred Stock
(greater of long or short)
subparagraph (c){(2)(vi)(H)

9) Risk Arbitrage Positions 30% of market value Same
(greater of long or short)
subparagraph (c)(2)}(vi)(I)

10) OTC Securities Not Listed 30% of market value 40% of market value

on NASDAQ, Not Margin-
able, or Having Less Than
3 Independent Market Mak-
ers {long and short)
subparagraph (c¢)(2)(vi)(K)(ii)



Current Requirement

Provision Under 15c3-1
11) Undue Concentration No specific provision. Via inter-
(long and short) pretation, varying penalty haircuts

subparagraph (c)(2)(vi)(M) applied on a case-by-case basis.

e) Other Deductions

short)
subparagraph (c)(2)(viii)

2) Securities Fail to Deliver Graduated percentage deductions
subparagraph {(c)(2){ix) of contract price:
40 to 49 days 10%
50 to 59 days 20%
60 days and over 30%
3) Broker-Dealers Carrying No comparable requirement

the Accounts of Either
Specialists or Registered
Traders in Options
subparagraphs (c)(2)(x)
and (c){(2)(xi)

4) Margin Accounts Deduction of all debits in accounts
subparagraph (c)(2)(xii) liquidating to a deficit.

4, MINIMUM EQUIT Y REQUIREMENTS

paragraphs (d) and (e) No comparable requirement

Revised Requirement
Under 15c¢3-1

Additional deductions from net worth equal
to 50% of the standard deduction for indi-
vidual positions with a value in excess of
10% of net capital before haircuts. Does
not apply to exempted securities, security
positions held for 11 business days or less,
or positions which do not exceed 500 shares
or whose market value does not exceed
$10, 000, whichever is greater or, $25, 000
in the case of a debt security., The addi-
tional deduction for securities exempted
pursuant to subparagraph (c)(2)(vi)(I) or (J)
f 1009,

is 15% of that amount in cxcess of the 10%
guideline.

Same as prescribed in subparagraphs

(C)( J(vi)(A)-(M) of the rule. In the case

of a broker-dealer operating pursuant to
paragraph (f) of the rule, the deduction
for securities described in subparagraph
(H)(3)(ii) is 30%. The deduction with re-
spect to any open contractual commitment
is reduced by any unrealized gain or in-
creased by any unrealized loss in an amount
not greater than the deduction provided for
by this section,

Securities fail to deliver outstanding 15 busi-
ness days or longer are haircut as though
proprietary positions with any excess of con-
tract price over market value increasing the
deduction and any excess of market value
over contract price reducing the deduction,
After January 1, 1977, the deductions stipu-
lated above will apply to those fail to deliver
contracts outstanding 11 business days or
more.

Deductions are:

1) 130% of the market value of all short
options positions; or,

2) in the case of a broker-dealer who has
both long and short positions in the same
contract, the greater of 30% of the long
position or 130% of the market value of
the short position less 70% of the mar-
ket value of the long position, less any
equity in the specialist's or trader's
account.

Deduction of an amount equal to all out-
standing margin calls not met within 5
days which are required to meet the main-
tenance margin requirements of the self-
regulatory organization to whose authority
the member is subject.

A broker-dealer's equity may not be less
than 30% of its total capitalization for more
than 90 days unless application is made to
the Commission. No equity capital may be
withdrawn if, by reason of such action,



Provision

4, MINIMUM EQUITY REQUIREMENTS
(cont)

5., APPENDIX A - OPTIONS

a) Adjustments to Net Worth for
Listed Options Before Hair-

ocuts
TUuL S

subparagraphs (b){1)-(3)

b) Deductions From Net Worth
for Covered and Uncovered

Short Options
subparagraphs (c)(1)-(4)

.

c) Conversion Accounts
subparagraphs (c¢)(5)-(6)

Current Requirement
Under 15¢3-1

No specific provision

No specific provision

No specific provision

Revised Requirement

the firm's ratio of aggregate indebtedness
to net capital exceeds 10 to 1 or, net capi-
tal fails to exceed 120% of the minimum
dollar amount required or is less than 7%
of the aggregate debit items computed in
accordance with Rule 15¢c3-3, In the case
of a broker-dealer who is a subsidiary or
an affiliate consolidated pursuant to the
provisions of Appendix C, no equity capi-
tal may be withdrawn if, by reason of such
withdrawal, the equity of the firm falls be-
low 30% of its total capitalization. Fquity
includes certain long term subordinated
loans which are not subject to any acceler-
ated maturity provisions where such sub-
ordinated capital has been contributed by a

partner, stockholder or principal of the
firm for a period of at least 3 years.

1)

2

—

1

2

3)

1

Net worth is increased by the market
value of short positions in listed options.
The market value of long positions in
listed options is deducted from net worth
to the extent that such options are offset
by long or short securities positions or

short positions in listed options.

Net worth is increased by the amount by
which the market value of any short se-
curity position exceeds the exercise
price of a corresponding long listed call
or the amount by which the market value
of any long security position is exceeded
by the exercise price of a corresponding
long listed put.

Net worth is decreased by the amount by
which any short call or put option is in
the money.

Uncovered options - 30% of the market
value of the underlying security, re-
duced by the amount the option is out of
the money. In no case is the haircut to
be less than $250 per 100 share contract.

Covered call options - 30% of the market
value of the underlying security (in the
case of a broker-dealer operating pur-
suant to paragraph (f) of the rule, the de-
duction is 15% of the market value of the
underlying security), reduced by the
amount the option is in the money.

Covered put options - 30% of the market
value of the underlying security, reduced
by the amount the option is in the money.

For option conversion accounts in which
the broker-dealer is long equivalent units
of the underlying security, long an un-
listed put option, and short an unlisted
call option, the deduction is 10% of the
market value of the underlying security.
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)

Provision

Conversion Accounts

(cont)

Current Requirement

Under 15¢3-1

Revised Requirement
Under 15c3-1

2) For option conversion accounts in which
the broker-dealer is short equivalent

units of the underlying security, long an
unlisted call option, and short an un-
listed put option, the deduction is 10% of
the market value of the underlying secu-
rity.

d) Long OTC Options
subparagraph (c)(7)

30% of the market value of the underlying
security. In the case of a broker-dealer
operating pursuant to paragraph (f) of the
rule, such deduction is 15% of the market
value of the underlying security. Such de-
duction is not to exceed the amount of any
underlying profit.

No specific provision

Options Listed on an Ex- No specific provision
change or a Facility of a

Registered National Securi-

ties Association

subparagraphs (c)(8)-(12)

1) Options in the same security with the
same expiration date and price are net-
ted to obtain net long or short positions.
Net long positions receive a 30% hair-
cut on the market value of the option.
Net short positions receive a 30% hair-
cut on the underlying security, reduced
by the amount the option is out of the
money. In no case is the haircut to be
less than $250 per 100 share contract.

o

N
-

If long a security and long a listed put,
the market value of the long position is
haircut 30% (15% in the case of a broker-
dealer operating pursuant to paragraph
(f) of the rule) not to exceed the amount
by which the market value of that long
position exceeds the exercise value of
the put. If the exercise value of the put
exceeds the market value of the long po-
sition, no haircut is applied.

3

If short a security and long a listed call,
the short position is haircut 30% not to
exceed the amount by which the exercise
value of the call exceeds the market
value of the short position. If the exer-
cise value of the call is less than the
market value of the short position, no
haircut is applied,

4) If long and short listed options in the
same security, the haircut is the differ-
ence between the striking prices. How-
ever, in the case of long and short calls,
if the striking price of the long call is
less than that of the short call, no de-
duction is taken, Also, in the case of
long and short puts, if the striking price
of the long put exceeds that of the short
put, no deduction is taken.

6. APPENDIX B - COMMODITIES

Deductions From Net Worth for 30% of the market value of all 1) 30% of the market value of all proprietary
Certain Commodities Transac- long and short proprietary con- long or short positions except those rep-
tions tracts except hedged contracts resenting spreads or straddles and those

and, 1 1/2% of the total long or
total short future contracts in

subparagraphs (a)(1)-(9) hedging any "spot'' commeodity positions.
P p p

each commodity, whichever is 2) 30% of the market value of all proprietary
greater, carried for all custo- long and short "spot' commodity accounts
mers., and customer accounts liquidating to a
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Current Requirement
Provision Under 15c3-1

Deductions From Net Worth for
Certain Commodities Transac-
tions
(cont)

7. APPENDIX C - CAPITAL FROM SUBSIDIARIES OF BROKER-DEALERS

paragraph (a) No comparable requirement

8. APPENDIX D - SUBORDINATION AGREEMENTS

a) Term Periods Generally required to be commit-
subparagraph (b)(1) ted for a term of not less than 1

year from the date of contribution.

Revised Regulrement

Under 15¢3-1

deficit. Where such accounts are
hedged by future contracts or forward
'spot'' commodity contracts in the same
commodity, the deduction is 10%.

3) 100% of the credit line granted by a
broker-dealer in 'trade' accounts with
net long or short positions, plus any
credit lines granted on open commodity
contracts in "trade'' accounts with no
net long or net short position., A 'trade"
account is defined as an account for a
business entity which is regularly en-
gaged in the importing or processing of
the commodity or the by-product there-
of {

o which the credit 1ine i5 grante
or which the credit line is 5.Lautud.

4) Deduction of the amount by which the
daily limit fluctuation of all future com-
modity contracts carried for the ac-
count of customers exceeds 15% of the
broker-dealer's debt/equity total. Off-
setting long and short contracts in a
customer's account may be eliminated.

5) Deduction of the amount equal to all
outstanding margin calls which are not
met within 5 business days.

6) Deduction of the amount equal to 20% of
the market value of all unhedged "spot"
commodity positions which are the re-
sult of future contracts tendered through
an exchange within the last 90 days.

7) Deduction of the amount equal to 10% of
the market value of all hedged "spot"
commodity positions which are the re-
sult of future contracts tendered through
an exchange within the last 90 days.

8) Deduction of 1/2% of the market value of
the greater of customers' long or short
positions in each commodity other than
those representing spreads or straddles
and those hedging any '"spot'' commodity
positions.

9) Deduction of debit balance in each cus-
tomer's ''spot'' commodity account not
the result of a futures contract ten-
dered within the last 90 days and not
evidenced by a warehouse receipt.

A broker-dealer who guarantees or as-
sumes the liabilities of any subsidiary or
affiliate is required to consolidate in a
single computation the net capital and ag-
gregate indebtedness of such subsidiary
or affiliate unless, in the opinion of coun-
sel, those liabilities will not become lia-
bilities of the broker-dealer.

A1l subordination agreements with the ex-
ception of those temporary subordination
agreements permitted pursuant to sub-
paragraph (c){5) of Appendix D of the rule
must have a minimum term of 1 year,



Provision

b) Contributed Securities
subparagraphs (b)(2) and
(b)(6)(i}-(iii)

c) Permissive Prepayments

subparagraph (b)(7)

d) Suspended Repayments
subparagraph (b)(8)

Current Requirement
Under 15c3-1

Subordination agreements involv-
ing loaned securities are not
drawn for a fixed amount. Capi-
tal value moves parallel with the
market value of the securities
loaned (assuming they are not
sold).

No withdrawal or modification of
the agreement is permitted if the
effect is to reduce the net capital
of the broker-dealer below that
required.

No withdrawal or modification of
the agreement is permitted if the
effect is to reduce the net capital
of the broker-dealer below that
required.

Revised Requirement
Under 15c3-1

Subordination agreements drawn for a spe-
cified amount - the value of securities con-
tributed as collateral after giving effect to
haircut deductions must not be less than the
specified amount of the loan. If the value
of collateral after haircuts falls below the
specified amount, the broker-dealer must
immediately notify the lender and the Ex-
amining Authority for the broker-dealer
and following such notice:

1) obtain a pledge from the lender for ad-
ditional cash or securities by noon of the
second business day following such no-
tice;

2) sell whatever portion of the securities
loaned as is necessary to bring the
value of the underlying collateral, less
haircuts, up to an amount not less than
the specified amount of the agreement;
or,

3

reduce the face amount of the agreement
up to 15% provided his ratio does not
exceed 10 to 1 or, in the case of a broker.
dealer operating pursuant to paragraph

(f) of the rule, his net capital is not less
than 7% of the aggregate debit items in
the Reserve Formula computed in ac-
cordance with Rule 15¢3-3.

Permissive prepayments may be made sub-
ject to the following conditions:

1) no prepayment may be made within the
first year; and,

2) no prepayment may be made if the effect
thereof causes the broker-dealer's ratio
of aggregate indebtedness to net capital
to exceed 10 to 1 or, his net capital to
be less than 120% of the minimum re-
quired. In the case of a broker-dealer
operating pursuant to paragraph (f) of
the rule, no prepayment may be made
if, after giving effect to such, the
broker-dealer's net capital is less than
7% of the aggregate debit items in the
Reserve Formula computed pursuant to
Rule 15c¢3-3 or, his net capital is less
than 120% of the minimum dollar amount
required. ’

Repayment at maturity is prohibited if the
effect of such causes the broker-dealer's
ratio to be in excess of 12 to 1 or, his net
capital to be less than 120% of the minimum
required. Inthe case of a broker-dealer
operating pursuant to paragraph (f) of the
rule, repayment is prohibited if, after giv-
ing effect to such, the broker-dealer's net
capital is less than 6% of the aggregate
debit items in the Reserve Formula com-
puted pursuant to Rule 15¢3-3 or, his net
capital is less than 120% of the minimum
dollar amount required., If a broker-
dealer's repayment obligation is suspended
for a period in excess of 6 months, the



Provision

d) Suspended Repayments
(cont)

e) Accelerated Maturity
subparagraph (b)(9)

f) Accelerated Maturity on
Event of Default or Event

of Acceleration
subparagraph (b){(10)

[
o

Current Requirement
Under 15c¢3-1

No withdrawal or modification of
the agreement is permitted if the
effect is to reduce the net capital
of the broker-dealer below that
required.

No default may accelerate the
maturity of any subordinated
agreement and no withdrawal or
modification of the agreement is
permitted if the effect is to re-
duce the net capital of the broker-
dealer below that required.

Revised Requirement

subordination agreement may provide that
such broker-dealer commence the rapid
and orderly liquidation of his business,

Loans may provide that, at the option of
the lender and upon prior written notice to
the broker-dealer and the appropriate Ex-
amining Authority, the payment obligation
of the agreement may be accelerated to a
date not earlier than 6 months after the
giving of such notice subject to the provi-

sions outlined in 84 above,

Loans may provide for the lender, upon
giving prior written notice to the broker-
dealer and the appropriate Examining
Authority of an event of acceleration, to
accelerate the date upon which the payment
obligation of the broker-dealer comes due
to the last business day of a calendar month
not less than 6 months from the date such
notice was given; provided, that no notice
may be given during the first 6 months
after the effective date of that subordina-

+ion agrcemoent TIn the event that. uson
tion agrcement, in tac cvent tnat, upon

such accelerated maturity date, the pay-
ment obligation of the broker-dealer is
suspended in accordance with the provi-
sions outlined in 8d above and the liquida-
tion of the broker-dealer has not commenced,
that payment obligation and all other payment
obligations of the broker-dealer with respect
to any other subordinated agreements will
mature on the day following the accelerated
maturity date.

Events of acceleration are limited to:

1) the failure to pay interest or any install-
ment of principal on a subordinated loan;

2) the failure to pay when due other money
obligations of the broker-dealer;

3) the discovery that any material statement
made by the broker-dealer and included
in the subordinated agreement was inac-
curate;

4

any specified and clearly measurable
event included in the subordinated
agreement which the broker-dealer and
lender agree is a significant indication
that the financial position of the firm
has changed materially and adversely
or could materially or adversely affect
the ability of the firm to conduct a
business, or is a significant change in
the senior management of the firm; or,

5) the continued failure to abide by agreed
upon covenants relating to the conduct
of the firm's business and the mainte-
nance and reporting of its financial
condition.

With respect to the occurrence of an event
of default, the loan may provide that the
payment obligations of the broker-dealer



Current Requirement
Provision Under 15c3-1

f} Accelerated Maturity on
Event of Default or Event
of Acceleration
(cont)

g) Temporary Subordination No comparable requirement

Agreements
subparagraph (c)(5)

Revised Requirement
Under 15¢3-1

shall mature and the rapid and orderly
liquidation of the firm shall commence upon
the occurrence of such an event. Any agree-
ment which provides for the maturity of the
payment obligations of that agreement upon
the occurrence of an event of default shall
also provide that the date upon which the de-
fault occurs shall be the date upon which all
other payment obligations with respect to
any outstanding subordinated agreements of
the broker-dealer shall mature.

Events of default are limited to:

1) the making of an application for the ap-
pointment of a trustee by SIPC and the
failure of the broker-dealer to obtain
dismissal of such application within 30
days;

2) a ratio of aggregate indebtedness to net
capital in excess of 15 to 1 or, in the
case of a broker-dealer operating pur-
suant to paragraph (f) of the rule, net
capital of less than 4% of aggregate
debit items in the Reserve Formula
computed in accordance with Rule

15¢3-3;

3) the revocation by the Commission of the
registration of the broker-dealer;

4

-

the suspension or revocation of the
broker-dealer's membership by the ap-
propriate Examining Authority for a
period of not less than 10 days; or,

5) any receivership, insolvency, liquida-
tion, bankruptcy or reorganization of
the firm.

Any subordination agreement which contains
the provisions outlined in this section, i.e.
subparagraph (b)(10) of the rule, may not
contain the provisions outlined in section

8e above, i.e. subparagraph (b)(9) of the
rule.

Temporary subordination agreements are
permitted only to enable a broker-dealer
to participate as an underwriter with re-
spect to a public offering of securities,
Such loans may be made no more than 3
times during any 12 month period, Tem-
porary subordinations may be made by
both insiders and outsiders for a period
not to exceed 45 days. This provision is
not available to a broker-dealer who is sub-
ject to 17a-11 reporting requirements or
if, immediately prior to effecting such
loan, his ratio of aggregate indebtedness
to net capital exceeded 10 to 1 or, his net
capital was less than 120% of the minimum
required. This provision is also unavail-
able to a broker-dealer operating pursuant
to paragraph (f) of the rule if his net capi-
tal is less than 7% of his aggregate debit
items in the Reserve Formula computed in
accordance with Rule 15¢3-3 or, his net
capital is less than 120% of the minimum



g)

h)

Provision

Temporary Subordination

Agreements
{cont)

Miscellaneous Provisions
subparagraphs (c)(2), (c)(6)

d (V7Y
ML)

a i

Current Requirement
Under 15¢3-1

No comparable requirement

Revised Requirement
Under 15¢3-1

required by paragraph (f), No subordina-
tion agreement may be permitted if the out-
standing principal amounts of all subor-
dinated agreements currently in effect ex-
ceed 70% of the firm's debt/equity total.
Such temporary subordination agreements
are subject to all the provisions of Appen-
dix D of the rule.

1) Notification must be given to the appro-

3

priate Examining Authority if the pay-
ment of any payment obligation of any
subordinated agreement due to mature
within 6 months causes a broker-dealer's
ratio of aggregate indebtedness to net
capital to exceed 12 to 1 or, reduces his
net capital to less than 120% of the mini-
mum required, Inthe case of a broker-
dealer operating pursuant to paragraph
(f) of the rule, notification must be given
if any such payment causes his net capi-
tal to be less than 6% of the aggregate
debit items in the Reserve Formula com-
puted in accordance with Rule 15¢3-3 or,
reduces his net capital to less than 120%
of the minimum required pursuant to
paragraph (f).

All subordination agreements must be
filed with and approved by the self-
regulatory organization designated as
the Examining Authority for such filing
broker-dealer. Two copies of any pro-
posed subordination agreement must be
filed with the appropriate regional of-
fice of the Commission 10 days prior
to the effective date of that proposed
agreement.

Any satisfactory subordination agree-
ment in effect prior to September 1,
1975, shall continue to be deemed a
satisfactory subordination agreement
until maturity.



Provision

(the specific provision of the rule
is cited below the caption)

Revised Requirement
Under 15c¢3-1

1. ALTERNATIVE NET CAPITAL REQUIREMENTS

a) Ratio of Aggregate Indebted-
ness to Net Capital
subparagraph (f)(1)

b} Minimum Capital Require-
ments
subparagraph (£)(1)

c) Haircut Deductions

1) Equity Securities (except
those noted below)
subparagraph (£)(3)(ii)

2) Convertible Debt Securi-
ties

subparagraph (£)(3)(i)

3) Risk Arbitrage Positions
subparagraph (f)(3){iii)

4) A1l Other Securities
subparagraph (f)(3)(ii)

5) Undue Concentration

subparagraph (f)(3)(iii)

-~

8 to 1 first 12 months; 15 to 1
thereafter

$2, 500 to $100, 000 depending upon
the nature of the firm's business
activities and its method of opera-
tion.

30% of the market value of the
greater of the long or short po-
sitions. To the extent the mar-
ket value of the lesser position
exceeds 25% of the market value
of the greater position, the ex-
cess amount is haircut by 15%.

If market value is 100% or more
of face value, haircut as if an
equity security. If market value
is below face value, haircut as if
a nonconvertible debt security.

30% of the long or short market
value, whichever is greater.

Additional deductions from net
worth equal to 50% of the stan-
dard deduction for all individual
positions with a value in excess
of 10% of net capital before hair-
cuts. Does not apply to exempted
securities, security positions
held for 11 business days or less,
or positions which do not exceed

SUMMARY OF REVISED "STAN DA
LTERNATIVE METHOD UNDER SE

Alternative

No AI requirement

$100, 000 or 4% of the aggregate debit items
in the Reserve Formula computed in accord-
ance with Rule 15¢3-3, whichever is great-
er. In the case of a broker-dealer who has
a consolidated subsidiary, such broker-
dealer's net capital is the greater of

$100, 000 or 4% of the parent broker-deal-
er's aggregate debit itermns in the Reserve
Formula computed in accordance with Rule
15¢3-3(a) and, the sum of each consolidated
broker-dealer subsidiary's minimum net
capital requirements. The minimum net
capital requirement for a subsidiary oper-
ating pursuant to paragraph (f) is $100, 000
or 4% of the aggregate debit items in the
Reserve Formula computed in accordance
with Rule 15¢3-3(a), Where a subsidiary
has elected not to operate pursuant to para-
graph (f), its minimum net capital require-

tient i tha oveater o 21 m
ment is the greater of its requirement un-

der paragraph (a) or 6 2/3% of its aggre-
gate indebtedness.

15% of the market value of the long positions.
To the extent the market value of the short
position exceeds 25% of the market value of

the long position, such excess is haircut
30%.

If market value is 100% or more of face
value, haircut as if an equity security under
the alternative method. If market value is
below face value, haircut as if a noncon-
vertible debt security under the revised
standard method.

Deduction is the same as equity securities
haircuts under the alternative method.

Deduction is the same as prescribed in sub-
paragraphs (c)(2)(vi)(A)-(H) and (K)(ii).

Deduction is basically the same except:

1) the 11 business day grace period applies
only to those securities positions which
are the result of the firm's underwriting
activities; and,

2) in the case of convertible debt securities
with a market value in excess of face
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Provision

5) Undue Concentration
(cont)

a) Frequency of Computation
subparagraph (£){4)(i)

b) Note B(2) to Reserve For-
mula
subparagraph (f)(4)(i)

c) Short Count Differences and
Short Suspense Items
subparagraph (f)(4)(ii)

d) Exclusion of Certain Credit

and Dekit Mtems From Ro-
and Debit Items Xrom K¢

serve Formula
subparagraph (f)(4)(iii)

Revised Requirement
Under 15c¢3-1

500 shares or whose market value
does not exceed $10, 000, which-
ever is greater or, $25,000 in the
case of a debt security. The addi-
tional deduction for securities ex-
empted pursuant to subparagraph
(c)(2)(vi)(I) or (J) is 15% of that
amount in excess of the 10% guide-
line.

May claim an exemption or, if
subject, make a weekly or month-
ly computation based on amount of
customer credits and AT ratio.

No change - debit balance in cus-
tomers' cash and margin accounts
is reduced in the computation by
an amount equal to 1% of their ag-
gregate value.

Included in Reserve Formula if

over 30 calendar days old.

Credit balances representing
CGov-

amounts pavable on U.S. Gov-

amounts payable on U. S,
ernment securities and money
market instruments due from
the issuer or its agent and not
vet received, as well as the cor-
responding customer debit, in-
cluded in the Reserve Formula.

Alternative

value and equity securities specified in
subparagraph (f)(3)(ii), the undue con-
centration haircut is 15% of the amount
in excess of 10% of net capital before the
application of the appropriate haircut.

If subject to the full provisions of Rule
15¢3-3, weekly computation must be made.

Reduce aggregate debit items in the Re-
serve Formula by 3%.



SECURITIES EXCHANGE ACT OF 1934
Release No. 11497 /June 26, 1975

ADOPTION OF AMENDMENTS TO RULE 15¢3-1 AND
ADOPTION OF AN ALTERNATIVE NET CAPITAL RE-
QUIREMENT FOR CERTAIN BROKERS AND DEALERS

The Securities and Exchange Commission today announced
the adoption of a uniform net capital rule (Rule 15¢3-1, 17
CFR 240.15¢3-1) effective September 1, 1975 subject to the
transitional provisions of paragraph (g) of the rule which de-
lay the effective date of certain provisions to January 1,
1976. -The delayed effective date for certain of the rule’s
provisions has been provided in order to insure that the bro-
ker-dealer community and all those who will be required to
work with the rule will be able to become thoroughly fam-
iliar with its provisions. The adoption of the uniform net
capital rule follows the Commission’s consideration of com-
ments received in response to Securities Exchange Act Re-
jease No 11094 (November 11, 1974). The new rule dis-
continues the exemption heretofore embodied in the Com-
mission’s net capitai ruie for members of designated national
securities exchanges (other than certain specialists) required
to comply with net capital rules of such exchanges.

The rule, as adopted, continues the basic net capital concept
under which the securities industry has operated for many
years and, in addition, introduces an alternative concept to
measure the capital adequacy of broker-dealers. The ap-
proaches to capital adequacy and financial responsibility
embodied in the rule are designed to balance the need for
adequate protection for customer assets and the need for
flexibility in efficiently using and deploying the financial
resources of the securities industry.

osourees © € seclu

l. Uniform Rule 15¢3-1
A. Introduction

On November 11, 1974, the Commission published for com-
ment revisions to the proposed uniform net capital rute and
announced its intention to adopt the uniform rufe after the
expiration of the comment period. The rule had previously
been published for comment in Securities Exchange Act Re-
lease No. 9891 (December 5, 1972) and Securities Exchange
Act Release No. 10625 (November 29, 1973). In order to
ease the transition to a uniform rule for many brokers and
dealers, the Commission has incorporated provisions in the
uniform net capital rule which currently exist in superseded
capital rules of national securities exchanges, including the
concepts of secured demand note capital and a modified
flow through of capital from subsidiaries. The Commission
will monitor carefully those provisions and strengthen them

where experience dictates that such action is necessary or ap-

propriate. In addition, because of the comprehensive nature
of the uniform net capital rule, some of its provisions have
been modified from the form proposed on November 11,
1974, to clarify application of the rule. Other suggestions
to further refine the rule would be carefully considered by
the Commission. The following is a summary of changes in
the uniform rule as adopted from the rule as now in effect.
The summary also highlights changes from the rule as pro-
posed on November 11, 1974.

v
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B. Minimum Net Capital Requirements

1. The rule as adopted reduces from 20:1 to
15:1 the maximum ratio of aggregate indebtedness to net
capital which a broker or dealer may maintain.

2. The $5,000 minimum net capital require-
ment has been extended to brokers or dealers who engage in
the sale of mutual funds on a direct wire order basis and cer-
tain floor brokers who effect but do not clear transactions
for other brokers or dealers.

3. A $50,000 minimum net capital requirement
has been established for writers and endorsers of options
where such options are not listed on a registered national se-
curities exchange.

4. Finally, for market makers the rule as adopt-
ed requires minimum net capital requirements equal to $25,
000 or $2,500 per security in which such broker or dealer
makes a market with a maximum requirement of $100,000
or a 15:1 ratio, whichever is greater. For securities which
have a market value of less than $5 per share a minimum
requirement of $500 for each such security has been re -
tained.

C. Exemptions

The rule as adopted separately classifies stock exchange spe-
cialists who do not deal with other than members, brokers
or dealers and certain specialists and market makers in op-
tions under specified circumstances and exempts such ciasses
from the rule. The rules, settled practices and applicable
regulatory procedures of the American Stock Exchange,
Boston Stock Exchange, Midwest Stock Exchange, New
York Stock Exchange, Pacific Stock Exchange, PBW Stock
Exchange and the Chicago Board Options Exchange are satis-
factory to the Commission to permit the separate classifica-
tion of such market makers and specialists and their exemp-
tion from the provisions of the rule.

It should be noted, however, that Section 15{c){3) of Secu-
rities Exchange Act of 1934 (“the Act”’) requires the estab-
lishment of minimum financial responsibility requirements
for all brokers and dealers. The application of financial re-
sponsibility requirements to specialists present unigue ques-
tions which are still being explored by the Commission and
while the alternative approach adopted today appears to be
a possible solution to this question, the Commission believes
further study is warranted. The Commission expects to con-
clude its review as promptly as practicable.

The Commission also wishes to note that the recent amend-
ments to the Act would make the net capital rule applicable
to municipal securities brokers and municipal securities deal-
ers but would not be applicable to banks as defined in the
Act. The Commission welcomes any comments which muni-
cipal securities brokers and dealers may have respecting the
application of these requirements, and any special problems
which may be encountered by them.

D. Aggregate Indebtedness

1. Indebtedness Collateralized by Exempted
Securities
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The rule as adopted gives brokers or dealers the option of

charaion mat aani LA in-
charging net capital by an amountequal tc 4% of any in

debtedness collateralized by exempted securities in lieu of
including the amount of such indebtedness in the computa-
tion of aggregate indebtedness under the rule.

2. Deferred Income Taxes

Deferred income tax liabilities, recognized by the broker or
dealer pursuant to generally accepted accounting principles
may be excluded from aggregate indebtedness under the
rule.

E.  Net Capital
1. Fixed Assets

As revised from the November proposal, the rule permits
the deduction of fixed assets and assets which cannot readily
be converted to cash, net of any indebtedness adequately
secured thereby, if the fixed assets have been acquired for
use in the ordinary course of the trade or business of a bro-
ker or dealer; however, insofar as fixed assets are not ac-
quired for use in the trade or business of the broker or deal-
er, they will be deducted net of any indebtedness secured
thereby only if the iender’s sole recourse in the event of a
default in the payment of such indebtedness is solely to
such assets.

2. Deficits in Certain Accounts of Customers

As adopted the rule requires a broker or dealer, who permits
a customer’s account to be carried on an unsecured or part-
ly secured basis or who maintains a customer’s cash account
in deficit where more than one extension under Regulation
T of the Roard of Governors of the Federal Reserve System
has been granted with respect to a specified securities trans-
action, to treat such accounts as if they were proprietary ac-
counts and the broker or dealer is required to apply the ap-
propriate haircut on the securities contained in such account
so that the collection risk and the resultant market risk in
accounts which are unsecured or partly secured will be rec-

ognized as being borne by the broker or dealer.
3. Good Faith Deposits

The rule as adopted makes clear that good faith deposits
must be deducted from net worth as an asset not readily
convertible to cash if not returned to the broker or dealer
within 11 business days subsequent to the settiement date
of the underwriting with an issuer.

4. Free Shipments of Securities

The rule as adopted requires a deduction from net worth
for receivables arising out of free shipments of securities
(other than mutual fund redemptions) in excess of $5,000
per shipment and all free shipments (including mutual fund
redemptions) outstanding more than 7 business days.

5. Certain Municipal Bond Trusts and Liquid
Asset Funds

Since the maximum haircut for securities contained within
the portfolio of a liquid asset fund or municipal bond unit
investment trust is 5%, the rule as adopted provides for a
haircut of 5% on the broker’s or dealer’s proprietary or
other positions in such funds or trusts.

6. Commercial Paper and Non-Convertible Debt

Chansivitina
oCCUrities

Under the rule as adopted commercial paper and non-con-
vertiplg dept securities will receive haircuts based on their
remaining time to maturity, if rated in the appropriate cate-
gories by .at least two nationally recognized statistical rating
organizations rather than one such organization as proposed
in Securities Exchange Act Release No. 11094.

7. Undue Concentration

The rulg as adopted continues to require an undue concen-
tration haircut where any security position owned by the
broker or dealer and in position for more than 11 business
days exceeds 10% of the net capital of the broker or dealer
before the application of haircuts. In addition, the rule as
adopted permits the Examining Authority of the broker or
dealer to reduce the undue concentration charge for a spe-
cialist who is subject to the rule with respect to his specialty
stock where it is in the public interest to do so.

8. Fails to Receive and Fails to Deliver

The rule as adopted excludes from aggregate indebtedness
fail to receive contracts where the broker or dealer does not
carry a-contra long position in such securities in a customer’s
account. However, in order to encourage the prompt elimi-
nation of failing contracts, the rule requires that until Janu-
ary 1, 1977, any fail to deliver contract outstanding more
than 15 business days past settiement be treated as if it were
a proprietary position of the broker or dealer by marking
the contract to the market and applying a haircut. After
January 1, 1977, fail to deliver contracts will be treated as
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proprietary positions of the
standing more than 11 business days. Any adverse move-
ment of the market value of the security which is the sub-
ject of a fail to deliver is to be charged against capital and
any favorable movement of the underlying security would
serve to reduce the haircut.

9. Options

a. Positions of Market Makers and Specialists
in Options

The rule requires specialists, market makers, and registered
traders in options who either transact business with other
than members, brokers or dealers or who are clearing mem-
bers of the Options Clearing Corporation {*'OCC"’) to com-
ply with the basic provisions of the net capital rule as they
relate to options. However, the rule will continue to classify
separately and exempt market makers and specialists who
are not clearing members of the OCC and who do not trans-
act a business in securities with other than members, bro-
kers and dealers. In that connection, the rule incorporates
specific net capital treatment for brokers and dealers carry-
ing the accounts of such options specialists, market makers,
and registered traders. The Commission anticipates that mar-
ket maker, specialist and registered trader capital require-
ments will be amended periodically to provide for modifi-
cations of those requirements as the option market may
evolve.

b. Determination of Net Worth and Unrea-
lize lized Profits and Losses in Options
These provisions of the rule have been substantially revised
to clarify the determination of net worth and unrealized
profits and losses in options and related securities positions
which may be hedged by options.



These provisions provide, in part, that options po_smonzet
should, for net worth purposes, be carried at their rtr:arh o
value and, in addition, dgscribe the manner in whic _t e p
ceeds received from writing options are 1o be recognized.

As proposed in November, the rule would have treated the
cost or proceeds of listed options as if they were fong or
short securities positions and would not have inciuded the
proceeds received from writing options in net wprth; asre-
vised, such cost or proceeds are treated as premium expense
or income where such options are related to long or short

securities positions or short positions in options.

c. Options Haircuts

The determination of the appropriate haircuts for positions
in options have not changed from the prior public exposure
of the rule and may be found in Appendix A to the rule (17
CFR 240.15c3-1a). Those haircuts follow existing industry
practice; the Commission believes, however, that it ’L_s appro-
priate to review on a continuing basis the level of haircuts
to be applied to options positions and to Amake further.ad-
justments as more experience is gained t.'v':th thg operation of
option markets. In particular, the provisions with re_zspect
to haircuts on long options may be revised to e.stabllsh an
appropriate relationship between haircuts gpphec} to thev
securities underlying options and the relatively higher price
volatility of options compared to the underlying security.

10. U.S. Government Securities

Under the rule as adopted, government securities subject to
repurchase agreements are 1o be treated as if owngd by the
broker or dealer with an appropriate haircut applied to the
market value of the security. In the case of reverse repur-
chase agreements for U.S. government securities, such trans-
actions result in the broker having a secured receivable from
the person who has, in effect, borrowed fund_s from_ the bro-
ker or dealer; therefore, any capital charge will be I_lrr_nted
to the deficiency, if any, in the securities collaterahzmg_the
receivable. Finally, matched repurchase agreements which
result in fully secured matched contractual co_mmltments to
buy or sell the U.S. government securities supject to the a-
greements should not normally receive a capital charge.

11. Satisfactory Subordination Agreements

The rule as adopted sets forth in a separate Appendix I?(17
CFR 240.15¢3-1d) to the rule the requirements for satis-
factory subordination agreements.

The rule makes clear that subordinated capital contribu-
tions may be made only in the form of contribu-tipns of cash
or securities; however, all contributions of securities must
be made pursuant to a secured demand note arrangement.
The Appendix defines the minimum standards for the con-
tribution and form of secured demand notes as well as sub-
ordinated contributions of cash. Appendix D should be
carefully examined by broker-dealers and their counsel in
preparing subordination agreements.

12. Flow Through Capital from Subsidiaries and
Affiliates

Appendix C (17 CFR 240.15¢3-3c) to the (ule sets fqrth the
requirements which must be met to consol!d_a.te in.a smgle
net capital computation the assets and liabilities of sub5|_-
diaries and affiliates in order to obtain flow-through capital
penefits for a parent broker or dealer.
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The rule as adopted provides that tlow-through capitai bene-
fits can be available to the parent only if the subsidiary or
affiliate is majority-owned or controlled and only if the as-
sets of the subsidiary or affiliate or the broker’s or dealer’s
interest therein may be distributed to the broker or dealer
within a 30 day period. In addition, subordinated obliga-
tions of the subsidiary may not serve to increase the net
worth of the parent unless the obligations are also subordi-
nated to the claims of present and future creditors of the
parent. The rule as adopted also requires that liabilities
which are guaranteed by the broker or dealer be reflected in
the firm’s net capital computation.

The rule as adopted restricts flow through capital treatment
currently provided under exchange net capital rules by re-
quiring the computation of net capital and aggregate indebt-
edness to be made on a fully consolidated basis as well as

placing limitations on the withdrawa! of capital from such
consolidated subsidiaries. The Commission will carefully
monitor the effect of the flow through capital provisions
and may modify them where appropriate.

F. Debt-Equity Regquiremerits
The rule as adopted requires that a broker or dealer must
maintain equity, as defined, equal to 30% of its debt-equity
total, as defined. For this purpose, the rule provides that a
subordination agreement with an initial term of three years
and a remaining term of at least 1 year contributed by a
partner or stockholder of the broker or dealer may be treat-
ed as equity with respect to the rule’s debt-equity require-
ment. At such time as the remaining term of such sub-
ordination agreement is less than 1 year, it will ccase to be
equity under the rule unless the term is extended by the
lender.

I\.  Alternative Net Capital Requirement

The Commission in adopting the alternative net capital re-
quirement has determined to adopt a new concept to meas-
ure the capital adequacy of brokers or dealers. The Com-
mission believes the new approach will insure the protection
of investors as well as improve the ability of brokers or
dealers to meet the future needs of the nation’s corporate
issuers to raise both equity and debt capital in the evolving
central market.

The implementation of Rule 156¢3-3, with its objective of
furnishing protection for the integrity of customers’ funds
and securities, has made it no longer necessary to rely solely
on net capital requirements to insure the protection of in-
vestors. Ultimately, it may be possible for Rule 15¢3-3 in
some form to replace the liquidity requirements of the net
capital rule and become the primary source of protection
to customer assets held by the broker or dealer. The alter-
native approach adopted today moves in that direction.

The key factors which distinguish the securities industry
from other industries are its custodial responsibility for
customers’ funds and securities and its role in facilitating
capital raising for government and corporations. According-
ty, the scope and purpose of any rules and regulations con-
cerning the fiscal responsibility of a broker or dealer should
focus upon the construction of an environment in which
financial miscalculations of a broker or dealer do not result
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in loss to its customers or the customers of another broker
or deater. The Commission believes the aiternative approach
will effectively create and maintain an environment of cus-
tomer protection while enabling the securities industry to
fulfill its function of capital raising and the maintenance of
a liquid secondary market by:

{1} Acting as an effective early warning device to pro-
vide reasonable assurance against loss of customer assets
through a logical interface with other operation standards
and existing surveillance, reporting and examination aspects
of the securities industry regulatory framework;

(2) Avoiding the inefficient and costly commitment of
capital within the securities industry where such a commit-
ment is not necessary for customer protection;

(3) Eliminating, to the extent possible and consistent
with the objective of customer protection, competitive re-
straints on the securities industry’s ability to compete ef-
fectively with other diversified financial institutions;

(4) Making the capital structures of brokers and dealers
as well as their investment and operating policies more un-
derstandable to lending institutions and other suppliers of
capital and to the public; and

(5) Providing some reasonable and finite limitation on
broker-deaier expansion 10 minimize the possibiiity of
customer loss and the possibility that the SIPC Fund wili
have to be utilized to protect customers.

1. Alternative Net Capital Requirement

Rule 15¢3-1(f) as adopted establishes a minimum net capital
or liquidity standard which is designed to measure the gen-
eral financial integrity and liquidity of a broker or dealer
and the minimum net capital deemed necessary to meet the
broker’s or dealer’s continuing commitments to its custom-
ers. The alternative also indicates to other creditors with
whom the broker or dealer may deal what portion of its
liquid assets in excess of that required to protect customers
is available to meet other commitments of the broker or
dealer. In addition, the amount of the firm’s liquid assets

in excess of the broker’s or dealer’s minimum requirement
necessary to protect customers gives the Commission, self-
regulators and SIPC sufficient early warning to take appro-
priate action to protect customers prior to the time when
the broker’s or dealer’s assets would be insufficient to satisfy
customers’ claims in the event of liquidation.

While the alternative eliminates the traditional standard of
limiting obligations of brokers or dealers (i.e., the ratio of
aggregate indebtedness to net capital), it substitutes the ag-
gregate dollar amount of firm assets which have as their
source transactions with customers (i.e., items includable in
the Formula for Determination of Reserve Requirements for
Brokers and Dealers {"'Reserve Formuia’’) as the standard
for determining the maximum permissible level of the bro-
ker's or dealer’s customer-related activity. Rule 15c3-1(f),
thus, requires a broker-dealer to maintain minimum net cap-
ital equal to the greater of $100,000 or 4% of aggregate
debit balances includable in the Reserve Formula.

The alternative as adopted wil! be applicable only to brokers

or dealers who have not elected to operate pursuant to an
exemption from Rule 15¢3-3 through either subparagraphs
(k)(1) or (k){2)(i). Brokers or dealers who meet the re-
quirements of subparagraph (k){(2)(ii) of Rule 15¢3-3 and
introduce all customer transactions to another broker or
dealer on a fully disclosed basis are eligible to operate pur-
suant to Rule 15¢3-1(f), if they maintain minimum net cap-
ital of at least $100,000.

Since the alternative approach provides a carefully refined
and structured measurement of customer obligations, it is
appropriate to enhance the ability of brokers or dealers to
engage in market making, block positioning and specializing
in equity securities. To achieve this objective, the alterna-
tive approach reduces the Haircut on long positions in equity
securities to 15% of the market value of such securities.
Generally, the rule exempts short positions in equity secu-
rities from any haircut to the extent such positions do not
exceed 25% of the broker’s or dealer’s iong positions in
equity securities. However, the alternative approach requires
a 30% haircut on security positions in excess of the 256% ex-
clusion.

Because the alternative approach seeks to measure the gen-
eral financial integrity of the broker or dealer, it is appro-
priate to adopt more stringent requirements to guard against
brokers or dealers overextending themselves by unduly con-
centrating their assets in any one security position. Conse-
quentiy, the aiternative approach resuits in an additionai
15% haircut on equity positions to the extent they exceed
10% of net capital before the application of haircuts, and
such undue concentration charges would be imposed im-
mediately rather than be delayed for 11 business days as
provided in the basic ruie. However, in the case of security
positions which result from the broker’s or dealer’s under-
writing activity, the additional charge would be imposed
after 11 business days.

Under the alternative, specialists who deal with the public
and who are, therefore, subject to the rule may be exempted
from the undue concentration provisions of the rule with
respect to their specialty securities upon appropriate appli-
cation to the Examining Authority for such specialist if the
Examining Authority finds it in the public interest to do so.

Under the alernative, the haircut on risk arbitrage transac-
tions is the lesser of the haircut provided for equity secu-
rities generally under Rule 15c3-1(f), or 30% of the greater
of the long or short position in the arbitrage transaction.

In addition, the alternative approach precludes the with-
drawal of equity capital if the broker’s or dealer’s minimum
net capital is less than 7% of aggregate Reserve Formula
debits, and subordinated capital may not be withdrawn if
the broker’s or dealer’s minimum net capital would be less
than 6% of aggregate Reserve Formula debits.

2. Modifications to Rule 15¢3-3

As mentioned earlier, the Commission believes that the ob-
jectives of the alternative approach can only be achieved by
further strengthening the custodial requirements and Re-
serve Formula safeguards developed for the protection of
customer assets established by Rule 15¢3-3.
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Thus, the alternative as adopted requires aggregate debit i-
tems in the Reserve Formuia to be reduced by 3% rather
than the 1% reduction of certain debit items which now ex-
ists. This reduction of debit items will thus provide, in the
event of a liquidation, an additional cushion of secured

debit items which will be available to satisfy customers with
whom the broker or dealer effects transactions. In addition,
the alternative would require that stock record differences
and suspense account items be included in the Reserve Form-
ula after 7 business days.

Finally, the alternative has been revised to provide that fails
and any related receivables which arise as a result of the
failure of issuers to make timely delivery of newly issued
government securities or money market instruments to the
broker or dealer may be excluded from the Reserve Formula

for 3 business days.

3. Division of Market Regulation Interpretation Of
Items Includable in the Reserve Formula

T mimn ki it tiraranmt jo FarimAdad Liman
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dealer’s aggregate Reserve Formula debits as determlned by
Exhibit A to Rule 15¢3-3 (17 CFR 240.15¢3-3a). There-
fore, the allocation methods used to determine which fail
contracts relate to proprietary accounts as opposed to cus-
tomer accounts and which securies borrowed or loaned re-
late to proprietary or customer transactions are particularly
important since they directly affect the level of agaregate
debits of a broker or dealer and, consequently, determine
the level of its minimum net capital requirement The Com-
mission, therefore, has determined to puunau the following
interpretations of the Division of Market Regulation respect-
ing the various allocation approaches to be followed under
Rule 15¢3-3 regardless of whether the broker or dealer e-
lects to operate under the alternative approach.

a. Fails to Deliver vs. Fails to Receive

Fails to receive which are not allocable to long positions in
the proprietary or other accounts of the broker or dealer
and fails to deliver which are not allocable to short positions
in the proprietary or other accounts of the broker or dealer
are customer related and should be included in the compu-
tation of the Reserve Formula.

b. Stock Loaned vs. Stock Borrowed

Amounts representing stock borrowed which are not al-
locable to short securities positions in customer accounts or
other items includable in the Reserve Formula and amounts
representing stock loans which are not allocable to long se-

curities positions in customer accounts or other items includ-

able in the Reserve Formula should be excluded from the
Reserve Formula.

c. Principal Transactions with Customers

Where a dealer purchases securities as principal from his
customer and where such securities have not been resold by
the broker or dealer, the credit balance due to the customer
arising from his sale of securities to the broker or dealer
may be excluded from the Reserve Formula until the secu-
rities sold have been delivered by the customer.

d. Fails to Deliver vs. Securities in Possession or
Control in Excess of Segregation Require-
ments

Where an amount representing securities failed to deliver is
allocable to securities in the broker’s or dealer’s physical
possession and such securities are in excess of the broker's
or dealer’s possession or control requirement, the fail to
deliver amount should be excluded from the Reserve Form-
ula.

Effective Date — Transitional Provisions

As noted earlier, the Commission has determined to delay
the effective date of certain of the rule’s provisions in order
to enable broker-dealers and the various Examining Author-

ities to hecome thoroughly familiar with the rule’s nrovisions
tigs 10 Decor norougnly ramibiar with tne rulc’'s provisions.

The Commission also recognizes that the transition to the

new rule will require broker-dealers to make significant ad-
justments to their recordkeeping systems in order to insure
their ability to effectively accumulate the data necessary to

compute net canital aaggregate indebtedness nd tha altar
U net capitay, aggregate inGeoleGness, ang ne aiter

native net capital requirement. In addition, the various des-
ignated Examining Authorities will be required to revise
their reporting and surveillance systems in order to properly
monitor the financial conditions of their members and their
compliance with the rule. Finally a substantial educational
effort will be required over the next several months to in-
sure that broker-dealers and their operating personnel are
thoroughly trained in the operation of the rule.

Y f
minimum net capital requirements and the maximum per-
missable net capital ratio at which a broker-dealer may op-
erate as set forth in paragraph (a) of the Rule, shall become
effective on September 1, 1975. In addition, Appendix D
of the Rule regarding satisfactory subordination agreements
will also become effective on September 1, 1975.

The effect of implementing these provisions on September
1, 1975 will be to establish minimum financial responsibility
requirements for all brokers and dealers. New minimum
capital requirements for floor brokers, market makers and
broker-dealers who write or endorse options otherwise than
on a national securities exchange will be effective on Sep-
tember 1, 1975. In addition, all broker-dealers will be re-
quired to operate under a uniform maximum ratio of aggre-
gate indebtedness to net capital of 15 to 1, thereby making
uniform the requirements presently applicable to broker-
dealers who are members of the NASD, SECO, and the PBW
with the net capital ratio requirements applicable to all
other broker-dealers.

Further, the implementation of Appendix D respecting sat-
isfactory subordination agreements on September 1, 1975
will insure that all broker-dealers will be subject to a uni-
form provision respecting the permanency of subordinated
capital and uniform subordinated debt retention require-
ments.

Paragraph (g) of the rule would delay until January 1, 1976
the requirement of all brokers and dealers to compute net
capital, aggregate indebtedness and the alternative net capi-
tal computation pursuant to the new rule. In this connec-



tion, the Commission has required that all Examining Au-
thorities submit to the Commission no later than July 31,
1975 a plan setting forth the steps the Examining Authority
will be required to take (including but not limited to modi-
fications of reporting and surveillance requirements and the
education of both examiners and broker-dealers) in order
to provide for an orderly transition to all provisions of the
rule by January 1, 1976.

Statutory Basis and Competitive Considera-
tions

These amendments to 17 CFR 240.15¢3-1 and the adop-
tion of 17 CFR 240.15c3-1a-d are adopted pursuant to the

Securities Exchange Act of 1934 (the "'Act’’} particularly
Sections 10(b), 15{c}{(3), 17{a) and 23{a) thereof, effective

2367837, 10 L3 Teclive

September 1, 1975. As preVIoust noted, adoptlon of a uni-
form net capital rule has been under consideration by the
Commission since 1972; adoption of a uniform net capital

rule was one of the recommendations of the Commission’s
Cfll!‘lll of l/ncnfa and Ilncnu‘nrl Pract fn\oc of Brokaers and

Dea/ers (Report and Recommendations of the Securities and
Exchange Commission, December 1972, House Document
No. 92-231 at p. 5) prepared pursuant to Section 11(h) of
the Securities Investor Protection Act of 1970. The Secu-
rities Act Amendments of 1975 (P.L. 94-29) amended Sec-
tion 15(c)(3) of the Act to require promulgation of mini-
mum financial responsibility requirements for all brokers
and dealers by September 1, 1975.

The rule as adupu:d will have an impacl on \,unupet:t‘or H
some instances the minimum amounts of net capital are the
same as amounts heretofore required under Rule 15¢3-1 and
under applicable exchange rules; however, the method of
calculating net capital and aggregate indebtedness has been
altered and, as noted, the permissible ratio of aggregate
indebtedness to net capital has been lowered from 20:1 to
15:1 for brokers and dealers who do not (or cannot) elect
the alternative capital requirement. The uniform net capi-
tal rule may, consequently, increase the amount of capital
required for brokers or dealers or for prospective brokers or
dealers, thereby raising entry levels for participation in the
securities industry; in addition, the changes in the calcula-
tions of the net capital ratio may reduce the amount of
business which some brokers or dealers will be permitted to
engage in with a given amount of capital. Finally, in certain
lines of business, brokers and dealers compete with other
types of financial institutions which are separately regulated
and may not be subject to equivalent financial requirements.

The Commission has determined, however, that any burden
on competition imposed by the uniform net capital rule is
necessary and appropriate in furtherance of the purposes of
the Act and that the rule is necessary and appropriate to
implement the provisions of the Act, and in particular Sec-
tion 15(c)(3) thereof, to provide safeguards with respect to
the financial responsibility and related practices of brokers
or dealers; to eliminate illiquid and impermanent capital;
and to assure investors that their funds and securities are
protected against financial instability and operational weak-
nesses of brokers or dealers.

* * * * * * * * *
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The text of the rule follows:

17 CFR 240.15¢3-1 — Net Capital Requirements for Brokers
or Dealers

(a) No broker or dealer shall permit his aggregate in-
debtedness to all other persons to exceed 1500 percentum
of his net capital, except as otherwise limited by the provi-
sions of subparagraph (a)(1), or, in the case of a broker or
dealer electing to operate pursuant to paragraph (f) of this
section, no broker or dealer shall permit his net capital to
be less than 4 percent of aggregate debit iterns as computed
in accordance with 17 CFR 240.15¢3-3a, except as other-
wise limited by paragraph (f) of this section, and every bro-
ker or dealer shall have the net capital necessary to comply
with the following conditions, except as otherwise provided
for in paragraph (f) of this section.

Brokers or Dealers Engaging in a General Securities Business

(1)  No broker or dealer, except one who operates un-
der paragraph (f) of this section, shall permit his aggregate
indebtedness to all other persons to exceed 800 percentum
of his net capital for 12 manths after commencing business
as a broker or dealer and, except as otherwise provided for
in paragraph (a) or paragraph (f) of this section, the broker
or dealer shall at all times have and maintain net capitai of
not less than $25,000 or, $25,000 plus the sum of each bro-

ker or dealer subsidiary’s minimum net capital requirement

which is consolidated pursuant to Appendix (C), 17 CFR
240.15c3-1c.

Brokers Who Do Not Generally Carry Customers’ Accounts

(2) Notwithstanding the provisions of subparagraph (a)
(1) hereof, a broker or dealer shall have and maintain net
capital of not less than $5,000 if he does not hold funds or
securities for, or owe money or securities to, customers and
does not carry accounts of, or for, customers, except as pro-
vided for in subdivision (v) below, and he conducts his busi-
ness in accordance with one or more of the following condi-
tions and does not engage in any other securities activities;

(i) He introduces and forwards as a broker all transac-
tions and accounts of customers to another broker or dealer
who carries such accounts on a fully disclosed basis and (the
introducing broker or dealer) promptly forwards all of the
funds and securities of customers received in connection
with his activities as a broker;

(ii) He participates, as broker or dealer, in underwrit-
ings on a “best efforts’ or “all or none” basis in accordance
with the provisions of 17 CFR 240.15c2-4(b)(2) and he
promptly forwards to an independent escrow agent cus-
tomers’ checks, drafts, notes or other evidences of indebted-
ness received in connection therewith which shall be made
payable to such escrow agent;

{iii)

He promptiy forwards, as broker or dealer, sub-



scriptions for securities to the issuer, underwriter, sponsor
or other distributor of such securities and receives checks,
drafts, notes or other evidences of indebtedness payable
solely to the issuer, underwriter, sponsor or other distributor
who delivers the securities purchased directly to the sub-
scriber;

(iv) He effects an occasional transaction in securities
for his own investment account with or through another
registered broker or dealer;

(v)  He acts as broker or dealer with respect to the pur-
chase, sale and redemption of redeemable shares of register-
ed investment companies or of interests or participations in
insurance company separate accounts, whether or not regis-
tered as an investment company, and he promptly transmits
all funds and delivers all securities received in connection
with such activities;

(vi) He introduces and forwards all customer and all
principal transactions with customers to another broker or
dealer who carries such accounts on a fully disclosed basis
and promptly forwards all funds and securities received in
connection with his activities as a broker or dealer and does
not otherwise hold funds or securities for or owe money or
securities to, customers and does not otherwise carry pro-
prietary (except as provided in subdivision (a){2)(iv} above)
or customer accounts and his activities as dealer are limited
to holding firm orders of customers and in connection there-
with: (A} in the case of a buy order, prior 10 executing
such customers’ order, purchases as principal the same num-
ber of shares or purchases shares to accumulate the number
of shares necessary to complete the order which shall be
cleared through another broker or dealer or (B) in the case
of a sell order, prior to executing such customers’ order,
sells as principal the same number of shares or a portion
thereof which shall be clared through another broker or
dealer; or

(vii) He effects, but does not clear, transactions in secu-
rities as a broker on a registered national securities exchange
for the account of another member of such exchange.

Brokers or Dealers Engaged Solely in the Sale of Redeemable
Shares of Registered Investment Companies and Certain
Other Share Accounts

(3)  Net capital of not less than $2,500 shall be main-
tained by a broker or dealer who engages in rno other secu-
rities activities except those prescribed in this subparagraph
and who meets all of the following conditions:

(i) His dealer transactions are {imited to the purchase,
sale and redemption of redeemable shares of registered in-
vestment companies or of interests or participations in an
insurance company separate account, except that he may al-
so effect an occasional transaction in other securities for his
own investment account with or through another registered
broker or dealer;

(ii)  His transactions as broker are limited to: (A} the
sale and redemption of redeemable shares of registered invest-
ment companies or of interests or participations in an in-
surance company separate account whether or not registered
as an investment company; (B) the solicitation of share ac-
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counts for savings and loan associations insured by an instru-
mentality of the United States; and, (C) the sale of secu-
rities for the account of a customer to obtain funds for im-
mediate reinvestment in redeemable securities of registered
investment companies; and

{iii) He promptly transmits all funds and delivers all
securities received in connection with his activities as a bro-
ker or dealer, and does not otherwise hold funds or securi-
ties for, or owe money or securities to, customers.

Certain Additional Capital Requirements for Market Makers

(4)  Notwithstanding the provisions of subparagraphs
(a)(1), (2) and (3}, a broker or dealer engaged in activities
as a market maker as defined in subparagraph (c){8) of this
section shall maintain net capital in an amount not less than
$2,500 for each security in which he makes a market {unless
a security in which he makes a market has a market value of
$5 or less in which event the amount of net capital shall be
not less than $500 for each such security) based on the aver-
age number of such markets made by such broker or dealer
during the 30 days immediately preceding the computation
date, except that under no circumstances shall he have net
capital less than that required by subparagraph (a)}{1), or be
required to maintain net capital of more than (100,000 un-
less otherwise required by the provisions of paragraphs {(a)
or (f) of this section.

Certain Additional Capital Requirements for Brokers or
Dealers Engaged in the Sale of Options

(5) Notwithstanding the provisions of subparagraphs
{(a)(1)-(4) a broker or dealer who endorses or writes options,
including but not limited to puts, calls, straddles, strips, or
straps otherwise than on a registered nationai securities ex-
change or a facility ot a registered national securities associa-
tion shall have net capital of not less than $50,000.

Exemptions

(b)(1)  The provisions of this section shall not apply to
any specialist who does not transact a business in securities
with other than members, brokers or dealers and who is in
good standing and subject to the capitai requirements of the
American Stock Exchange (if he is not also a clearing mem-
ber of the Options Clearing Corporation), the Boston Stock
Exchange, the Midwest Stock Exchange, the New York Stock
Exchange, the Pacific Stock Exchange, the PBW Stock Ex-
change (if he is not also a clearing member of the Options
Clearing Corporation), or the Chicago Board Options Ex-
change (if he is not also a clearing member of the Options
Clearing Corporation) provided that this exclusion as to a
particular specialist of any exchange or as to the exchange
itself, may be suspended or withdrawn by the Commission .
at any time, upon ten (10) days written notice to such ex-
change or specialist, if it appears to the Commission that
such action is necessary or appropriate in the public interest
or for the protection of investors.

{2) The Commission may, upon written application,
exempt from the provisions of this section, either uncondi-
tionally or on specified terms and conditions, any broker or
dealer who satisfies the Commission that, because of the spe-
cial nature of its business, its financial position, and the safe-
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guards it has established for the protection of customers’
funds and securities, it is not necessary in the public interest
or for the protection of investors to subject the particular
broker or dealer to the provisions of this section.

(c)

Definitions. For the purpose of this section:
Aggregate Indebtedness

(1) The term “"aggregate indebtedness’’ shall be deemed
to mean the total money liabilities of a broker or dealer a-
rising in connection with any transaction whatsoever, and
includes, among other things, money borrowed, money pay-
able against securities loaned and securities 'failed to re-
ceive,”” the market value of securities borrowed to the ex-
tent to which no equivalent value is paid or credited (other
market value of margin securities borrowed from
customers in accordance with the provisions of 17 CFR 240.
15¢3-3 and margin securities borrowed from non-customers),
customers’ and non-customers’ free credit balances, credit
balances in customers’ and non-customers’ accounts having
short positions in securities, equities in customers’ and non-
customers’ future commodities accounts and credit balances
in customers’ and non-customers’ commodities accounts,
but excluding:

o nm b
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Exclusions From Aggregate Indebtedness

(i) Indebtedness adequately collateralized by securities
which are carried long by the broker or dealer and which
have not been sold or by securities which collateralize a se-
cured demand note pursuant to Appendix (D) to this section
17 CFR 240.15¢3-1d, or indebtedness adequately collater-
alized by spot commodities which are carried long by the
broker or dealer and which have not been sold;

()  Amounts payable against securities loaned, which
securities are carried long by the broker or dealer and which
have not been sold or which securities collateralize a secured
demand note pursuant to Appendix (D), 17 CFR 240.15¢3-
1d;

(iii) Amounts payable against securities failed to receive
which securities are carried long by the broker or dealer and
which have not been sold or which securities collateralize a
secured demand note pursuant to Appendix (D), 17 CFR
240.15¢3-1d or amounts payable against securities failed to
receive for which the broker or dealer also has a receivable
related to securities of the same issue and quantity thereof
which are either fails to deliver or securities borrowed by
the broker or dealer;

(iv) Credit balances in accounts representing amounts
payable for securities or money market instruments not yet
received from the issuer or its agent which securities are spe-
cified in subdivision {c){2)(vi)(E) and which amounts are
outstanding in such accounts not more than three (3) busi-
ness days;

(v)  Equities in customers’ and non-customers’ accounts
segregated in accordance with the provisions of the Commod-
ity Exchange Act and the rules and regulations thereunder;

(vi) Liability reserves established and maintained for
refunds of charges required by Section 27(d) of the invest-

ment Company Act of 1940, but only to the extent of a-
mounts on deposit in a searegated trust account in accord-

ance with 17 CFR 270.27d-1 under the Investment Com-
pany Act of 1940;

{vii) Amounts payable to the extent funds and qualified
securities are required to be on deposit and are deposited in
a "Special Reserve Bank Account for the Exclusive Benefit
of Customers’’ pursuant to 17 CFR 240.15¢3-3 under the
Securities Exchange Act of 1934;

{viii) Fixed liabilities adequately secured by assets ac-
quired for use in the ordinary course of the trade or busi-
ness of a broker or dealer but no other fixed liabilities secu-
red by assets of the broker or dealer shall be so excluded un-
less the sole recourse of the creditor for nonpayment of
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such liability is to such asset,

(ix) Liabilities on open contractual commitments;
(x) Indebtedness subordinated to the claims of credit-

rs pursuant to a satisfactory subordination agreement, as
n

defined in Appendix (D), 17 CFR 240.15¢3-1d;

(xi) Liabilities which are effectively subordinated to
the claims of creditors (but which are not subject to a satis-
factory subordination agreement as defined in Appendix (D)
17 CFR 240.15c3-1d), by non-customers of the broker or
dealer prior to such subordination, except such subordina-
tions by customers as may be approved by the Examining
Authority for such broker or dealer;

(xii) Credit balances in accounts of general partners; and
{xiii) Deferred tax liabilities.
Net Capital

(2)  The term ““net capital’’ shall be deemed to mean
the net worth of a broker or dealer, adjusted by:

Adjustments to Net Worth Related to Unrealized Profit or
Loss and Deferred Tax Provisions

(i)(A)  Adding unrealized profits {or deducting unrea-
lized losses) in the accounts of the broker or dealer;

(B) (7} Indetermining net worth, all long and all
short positions in listed options shall be marked to their
market value and all fong and all short securities and com-
modities positions shall be marked to their market value.

(2)  In determining net worth, the value attri-
buted to any unlisted option shall be the difference between
the option’s exercise value and the market value of the un-
derlying security. In the case of an unlisted call, if the mar-
ket value of the underlying security is less than the exercise
value of such call it shall be given no value and in the case
of an unlisted put if the market value of the underlying se-
curity is more than the exercise value of the unlisted put it
shall be given no value.

(C) Adding to net worth the lesser of any deferred
income tax liability related to the items in (7), (2}, and (3)
below, or the sum of (7, (2), and (3) below;



(1)
ing to the amount of the deductions computed in accord-
ance with subparagraph (c)(2){vi)} and Appendices {(A) and
(B), 17 CFR 240.15c3-1a and 240.15c3-1b or, where appro-
priate, paragraph (f) of this section, the appropriate Federal
and State tax rate(s) applicable to any unrealized gain on
the asset on which the deduction was computed;

(2)  Any deferred tax liability related to in-
come accrued which is directly related to an asset other-
wise deducted pursuant to this section;

{3)  Any deferred tax liability related to un-
realized appreciation in value of any asset(s) which has been
otherwise deducted from net worth in accordance with the
provisions of this section; and,

(D) Adding, in the case of future income tax bene-
fits arising as a result of unrealized losses, the amount of
such benefits not to exceed the amount of income tax lia-
bilities accrued on the books and records of the broker and
dealer, but only to the extent such benefits could have been
applied to reduce accrued tax liabilities on the date of the
capital computation, had the related unrealized losses been
realized on that date.

Subordinated Liabilities

(i)  Excluding liabilities of the broker or deal-
er which are subordinated to the claims of creditors pur-

afinad
suant to a satisfactory subordination agreement, as defined

in Appendix (D), 17 CFR 240.15c3-1d.
Sole Proprietors

(iii) Deducting, in the case of a broker or deal-
er who is a sole proprietor, the excess of liabilities which
have not been incurréd in the course of business as a broker
or dealer over assets not used in the business.

Assets Not Readily Convertible into Cash

(iv) Deducting fixed assets and assets which
cannot be readily converted into cash (less any indebted-
ness excluded in accordance with subdivision {c)(1){viii) of
this section) including, among other things:

Fixed Assets and Prepaid Items

(A) Real Estate; furniture and fixtures; exchange mem-
berships; prepaid rent, insurance and other expenses; good-
will, organization expenses;

Certain Unsecured and Partly Secured Receivables
(B} All unsecured advances and loans; deficits in cus-

tomers’ and non-customers’ unsecured and partly secured
notes; deficits in customers’ and non-customers’ unsecured

and partly secured accounts after application of calls for mar-

gin, marks to the market or other required deposits which
are outstanding 5 business days or less, except deficits in
cash accounts as defined in 12 CFR 220.4(c) of Regulation
T under the Securities Exchange Act of 1934 for which not
more than one extension respecting a specified securities
transaction has been requested and granted, and deducting
for securities carried in any of such accounts the percentages

The aggregate amount resulting from apply -
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specified in subparagraphs {(c)(2){vi) or (f) of this section or
Appendix (A), 17 CFR 240.15¢3-1a, receivables arising out
of free shipments of securities (other than mutual fund re-
demptions) in excess of $5,000 per shipment and all free
shipments (including mutual fund redemptions) outstanding
more than 7 business days; any collateral deficiencies in
secured demand notes as defined in Appendix (D), 17 CFR
240.15¢3-1d;

Certain Receivables

(C) Interest receivable, floor brokerage receivable, com-
missions receivable from other brokers or dealers {other than
syndicate profits which shall be treated as required in sub-
division (c)(2){iv)(E} below}, mutual fund concessions re-
ceivable and management fees receivable from registered in-
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vestment companies, all of which receivables are outstanding

longer than thirty (30) days from the date they arise; divi-
dends receivable outstanding longer than thirty (30) days
from the payable date; and good faith deposits arising in
connection with an underwriting outstanding longer than
cleven {11) business days from the settlement of the under-

writing with the issuer;
Insurance Claims

(D) Insurance claims which, after seven (7) business
days from the date the loss giving rise to the claim is dis-
covered, are not covered by an opinion of outside counsel
that the claim is valid and is covered by insurance policies
presently in effect; insurance claims which after twenty (20)
business days from the date the loss giving rise to ihe claim
in discovered and which are accompanied by an opinion of
outside counsel described above, have not been acknowledg-
ed in writing by the insurance carrier as due and payable;
and insurance claims acknowledged in writing by the carrier
as due and payable outstanding longer than twenty (20) busi-
ness days from the date they are so acknowledged by the
carrier; and,

Other Deductions

(E)  All other unsecured receivables; all assets doubtful
of collection less any reserves established therefor, and, the
funds on deposit in a “‘segregated trust account’’ in accord-
ance with 17 CFR 270.27d-1 under the Investment Company
Act of 1940, but only to the extent that the amounts on de-
posit in such segregated trust account exceeds the amount of
liability reserves established and maintained for refunds of
charges required by Sections 27(d) and 27(f) of the invest-
ment Company Act of 1940; Provided, that any amount de-
posited in the ‘‘Special Reserve Bank Account for the Exclu-
sive Benefit of Customers’’ established pursuant to 17 CFR
240.15c3-3 and clearing deposits shall not be so deducted.

Securities Differences

{v) Deducting the market value of all short secu-
rities differences (which shall include securities positions
reflected on the securities record which are not susceptible
to either count or confirmation) unresolved for seven (7)
business days after discovery and the market value of any
long security differences, where such securities have been
sold by the broker or dealer before they are adequately re-
solved, less any reserves established therefor,

Securities Haircuts



- 31 -

(vi) Deducting the percentages specified in
subhdivisions (A)-(M) below (or the deductions prescribed
for securities positions set forth in Appendix (A), 17 CFR
240. 15c3-1a or, where appropriate, paragraph (f) of this
section) of the market value of all securities, money market
instruments or options in the proprietary or other accounts

of the broker or dealer.
Government Securities

(A) In the case of a security issued or guaranteed as
to principal or interest by the United States or any agency
thereof, the applicable percentages of the market value of
the net long or short position in each of the categories speci-
fied below are:

741 Ui n o/
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2) 1 y%ag}r but less than 3 years to maturity —
()

{3) 3 years but less than 5 years to maturity —

2%
} 5 years or more to maturity — 3%

2

P
Municipals

(B) In the case of any municipal security, as defined
in section 3(a)(29) of the Securities Exchange Act of 1934,
which is not traded flat or in default as to principal or inter-
est, the applicable percentages of the market value on the
greater of the long or short position in each of the cate-
gories specified below are:

(1) less than 1 year to maturity — 1%

{2) 1 vyear but less than 2 years to maturity —
2%

(3) 2 years but fess than 5 years to maturity —
3%

(4) 5 years or more to maturity — 5%

Canadian Debt Obligations

(C) In the case of any security issued or uncondi-
tionally guaranteed as to principal and interest by the
Government of Canada, the percentages of market value to
be deducted shall be the same as in {A) above.

Certain Municipal Bond Trusts and Liquid Asset Funds

(D) In the case of securities of an investment com-
pany registered under the Investment Company Act of 1950,
which assets are in the form of cash or securities or money
market instruments which are described in subdivisions {A) -
{C) above or {E) below, the deduction shall be 5 percent of
the market value of the greater of the long or short position.

Commercial Paper, Bankers Acceptances and Certificates of
Deposit

(E) In the case of any short-term promissory note
or evidence of indebtedness which has a fixed rate of inter-
est or is sold at a discount, and which has a maturity date at
date of issuance not exceeding nine months exclusive of days
of grace, or any renewal thereof, the maturity of which is
likewise limited and is rated in one of the three highest cate-
gories by at least two of the nationally recognized statistical

rating organizations, or in the case of any negotiable certifi-
cates of deposit or bankers acceptance or similar type of
instrument issued or guaranteed by any bank as defmed in
Section 3(a)(6) of the Securities Exchange Act of 1934, the
applicable percentage of the market value of the greater of
the long or short position in each of the categories specified

below are:

(1) less than 30 days to maturity — 0%

(2) 30 days but less than 91 days to maturity —
1/8 of 1%

{3} 91 days but less than 181 days to maturity
1/4 of 1%

(4) 181 days but less than 271 days to maturity
3/8 of 1%

(5) 271 days but less than 1 year to maturity —
1/2 of 1%, and

{6}  with respect to any negotiable certificate of

deposit or bankers acceptance or similar type of instrument
issued or guaranteed by any bank, as defined above, having
1 year or more to maturity, the deduction shall be on the
greater of the long or short position and shall be the same
percentage as that prescribed in subdivision (c}{2)(vi}(A)
above.

Nonconvertible Debt Securities

(F) In the case of nonconvertible debt securities having
a fixed interest rate and fixed maturity date and which are
not traded flat or in default as to principal or interest and
which are rated in one of the four highest rating categories
by at least two of the nationau'y' recognized statisticai rating
organizations, the applicable percentages of the market value
on the greater of the long or short position in each of the
categories specified below are:

(1) less than one year to maturity — 1%;

{2)  one year but less than two years to maturity -
2%

(3) two years but less than three years to matu-
rity — 3%

{4) three years but less than four years to matu-
rity — 4%

(56) four years but less than five years to matu-
rity — 5%, and

(6) five years or more to maturity — 7%

Convertible Debt Securities

(G) In the case of a debt security not in default which
has a fixed rate of interest and a fixed maturity date and
which is convertible into an equity security, the deductions
shall be as follows: If the market value is 100% or more of
the principal amount, the deduction shall be determined as
specified in subdivision (J) below; if the market value is less
than the principal amount, the deduction shall be deter-
mined as specified in subdivision (F) above if such securities
are rated as required by subdivision (F) above.

Preferred Stock

(H) In the case of cumulative, nonconvertible preferred
stock ranking prior to all other classes of stock of the same
issuer, which are not in arrears as to dividends, the deduc-
tion shall be 20 percent of the market value of the greater
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of the long or short position;

Sol oY T YRR » P
Risk Arbitrage Positions

() In the case of each risk arbitrage transaction, the
deduction shall be 30 percent (or such other percentage as
required by this subdivision) on the long or equivalent short
position, whichever has the greater market value. For the

purposes of this subdivision (1), a “risk arbitrage transaction’’

shall mean the sale (either when issued, when distributed or
short) of securities involved in a pending merger, consolida-
tion, transfer of assets, exchange offer, recapitalization or
other similar transaction which has been publicly announced
and has not been terminated, in connection with a previous
or approximately simultaneous offsetting purchase of other
securities which upon consummation of the transaction will
result in the equivalent of the securities sold.

All Other Securities

(J) In the case of all securities, except those des-
cribed in Appendix (A), 17 CFR 240.15¢3-1a and where
appropriate, paragraph (f) of this section, which are not in-
cluded in any of the percentage categories enumerated in
subdivisions (A)-(1) above or (K){//} below, the deduction
shall be 30 percent of the market value of the greater of the
long or short position and to the extent the market value
of the lesser of the long or short position exceeds 25 percent
of the market value of the greater of the long or short posi-

N 1l 1A,
tion, there shall be

equal to 15 percent of the market value of such excess. Pro-
vided, that no deduction need be made in the case of (7] a
security which is convertible into or exchangeable for other
securities within a period of 90 days, subject to no condi-
tions other than the payment of money, and the other secu-
rities into which such security is convertible or for which it
is exchangeable, are short in the accounts of such broker or
dealer or (2) a security which has been called for redemp-
tion and which is redeemable within 90 days.

oh avance
€ a percentage deduction on such excess

Securities With A Limited Market

(K) in the case of securities (other than exempted
securities, nonconvertible debt securities, and cumulative
nonconvertible preferred stock) which are not: (7/ traded
on a national securities exchange; {2) designated as "OTC
Margin Stock’ pursuant to Regulation T under the Secu-
rities Exchange Act of 1934; (3) quoted on “NASDAQ";
or {4) redeemable shares of investment companies registered
under the Investment Company Act of 1940, the deduction
shall be as follows:

(i) In the case where there are regular quota-
tions in an inter-dealer quotations system for the securities
by three or more independent market-makers (exclusive of
the computing broker or dealer) and where each such quota-
tion represents a bona fide offer to brokers or dealers to
both buy and sell in reasonable quantities at stated prices,
or where a ready market as defined in subdivision (c){11}(ii)
is deemed to exist, the deduction shall be determined in ac-
cordance with subdivision (J) above;

{ii)  in the case where there are regular quota-
tions in an inter-dealer quotations system for the securities
by only one or two independent market-makers {exclusive

of the computing broker or dealer) and where each such quo-

tation represents a bona fide offer to brokers or dealers both
to buy and sell in reasonable quantities, at stated prices, the
deduction on both the long and short position shall be 40%.

(L)  Where a broker or dealer demonstrates that there
is sufficient liquidity for any securities long or short in the
proprietary or other accounts of the broker or dealer which
are subject to a deduction required by subdivision (K) above
such deduction, upon a proper showing to the Examining
Authority for the broker or dealer,may be appropriately de-
creased, but in no case shall such deduction be less than that
prescribed in subdivision (J) above.

’

Undue Concentration

{M) In the case of money market instruments or secu-
rities of a single class or series of an issuer, including any op-
tion written, endorsed or held to purchase or sell securities
of such a single class or series of an issuer (other than “‘ex-
empted securities’’), which are long or short in the proprie-
tary or other accounts of a broker or dealer, including secu-
rities which are collateral to secured demand notes defined
in Appendix (D), 17 CFR 240.15¢3-1d, for more than 11
business days and which have a market value of more than
10 percent of the “"net capital’’ of a broker or dealer before
the application of subparagraph (c){2)(vi) or Appendix (A),
17 CFR 240.15¢3-1a., there shall be an additional deduction
from net worth and/or the Collateral Value for securities

collateralizing a secured demand note defined in Appendix

(D), 17 CFR 240.15c3-1d, equal to 50 percent of the per-
centage deduction otherwise provided by this subparagraph
(c)(2)(vi) or Appendix (A), 17 CFR 240.15¢3-1a, on that
portion of the securities position in excess of 10% of the
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of subparagraph (c){(2)(vi) and Appendix (A), 17 CFR 240.
15¢3-1a. This provision shalf apply notwithstanding any
fong or short position exemption provided for in subdivi-
sions {l) or (J) of this subparagraph (except for long or
short position exemptions arising out of the first proviso to
subdivision (c}(2)(vi}(J}) and the deduction on any such
exempted position shall be 156% of that portion of the secu-
rities position in excess of 10% of net capital before the
application of subparagraph (c){2){vi) and Appendix (A},
17 CFR 240.15c¢3-1a. Provided, that such additional deduc-
tion shall be applied in the case of equity securities only on
the market value in excess of $10,000 or the securities only
on the market value in excess of $10,000 or the market
value of 500 shares, whichever is greater, or $25,000 in the
case of a debt security. Provided, further, that any spe-
cialist which is subject to a deduction required by this sub-
division (M), respecting his specialty stock, who can demon-
strate to the satisfaction of the Examining Authority for
such broker or dealer that there is sufficient liquidity for
such specialists’ specialty stock and that such deduction
need not be applied in the public interest for the protection
of investors, may upon a proper showing to such Examining
Authority have such undue concentration deduction appro-
priately decreased, but in no case shall the deduction pre-
scribed in subdivision (J) above be reduced. Each such Ex-
amining Authority shall make and preserve for a period of
not less than 3 years a record of each application granted
pursuant to this subdivision, which shall contain a summary
of the justification for the granting of the application.

Non-Marketable Securities

Ao
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(vii) Deducting 100 percent of the carrying value
in the case of securities in the proprietary or other accounts
of the broker or dealer, for which there is no ready market,
as defined in subparagraph (c){(11), and securities, in the
proprietary or other accounts of the broker or dealer, which
ccannot be publicly offered or sold because of statutory,
regulatory or contractual arrangements or other restrictions.

Open Contractual Commitments

(viii} Deducting, in the case of a broker or dealer
who has apen contractual commitments (other than those
option positions subject to Appendix {A), 17 CFR 240.15¢
3-1a), the respective deductions as specified in subdivision
(c){2){vi) of this paragraph or Appendix (B), 17 CFR 240.
16¢3-1b, from the value (which shall be the market value
whenever there is a market) of each net long and each net
short position contemplated by any open contractual com-
mitment in the proprietary or other accounts of the broker
or dealer. In the case of a broker or dealer electing to oper-
ate pursuant to paragraph {f) of this section, the percentage
deduction for contractual commitments in those securities
which are treated in subdivision (f)(3)(ii} shall be 30%. Pro-
vided, that the deduction with respect to any single commit-
ment shall be reduced by the unrealized profit, in an a-
mount not greater than the deduction provided for by this
section (or increased by the unrealized loss), in such commit-
ment, and that in no event shall an unrealized profit on any
closed transactions operate to increase net capital.

Aged Fails to Deliver

(ix) Deducting from the contract value of each
failed to deliver contract which is outstanding 11 business
days or ionger the percentages of the market vaiue of the
underlying security which would be required by application
of the deduction required by subparagraph (c){2)(vi) or,
where appropriate, paragraph (f) of this section. Provided,
that such deduction shall be increased by any excess of the
contract price of the fail to deliver over the market vatue of
the underlying security or reduced by any excess of the mar-
ket value of the underlying security over the contract value
of the fail but not to exceed the amount of such deduc-
tion. Provided, however, that until January 1, 1977 the de-
duction provided for herein shall be applied only to those
fail to deliver contracts which are outstanding 15 business
days or longer.

Brokers or Dealers Carrying Accounts of Option Specialists

(x) With respect to any transactions in options
iisted on a registered national securities exchange or facility
of a registered national securities association for which a
broker or dealer acts as a guarantor, endorser, or carrying
broker or dealer for options purchased or written by a spe-
cialist not subject to the provisions of this section, such bro-
ker or dealer shall adjust its net capital by deducting, for
each class of option contracts in which such specialist is a
market-maker, an amount equal to 130 percent of the mar-
ket value of each option contract in a short position. Pro-
vided, however, in the case of long and short positions in
option contracts for the same underlying security the de-
duction shall be the greater of (A) 30 percent of the market
value of such long positions or (B) 130 percent of the mar-
ket value of the short positions less 70 percent of the mar-

ket value of the long positions, less the amount of any equity
as defined in paragraph (c)(13) in such specialist’s account.
Provided thaf in no avant chall thie nravicinn rocult in in

, t in no event shall this provision result in in

creasing the net capital of such guarantor, endorser, or car
ing broker or dealer.

Registered Traders in Options

(xi) With respect to any broker or dealer who
acts as a guarantor, endorser, or carrying broker or dealer
for any registered trader who does not transact a business in
securities with other than members, brokers, or dealers and
who is subject to the provisions of this section, who has con-
tinuing market responsibilities for transactions in options
listed on a registered national securities exchange or facility
of a registered national securities association, deducting, for
all options listed on the exchange or facility on which he has
pursuant to the ruies of that exchange or facility continuing
market responsibilities, 130 percent of the market value of
each option contract in a short position. Provided, however,
in the case of long and short positions in option contracts
for the same underlying security, the deduction shall be the
greater of (A} 30 percent of the market vaiue of such iong
positions or (B) 130 percent of the market value of short
positions less 70 percent of the market value of long posi-
tions, less the amount of any equity as defined in paragraph
(c){13) in such registered traders account. Provided, further
that in no event shall this provision result in increasing the
net capital of such guarantor, endorser, or carrying broker
or dealer

Deduction From Net Worth for Certain Undermargined Ac-
counts

{xii) Dedu
each customer’s or non-customer’s account to meet the
maintenance margin requirements of the Examining Au-
thority for the broker or dealer, after application of calls
for margin, marks to the market or other required deposits
which are outstanding 5 business days or less.

Deducting the amount of cash required in

Deduction From Net Worth for Indebtedness Collateralized
by Exempted Securities

{xiii) Deducting, at the option of the broker or
dealer, in lieu of including such amounts in aggregate in-
debtedness, 4 percent of the amount of any indebtedness
secured by exempted securities not carried long in the pro-
prietary or other accounts of the broker or dealer or repre-
senting exempted securities failed to deliver.

Exempted Securities

(3) The term “‘exempted securities”” shall mean
those securities deemed exempted securities by Section 3(a)
(12) of the Securities Exchange Act of 1934 and rules there-
under.

Contractual Commitments

(4)  The term “‘contractual commitments’ shall
include underwriting, when issues, when distributed and de-
layed delivery contracts, the writing or endorsement of puts
and calls and combinations thereof, commitments in foreign
currencies, and spot (cash) commodities contracts, but shall
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not include uncleared regular way purchases and sales of
securities and contracts in commodities futures. A series of
contracts of purchase or sale of the same security condi-
tioned, if at all, only upon issuance may be treated as an in-

dividual commitment.
Adequately Secured

(5) Indebtedness shall be deemed to be adequately
secured within the meaning of this section when the excess
of the market value of the collateral over the amount of the
indebtedness is sufficient to make the loan acceptabile as a
fully secured loan to banks regularly making secured loans
to brokers or dealers.

Customer

(6) The term ““customer’’ shall mean any person
from whom, or on whose behalf, a broker or dealer has re-
ceived, acquired or holds funds or securities for the account
of such person, but shall not include a broker or dealer, or a
general, special or limited partner or director or officer of
the broker or dealer, or any person to the extent that such
person has a claim for property or funds which by contract,
agreement or understanding, or by operation of law, is part
of the capital of the broker or dealer or is subordinated to
the claims of creditors of the broker or dealer. Provided,
however, that the term ‘‘customer’’ shall also include a bro-
Kei oF dealer, but unly insofar as such broker or dealer main-
tains a special omnibus account carried with another broker
or dealer in compliance with 12 CFR 220.4(b) of Regulation
T under the Securities Exchange Act of 1934.

Al PP .
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(7) The term "‘non-customer’’ means a broker or
dealer, general partner, limited partner, officer, director and
persons to the extent their claims are subordinated to the
claims of creditors of the broker or dealer.

Market Maker

(8) The term “market maker” shall mean a dealer
who, with respect to a particular security, {i) regularly pub-
lishes bona fide, competitive bid and offer quotations in a
recognized inter-dealer quotation system; or {ii} furnishes
bona fide competitive bid and offer quotations on request;
and, (iii) is ready, willing and able to effect transactions in
reasonable quantities at his quoted prices with other brokers
or dealers.

Promptly Transmit and Deliver

(9) A broker or dealer is deemed to “‘promptly trans-
mit’" all funds and to ““promptly deliver” all securities with-
in the meaning of subparagraphs {a}{2)(v) and (a}{3) of this
section where such transmission or delivery is made no later
than noon of the next business day after the receipt of such
funds or securities, provided, however, that such prompt
transmission or delivery shall not be required to be effected
prior to the settlement date for such transactions.

Forward and Promptly Forward

(10) A broker or dealer is deemed to “‘forward”’ or

“promptly forward’’ funds or securities within the meaning
of subdivisions \l; uli'ClLig'll \VI) of Suu;’)afagf&i}h {aHQ) Gf‘-!‘y‘

when such forwarding occurs no later than noon of the next
business day following receipt of such funds or securities.

Ready Market

(11)(i) The term “‘ready market’’ shall include a recog-
nized established securities market in which there exists in-
dependent bona fide offers to buy and sell so that a price
reasonably related to the last sales price or current bona
fide competitive bid and offer quotations can be determined
for a particular security almost instantaneously and where
payment will be received in settlement of a sale at such
price within a relatively short time conforming to trade
custom.

{ii) A “ready market’’ shall also be deemed to exist
where securities have been accepted as collateral for a loan
by a bank as defined in Section 3(a){6) of the Securities Ex-
change Act of 1934 and where the broker or dealer demon-
strates to its Examining Authority, that such securities ade-
quately secure such loans as that term is defined in subpara-
graph {(c}{5) of this section.

Examining Authority

(c}(12) The term “Examining Authority” of a
broker or dealer shall mean for the purposes of 17 CFR 240.
15¢3-1 and 240.15¢3-1a-d the national securities exchange
or national securities association of which the broker or
deaier is a member or, if the broker or deaier is a member
of more than one such self-regulatory organization, the or-
ganization designated by the Commission as the Examining
Authonty for such broker or dealer, or if the broker or deal-
er is not a member of any such self-regulatory organization,
the Regionai Office of the Commission where such broker
or dealer has its principal place of business.

Equity

(c)(13) For purposes of subparagraphs {c}(2)(x)
and (xi), equity shall be computed by adding the credit bal-
ance (if any) in the account to the current market value of
all securities {including listed options) carried long in the ac-
counts specified in subparagraphs (c){(2){x) and (xi) and de-
ducting the debit balance (if any) in the account and the
current market value of all securities (including listed op-
tions) carried short in such accounts.

Debt-Equity Requirements

{(d) No broker or dealer shail permit the total
of outstanding principal amounts of its satisfactory subordi-
nation agreements (other than such agreements which quali-
fy under this paragraph (d) as equity capital} to exceed 70
percent of its debt-equity total, as hereinafter defined, for a
period in excess of 90 days or for such longer period which
the Commission may, upon application of the broker or
dealer, grant in the public interest or for the protection of
investors. In the case of a corporation, the debt-equity total
shall be the sum of its outstanding principal amounts of satis-
factory subordination agreements, par or stated value of
capital stock, paid in capital in excess of par, retained earn-
ings, unrealized profit and loss or other capital accounts. [n

BN
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the case of a partnership, the debt-equity total shall be the
sum of its outstanding principal amounts of satisfactory sub-
ordination agreements, capital accounts of partners {exclu-
sive of such partners’ securities accounts) subject to the pro-
visions of paragraph (e} of this section, and unrealized profit
and loss. In the case of a sole proprietorship, the debt-equity
total shail include the sum of its outstanding principal a-
mounts of satisfactory subordination agreements, capital
accounts of the sole proprietorship and unrealized profit
and loss. Provided, however, that a satisfactory subordina-
tion agreement entered into by a partner or stockholder
which has an initial term of at least three years and has a re-
maining term of not less than 12 months shall be considered
equity for the purposes of this paragraph (d) if: (1) it does
not have any of the provisions for accelerated maturity pro-
vided for by subparagraphs (b}{(9){i), (b}{10){i} or (B}(10}{ii)
of Appendix (D), 17 CFR 240.15¢3-1d, and is maintained as
capital subject to the provisions restricting the withdrawal
thereof required by paragraph (e) of this section or (2} the
partnership agreement provides that capital contributed pur-
suant to a satisfactory subordination agreement as defined

in Appendix {D), 17 CFR 240.15¢3-1d, shall in all respects
be partnership capital subject to the provisions restricting
the withdrawal thereof required by paragraph (e} of this sec-
tion.

Limitation on Withdrawal of Equity Capital

(e) No equity capital of the broker or dealer or
a subsidiary or affiliate consolidated pursuant to Appendix

{C), 17 CFR 240.15c3-1¢, whether in the form of capital

contributions by partners {excluding securities in the secu-
rities accounts of partners and balances in limited partners’
capital accounts in excess of their stated capital contribu-
tions), par or stated value of capital stock, paid-in capital in
excess of par, retained earnings or other capital accounts,
may be withdrawn by action of a stockholder or partner,

or by redemption or repurchase of shares of stock by any of
the consolidated entities or through the payment of divi-
dends or any similar distribution, nor may any unsecured
advance or loan be made to a stockholder, partner, sole pro-
prietor or employee if, after giving effect thereto and to any
other such withdrawals, advances or loans and any Payments
of Payment Obligations (as defined in Appendix (D), 17
CFR 240.15c¢3-1d} under satisfactory subordination agree-
ments which are scheduled to occur within six months fol-
lowing such withdrawal, advance or loan, either aggregate
indebtedness of any of the consolidated entities exceeds
1000 percentum of its net capital or its net capital would
fail to equal 120 percentum of the minimum dollar amount
required thereby or would be less than 7 percent of aggre-
gate debit items computed in accordance with 17 CFR 240.
15¢3-3a, or in the case of any broker or dealer included
within such consolidation if the total outstanding principal
amounts of satisfactory subordination agreements of the
broker or dealer {(other than such agreements which qualify
as equity under paragraph (d) of this section) would exceed
70 percent of the debt-equity total as defined in paragraph
(d). Provided, that this provision shall not preclude a bro-
ker or dealer from making required tax payments or preclude
the payment to partners of reasonable compensation.

Alternative Net Capital Requirement

A broker or dealer who is not exempt from

{£) (1)

the provisions of 17 CFR 240.15¢3-3 under the Securities
Exchange Act of 1934 pursuant to subparagraph (k){1) or
(k)(2}{i) may elect not to be subject to the limitations of
paragraph (a) of this section respecting aggregate indebted-
ness as defined in subparagraph (c)(1) of this section and
certain deductions provided for in subparagraph (c)(2) of
this section. Provided, that in order to qualify to operate
under this paragraph (f), such broker or dealer shall at ail
times maintain net capital equal to the greater of $100,000
or 4 percent of aggregate debit items computed in accord-
ance with the Formula for Determination of Reserve Re-
quirements for Brokers and Dealers (Exhibit A to Rule
15¢3-3, 17 CFR 240.15¢3-3a) and shall notify, the Examin-
ing Authority for such broker or dealer and the Regional Of-
fice of the Commission in which the broker or dealer has its
principal place of business, in writing of its election to oper-
ate under this provision. Once a broker or dealer has deter-
mined to operate pursuant to the provisions of this para-
graph (f), he shall continue to do so uniess a change in such
election is approved upon application to the Commission.

(2}  In the case of a broker or dealer who has
consolidated a subsidiary pursuant to Appendix (C), 17 CFR
240.15¢3-1c, such broker’s or dealer’s minimum net capital
requirements shall be the sum of the greater of $100,000
or 4 percent of the parent broker’s or dealer’s aggregate
debit items computed in accordance with 17 CFR 240.15¢3-
3a and the total of each consolidated broker or dealer sub-
sidiary’s minimum net capitai requirements. The minimum
net capital requirements of a subsidiary electing to operate
pursuant to paragraph (f) of this section shall be the greater
of $100,000 or 4 percent of its aggregate debit items com-
puted in accordance with 17 CFR 240.15¢3-3a. Where the
subsidiary which has been consolidated has not eiected to
operate pursuant to paragraph (f}, its minimum net capital
requirement is the greater of its requirements under para-
graph (a) of this section or 6-2/3 percent of its aggregate in-
debtedness.

(3) A broker or dealer electing to operate pur-
suant to this paragraph (f} shall be subject to the deductions
set forth in subparagraph (c}(2) of this section, except that
he shall not be subject to the deductions required by sub-
paragraphs (c}(2)(vi){G), (c){2){vi){J), (c) {2} (vi}(K){i), and
(c}(2) (vi)}{M) and shall in fieu thereof deduct the following
amounts under subparagraph (c}{2) in its computation of
net capital:

Convertible Debt Securities

(i) In the case of a debt security not in default
which has a fixed rate of interest and a fixed maturity date
and which is convertible into an equity security, the deduc-
tion shall be as follows: If the market value is 100 percent
or more of its principal amount, the deduction shall be de-
termined as specified in (ii) below; if the market value is less
than its principal amount the deduction shall be determined
as in subdivision (c){2)(vi)(F) of this section if such securities
are rated as required by subdivision {(c}(2}{vi){F);

Other Securities
(ii}  In the case of all securities, except as pro-

vided in Appendix (A}, 17 CFR 240.15¢3-1a, which are not
included in any of the percentage categories specifically
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enumerated in subdivisions (A)-{H) or {(K){ii} of subpara-
graph (c)(2)(vi) of this section, the deduction shall be 15
percent of the market value of the fong positions. To the
extent the market value of short positions exceeds 25 per-
cent of the market value of long positions, there shall be a
percentage deduction equal to 30 percent of the market
value of such excess. Provided, that no deduction need be
made in the case of {A) a security which is convertible into
or exchangeable for other securities within a period of 90
days, subject to no conditions other than the payment of
money, and the other securities into which such security is
convertible or for which it is exchangeable are short in the
account of such broker or dealer or (B} a security which has
been called for redemption and which is redeemable within
90 days. Provided, further, that at the option of the broker
or dealer, securities described in subdivision (c}{2Hvi)(l) of

he included in the computation of the de-
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ductions under this subdivision (f}(3)(ii) if a lesser deduction
would result.
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Undue Concentrations

{iii) In the case of money market instruiments, or
securities of a single class or series of an issuer, including
any option written, endorsed or held to purchase or sell se-
curities of such a single class or series of an issuer, (other
than “exempted securities”) and securities underwritten (in
which case the deduction provided for herein shall be ap-
plied after 11 business days) which are long or short in the
proprietary or other accounts of a broker or dealer and which
have a market value of more than 10 percent of the “net cap-
ital”” of a broker or deaier before the application of subpara-
graphs (c)(2){vi), (f)(3) or Appendix (A), 17 CFR 240.15c¢3-
1a, there shall be an additional deduction from net worth
equal to 50 percent of the percentage deduction otherwise
provided by this section or Appendix (A), 17 CFR 240.15c3-
1a (in the case of securities described in subparagraph (f}(3)
{i) which receive a 30% deduction or securities described in
subparagraph (f)(3)(ii) the deduction required by this suk?-
division {f)(3){iii) shall be 15%) on that portion of the secu-
rities position in excess of 10 percent of the “‘net capital’’
of the broker or dealer before the application of subpara-
graphs (c)(2) (vi), (f)(3)(i) and (ii) and Appendix (A), 17
CFR 240.15¢c3-1a. This provision shall apply notwithstand-
ing any long or short position exemption provided for in
subparagraphs (c}(2){vi)(1) or (f){3)(ii} (except for a long or
short position exemption arising out of the first proviso to
subparagraph (f){3){ii)) and the deduction on any such ex-
emption position shall be 16% of that portion of the posi-
tion in excess of 10% of net capital before the application
of subparagraph {c)(2)(vi), subparagraphs (F)(3)(i) and (ii)
and Appendix (A), 17 CFR 240.15¢3-1a. Provided, however,
that any specialist who is subject to a deduction required by
this subdivision (f)(3)(iii) respecting his specialty stock, who
can demonstrate to the satisfaction of the Examining Au-
thority for such broker or dealer that there is sufficient li-
quidity for such specialist’s specialty stock and that such de-
duction need not be applied in the public interest for the
protection of investors may on a proper showing to such
Examining Authority have such undue concentration deduc-
tion appropriately decreased but in no case shall the deduc-
tion prescribed in subdivision (f}(3)(ii) above be reduced.
Each such Examining Authority shall make and preserve for
a period of not fess than 3 years a record of each application
granted pursuant to this subdivision, which shall contain a

summary of the justification for the granting of the applica-
tion.

(4) 1n the case of any deductions for open contrac-
tual commitments provided for in subparagraph (c}{2){viii)
of this section, the deduction for securities which are des-
cribed in subparagraph (f}{2){ii) shall be 30 percent.

(5) In addition to the foregoing, brokers or dealers
electing this alternative shall:

(i) make the computation required by 17 CFR 240.
15¢3-3(e) and set forth in Exhibit A, 17 CFR 240.15c3-3a,
on a weekly basis and, in lieu of the 1 percent reduction of
certain debit items required by Note B(2) in the computa-
tion of their Exhibit A requirement, reduce aggregate debit
items in such computation by 3 percent;

(i} include in Items 7 and 8 of Exhibit A, 17 CFR
240.15¢3-3a, the market value of items specified therein
over 7 business days old;

{ili} exclude credit balances in accounts representing
amounts payable for securities not yet received from the is-
suer or its agent which securities are specified in subdivision
{(c)(2){vi)(A) and (E) of this section and any related debit
items from the Exhibit A requirement for three business
days.

Transitional Provisions

g{1} On September 1, 1975 the provisions of para-
graph (a) of this section and Appendix D (17 CFR 240.15¢c
3-1d) sha!l be applicable to all brokers or dealers subject to
the provisions of this section; provided, however, that untii
no later than January 1, 1976 the computation of aggregate
indebtedness and net capital may continue to be computed
pursuant to the respective capital rules to which the broker
or dealer was subject prior to September 1, 1975.

(2) Each Examining Authority shall file with the
Commission no later than July 31, 1975 a plan providing
for the transition to the provisions of subparagraphs {c){1)
and (c}{2), paragraphs (d), {¢) and (f) of this section and Ap-
pendices A, B and C {17 CFR 240.15¢3-1a, 240.15¢3-1b,
and 240.16¢3-1c} for those brokers or dealers tor which it
is the Examining Authority. Such plan shall set forth the
steps such Examining Authority will be required to take (in-
cluding but not limited to modifications of reporting and
surveillance requirements and the education of both exami-
ners and broker-dealers) in order to provide for the orderly
transition to ali provisions of this section and Appendices
A-D (17 CFR 240.15c3-1a, 240.15¢3-1b, 240.15¢3-1c and
240.15c3-1d) no later than January 1, 1976 and such Exa-
mining Authority’s program for accomplishing those steps.

Appendix A to Rule 15¢3-1, 17 CFR 240.15¢3-1a
Options
Certain Definitions
{a)(1) The term “listed option’ shall mean any option

traded on a registered national securities exchange or facility
of a registered national securities association.
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(2) The term “unlisted option’ shall mean any option
not traded on a registered national securities exchange or
facility of a registered national securities association.

Certain Adjustments to Net Worth For Listed Options Be-
fore Computing the Deductions Specified in (c) Below

(b} (1) The market value of short positions in listed
options shall be added to net worth and the market value of
any long positions in listed options, which relate to long or
short securities positions or short positions in listed options,
shall be deducted from net worth, and;

(2) the amount by which the market value of a
short security position, which is related to a long listed call,
exceeds the exercise value of such long call, or the amount
by which the exercise value of a long listed put, which is re-
lated to a long security position, exceeds the market value of

the long security, shall be added to net worth, and;

{3) the amount by which the market vaiue of
the underlying security woulid exceed the exercise value of
the short listed call, or the amount by which the exercise
value of a short listed put exceeds the market value of the
underlying security, shall be deducted from net worth.

Deductions From Net Worth for Uncovered Options and
Securities Positions in Which the Broker or Dealer Has Off-
setting Option Positions

(c)  Every broker or dealer shall in computing net capi-
tal pursuant to 17 CFR 240.15¢3-1 deduct from net worth
the percentages of all securities positions or options in the
proprietary or other accounts of the broker or dealer speci-
fied below. However, where computing the deductions re-
quired for a security position as if the security position had
no related option position and positions in options as if un-
covered would result in a lesser deduction from net worth,

the broker or dealer may compute such deductions separately.

Uncovered Calls

{1) Where a broker or dealer is short a call, de-
ducting, after the adjustment provided for in paragraph (b)
of this Appendix (A), 30 percent {(or such other percentage
required by subdivisions (A}-(K} of subparagraph {c}{2){vi)
of 17 CFR 240.15c3-1) of the current market value of the
security underlying such option reduced by any excess of
the exercise value of the call over the current market value
of the underlying security. Provided, that in no event
shall the deduction provided by this subparagraph be less
than $250 for each option contract for 100 shares.

Uncovered Puts

(2) Where a broker or dealer is short a put, de-
ducting, after the adjustment provided for in paragraph (b)
of this Appendix (A), 30 percent (or such other percentage
required by subdivisions (A)-(K) of subparagraph (c)(2){vi)
of 17 CFR 240.15¢3-1) of the current market value of the
security underlying the option reduced by any excess of the
market value of the underlying security over the exercise
value of the put. Provided, that in no event shall the deduc-
tion provided by this subparagraph be less than $250 for
each option contract for 100 shares.

Covered Calls

{3) Where a broker or dealer is short a call and
long equivalent units of the underlying security, deducting,
after the adjustments provided for in paragraph (b) of this
Appendix {A}, 30 percent (or such other percentage required
by subdivisions (A)-(K) of subparagraph (c){2){vi) of 17 CFR
240.15¢3-1 or 15 percent where a broker or dealer operates
pursuant to paragraph (f) of 17 CFR 240.15¢3-1) of the
current market value of the underlying security reduced by
any excess of the current market value of the underlying
security over the exercise value of the call. Provided, that
no such reduction shall have the effect of increasing net
capital.

Covered Puts

(4) Where a broker or dealer is short a put and
short equivalent units of the underlying security, deducting
after the adjustment provided for in paragraph (b} of this
Appendix (A}, 30 percent or such other percentage required
by subdivisions (A}-(K) of subparagraph {(c)(2)(vi) of 17
CFR 240.15c3-1) of the current market value of the under-
lying security reduced by any excess of the exercise value
of the put over the market value of the underlying security.
Provided, that no such reduction shall have the effect of in-
creasing net capital.

Conversion Accounts

(8} Where a broker or dealer is long equivalent
units of the underlying security, long an unlisted put written
or endorsed by a broker or dealer and short an unlisted call
in his proprietary or other accounts, deducting 10 percent
(or 50 percent of such other percentage required by subdivi-
sions {A)-{K) of subparagraph (c)(2){vi) of 17 CFR 240.15¢c
3-1 or b percent where a broker or dealer operates pursuant
to paragraph (f) of 17 CFR 240.15¢3-1) of the market value

of the underlying security.

(6) Where a broker or dealer is short equivalent
units of the underlying security, long an unlisted call written
or endorsed by a broker or dealer and short an unlisted put
in his proprietary or other accounts, deducting 10 percent
{or 50 percent of such other percentage required by subdivi-
sions (A)-(K)} of subparagraph {c)}{2}{vi) of 17 CFR 240.15¢c
3-1) of the market value of the underlying security.

Long Over-the-Counter Options

(7)  Where a broker or dealer is long an unlisted
put or call endorsed or written by a broker or dealer, de-
ducting 30 percent (or such other percentage required by
subdivisions {A-K)of subparagraph (c)(2){vi) of 17 CFR 240.
15¢3-1 or 15 percent where a broker or dealer operates pur-
suant to paragraph (f} of 17 CFR 240.15¢3-1) of the market
value of the under!ying security, not to exceed any value at-
tributed to such option in paragraph (c}(2)(i) of 17 CFR
240.15c¢3-1.

Listed Options
(8) Where a broker or dealer is long listed options

and there is no offsetting security position, deducting 30
percent of the market value of any net long positions in op-
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****** the same underlying security, with the same exercise
price and the same expiration date. Where a broker or deal-
er has a net short position in an option in the same under-
lying security, with the same exercise price and the same ex-
piration date and for which the broker or dealer does not
have a related position in the underlying security or an op-
tion position otherwise provided for in this Appendix (A),
the deduction shall be determined as provided in subpara-
graph {c){1) or (2) of this Appendix (A).

Certain Security Positions With Offsetting Options

(3) Where a broker or deater is long a security
for which he is also long a listed put {such broker or dealer
may in addition be short a call), deducting, after the adjust-
ments provided in paragraph (b) of this Appendix (A}, 30
percent {15 percent in the case of a broker or dealer oper-
ating pursuant to paragraph (f) of 17 CFR 240.15¢c3-1) of
the market value of the long security position not to exceed
the amount by which the market value of equivalent units
of the long security position exceeds the exercise value of
the put. Provided, that if the exercise value of the put is
equal to or exceeds the market value of equivalent units of
the long security position, no percentage deduction shall be
applied.

{10) Where a broker or dealer is shorta security
for which he is also long a listed cali {such broker or dealer
may in addition be short a put), deductinig, after the adjust-
ments provided in paragraph (b) of this Appendix (A}, 30
percent of the market value of the short security position
not to exceed the amount by which the exercise value of
the long call exceeds the market vaiue of equivaient uniis of
the short security position. Provided, that if the exercise
value of the call is less than or equal to the market value of
equivalent units of the short security position no percentage
deduction shall be applied.

Certain Spread Positions

(11)  Where a broker or dealer is short a listed call
and is also long a listed call in the same class of option con-
tracts and the long option expires on the same date as or
subsequent to the short option, the deduction, after the ad-
justments required in paragraph {b) of this Appendix (A},
shall be the amount by which the exercise value of the long
call exceeds the exercise value of the short call. Provided,
that if the exercise value of the long call is less than or equal
to the exercise value of the short call, no deduction is re-
quired.

{12) Where a broker or dealer is short a listed put
and is also long a listed put in the same class of option con-
tracts and the fong option expires on the same date as or
subsequent to the short option, the deduction, after the ad-
justments required in paragraph (b} of this Appendix {A),
shall be the amount by which the exercise value of the short
put exceeds the exercise value of the long put. Provided,
that if the exercise value of the long put is equal to or great-
er than the exercise value of the short put, no deduction is
required.

Appendix B to Rule 15¢3-1, 17 CFR 240.15¢3-1b

Deductions From Net Worth for Certain Cormmodities Trans-
actions

o
o

(a) Every broker or dealer in computing net capital purse-

ant to 17 CFR 240.15¢3-1 shall:

{1) Deduct 30 percent of the market vaiue of ali
“long’* and all “‘short’" future commodity contracts {other
than those contracts representing spreads and straddles in
the same commodity and those offsetting or hedging any
“spot’”’ commodity positions) carried in the proprietary or
other accounts of the broker or dealer.

(2) Deduct 30 percent of the market value of spot
commodities long or short in the proprietary or other ac-
counts of the broker or dealer and in customers’ and non-
customers’ accounts liquidating to a deficit. Provided, that
the deduction shall be 10 percent of the market value of tr=
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the extent they

spot commodities 10
commodity contracts or forward spot commodity contracts
in the same commodity.

are hedged by future

(3) Deduct, after application of calls for margin,
marks to market or other required deposits outstanding 5
business days or less, the total of credit lines grented by the
broker or dealer in ““trade’’ accounts with net long positions
or in “‘trade’’ accounts with net short positions, whichever
is greater, plus any credit lines granted on open commodity
contracts in “‘trade’” accounts with no net iong or netshort
position. In computing the credit line granted in the case G7
each account, deduct the amount of the equity or deficit
therein. Provided, that any deficit is deducted under other
provisions of 17 CFR 240.15¢3-1. For purposes of this sub-
division ‘,trade’’ accounts shall mean an account for a busi-
ness entity which regularly is engaged in the importing or
processing of the commodity or the by-products thereof for
which the credit line is granted.

{4) Deduct the tota! amount by which the daily
limit fluctuation of all future commodity contracts carried

. for a customer’s and non-customer’s account or accounts

controlled by such persons exceeds 15 percent of ihe debt-
equity total of the broker or dealer as defined in paragraph
(d) of 17 CFR 240.15c3-1. Contracts in each customer’s

or non-customer’s account representing purchases and sales
of a like amount of the same commodity in the same markez
may be eliminated. The daily limit fluctuations for future
contracts effected in foreign markets are 1o be considered
the same as if such contracts had been effected in a domes-
tic market.

(5) Deduct exclusive of liquidating deficits deductec
under other provisions of 17 CFR 240.15¢3-1, the amount ct
cash required to provide margin on all future commodity
contracts in customer’s and non-customer’s accounts equal
1o the amount necessary, after application of calis for margi=
marks to market or other required deposits which are out-
standing 5 business days or less, to restore the original mar-
gin required by the relevant commodity exchange, or the
clearing house requirement, per contract, if the commodity
exchange has no original margin requirement, when the cri-
ginal margin has been depleted by 50 percent.

(6) Deduct the amount of cash required to provide
margin equal to 20 percent of the market value in each
customer’s and non-customer's account with equity, after
application of calls for margin, marks to market or other re-
quired deposits outstanding 5 business days or less, when
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such account contains spot commodity positions, evidenced
by warehouse receipts issued by a warehouse licensed by a
commodity exchange, which are the result of a future con-
tract tendered through an exchange within the last 90 days,
and are not hedged by future contracts in the same com-

modity.

{7) Deduct the amount of cash required to provide
margin equal to 10 percent of the market value in each cus-
tomer's or non-customer’s combined account with equity,
after application of calls for margin, marks to the market or
other required deposits outstanding 5 business days or less,
when such account contains spot commodity positions evi-
denced by warehouse receipts issued by a warehouse li-
censed by a commodity exchange, which are the result of a
future contract tendered through an exchange within the last
90 days and are hedged by future contracts in the same com-
modity.

(8) Deduct an amount equal to 1/2 percent of the
market value of the total long or total short futures con-
tracts (other than those contracts representing spreads or
straddles in the same commodity and those contracts off-
setting or hedging any “spot” commodity positions) in each
commodity, whichever is greater, carried for all customers
and non-customers.

(9) Deduct the debit balance in each customer’s spot
(cash) commodity account (i) other than the result of a ten-
der made on a futures contract within the past 90 days and
{ii) not evidenced by warehouse receipts issued by a ware-
house licensed by a commodity exchange.

Appendix C to Rule 15¢3-1, 17 CFR 240.15¢3-1c Consoli-
dated Computations of Net Capital and Aggregate Indebted-

ness for Certain Subsidiaries and Affiliates o
Flow Through Capital Benefits

{a)  Every broker or dealer in computing its net capi-
tal and aggregate indebtedness pursuant to 17 CFR 240.15¢
3-1 shall, subject to the provisions of paragraphs (b) and (d)
of this Appendix, consolidate in a single computation assets
and liabilities of any subsidiary or affiliate for which it guar-
antees, endorses or assumes directly or indirectly the obliga-
tions or liabilities. The assets and liabilities of a subsidiary
or affiliate whose liabilities and obligations have not been
guaranteed, endorsed, or assumed directly or indirectly by
the broker or dealer, may also be so consolidated if an opin-
ion of counse! is obtained as provided for in paragraph (b)
below.

Required Counsel Opinions

(b) (1) 1f the consolidation, provided for in (a)
above, of any such subsidiary or affiliate results in the in-
crease of the broker’s or dealer’s net capital and/or de-
crease in the broker's or dealer’s ratio of aggregate indebted-
ness to net capital or increases the broker’s or dealer’s net
capital and/or decreases the minimum net capital require-
ment called for by subparagraph (f)(1) of 17 CFR 240.15¢3
-3 and an opinion of counsel called for in subparagraph (b)
{2) has not been obtained, such benefits shall not be recog-
nized in the broker’s or dealer’s computation required by
this section.

{2). Except as provided for in paragraph {b){1)
above, consolidation shall be permitted with respect to any
subsidiaries or affiliates which are majority owned and con-
trolied by the broker or dealer for which the broker or deal-
er can demonstrate to the satisfaction of the Commission,
through the Examining Authority, by an opinion of counsel
that the net asset values, or the portion thereof related to
the parent’s ownership interest in the subsidiary or affiliate
may be caused by the broker or dealer or a trustee appointed
pursuant to the Securities Investor Protection Act of 1970
or otherwise, to be distributed to the broker or dealer with-
in 30 calendar days. Such opinion shall also set forth the
actions necessary to cause such a distribution to be made,
identify the parties having the authority to take such ac-
tions, identify and describe the rights of other parties or
classes of parties, including but not limited to customers,
general creditors, subordinated lenders, minority sharehold-
ers, employees, litigants and governmental or regulatory au-
thorities, who may delay or prevent such a distribution and
such other assurances as the Commission or the Examining
authority by rule or interpretation may require. Such opin-
ion shall be current and periodically renewed in connection
with the broker’s or dealer’s annual audit pursuant to 17
CFR 240.17a-5 under the Securities Exchange Act of 1934
or upon any material change in circumstances.

Principles of Consolidation

{c) In preparing a consolidated computation of net
capital and/or aggregate indebtedness pursuant to this sec-
tion, the following minimum and non-exclusive requirements
shall be observed:

(1) Consolidated net worth shall be reduced by
the estimated amount of any tax reasonably anticipated to
be incurred upon distribution of the assets of the subsidiary
or affiliate.

(2) Liabilities of a consolidated subsidiary or af-
filiate which are subordinated to the claims of present and
future creditors pursuant to a satisfactory subordination a-
greement shall not be added to consolidated net worth un-
less such subordination extends also to the claims of present
or future creditors of the parent broker or dealer and all
consolidated subsidiaries.

(3) Subordinated liabilities of a consolidated sub-
sidiary or affiliate which are consolidated in accordance with
subparagraph (c)(2) above may not be prepaid, repaid or
accelerated if any of the entities included in such consolida-
tion would otherwise be unable to comply with the provi-
sions of Appendix (D), 17 CFR 240.15c3-1d.

(4) Each broker or dealer included within the
consolidation shall at all times be in compliance with the
net capital requirement to which it is subject.

Certain Precluded Acts

{d} No broker or dealer shall guarantee, endorse or
assume directly or indirectly any obligation or liability of a
subsidiary or affiliate unless the obligation or liability is re-
flected in the computation of net capital and/or aggregate
indebtedness pursuant to 17 CFR 240.15¢3-1 or this Appen-
dix {C), except as provided in paragraph {(b)(1) above.
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Append/' x D to Rule 15¢3-1, 17 CFR 240.15c¢3-1d Satis-
factory Subordination Agreemeiits
Introduction

{a) (1)  This Appendix sets forth minimum and non-ex-
clusive requirements for satisfactory subordination agree-
ments (hereinafter ‘subordination agreement’’). The Ex-
amining Authority may require or the broker or dealer may
include such other provisions as deemed necessary or appro-
priate to the extent such provisions do not cause the subor-
dination agreement to fail to meet the minimum requirements
of this Appendix (D).

Certain Definitions

(2) For purposes ot 17 CFR 240.15c3-1 and this
Appendix {D):

(i) A subordination agreement may be either a
subordinated loan agreement or a secured demand note
agreement.

(ii) The term “‘subordinated loan agreement’
shall mean the agreement or agreements evidencing or gov-
erning a subordinated borrowing of cash.

(iti) The term “Collateral Value’' of any securities
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market value of such securities after giving effect to the per-
centage deductions specified in subparagraph {c)(2}(vi) of
17 CFR 240.15¢3-1.
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the obligation of a broker or dealer in respect of any ub-
ordination agreement {A) to repay cash loaned to the broker
or dealer pursuant to a subordinated loan agreement or (B)
to return a secured demand note contributed to the broker
or dealer or reduce the unpaid principal amount thereof and
to return cash or securities pledged as collateral to secure
the secured demand note and {C) “Payment’’ shall mean

the performance by a broker or dealer of a Payment Obliga-
tion. {v) (A) The term “‘secured demand note agree-
ment’’ shall mean an agreement (including the related secu-
red demand note) evidencing or governing the contribution
of a secured demand note to a broker or dealer and the
pledge of securities and/or cash with the broker or dealer as
collateral to secure payment of such secured demand note.
The secured demand note agreement may provide that nei-
ther the lender, his heirs, executors, administrators or assigns
shall be personally liable on such note and that in the event
of default the broker or dealer shall look for payment of
such note solely to the collateral then pledged to secure the
same.

(B) The secured demand note shall be a
promissory note executed by the lender and shall be payable
on the demand of the broker or dealer to which it is con-
tributed; provided, however, that the making of such demand
may be conditioned upon the occurrence of any of certain
events which are acceptable to the Commission and to the
Examining Authority for such broker or dealer.

(C) If such note is not paid upon present-
ment and demand as provided for therein, the broker or
dealer shall have the right to liquidate all or any part of the

securities then pledged as collateral to secure payment of the
same and to apply the net proceeds of such liquidation, to-
gether with any cash then included in the collateral, in pay-
ment of such note. Subject to the prior rights of the broker
or dealer as pledgee, the lender, as defined herein, may re-
tain ownership of the collateral and have the benefit of any
increases and bear the risks of any decreases in the value of
the collateral and may retain the right to vote securities con-
tained within the collateral and any right to income there-
from or distributions thereon, except the broker or dealer
shall have the right to receive and hold as pledgee all divi-
dends payable in securities and all partial and complete
liguidating dividends.

(D) Subject to the prior rights of the broker or
dealer as pledgee, the lender may have the right to direct the
sale of any securities included in the collateral, to direct
the purchase of securities with any cash included therein, to
withdraw excess collateral or to substitute cash or other se-
curities as collateral, provided that the net proceeds of any
such sale and the cash so substituted and the securities so
purchased or substituted are held by the broker or dealer,
as pledgee, and are included within the collateral to secure
payment of the secured demand note, and provided further
that no such transaction shall be permitted if, after giving
effect thereto, the sum of the amount of any cash, plus the
Collateral Value of the securities, then pledged as collateral
to secure the secured demand note would be less than the
unpaid principal amount of the secured demand note.

{E)  Upon payment by the lender, as distinguished
from a reduction by the lender which is provided for in sub-
division (b){6){iii) or reduction by the broker or dealer as

nrovided for in subnaraoranh (K7 of thic Angnendix (DY
PrOVIGRC TOV IN SUDPRAaragrapn (/1 OF Tnis AppenGixX (v,

of all or any part of the unpaid principal amount of the
secured demand note, a broker or dealer shall issue to the
lender a subordinated loan agreement in the amount of such
payment {(or in the case of a broker or dealer that is a part-
nership credit a capital account of the lender) or issue pre-
ferred, or common stock of the broker or dealer in the a-
mount of such payment, or any combination of the fore-
going, as provided for in the secured demand note agree
ment.

(F)  The term “lender’’ shall mean the person who
lends cash to a broker or dealer pursuant to a subordinated
loan agreement and the person who contributes a secured de-
mand note to a broker or dealer pursuant to a secured de-
mand note agreement.

Minimum Requirements for Subordination Agreements

(b) (1) Subject to paragraph (a) above, a subrodina-
tion agreement shall mean a written agreement between the
broker or dealer and the lender, which (i) has a minimum
term of one year, except for temporary subordination a-
greements provided for in subparagraph (c}(5) of this Ap-
pendix (D}, and (ii) is a valid and binding obligation enforce-
able in accordance with its terms (subject as to enforcement
to applicable bankruptcy, insolvency, reorganization, mora-
torium and other similar laws) against the broker or dealer
and the lender and their respective heirs, executors, ad-
ministrators, successors and assigns.

Specific Amount



(2) Ali subordination agreements shall be for a spe-
cific dollar amount which shall not be reduced for the dura-
tion of the agreement except by instaliments as specifically
provided for therein and except as otherwise provided in

this Appendix (D).
Effective Subordination

{3) The subordination agreement shall effectively
subordinate any right of the lender to receive any Payment
with respect thereto, together with accrued interest or com-
pensation, to the prior payment or provision for payment in
full of all claims of all present and future creditors of the
broker or dealer arising out of any matter occurring prior
to the date on which the retated Payment Obligation ma-
tures consistent with the provisions of 17 CFR 240.15c3-1
and 240.15¢3-1d, except for ctaims which are the subject
of subordination agreements which rank on the same priori-
ty as or junior to the claim of the lender under such sub-

ordination agreements.
Proceeds of Subordinated Loan Agreements

(4) The subordinated loan agreement shall provide
that the cash proceeds thereof shall be used and dealt with
by the broker or dealer as part of its capital and shall be sub-
ject to the risks of the business.

Certain Rights of the Broker or Dealer

{5) The subordination agreement shall provide that
the broker or dealer shall have the right to:

(i) Deposit any cash proceeds of a subordinated
toan agreement and any cash pledged as collateral to secure
a secured demand note in an account or accounts in its own
name in any bank or trust company;

(i) Pledge, repledge, hypothecate and rehypothe-
cate, any or all of the securities pledged as collateral to se-
cure a secured demand note, without notice, separately or in
common with other securities or propeity for the purpose
of securing any indebtedness of the broker or dealer; and

(i1} Lend to itself or others any or all of the secu-
rities and cash pledged as collateral to secure a secured de-
mand note.

Collateral for Secured Demand Notes

{6} Only cash and securities which are fully paid for
and which may be publicly offered or sold without registra-
tion under the Securities Act of 1933, and the offer, sale
and transfer of which are not otherwise restricted, may be
pledged as cotlateral to secure a secured demand note. The
secured demand note agreement shall provide that if at any
time the sum of the amount of any cash, plus the Collateral
Value of any securities, then pledged as collateral to secure
the secured demand note is less than the unpaid principal a-
mount of the secured demand note, the broker or dealer
must immediately transmit written notice to that effect to
the lender and the Examining Authority for such broker or
dealer.

The secured demand note agreement shall also require that

{i) The lender, prior to noon of the business day
next succeeding the transmittal of such notice, may pledge
as collateral additional cash or securities sufficient, after
giving effect to such pledge, to bring the sum of the amount
of any cash plus the Collateral Value of any securities, then
pledged as collateral to secure the secured demand note, up
to an amount not less than the unpaid principal amount of
the secured demand note; and

{ii)  Unless additional cash or securities are pledged
by the lender as provided in (i} above, the broker or dealer
at noon on the business day next succeeding the transmittal
of notice to the lender must commence sale, for the account
of the iender, of such of the securities then piedged as col-
tateral to secure the secured demand note and apply so much
of the net proceeds thereof, together with such of the cash
then pledged as collateral to secure the secured demand note,
as may be necessary to eliminate the unpaid principal a-
mount of the secured demand note; provided, however, that
the unpaid principal amount of the secured demand note
need not be reduced below the sum of the amount of any
remaining cash, plus the Collateral Value of the remaining
securities, then pledged as collateral to secure the secured
demand note. The broker or dealer may not purchase for
its own account any securities subject to such a sale.

iii)  The secured demand note agreement may also
provide that, in lieu of the procedures specified in the pro-
visions required by {ii) above, the tender with the prior writ-
ten consent of the broker or Jdealer and the Examining Au-
thotity for the broker ur deaier may reduce the unpaid prin-
cipai amount of the secured demand note. Provided, that
after giving effect to such reduction the aggregate indebted-
ness of the broker or dealer would not exceed 1000 per-
centum of its net capital or, in the case of a broker or dealer
operating pursuant to paragraph (f) of 17 CFR 240.15¢3-1,
net capital would not be less than 7% of aggregate debit
items computed in accordance with 17 CFR 240.15¢3-3a.
Provided, further, that no single secured demand note shall
be permitted to be reduced by more than 15 percent of its
original principal amount and after such reduction no excess
collateral may be withdrawn, No Examining Authority shall
consent to a reduction of the principal amount of a secured
demand note if, after giving effect to such reduction, net
capital would be less than 120 percent of the minimum dol-
far amount required by 17 CFR 240.15¢3-1.

Permissive Prepayments

{7) A broker or dealer at its option but not at the op-
tion of the lender, may, if the subordination agreement so
provides, make a Payment of all or any portion of the Pay-
ment Obligation thereunder prior to the scheduled maturity
date of such Payment Obligation (hereinafter referred to as
a “Prepayment’’), but in no event may any Prepayment be
made before the expiration of one year from the date such
subordination agreement became effective; provided, how-
ever, that the foregoing restriction shall not apply to tempo-
rary subordination agreements which comply with the
provisions of subparagraph {c)(5) of this Appendix (D). No
Prepayment shall be made, if, after giving effect thereto

{and to all Payments of Payment Obligations under any
other subordinated agreements then outstanding the matu-
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rity or accelerated maturities of which are scheduled to fall
1ue within six months after the date such Prepayment is to
accur pursuant to this provision or on or prior to the date on
which the Payment Obligation in respect of such Prepay-
ment is scheduled to mature disregarding this provision,
whichever date is earlier) without reference to any projected
profit or loss of the broker or dealer, either aggregate in-
debtedness of the broker or dealer would exceed 1000 per-
centum of its net capital or its net capital would be less

than 120 percentum of the minimum dollar amount required
by 17 CFR 240.15¢3-1 or, in the case of a broker or dealer
operating pursuant to paragraph (f) of 17 CFR 240.15¢3-1,
its net capital would be less than 7% of its aggregate debit
items computed in accordance with 17 CFR 240.15¢3-3a or
its net capital would be less than 120% of the minimum dol-
lar amount required by paragraph (f) of 17 CFR 240.15¢3-1.
Notwithstanding the above, no Prepayment shall occur with-
out the prior written approval of the Examining Authority
for such broker or dealer.

Suspended Repayment

(8) (i) The Payment Obligation of the broker or dealer
in respect of any subordination agreement shall be suspend-
ed and shall not mature if, after giving effect to Payment of
such Payment Obligation (and to all Payments of Payment
Obligations of such broker or dealer under any other sub-
ordination agreement(s) then outstanding which are sche-
duled to mature on or before such Payment Obligation)

either (a) the aggregate indebtedness of the broker or dealer
would exceed 1200 percentum of its net capital or, in the
case of a broker or dealer operating pursuant to paragraph
(f) of 17 CFR 240.15¢3-1, its net capital would be less than
6 percent of aggregate debit items computed in accordance

with 17 CFR 240.15¢3-3a, or (b) its net capital would be

earlier than six months after the effective date of such
subordination agreement, accelerate the date on which the
Payment Obligation of the broker or dealer, together with
accrued interest or compensation, is scheduled to mature to
a date not earlier than six months after the giving of such
notice, but the right of the lender to receive Payment, to-
gether with accrued interest or compensation, shall remain
subordinate as required by the provisions of 17 CFR 240.
15¢3-1 and 240.15¢3-1d.

(i} Notwithstanding the provisions of subpara-
graph (b){8) of this Appendix, the Payment Obligation of
the broker or dealer with respect to a subordination agree-
ment, together with accrued interest and compensation,
shall mature in the event of any receivership, insolvency, li-
quidation pursuant to the Securities Investor Protection Act
of 1970 or otherwise, bankruptcy, assignment for the bene-
fit of creditors, reorganization whether or not pursuant to
the bankruptcy laws, or any other marshalling of the assets
and liabilities of the broker or dealer but the right of the
lender to receive Payment, tegether with accrued interest or
compensation, shall remain subordinate as required by the
provisions of 17 CFR 240.15¢3-1 and 240.15¢3-1d.

st

Accelerated Maturity of Subordination Agreements on
Event of Default and Event of Acceleration— Obligation to
Repay to Remain Subordinate

{10) (i) A subordination agreement may provide that
the lender may, upon prior written notice to the broker or
dealer and the Examining Authority of the broker or dealer
of the occurrence of any Event of Acceleration {as herein-
after defined) given no sooner than six months after the ef-
fective date of such subordination agreement, accelerate

the date on which the Payment Obligation of the broker or

less than 120 percent of the minimum dollar amount required dealer, together with accrued interest or compensation, is

by 17 CFR 240.15¢3-1 including paragraph (f), if applicable.
Provided, that the subordination agreement may provide
that if the Payment Obligation of the broker or dealer there-
unider does not mature and is suspended as a result of the
requirement of this subparagraph (b}(8) for a period of not
less than six months, the broker or dealer shall thereupon
commence the rapid and orderly liquidation of its business,
but the right of the lender to receive Payment, together with
accrued interest or compensation, shall remain subordinate
as required by the provisions of 17 CFR 240.15¢3-1 and
240.15c3-1d.

{ii) Whenever a subordination agreement provides
that a broker or dealer shall commence a rapid and orderly
liguidation, as permitted in (i) above, the date on which the
liguidation commences shall be the maturity date for each
subordination agreement of the broker or dealer then out-
standing, but the rights of the respective lenders to receive
Payment, together with accrued interest or compensation,
shall remain subordinate as required by the provisions of 17
CFR 240.15¢3-1 and 240.15¢3-1d.

Accelerated Maturity-Obligation to Repay to Remain Sub-
ordinate

(9) (i)  Subject to the provisions of subparagraph (b)
(8) of this Appendix, a subordination agreement may pro-
vide that the fender may, upon prior written notice to the
broker or dealer and the Examining Authority given not

scheduled to mature, to the last business day of a calendar
month which is not less than six months after notice of ac-
celeration is received by the broker or dealer and the Ex-
amining Authority for the broker or dealer. Any subordina-
tion agreement containing such Events of Acceleration may
also provide, that if upon such accelerated maturity date the
Payment Obligation of the broker or dealer is suspended as
required by subparagraph (b)(8) of this Appendix (D) and
liguidation of the broker or dealer has not commenced on
or prior to such accelerated maturity date, then notwith-
standing subparagraph (b)(8) of this Appendix the Payment
Obligation of the broker or dealer with respect to such sub-
ordination agreement shall mature on the day immediately
following such accelerated maturity date and in any such
event the Payment Obligations of the broker or dealer with
respect to all other subordination agreements then outstand-
ing shall also mature at the same time but the rights of the
respective lenders to receive Payment, together with accrued-
interest or compensation, shall remain subordinate as re-
quired by the provisions of this Appendix (D). Events of
Acceleration which may be included in a subordination a-
greement complying with this subparagraph (b}{10) shall be
limited to:

(A) failure to pay interest or any installment of prin-
cipal on a subordination agreement as scheduled;

(B) failure to pay when due other money obliga-
tions of a specified material amount;
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(C) discovery that any material, specified representa-
tion or warranty of the broker or dealer which is included
in the subordination agreement and on which the subordina-
tion agreement was based or continued was inaccurate ina
material respect at the time made;

(D) any specified and clearly measurable event which
is included in the subordination agreement and which the
lender and the broker or dealer agree (1) is a significant indi-
cation that the financial position of the broker or dealer has
changed materially and adversely from agreed upon speci-
fied norms or (2) could materially and adversely affect the
ability of the broker or dealer to conduct its business as con-
ducted on the date the subordination agreement was made;
or (3) is a significant change in the senior management of
the broker or dealer or in the general business conducted by
the broker or dealer from that which obtained on the date
the subordination agreement became effective;

{E} any continued failure to perform agreed con-
venants included in the subordination agreement relating to
the conduct of the business of the broker or dealer or re-
lating to the maintenance and reporting of its financial

position; and

{ii) Notwithstanding the provisions of subparagraph
{b)(8) of this Appendix, a subordination agreement may pro-
vide that, if liquidation of the business of the broker or
dealer has not already commenced, the Payment Obligation
of the broker or dealer shall mature, together with accrued
interest or compensation, after defined).
may also provide that, if liquidation of the business of the
broker or dealer has not already commenced, the rapid and
orderly liquidation of the business of the broker or dealer
shall then commence upon the happening of an Event of De-
fault. Any subordination agreement which so provides for
maturity of the Payment Obligation upon the occurrence of
an Event of Default shall also provide that the date on which
such Event of Default occurs shall, if liquidation of the bro-
ker or dealer has not already commenced, be the date on
which the Payment Obligations of the broker or dealer with
respect to all other subordination agreements then outstand-
ing shall mature but the rights of the respective lenders to
receive Payment, remain subordinate as required by the pro-
visions of this Appendix (D). Events of Default which may
be included in a subordination agreement shall be limited to:

Cioinh
Such agreement

{A) the making of an application by the Securities
Investor Protection Corporation for a decree adjudicating
that customers of the broker or dealer are in need of protec-
tion under the Securities Investor Protection Act of 1970
and the failure of the broker or dealer to obtain the dismissal
of such application within 30 days;

(B) the aggregate indebtedness of the broker or deal-
er exceeding 1500 percentum of its net capital or, in the
case of a broker or dealer which has elected to operate un-
der paragraph (f) of 17 CFR 240.15c¢3-1, its net capital com-
puted in accordance therewith is less than 4% of its aggre-
gate debit items computed in accordance with 17 CFR 240.
15c3-3a, throughout a period of 15 consecutive business
days, commencing on the day the broker or dealer first de-
termines and notifies the Examining Authority for the bro-
ker or dealer, or the Examining Authority or the Commission
first determines and notifies the broker or dealer of such

fact;

(C) the Commission shall revoke the registration of
the broker or dealer;

(D} the Examining Authority shall suspend (and not
reinstate within 10 days) or revoke the broker’s or dealer’s
status as a member thereof;

(E) any receivership, insolvency, liquidation pur-
suant to the Securities Investor Protection Act of 1970 or
otherwise, bankruptcy, assignment for the benefit of credit-
ors, reorganization whether or not pursuant to bankruptcy
laws, or any other marshalling of the assets and liabilities of
the broker or dealer.

A subordination agreement which contains any of the
provisions permitted by this subparagraph (b){10) shall not
contain the provision otherwise permitted by clause (i} of
subparagraph (b)(9).

(c)

Miscellaneous Provisions
Prohibiied Cancellation

(1) The subordination agreement shall not be subject
to cancellation by either party; no Payment shall be made
with respect thereto and the agreement shall not be termina-
1ed, rescinded or modified by mutual consent or otherwise
if the effect thereof would be inconsistent with the require-
ments of 17 CFR 240.15¢3-1 and 240.15¢3-1d.

Notice of Maturity or Accelerated Maturity

{2) Every broker or dealer shall immediately notify the
Examining Authority for such broker or dealer if, after giv-
ing effect to all Payments of Payment Obligations under
subordination agreements then outstanding which are then
due or mature within the following six months without
reference to any projected profit or loss of the broker or
dealer, either the aggregate indebtedness of the broker or
dealer would exceed 1200 percentum of its net capital or
its net capital would be less than 120 percent of the mini-
mum dollar amount required by 17 CFR 240.15c3-1 or, in
the case of a broker or dealer who is operating pursuant to
paragraph (f) of 17 CFR 240.16¢3-1, its net capital would
be less than 6 percent of aggregate debit items computed in
accordance with 17 CFR 240.15c¢3-3a or less than 120% of
the minimum dollar amount required by paragraph (f) of 17
CFR 240.156c3-1.

Certain Legends

(3) If all the provisions of a satisfactory subordination
agreement do not appear in a single instrument, then the
debenture or other evidence of indebtedness shall bear on
its face an appropriate legend stating that it is issued subject
to the provisions of a satisfactory subordination agreement
which shall be adequately referred to and incorporated by
reference.

Legal Title to Securities

{4)  All securities piedged as collateral to secure a secu-
red demand note must be in bearer form, or registered in the
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name of the broker or dealer or the name of its nominee or
custodian.

Temporary Subordinations

(5)  For the purpose of enabling a broker or dealer to
participate as an underwriter of securities or other extra-
ordinary activites in compliance with the net capital require-
ments of 17 CFR 240.15c¢3-1, a broker or dealer shall be
permitted, on no more than three occasions in any 12-month
period, to enter into a subordination agreement on a tem-
porary basis which has a stated term of no more than 45
days from the date such subordination agreement became
effective. Provided, that this temporary relief shall not ap-
ply to a broker or dealer if, at such time, it is subject to any
of the reporting provisions of 17 CFR § 240.17a-11 under
the Securities Exchange Act of 1934, irrespective of its com-
pliance with such provisions or if immediately prior to enter-
ing into such subordination agreement either (a) the aggre-
gate indebtedness of the broker or dealer exceeds 1000 per-
centum of its net capital or its net capital is less than 120%
of the minirmum dollar amount required by 17 CFR 240.15¢
3-1, or (b) in the case of a broker or dealer operating pur-
suant to paragraph (f) of 17 CFR 240.15c3-1, its net capital
is less than 7 percent of aggregate debits computed in ac-
cordance with 17 CFR 240.15¢3-3a or less than 120% of the
minimum dollar amount required by paragraph (f), or (c)
the amount of its then outstanding subordination agreements
exceeds the limits specified in paragraph (d} of 17 CFR 240.
15¢3-1. Such temporary subordination agreement shail be
subject to all the other provisions of this Appendix.

Filing

(6) Two copies of any proposed subordination agree-
ment {including non-conforming subordination agreements)
shall be filed at least 10 days prior to the proposed execu-
tion date of the agreement with the Commission’s Regional
Office for the region in which the broker or dealer main-
tains its principal place of business or at such other time as
the Regional Office for good cause shall accept such filing.
Copies of the proposed agreement shall also be filed with
the Examining Authority in such quantities and at such time
as the Examining Authority may require. The broker or
dealer shall also file with said parties a statement setting
forth the name and address of the lender, the business rela-
tionship of the lender to the broker or dealer, and whether
the broker or dealer carried funds or securities for the lender
at or about the time and proposed agreement was so filed.
All agreements shall be examined by the Commission’s Re-
gional Office or the Examining Authority with whom such
agreement is required to be filed prior to their becoming
effective. No proposed agreement shall be a satisfactory
subordination agreement for the purposes of this section un-
less and until the Examining Authority has found the agree-
ment acceptable and such agreement has become effective
in the form found acceptable.

Subordination Agreements in Effect Prior to Adoption

(7)  Any subordination agreement which has been en-
tered into prior to September 1, 1975 and which has been
deemed to be satisfactorily subordinated pursuant to 17 CFR
240.15¢3-1 as in effect prior to September 1, 1975 or net
capital rules of a registered national securities exchange, the

members of which previously had been exempted from 17
CFR 240.15c3-1, shall continue to be deemed a satisfactory
subordination agreement until the maturity of such agree-
ment. Provided, that no renewal of an agreement which
provides for automatic or optional renewal by the broker
or dealer or lender shall be deemed to be a satisfactory sub-
ordination agreement unless such renewed agreement meets
the requirements of this Appendix within 6 months from
September 1, 1975. Provided, further, that all subord;nation
agreements must meet the requirements of this Appendix
within b years of September 1, 1975.

LA R EE R A RS EREEEE:]

By the Commission.
George A. Fitzsimmons
Secretary
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006
August 8, 1975

To: All NASD Members

Subject: New York State and New York City Taxes on Securities Transactions

New York State Stock Transfer Tax

Members are advised that a 25 percent surcharge on the total New York
State Stock Transfer Tax payable, became effective on August 1, 1975. The
surcharge applies to all taxable transactions including sales made by New
York State residents, non-residents, single taxable sales made in New York
and transactions such as record transfers and deliveries not involving a
sale. The new transfer tax rate schedules for residents and non-residents
are as follows:

Resident Rates

Selling Price Per Share Tax Rate Schedule
Less than $5 1.56 cents
$5 or more and less than $10 3.13 cents
$10 or more and less than $20 4.69 cents
$20 or more 6.25 cents

Non-Resident Rates

Selling Price Per Share Tax Per Share
Less than $5 .79 cents
$5 or more and less than $10 1.56 cents
$10 or more and less than $20 2.35 cents
$20 or more 3.13 cents

The surcharge is effective with trades of August 1, 1975 and remains in
effect until July 31, 1976. The maximum amount of tax on a ''single taxable
sale' has been increased from $350 to $437.50. When a delivery or transfer
subject to the tax occurs without the shares being sold, as in the case of a
gift or other voluntary transfer, the tax is increased from 2.5 cents per share
to 3.13 cents per share.
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New York City Tax on Sale and Purchase of Certificates of Indebtedness

Members located in New York City are advised of a new tax on corporate
bond transactions which is expected to be effective beginning on transactions
executed on August 15, 1975. This new tax law would place a tax of 25¢ per
$1000 face value or fraction thereof on both the buy and sell side of corporate
bond transactions with a maximum tax of $250 per single taxable sale. Exemptions
from the tax are provided for certain inter-dealer transactions as well as for
dealer purchases.

Questions regarding this notice may be directed to the Uniform Practice
of National Clearing Corporation*, Two Broadway, New York, N. Y. 10004,

* This notice which applies to all NASD Members, has been issued by National
Clearing Corporation. The Board of Directors of NCC interprets and enforces
the provisions of the NASD's Uniform Practice Code.
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

August 14,1975

To: A1l NASD Members
Attn: Managing Partner/0Officer, Cashier

Re: Proposed Interim Amendments to NCC Rules and Procedures with Regard to
New York City Tax on Sale and Purchase of Certificates of Indebtedness

Under the provisions of Title HH of the Administrative Code of the City
of New York, a New York City tax on sale and purchase of certificates of
indebtedness is expected to become effective with transactions executed on
August 15, 1975, and remain in effect until August 14, 1976. Accordingly,
attached hereto are proposed interim amendments to the NCC Rules and the NASD
Uniform Practice Code in order that NCC may provide a central facility for
the collection of these taxes from its members and the submission of funds
collected to the appropriate tax authorities if so directed by said taxing
authorities.

In anticipating that regulations will be promulgated under said Title HH
in a similar form as those promulgated with regard to New York State Stock
Transfer Taxes, it may be mandatory that NCC Members make payment of the
applicable taxes through NCC. It is expected that Members will be advised

retained for future reference.

as to details regarding the NCC tax submission form to be used and the inclusion

of any New York City tax code or legend to be stamped on certificates at
such time as the New York City tax and regulations are effective.

It should be remembered that when the New York City tax becomes effective

NCC Members shall be responsible for the maintenance of tax records and the
accuracy and authenticity thereof.

In the event that this tax does not become effective as anticipated, then
the proposed amendments attached hereto will not become effective.

Questions regarding this notice may be directed to the Uniform Practice
Division of National Clearing Corporation’*, Two Broadway, New York, N.Y. 10004,

(212)952-4018.

% This notice which applies to all NASD Members, has been issued by National
Clearing Corporation. The Board of Directors of NCC interprets and enforces
the provisions of the NASD's Uniform Practice Code.
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INTERIM RULE 120 (New-¥ork-State-Fransfer Taxes)

Sec.120.01. (Payment Required Through Corporation)

Clearing Members that do not make payment of applicable, (1) New York State
stock transfer taxes and (2) New York City taxes on the sale and purchase of
certificates of indebtedness, through an exchange clearing corporation shall
make such payment through the Corporation. Each such Clearing Member shall, at
or before 10:00 A.M. on each business day, deliver to the Corporation on a the
prescribed forms a reports indicating the amount of taxes due for settlement
on that day with respect to transactions effected by such Clearing Member. |If
no such taxes are so payable, the Clearing Member shall nonetheless file a the
reports stating that no tax is due, at or before 10:00 A.M.

Sec.120.02, (Applicable Rules)

On the day on which it receives the reports required under Section 120.01,
the Corporation will debit the account of the Clearing Member making such reports
with the amount of taxes payable as shown in such reports, and, in accordance
with the applicable law and regulations, will remit or pay such amounts to the
prescribed depository in New York City for the accounts of the New York State
Tax Commission and/or the New York City tax authorities.

Sec.120.04. (Procedures for Compliance with Tax Regulations: Cleared Transactions)

Every Clearing Member paying New-¥ork-State-stock-transfer taxes through the
Corporation pursuant to Section 120.01 shall, with respect to transactions in
cleared securities, impress by rubber stamp, (1) on the certificate of stock or
other corporate certificate where such certificate is delivered pursuant to a
balance order issued by the Corporation, (2) on each page of a copy of each
stock contract list and supplemental sale stock contract list and purchase and
sale bond contract list retained by such Clearing Member, and (3) on confirmation
hotices filed with the Corporation covering sales, a certification in substantially
the following forms:

"'NEW YORK STATE STAMP TAXES PAID
THROUGH NAT!ONAL CLEARING CORPORATION

.....................................

(Member - National Clearing Corporation)'

or

New York City Tax Stamp to Appear Here




UNIFORM PRACTICE CODE

Sec,.14. (Stamp Taxes) Members shall, as required by the rules and regulations

of jurisdictions imposing taxes on sales, purchases or other transfers of
securities, furnish tax stamps or pay the tax through securities clearing
organizations.

In the event that taxes are due pursuant to state stock transfer taxes:

(a) The seller shall furnish to the buyer at the time of delivery a sale
memorandum ticket to which shall be affixed and canceled sufficient State
transfer stamps as are required by the State in which the sale occurs, or the
tax may be paid by the seller through stock securities clearing organizations.

Additional stamps
(b) If any stamps in addition to those required by paragraph (a) hereof

are desired by the buyer the furnishing of such additional stamps by the seller
may be made a part of the transaction.

Sellers failure to furnish stamps

(c) If the buyer has requested the additional State stamps, provided by
paragraph (b) and at the time of delivery of the security the seller does not
furnish or has not made adequate provision for such stamps, the buyer may
furnish and cancel such additional State transfer stamps and deduct the cost

thereof from the purchase price.



NESS RULE 14 (Fransfer Taxes)

(a) 1t shall be the responsibility of each Participant to pay all transfer
taxes on the sale, purchase or other transfer of securities which may be payable
with regard to any security contained in a NESS Delivery settled through the
facilities of the Clearing Corporation, and the Clearing Corporation shall not
be liable for the payment of any such taxes. The Clearing Corporation shall be
entitled to rely on the representations of a Participant that any applicable
transfer tax is payable, with respect to a particular delivery, which represen-
tation shall be made in the form prescribed by the Clearing Corporation.

(b) Unless the Participant pays its (i) New York State Stock Transfer Tax
and (ii) New York City tax on the sale and purchase of certificates of indebtedne
through the American Stock Exchange or the New York Stock Exchange, each Participant
shall pay #ts-New-¥ork-State-Stock-Fransfer-Fax such taxes through the Clearing
Corporation on such forms as may be required by the Clearing Corporation.

Py -3
22

(c) Each Participant shall submit such forms as the Clearing Corporation
may require indicating the amount of transfer taxes due, or that no tax is due,
on any security contained in a NESS Delivery. Such forms must accompany each
NESS Delivery. Each non-New York Participant shall be debited and charged the
amount of the tax indicated on the form as due on the next succeeding business
day. New York Participants shall be debited and charged the amount of the tax
indicated on the form as due on the same business day.

(d) Each Participant shall be required to indicate one Clearing Center through
which all trapefer taxes will be paid by such Participant. E
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST +« WASHINGTON D.C. 20006
August 20, 1975
All NASD Members

Labor Day, Monday, September 1, 1975 - Holiday
Settlement Schedule for Non-NCC Transactions

Securities markets and the NASDAQ system will be closed on Labor

Day, Monday, September 1, 1975. Non-NCC transactions + ("regular-way™) made
on the business days immediately preceding September 1 will be subject to
the following schedule of settlement dates:

Settlement dates for "regular-way" transactions

Trade Date Settlement Date 7th Business Davy¥*
August 21 August 28 September 2
22 29 3
August 25 September 2 September U
26 3 5
27 4 8
28 5 9
29 8 10
September 1 Labor Day Labor Day
2 September 9 September 11
3 10 12

+Members with NCC transactions should refer to NCC Important Notice which will
be distributed shortly.

*Date for determining the close out provisions under Section U(c) (2) of Regulation
T of the Federal Reserve Board.

Questions regarding this notice may be directed to the Uniform Practice

Division of Natiomal Clearing Corporation®*¥*, Two Broadway, 8th Floor, New York,
New York 10004 (212) 952-4018.

**This notice, which applies to all NASD members, has been issued by National Clearing

Corporation. The Board of Directors of NCC interprets and enforces the provisions
of the NASD's Uniform Practice Code.
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

August 22, 1975

To: A1l NASD Members

Subject: New Corporate Bond Tax (New York City)

In Notice to Members 75-53 dated August 8, 1975 you were advised of a new
corporate bond tax imposed by the City of New York, which was effective with
transactions executed on August 15, 1975.

Because of the broad application of the tax law, members located outside
New York City as well as members located in New York City may incur a tax
liability related to trades, deliveries or transfers of corporation bonds. For
this reason and until further clarifications and interpretations are made by the
New York Tax Commission, which are expected to be distributed in future NASD
notices to members, members should take the following steps:

I. Obtain copies of

A. The New York City Law, Title HH of Chapter 46 of the
Administrative Code of the City of New York.

B. Regulations Related to the New York City Tax.

It is understood that copies of the two above documents will be mailed to
members by the New York Tax Commission. At the present time some of the documents
are still in the printing stage.

Il. Since there appears to be some misunderstanding as to the transactions
to which the tax applies, members are advised to review the tax documents with
their counsel to determine their potential tax liability. Generally, corporate
bond trades that are either executed or negotiated in New York City are subject
to the tax. Corporate bond trades that are executed or negotiated outside the
City may be subject to the tax if delivery or record transfer takes place in New
York City. There are a number of exemptions from the tax which are set forth in
the law and regulations.

A. Questions regarding the applicability of the tax to trades or
of a substantive legal nature should be directed in writing to:

-

P



Mr. Victor A. Redling, Assoc. Tax Examiner
Miscellaneous Tax Bureau

Stock Transfer Tax Section

State Campus, Building 9

Albany, New York 12227

or by calling the staff of the
Miscel laneous Tax Bureau
Stock Transfer Tax Section

at (518) 457-4275 or L4276

B. Questions of an operational nature such as recordkeeping,
methods of tax payment, etc., may be directed to:

Mr. Louis Morgenbesser, Principal Tax Examiner,
and the Staff

Miscellaneous Tax Bureau

Stock Transfer Tax Section

2 World Trade Center

New York, New York

(212) 488-6073, 6074 or 6079

The methods of paying the tax by use of tax stamps, through clearing

organizations, optional methods, etc., are contained in the Tax Regulations
which also contain required language for certifications, rubber stamps, etc.
Questions in this regard, however, may be directed to the above indicated in B.

As indicated earlier, further clarifications of the tax law are expected
from the Tax Commission and will be forwarded, if appropriate.*

* This notice, which applies to all NASD Members, has been issued by National
Clearing Corporation. The Board of Directors of NCC interprets and enforces
the provisions of the NASD's Uniform Practice Code.
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST +« WASHINGTON D.C. 20006

August 25, 1975

I M P ORTANT

TO: All NASD Members

RE: Procedures Governing the Review and Approval
of Subordination Agreements

In Notice to Members No. 75-52, dated August 11, 1975, the
Association reviewed amendments to Rule 15¢3-1 (the "uniform net
capital rule') under the Securities Exchange Act of 1934. The notice
explained that effective September 1, 1975, the rule requires that all
subordination agreements be approved by the designated examining
authority.

The minimum standards governing the contribution and form of
secured demand notes as well as subordinated contributions of cash are
set forth in Appendix D of the rule, the text of which was included in
Notice to Members No. 75-52. In addition, the rule requires that all
subordinated capital contributions be made in the form of cash or quali-
fied securities. All contributions of securities must be made via a
secured demand note agreement.

As of the September 1, 1975, the effective date of Appendix D,
the Association requests that each subordination agreement be filed on
the standardized forms provided by the NASD, these being Form SL-1
for subordinated loan agreements and Form SL-3 for secured demand note
agreements. Copies of these forms as well as filing instructions are avail-
able in each of the NASD District Offices. Though it is not mandatory
that members utilize these forms when filing with the NASD, their use
would simplify the process of review and facilitate the timely approval of
all agreements.

In addition to the adoption of a standardized form, the following
procedures will govern the filing of all subordination agreements:
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o Two copies of each subordination agreement must be
filed no later than thirty (30) days prior to the anticipated
effective date with the NASD Department of Enforcement
in Washington, D. C. to the attention of Bradford M.
Patterson. In addition, one copy must be filed simulta -
neously with the NASD District Office for the region in
which the broker-dealer maintains its principal place
of business. The member must file a copy of the agree-
ment with the appropriate SEC Regional Office no later
than ten (10) days prior to the anticipated effective date
of the agreement.

e All members shall be required to provide each lender with
a copy of NASD Form SLD which is a reprint of Appendix
D of the rule. Each lender shall attest in writing on the
subordination agreement itself that he has received and

reviewed this Form.

e All notifications required pursuant to the provisions of
any agreement accepted by the Association must be filed
with both the appropriate District Office and the Depart-
ment of Enforcement.

e All acceptances or disapprovals of subordination agree-

ments shall be in writing and will be forthcoming from the

NASD's Department of Enforcement. No notice of accep-
tance or disapproval will emanate from the District Offices.

Should you have any questions regarding this notice they should
be directed to Theodore W. Prush at (202) 833-7209 or Bradford M.,
Patterson at (202) 833-7324.

Sincerely,

%n

Senior Vice President
Regulation
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