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NOTICE TO MEMBERS: 76-3//
Notices to Members should be
retained for future reference.

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST

ALL NASD MEMBERS

1976 Schedule of Holidays

WASHINGTON D.C. 20006

January 12, 1976

Listed below is the NASD 1976 Schedule of Holidays.

February 16, Monday
April 16, Friday

May 31, Monday

July 5, Monday
September 6, Monday
November 2, Tuesday
November 25, Thursday
December 24, Friday
December 31, Friday

Washington's Birthday
Good Friday
Memorial Day

Tem Anamaimdammna Tacr
L11UcC PC HUcCILiCC /a
Labor Day

National Election Day
Thanksgiving Day
Christmas

New Year's

Sincerely,

Gordon S. Macklin
President
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST ¢ WASHINGTON D.C. 20006

January 12, 1976

ALL NASD MEMBERS

Corrected 1976 Schedule of Holidays
(Replaces Notice to Members 76-1)

Listed below is the NASD 1976 Schedule of Holidays.

February 16, Monday Washington's Birthday
April 16, Friday Good Friday

May 31, Monday Memorial Day

July 5, Monday Independence Day
September 6, Monday Labor Day

November 2, Tuesday National Election Day
November 25, Thursday Thanksgiving Day
December 24, Friday Christmas

Sincerely,

Gordon S. Macklin
President
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

January 12, 1976

TO: All NASD Members

oy}
!
O
[
o
R
o
a
[}
[
\<l

Listed below are the Notices to Members which have been issued
during the fourth quarter of 1975,

Members should note that only one copy of each Notice to Members
is mailed to every main office of every member. Copies are not mailed
to branch offices or to additional personnel in the main office other than
the Executive Representative., Therefore, we suggest that all members
retain the original copy of each Notice to Members in a separate file in
their main office, and that copies needed for internal or branch office
distribution be duplicated from the original Notice,

If your main office file is missing any of the following notices,
please write to the Office Services Administrator at the NASD Executive
Office. Requests for copies should be accompanied by a self-addressed
label,

Serial No, Subject Date
75-62 Quarterly Check-List (Third Quarter 1975) 10/6/75
75-63 Reporting Transactions via Form T 10/6/75
75-64 New York City Corporate Bond Tax 10/7/75
75-65 Responsibilities of Members Concerning 10/28/75

Commissions, Markups and Charges for Services
in a Competitive Environment

75-66 Registration of Personnel Engaged in Municipal 11/10/75
Securities Transactions

75-67 Appointment of SIPC Trustee for Westco Financial 11/18/75
Corporation

- more -
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75-69

75-70

75-71

75-72
75-73

75-74
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Christmas Day and New
Non-NCC Transactions

Application of Sales Charge Refund Requirements
to Exchanges of Mutual Fund Shares

New York (State) Stock Transfer Tax
New York City (Corporate) Bond Transfer Tax

Uniform Net Capital Rule Interpretations
NASD Qualification Program for Principals

NASD Qualification Examination Program
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12/11/75

12/11/75

12/29/75

12/31/75
12/31/75

12/31/75
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

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

January 15, 1976

IMPORTANT

TO: All NASD Members

RE: Subordination Agreements

In Notice to Members No. 75-57 dated August 25, 1975 the
Association outlined its responsibilities under the amendment to SEC
Rule 15c3-1 (the ""Uniform Net Capital Rule'') for the review and ac-
ceptance as satisfactory subordination agreements all agreements
filed with it by those of its members for whom the Association has
been designated examining authority.

The Notice also discussed in detail NASD procedures govern-
ing the filing of these agreements, including the introduction of standard-
ized forms. These were developed not only to accelerate the review
process and to facilitate prompt acceptance, but perhaps more importantly
to our members, to simplify the preparation of subordination agreements
while at the same time greatly reducing the costs which were previously
inherent in such filings.

In furtherance of this goal, the Association has put into place
the following four (4) additional forms which it recommends be utilized
by members making filings with us:

SL-2 Temporary Subordinated Loan Agreement

SL-4 Temporary Secured Demand Note Collateral Agreement
SL-5 Subordinated Loan Agreement for Equity Capital

SL.-6 Secured Demand Note Collateral Agreement for

Equity Capital



Filing instructions have also been developed for these new agreements.
Form TSA encompasses all temporary subordination agreement filings
while Form ESA covers equity agreement filings.

Forms SL-1 and SL-3, already in use, have undergone minor
amendments, as have the filing instructions governing their submission

to the Association. These revised filing procedures are now set forth in
Form SA

LIl 2%,

For the most part, members have been following the Associa-
tion's filing procedures. However, one area has presented a problem,
that being failure to file agreements according to prescribed procedures
at least thirty (30) days prior to the proposed effective date. We wish to
emphasize the necessity for doing so. This will insure sufficient time
for the processing and acceptance of agreements. Also, those members
not utilizing our standard forms must still follow the Association's filing
rocedures as set forth in Forms SA, TSA and ESA,.

ML o addn AT T o el A
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ment program. Briefly, there are six (6) standard forms (Forms SL-1
through SL-6) designed to handie all filings with the Association. In addi-
tion, there are filing instructions for each type of agreement (i.e. standard,
temporary and equity). All forms can be obtained through the NASD District
Office in your area and requests for subordination agreement forms will be

accompanied by the appropriate instructions.

Any questions regarding this notice should be directed to Bradford
M. Patterson at (202) 833-7324 or to the NASD District Office in your area.

Sincerely,

Frank J.
Senior Vice President
Regulation

Attachment



FORM

SL-1

SL-2
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SL-4

SL-5

SL-6

SDN

SLD

TITLE
Subordinated Loan Agreement

Temporary Subordinated Loan
Agreement
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Agreement

Temporary Secured Demand Note

Collateral Agreement

Subordinated Loan Agreement
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Secured Demand Note Collateral
Agreement for Equity Capital

Secured Demand Note

Reprint of Appendix D

PROCEDURES

Form SA

Form TSA
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Form TSA

Form ESA

Form ESA



NOTICE TO MEMBERS: 76-4 7 4

1

Notices to Members should be

AREACDH retained for future reference.
iNR\v W

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

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

January 22, 1976

IMPORTANT

PLEASE DIRECT THIS NOTICE
TO ALL
FINANCIAL AND OPERATIONAL OFFICERS AND PARTNERS

TO: All NASD Members
RE: SEC Adopts FOCUS Report and Amends Various
Financial Reporting Rules

SUMMARY

Vil

On December 17, 1975, the SEC announced the adoption of a new
uniform report, known as FOCUS, as part of a major effort to streamline
financial and operational reporting by brokers and dealers.l/ The new report
has been adopted pursuant to Rule 17a-5 under the Securities Exchange Act
of 1934.2/ When fully implemented, the FOCUS Report will replace the infor-
mation presently required by various SEC forms, Forms M and Q, the Joint
Regulatory Report, the income and expense reports, and various other finan-
cial and operational forms and reports now required by self-regulatory organiza-
tions.

In adopting the FOCUS Report, the Commission also announced a
series of amendments to Rule 17a-4, Rule 17a-5, Rule 17a-10, Rule 17a-11
and Rule 172-20 to further implement the FOCUS Report and this newly-revised
system of financial and operational reporting for brokers and dealers. Speci-
fically, Rule 17a-4 has been amended to require that brokers and dealers
maintain, for a minimum period of three years, certain books and records
required for the preparation of the FOCUS Report. Rule 17a-5 was amended

1/ The term FOCUS is an acronym for a "financial and operational combined
uniform single'' report.

2/ See Securities Exchange Act Release No. 11935, dated December 17,
1975, a copy of which is reprinted beginning at page 14 of this notice to

members from the Federal Register, Vol. 40, No. 250, dated Tuesday,
December 30, 1975,



to specify the preparation and filing requirements of the FOCUS Report
including Parts I, II, and IIA of Form X-17A-5 and the annual audit report.

Amendments to Rule 17a-10 have shortened the time period with-
in which Form X-17A-10 must be filed. In addition, Form X-17A-10 has
been substantially amended to conform to the format of the FOCUS Report
and to reduce the amount of income and expense information required. This
reduced information is effective for calendar year 1975. Rule 17a-11 has
been amended to require a broker-dealer subject to it to file Part II of Form
X-17A -5 plus supplementary schedules as required, in place of Form
X-17A-11. Furthermore, the events which require reporting of material
inadequacies under Rule 17a-11 have been revised and the filing by the broker-
dealer of a corrective plan to remedy such inadequacies is now required. Also,
Rule 17a-20 has been amended to both reduce the amount of information
required by Form X-17A-20 and the frequency with which such report must
be filed. Other amendments to Rule 17a-20 eliminate from the reporting
requirement those broker-dealers with less than 20 percent of gross revenue
derived from brokerage commission transactions.

A's part of this new financial reporting system, the Commission
simultaneously announced the approval of plans filed by the NASD and several
other self-regulatory organizations pursuant to Rule 17a-5, Rule 17a-10 and
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Due to the effectiveness of amended Rule 15¢3-1 (the ''net capital
rule') on January 1, 1976, the SEC acted to expedite the adoption of the FOCUS
Report in order that the revised reporting system and the new uniform net

capital rule would be concurrently implemented.

BACKGROUND

The FOCUS Report and the other revisions which have been made
to the existing scheme of financial reporting, as described more fully below,
are mainly the result of recommendations furnished the SEC by the Report
Coordinating Group, a federal advisory committee, appointed by the Com-
mission in May 1974. This Committee was established, with the NASD as a
member, to assist the SEC in its efforts to reduce, consolidate and simplify
current reporting requirements.

The new reporting system converts the existing reporting systems
of the various self-regulatory organizations and the Commission to a report-
ing system based upon general purpose financial statements. Also, the new
system has been structured to consolidate reporting requirements for pur-
poses of surveillance, the annual audit, customer statements and economic

data collection, including the monitoring of the impact of competitive com-
mission rates.



SURVEILLANCE REPORTS

The newly-adopted reporting program replaces all similar
existing programs of the NASD, the SEC and the various exchanges.
Consequently, as of the reporting period commencing January 1, 1976,
the NASD shall no longer require the filing of either Form M or Form Q.

In their place is the FOCUS Report which now requires the monthly report-
ing of summary data of the Form M type by certain specified broker-dealers
(Part I) and detailed quarterly reporting by all of the Form Q or Joint
Regulatory Report (JRR) type (Part II). Smaller broker-dealers and certain

specialty firms file a ''short form" abbreviated version of the quarterly
D
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FOCUS Report - Part I

As noted above, the Part I Report is very similar to the Form M
Report in that it is a summary report containing key financial and opera-
tional information. This part is designed so that trends for a full year in
any of the line items is displayed on a horizontal line on the report. Also,
because of its format, the Part I Report can be readily completed with a
minimum expenditure of preparation time since nearly all of the information
contained therein is presently required to be generated and maintained by
long existing rules of the Commission, the NASD and the exchanges. The
purpose of this part is to provide regulators with timely information to assist
in the early detection of financial and operational problems without undue
inconvenience to members.

FOCUS Report - Part II

Part II of the FOCUS Report is a general purpose financial and
operational report. It is designed to accomplish several objectives: attain
simplicity and uniformity; obtain essential regulatory information; and,
develop financial statements in a format consistent with generally accepted
accounting principles. The instructions to Part II set forth detailed definitions.
Such definitions are intended as a guide for the correct completion of Parts
II and IIA, and apply only to those parts. Part II contains the following finan-
cial statements and schedules:

Financial Statements

Statement of Financial Condition;
Statement of Income (Loss);
Statement of Changes in Stockholders' Equity
or Partners' or Sole Proprietor's Capital; and
Statement of Changes in Liabilities Subordinated
to Claims of General Creditors.
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Schedules

Information for Possession or Control
Requirements Under Rule 15¢3-3;
Computation of Net Capital Under Rule 15¢3-1;
Computation for Determination of Reserve
Requirements Exhibit A of Rule 15¢3-3;
Total Capital and Subordinated Capital Maturing
or Proposed to be Withdrawn Within the Next
Six Months and Details Thereof; and
Financial and Operational Data.

FOCUS Report - Part IIA

Part IIA is an abbreviated version of Part II. It includes a
Statement of Financial Condition, a Computation of Net Capital Under Rule
15c3-1, a Statement of Income (Loss), and a Schedule of Details of Total
Capital and Subordinated Capital Maturing or Proposed to be Withdrawn
Within the Next Six Months.

Rule 17a-11 Reports

Rule 17a-11 has been revised to conform to the new net capital
rule by the addition of subparagraph (b)(2) which applies to the alternative
method of capital computation. Subparagraph (b)(2) is revised to clarify
that a broker or dealer must file a report at the end of the month if a capital
computation made at any time during the month indicates that his total net
capital is below the minimum requirement. The report to be filed under
Rule 17a-11 is now Part II of Form X-17A-5 plus any additional statements

which may be required. Because of this, Form X-17A-11 has been eliminated.

Also, new paragraph (d) requires a broker-dealer who discovers
or receives notice of a material inadequacy pursuant to paragraph (h)(2) of
Rule 17a-5 to give telegraphic notice to the Commission and to file a correc-
tive plan within forty-eight hours thereafter.

Finally, the rule has been amended to require that all notifications
under Rule 17a-11 be given to and/or filed with both the SEC and the desig-
nated examining authority for the member.

SEC Approves NASD and Other Self-Regulators' Plans
For Implementing FOCUS

With the adoption of the FOCUS Report, the Commission also
announced the approval of plans filed by the NASD and seven other self-
regulatory organizations for implementing FOCUS Reports Parts I, Il and



1A, 3/ Through the submission of plans, the various self-regulatory
organizations have agreed to collect the information required by Rule 17a-5
directly from their members thereby eliminating a direct filing requirement
with the SEC for their respective members. Pursuant to each plan, every
self-regulatory organization is required to submit copies of the applicable
parts of the FOCUS Report to the SEC as to each member participating in its
plan.

Part I of the FOCUS Report is to be filed on a monthly basis with
a firm's principal examining authority by all clearing and carrying firms.
Pursuant to the NASD's plan, this report will also be filed by introducing
firms who are designated to the NASD, Pursuant to the NASD's plan, Part I
Reports are required to be filed by all subject firms with the District Office
of the Association for the district in which the member maintains its principal
place of business on or before the tenth calendar day of the month following
the month-end reporting date. The NASD's plan states that the initial Part I
Report will be required to be filed at the NASD by all subject members on or

before February 10, 1976, covering the month of January 1976.

The Part II Report is to be filed with the principal examining
authority each calendar quarter by all clearing and carrying firms no later
than the seventeenth business day following the quarter ending date., For
NASD subject firms, this requirement commences with the guarter er_u-i—i;lg_
March 31, 1976, with the initial report to be filed with the Association's
Executive Office in Washington, D. C. on or before April 26, 1976. The
plans in respect to Part IIA Reports are identical to those for Part II except
that the Part IIA will be filed by firms which do not clear or carry customer
accounts. Also, every broker-dealer required to file an annual audit report
pursuant to Rule 17a-5 must file a fifth quarterly report as of the date selected
for the annual audit if such date does not coincide with a calendar quarter.

According to the NASD plan, the requirement to file a monthly and/
or quarterly report directly with the Association does not apply to any member
participating in a plan adopted by another regulatory body which has been
declared effective by the Commission pursuant to the provisions of Rule 17a-5,
That is, any Association member for whom the Association is not the desig-
nated examining authority shall not be required to file FOCUS Reports directly
with the NASD. Such reports will be filed by such joint members with their
designated examining authority.

In addition, the requirement to file monthly and/or quarterly
reports does not apply to any insurance company member which is registered

3/ In addition to the NASD plan, the SEC approved plans filed by American
Stock Exchange, Boston Stock Exchange, Chicago Board Options Exchange,
Midwest Stock Exchange, New York Stock Exchange, Pacific Stock Exchange
and PBW Stock Exchange.
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with the SEC as a broker-dealer and, which is exempt from SEC Rule 15c¢3-1
and is otherwise operating in compliance with subparagraph (kK)(1)(iv) of
SEC Rule 15c¢3-3.

Summary of
NASD FOCUS Report Filing Requirements

Filing Requirements
Filers Part I Part II Part IIA Exempt
(Monthly) (Quarterly) (Quarterly)
Clearing and Carrying Firms -
$25, 000 minimum net capital
category firms Yes Yes No N/A
Nonclearing and Noncarrying
Introducing Firms - $5,000
minimum net capital category
firms Yes No Yes N/A
Limited Product Firms - 2all
other $5, 000 as well as $2,500
minimum net capital category
firms No No Yes N/A
Insurance Company Members -
Firms exempt from the net
capital rule No No No Yes

NOTE: All Association members covered by the NASD plan for
implementing the FOCUS Report will receive ample
copies of all appropriate forms together with instructions
within the next few weeks. The distribution system will
be similar to that previously used for Forms M and Q.

ANNUAL AUDIT REPORT

The new reporting system also simplifies the annual audit require-
ment of broker-dealers. Pursuant to Rule 17a-5(d), an annual audited report



s required to be filed on either a fiscal or calendar year basis. As part
of that report, the following fi nanmal statements and schedules are required:

[

Financial Statements

Statement of Financial Condition;
Statement of Income (Loss);
Statement of Changes in Financial Position;
Statement of Changes in Stockholders' Equity

or Partners! or Sole Proprietor's Capital; and
Statement of Changes in Liabilities Subordinated

to Claims of General Creditors,

Schedules

Computation of Net Capital Pursuant to
Rule 15¢3-1;

Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3;

Information Relating to the Possession or

Control Requirements Under Rule 15¢3-3; and

A Reconciliation Pursuant to Rule 17a-5(d)(4).

The net capital and Reserve Formula computations made by the
broker-dealer in the Part II or Part IIA filing for the corresponding period
must be reconciled by the auditor as part of his report if the broker-dealer's
computations differ materially from those contained in the audited report.

The date of the audit may be at any point within the calendar year.
A's noted earlier, however, if such date does not coincide with the close of a
calendar quarter, the broker-dealer must file an additional Part II or Part IIA
of the FOCUS Report as of the date of the annual audit. This fifth filing is
intended to establish a means of integrating the annual audit report into the
on-going surveillance systems of the SEC and the self-regulatory organizations.

The audited financial statements are required to be filed with the
Commission in Washington, D. C., the regional office of the Commission
for the region in which the broker-dealer has its principal place of business,
and at the principal office of the designated examining authority for the broker-
dealer no later than sixty days after the date selected for the annual audited
financial statements. Copies of the annual audited report are also required to
be filed with all self-regulatory organizations of which a broker-dealer is a
member. The filing of the annual audit reports with the NASD is a new require-
ment since the NASD has not heretofore had a rule or regulation requiring
such. In that connection, members are advised that a copy of the annual audit
report is to be directed to the National Association of Securities Dealers, Inc.,
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Audit Objectives and Procedures

Rule 17a-5 also prescribes the audit objectives to be used in the
preparation of the broker-dealer's audited financial statements. Paragraph
(g) requires the annual audit to be made in accordance with generally
accepted auditing standards. The audit is to be conducted in such a manner
as to provide the accountant with the basis for expressing an opinion on the
financial statements of the broker-dealer as of the date of the examination.

Paragraph (h) prescribes the extent and timing of procedures to
be followed in the annual audit and permits the accountant to exercise dis-
cretion in the area of the extent and timing of such procedures.ﬁl_/ In
exercising judgment, the independent public accountant is permitted, for the
first time, to apply auditing procedures less than 100 percent, i, e., sampl-
ing techniques are now allowed, but only if, based upon his review and
evaluation of existing internal controls in accordance with generally accepted
auditing standards, he has concluded that such lesser scope is appropriate in
the circumstances to permit an expression of opinion on the required financial
statements. This particular amendment may result in a reduction in auditing
fees for many members. In addition, the accountant has a responsibility to
notify the chief financial officer of the broker or dealer of any material inade-
quacies discovered in the course of the audit or interim work, If the broker
or dealer fails to notify the Commission, the accountant himself must do so.

Accountant's Report on Material Inadequacies

Paragraph (j) requires that the broker-dealer file concurrently
with the annual audit report a supplemental report by the accountant describ-
ing any material inadequacies found to exist at the audit date and any corrective
action taken or proposed by the broker-dealer in regard thereto.

Nature and Form of Audit Reports

Paragraph (b), which prescribes the nature and form of reports
which must be filed by the broker-dealer has been renumbered (e). Sub-
paragraph (4)(iii)(b) thereof requires that amounts reported in the Annual
General Assessment Reconciliation (Form SIPC-7) be compared with amounts
reflected in Form X-17A-5 for the fiscal year beginning with fiscal year 1976,
rather than the present comparison with the amounts reflected in Form

4/ It is expected that the American Institute of Certified Public Accountants
will promulgate guidelines and educational materials concerning audit
procedures in this area.



X-17TA-10. However,

calendar year 1975.

Qualification of Accountant

Subparagraph (2) has been added to paragraph (f) of Rule 17a-5
to require every broker-dealer to file with the Commission as of December
10th of each year a statement indicating the existence of an agreement with
an independent public accountant covering a contractual commitment to conduct
the broker-dealer's annual audit pursuant to Rule 17a-5 for that year. In

light of the fact that the date of filing this statement for calendar year 1976
(December 10, 1975) has already passed, the statements which would have
been filed on that date are now required to be filed with the SEC no later
than February 10, 1976, Such letter may be permanent in nature, i.e.,

effective until withdrawn or a new letter may be filed each year.

Exemptions and Extensions of Time

Paragraph (d) of the rule has been redesignated paragraph (1) and
requires the broker-dealer to include certain representations in its applica-
tion for an extension of time for filing the annual audit report. The applica-
tion must be received by the Commission's principal office in Washington,
D.C., and the appropriate regional office of the Commission prior to the
time that the report is normally due pursuant to paragraph (d). In a departure
from past practice, it should be noted that the application will no longer be
automatically granted by inaction on the part of the Commission.

In connection with the above, the Commission has advised that all
extensions shall be granted or denied by the appropriate regional office within
ten days after receipt of the request, unless the regional office indicates that
more time is required to properly analyze the request.

Notification of Change of Fiscal Year

In the event that a broker-dealer changes his fiscal year, he is
now required to give notice to both the Commission and his designated
examining authority. Such notification must contain a detailed explanation of
the reasons for the change and state whether the change will result in a
delayed filing of the annual audit report. If the audit report will be delayed,
the broker-dealer must include the representations required by subparagraph
(a)(1) of paragraph(l).

CUSTOMER STATEMENTS

Paragraph (c) of Rule 17a-5 combines former paragraphs (m),
(n) and (o) and prescribes the form and content of statements to be furnished
to customers by all broker-dealers required to file an annual audit report
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with certain exceptions as noted for firms engaged in limited activities.

fo) o
required by the amended rule includes:

The financial information
° a balance sheet;
° a footnote indicating the broker-dealer's actual and

required net capital;

° a statement or notice to the effect that a copy of any
material inadequacies commented upon by the auditor
in connection with the audit report is available for
inspection by the customer at the SEC's Washington
and regional offices for the region in which the broker-
dealer maintains his principal place of business; and

° a notice that the most recent annual audit report of
the broker-dealer is similarly available for review.

The only other substantive change in this area is that the time
period for sending this material to customers has been increased from 30
to 45 days after the broker-dealer files his annual audited report with the

Commission. According to the SEC, this was done following a re-evaluation
of the length and complexity of the statements to be sent.

ECONOMIC DATA COLLECTION

Rule 17a-10

Form X-17A-10, the annual report of income and expense, has
been amended to conform to the format of the FOCUS Report. In addition,
the amount of income and expense information required by the form has been
substantially reduced so as to eliminate information no longer considered
essential and that which is duplicative of data contained in the FOCUS Report.
Parts II and IIA, as noted earlier, are to be filed on a calendar quarter
basis. For the first time, the financial and operational data required for sur-
veillance purposes and that required for economic analysis have been integrated
into a single reporting system. In reducing the amount of information required
by Form X-17A-10, the SEC has correspondingly reduced the time period for
filing the report from 120 days to 45 days except that in respect to the initial
report to be filed pursuant to amended Rule 17a-10 for calendar year 1975,
such time period has been extended to 60 days.

Adopted Form X-17A-10 consists of an Introduction, three parts
and certain additional schedules. The schedules will be filed only by certain
large broker-dealers. The Introduction will be filed by all broker-dealers.
Part I of Form X-17A-10 will be filed by those broker-dealers with annual
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This represents approximately 83 percent of all broker-dealers. PartIl

of Form X-17A-10 will be filed by all broker-dealers with annual gross
revenue related to the securities business of $500, 000 or more. Subsidiary
schedules requesting additional information will be filed only by those broker-
dealers with annual gross revenue related to the securities business of

$10 million or more during the calendar year. Part I of Form X-17A-10
will be filed by insurance companies which are registered as broker-dealers
solely for the purpose of selling variable annuities and which are exempted
from Rule 15c3-1.

As in the case of the FOCUS Report, the Association and other
self-regulatory organizations have filed plans with the Commission which
were subsequently declared effective for collecting data and transmitting
such to the SEC pursuant to amended Rule 17a-10. Pursuant to these plans,
all NASD members, other than NASD members who are also members of the
New York Stock Exchange (NYSE), will file Form X-17A-10 Reports directly
with the NASD; all NYSE members with the NYSE; and, all sole members of
regional exchanges directly with their respective exchanges.

Under each of the plans, member firms will be required to file
Form X-17A-10 by the new date of 60 days after the end of the calendar year

for calendar year 1975 and 45 days after the end of the calendar year for each
calendar year thereafter.

NOTE: The SEC has advised the Association that copies of
amended Form X-17A-10 are not as yet available for
distribution. Consequently, it is likely that the Com-
mission will act to extend the 60-day period so as not
to unduly burden broker-dealers subject to this reporting
requirement. Copies of the amended form together with
instructions will be sent to members covered by the
Association's plan as soon as such are available.

Rule 17a-20

Rule 17a-20, which was adopted as part of the Commission's pro-
gram to monitor the impact of competitive commission rates, has been amend-
ed to reduce the frequency of filing of the report as well as the line item detail
contained therein. The report has become a quarterly report with the
elimination of monthly filings. Also, the form is no longer required to be
filed by broker-dealers who derive less than 20 percent of income from com-
mission business done on an exchange.

In connection with these amendments, the SEC has declared
effective modifications by the NASD and NYSE to plans previously approved
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by the Commission for the collection of data pursuant to Rule 17a-20.3/

NASD members subject to the rule will continue to file a separate

Form X-17A-20 Report. The new form will be required to be filed with the
NASD's Executive Office in Washington, D. C. by all subject firms on or
before April 26, 1976 for the calendar quarter ending March 31, 1976.

The revised form and instructions will be sent to all members covered by
the NASD's plan under separate cover sometime during the month of
February.

In adopting the FOCUS Report and other amendments to the
various financial reporting rules, the Commission stated that, '"...while
the (new) reporting system is efficient in theory and the form satisfactory
in substance, certain modifications may subsequently be necessary in
order to achieve a smoother practical application. It is the Commission's
view that the areas requiring additional refinement will become apparent
after the self-regulators and brokers and dealers have had several months'
exposure with the FOCUS reporting structure. Therefore, comments are
requested on or before March 31, 1976, suggesting the adoption on or
before June 30, 1976, of proposed amendments to the FOCUS Report and
the accompanying implementation program. '

In that regard, commentators have been asked to consider, in
addition to other issues, the following subjects:

1) the viability of the format of Part I, Part II and
Part IIA of Form X-17A-5, and suggested additions
or deletions thereto;

2) the appropriateness of filing frequencies of Part I,
Part II and Part IIA of Form X-17A-5;

3) the feasibility of further combining Form X-17A-5,
Form X-17A-10 and Form X-17A-20 in order to effect
a greater reduction in reporting requirements;

4) possible alternative means by which the annual audit
requirements, the collection of surveillance material
and the collection of economic data on a comparable
time basis for all broker-dealers may be achieved;

5) the effectiveness of the revised annual audit report

5/ Only the NASD and NYSE have submitted plans for the collection of
information pursuant to Rule 17a-20.
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6) the appropriateness of requiring municipal securities
broker-dealers to be subject to the FOCUS reporting

structure.

In view of the importance of this new program, the Association
strongly recommends that members take this opportunity to respond to the
Commission with detailed comments and constructive suggestions., All such
comments should be submitted in writing on or before March 31, 1976. All
communications on this subject should be directed to George A. Fitzsimmons,
Secretary, Securities and Exchange Commission, 500 North Capitol Street,
Washington, D. C. 20549. Reference should be made to File No. S7-594.

Due to the significance of this new program and the impact that
it will have on the Association and its membership, it would be extremely
helpful if members would provide the Association with duplicate copies of
their correspondence to the Commission on this subject. Such should be

forwarded to:

National Association of Securities Dealers, Inc.
c/o Department of Regulatory
Policy and Procedures
1735 K Street, N, W.

Washington, D. C. 20006
For reference purposes, a copy of Securities Exchange Act
Release No. 11935 follows. It is reprinted from the Federal Register,
Vol. 40, No. 250, dated Tuesday, December 30, 1975.

Questions concerning this notice should be directed to Christopher
R. Franke at (202) 833-7320, or Glenn C. Faulkner at (202) 833-4878.

Very truly yours,

rank J.
Senior Vice President
Regulation



CHAPTER [I—SECURITIES AND
EXCHANGE COMMISSION

[Release No. 34-11935]
FOCUS

BROKER-DEALER REPORTS

The Securities and Exchange Com-
mission today announced the adoption of
the FOCUS Report, a financial and op-
erational combined uniform single re-
port under the Securities Exchange Act
of 1934. The FOCUS Report replaces the
information presently required by Form
X-17A-5 [17 CFR 249.617], Form X-
17A-10 [17 CFR 249.618]1' and Form
X-17A-11 [17 CFR 249.621]1, which are
the Commission’s forms, the Joint Regu-
latory Report, Forms “M” and “Q,” the
income and expense reports, and vari-
ous other financial and operational

£ avenn o i
forms and recports required by seli-

regulatory organizations.

The Commission also announced the
amendment of Rule i7a-4 {17 CFR 240.-
1Ta—41, Rule 17a-5 {17 CFR 240.17a-51,
Rule 17a-10 [17 CFR 240.17a~-10], Rule
17a-11 [17 CFR 240.17a-11], and Rule
17a-20 [17 CFR 240.17a-201, in order to
further implement the adoption of the
FOCUS Report and a streamlined system
of financial and operational reporting for
brokers and dealers. Rule 17a-4 {17 CFR
240.17a-4]1 is amended to require that
brokers and dealers maintain, for a mini-
mum period of 3 years, certain books and
records required for the preparation of
the FOCUS Report. Rule 17a~5 (17 CFR
240.17a-51 is amended to specify the
preparation and filing requirements of
the FOCUS Report including Parts I, IT,
and IIA of Form X-17A-5 [17 CFR 249.-
6171 and the annual audit report. Rule
17a~10 is amended to shorten the time
period within which Form X-17A-10 [17
CFR 249.6181 must be filed. Form X~17A-
10 [17 CFR 249.6181 is substantially
amended to conform to the format of the
FOCUS Report and to reduce the amount
of income and expense information re-
quired. This reduced information is effec-
tive for calendar year 1975. Rule 17a~11
{17 CFR 240.17a-11] is amended to re-
quire a broker or dealer subject to it to
file Part II of Form X-17A-5 [17 CFR
249.617]1 plus supplementary schedules
as required, in place of Form X-17A-11
(17 CFR 249.621]. In addition, those

events which require reporting of ma-

1 Form X-17A-10 [17 CFR 249.618] 1is sub-
stantially in FOCUS Report format, with
some modifications.

terial inadequacies have been revised,
and the filing by the broker or dealer
of corrective plans to remedy such inade-
quacies is required. Rule 17a-20 [17 CFR
240.17a-20] is amended to substantially
reduce the information required by Form
X-17A-20 [17 CFR 249.6361, and to elim-
inate from the reporting requirements
those brokers and dealers with less than
20 percent of gross revenue derived from
brokerage commission transactions.
Each of said rules is also amended to
conform to Section 15(a) (1) of the Se-
curities Exchange Act of 1934, as
amended. That Section now requires all
brokers and dealers, whether or not they
are members of a national securities ex-
change, to register with the Commission.
Consequently the term “member of an

exchange” has been deleted from the.

phrase “member of an exchange, broker
or dealer,” as such term is no longer
necessary.

The Commission also announced the
approval of certain plans submitted by
various self-regulatory organizations
pursuant to Rule 17a-5 [17 CFR. 240.17a~
51, Rule 17a~10 (17 CFR 240.17a-101 and
Rule 17a-20 [17 CFR 240.17a-201:

American Stock Exchange (“ASE"”)

Boston Stock Exchange (“BSE™)

Chicago Board Options Exchange (“CBOE™)

Midwest Stock Exchange (“MSE”)

National Association of Securities Dealers
(“NASD™)

New York Stock Exchange (“NYSE"™)

Pacific Stock Exchange (“PSE"”)

PBW Stock Exchange (“IBW”)

Due to the implementation of amended
Rule 15¢3-1 [17 CFR 240.15¢3-11 on Jan-
uary 1, 1976, the financial and opera-
tional reports, and the surveillance sys-
tems of the Commission and the seif-
regulatory organizations will become ob-
solete as of that date. For this reason,
the Commission has expedited the adop-
tion of the FOCUS Report and related
rule changes in order that the revised
reporting system may be implemented
concurrently with amended Rule 15c3-1
{17 CFR 240.15c3-1].

I. Introduction. Section 17(a) (1) of
the Securities Exchange Act of 1934, as
amended, provides that the Commission
shall prescribe by rule the records to be
kept and the reports to be made and
disseminated by brokers and dealers. Sec-
tion 17(e) of the Securities Exchange
Act of 1934, as amended, requires every
broker or dealer to file annually with the
Commission a certified balance sheet and
income statement, and such other infor-
mation concerning its financial condi-
tion as the Commission may prescribe by
rule, and authorizes the Commission to
prescrite the form and content of such
financial statements and the accounting
standards to be followed in their prepara-
tion.

The creation of the SEC Advisory Com-
mittee on Broker-Dealer Reports and
Registration Requirements was an-
nounced by the Commission in Septem-
ber 1972, marking the beginning of a pro-
gram to review the reporting require-
ments imposed on brokers and dealers by
rules of the Commission and the self-
regulators. In December 1972 the Com-

mittee submitted its recommendations to
the Commission in the “Advisory Coms-
mittee’s Study on Broker-Dealer Reports
and Registration Requirements” (Step=-
anek Report”). The Stepanek Report
concluded that there then existed un-
necessary and duplicative reporting re-
quirements resulting from lack of co-
ordination by the various regulating
entities.

The Commission subsequently estab-
lished a Staff Task Force to determine
whether the recommendations. of the
Committee could be implemented and if
s0, in what manner. The Staff Task Force
delivered its report to the Commission
substantially supporting the conclusions
and recommendations of the Stepanek
Report. The Commission thereafter for-
mulated a program of impiementation
based upon the recommendations of the
Stepanek Report as supported by the
Staff Task Force. In its “Announcement
of a Program of Implementation Regard-
ing the ‘SEC Advisory Committee Study
on Broker-Dealer Reports and Registra-
tion Requirements’ . . .” the Commission:

1. stated its intention to develop a key
regulatory report® and sought public
comments thereon; and

2. stated its intention to establish a
Report Coordinating Group under the
Federal Advisory Committee Act to
advise the Commission on the consolida-
tion and reduction of reporting require-
ments and to assist the Commission in
the development of a key regulatory
report.®

In May 1974 the Commission an-
nounced the membership of the Report
Coordinating Group (“Group’), a fed-
eral advisory committee.! At its first
meeting on June 3, 1974, the Group re-
viewed the Stepanek Report and decided
to give the highest priority to developing
recommendations regarding a uniform
financial and operational report.®

2 The key regulatory report is denominated
the FOCUS Report symbolizing a Financial
and Operational Combined Uniform Single
report.

s These two items are only part of a com-
plete program described in Securities Ex-
change Act Release No. 10612, January 24,
1974, 39 FR 5204, February 11, 1974.

+ The Report Coordinating Group was es-
tablished in accordance with the provisions
of the Federal Advisory Committee Act, 5
U.S.C. Appendix 1, 86 Stat. 770 (1972).

s The Group also concentrated its efforts
on the development of uniform registration
and record retention forms. Uniform regis-
tration forms for brokers and dealers were
adopted by the Commission on May 16, 1875
(Securittes Exchange Act Release No. 11424,
40 FR 30634, July 22, 1975). Subsequent to
the submission of the Report Coordinating
Group’s First Annual Report, a Trading
Forms Task Force has deliberated for several
months and has recommended the elimina-
tion or consolidation of the 104 trading forms
described in the First Annual Report. The
Task Force now proposes 44 simplified and
consolidated forms in their place.

An Assessment Forms Task Force working
during the same period has made additional
proposals for the further simvlification of
assessment procedures. For background and
prior status of these two projects, see First
Annual Report of the Report Coordinating
Group, June 16, 1975,
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On August 9. 1974 the Commission 1is-
sued guidelines for a uniform financial
and operational report. In accordance
with these guidelines the Group re-
viewwd the reports, forms and similar
material required of brokers and dealers
by the Commission, the self-regulstory
organizations and others. The Group,
with the dedicated assistance of stafl
persons from all sectors of the industry,
developed a FOCUS Report Discussion
Paper which was distributed on Octo-
ber 15, 1974.

Comments suggesting further simpli-
fication and changes in the items of the
FOCUS Report were considered in the
drafting of the FOCUS Report Revised
Discussion Paper released on Decem-
ber 16, 1974.° The FOCUS Report Revised
Discussion Paper set forth a three part
reporting format of financial and opera-
tional data to be completed by certain
firms at specified intervals.

Since the release of the FOCUS Report

Revised Discussion Paper, the Group has
held additional public meetings to fur-
ther simplify the FOCUS Report and at
the same time improve its effectiveness
as a surveillance tool for the Commaission
and the self-regulators. The Group re-
leased its final recommendation for a
FOCUS Report in its First Annual Report
on June 16, 1975 The FOCUS Report is
the product of the efforts of the Group
assisted in large part by the comments
and suggestions of members of the in-
dustiry, the seii-regulatory organizations,
the accounting profession and interested
members of the public. The Commission,

et o P P TS e ]

after considering the recommendations
of the Report Coordinating Group and
the comments thereon, believed that the
adoption of a reporting system based
upon and including the FOCUS Report,
with some modifications to the program
recommended, would provide an oppor-
tunity for uniform industry-wide regu-
lation and would substantially reduce
the reporting burdens on the securities
industry without compromising the in-
terest of the public and the regulators.
In an effort to achieve that goal, on
November 1, 1975 there was published in
the FEpERAL REGISTER (40 FR 51060) a
notice of proposed rulemaking with pro-
posed amended Rule 17a~4 (17 CFR 240.-
17a-41, Rule 17a-5 {17 CFR 240.17a-5]
and related Form X-17A-5 (17 CFR
249.6171, Rule 17a-10 [17 CFR 240.17a-
101 and related Form X-1TA-10 [17
CFR 249.618!, Rule 17a-11 [17 CFR
240.17a-11] and related Form X-17A-11
[17 CFR 249.6211, and Rule 17a-20 [17
CFR 240.17a-201.

After careful consideration of the
public comments submitted and further
refinement to the reporting structure,
the Commission adopts the FOCUS Re-
port and related rules and forms as set
forth herein recognizing that while the
reporting system is efficient in theory,
and the form satisfactory in substance,
certain modifications may subsequently
be necessary in order to achieve a
smoother practical application. It is the
Commission’s view that the areas requir-

s Securities Exchange Act Release No. 11140.
7 Securities Exchange Act Release No.11499.
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ing additional refinement will become
apparent after the seif-regulators and
the brokers and dealers have had several
months experience with the FOCUS re-
porting structure; therefore, comments
are requested on or before March 31,
1976, suggesting amendments to the
FOCUS Report on June 30, 1976. The
Commission also requests that the Re-
port Coordinating Group included in its
final report to the Commission those
amendments it considers necessary. The
Commission thereafter intends to review
the FOCUS Report at the beginning of
each calendar year, in cooperation with
the self-regulators and with the advice
of the Report Coordinating Group, in or-
der to continue modifying and updating
the financial and operational reporting
systems to keep pace with the changing
securities industry.

II. Amendment of Rule 17a—4 (17 CFR
240.17a-4). Rule 17a-4 {17 CFR 240.17a~
43 is amended by adding subparagraph
(b) (8) to require every broker or dealer
who is required to file Part II or Part
IIA of Form X17A-5 [1T CFR 249.617]
to make and keep certain additional
books and records. Such a requirement
should not constitute a significant addi-
tional burden, inasmuch as said records
are now prepared during the course of
operation of the broker’s or dealer’s busi-
ness. These new schedules replace a num-
ber of schedules in current Form X-
17A-5 [17 CFR 249.617]1 and will provide
detailed information required for a prop-
er analysis and review of the annual
audit report.

CFR 240.17a-5} and Related Form X-
17A-5 [17 CFR 249.6171°—A. Reports to
be Filed by Brokers and Dealers. Rule
17a-5(a) (2) [17 CFR 240.17a~5(a) (2) 1 is
amended to prescribe which firms must
file the different parts of Form X-17A~
5 [17 CFR 249.61.7]. Clearing or carrying
firms which have not received notice
that they exceed certain safe parameters
of financial and operational condition
must file Part I monthly and Part II on
calendar quarters.® Firms which do not
carry or clear customer accounts must
file Part IIA on calendar quarters.
Firms which receive notice of exceeding
certain parameters of financial and oper-
ational condition must file Part II
monthly. Part IIA will be filed quarterly

s The following is a comparison of the
current, proposed, and adopted paragraphs:

2 This reporting sequnce enables the Com-
mission to fulfill its Congressional mandate
to collect and report on economic data con-
cerning the securities industry, while simul-
taneously streamlining the financial and op-
erational reporting required by brokers and
dealers. It allows almost the complete inte-
gration of the current economic data report-
ing requirements of Rule 17a-10 [17T CFR
240.17a~-10] and Rule 17a-20 [17 CFR 240.17a~
20].

{Inder Section 23 of the Securities Ex-
change Act of 1934, as amended by the Se-
curities Act Amendments of 1975, the Com-
mission has a duty to make such reports to
Congress. The information necessary to pre-
pare such reports would be derived from the
calendar quarter filings of Form X~-18A-6
{17 CFR 249.617] and the annual fililng
of Form X-17A-10 [17 CFR 249.618].

59707
in lieu of Part II by small brokers and
dealers, firms not clearing and not
carrying customer accounts, and firms
conducting a limited type of business.
Such of these firms which exceed param-
eters set by the szlf-regulators must file
Part IIA monthly. In addition, every
broker or dealer required to file an an-
nual audit report under paragraph (d)
must file Part 11 or IIA, as applicable, as
of the date selected for the annual audit
report if such date does not coincide with
a calendar quarter.

Rule 17a-5 {17 CFR 2}0.17a-5]

Current
paragraph

Proposed
paragraph

Adopted
paragraph

172-5(a)
17a-5(b
17a-5(c

. 17a-5(d). 17a-5(k)
17a~5(e) .._.._. 17a-5(1)
17a-5(N . . 178-6(Q1)
17a-5(g). 17a-5(f)
17a-5(h). 17a-6(g)
17a-5(i). . 17a-5(h)
17a-5(1) _

1

Q 171

(m), (n), and (o).
178-5(m).
17a-6(n). .

As proposed for comment, Rule 17a-5
(a) [17 CFR 240.173-5(a) ] did not spec-
ify the number of days with in which
the monthly and quarterly reports must
be filed. The Commission requested
comment upon this issue, and after con-
sideration of those comments submitted
has determined that Part I will be filed
within 10 business days of the end of
each month, and Parts IT and ITA will be
filed within 17 business days of the end
of each month.

Subparagraph (a)(4) permits the
broker or dealer to satisfy the filing re-
quirements under subparagraph (a)(2)
by complying with filing requirements
established by a plan submitted to the
Commission by the appropriate national
securities association. Pursuant to the
plan, the exchange or association is re-
quired to transmit to the Commission a
copy of the applicable parts of Form X~
17A~-5 [17 CFR 249.6171] as to each mem-
ber participating in the plan. The plan
must also set forth the time limitations
within which the various parts of Form
X-17A-5 [17 CFR 249.617]1 must be filed.

Requests for extension of time or ex-
emption from any of the requirements of
paragraph (a) will be considered pursu-
ant to paragraph (1).

Report to be Filed Upon Fermination
of Membership. Paragraph (j) is re-
numbered (b) and requires that any
broker or dealer who ceases to be a mem-
ber in good standing of a national securi-
ties exchange file with the Commission,
no later than two days after the termi-
nation, Part IT of Form X-17A-5 [17T CFR
249.617]1 as of the termination. In addi-
tion, a national securities exchange
which acts to terminate the membership
of a broker or dealer or learns of any
such action is required to notify the Com-
mission of such action and notify the
broker or dealer of its reporting under
this paragraph.
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Financial Statements to be Furnished
to Customers. Paragraph (c) .combines
former paragraphs (m), (n) and (o) and
prescribes the form and content of state-
ments to be furnished to customers by all
brokers and dealers required to file an
annual audit report, with the exception
of certain brokers or dealers with limited
activities as enumerated in subpara-
graph (¢) (1). The statements, as set
forth in subparagraph (c) (2), include a
balance sheet, a footnote indicating the
broker's or dealer’s actual net capital and
its required net capital, a notice that a
copy of any material inadequacies com-
mented upon by the independent public
accountant in connection with the an-
nual audit report is currently available
for the customer’s inspection at the Com-
mission’s principal office in Washington,
D.C. and the Commission’s regional office
for the region in which the broker or
dealer has its principal place of business,
and a notice indicating that the State-
ment of Pinancial Condition of the most
recent annual audit report of the broker
or dealer is similarly available for inspec-
tion. After a re-evaluation of the length
and complexity of the statements which
must be furnished to customers, the
Commission has determined that the
period of time within which these state-
ments must be furnished shall be 45

da
Qays.

B. Accountants’ Reports—Annual Au-
dit Report. The Commission also requires
that brokers and dealers file an annual
audit report qn a fiscal or calendar year
basis.® Rule 17a-5(d)(1) [1T CFR

240.17a-5(d) (1)1 requires the following
financial data to be included in the an-
nual audit report:

Financial Statements:

Statement of Financial Condition;

Statement of Income (Loss);

Statement of Changes in Financial Position;

Statement of Changes in Stockholders’ Equi-
ty or Partners’ or Sole Proprietor’s Capital;

Statement of Changes in Liabilities Subordi-
nated to Claims of Generalt Creditors;

Schedules:

Computation of Net Capital Pursuant to
Rule 15¢3-1 [17 CFR 340.15¢3-11};

Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3 (17
CFR 240.15c3-3].

Information Relating to the Possession or
Control Requirements Under Rule 15¢3-3
[17 CFR 240.15c3-3|: and

A Reconciliation Pursuant to Rule 17a-5(d)
(4) {17 CFR 240.17a-5(d) (4) ]-

All of the financial statements and
schedules are to be filed on a public basis
except those which are bound separately
as provided in paragraph (e)(3).

The audited financial statements will
be filed at the principal office of the Com-
mission in Washington, D.C., the regional
office of the Commission for the region in
which the broker or dealer has its prin-
cipal place of business, and at the prin-

10 This is in accordance with Section 14 of
the Securities Acts Amendments of 1975
which amended Section 17(e) (1) (A) of the
Securities Exchange Act of 1934 to require
that the audited financial statements be sub-
mitted on a fiscal or calendar year basis.

cipal office of the designated examining
authority for said broker or dealer no
later than sixty days after th2 date se-
lected for the annual audited financial
statements. The computations contained
in the corresponding filing of Part II or
Part IIA pursuant to Rules 15¢3-1 (17
CFR 240.15¢3-11 and 15¢3-3 (17 CFR
240.15c3-3], must be reconciled in a re-
port filed pursuant to amended Rule
17a~5(d) (4) [17 CFR 240.17a-5(d) (4) ],
if such reports differ materially from the
computations contained in the audit
report.

The term “fiscal year” is defined as
the broker’s or dealer’s fiscal year for
reporting purposes. For purposes of de-
fining a time period such as fiscal or
calendar quarter, the last business day
of such period would be acceptable. The
date of the audit may be at any point
within the calendar year; however, if
such date does not coincide with the
close of a calendar quarter, the broker
or dealer must file an additional Form
X-17A-5 [17 CFR 249.617], Part II or
TIA as prescribed in paragraph (a), as of
the date of the annual audit. This fifth
filing allows the integration of the
annual audit report into the surveillance
programs of the Commission and the

self-regulators.

Section 17(e) of the Securities Ex-
change Act of 1934 requires all brokers
and dealers, including introducing firms,
to file an annual audited report, includ-
ing an income statement. Commis-
sion requested comments on the feasi-
bility of requiring floor members to file
an annual audited report, and after con-
sideration of those comments submitted
has determined that the adequacy of the
self-regulators’ surveillance programs is
such that the annual audited report will
not be necessary.

Audit Objectives & Procedures. Rule
17a-5 ({17 CFR. 240.17a-5] also pre-
scribes the audit objectives to be used in
the preparation of the broker’s or dealer’s
audited financial statements.” Paragraph
(g) requires the annual audit to be made
in accordance with generally accepted
auditing standards. The audit is to be
conducted in such a manner as to provide
the accountant with the financial state-
ments of the broker or dealer as of the
date of the examination. The audit
should be designed in such a manner as
to provide the accountant with reason-
able assurance of the discovery of any
material inadequacies in the accounting
system, the internal accounting control,
procedures for safeguarding securities or
the procedures followed in complying
with Rule 17a-13 [17 CFR 240.17a-13],
which are existing at the date of the
audit. If during the course of the audit,
inadequacies which have occurred during
the period since the date of the last
audit are determined to have existed
either through preliminary work or
through any other procedure conducted
in connection with the annual audit such

™ o
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1 This is in accordance with Section 17(e)
(2) of the Securities Exchange Act of 1934,
as amended by the Securities Acts Amend-
ments of 1975.

inadequacies must be reported as part
of the annual audit report.

Paragraph (h) prescribes the extent
and timing of procedures to be followed
in the annual audit and permits the ac-
countant to exercise discretion in the
area of the extent and timing of such
procedures.” In addition, the accountant
has a responsibility to notify the chief
financial officer of the broker or dealer
of any material inadequacies discovered
in the course of the audit or interim work.
If the broker or dealer fails to notify the
Commission, the accountant himself
must do so.

A determination of a material in-
adequacy may, in many instances, re-
quire completed audit procedures in a
particular area, appropriate review at the
decision making level by management
and the independent accountant, and
possible consultation with counsel. While
it is expected that a determination in
this context involves a contemplative
process. the length and complexity of the
deliberations should depend on the
circumstances and be completed in the
shortest time possible.

Accountant’s Report on Material In-
adequacies. Paragraph (j) requires that
the broker or dealer file concurrently
with the annual audit report a supple-
mental report by the accountant describ-

exist at the audit date and any corrective
action taken or proposed by the broker
or dealer in regard thereto.

Nature and Form of Audil Reports.
Paragraph (b), which prescribes the
nature and form of reports which must
be filed by the broker or dealer, is re-
numbered (e). Subparagraph (4) (i) (b)
thereof requires that amounts reported
in the Annual General Assessment Rec-
onciliation (Form SIPC-T7) be compared
with amounts reflected in Form X-1TA-6
[17 CFR 249.617) for the fiscal year be-
ginning with fiscal year 1976, rather
than the present comparison with the
amounts reflected in Form X-17A-10 [17
CFR 249.618]. As proposed for comment,
this paragraph did not allow for a transi-
tion period between the Form SIPC-7/
Form X-17A-10 comparison and the
Form SIPC-7/Form X-17A-5 compari-
son. The Commission has determined
that a smoother adjustment will resuit
if Form SIPC-7 is compared with Form
X-~17A-10 [17 CFR 249.618] for calendar
year 1975 and with Form X-17A-5
[17 CFR 249.617] for fiscal year 1976 and
thereafter.

Qualification of Accountanr. Subpara-
graph (2) has been added to paragraph
(f) which requires every broker or deal-
er to file with the Commission as of
December tenth of each year a state-
ment indicating the existence of an
agreement with an independent public
accountant covering a contractual com-
mitment to conduct the -broker’s or
dealer’s annual audit pursuant to Rule
17a~15 {17 CFR 240.17a-5] for that year.

12 Tt {s expected that the American Institute
of Certified Public Accountants will promul-
gate guidelines and educational materials
concerning audit procedures in this area.
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in ugnt of the fact that the date of 4l-

ing this statement for calendar year 1976
(December 10, 1975) has already passed,
the statements which would have been
filed on that date shall be filed no later
than February 10, 1976. Such letter may
be of a permanent nature, i.e., effective
until withdrawn, or a new letter may be
filed each year.

As proposed for comment, paragraph
(f) did not offer the option of filing a
permanent letter. After considering pub-
lic comment, the Commission has deter-
mined that this option will further re-
duce the reporting requirements of
brokers and dealers. In addition, new
subparagraph (f)(3) requires that the
accountant be independent in accord-
ance with Rules 2-01(b) and (c) of Reg-
ulation S-X [17 CFR 210.2-01(b) and
e)].

Technical Requirements of Account-
ant’s Report. Paragraph (i) combines
former paragraphs (g), (h) and () in
setting forth the technical requirements
of the accountant’s report, the represen-
tations and opinions to be expressed by
the accountant with respect to the an-
nual audit, and the manner in which
exceptions noted by the accountant are
to be stated. Paragraph (i) also notes
that the accountant would be required
to perform additional audit procedures
if such procedures are necessary to ac-
complish the audit objectives.

Exemptions and Extensions of Time.
Paragraph (d) of the rule has been re-
designated paragraph (1) and requires
the broker or dealer to include certain
representations in its application for an
extension of time for filing the annual
audit report. The application must be
received by the Commission’s principal
office in Washington, D.C., and the ap-
propriate regional office of the Commis-
sion prior to the time that the report
is normally due pursuant to paragraph
(d). The application is not deemed
granted by inaction on the part of the
Commission, as is now provided for by
the last sentence of the paragraph; ac-
cordingly, that sentence has been de-
leted from paragraph (1).

As proposed for comment, Rule 17a-5
[17 CFR 240.17a-5] did not set forth pro-
cedures for granting extensions of time
for filing the annual audit report. After
reviewing the comments suggesting such
procedures, the Commission has deter-
mined that the extensions shall be
granted or denied by the appropriate re-
gional office within 10 days after receipt
of the request, unless the regional office
indicates that more time is required to
properly analvze the request.

As proposed for comment, Rule 17a~5
[17 CFR 240.17a-5]1 did not provide an
exemption for life insurance companies
registered as brokers or dealers for the
purpose of selling variable contracts and
exempt from Rule 15¢3-1 [17 CFR 240.-
15¢3-1] by virtue of a previous applica-
tion setting forth already existing higher
permanent capital standards. The Com-
mission requested comments on whether
such life insurance companies should be

subject to the requirements of the
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FOCUS Repert, and after consideration
of the comments submitted has deter-
mined that those life insurance coms-
panies which are registered as brokers
and dealers engaging exclusively in the
sale of variable contracts, and which are
exempt from Rule 15¢3-1 [17 CFR 240.
15¢3-11, shall be exempt from the re-
quirements of Rule 17a-5 [17 CFR 240.-
17a~51. Such companies will file an an-
nual report on Part III of Form X-17A-
10 [17 CFR 249.618].

Notification of Change of Fiscal Year.
Proposed Rule 17a-5 [17 CFR 240.17a-5]
did not set forth notification procedures
pursuant to a broker’s or dealer’s change
of fiscal year. The Commission has de-
termined that such notice is necessary

and has defined the procedures in para-

graph (m). The notice will be filed with
the Commission and the designated ex-
amining authority and will explain the
reasons for the change and state whether
or not the change will result in a de-
layed filing of the annual audit report.
If the audit report will be delayed, the
broker or dealer must incilude the rep-
resentations required by subparagraph
(a) (1) of paragraph (1).

C. Structure of the FOCUS Report
(Form X-17A-5 [17 CFR 240.6171). The
statements and schedules contained in
the FOCUS Report replace present Form
X-1TA-5 (i7 CFR 248.6i7]1, but the
designation “Form X-17A-5" is retained.
Form X-17A-5 [17 CFR 249.617] is di-
vided into two parts with additional sup-
plementary schedules. Part I is a sum-
mary report containing key financial and
operational information consisting of
core line items for all brokers and dealers
and supplementary items for small brok-
ers and dealers. These line items will
provide regulators with timely informa-
tion needed for the continued viability
of the present day early warning system.
This part is designed so that the trend
for a full year in any of the line items
is shown on a horizontal line on the
report.

Nesarly all of the information in Part
I is presently required to be generated
and maintained by rules of the Commis-
sion, national securities associations and
national securities exchanges. Accord-
ingly, Part I will replace a number of
forms currently used by members of the
securities industry. Based upon plans of
the various self-regulators filed with the
Commission and approved today, Part I
will replace the monthly reports that the
various self-regulators currently require
of firms which do not exceed certain safe
parameters of financial and operational
condition.

Part II of the Form X-1TA-5 [17 CFR
249.6171 is a general purpose financial
and operational report. It is designed to
accomplish several objectives: attain
simplicity and uniformity, obtain essen-
tial regulatory information, and develop
financial statements in a format con-
sistent with generally accepted account-
ing principles. The instructions to Part IL
set forth detailed definitions. Such defi-
nitions are intended as a guide for the
correct completion of Parts II and IIA
and apply only to those Parts. Part II

contains the following financial state-
ments and schedules:
Financial Statements:

Statement of Financial Condition;

Statement of Income (Loss);

Statement of Changes in Stockholders’
Equity or Partners’ or Sole Proprietor’s
Capital; and

Statement of Changes in Liabilitles Subor-
dinated to Claims of General Creditors.

Schedules:

Information for Possession or Control Re-
quirements Under Rule 75¢3-1 [17 CFR
240.15¢3-1];

Computation of Net CCapital Under Rule
15¢3-1 {17 CFR 240.16¢3-1];

Computation for Determination of Reserve
Requirements Exhibit A of Rule 15¢3-3 (17
CFR 240.15¢3-31;

Total Capital and Subordinated Capital Ma-
turing or Proposed to be Withdrawn With-
in the Next Stx Months and Details There-
of; and

Financial and Operational Data.

Part ITA is an abbreviated version of
Part II. It includes a Statement of Fi-
nancial Condition, a Computation of Net
Capital Under Rule 15c¢3-1 (17 CFR
240.15¢3-11; a Statement of Income
(Loss), and a Schedule of Details of To-
tal Capital and Subordinated Capital
Maturing or Proposed to be Withdrawn
Within the Next Six Months.

As proposed for comment, Parts II and
ITA did not include a Schedule of Infor-
mation for Possession or Control Re-
quirements Under Rule 15¢3-3 [17 CFR
240.15¢3-31. After consideration of the
public comments and a re-evaluation of
the importance of this information, the
Commission has determined that such
information shall be required quarterly.

Based upon plans of the various self-
regulators filed with the Commission and
approved today, Part II and Part ITA will
replace reports currently required on a
monthly and quarterly basis by various
seif-regulators.

Copies of amended Form X-17A-5 (17
CFR 249.617]1 have been filed with the Of-
fice of the Federal Register and copies
thereof may be obtained on request from
the Securities and Exchange Commis-
sion, Washington, D.C. 20549.

IV. Amendment of Rule 17a-10 117
CFR 240.17a-101 and Related Form X-
17A~10 (17 CFR 249.618]). In response to
comments received from members of the
public and regulatory authorities a num-
ber of changes have been made in Rule
172~10 {17 CFR 240.172~101 and related
Form X-17A-10 [17 CFR 249.618.] In the
original proposal, brokers and dealers
with certain exceptions were required to
file such reports 45 days after the end of
the calendar year. In Rule 17a~10 [17
CFR 240.172-101, as adopted, brokers and
dealers will be given 60 days after the
end of the calendar year in which to
file Form X-17A-10 [17 CFR 249.618] for
calendar year 1975, in order to allow
brokers and dealers to become familiar
with the revised form.

Proposed Form X-17A-10 [17 CFR
249.6181 consisted of two parts. In place
of a separate introduction to each part
of the form, one uniform introduction for

all parts of the form has been developed
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in order to simplify the form and to en-
hance computerization of the data. The
number of parts to the form have been
expanded from two to three. Part III of
Form X-17A-10 [17 CFR 249.6181 is to be
filed by insurance companies which are
registered as brokers and dealers for the
purpose of selling variable annuities and
are exempted from Rule 15¢3-1 [17 CFR
240.15¢3-1]. Several items were added to
the revenue and expense statements of
Part I and Part IT of Form X-17A-10 [17
CFR 249.618) in order to be consistent
with generally accepted accounting prin-
cipals and a number of technical changes
were made in order to improve the quai-
ity of the information collected.

Rule 17a-10 [17 CFR 240.17a~10] and
related Gorm X-17A-10 [17 CFR 249.-
6181 will be amended, beginning with
calendar year 1975, so as to eliminate
certain information no longer considered
essential, to confrom to the format of
the FOCUS Report and to reduce the re-
porting burden on brokers and dealers.
For the first time, the financial and oper-
ational data required for surveillance
purposes and the information required
for economic analysis will be integrated
into a single reporting system. Rule 17a~
10 [17 CFR 240.17a-101 will be amended
to shorten the time period from 120 days
to 45 days within which revised Form
X-17A-10 [17 CFR 249.618]1 must be filed.
The extension of time after the close of
the calendar year will be reduced from
150 days to 105 days. The Commission
proposes these changes in view of the

reduced amount of information required

by revised Form X-17A-10 [17 CFR 249.-
6181. In addition, shortening the filing
period would result in more timely in-
formation being provided to the Com-
mission.

Adopted Form X-17A-10 [17 CFR 249.-
6181 consists of an Introduction and
three parts with additional schedules, the
schedules to be filed only by certain large
brokers and dealers. The Introducticn
will be filed by all brokers and dealers.
Part I of Form X-17A-10 {17 CFR 249.-
6181 will be filed by those brokers and
dealers with annual gross revenue relat-
ed to the securities business of less than
$500,000, approximately 83 percent of all
brokers and dealers. Part I of Form X~
17A-10 [17 CFR 249.6181 will be filed by
all brokers and dealers with annual gross
revenue related to the securities business
of $500,000 or more. Subsidiary sched-
ules requesting additional information
will be filed only by those brokers and
dealers with annual gross revenue re-
lated to the securities business of ten
million dollars or more during the cal-
endar year. Part ITI of Form X-17A-10
[17 CFR 249.618] will be filed by in-
surance companies which are registered
as brokers and dealers solely for the pur-
pose of selling variable annuities and
which are exemipted from Rule 15¢3-1
{17 CFR 240.15c3-11.

This is the first major revision in Form
X-17A-10 (17 CFR 249.618]1 since the
form became mandatory for, calendar
year 1969. The purpose Rule 17a-10 [17
CFR 240.17a~101 and the related form is

RULES AND REGULATIONS
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ommission with compre-
hensive financial data on a comparable
basis for all segments of the broker-
dealer industry. The Commission is re-
quired to carry out broad and compre-
hensive regulatory responsibilities as
mandated by the Securities Acts Amend-
ments of 1975. As a result of the intro-
duction of competitive commission rates
and the development of a national mar-
ket system, and because of significant
developments impacting the economics of
the securities industry, the need for
timely and comparable data regarding
various segments of the industry con-
tinues to be essential.

Copies of amended Form X-17A-10 [17
CFR 249.618] have been filed with the
Office of the Federal Register and copics
thereof may be obtained on request from
the Securities and Exchange Commission,
Washington, D.C. 20549.

V. Amendment of Rule 17a~11 [17 CFR
240.17a-111 and Revocation of Form X-
17A-11 [i7 CFR 249.6211. Rule 17a~11
{17 CFR 240.17a~111 is revised to eon-
form to the new net capital rule by the
addition of subparagraph (b)(2) which
applies to the alternative method of capi-
tal computation. Subparagraph (b) (2)
is revised to clarify that a broker or
dealer must file a report at the end of
the month if a capital computation made
at any time during the monih indicates
that his total net capital is below the
minimum requirement. The report to be
filed is Part II of Form X-17A-5 {17 CFR
249-6171 plus any additional statements
which may be required, thus eliminating
the need for Form X-17A-11 ({17 CFR
249.6211].

New paragraph (b) requires any
broker or dealer who discovers or who
receives notice of a material inadequacy
pursuant to paragraph ((h) (2) of Rule
17a-5 [17 CFR 240.17a-51 to give tele-
graphic notice to the Commission and
file a corrective plan within forty-eight
hours thereafter.

As proposed for comment, paragraph
(d) of Rule 17a~11 [17 CFR 240.17a-111
required the broker or dealer to give tele-
graphic notice only when the independ-
ent public accountant has notified the
broker or dealer of a material inade-
quacy. The Commission has determined
that a broker or dealer who himself dis-
covers a material inadequacy should also
give telegraphic notice pursuant to para-
graph (f), and paragraph (d) is amended
accordingly.

In addition, Rule 17a~11 [17 CFR 240.
17a-111 is amended to require that notice
and reports given thereunder shall also
be given to the Commodity Futures Trad-
ing Commission if such broker or dealer
is a member of that Commission.

VI. Amendment of Rule 17a-20 [17
CFR 240.17a-201 and Related Form X-
174-20 [17 CFR 249.636]1. Rule 17a-20
[17 CFR 240.17a-20], which was adopted
as part of the Commission’s program to
monitor the impact of competitive com-
mission rates, is amended to reduce the
frequency of fiing. The Commission has
determined that the program’s effective-
ness will not be decreased by requiring
quarterly rather than monthly filing by

all brokers

and dealers subject to
17a~20 [17 CFR 240.17a-201.
Paragraph (a) is amended to elimi-
nate from the reporting system certain
brokers and dealers who do not derive at
least 20 percent of their revenues from
securities commissions. Certain tech-
nical changes have also been made in
order to coordinate the filing require-
ments with revised Rule 17a-10 [17
CFR 240.17a-101.

As proposed for comment, Rule 17a~20
[17 CFR 240.17a-20] required quarterly
filing of current Form X-1TA-20 (17
CFR 249.6361. In an effort to further
reduce the reporting requirements of
brokers and dealers, the Commission
has determined that the information
required to be reported by Form X-17A—~
20 [17 CFR 249.636] may be substan-
tially reduced with no detriment to its
utility as a monitoring mechanism.

Copies of amended Form X-1TA-20
[17 CFR 249.636] have been filed with
the Office of the Federal Register and
copies thereof may be obtained on re-
quest from the Securities and Exchange
Commission, Washington, D.C. 20549.

VII. Approval of Plans Filed Pursuant
to Paragraph <(a)(4) of Rule 17a-5
[17 CFR 240.17a-51, Paragraph (b) of
Rule 17a-10 (17 CFR 240.17a-10], and
Paragraph (a)(3) of Rule 17a-20 {17
CFR 240.17a-201.—A. Rule 17a-5 [17
CFR 240.17a-51. Eight self-regulatory
Areanigatinnm hava filad nlane

organization have filed plans pursuant

to paragraph (a)(4) of Rule 17a-5 (17
CFR 240.17a-5], which would allow

Lnaleans an danlawme s re
brokers or dealers who arc members of

an exchange or association filing an ap-
propriate plan declared effective by the
Commission to dispense with a separate
filing of the FOCUS Report to the Com-
mission. The ASE, BSE, CBOE, MSE,
NASD, NYSE, PSE, and PBW have
agreed to collect directly from their
members the information required by
the rule thereby eliminating for their
member firms a direct filing require-
ment with the Commission.

The plans contain the following gen-
eral elements. Part I of the FOCUS Re-
port is to be filed monthly with the des-
ignated examinating authority by all
clearing or carrying firms no later than
the tenth business day after the end of
the month.”

Part II is to be filed each calendar
quarter, by clearing or carrying firms,
with the designated examining author-
ity no later than the seventeenth busi-
ness day after the end of the instant

13 Introducing firms which are designated
members of the NASD would file the Part
I monthly for an indefinite period pursuant
to the accelerated reporting provisions of
paragraph (a)(2) (iv) of Rule 17a-5 {17 CFR
240.17a~5]. NYSE designated members would
not file the Part I in months in which the
Part II is being filed. Pursuant to paragraph
(a) (2) (1v) of Rule 17a-5 [17 CFR 240.17a—
5], PSE designated firms which clear or carry
the accounts of other broker-dealers will flle
Part I monthly for a phase-in period of 3
months with further evaluation of a contin-
uing need to be made at the conclusion of
that period.
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quarter.® A fifth Part II filing would be
submitted by the broker or dealer in
connection with the annual audit no
later than the seventeenth business day
after the end of the fiscal or calendar
year audit date when such date is other
than on a calendar quarter. The plans
for the Part IIA ‘are identical to those
for the Part II except that the Part
IIA will be filed by firms which do not
clear nor carry customer accounts."

All plans state that accelerated re-
porting will only be required sparingly
when circumstances so dictate in light
of the goal of reduced reporting.* In
addition all such plans (except for the
NASD) have, pursuant to paragraph (1)
(3) of Rule 17a-5 {17 CFR 240.17a~51,
requested conditional exemptions from
the FOCUS Report for certain indi-
vidual members, floor traders, floor
brokers and specialists.

The Commission has reviewed the pro-
cedures and provisions of the plans in-
cluding the requests for conditional ex-
emption for certain member firms and,
pursuant to paragraph (a)(4) of Rule
1785 [17 CFR 240.172-51, having due re-
gard for the public interest and the pro-
tection of investors and the fulfillment
of the Commission’s functions under the
provisions of the Securities Exchange Act
of 1934, declares the plans to be effective

as of 1978, the proposed ef-

Tanuary 1
O vanuary i,

fective date of Rule 17a-5 [17 CFR 240.

17a-5] as amended.
D Dasla 174 _10 r17 OFR 240 170 1011

Eigﬁt self -regulatory organizat:ions have:
filed modifications to existing plans or

T mera -
have for the first time fled plans pursu-

ant to paragraph (b) of Rule 17a-10
[17 CFR 240.17a-101." Paragraph (b) of
Rule 17a-10 [17 CFR 240.17a~10] allows
brokers or dealers which are members
of an exchange or association which files
an appropriate plan declared effective by
the Commission to dispense with a sepa-
rate filing of Form X-17A-10 {17 CFR
249.618] to the Commission. The modifi-
cation of existing Rule 17a~10 {17 CFR
240.17a~101 plans is due to the amend-
ments in Rule 17a~10 {17 CFR 240.17a-
10] and related Form X-17A-10 {17 CFR
240.618] adopted hereinabove, which will
require the plans to conform with those
amendments.

1“4 PSE members which file the guarterly
Part will accompany that filing with their
workpapers on proprietary position data for
the phase-in period with a review of the con-
tinuing need to be made at the conclusion of
that period. ASE designated firms will file
Part II of January, 1976 as a phase-in period
before moving to the general reporting pat-
tern.

i Pursuant to paragraph (a)(2)(iv) of
Rule 17a-56 {17 CFR 240.17a~-5], NYSE desig-
nated firms which introduce accounts but
have subsidiaries required to consolidated
in accordance with Rule 15¢3-1 {17 CFR 240.
15¢3-1] will indefinitely file the quarterly
Part IT and PSE designated firms which clear
or carry accounts for other broker-dealers
will file Part II for a first quarter phase-in
period with a review of the continuing need
to be made at that time.

15 See notes 14 and 15 supra for certain in-
stances where the acceleration power 13 being
invoked.

1 The ASE, BSE, CBOE, MSE, NASD, NYSE,
PSE and PBW.

RULES

Under the plans, member firms will be
required to file the Form X-1T7A~10 117
CFR 249.618] by the new date of 60 days
after the close of the calendar year 1975
and 45 days after the close of the calen-
dar year for each calendar year there-
after® All NYSE member firms will file
directly with the NYSE; all NASD mem-
ber firms (other than NYSE member
firms) with the NASD; and all sol: mem-
ber firms of regional exchanges with
their respective exchanges.

The Commission has reviewed the pro-
cedures and provisions of the plans and
modifications to existing plans and pur-
suant to paragraph (b) of Rule 17a-10
[17 CFR 240.17a-10], having due regard
for the fulfillment of the Commission’s
funetions under the provisions of the Se-
curities Exchange Act of 1934, declares
the plans and modifications to existing
plans to be effective as of January 1, 1976,
the proposed effective date of the amend-
ments to Rule 17a-10) and related Form
X-17A-10 [17 CFR 249.6181.

C. Rule 17a-20 (17 CFR 240.17a-201.
The proposed modifications to Rule 17a~
20 [17 CFR 240.17a~20]1 and related
Form X-17A-20 {17 CFR 249.6361 would
reduce the frequency of filing as well as
the line item detail of the form. All firms
subject to the rule would now report
quarterly rather than monthly and re-
porting would be eliminated for brokers
or dealers who do not derive at least 20
percent of their revenues from securities

onmmiaminane
COMMiSSICAs.

The Commission has declared effective
plans submitted by the NASD and NYSE

pursuant to paragraph (a)(3) of Rule

17a~20 [17 CFR 240.17a-201. Due to the
amendments to the rule and form de-
scribed hereinabove, the NASD and
NYSE have submitted modifications to
their Rule 17a-20 [17 CFR 240.17a~201]
plans which incorporate those amend-
ments. NASD member firms subject to
the rule would continue to file a separate
Form X-17A-20 [17 CFR 249.6361. NYSE
member firms will not complete a sepa-
rate Form X-17A-20 (17 CFR 249.6361,
but will file a modified Statement of In-
come (Loss) as part of their quarterly
Part II or Part IIA FOCUS Report sub-
mission.”

The Commission has reviewed the pro-
cedures and provisions of the proposed
modifications to the plans and, pursuant
to paragraph (a)(3) of Rule 17a-20 [17
CFR 240.17a-201, having due regard for
the fulfillment of the Commission’s func-
tions under the provisions of the Securi-
ties Exchange Act of 1934, declares the
modifications to the plans to be effective
as of the effective date of the amend-
ments to Rule 17a-20 [17 CFR [240.17a—
201 and related Form X-17A-20 I[17
CFR 249.6361.

VIII. Delegation of Authonrity. Pursu-
ant to subparagraph (1) (3) of Rule 17a~
5 [17 CFR 240.17a-51, the Commission

13 The NASD plan covers the calendar year
1875 only.

1 Securities Exchange Act Release No.
11395, May 2, 1975, 40 FR 20073, May 8, 1975.

» All other firms subject to the rule would
file directly with the Commission. These
would constitute less than 9 firms.
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has the power to exempt a broker or
dealer, unconditionaily or on specified
terms and conditions, from all or part
of the requirements of that rule. The
Commission has amended Rule 30-3(a)
(5) of its Rules of General Organization
[17 CFR 200.30-3(a) (5)] to delegate to
the Director of the Division of Market
Regulation and to the Associate Director
and Assistant Director of the Office of
Broker-Dealer Compliance and Finan-
cial Responsibility, the authority to grant
exemptions pursuant to Rule 17a-5(1)
(3) {17 CFR 240.17a-5(1) (3) 1.

The FOCUS Report and Amendments
to Rule 17a—4, (17 CFR 240.17a-4], Rule
17a-5 [17 CFR 240.17a-5) and related
Form X-17A-5 (17 CFR 249.6171, Rule
17a-10 (17 CFR 240.17a-101 and related
Form X17A-10 (17 CFR 249.6181, Rule
17a-11 (17 CFR 240.17a-11) and related
Form X17A-11 (17 CFR 249.621]1, and
Rule 17a-20 [17 CFR 240.17a-20]1 anc re~
lated Form X-17A-20 [17 CFR 249.63611
are effective January 1, 1976. The exist-
ing reporting systems of the Commission
and of the self-regulatory organizations
become obsolete as of January 1, 1976,
by virtue of the impiementation of
amended Rule 15¢3-1 [17 CFR 240.15¢3-
1]; therefore it is essential that the
FOCUS Report and the accompanying
rule and form.amendments be adopted
as of that date. As the modifications set
forth herein do not substantially alter
the rules and forms as proposed, or in-
volve rules of agency organization, pro-
cedure or practice, and in light of the
fact that the public interest and protec-

tion of investors require that effective
surveillance and reporting systems be in
place as of January 1, 1976, the Commis-
sion finds for good cause in accordance
with the Administrative Procedure Act
(5 U.S.C. 553(b) (3) (A) and (B)), that
notice and public procedure are unneces-
sary as a prerequisite to the adoption of
any previously unpublished portions of
the FOCUS Report and related rule and
form amendments. Further, in order to
assure that adequate surveillance and fi-
nancial reporting systems will continu-
ally be in effect, the Commission, pursu-
ant to Section 553(d) (3) of the Admin~
istrative Procedure Act (5 U.S.C. 553(d)
(3)), finds that there is good cause to
declare, and does declare, the adopted
amendments to Rule 17a—4 [17 CFR 240.~
17a—4], Rule 17a-5 [17 CFR 240.17a-5]
and related Form X-17A-5 {17 CFR 249.-
6171, Rule 17a~10 [17 CFR 240.17a-101
and related Form X-17A-10 (17 CFR
249.6181, Rule 17a~11 {17 CFR 240.17a~
11] and related Form X-17A-~11 [17 CFR
249.6211, and Rule 17a-20 {17 CFR 240.-
17a~20] and related Form X-17A-20 [17
CFR 249.636] to be effective on Janu-
ary 1, 1976.

IX. Competitive Considerations. The
Commission has determined that the
FOCUS Report and accompanying rule
and form amendments impose no burden
on competition not necessary or approp-
riate in furtherance of the purposes of
the Act and are not inconsistent with the
public Finterest or the protection of in-
vestors. This determination is based on
vhe reason that the adopted amendments
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to the rules and forms lessen any exist-
ing burden on competition by reducing
the reporting required and resultant
costs of brokers and dealers.

X. Request for Comments. Due to the
implementation of amended Rule 15¢3-1
17 CFR 240.15¢3-11 on January 1, 1976,
the financial reporting and surveillance
systems of the Commission and the self-
regulators will become obsolete. Public
interest and the protection of investors
therefore appear to require that the
FOCUS Report and accompanying rule
and form amendments be adopted as ef-
ficient in theory, and the form satisfac-
tory in substance, certain modifications
may subsequently be necessary in order
to achieve a smoother practical appli-
cation. It is the Commission’s view taat
the areas requiring additional refinement
will become apparent after the self-reg-
ulators and the brokers and dealers have
had several months experience with the
FOCUS reporting structure. Therefore,
comments are requested on or bhefore
March 31, 1976, suggesting the adoption
on or before June 30, 1976, of proposed
amendments to the FOCUS Report and
the accompanying implementation pro-
gram.

Commentators are requested to con-
sider, in addition to other issues, the
following subjects:

(1) the viability of the format of Part
I, Part IT and Part ITIA of Form X-17A-
5 [17 CFR 249.617], and suggested ad-
ditions or deletions thereto;

(2) the appropriateness of filing fre-
quencies of Part I, Part II and Part
ITA of Form X-17A-5 [17 CFR. 249.6171;

(3) the feasibility of further combin-
ing Form X-17A-5 [17 CFR 249.617],
Form X-1TA-10 [17 CFR 249.618] and
Form X-17A-20 {17 CFR 249.636] in
order to effect a greater reduction in
reporting requirements;

(4) possible altérnative means by
which the annual audit requirements,
the collection of surveillance material
and the collection of economic data on a
comparable time basis for all brokers
and dealers may be achieved;

(5) the effectiveness of the revised an-
nual audit report format and accom-
panying changes to Rule 17a~5 (17 CFR
240.17a-5] and Rule 17a-11 (17 CFR
240.17a~-111; and

(6) the appropriateness of requiring
municipal securities brokers and dealers
to be subject to the FOCUS reporting
structure.

Interested persons should submit their

comments in writing on or before March
31, 1976. All such communications should
be directed to George A. Fitzsimmons,
Secretary, Securities and Exchange
Commission, 500 North Capitol Street,
Washington, D.C. 20549. Comments
should refer to File No. S7-594 and will
be available for public inspection.
(Sees. 2. 6, 10, 15, 17, 23, 48 Stat. 881, 885,
891, 895, 897, 901 (15 U.S.C. 78b, 78f, 78,
780, 78q, 78w) as amended by Secs. 2, 4, 11,
14, 18, Pub. L. 94-29).

By the Commission

[SEAL] GEORGE A. FITZSIMMONS,
Secretary.
DEcEMBER 17, 1975.
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RULES AND REGULATIONS

PART 200—ORGANIZATION, CONDUCT
AND ETHICS; AND INFORMATION AND
REQUESTS

1. Commission action: Pursuant to
section 23 of the Securities Exchange Act
of 1934, the Securities and Exchange
Commission amends § 200.30-3 in Chap-
ter II of Title 17 of the Code of Federal
Regulations by revising the introductory
paragraph and (a) (5) to read as follows:

§ 200-30-3 Delegation of authority to
Director of Division of Market Regu-
lation.

Pursuant to the provisions of Public
Law No. 87-592, 76 Stat. 394, (15 U.S.C.
78d-1, 78d-2), the Securities and Ex-
change Commission hereby delegates,
until the Commission orders otherwise,
the following functions to the Director
of the Division of Market Regulation to
be performed by him or under his direc-
tion by such person or persons as may
be designated from time to time by the
Chairman of the Commission:

(a) * * %

(5). Pursuant to Rule 17a-5(1)(3)
(§ 240.17a-5(1) (3) of this chapter), to
consider applications, by brokers and
dealers for exemptions from, and exten-
sion of time within which to file, reports
required by Rule 17a-5 (§240.17a~-5 of
this chapter), and to grant, and to au-

issuance of corders denying,

..... +hha
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such applications provided such appli-
cant is advised of his right to have such

Aonind smaviowen icei
denial reviewed by the Commission.

L] * * * *

PART 240—GENERAL RULES AND REGU-
LATIONS, SECURITIES EXCHANGE ACT
OF 1934

1. Commission action: Pursuant to
sections 2, 10, 15, 17(a), 17(e) and 23(a)
of the Securities Exchange Act of 1934,
the Securities and Exchange Commis-
sion amends §240.17a-4 in Chapter II
of Title 17 of the Code of Federal Regu-
lations by revising paragraph (b) (8) to
read as follows:

§ 210.17a—4 Records to be preserved by
certain brokers and dealers.

(h)

(8) Records which contain the folow-
ing information in support of amounts
included in reports on Form X-17A-5
(§ 249.617 of this chapter) Part II or
Part ITA and in annual audited financial
statements required by § 240.17a~5:

(i) money balance position, long or
short, including description, quantity,
price and valuation of each security in-
cluding contractual commitments in
customers’ accounts, in cash and fully
secured accounts, partly secured ac-
counts, unsecured accounts, and in se-
curities accounts payable to customers;

(i1) money balance and position, long
or short, including description, quantity,
price and valuation of each security in-
cluding contractual commitments in
non-customers’ accounts, in cash and
fully secured accounts, partly secured
and unsecured accounts, and in securi-
ties acoounts payable to non-customers;

(iii) position, long or short, including
description, quantity, price and valua-
tion of each security including con-

& x ®

tractual commitments included in the
Computation of Net Capital as commit-
ments, securities owned, securities owned
not readily marketable, and other in-
vestments owned not readily marketable;

(iv) amount of secured demand note,
description, of collateral securing such
secured demand note including quantity,
price and valuation of each security and
cash balance securing such secured de-
mand note;

(v) description of futures commoditiy
contracts, contract value on trade date,
market value, gain or loss, and liquidat-
ing equity or deficit in customers’ and
non-customers’ accounts;

(vi) description of futures commodity
contracts, contract value on trade date,
market value, grain or loss and liquidat-
ing equity or deficit in trading and in-
vestment accounts;

(vii) description, money balance, quan-
tity, price and valuation of each spot
commodity position or commitments in
customers’ and non-customers’ accounts;

(viii) description, money balance,
quantity, price and valuation of each
spot commodity position or commitments
in trading and investment accounts;

(ix) number of shares, description of
security, exercise price, cost and market
value of put and call options including
short out of the money options having no
market or exercise value, showing listed
and unlisted put and call options sepa-
rately;

(x) quantity, price, an

1LY, Price, an Vv

dy [o
each security underlying the haircut for
undue concentration made in

putation for Net Cgnital
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(xi) deseription, quantity, price and
valuation of each security and commod-
ity position or contractual commitment.
long or short, in each joint account in
which the broker or dealer has an in-
terest, including each participant’s in-
terest and margin deposit;

(xii) description, settlement date, con-
tract amount, quantity, market price,
and valuation for each aged failed to
deliver requiring & charge in the Com-
putation of Net Capital pursuant to
§ 240.15¢3-1;

(xiii) detail relating to information for
possession or control requirements under
§ 240.15¢3-3 and reported on the sched-
ule in Part II or OA of Form X-17A-5
(§ 249.617 of this chapter) ;

(xiv) detail of all items, not otherwise
substantiated, which are charged or
credited in the Computation of Net Capi-
tal pursuant to § 240.15¢3-1, such as cash
margin deficiencies, deductions related
to securities values and undue concen-
tration, aged securities differences and
insurance claims receivable; and

(xv) other schedules which are spe-
cifically prescribed by the Commission
as necessary to support information re-
ported as required by § 240.17a-5.

» » * - *

2. Commission action: Pursuant to sec-
tions 2, 10, 15, 17(a), 17(e) and 23 of the
Securities Exchange Act of 1934, the Se-

curities and Exchange Commission re-
vises § 240.17a-5 in Chapter II of Titlé
17 of the Code of Federal Regulations to
read as follows:
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§ 240.17a-5 Reports to be made by cer-
tain brokers and dealers.

(a) Filing of Monthly and Quarterly
Reports. (1) This paragraph (a) shall
apply to every broker or dealer registered
pursuant to Section 15 of the Act.

(2) (i) Every broker or dealer subject
to this paragraph (a) who clears or
carries customer accounts shall file Part
I of Form X-1TA-5 (§249.617 of this
chapter) within 10 busines days after
the end of each month.

(ii) Every broker or dealer subject to
this paragraph (a) who clears or carries
customer accounts shall file Part II of
Form X-17A-5 (§ 249.617 of this chap-
ter) within 17 business days after the
end of the calendar quarter and within
17 business days after the date selected
for the annual audit of financial state-
ments where said date is other than a
calendar quarter. Certain of such brok-
ers or dealers shall file Part IIA in lieu
thereof if the nature of their business is
limited as described in the instructions
to Part II of Form X-17A-5 (§ 249.617
of this chapter).

(iii) Every broker or dealer who does
not carry nor clear customer accounts
shall file Part ITA of Form X-17A-5
(§ 249.617 of this chapter) within 17
business days after the end of each cal-
endar quarter and within 17 business
days after the date selected for the an-
nual audit of financial statements where
said date is other than the end of the

calendar quarter.

(iv) Upon receiving written notice

from the Commission or the examining
authority designated pursuant to See-
tion 17(d) of the Act, a broker or dealer
who receives such notice shall file
monthly, or at such times as shall be spe-
cified, Part II or Part ITA of Form X-
17TA-5 (§ 249.617 of this chapter) and
such other financial or operational in-
formation as shall be required by the
Commission or the designated examining
authority.

(3) The reports provided for in this
paragraph (a) shall be considered filed
when received at the Commission’s prin-
cipal office iIn Washington, D.C. and the
regional office of the Commission for the
region in which the broker or dealer has
its principal place of business. Except as
provided for in paragraph (e)(3), such
reports shall be available for examina-
tion at the principal office of the broker
or dealer.

(4) The provisions of subparagraphs
(2) and (3) of paragraph (a) shall not
apply to a member of a national securi-
ties exchange or a registered national se-
curities association if said exchange or
association maintains records containing
the information required by Part I, Part
II or Part IIA of Form X-17A-5
(§ 249.617 of this chapter), as to such
member, and transmits to the Commis-
sion a copy of the applicable parts of
Form X-17A-5 (§ 249.617 of this chapter)
as to such member, pursuant to a plan,
the procedures and provisions of which
have been submitted to and declared ef-
fective by the Commission. Any such
plan filed by a national securities ex-
change or a registered national securities

association may provide that when a
member is also a member of one or more
national securities exchanges, or of one
or more national securities associations,
the information required to be submitted
with respect to any such member may be
submitted by only one specified national
securities exchange or registered national
securities association. For the purposes of
this section, a plan filed with the Com-
mission by a national securities exchange
or a registered national securities
association shall not become effec-
tive unless the Commission. having due
regard for the fulfillment of the Com-
mission’s duties and responsibilities un-
der the provisions of the Act, declares
the plan to be effective. Further, the
Commission, in declaring any such plan
effective, may impose such terms and
conditions relating to the provisions of
the plan and the period of its effective-
ness as may be deemed necessary or ap-
propriate in the public interest, for the
protection of investors, or to carry out
the Commission’s duties and responsibili
ties under the Act.

(b) Report Filed Upon Termination of
Membership Interest. (1) If a broker or
dealer holding any membership interest
in a national securities exchange ceases
to be a member in good standing of such
exchange, such broker or dealer shall,
within two business days after such
event, file with the Commission Part II
of Form X-17A-5 (§ 249.617 of this chap-
ter) as of the date of such event.

The report shall be filed at the Com-
mission’s principal office in Washing-
ton, D.C., and with the regional office of
the Commission for the region in which
the broker or dealer has its principal
place of business: Provided, however,
That such report need not be made or
filed if the Commission, upon written re-
quest or upon its own motion, exempts
such broker or dealer, either uncondi-
tionally or on specified terms and condi-
tions, from such requirement: Provided,
further, That the Commission may, upon
request of the broker or dealer, grant ex-
tensions of time for filing the report
specified herein for good cause shown.

(2) Attached to the report required by
subparagraph (1) of this paragraph shall
be an oath or affirmation that to the best
knowledge and belief of the individual
making such oath or affirmation the in-
formation contained in the report is true
and correct. The oath or affirmation shall
be made before a person duly authorized
to administer such oath or affirmation.
If the broker or dealer is a sole proprie-
torship, the oath or affirmation shall be
made by the proprietor; if a partnership,
by a general partner; or if a corporation,
by the chief executive officer, or. in his
absence, by the person authorized to act
in his place.

(3) For the purposes of this paragraph
(b) “membership interest” shall include
the following: full membership, allied
membership, associated membership,
floor privileges, and any other interest
that entitles a broker or dealer to the
exercise of any privilege on an exchange.

(4) For the purposes of this para-

graph (b), any broker or dealer shall be
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deemed to have ceased to be a member

in good gt‘mdmg of such exchange when

he has resigned, withdrawn, or been sus-
pended or expelled from a membership
interest in such exchange or has directly
or through any associated person sold or
entered into an agreement for the sale
of a membership interest which would
on consummation thereof result in the
termination of the broker’s or dealer’s
membership interest in such exchange.

*(5) Whenever any national securities
exchange takes any action which causes
any broker or dealer which is a member
of such exchange to cease to be a member
in good standing of such exchange or
when such exchange learns of any action
by such member or any other person
which causes such broker or dealer to
cease {0 be a member in good standing
of such exchange, such exchange shall
report such action promptly to the Com-
mission, furnishing information as to the
circumstances surrounding the event,
and shall send a copy of such notifica-
tion to the broker or dealer and notily
such broker or dealer of his responsibili-
ties under this paragraph (b).

(¢c) Customer Statements—(1} Who
must furnish the statements. Every brok-
er or dealer shall file with the Com-
mission at its principal office in Wash-
ington, D.C., with the regional office
of the Commission for the region in
which the broker or dealer has its prin-
cipal place of business, and with each
national securities exchange and regis-
tered national securities association of
which it is a member. and shall send to
its customers the statements prescribed
by subparagraphs (2) and (3) of this
paragraph (c), except if the activities of
such broker or dealer are limited to any
one or combination of the following and
are conducted in the manner prescribed
herein:

(i) As introducing broker or dealer,
the forwarding of all the transactions
of his customers to a clearing broker or
dealer on a fully disclosed basis: Pro-
vided, That such ciearing broker or
dealer reflects such transactions on its
books and records in accounts it carries
in the names of such customers and that
the introducing broker or dealer does
not hold funds or securities for, or owe
funds or securities to, customers other
than funds and securities promptly for-
warded to the clearing broker or dealer
or to customers;

(ii) The prompt forwarding of sub-
scriptions for securities to the issuer,
underwriter or other distributor of such
securities and of receiving checks, drafts,
notes, or other evidences of indebtedness
payable solely to the issuer, underwriter
or other distributor who delivers the se-
curity directly to the subscriber or to a
custodian bank, if the broker or dealer
does not otherwise hold funds or securi-
ties for, or owe money or securities to,
customers;

(iii) The sale and redemption of res
deemable shares of registered investment
companies or the solicitation of share

accounts of savings and loan associations
in the manner contemplated by the
$2,500 minimum net capital requirement
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of § 240.15¢3-1 or the offering to extend
any credit to or participate in arranging
a loan for a customer to purchase in-
surance in connection with the sale of
redeemable shares of registered invest-
ment companies; or

(iv) Conduct which would exempt the
broker or dealer from the provisions of
§ 240.17a-13 by reason of the provisions
of paragraph (a) of that section.

(2) Audited statements to be fur-
nished. The following statements shall be
sent to customers within 45 days after
the broker or dealer files with the Com-
mission the information required by
paragraph (d):

(i) A balance sheet with appropriate
notes prepared in accordance with gen-
erally accepted accounting principles
which shall be audited if the financial
statements furnished in accordance with
paragraph (d) of this section are re-
quired to be certified; .

(it) A footnote containing a statement
of the amount of the broker’s or dealer’s
net capital and its required net capital,
computed in accordance with § 240.-
15¢3-1. Such statement shall include
summary financial statements of subsidi-
aries consolidated pursuant to Appendix
C of §240.15¢3-1, where material, and
the effect thereof on the net capital and
required net capital of the broker or

recent annual audit report pursuant to
§ 240.17a-5, the independent accountant

&20.278—2, W18 INQepenaent accollll.

pommented on any material inadequacies
in accordance with paragraphs (g) and
(h) and 8§ 240.17qa 11!4-1\, thera ghall he
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a statement by the broker or dealer that
a copy of such report and comments is
currently available for the customer’s
inspection at the principal office of the
Commission in Washington, D.C., and
the regional office of the Commission for
the region in which the broker or dealer
has its principal place of business; and

(iv) A statment indicating that the
Statement of Financial Condition of the
most recent annual audit report of the
broker or dealer pursuant to § 240.17a-5
is available for examination at the prin-
cipal office of the broker or dealer and at
the regional office of the Commission for
the region in which the broker or dealer
has its principal place of business.

(3) Unaudited statements to be fur-
nished. The statements shall contain the
information specified in subparagraphs
(¢) (2) () and (ii). Said unaudited state-
ments shall be as of the date 6 months
from the date of the audited statements
required to be furnished pursuant to sub-
paragraphs (¢) (1) and (2) and shall be
furnished not later than six months
after the date that the audited state-
ments required by subparagraph (c)(2)
were furnished.

(4) Definition of “customer.” For pur-
poses of this paragraph (c), the term
“customer” includes any person other
than : (i) another broker or dealer who
is exempted by subparagraph (c)(1);
(ii) a general, special or limited partner
or director or officer of a broker or deal-

er: or (iii) 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 iaw,
is part of the capital of the broker or
dealer or is subordinated to the claims of
creditors of the broker or dealer, for or
with whom a broker or dealer has effected
a securities transaction in a particular
month, which month shall be either the
month preceding the balance sheet date
or the month following the balance sheet
date in which the statement is sent. The
term “customer” also includes any per-
son for whom the broker or dealer holds
securities for safekeeping or as collateral
or for whom the broker or dealer car-
ries a free credit balance in the month
in which customers are determined for
purpaoses of this paragraph (¢).

(d) Annual Filing of Audited Financial
Statements. (1) (i) Every broker or deal-
er registered pursuant to Section 15 of
the Act shall file annually, on a calendar
or fiscal year basis, 2 repoft which shall
be audited by an independent public ac-
countant. Reports pursuant to this para-
graph (d) shall be as of the same fixed
or determinable date each year unless
a change is approved by the Commission.

(ii) A broker or dealer succeeding to
and continuing the business of another
broker or dealer need not file a report
under this paragraph as of a date in the
fiscal or calendar year in which the
succession occurs if the predecessor
broker or deaier has filed a report in
compliance with this paragraph as of a
date in such fiscal or calendar year.

(iil) A broker or dealer who has nov
transacted a business in securities di-
rectly with or for other than members of
2 national securities exchange, and has
not carried any margin account, credit
balance or security for any person who is
defined as a ‘“customer” in paragraph
(c) (4) of this section, shall not- be re-
quired to file a report under this para-
graph.

(2) The annual audited report shall
contain a Statement of Financial Con-
dition (in a format and on a basis which
is consistent with the totals reported on
the Statement of Financial Condition
contained in Form X-17TA-5 (§ 249.617 of
this chapter), Part II or Part IIA), a
Statement of Changes in Stockholders’
or Partners’ or Sole Proprietor’s Equity,
and a Statement of Changes in Liabili-
ties Subordinated to Claims of General
Creditors. Such statements shall be ina
format which is consistent with such
statements as contained in Form X-~1 TA-
5 (§ 249.617 of this chapter) Part II or
Part ITA.

(3) Supporting schedules shall include,
from Part II or Part IIA of Form X-1TA-
5 (§249.617 of this chapter) a Compu-
tation of Net Capital Under § 240.15¢3-1,
a Computation for Determination of the
Reserve Requirements under Exhibit A
of §240.15¢3-3 and Information Relat-
ing to the Possession or Control Require-
ments Under § 240.15¢3-3 and shall be
filed with said report.

(4) A reconciliation, including appro-
priate explanations, of the Computation

of Net Capital under § 240.15¢3-1 and
the Computation for Determination of
the Reserve Requirements Under Exhibit

A of § 240.15¢3-3 in the audit report with
the broker’s or dealer’s corresponding
unaudited most recent Part IT or Part
IIA filing shall be filed with said report
when material differences exist. If no
material differences exist, a statement so
indicating shall be filed.

(5) 'The annual audit report shall be
filed not more than sixty (60) days after
the date of the financial statements.

(6) The annual audit report shall be
filed at the regional office of the Com-
mission for the region in which the
broker or dealer has its principal place of
business, the Commission’s principal
office in Washington, D.C., and the prin-
cipal office of the designated examining
authority for said broker or dealer. Cop-
ies thereof shall be provided to all self-
regulatory organizations of which said
broker or dealer is a member.

(e) Nature and form of reports. The
financial statements filed pursuant to
paragraph (d) of this section shall be
prep?.red and filed in accordance with
the following requirements:

(1) 1) An audit shall be conducted by
a certified public accountant who shall
be in fact independent as defined in
paragraph () (3) herein, and he shall
give an opinion covering the statements
filed pursuant to paragraph (d): Pro-
vided, however, That the financial state-
ments filed pursuant to paragraph (d)
need not be audited if, since the date of
the previous financial statements of the
report filed pursuant to § 240.15b1-2 or
this section: (a) the securities business
of such broker or dealer has been limited
to acting as broker (agent) for the is-
suer in soliciting subscriptions for secur-
ities of such issuer, said broker has
promptly transmitted, to such issuer all
funds and promptly delivered to the
subscriber all securities received in con~
nection therewith, and said broker has
not otherwise held funds or securities
for or owed money or securities to cus-
tomers: or (b) its securities business has
been limited to buying and selling evi-
dences of indebtedness secured by mort-
gage, deed or trust, or other lien upon
real estate or leasehold interests, and
said broker or dealer has not carried any
margin account, credit balance or secur-
ity for any securities customer.

(ii) A broker or dealer who files a re-
port which is not covered by an ac-
countant’s opinion shall include in the
oath or affirmation required by para-
graph (e)(2) of this section a state-
ment of the facts and circumstances re-
lied upon as a basis for exemption from
the requirement that financial state-
ments ‘and schedules filed pursuant to
paragraph (d) be covered by the opin-
ion of an accountant.

(2) Attached to the report shall be an
oath or affirmation that, to the best
knowledge and belief of the person mak-
ing such oath or affirmation, the finan-
cial statements and schedules are true
and correct. The oath or affirmation shall
be made before a person duly authorized
to administer such oaths or affirmations.
If the broker or dealer is a sole pro-
prietorship, the oath or affirmation shall

be made by the proprietor; if a partner-
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ship, by a general partner; or if a cor-
poration, by a duly authorized oiiicer.

(3) All of the statements filed pur-
suant to paragraph (d) shall be public,
except that, if the Statement of Finan-
cial Condition in a format which is con-
sistent with Form X-17A-5 (§ 249.617 of
this chapter), Part II or Part IIA, is
bound separately from the balance of the
annual audited financial statements filed
pursuant to subparagraph (d) (1), the
balance of the annual audited financial
settlements shall be deemed confidential,
except that they shall be available for
official use by any official or employee of
the United States or any State, by na-
tional securities exchanges and registered
national securities associations of which
the person filing such report is a member,
and by any other person to whom the
Commission authorizes disclosure of such
information as being in the public in-
terest. Nothing contained in this sub-
paragraph (3) shall be deemed to be in
derogation of the rules of any registered
national securities association or na-
tional securities exchange which give to
customers of a member broker or dealer
the right, upon request to such member
broker or dealer, to obtain information
relative to its financial condition.

(4) The broker or dealer shall file with
the report a supnlemental report which
shall be covered by an ovinion of the in-
dependent public accountant on the
status of the memkbtershio of the broker
or dealer in the Securities Investor Pro-
tection Corporation (“‘SIPC”) if, pursu-
ant to subparagranh (¢) (1), a report of
the broker or dealer is required to be
covered by an opinion of a certified pub-
lic accountant or a public accountant
who is in fact independent. The suople-
mental report shall cover the SIPC an-
nual general assessment reconciliation
or exclusion from membership forms not
previously reported on under this sub-
paragraph (4} which were reguired to be
filed on or prior to the date of the report
required by paragraph (b) of this sec-
tion. The supplemental report, which
shall be submitted in triplicate original
to the regional office of the Commission
for the region in which the broker or
dealer has its principal place cf business,
be bound separately, be dated and be
signed manually, shall include the fol-
lowing:

(i) A schedule of assessment payments
also showing any overpayments applied
and overpayments carried forward in-
cluding: payment dates, amounts, and
name of SIPC collection agent to whom
mailed, or

(i) If exclusion from membership was
claimed. a statement that the broker or
dealer qualified for exclusion from mem-
bership under the Securities Investor
Protection Act of 1970, and the date and
name of the STPC collection agent with
whom a Certification of Exclusion from
Membership (Form SIPC-3) was filed,
and

(iii) An accountant’s report which
shall state that in the accountant’s
opinion either the assessments were de-
termined fairly in accordance with ap-
pticable instructions and forms, or that

RULES

>

\ND REGULATIONS

a claim for exclusion from membership

was consistent with income reported. If

exceptions are noted, the accountant
shall state any corrective action taken
or proposed. The accountant’s review on
which his report is based shall include
as a minimum the following procedures:

(A) Comparison of listed assessment
payments with respective cash disburse-
ments record entries;

(B) For calendar year 1975 or pre-
ceding years, comparison of amounts
reflected in Form X-1T7A-10 (§ 249.618
of this chapter) with amounts reported
in the Annual General Assessment Re-
conciliation (Form SIPC-7) ;

(C) For all or any portion of a fiscal
year ending in 1976 and each fiscal year.
thereafter, comparison of amounts re-
fected in Form X-17A-5 (§ 245617 of
this chapter) as required by paragraph
(b)) of this section, with amounts re-
norted in the Annual General Assess-
ment Reconciliation (Form SIPC-T);

(D) Companson of adJustments re-
poried in Form SIFC-T7 with supporting
schedules and working papers support-
ing adjustments;

(E) Proof of arithmetical accuracy of
the calculations reflected in Form SIPC-
7 and in the schedules and working pa-
vers supporting adjustments; and

(F) Comparison of the amount of any
overpayment applied with the Form
SIPC-7 on which it was computed; or

(@) If exclusion from membership is
claimed, the accountant shall review
Form X-1TA-10 (§ 249.618 of this chap-
ter) for calendar year 1975 or preceding
years, Form X-17A-5 (§ 249.617 of this
chapter) for ail or any portion of a fiscal
year ending in 1976 and each fiscal year
ending in 1976 and each fiscal year there-
after to ascertain that the Certification
of Exclusion from Membership (Form
SIPC-3) was consistent with the income
reported.

(f) (1) Qualification of accountants.
The Commission will not recognize any
person as a certified public accountant
who is not duly registered and in good
standing as such under the laws of his
place of residence or principal office.

(2) Designation of accountant. Every
broker or dealer subject to this section
shall file no later than December 10 of
each year a statement with the Commis-
sion’s principal office in Washing-
ton, D.C., the regional office of the Com-
mission for the region in which its prin-
cipal place of business is located, and the
principal office of the designated examin-
ing authority for such broker or dealer.
Such statement shall indicate the exist-
ence of an agreement dated no later than
December first, with an independent
public accountant covering a contractual
commitment to conduct the broker’s or
dealer’s annual audit during the follow-
ing calendar year.

The agreement may be of a continuing
nature, providing for successive yearly
audits, in which case no further filing is
required. If the agreement is for a single
audit, or if the continuing agreement
previously filed has been terminated or
amended, a new statement must be filed

by the required date.
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The statement shall be headed “Notiee
nurcunant to Rule 17a.5(f) (2)” and shall

pursuans o i C ang sna.

contain the following information: (i)
name, address, telephone number and
registration number of the broker or
dealer; (ii) name, address and telephone
number of the accounting firm; and (iii)
the audit date of the broker or dealer:
for the year covered by the agreement.

(3) Independence of accountant. An
accountant shall be independent in ac-
cordance with the provisions of § 210.2—
01(b) and (c) of this chapter.

(4) Replacement of accountant. A
broker or dealer shall file a notice which
must be received by the Commission’s
principal office in Washington, D.C., the
regional office of the Commission for the
region in which its principal place of

business is located, and the principal of-

fice of the designated examining author-
ity for such broker or dealer, not more
than 15 business days after;

(i) The broker or dealer has notified
the accountant whose opinion covered

the most recent financial statements filed

under paragraph (d) of this section that
his services will not be utilized in future
engagements; or

(if) The broker or dealer has notified
an accountant who was engaged to give
an opinion covering the financial state-
ments to be filed under paragraph (d)
that the engagement has been termi-
nated; or

(iii) An accountant has notified .the
broker or dealer that he would not con-
tinue under an engagement %o give an

opinion covering the financial state-
mznts to be filled under paragraph (d);
or

(iv) A new accountant has been en-
gaged to give an opinion covering the
financial statements to be filed under
paragraph (d) without any notice of
termination having been given to or by
the previously engaged accountant.

Such notice shall state (a) the date
of notification of the termination of the
engagement or engagement of the new
accountant as applicable and (b) the
details of any problems existing during
the 24 months (or the period of, the
engagement, if less) preceding such
termination or new engagement relating
to any matter of accounting principles
or practices, financial statement disclo-
sure, auditing scope or procedure, or
compliance with applicable rules of the
Commission, which problems, if not re-
solved to the satisfaction of the former
accountant, would have caused him to
make reference to them in connection
with his report on the subject matter of
the problems. The problems required to
be reported in response to the preceding
sentence include both those resolved to
the former accountant’s satisfaction and
those not resolved to the former account-
ant’s satisfaction. Problems contem-
plated by this section are those which
occur at the decisionmaking level—i.e.,
between principal financial officers of the
broker-dealer and personnel of the ac-
counting firm responsible for rendering
its report. The notice shall also state
whether the accountant’s report on the
financial statements for any of the past
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two

years contained an adverse opinion
or a disclaimer of opinion or was quali-
fied as to uncertainties, audit scope, or
accounting principles, and describe the
nature of each such adverse opinion, dis-
claimer of opinion, or qualification. The
broker or dealer shall also request the
former accountant to furnish the broker
or dealer with a letter addressed to the
Commission stating whether he agrees
with the statements contained in the
notice of the broker or dealer and, if not,
stating the respects in which he does not
agree. The broker or dealer shall file
three copies of the notice and the ac-
countant’s letter, one copy of which shall
be manually signed by the sole proprietor,
or a general partner or a duly authorized

mmemmmadta AFRAAY Yoy 3
corporate officer. as appropriate, and by

the accountant, respectively.

(g) Audit objectives. (1) The audit
shall be made in accordance with gen-
erally accepted auditing standards and
shall include 2 review of the accounting
system, the intermal accounting control
and procedures for safeguarding securi-
ties including appropriate tests thereof
for the period since the prior examina-
tion date. The audit shall include all
procedures necessary under the circum-
stances to enable the independent pub-
lic accountant to express an ovinion on
thg statement of financial condition, re-
suits of operations, changes in financial
position, and the Computation of Net
Capital under § 240.15¢3-1, the Comou-
tation for Determination of Reserve Re-
quirements for Brokers or Dealers under
Exhibit A of § 240.15¢3-3, and Informa-

trol Requirements under § 240.15c3-3.
The scope of the audit and review of the
accounting system, the internal control
and procedures for safeguarding securi-
ties shall be sufficient to provide reason-
able assurance that any material inade-
quacies existing at the date of the ex-
amination in (a) the accounting sys-
tem: (b) the internal accounting con-
trols: (¢) procedures for safeguarding
securities: and (d) the practices and
procedures whose review is specified in
(i), db), (iii) and (iv) of this paragraph
would be disclosed. Additionally, as
specific objectives, the audit shall in-
clude reviews of the practices and pro-
cedures followed by the client:

(i) in making the periodic computa-
tions of aggregate indebtedness and net
capital under §240.17a-3(a)(11) and
the reserve required by § 240.15¢3-3(e);

(ii) in making the quarterly securities
examinations, counts, verifications and
comparisons and the recordation of dif-
ferences required by § 240.17a-13;

(iii) in complying with the requirement
for prompt payment for securities of
Section 4(c) of Regulation T (§ 220.4(c)
of Chapter IT of Title 12) of the Board of
Governors of the Federal Reserve Sys-
tem; and

(iv) in obtaining and maintaining
physical possession or control of all fully
paid and excess margin securities of
customers as required by § 240.15¢3-3.

(2) If the broker or dealer is exempt
from § 240.15c3-3, the independent public
accountant shall ascertain that the con-

RULES

ditions of the exemption were being com-
plied with as of the examination date
and that no facts came to his attention
to indicate that the exemption had not
been complied with during the period
since his last examination.

(3) A material inadequacy in the ac-
counting system, internal accounting
controls, procedures for safeguarding
securities, and practices and procedures
referred to above which is expected to be
reported under these audit objectives
includes any condition which has con-
tributed substantially to or, if appro-
priate corrective action is not taken,
could reasonably be expected to (i) in-
hibit a broker or déaler from promptly
completing securities transactions or
promptly discharging his responsibilities
to customers, other broker-dealers or
creditors: (i) result in material financial
loss: (iii) result in material misstate-
ments of the broker’s or dealer’s financial
statements: or (iv) result in violations
of the Commission’s recordkeeping or

financial responsibility rules to an extent

that could reasonably be expected to re-
sult in the conditions described in parts
(i), (i), or (iit) of this subparagraph (3).

(h) Extent and Timing of Audit Pro-
cedures. (1) The extent and timing of
audit procedures are matters for the
independent public accountant to deter-
mine on the basis of his review and

evaluation of existing internal controls

and other audit procedures performed in.

accordance with generally accepted au-
diting standards and the audit objec-
tives set forth in paragraph (g) above.
In determining the extent of testing,
coasideration shall be given to the mate-
riality of an area and the possible ef-
fect on the financial statements and
schedules of a material misstatement in
a related account. The performance of
auditing procedures involves the proper
synchronization of their application and
thus comprehends the need to consider
simultaneous performance of procedures
in certain areas such as, for example,
securities counts, transfer verification
and customer and broker confirmation in
connection with verification of securities
positions.

(2) If, during the course of the audit
or interim work, the independent public
accountant determines that any material
inadequacies exist in the accounting
system, internal accounting control,
procedures for safeguarding. securities,
or as otherwise defined in subparagraph
(g) (3), then he shall call it to the at-
tention of the chief financial officer of
the broker or dealer, who shall have a

responsibility to inform the Commission

and the designated examining authority
by telegraphic notice within 24 hours
thereafter as set forth in paragraphs (d)
and (f) of §240.17a-11. The broker or
dealer shall also furnish the accountant
with a copy of said notice to the Com-
mission by telegraphic communication
within said 24 hour period. If the ac-
countant fails to receive such notice from
the broker or dealer within said 24 hour
period, or if he disagrees with the state-
ments contained in the notice of the
broker or dealer, the accountant shall

have a responsibility to inform the Com-
mission and the designated examining
authority by report of material inade-
quacy within 24 hours thereafter-as set
forth in paragraph (f) of § 240.17a-11.
Such report from the accountant shall, if
the broker or dealer failed to file a notice,
describe any material inadequacies found
to exist. If the broker or dealer filed a
notice, the accountant shall file a report
detailing the aspects, if any, of the
broker's or dealer’s notice with which the
accountant does not agree.

) Accountant’s reports, general pro-
pisions.—(1) Technical requirements.
The accountant’s report shall: (i) be
dated: (ii) be signed manually; (iii) in-
dicate the city and state where issued;
and (iv) identify without detailed enu-
meration the financial statements and
schedules covered by the report.

(2) Representations as to the audit.
The account’s report shall: (i) state
whether the audit was made in accord-
ance with generally accepted auditing
standards; (ii) state whether the ac-
countant reviewed the procedures fol-
lowed for safeguarding securities; and
(iii) designate any auditing procedures
deemed necessary by the accountant
under the circumstances of the partic-
ular case which have been omitted, and
the reason for their omission.

Nothing in this section shall be con-
strued to imply authority for the omis-
sion of any procedure which independ-
ent accountants would ordinarily employ
in the course of an audit’'made for the
purpose of expressing the opinjons re-
quired under this section.

¢3) Opinion to be expressed. The ac-
countant’s report shall state clearly the
opinton of the accountant: (i) in re-
spect of the financial statements and
schedules covered by the report and the
accounting principles and practices re-
flected therein; and (i) as to the con-
sistency of the application of the ac-
counting principles, or as to any changes
in such principles which have a material
effect on the financial statements.

(4) Ezrceptions. Any matters to which
the accountant takes exception shall be
clearly identified, the exception thereto
specifically and clearly stated, and, to the
extent practicable, the effect of each such
exception on the related financial state-
ments given.

(5) Definitions. For the purpose of this
section, the terms “audit” (or “examina-
tion™), “accountant’s report,” and *certi-
fied” shall have the meanings given in
§ 210.1-02 of this chapter.

(j) Accountant’s report on material
inadequacies.

The broker or dealer shall file concur-
rently with the annual audit report a
supplemental report by the accountant
describing any material inadequacies
found to exist or found to have existed
since the date of the previous audit. The
supplemental report shall indicate any
corrective action taken or proposed by
the broker or dealer in regard thereto. If
the audit did not disclose any material
inadequacies, the supplemental report
shall so state. -
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(k) Use of certain statements filed
with the Securities and Exchange Com=
mission. At the request of any broker or
dealer who is (i) an investment company
registered under the Investment Com-
pany Act of 1940, or (ii) a sponsor or
depositor of such a registered invest-
ment company who effects transactions
in securities only with, or on behali of,
such registered investment company, the
Commission will accept the financial
statements filed pursuant to Section 13
or 15(d) of the Securities Exchange Act
of 1934 or Section 30 of the Investment
Company Act of 1940 and the rules and
regulations promulgated thereunder as
a filing pursuant to paragraph (d) of
this section. Such a filing shall be deem-
ed to satisfy the requirements of this
section for any.calendar year in which
such financial statements are filed, pro-
vided that the statements so filed meet
the requirements of the other rules un-
der which they are filed with respect to
time of filing and content.

(1) Ezxtensions and Exemptions, (1)
(a) In the event any broker or dealer
finds that it cannot file its report for any
year within the time specified in para-
graph (d) of this section without undue
hardship, it may file with the Commis-
sion’s principal office in Washington, D.C.
and the appropriate regional office as
specified in subparagraph (d) (8), an ap-
plication for an extension of time to a

specified date which shall not be more
than 90 dayvs after the date as of which
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his ﬁnancxal condition is reported. Notice
of such application shall be sent to the
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plication shall be made by the broker or
dealer and shall:

(i) state the reasons for the requested
extension;

(ii) indicate that the inability to make
a timely filing is due to circumstances
beyond the control of the broker or deal-
er if such is the case, and describe briefly
the nature of such circumstance;

(iii) indicate if the broker or dealer is
in violation of the net capital require-
ments specified in § 240.15¢3-1 or the re-
quirements of § 240.15¢3-3, or has any
significant financial or recordkeeping
problems;

(iv) contain an agreement to file the
report on or before the date specified
by the broker or dealer in the applica-
tion: and

(v) be received by the regional office
of the Commission for the region in
which the broker or dealer has its prin-
cipal place of business, the Commis-
sion’s principal office in Washington,
D.C. and the principal office of the des-
ignated examining authority prior to
the date upon which the report is due.

(vi) be accompanied by a letter from
the independent public accountant an-
swering the following questions:

(A) What specifically are the reasons
for the extension request?

{B) On the basis of that part of your
audit to date, do you have an indication
that may cause you to consider com-
menting on any material inadequacies
in the accounting system, internal ac-
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counting control and procedures for
safeguarding securities?

(C) Do you have any indication from
that part of your audit completed to
date that would lead you to believe that
the condition of the firm’s records is en-
dangering its ability to supervise its
registered representatives and their
handling of customer accounts.

(D) Do you have any indication from
that part of your audit completed to date
that would lead you to believe that the
firm is in violation of the net capital
requirements specified in § 240.15¢3-1
or the requirements of #§ 240.15¢2-3, or
has any significant financial or record-
keeping problems?

(b) Within 10 calendar days after the
request for extension of time has been
received by the appropriate regional oi-
fice as specified in subparagraph (d) (6),
the regional office shall:

(i) notify the broker or dealer and its
designated examining authority of the
grant or denial of the requested exten-
sion; or

(i) indicate to the broker or dealer
that additional time is required to satis-
factorily analyze the request, in which
case the amount of time needed shall be
specified.

(2) Any “bank” as defined in section 3
(a) (6) of the Act (48 Stat. 882; 15 U.S.C.
78¢) and any “insurance company” as
defined in Section 3(a)(19) of the Act
(78 Stat. 565; 15 U.S.C. 78¢c) registered as
a broker or dealer to sell variable con-
tracts but exempt from § 240.15¢3-1 shall
be exempt from the provisions of this
section.

(3) On written request of any national
securities exchange, registered national
securities association, broker or dealer,
or on its own motion, the Commission
may grant an extension of time or an ex-
emption from any of the requirements of
this section either unconditionally or on
specified terms and conditions.

(m) Notification of change of fiscal
year. In the event any broker or dealer
finds it necessary to change its fiscal year
it must file, with the Commission’s prin-
cipal office in Washington, D.C., the re-
gional office of the Commission for the
region in which the broker or dealer has
its principal place of business, and the
principal office of the designated exam-
ining authority for such broker or dealer.
a notice of such change.

Such notice shall contain a detailed
explanation of the reasons for the
change, and indicate whether the filing
of the annual audit report will be de-
layed as a result thereof. If the filing of
the audit report will be delayed, the
broker or dealer shall include in the ro-
tice the representations required by sub-
paragraph (a) (1) of paragraph (1).

(n) Filing Requirements. For purposes
of filing requirements as described in
§ 240.17a-5, such filing shall be deemed
to have been accomplished upon receipt
at the Commission’s principal office in
Washington, D.C., with duplicate origi-
nals simultaneously filed at the locations
prescribed in the particular paragraph of
§ 240.17a-5 which is applicabie.

3. Commission action: Pursuant to sec-
tion 2, 6(e), 17(a) and 23 (a) and ()
of the Securities Exchange Act of 1934,
the Securities and Exchange Commission
amends § 240.17a-10 in Chapter II of
Title 17 of the Code of Federal Regula-
tions by revising paragraphs (a), (d) and
te) to read as follows:

§ 240.17a-16

penses.

(a) Every broker cr dealer registered
purcuant to Section 15 of the Act shall,
not later than 45 days after the close of
each calender year (commencing with
the calendar yeayr 1975), file a report of
his revenue and expenses, and related
financial and other information for such
calendar year on Form X-17A-10
(% 249.618 of this chapter). Brokers or
dealers required to complete Part IIX
only or Schedules A through D shall file
Forin X-17TA-10 (§ 249.618 of this chap-
ter) not later than 60 days after the close
of each calendar year.

* * * * -

(d) In the event any broker or dealer
finds that he cannot file his report for
any year within the time specified in
paragraph (a) of this section without
undue hardship, he may file with the
Commission’s principal office in Wash-
ington, D.C. an application for an ex-
tension of time to a specified date which
shall not be later than 105 days after
the close of the calendar year for which

the renort ig to he made, Tha annhnafin“
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shall state the reasons for the requested
extension and shall contain an agreement
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fied date.

(e) Notwithstanding the time limits for
filing established by paragraph (a) of
this section any broker or dealer who is
subject to said paragraph (a) of this sec-
tion shall file a report of his revenue and
expenses and related financial and other
information on Form X-17A-10 (§ 249.-
618 of this chapter) for calendar year
1975 not later than 60 days after the
close of the calendar year.

4. Commission action: Pursuant to Sec-
tions 2, 10, 15, 17(a) and 23(a) of the
Securities Exchange Act of 1934, the
Securities and Exchange Commission re-
vises & 240.17a~11 in Chapter II of Title
17 of the Code of Federal Regulations to
read as follows:

210.17a=11 Supplemental current fi-
nancial and operational reports to he
made by certain brokers and dealers.

(a) Every broker or dealer subject to
§ 240.15¢3-1, whose net capital at any
time is less than the minimum required
by any capital rule to which such person
is subject, shall:

(1) Give telegraphic notice as set
forth in paragraph (f) of this section
that such person’s net capital is less than
is required by any such capital rule, iden-
tifying the applicable net capital rule
or rules. The notice shall be given on the
same day that such person’s capital be-
comes less than required by any of the
aforesaid rules to which such person is
subject; and

Report of revenue and ex-

1975



(2) Within thereafter file

24 h er file
Part II of Form X-1TA-5 (§ 249.617 of
this chapter) and such supplementary
information as may be required.

(b) (1) If a computation made by &
broker or dealer pursuant to the require-
ments of § 240.15¢3-1(c) shows, at any
point during the month, that his ag-
gregate indebtedness is in excess of 1,200
per centum of his net capital, or that his
total net capital is less than 120 per
centum of the minimum net capital re-
quired of him, such person shall file a
report on Part II of Form X-17A-5
(§249.617 of this chapter) within 15
calendar days after the end of the month
for which such computation was re-
quired to be made, and within 15 calen-
dar days after the end of each month
thereafter until 3 successive months
shall have elapsed during which his ag-
gregate indebtedness does not exceed
1,200 per centum of his net capital, and
his total net capital does not fall below
120 per centum of the minimum net
capital required of him.

(2) If a computation made by a broker
or dealer pursuant to §240.15¢3-1 o)
shows, at any point during the month,
that his net capital is less than 6 percent
of aggregate debit items computed in ac-
cordance with § 240.15¢3-3 Exhibit A:
Formula for the Determination of Re-
serve Requirements, or that his total net
capital is less than 120 per centum of the
minimum net capital required of him,
stuch broker or dealer shall file a report
on Part II of Form X-17A-5 (§ 249.6117
of this chapter) within 15 calendar days
after the end of the month for which
such computation is made. and within 15
days after the end of each month there-
after until three successive months shall
have elapsed during which his net capi-
tal is not less than six percent of ag-
gregate debit items computed in accord-
ance with §240.15¢3-3 Exhibit A, and
his total net capital does not fall below
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120 per centum of the minimum net
capital required of him.

(¢) At any time when a broker or
dealer subject to §240.17a-3 fails to
make and keep current the books and
records specified therein, he shall im-
mediately give telegraphic notice of such
fact, specifying the books and records
which have not been made or which are
not current, and within 48 hours of the
telegraphic notice file a report stating
what steps have been and are being taken
to correct the situation.

(d) Whenever any broker or dealer
discovers, or is notified by an independ-
ent public accountant, pursuant to para-
graph (h)(2) of §240.17a-5 of the ex-
istence of any material inadequacy as de-
fined in paragraph (g) of §240.17a-5,
said broker or dealer shall give tele-
graphic notice of such material inade-
quacy within 24 hours, and within 48
hours of the telegraphic notice file a
report stating what steps have been and
are being taken to correct the situation.

(e} Whenever any national securities
exchanee or national securities associ-
ation learns that a member broker or
dealer has failed to file a notice or file a
report as required by paragraph (a), (b),
(e) or (d) of this section, such organiza-
tion shall immediately report such fall-
ure as provided in paragrapi {f) of this
section.

(f) Every notice and report required
to be given or filed by this section shall
be given to or filed with the principal of-
fice of the Commission in Washington,
D.C., with the regionai office of the Com-
mission for the region in which the
broker or dealer has its principal place
of business, with the designated exam-
ining authority of which such broker or
dealer is a member, and with the Com-
modity Futures Trading Commission if
such broker or dealer is a member of
such Commission.

5. Commission action: Pursuant to
Sections 2, 6(e), 17(a) and 23{(a) and
(b) of the Securities Exchange Act of
1934, the Securities and Exchange Com-
mission amends § 240.17a~20 in Chap-
ter IT of Title 17 of the Code of Fed-
eral Regulations by revising paragraphs
(a) (1) and (a) (2) to read as follows:

§ 240.17a-20 Monitoring effect of com-
petitive commission rates.

(a) (1) Every broker or dealer with
revenues as shown on line 6 of Statement
A to Part ITI or line 11 of Statement AA
to Part II of Form X-17A-10 (§249.618
of this chapter) of $500,000 or more, of
which at least 20 percent is derived from
brokerage commission transactions ef-
fected on national securities exchanges
as shown on Line 1(a) of Statement A
to Part ITI, or Line 1(e) of Statement AA
to Part II, respectively, of Form X-17A-
10 (§ 249.618 of this chapter) during cal-
endar year 1974 shall, not later than 17
business days after the close of each cal-
endar quarter, file a report of his reve-
nues and expenses and related financial
and other information for each such
calendar quarter on Form X-17A-20
(§ 249.636 of this chapter).

(2) Every broker or dealer required to
file for calendar vear 1975 Part II to
Form X-17A-10 (§ 249.618 of this chap-
ter), and whose commissions earned on
transactions in listed equity securities
executed on an exchange as shown on
Line A(11) of Part II to Form X-17A-10
(§ 249.618 of this chapter), and who does
not conduct a business with other than
other members of an exchange, shall, not
later than 17 business days after the
close of each calendar quarter (com-
mencing with the calendar quarter end-
ing March 31, 1976), file a report of reve-
nues and expenses and related financial
and other information for each such
calendar quarter on Form X-17A-20
(§ 249.636 of this chapter).
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

January 22, 1976

TO: All NASD Members

: Settlement Date Schedule Involving Lincoln's Birthday and
Washington's Birthday. *

Transactions made on Lincoln's Birthday, Thursday, Febru-
ary 12, 1976, and on the days immediately preceding that day,

will be subject to the schedule of settlement dates below (for
"regular-way" transactions). No settlements will be made on

Thursday, February 12, since many banking institutions will be
closed. Securities markets and the NASDAQ system, however, will
be in operation for trading.

The schedule takes into account that securities markets and
the NASDAQ system will be closed on Monday, February 16, 1976
in observance of Washington's Birthday.

Transactions made on February 12 will be combined with
transactions made on the previous business day, February 11,
for settlement on February 20.

February 12 shall not be considered as a business day in
determining the day for settlement of a transactlon, the day
on which stock shall be quoted ex-dividend, or in computing
interest on bonds.

Further, marks to the market, reclamations, buy-ins and
sell-outs as provided for in the Uniform Practice Code, shall
not be exercised on February 12.

Settlement dates for "regular-way" transactions

Trade Date Settlement Date 7th Business Day**
February 3 February 10 February 12
4 11 13
5 13 17
6 17 18



Page 2
Settlement dates for "regqular-way” transactions

Trade Date Settlement Date 7th Business Day
9 18 19
10 19 20
11 and 12 Lincoln's Birthday
observance 20 23 & 24
13 23 25

16 Washington's Birthday - -
no trade

17 24 26

18 25 27

Questions regarding this notice may be directed to the
Uniform Practice Division of National 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 Dir-
ectors of NCC interprets and enforces the provisions of the
NASD's Uniform Practice Code.

** Date for determining the close out provisions under Section
4(c) (2) of Regulation T of the Federal Reserve Board. February
23 is the 7th Business Day for trades of February 11. February
24 is the 7th business day for trades of February 12.
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

January 30, 1976

TO: All NASD Members

RE: Prudhomme Investor Service, Inc.
10210 Sutherland Road
Silver Spring, Maryland 20901

ATTN: Operations Officer, Cashier, Fail-Control Department

On Friday, January 23, 1976, a temporary receiver was
appointed for the above captioned firm. While not a member
of the Association or the National Clearing Corporation,
this firm to the temporary receiver.*

Temporary Receiver

Mr. John H. Moelter

Suite 800, Farragut Building
900 Seventeenth Street, N.W.
Washington, D. C. 20006
Telephone (202) 223-8400

*This notice, which applies to all NASD Members, has been
issued by National Clearing Corporation. The Board of Dir-
ectors of NCC interprets and enforces the provisions of

the NASD's Uniform Practice Code.
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