NOTICE TO MEMBERS: 79-9
Notices to Members should be
retained for future reference.

NASD

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

March 21, 1979

TO: All NASD Members and Interested Persons
RE: Amendments to Schedule C Affecting Foreign Broker/Dealers
and Others Who do not Maintain Offices in the Continental

United States

The Board of Governors of the Association has proposed a new
Part V to Schedule C of Article I, Section 2 of the By-Laws which is being
published at this time to give 1nfp'rqu‘pﬂ pergong an opportunity to com-
ment. All comments must be in writing and received by April 23, 1979.
After the comment period has closed the proposal will be reviewed by the
Board. Thereafter, if approved by the Board, the proposal must be ‘submitted
to and approved by the Securities and Exchange Commission prior to becoming
effective.

Background and Explanation of Proposal

As a result of receipt of several applications for membership
from foreign broker/dealers who did not intend to establish an office in the
United States, the Board established an Ad Hoc Committee to consider the
ability of the Association to maintain an effective regulatory program over
such broker/dealers and to make recommendations in respect thereto to the
Board. Thereafter, that Committee proposed to the Board that certain specific
requirements should be imposed in light of monetary and language differences
but that otherwise such foreign broker/dealers should be regulated to the ex-
tent possible in the same manner as existing members with offices in the
United States. 1/ The Committee deemed it appropriate that financial state-
ments and all reports including trial balances, capital computations, FOCUS,
and other computations for regulatory purposes be required to be prepared in
English and in U.S. dollars. It also believed any general ledger charts of
accounts, and descriptions thereof, should be maintained in English.

1/ Section 15A(b)(9) of the Securities Exchange Act of 1934 requires the
Association's rules not impose any burden on competition not necessary
or appropriate in furtherance of the purposes of the Act. Section 19(g)
provides that self-regulatory organizations must enforce compliance by
their members with the provisions of the Act, their own rules and the rules
of the Municipal Securities Rulemaking Board. Section 15A(b)(6) requires
the Association's rules not permit unfair discriminatiom.
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market makers to execute a transaction in a normal unit of trading could create
problems if the foreign broker/dealer did not maintain an agent for clearance
within the continental United States. It recommended, therefore, that an agent
for clearance within the United States should be required of all foreign broker/

dealers including existing members.

The Committee also was of the view that foreign broker/dealers
should be required to reimburse the Association for the extraordinary costs of
Association examinations to the extent that such costs exceed the examination
of a member furthest removed from the Association's District Office having
jurisdiction.

Lastly, because a foreign broker/dealer may maintain certain of
its records in a foreign language, the Committee believed a foreign broker/dealer
should provide a responsible individual who is fluent in English to assist
Association examiners in any examination.

. The Association's Board of Governors has approved these Committee
proposals to be published for comment. The text of the proposal follows:

Proposed Amendment to Schedule C

V. Foreign Members and Members Not Located in the United States

All members that do not maintain an office respomsible for
preparing and maintaining all broker/dealer financial and

regulatory reports in any of the United States shall be re-
quired and must agree with the Association in writing:

(1) to maintain all financial reports, regulatory reports,
and a general ledger chart of accounts and any descrip-
tions thereof in English and U.S. dollars;

(2) to reimburse the corporation for any extraordinary
expenses of examination;

(3) to provide a responsible individual who is fluent in
English to assist representatives of the corporation
in any examination; and

(4) to appoint and maintain an agent for clearance within
the United States.

Sections V and VI will be renumbered as VI and VII.

All comments should be addressed to David Parina, Secretary,
National Association of Securities Dealers, Inc., 1735 K Street, N.W., Wash-
ington, D.C. 20006 and received by the Association no later than April 23, 1979,
Questions concerning this release should be addressed to Andrew McR. Barnes,

Assistant General Counsel at (202) 833-7369. ; %

Frank J. ilsds\d
Senior ce President

Regulatory Policy and
General Counsel ‘




NOTICE TO MEMBERS: 79-10

Notices to Members should be

LLILC = ciiiel Sl al

. retained for future reference.

o
NASD

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

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

March 21, 1979

IMPORTANT

TO: All NASD Members

b
e

Report of the Special Study of the Options Markets

On February 15, 1979, the Securities and Exchange Commis-
sion released the Report of the Special Study of the Options Markets. The
Report contained an introduction and seven additional chapters which out-
lined the results of the SEC's lengthy investigation of standardized options
trading. Interspersed throughout the Report were recommendations from
the staff of the Options Study which, if adopted, would result in a number
of changes in the present scheme of options regulation. Certain of the
recommendations call for the self-regulatory organizations to adopt new
options rules and to amend existing ones, while others request modifica-
tions in present examination and surveillance procedures.

Following the Report, the Commission issued Release No. 34-
15575, dated February 22, 1979, which contained the SEC's response to
the Options Study's recommendations. The release also provided a time-
table for the termination of the moratorium on options expansion which has
"been in effect since October, 1977, Essentially, the Commission agreed to
lift the moratorium if the SRO's, individually or collectively, agreed to
adopt certain rules and to implement certain procedures within specified
periods of time from the date of the release. The program envisioned by
the SEC calls for the Association to file numerous rule change proposals
and to provide certain written undertakings with respect to changes in sur-
veillance and compliance procedures within 90 to 120 days of the release
date. According to the Commission, adherence to the timetable will in-
sure that the options moratorium can be lifted within six months,

Many of the rule changes recommended by the Options Study
and supported by the Commission will affect the manner in which NASD
members presently conduct an options business and are likely to require
additional expenditures of manpower and funds. Therefore, in order to



facilitate members' understanding of the specific requirements which the
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Commission has established as prerequisites to further expanS';uu of op -
tions programs, a copy of Release No. 34-15575, from the March 2, 1979,
edition of the Federal Register (Vol, 44-No., 43), is reprinted at the con-
clusion of this notice.

The Association strongly urges members to examine the re-
lease closely and to furnish both the Association and the Commission with
their written views and comments on the recommendations contained
therein. This should be done as promptly as possible.

Member comment on the release will be helpful to the Associa-
tion in making certain determinations and in formulating policy judgments
on the SEC's recommended changes. Such comments will also be benefi-
cial to the Association in connection with its participation in a recently
formed task force of self-regulatory organizations which will be consider-
ing the Commission's proposals.

Members' written comments should be directed to the designated
individuals at the NASD and the SEC at the following addresses:

NASD

Mr. S. William Broka, Assistant Director
Department of Regulatory Policy and Procedures
National Association of Securities Dealers, Inc.
1735 K Street, N. W.

Washington, D, C. 20006

SEC

Mr. George A, Fitzsimmons, Secretary
Securities and Exchange Commission
500 North Capitol Street

Washington, D, C. 20549

File No. S7-772

Questions with respect to the attached material or other
aspects of the SEC's Options Study may be directed to S. William Broka
at (202) 833-7247,

Sincerely,

=

rank J. ilson
Senior Vice President
Regulatory Policy and
General Counsel

Attachment
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NOTICES

SECURITIES AND EXCHANGE
COMMISSION
[Release No. 34-15575]
SPECIAL STUDY
OF THE
OPTIONS MARKET

The Securities and Exchange Com-

mission today announced a program

for implementing certain of the rec-
ommendations made by the Special
Study of the Options Markets (the
“Options Study”)! and for terminat-
mg the voluntary moratorium on fur-
ther expansion of the standardized op-
tions markets.? Consistent with the
scheme of self-regulation embodied in
the Securities Exchange Act of 1934
(the “Act”), the Commission is asking
each self-regulatory organization on
which standardized options presently
are traded or which has proposed to
initiate a program for the trading of
such options,® and the Options Ciear-
ing Corporation (“OCC”), to join with
the Commission in a cooperative effort
to implement many of the Options
Study’s recommendations, pursuant to
the plan and projected timetable set
forth in the latter part of this release.

The plan is based on a determina-
tion by the Commission that, before
further expansion of the standardized
options markets can be permitted, the
deficiencies identified by the Options
Study in the regulatory framework
governing the standardized - options
markets must be corrected to insure
that those markets operate in a
manner consistent with the Act. The
plan also reflects the Commission’s
conclusion that immediate implemen-
tation of a number of the Options
Study’s recommendations is necessary
to achieve that goal. The Commission,
therefore, is requesting the self-regu-
latory organizations to continue to

1The Report of the Options Study was
made publicly available on February 15,
1979. See Securities Exchange Act Release
No. 15569 {February 15, 1879).

zSee Securities Exchange Act Release No.
13760 (July 18, 1977), 42 FR 38035 (July 26,
1977); Securities Exchange Act Release No.
14878 (June 22, 1978); Securities Exchange
Act Release No. 15026 (August 3, 1978); and
Securities Exchange Act Release No, 15485
(January 10, 1979).

3These are: the American Stock EX-
change, Inc. (“Amex”); the Chicago Board
Options Exchange, Incorporated (“CBOE”);
the Midwest Stock Exchange, Incorporated
(“MSE”); the National Association of Secu-
rities Dealers, Inc. (“NASD”); the New York
Stock Exchange, Inc, (“NYSE”); the Pacific
Stock Exchange Incorporated (“PSE™); and
themPhiladelphia Stock Exchange, Inc.
(“Phlx”).

honor the voluntary moratorium, by
refraining from filling previously au-
thorized but unfilled options classes
and by deferring the filing of propos-
als that would expand or materially
alter existing options trading pro-
grams, or that would initiate new op-
tions trading programs, until the steps
outlined in this release for effectuat-
ing most of the Options Study’s rec-
ommendations have been completed.
The plan set forth in this release
specifies those actions the Commission
asks each self-regulatory organization
to take, and certain actions the Com-
mission itself will take, in response to
the Options Study’s recommendations.
These actions are grouped under three
main headings: First,  actions which
must be addressed by the self-regula-
tory bodies and the Commission prior
to expansion; second, actions which
the Commission asks the self-regula-
tory organizations to consider and
report on by the end of the year; and
third, certain actions to be taken by
the Commission. These actions, par-
ticularly those grouped under the first
heading, are addressed primarily to
the protectnon of investors, to be

achieved, in large part, by self-regula-

tory rules concerning such matters as
1mproper sales practices, determina-
tionis of suitability, misleading sales
presentatxons, inadequate training and
supervxslon of personnel and internal
conirois through recordkeeping, to-
gether with improved self-regulatory
surveillance and compliance proce-
dures. The plan contemplates comple-
tion, within six months, of those ac-
tions which the Commission believes
must be taken before the moratorium
can be lifted. If the self-regulatory or-
ganizations agree to take the steps
specified in the plan, the Commission
intends to defer final action on pro-
posed Securities Exchange Act Rule
9b-1(T).*

The Commission’s request that the
self-regulatory organizations act
promptly, on a voluntary basis, to re-
solve the regulatory problems identi-
fied by the Options Study reflects the
essential role each of these organiza-
tions must fulfill to maintain the in-
tegrity of the standardized options
markets. Indeed, many of the Options
Study’s recommendations could not
have been formulated without the as-
sistance which the self-regulatory or-
ganizations provided to the Options
Study staff in the course of its work.
The Commission is confident that,
through continued cooperation of this
kind and a coordinated effort by the
self-regulatory organizations and the

-Commission, the regulatory concerns

which prompted the Commission’s ini-
tial request for a voluntary moratori-

sSecurities Exchange Act Release No.
14056 (October 117, 1977), 42 FR 56706 (Octo-
ber 27, 1977).
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um—concerns documented by the find-
ings of the Options Study—can be sub-
stantially resolved, and the moratori-
um terminated, within the next six
months.

As noted above, the Commission be-
lieves that the options moratorium
should be terminated once the actions
specified in its plan have been com-
pleted. To achieve that goal within six
months, however, close cooperation
among the self-regulatory organiza-
tions is essential. The Commission’s
resources are not sufficient to permit
it to respond to separate and varying
self-regulatory organization proposals
to implement the Options Study rec-
ommendations within that relatively
brief périod of time. For this reason,
the Commission has determined to
urge the self-regulatory organizations
to work together to develop, wherever
possible, uniform responses to each of
the Options Study’s recommendations
within the Commission’s projected
timetable for action on each recom-
mendation. Only through such uni-
form and coordinated action will the
Commission be able to complete action
on- these initiatives and terminate the
moratorium within six months. If nec-
essary, the Commission is prepared to
act on its own initiative to implement
the recommendations of the Options
Study. The Commission does not be-
lieve, however, that it could conclude

such action within the time frame con-
Such aclieon wilnin a1e uime irame

templated by the plan.

Successful completion of the steps
outlined in the plan will permit the
Commission to begin considering pro-
posals to expand existing options trad-
ing programs and to initiate new op-
tions trading programs. It will also
enable the Commission to withdraw its
request that self-regulatory organiza-
tions with existing standardized op-
tions trading programs refrain from
filling previously authorized but un-
filled options classes. The Commission
will not, however, be in a position to
give favorable consideration to expan-
sionary options proposals filed by any
self-regulatory organization which has
failed to complete the actions specified
in the plan. Indeed, such a failure
could compel the Commission to take

action to preclude any such organiza-

tion from filling previously authorized
but unfilled options classes, and to
take such other remedial steps as it
deems appropriate.®

SThe timetable contemplated by the Com-
nission’s plan is designed to afford all self-
regulatory organizations an opportunity to
complete, within six months, the steps re-
quested of them as a prerequisite to expan-
sion. The timetable also reflects the Com-
mission’s estimate of the time within which
it will be able to respond to these initiatives,
provided that the proposed rule changes
necessary to carry out the Options Study’s
recommendations are uniform and are pre-
sented simultaneously to the Commission as

NOTICES

Because the Options Study was re-
leased publicly only last week, the
Commission wishes to solicit public
comment on its contents and on the
plan articulated herein to implement
the Options Study’s recommendations

_and to terminate the moratorium. The

Commission believes, however, that
the findings of the Options Study
demonstrate that immediate and
forceful action must be taken to cor-
rect deficiencies in the existing
scheme of Commissicn and self-regula-
tory organization regulation of the
standardized options markets. The
Commission, therefore, is limiting to
30 days the comment period on its
plan to implement the Options Study’s
recommendations. In addition, in
order to proceed as expeditiously as
possible, the Commission urges the
self-regulatory organizations to begin
immediately, and before the expira-
tion of the comment period, to take
the steps requested of them under the
implementation plan.

The Commission will work elosely
with the self-regulatory organizations
to ensure that all steps outlined in the
plan are completed as efficiently and
expeditiously as possibie and within
the time specified. In addition, al-
though the plan is addressed primarily
to the protection of retail customers,
the Commission intends, during the
next six months, to consider certain of
the key options market structure
issues discussed in the Options Study
Report. The Commission plans to
focus first on the addition of new
standardized put eoptions classes and
on the question of whether restric-
tions should be placed on multiple or
“dual” trading of standardized op-
tions. The Commission invites further

‘public comment on these issues to

assist it in its deHberations and to fa-
cilitate their resolution by the end of
the six-month period. The Commis-
sion also intends to consider, in the
near future, the proposed merger be-
tween the Chicago Board Options Ex-
change, Incorporated, and the Mid-
west Stock Exchange, Inc., and to an-
nounce its decision on that proposal as
promptly as possible.®

specified in the plan. If the plan is success-

ful, the Commission expects to remove the
moratorium as to all seif-regulatory organi-
zations at the same time. Thus, the existing
options exchanges could begin to fill previ-
ously authorized but unfilled options classes
simultaneously and the Commission would
be in a position to consider expansionary
proposals filed thereafter by any self-regu-
latory organization. The Commission wishes
to emphasize, however, that if its implemen-
tation plan does not proceed as scheduled, it
may be necessary (o extend the moratori-
um, either on 2 voluntary basis or by formal
Commission action, as to some or all self-
regulatory organizations. ~

#See File. Nos. SR-MSE-78-30 and SR-
CBOE-78-34, Securities Exchange Act Re-
lease Nos. 15494 and 15495 (January 12,
1979), 44 FR 4073 (January 19, 1979).

To- the extent it is able to do so,
given other demands on its time and
resources, the Commission also will
begin considering, during the next six
months, the remaining significant op-
tions market structure questions dis-
cussed in the Options Study Report,
to prepare for final resolution of these
questions in the context of specific ex-
pansionary proposals which may be
filed by the self-regulatory organiza-
tions after termination of the morato-
rium. The Commission, however.
cannot now commit itself to a firm .
timetable within which the. difficult
issues posed by certain of the propos-
als that may be filed can be resolved.

Comments in.response to this. re-
lease should be submitted in writing,
and in triplicate, to George A. Fitzsim-
mons, Secretary, Secruities and Ex-
change Commission, Washington, D.C.
20549, and should refer to File No. S7-
772. All submissions will be made
available for public inspection at the
Commission’s Public Reference Sec-
tion, Room 60101, 1100 L Street, NW.,
Washington, D.C. Comments on the
Commission’s plan and projected time-
table for implementing the Options
Study’s recommendations should be
submitted by March 26, 1979.

L] - » . -

PLAN AND PROJECTED TIMETABLE FOR IM-
PLEMENTING CERTAIN RECOMMENDA-
TIONS OF THE OPTIONS STUDY

On the basis of its review of the
findings and recommendations of the
Options Study Report, the Commis-
sion has determined that prompt
action should be taken by the self-reg-
ulatory organizations and the Commis-
sion to ensure that the regudatery pro-
grams applicable to trading im stand-
ardized options satisfy the objectives
and requirements of the Act. The
Commission, threrefore, asks the
NASD, the OCC, and each national se-
cruities exchange  which presently
trades, or has proposed to trade.
standardized options to take the fol-
lowing steps to implement certain of
the Options Study recommendations.

1. OPTIONS STUDY RECOMMENDATIONS
WHICH MUST BE ADDRESSED PRIOR TO
-EXPANSION

Set forth below are those Options
Study recommendations which the
Commission believes - must be ad-
dressed by the self-regulatory organi-
zations and the Commission before
further expansion of the standardized
options markets is permitted to occur.
In order to effect certain of the
changes contemplated by these recom-
mendations, the Commission asks the
self-regulatory organizations to file
with the Commission proposals to
amend their existing rules or to adopt
new rules. The Commission also re-

FEDERAL REGISTER, VOL. 44, NO. 43—FRIDAY, MARCH 2, 1979



quests the self-regulatory organiza-
tions to make certain improvements in
their surveillance and compliance pro-
cedures. In the ¢ase of particular rec-
ommendations which the Commission
believes may take longer than six
months to implemeént fully, notwith-
‘standing an earnest effort by the self-
regulatory organizations, the Commis-
sion asks the self-regulatory organiza-
tions to undertake to complete their
implementation efforts by a specified
date. The Commission will work close-
ly with the self-regulatory organiza-
tions to assure that the problems and
regulatory deficiencies identified by
the Options Siudy are correcied as
promptly as possible.

A. OPTIONS STUDY RECOMMENDATIONS
WHICH CALL FOR SELF-REGULATORY OR-
GANZIATION RULE CHANGE PROPOSALS

The Commission asks the self-regu-
latory organizations to submit propos-
als to amend their existing rules, or
adopt new rules, which will implement
the Options Study recommendations
listed below. In order to realize the
Commission’s objective of terminating
the voluntary meratorium on expan-
sion of thc options markets in six
months, it will be necessary for the
self-regulatory organizations to work
together to develop uniform rule pro-
posals which will realize the objectives
of each of these recomm‘endations, to
file ail u.nu.urm prUpGS?uS relating to a
particular recommendation at the
same time; and to complete the sub-
mission of these proposals no later
than 90 days from the date of this re-
lease. The Commission also asks the
self-regulatory organizations to begin
filing their wuniform proposals as
promptly as possible and to stagger
their filings throughout the nintey-
day period according to a schedule
agreed upon by all of -them and sub-
mitted to the Commission. The Com-
mission intends to complete its review
and action on each group of uniform
rule proposals within 90 days after
they are filed.

The Commission believes that uni-
form self-regulatory organization rules
are necessary and appropriate in this
context since most of the problems
identified by the Options Study which
can be corrected by self-regulatory or-
ganization rule changes are industry-
wide and bear little or no relationship
to operational differences among the
self-regulatory organizations.” Uni-
formity also will help to reduce the
compliance burdens on those brokers

*The Commission realizes that nothing in
the Act or the Commission’s rules thereun-
der requires self-regulatory organizations to
act in this kind of coordinated manner in re-
sponding to common regulatory needs.
Without such action, however, in this in-
stance, it would be impossible to adhere to
the six-month timetable for termination of
the options moratorium.

NOTICES

and dealers-which are members of two
or more self-regulatory organizations.
In addition, uniform and simulta-
neously-filed rule change propesals
will reduce substantially the amount
of Commission and staff time required
to review the proposals, and will
permit the Commission to issue a con-
solidated notice of the filing of, and a
consolidated order reflecting its action
on, all uniform self-regulatory organi-
zation proposals to implement each
Options Study recommendation. Uni-
formity and simultaneous filing of
these proposals, therefore, will be es-
sential if the Commission is to meet its
goal of compileting action on these pro-
posals within 90 days after they are
filed.

The Commission recognizes that the
self-regulatory organizations and their
member firms may require additional
time to comply with certain of the
rule changes recommended by the Op-
tions Study (identified in §2 below)
and, in those instances, the Commis-
sion requests that the self-regulatory
organizations file the necessary rule
changes within the next 90 days, but
provide that the rules shall be effec-
tive as of a specified future date
agreed upon by all of them.

For the reasons discussed above, the
Commission requests that the self.reg-

LOMIMISsEIAn IeQiesis

ulatory orgnalzations specify umform
effective dates for all proposals relat-

iver b o awtion iy i
ing to a particular recommendation.

In some instances, -the Commission
has determined that the self-regula-
tory organizations should be given the
opportunity to develop alternative so-
lutions to the concerns underlying the
Options Study’'s recommendations.
With respect to those recommenda-
tions (identified in §3 below), the
Commission asks that the self-regula-
tory organizations submit undertak-
ings to develop appropriate methods,
through rules or otherwise, of prevent-
ing the abuses identified by the Op-
tions Study which these recommenda-
tions address.

1. Options Study recommendations
which the self-regulatory organiza-
tions are asked to implement by filing,
within the next 90 days, uniform rule
change proposals to become effective
immediately upon approval by the
Commission. a. The self-regulatory or-
ganizations (“SROs”) should amend
their options rules (i) to provide a
standard options information form
which requires that broker-dealers
obtain and record sufficient data, as
specified by the rules, to support a
suitability determination; and (ii) to
require firms to adopt procedures to
insure that all the information on
which account approval is based is
properly recorded and reflected in the
firm’s records. (Ch. V, p. 66).8

SReferences are to chapters and page
numbers of the Options Study Report

b. The SROs should amend their op-
tions account opening rules to require
that (i) the management of each firm
send to every new options customer
for his verification a copy of the form
containing the customer’s suitability
information; and (ii) the source(s) of
customer suitability information, in-
cluding the basis for any estimated fig-
ures, be recorded on the customer in-
formation forms. (Ch. V, p. 62).

¢. The SROs should amend their
rules to require that member firms
semi-annually confirm the currency of
customer suitability information. (Ch.
V, p. 69).

- Mi.an CITIMo
d. The SROs should adopt record-

keeping rules which require that
membher firms keep copies of account
statements, and background and fi-
nancial information for current cus-
tomers, and maintain these records
both in a readiiy accessible place at
the sales office at which the custom-
er’s account is serviced and in readily
accessible headquarters office loca-
tion. (Ch. V, p. 75).

e. The SROs should revise their op-
tions customer suitability rules to pro-
hibit a broker-dealer from recommend-
ing any opening options transaction to
a customer unless the broken-dealer
has a reasonable basis for believing
the customer is able to evaluate the
risks of the particular recommended
transaction and is financially able to
bear the risks of the recommended po-
sitions. (Ch. VI, p. 55).° :

f. The SROs should adopt record-
keeping rules which require member
firms which have branch offices to

which contain each recommendation. The
text of the Options Study Report preceding
each of the recommendations explains the
recommendation and the concerns underly-
ing it.

8The Options Study also made the follow-
ing related recommendation:

The rules of the SROs should be amended
to prohibit firms from recommending open-
ing options transactions to any customer
who refuses to provide information, and for
whom the firms do not otherwise have inde-
pendently verified information sufficient
for the suitability determination. (Ch. V, p.
56-57).

The Commission believes that, if the self-
regulatory organizations amend their suit-
ability rules as recommended in paragraph
e, above, those rules, together with self-reg-
ulatory organization guidelines and inter-
pretations, should be sufficient to prevent
the type of sales practice abuses which the
above-quoted recommendation was designed
to address. The Commission requests the
self-regulatory organizations to consider,
however, whether a separate amendment to
their suitability rules is necessary to correct
the abuses which may result from customer
refusals to furnish suitability information
to member firms. The Commission also in-
tends to consider the need for such a rule
and to closely oversee the enforcement and
effectiveness of self-regulatory organization
suitability rules in its continuing review of
the investor protections applicable to the
options markets.
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keep copies of customer complaints,
customer suitability information and
customer account statements at both
the branch office where the account is
serviced and the headquarters office.
(Ch. V, p. 38).

g. The rules of the SROs should be
amended to require that brokerage
firms assign at least one high ranking
person who is qualified as a Registered
Options Principal (“ROP”) to per-
form, or to directly supervise, home
office compliance procedures relating
to options. The rules should provide
that, absent a clear showing of com-
pelling circumstanceg, this person
have no sales function, direct or indi-
rect, relating to options or otherwise.
(Ch. V, p. 47).

h. The SROs should amend their
rules: (i) To require member firms to
notify SROs promptly in writing of all
internal disciplinary actions against
employees, and (ii) to provide that
when a registered individual’s employ-
ment is terminated or he resigns from
a member firm, the SRO shall retain
jurisdiction over the individual for a
reasonable time. The SROs should
also vigorously enforce member firm
compliance with the notification re-
quirements. (Ch. VI, p. 44).

i. The SROs should amend their
rules to require (i) that whenever rates
of return in options accounts are cal-

culated for disclosure to investors, all

relevant costs must be included in the
computation; and (ii) that whenever
annualized returns are used to express
the profitability of an options transac-
tion, all material assumptions in the
process of annualizing must be dis-
closed to the investor and a written
record of any rate of return quoted to
a customer must be kept. (Ch. V, p.
110).

i. The SROs should (i) develop uni-
form standardized options worksheet
forms which require disclosure of all
relevant costs and other information,
including an appropriate discussion of
the risks involved in proposed transac-
tions; and (ii) prohibit the use of any
options worksheets other than the
new uniform formats and require that
all items in the.new worksheets be
completed whenever used. (Ch. V, p.
130.

k. The SROs should require that
copies of all options worksheets which
are shown or sent to existing or pro-
spective customers, or which are used
as the basis for any sales presentation
to a customer, be retained by member
firms for an appropriate time in a sep-
arate file in the sales office with
which the customer has an account.
(Ch. V, p. 132).

1. The SROs should amend their
rules to require that:

‘(i) All performance reports shown,
given or sent to customers by member
firms be initialed by the firm’s local

NOTICES

office supervisor to indicate a determi-
nation by that supervisor that the per-
formance report fairly presents the
status of the account or the transac-
tions reported upon;

(ii) Copies of all such performance
reports shown, given or sent to cus-
tomers be retained by member firms in
a separate file at the local sales office.
(Ch. V, p. 133).

m. The SROs should amend their
rules to require member firms to adopt
promptly a uniform method for the
random allocation of exercise notices
among customer accounts. (Ch. V, p.
192).

n. The SROs should require member
firms to keep sufficient specific work-
papers and other documentation relat-
ing to allocations of exercise notices in
proper order of time so that a firm'’s
compliance with the uniform exercise
allocation system can be verified
promptly for an appropriate period.
(Ch. V, p. 194).

0. The SROs should adopt rules (i)
to require all registered market
makers to report to the SROs, prompt-
ly and in writing, all accounts, for
stock and options trading, in which
they have an interest or through
which they may engage in trading ac-
tivities, and (ii) to prohibit trading by
market makers through accounts

other than those reported. (Ch. IV, p.
24)

SR

p. The SROs should adopt rules re-
quiring all registered options market
makers to report to the SROs by ap-
propriate means and on a daily basis:
(i) The time that each stock order for
the market maker’s account, or an ac-
count in which he has an interest was
transmitted for execution; (ii) the type
and terms of each order; (iii) the time
reports of any executions were re-
ceived, and the volume and prices of
those executions; and (iv) the opening
and closing stock positions for each ac-
count in which the market maker has
an interest. (Ch. IV, p. 33).

q. All SROs should (i) issue interpre-
tations of their rules to make clear
that frontrunning by their members is
inconsistent with just and equitable
principles of trade and (ii) take
prompt disciplinary action -against
those members who have been found
to have engaged in frontrunning. (Ch.
111, p. 64).

2. Options Study recommendations
which the Commission asks the self-
regulatory organizations to implement
by filing, within the next 90 days; uni-
form rule change proposals to become
effective upon approval by the Com-
mission, or, if additional time is
needed for the self-regulatory organiza-
tions or their member firms to comply
with these rule changes, on a future ef-
Sfective date, no later than the end of
this year, mutually agreed upon by the
self-regulatory organizations.

a. The SROs should adopt rules re-
quiring the account statement of each
options customer to show (i) the
equity in the customer’s account with
all options and other securities posi-
tions marked to market; (ii) the profit
or loss in the account for the year to
the date of the statement; and (iii) the
amount of margin loans outstanding
as well as commission charges applica-
ble to each transaction and other ex-
penses paid or payable for the period
covered by the account statement and
the year to the date of the statement
(Ch. V, p. 85).

b. The SRQOs should adopt rules to
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require that the principal supervisor
of any and all offices accepting op-
tions transactions be qualified as an
ROP. (Ch. V, p. 35).

c. The SROs should amend their
rules to require that each options cus-
tomer over whose account discretion is
to be exercised shall be provided with
a detailed written explanation of the
nature and risks of the program and
strategies to be employed in his ac-
count. (Ch. V, p. 184).

d. The SROs should amend their

[P NN anminn
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tered Options Principal (“SROP”) of
each brokerage firm personally make
a determination that each discretion-
ary customer understands and can
bear the financial risks of each options
trading program or strategy for which
it is proposed that the customer grant
investment discretion to the firm or
any of its employeest and that the
SROs make and maintain a record of
the basis for each such determination.
(Ch. V, p. 185).

e. The SROs should adopt rules re-
quiring that the headquarters office of
each broker-dealer accepting options
transactions by customers be in a posi-
tion to review each customer’s options
account on a timely basis to determine
(i) commissions as a percentage of the
account equity; (ii) realized and unrea-
lized losses in the account as a per-
centage of the customer’s equity; (iii)
unusual credit extensigns; and (iv) un-
usual risks or unusual trading patterns
in a customer’s account. (Ch. V, p.
182).

f. The SROs should adopt rules to
require that the training of registered
representatives who recommend op-
tions transactions to customers be for-
malized to include a minimum number
of hours of approved classroom and
on-the-job instruction. (Ch. V, p. 13).

g. The SROs should establish and
maintain a central data file to be avail-
able to and used in common by all
SROs, containing all customer com-
plaints received directly by the SROs
and the disposition of such com-
plaints; the SROs should amend their
rules to require their member firms to
submit all complaints received from
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customers, and the disposition thereof,
to the central data file. (Ch. VI, p. 41).

3. The Options Study recommenda-
tions listed in lhis category call for
specific changes in self-regulatory or-
ganization rules and are designed to
curb the use, by broker-dealers and
their registered representatives who
sell listed options to public investors,
of the types of misleading options sales
presentations and promotional mate-
rials which are discussed in the text of
the Ontlions Study Report preceding
each recommendation. The Commis-
sion believes that the self-regulatory

organizations must act prompily to

correct the sales practice abuses iden-
tified by the Study which wunderlie
these recommendations, either through
the adoption of the rule changes rec-
ommended by the Study or by other
means which the self-regulatory orga-
nizations believe will best achieve
these goals. The .Commission, there-
Jfore, asks the self-regulatory organiza-
tions fo submit, within the next 90
days, written undertakings detailing
their plans for addressing these abuses,
together with target dates by which

thas imtamd $n nnmnisto thaisr af‘fnrfn
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a. The SROs should take steps, by
amending their rules or otherwise, to
requnre that reglbwreu rcpresenmuvca
be prohibited from showing the per-
formance report of the options ac-
count of one customer to other exist-
ing or potential customers, unless com-
posite figures which fairly present the
performance of all that registered rep-
resentative’s customer options ac-
counts during the same period are
shown. (Ch. V, p. 133).

b. The SROs should take. steps, by
amending their rules or otherwise, to
require that member firms make avail-
able for public inspection unequivocal
and comprehensive evidence to sup-
port any claims made on behalf of op-
tions “programs” or the options *“ex-
pertise”” of salespersons. (Ch. V, p.
114).

¢. The SROs should take steps, by
amending their rules or otherwise, to
require that when member firms use
seminars to promote options, they
make the following disclosures to
those attending:

If the “lecturer” in the seminar is a
brokerage firm employee compensated
in whole or part by commissions, and
is using the seminar technique to at-
tract customers, his financial interest
in the acquisition of customers from
the audience should be disclosed;

If a “program” or “system’” de-
scribed in the seminar is already in
use, the cumulative experience of the
program’s participants should be fully
disclosed and documented, and the au-
dience should be warned that past re-
sults are no measure of future per-
formance;

NOTICES

If the program is too new to have a

performance history, the audience
should be fully apprised of the untried
nature of the program. (Ch. V, pp.
119-120).
- B. Options Study Recommendations
Which Call for Improvements in the
Self-Regulatory - Organizations’ Sur-
veillance and Compliance Procedures

The Options Study recommenda-
tions in this category are designed to
ensure improvements in the compli-
ance and surveillance procedures of
the self-regulatory organizations and
to address deficiencies found by the
nnhnne Study. The Commission asks

that within the next 90 to 120 days,
the self-regulatory organizations make
certain of the recommended changes
(identified in § 1 below). To the extent

practicable and. consistent with the-

variations in the surveillance systems
employed by each self-regulatory orga-
nization, the Commission asks the self-
regulatory organizations to ‘work to-
gether to develop uniform methods of
responding to these recommendations
of the Options Study. The Commis-
sion asks the SROs to submit to the

Commission written decumentation of

the steps taken to implement these
recommendations. The Commission
will review the documentation sup-
plied and, whenever necessary, will
conduct on-site inspections of the self-
regulatory organizations to determine
whether the modifications fulfill the
objectives of the Options Study’s rec-
ommendations. The Commission also
will work with the self-regulatory or-
ganizations to remedy promptly any
perceived deficiencies in the changes
made.

In the case of those recommenda-
tions for improved surveillance and
compliance procedures which may re-
quire more than 120 days to imple-
ment (identified in §2 below), the
Commission has asked the self-regula-
tory organizations to submit, within
120 days from the date of this release,
written undertakings detailing their
plans for implementing these recom-
mendations and to supply target dates
by which they will complete these ef-
forts. Wherever possible, the Commis-
sion has asked that action on these
recommendations be completed within
the next six months, but in any event
no later than the end of this year.:

1. Options Study recommendations
which the Commission asks the self-
regulatory organizations to implement
within the next 90 to 120 days by
modifying their compliance and sur-
veillance procedures.

a. The Amex should establish a com-
plete audit trail for each option trans-
action that takes place on the Amex
floor and should submit a complete
report on the results of its “pilot test”
of such an audit trail within 90 to 120

days of the date of this release. (Ch. -
IV, p. 25)

b. The SROs should revise their ac-
count selection procedures when con-
ducting routine examinations to
ensure the use of a statistically valid
random selection of accounts together
with an account selection process de-
signed to identify those accounts
which have a higher probability of
being the subjects of particular sales
practice abuses than other accounts.
(Ch. VI, p. 52).

c¢. In investigating complaints, in-
quiries or questionable activities,
SROs should develop procedures
which assure timely independent ver-
ification of evidence, in a manner sug-
gested in Chapter VI of the Report,
whenever such verification is obtain-
able. (Ch. VI, p. 61).

d. SROs should interview public cus-

tomers regularly, as part of routme or
cause sales practice examinations,
whenever such interviews would be
germane to the resolution of factual
disputes or to ascertain facts necessary
to determine whether there is a rea-
sonable likelihood that an SROs rule
or provision of law has been violated.
(Ch. VI, p. 20).

e. The SROs should use due dili-
gence to ascertain all relevant facts
before closing a cause examination or
investigation without action and
should determine, and keep a record
of the bases for determining, whether
there is a reasonable likelihood that
an SRO rule or provision of law has
been violated.

The SROs should estabhsh proce—

‘dures to assure that interviews with,

or testimony of, members, supervisors,
salespersons and others is obtained
regularly in sales practice cause and
routine examinations when necessary
to determine whether there may have
been a violation of the applicable laws
or rules, to verify information ob-
tained from other sources, or to re-
solve disputed issues of fact. (Ch. VI,
p. 62).

f. The SROs should routinely re-
quest access to any relevant compli-*
ance information retained by govern-
ment agencies, including the Commis-
sion, in connection with routine or
cause sales practice examinations. (Ch.
VI, p. 33).

g. The SROs should make and retain
a written record of each oral customer -
complaint, made in person or by tele-
phone, evaluate each such complaint
carefully, and take such complaints
into consideration in planning routine
and cause examinations. (Ch. VI, -p.
20).

h. The SROs should retain a record
of the results of each routine or cause
examination, setting forth reasons
why no action was taken when appar--
ent violations were detected or why
only informal disciplinary action was
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initiated, and should ensure that such
records are reviewed periodically by
each SRO’s governing board or com-
mittee. (Ch. VI, p. 80). )

i. The Amex should form a special
committee of its Board of Governors
that will review the investigation and
enforcement activities of the ex-
change. The committee . should -be
composed of floor and non-floor mem-
bers, exchange officials and a repre-
sentative of the public. In addition to
its general review, the committee
should specifically examine, at least
every six months, every investigative
file in which the investigative and en-
forcement activities of the staff have
been completed.

Each investigative file should identi-
fy the reasons that the investigation
was initiated, the steps that were
taken to investigate the matter, the
conclusions that were reached con-
cernjng each aspect of the potentially
violative conduct, the rationale for
each conclusion, and full documenta-
tion to support the result. (Ch. IV, pp.
63-64).

j. The SROs should adopt a policy
" whereby a copy of each letter of cau-
tion or other document noting an in-
formal disciplinary action against a
registered representative is sent to the
current employer of that registered
representative and to the firm which
employed him at the time of the viola-
tion which resulted in such action.
(Ch. VI, p. 75).

k. The SROs should restrict infor-
mal disciplinary actions to those cases
involving minor, isolated rule viola-
tions that do not involve injury to
public customers. (Ch. VI, p. 75).

1. The SROs should develop a pro-
gram in which surprise attendance by
SRO representatives at seminars pre-
sented by their member firms forms
part of their overall inspection pro-
gram relating to options sales prac-
tices. (Ch. V, p. 120).

m. CCC should implement the revi-
sions in its adjustment procedures de-
scribed in the Options Study Report.
(Ch. IV, p. 43).

2. Options Study recommendations
with respect to which the Commission
asks the self-regulatory organizations
to submit, within 120 days from the
dale of this release, undertakings to
modify their compliance and surveil-
lance procedures and target dates for
completion of those efforts.

a. The SROs should revise and
broaden their sales practice examina-
tions, including their checklists and
guidelines, to (i) assure that examiners
will review all aspects of a firm’s pro-
cedures and dealings with the public,
including the solicitation of customers
and marketing of securities, (ii) pro-
vide that each sales practice examina-
tion will include a thorough evalua-
tion of the firm’s internal compliance

NOTICES

system, and (iii) provide for on-site in-
spections of branch offices as appro-
priate. (Ch. VI, p. 50).

b. The SROs should conduct more
comprehensive analyses of customer
account, including an evaluation of
the number and type of transactions

-in the account, relative risks, actual

and unrealized profits and losses, com-
missions, and suitability of trading
strategies for individual customers.
SROs should also develop and use
computerized systems to aid in the
analysis of customer accounts. (Ch. VI,
p. 58).

¢. The SROs should develop stand-
ards for the establishment of mini-
mum compliance programs for imple-
mentation by each SRO; the programs
should provide industry-wide objec-

tives for the monitoring, examination

and disciplinary programs of the
SROs and provide standards by whiech
the success of the programs would be
measured. (Ch. VI, p. 84).

d. The SROs should revise the regis-
tered representative “options qualify-
ing” examinations to require a thor-
ough knowledge of options and of the
options exchange rules designed to
protect customers. These examina-
tions should be readministered to all
options salespersons, and all examina-
tions should be given under controlled
surroundings by independent examin-
ers. (Ch. V, p. 12), )

e. The ROP qulaifications examina-
tion should be revised substantially to
test candidates’ understanding of su-
pervisory requirements relating to op-
tions as well as their knowledge of op-
tions.

All ROPs should be required to suc-
cessfully complete this revised version
of the examination administered
under controlled conditions. (Ch. V, p.
31).

f. The SROs should devise a uniform
detailed program for supervision of op-
tions trading within member firms
which would establish minimum su-
pervisory standards and procedures
and which would address the issues
raised in and incorporate the recom-
mendations of Chapter V of the Op-
tions Study Report among those
standards and procedures. (Ch. V, p.
45).

g. The SROs should create a central
repository of regulatory information
about their common members and em-
ployees of such members (in addition
to the central complaint file described
at p.-13, supra.) for shared used on a
day-to-day basis. (Ch. VI, p. 30).

h. The SROs should develop stand-
ards for minimum position and trans-
action reporting rules and standard-
ized inquiry forms. (Ch. IV, p. 55).

i. The SROs should consider, and
report to the Commmission their conclu-
sions, regarding the feasibility of iden-
tifying the actual time that a trade is

executed to supplement surveillance
information that is currently cap-
tured. (Ch. 1V, p. 25).

J. The SROs and their member firms
should work to establish an economi-
cal method for identifying and distin-
guishing member firm proprietary and

customer stock orders and transac-

tions. (Ch. IV, p. 36). The SROs
should report to the Commission what
steps they intend to take to implement
this recommendation within.45 days
from receipt of the SIAC report on the
feasibility and cost of distinguishing
between proprietary and customer
trades in the stock clearing process,

'
and provide a target date for imple-

mentation of this recommendation.

k. The SROs should use the inte-
grated surveillance data base that
they are establishing for stock and op-
tlons trading to detect unlawful trad-
ing activities and conduct appropriate
enforcement actions and to identify
patterns of stocki and options trading
that should be regulated or prohibit-
ed. The SROs’ suggestions as to prior-
ities for these studies should be sub-
mitted to the Commission within 90-
120 days. The SROs should regularly
report the results of such studies as
they actually conduct to the Commis-
sion. (Ch. III, p. 58).

C. Options Study Recommendations
Which Require Joint Action by the
Commission and the Self-Regulatory
Organizations

Several of the Options Study’s rec-
ommendations which the Commission
believes should be implemented before
further expansion of the standardized
options markets is permitted call for
joint action by the Commission and
the self-regulatory organizations to
assure that adequate surveillance pro-
grams are in place at the OCC and
each  self-regulatory organization
which trades standardized options.
The Commission’s Division of Market
Regulation will work closely with the
self-regulatory organizations to assure
that these recommendations, listed
below, are fully implemented within
the next six months.

1. When conducting oversight in-
spections of the options exchanges,
the Commission should review the sur-
veillance techniques that each options
exchange is using to assure that the
most effective techniques available are
being employed. (Ch. IV, p. 54).

2. The Commission should conduct a

'complete investigation of the MSE op-

tions surveillance program. The in-
spection should seek to determine
whether the MSE has the ability to
enforce compliance with the Act, the
rules and regulations thereunder, and
MSE rules with respect to options
trading on the MSE floor. Ch. IV. p.
65).10

*The Commission recognizes that, in the
event the proposed merger between the
Footnotes continued on next page
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3. The Commission should follow the
progress of the Amex closely to assure
that the exchange enhances the capa-
bilities of its surveillance system and
establishes a proper audit trail as
quickly as possible. The Commission
should receive a status report from its

staff on the progress of the Amex ini- -

tiatives within 180 days. (Ch. IV, p.
29).

4. The Phlx should provide the Com-
mission, within 90 days of the date of
this release, with complete documen-
tation regarding routine surveillance
functions and investigations that the
exchange performs showing that the
Phix is carrying oqut its statutory re-
sponsibilities properly. (Ch. IV, p. 59).

5. OCC should consider the feasibil-
ity of imposing a surcharge for posi-
tion adjustments that firms effect
above a certain number of contracts.
The number of adjustments that a
firm should be permitted without the
imposition of the charge should be de-
termined, giving full consideration - to
the number of contracts that the firm
regularly clears. In addition, OCC
should consider the feasibility of re-
quiring its member . firms to balance
their records to OCC records on a
daily basis. The OCC should study
these issues and report its conclusions
and recommendations to the Commis-
sion within 90 days. (Ch. IV, pp. 43-
44).

I1. Options Study recommendations
which the Commission asks the self-
regulatory organizations to undertake
to consider. The. Commission asks the
self-regulatory organizations to submit
to the Commission, no later than the
end of this year, reports on the prog-
ress of their consideration of these rec-
ommendations. )

The Commission asks the self-regu-
latory organizations to agree to consid-
er the Options Study recommenda-
tions listed below, and to submit to the
Commission, no later than the end of
this year, reports on the progress they

“have made. Although the Commission
encourages the self-regulatory organi-
zations to begin considering these rec-
ommendations as promptly as possible,
the Commission does not believe that
these recommendations must be imple-
mented, or that the self-regulatory or-

. ganizations must complete their con-

Footnotes continued from last page

CBOE and the MSE is consummated, this
recommendation may become moot and
that it may not be practicable for either the
Commission or the MSE to expend the re-
sources necessary to implement all of the
Options Study recommendations. The Com-
mission - also recognizes that resolution of
the questions presented by the merger pro:
posal may affect the steps to be taken by

the CBOE, as well as by the MSE and the

Commission's staff, toward implementing
certain of the Options Study’s recommenda-
tions. For this reason, the Commission in-
tends to address the merger proposal in the
near future.

NOTICES -

sideration of them, before expansion
to the standardized options markets is
permitted to occur.

1. The SROs should amend their
rules in order specifically to permit
the award of restitution as a discipli-
nary sanction, whenever such a sanc-
tion would be appropriate. (Ch. VI, p.
81).

2. OCC should review its margin and
clearing fund deposit rules regarding
OCC members that clear market
maker accounts. with a view to deter-
mining whether it would be appropri-
ate to increase their market maker
margin deposit requirements in order
that the clearing fund deposits of
OCC members that do not  clear

market maker accounts are not unrea- -

sonably subject’ to the risks of those
that do clear these accounts. (Ch. VII,

p.- 3L,

1. Options Study Recommenda-
tions Which Require Action by the
Commission.

Many of the Options Study s recom-
mendations call for action by the
Commission. The Commission intends
to implement immediately the recom-
mended improvements. in its self-regu-
latory organization inspection and
oversight procedures and to’continue
to work with the self-regulatory orga-
nizations in their efforts to share sur-
veillance and compliance information
and better coordinate their self-regula-
tory activities. The Commission also
intends to schedule the recommended
inspection of the NYSE’s market sur-
veillance system as promptly as possi-
ble. The Commission intends to give
priority in the allocation of its staff
and other resources during the next
six months, however, to responding to
those actions it has requested the self-
regulatory organizations to take and
to addressing certain of the options
market structure issues discussed in
the Options Study Report. For this
reason, action on certain of the Op-
tions Study recommendations listed
below (recommendations 5 to 23), most
of which call for Commission rulemak-
ing initiatives, may be delayed.

1. Commission inspections of the
Amex should emphasize a review of
case files that are closed after investi-
gation to assure that Amex enforce-
ment responsibilities are properly car-
ried out. (Ch. IV, p. 54).

2. The Commission should closely
monitor the efforts of the SROs to
share surveillance information and co-
ordinate self-regulatory activities. The
Commission should acknowledge by
letter the formation of the self-regula-
tory conference and suggest that the
use of Section 17T(dX(2) of the Act and
Rule 17d-2 thereunder to allocate sur-
veillance responsibilities among the
SROs is appropriate and desirable. In
addition, the Commission should send
a representative to future meetings of

the conference. The Commission
should also seek to coordinate its own
surveillance operations with those of
the SROs. (Ch. IV, p. 53).

3. The Commission should conduct a
complete inspection of the NYSE
market surveillance system to deter-
mine whether the exchange has the
ability to carry out the purposes of the
Act and to comply and enforce compli-

. ance by its members with the Act, the

rules and regulations thereunder, and
NYSE rules. Specifically, the inspec-
tion should consider whether the
NYSE can detect, on a daily basis and
for each stock traded on the NYSE,
trading practices that may be incon-
sistent with the Act, the rules and reg-
ulations thereunder, or exchange
rules. The inspection should be con-
ducted and completed as expeditiously
as possible and a complete report
should be presented to the Commis-
sion within 60 days after the comple-
tion of the review.

In the event that the inspection re-
veals that the NYSE cannot fulfill its
statutory responsibilities on a, daily
basis, the Commission should take ap-
propriate remedial steps and should
specifically consider requiring, by
Commission rule, that the exchange
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lance information. (Ch. IV, pp. 30-31).

4. The Commission should transmit
for inclusion in the central customer
complaint file a record of relevant in-
formation about all broker-dealer com-
plaints it receives unless release of
such information would be contrary to
law, would have an adverse effect
upon a pending or proposed investiga-
tion, or otherwise would be inappropri-
ate. (Ch. VI, p. 42).

5. The Commission should adopt a
rule which requires SROs to notify
the Commission of all informal reme-
dial actions. (Ch. VI, p. 75).

6. The Commission should obtain
and review all instances of option and
stock trading which are or have been
the subject of informal or formal in-
vestigations by the SROs. The Com-
mission should review this data with a
view toward proposing antimanipula-
tive optiens and stock trading rules,
where appropriate. (Ch. III, p. 58).

7. The Commission should adopt a
special registration form under the Se-
curities Act of 1933 for OCC which
would not require OCC to describe in-
formation about options trading and
should exercise its authority under
the Exchange Act to require that a
disclosure document filed under the
Exchange Act describing options, their
risks and the mechanics of options
trading be prepared by OCC and be
delivered by broker-dealers to each op-
tions customer at or prior to the time
the customer opens an options ac-
count. (Ch. V, p. 92)
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8. The Commission should consider
recommending to the Federal Reserve
Board that the clearing firms for
market makers be permitted to fi-
nance positions in a stock underlying a
\market maker's options position on a
good faith basis provided the market
maker’s specialist account oontains
only those sharee necessary to hedge
an options position, as determined in
accordance with an appropriate op-
tions pricing formula. (Ch. VII, p. 75).

9. The SROs should revise their
rules to restrict the ability of options
market makers to obtain specialist
stock credit to stock underlying no
more than 20 options classes, without
specific exchange approval. (Ch. VII,
p. 7.1

10. The Commission should consider
revising its net capital ruie to establish
requirements for upstairs dealers that
take into consideration the effects on
risk of spreading strategies in listed
options and the existence of a second-
ary market in options. (Ch. VII, p. 58).

11. The Commission should consider
revising its net capital rule to require
market makers that do not carry cus-
tomer accounts or clear transactions
to maintain a minimum equity of

$5,000. (Ch. VII, p. 46).

12. The Commission should consider _

revising its net eapital rule to increase

the deduction in computing net capital
for near or at-the-money options by

providing the deductions for short op-
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tions positions in .market maker ac-
counts be equal to the greater of (i) 75
percent of the premium value, (ii) $75,
or (iii) 5 percent of the market value
of the underlying stock reduced by the
amount by which the exercise price of
the options varies from the current
market price for the stock. (Ch. VII, p.
40).

13. The Commission should consider
revising its net capital rule to require
an additional charge in an OCC mem-
ber’s computation of its net capital for
any net long or net short options posi-
tions in all market maker accounts
guaranteed by the OCC member
which are iri excess of 10 percent of
the open interest in the options class.
This deduction should be equal to an
additional 50 percent of the charge
otherwise required for each series in
that options class. (Ch. VII, p. 37).

14. The Commission should consider
revising its net capital rule to limit the

11 The Commission will consider the need
for adoption of this Options Study recom-
mendation or some other form of restric-
tions on the use of exempt credit by options
market makers in connection with its con-
tinuing review of specialist stock credit. Spe-
cifically, the Commission intends to consid-
er whether, and to what extent, specialist
stock credit should .continue to be made
available to various types of stock and op-
tions market makers in light of their market
making obligations and their contributions
to the maintenance of fair and orderly mar-
kets.

net capital deduction for market
maker options conversion, reverse con-
version or equivalent conversion posi-
tions to the maximum possible loss on
these positions provided that in both
cases the off-setting put and call op-
tions have the same exercise price and
expiration date and are traded on an
exchange. (Ch. VII, p. 52).

15. The Commission should consider
revising its net capital rule to permit a
market maker clearing firm one busi-
ness day to obtain additional capital or
market maker equity before meeting
the net capital deductions arising out

nf ito v A i
of its market maker dlearing business.

(Ch. VII, p. 49).

16. The Commission should consider
revising its net capital rule so that the
capital required for all of the positions
in an account in which a clearing firm,
its officers, partners, directors or em-
ployees maintain a financial interest
are increased. This may be accom-
plished by requiring that such ac-
counts meet the same financial re-
quirements that are applicable to up-
stairs dealer firms. (Ch, VII, p. 48).

17. The Commission should consider
revising its net capital rule to reduce
the permissible amounts of gross de-
ductions to net capital resulting from

the options and stock positions carried

by a clearing firm for market makers.
(Ch. VII, pp. 41-42).

18. The Commission should issue an
interpretive release or initiate rule-
making proceedings specifically to
clarify that inter-market manipulative
trading activity involving options and
their underlying securities may violate
Section 9. (Ch. III, p. 54).

19. The Commission should under-
take a complete review of the position
limit rules of the options exchanges.
This review should include: (1) the

possibility of eliminating position limit *

rules; (2) the feasibility of relaxing po-
sition limit rules (a) for all market
participants, (b) for accounts which
hold fully paid, freely transferable se-
curities or (c) for ‘“hedged” positions;
and (3) whether exceptions from the
rules should be granted to options spe-
cialists and, if so, under what ¢ircum-
stances. (Ch. III, p. 68).

20. The Commission should begin to
study the most appropriate means of
establishing a uniform method of
identifying stock and option customers
on a routine, automated basis. The
Commission should review the NYSE
and SIAC Report on this subject and
should determine the steps that
should be taken to establish a uniform
account identification system in light
of the Report. (Ch. IV, p. 39).

21. The Commission should consider
the elimination of the restricted op-
tions rules as soon as the overall effec-
tiveness of the Options Study’s suit-
ability recommendations can be evalu-
ated. (Ch. III, p. 71).

22.. The Commission should adopt,
where feasible, rules to govern SECO
broker-deailers [regarding minimum
position and ' transaction reporting
rules and standardized inquiry forms)
which. are parallel to self-regulatory
organization rules. (Ch. IV, p. 56).

23. In the event that the SROs do
not devise a method for easily identi-
fying member firm proprietary and
customer trading, the Commission
should consider whether it is appropri-
ate to require that they do so by Com-
mission rule. (Ch. IV, p. 36).

By the Commission.

GEORGE A. FITZSIMMONS,
Secretary.

[FR Doc. 79-6237 Filed 3-1-79; 8:45 am])
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

March 28, 1979

MEMORANDUM

TO: All NASD Members

RE: Withdrawal of SEC Statement of Policy on Investment
Company Sales Literature

On March 8, 1979, the Securities and Exchange Commission
announced that it was withdrawing its Statement of Policy concerning
investment company sales literature (see Release No. 33-6034, a copy
of which is attached hereto)., In this same release, the Commission also
announced that it was soliciting public comment on a proposed interpre-
tive rule, Rule 156, concerning the use of false and misleading invest-
ment company sales literature. Comments on the proposed rule should
be furnished the Commaission on or before May 15, 1979,

Adopted in 1950, the Statement of Policy was developed jointly
by the Commission and the Association. It was published as a guide so
that issuers, underwriters and dealers would understand the types of ad-
vertising and sales literature which the Commission considered violative
of statutory standards., Since its adoption, the Association has been the
primary administrator of the Statement, The Association has carried out
this function through the review of all sales literature and advertising pre-
pared by members to promote the sale of investment company securities.
NASD rules have required that this material be filed with the Association's
Advertising Department within three days after first use or publication,
Now that the Statement of Policy has been withdrawn, questions have arisen
as to the impact of that action on the Association's requirements regarding
the filing of sales literature on investment company securities, and the
nature of the standards which now apply to advertising and sales literature
of such securities.

Advertising and Sales Literature Review

The Advertising Interpretation of the Board of Governors (Para.
2151, 01, NASD Manual) generally applies to members' advertising and sales



literature, Although the Interpretation contains an advertising filing
requirement, an exclusion is provided for material subject to the SEC's
Statement of Policy. The withdrawal of the Statement by the Commission
renders this exclusion inoperable, thereby creating a situation where the
filing requirements of the Interpretation would seem to apply concurrently
with the separate filing requirement for investment company material
(Para. 5002, NASD Manual). These two filing requirements differ in
several respects and the Board of Governors has determined that, at least
on an interim basis, the filing requirement currently applicable to invest-
ment company-related advertising and sales literature will continue to

apply.

As to the standards which will be applied to the content of such
material, communications subject to Rules 134 or 135A under the Securi-
ties Act of 1933 will continue to be reviewed for compliance with those
ruleg. Sales material will not, of course, be reviewed for conformance
with the detailed provisions of the Statement of Policy. However, this
material will be subject to the Association's Advertising Interpretation and,
to the extent practicable, will be reviewed for conformance with the appli-
cable provisions of that interpretation. In general, the Interpretation pro-
hibits members' use of any advertisement or sales literature which contains
any untrue statement of a material fact or is otherwise false and mislead-
ing. The principles of the Interpretation are consistent with those of the
Commission's proposed new rule.

Members should understand that the Association staff, in review-
ing members' filings, may not always be able to provide detailed comments
on material filed and, as always, whatever comments are offered are
advisory in nature and do not displace the primary responsibility of District
Business Conduct Committees for determining compliance with the Asso-
ciation's rules.

The Association's Investment Companies Committee is expected
to meet shortly to evaluate the impact of the Commission's action on the
Association's advertising review programs. In that connection, it is
expected that the Committee will recommend to the Board changes in those
programs as it deems appropriate and necessary. Although no final deci-
sions have as yet been made, the Board is of the view that, consistent with
the Commission's initiatives in this area, some liberalization of NASD
requirements concerning the preparation of sales literature about invest-
ment company securities can be expected.

Qualification Examinations

The Association administers several qualification examinations
which contain test questions dealing with the Statement of Policy. These
examinations include the following:
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‘unds that exist today. Sample charts
nd tables were criticized as being too
cechnical and containing too much in-
formation for the average investor to
understand. The Statement and its ad-
ministration were attacked as inhibit-
ing use by the industry of more help-
ful and understandable presentations.

More specifically, the comments can
be divided into those involying charts
and tables and those involving all
other provisions of the Statement.
Considering the latter comments first,
the computation of yields approved by
the Statement was severely criticized
as not being suitable for many of the
funds that invest primarily in debt se-
curities and particularly those in
which investor turnover is high. The
provisions of the Statement concern-
ing comparisons were held to be too
restrictive. A number of sections were
criticized for requiring certain boiler-
plate language which informs inves-
tors that an investment in an invest-
ment company entails some degree of
risk. It was argued that such language,
which may not always convey the in-
tended warning, should be vastly sim-
plified and made to suit both fund cir-
cumstances and the audience to which
a sales piece is directedL Allegations
also were made that certain other pro-
visions of the Statement were either
no longer meaningful or, in some in-
stances, incorrect.

The most important subject for the
majority of the commentators was
performance illustrations.® Apart from
the general comment that sampie
charts and tables, especially the total
return charts, are too complicated and
contain too much data, commentators
suggested that redundant data con-
tained in charts and tables be elimi-
nated and that the content of certain
core charts be made sufficiently flexi-
ble to appeal to a variety of investor
groups. In addition, it was suggested
that after-tax rate of return informa-
tion be included on certain charts and
that “apprepriate” illustrations for
variable annuities be developed to re-
place those eurrently contained in the
Statement.

TuE COMMISSION'S POSITION

The Comimission has concluded that
substantial changes in the regulation
of investment company sales literature
are in order based on its reexamina-
tion of the Statement, including con-
sideration of comments received and
the staff's experience in recent at-
tempts to update performance illustra-
tions. To implement those changes the

' Comments submitted in connection with
the Commission’s most recent amendment
of the Statement involving only certain as-
pects of performance illustrations (Securi-
ties Act Release No. 5899 (January 18, 1978)
(43 FR 3350) (January 25, 1978)) contained
numerous comments on the most recently
adopted charts.

Commission is: (1) Withdrawing the

Crér d nwts f i 3 121
Statement; (2) considering revised pro-

cedures for sales literature review; and
(3) proposing an interpretive rule con-
cerning mutual fund sales literature.

WITHDRAWAL OF THE STATEMENT

The Statement was intended merely
to provide some guidance to the public
about what the Commission and the
staff thought might be misleading in
investment company sales literature.
It explicitly neither prescribes the
content of sales literature nor pro-
scribes presentations which are not
covered by the Statement provided
that they are not misleading. Never-

theless, in practice the Statement has
taken on the character of a compre-
hensive and mandatory rule. Invest-
ment companies have tended to re-
strict sales literature to formats ex-
plicitly approved in the Statement or,
1f they wished to deviate from those
formats, to séek yi‘iv. staff app"cval.
Investment companies and their repre-
sentatives have criticized the State-
ment and sought to have it amended.
For its part, the staff has experienced
significant burdens 'in administering
the Statement. These developments
have had unintended and adverse con-
sequences. On the one hand, the
Statement has operated to limit the
flexibility of investment companies in
advertising. Yet, at the same time,
some may have been led to believe
that use of a format which is included
in the Statement or the failure of the
staff to object to a particular represen-
tation created a “safe harbor.”

The Commission does not believe
that the problems with the Statement
can be resolved by further attempts to
amend it. What is or is not misleading
in sales literature may depend greatly

-on the totality of the circumstances,

including the context in which it is
used and the sophistication of the in-
vestor. The Commission doubts the
feasibility of developing mechanical or
technical guidelines to define what is
or is not misleading in sales literature
in all circumstances. Rather the Com-
mission believes that the fundamental
responsibility for protecting investors
from misleading sales literature re-
sides with those who prepare and use
it.2 This approach is consistent with
the objectives of the Investment Com-
pany Act Study. Accordingly, the
Commission is withdrawing the State-
ment as an official expression of its
views.

However, the Commission does not
want withdrawal of the Statement
construed as a repudiation of its con-
tents because many of the Statement’s

:Of course, the Commission and its staff
have affirmative obligations in connection
with the content of prospectuses and tomb-
stones ads, which are included in the defini-
tion of sales literature.

principles appear valid in light of the
Commission’s regulatory experience.
Withdrawing the “Statement is intend-
ed to (1) emphasize that the State-
ment does not have the status of a re-
strictive rule; (2) establish the State-
ment as a historical expression of
views but relieve the Commission of
any obligation to update or correct
technical flaws in its provisions; (3)
stress that investment companies and
users of sales literature cannot rely on
mechanical application of the State-
ment’s provisions but must decide on
their own whether sales literature is in
fact misleading.

STAFF PROCEDURES

The staff will, however, continue to
monitor sales literature on a regular
basis by systematically spot checking
the required filings made with the
Commission but normally will not give
interpretive opinions on the appropri-
ateness of sales literature prior to its
use.® Moreover, greater emphasis will
be placed on reviewing sales literature
during investment company inspec-
tions than has been the case in the
past. The review of promotional mate-
rial during a comprehensive examina-
tion of fund operations should enable
the staff to consider all the circum-
stances which existed when the sales
literature was developed and thereby
assist in assessxqg the propriety of sell-
ing represcntations made to the
public. In addition, the staff will con-
tinue to follow up on specific problems

i anlac 1it i i
in sales litcrature use which are dis-

covered during the review of filings
and the inspection program or which
are brought to the staff’s attention by
NASD referrals, investor complaints
and the industry. When a matter does
arise which is of particular regulatory
significance the staff intends to issue
an interpretive release to advise the
industry of staff views and concerns.

PROPOSED INTERPRETIVE RULE

In an effort to provide some guid-
ance to persons who wish to determine
whether sales literature is misleading,
the Commission is proposing for
public comment an interpretive rule
concerning investment company sales
literature.* In light of the history of

3This policy reaffirms the Commission’s
position as announced in Securities Act Re-
lease No. 5661 (December 30, 1975) and re-
verses the policy announced in Securities
Act Release No. 5862 (September 1, 1977)
(42 FR 47563 (September 9, 1977)) inviting
requests for staff interpretive views relating
to certain presentations of mvestment com-
pany performance.
sAn interpretive rule is an “expression of
the agency’s view of what another rule, reg-
ulation or statute means.” Pacific Gas &
Elec. Co. v. Federal Power Commission, 506
F.2d 33, 37 n.14 (C.A.D.C,, 1974). Such rules
“constitute a body of experience and in-
formed judgment to which the courts and
Footnotes continued on next page
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This section of the FEDERAL REGISTER contains nofices to the public of the proposed issuonce of rules and regulations. The purpose of these nofices is to
give inferested persons on opportunity to participate in the rule moking prior to the adoption of the final rules.

[8010-01-M]

SECURITIES AND EXCHANGE
COMMISSION

[17 CFR Part 230]

{Release Nos. 33-6034, 34-15621, IC-10621]

GENERAL RULES AND REGULATIONS,
SECURITIES ACT OF 1933

Investment Company Sales Literature

e __at . DI
nterprefive nue

AGENCY: Securities and Exchange
Commission.

ACTION: Proposed rule.

SUMMARY: The Securities and Ex-
change Commission is withdrawing its
Statement of Policy on investment
company sales literature (“State-
ment”) and requesting public com-
ment on a proposed interpretive rule
concerning the use of false and mis-
leading investment company sales lit-
erature. The Commission is also adopt-
ing a policy whereby: (1) Neither the
Commission nor its staff will give de-
tailed interpretive advice on sales lit-
erature prior to its use; (2) the staff
will undertake a systematic ‘spot
check” of sales literature filed with
the Commission and will review sales
literature in connection with its in-
spections of investment companies;
and (3) staff advisory views on the
content of sales literature will be pub-
lished in staff interpretive releases
from time to time as the need arises.
These actions are being taken follow-
ing a general review of the Statement
and of public comments received on
the revision and controlled use of the
Statement. The Commission believes
that these actions will encourage the
investment company industry to
assume principal responsibility for the
development -and use of sales litera-
ture that is not misleading and limit
the extent to which government regu-
lators intrude on investment company
marketing decisions. )

DATES: Comments should be submit-
ted on or before May 15, 1979.

ADDRESSES: Send comments in trip-
licate to George A. Fitzsimmons, Sec-
retary, Securities and Exchange Com-
mission, 500 North Capitol Street,
Washington, D.C. 20549. All communi-
cations with respect to this matter

should refer to File No. S7-716. Such
communications will be available for
public inspection at the Commission’s
Public Reference Room, Room 6101,
1100 L Street, NW., Washington, D.C.

FOR FURTHER INFORMATION
CONTACT:

Anthony A. Vertuno (202) 7556-1192,
or Sarah B. Ackerson (202) 755-1792,
Division of Investment Management,
Securities and Exchange Commis-
sion, 500 North Capitol Street, NW.
Washington, D.C. 20549.

SUPPLEMENTARY INFORMATION:
On September 14, 1977, the Securities
and Exchange Commission announced
that it was undertaking a general
review of its Statement of Policy on
investment company sales literature
(“Statement”) in Securities Act Re-
lease No. 5864 (September 14, 1977)
[42 FR 47563 (September 21, 19771.

That release invited comment on the

specific provisions of the Statement,
continued use of the Statement and
adoption of rules on the use of invest-
ment company sales literature. A
number of considerations led the Com-
mission to underiake a general review
of the Statement: problems in admin-
istering the Statement’s provisions;
growing sentiment in the investment
company industry for an updating and
modernization of the Statement; the
length of time since the adoption of
the Statement; developments in the
industry during the interim; the reluc-
tance of the industry to use presenta-
tions unless they are included in the
Statement; and the prospect of an in-
creasing role for the Commission and
its staff in determining the content of
sales literature for the industry.

The Statement, which was adopted
in 1950, offers guidelines for users of
investment company sales literature so
that use of material which the Com-
miSsion considers false and misleading
can be avoided. The - Statement de-
scribes certain types of representa-
tions which are considered misleading
and includes a number of approved
presentations, including certain charts
and tables. Since its adoption the only
amendments to the Statement have
related to charts and tables which il-
lustrate fund performance.

COMMENTS RECEIVED

Pursuant to the Commission’s re-
quest for comments on the Statement,
eleven submissions were received, in-
cluding an oral presentation before

the Commission made by the Invest-
ment Company Institute (“ICI”). The
submissions as a whole dealt with two
general subjects: The approach the
Commission should take in its future
regulation of sales literature and how
specific provisions of the Statement
should be updated.

(a) The Commission’s approach to
sales literature regulation. The com-
mentators offered several approaches
which they thought the Commission
should consider in designing the
future structure of investment compa-
ny sales literature regulation. The
most significant departure from the
existing regulatory scheme suggested
was the elimination of the Statement
and, perhaps, the several advertising
rules as well and the adoption of a
simple anti-fraud provision or rule in-
stead. The ICI asked that a Commis-
sioner be appointed to supervise per-
sonally the development of an adver-
tising code which would replace all ex-
isting advertising rules with a single
anti-fraud rule incorporating a revised
Statement, charts and tables, and pro-
cedures for periodic updating and

mndifi i 0 s
modifications. A somewhat less sweep-

ing proposal involved replacing the
Statement with a rule which would
contain broad, overall principles gov-
erning sales literature with specific
guidelines (but no sample illustra-
tions) for charts and tables. Other
commentators, either expressly or im-
plicitly, supported the concept of a
Statement as opposed to a rule or a
simple anti-fraud provision but recom-
mended the establishment of a sched-
ule for regular updatings. One com-
mentator suggested that the State-
ment should be updated before or con-
currently with the adoption of any re-
vised advertising rules.

Only three of the respondents con-
sidered the possibility of discarding
the Statement or substantially chang-
ing the way in which the Commission
regulates sales literature. Even their
comments can be read as endorsing
the Commission’s continuing close reg-
ulation albeit in a more flexible and
less detailed manner.

(b) Revision of the Statement. All
commentators submitted suggestions
concerning revision of the Statement.
In general terms, the most prevalent
comment was that the provisions of
the Statement are out of date because
they are oriented toward equity funds
and do not consider the different char-
acteristics of the many non-equity
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e General Securities Representative Examination
(Test Series T)

e General Securities Principal Examination
(T est Series 24)

e Limited Representative Examination
(Test Series 1)

e Limited Principal Examination
(Test Series 40)

° Securities Industry Regulations Examination
(T est Series 18)

All of these examinations have been reviewed in light of the
withdrawal of the Statement of Policy by the Commission, Effective
immediately, new forms of the above-mentioned examinations will not
contain questions specifically related to the Statement of Policy. State-
ment of Policy questions in existing supplies of examination forms cur-
rently in use will be deleted in the grading process and will not contribute
to candidate scores, Where necessary, the passing grade on examinations
will be rescaled to adjust for questions no longer applicable,

The membership will be kept apprised of future developments
in this area., In that connection, the Board welcomes member comment
on the direction of the Association's future regulatory policy with respect
to investment company sales literature. Such should be submitted promptly
since the Association expects to act as expeditiously as possible in consi-
dering this matter, Correspondence or questions should be directed to
Robert L. Butler, Vice President, Investment Companies-Advertising,
National Association of Securities Dealers, Inc,, 1735 K Street, N. W.,
Washington, D. C. 20006,

Sincerely,

ordon S, Macklin
President

Attachment



regulation of this subject matter, it
seems appropriate to try to give some
indication of what the problem areas
are based on the Commission’s experi-
ence. It must be emphasized, however,
that the proposed rule is not a legisla-
tive rule, that is, one which is “de-
signed to implement * * * or prescribe
law or policy.” * Although subsection
(a) of the rule does include a general
prohibition against the use of mislead-
ing sales literature, that prohibition
merely reiteratés pertinent statutory
provisions and does not supplement or
alter any existing applicable legal
standards. Subsection (b) of the pro-
posed interpretive rule addresses par-
ticular problem areas but is deliberate-
1y couched in general language so that
it cannot be construed as prohibiting
or permitting any particular represen-
tations or presentations. The rule
merely highlights general areas which
our experience suggests may be the
most vulnerable to misleading state-
ments. If the proposed rule is adopted,
these general warnings may be supbple-
mented from time to time with staff
interpretive releases. Subsection (c) of
the proposed rule defines sales litera-
ture for purposes of the rule. The defi-
nition is similar to that contained in
the Statement in most respects, but
there are two changes which warrant
comment. The exception for material
transmitted to dealers but not deliv-

ered to investors has been narrowed so

Cred VO INVESLOIS Ilas

that if the substance of the material
transmitted is likely to be communi-

natnA +
cated to investors, the exception would

not apply. In addition, the exclusion
for reports of issuers not containing
an express offer of sales appears un-
necessary and has been deleted.

TEXT OF PRCPOSED RULE

It is proposed to amend Part 230 of
Chapter II of Title 17 of the Code of
Federal Regulations by adding (Rule
156 § 230.156) as follows:

Footnotes continued from last page

litigants may properly resort for guidance.”
Skidmore v. Swift & Co., 323 U.S. 134, 140
(1944). The Administrative Procedure Act (5
1.S.C. 500-5'76) does not require public com-
ment on an interpretive rule, but the Com-
mission deems it advisable to have the views
of interested persons on this matter.

s Administrative Procedure Act, § 551(4) (5
U.S.C. 551(4)). A legislative rule has been
defined as the ‘product of an exercise of
legislative power by an administrative
agency, pursuant to a grant of legislative
power by the legisiative body.” (Davis, Ad-
ministrative Law Treatise, §5.03, p. 299
(1958)). As to the difference between legisla-
tive and interpretive rules, see Joseph v. U.S.
Civil Service Commission, 554 F.2d 1140,
1143 (C.A.D.C., 1977): The relevant distinc-
tion between legislative and interpretive or
any other non-legislative rules is not the
nature of the questions they address but the
authority and intent with which they are
issued and the resulting effect on the power
of a court to depart from the decision em-
bodied in the rule.

(a) It shall be unlawful for any
person, directly or indirectly, by the
use of any means or instrumentality of
interstate commerce or of the mails, to
use sales literature which is materially
misleading in connection with the
offer or sale of securities issued by an
investment company. Sales literature
is materially misleading if it (1) con-
tains an untrue statement of a materi-
al fact or (2) omits to state a material
fact necessary in order to make a
statement made, in the light of the
circumstances of its use, not mislead-
ing.

(b) Whether or not a particular de-
scription, representation, illustration,
or other statement involving a materi-
al fact is misleading depends on evalu-
ation of the context in which-it is
made. In considering whether a partic-
ular statement involving a material
fact is or might be misleading, weight
should be given to all pertinent fac-
tors, including, but not limited to,
those listed below:

(1) A statement could be misleading
because of:

(i) Other statements being made in
connection with the offer of sale or
sale of the securities in guestion;

(ii) The absence of explantions,
qualifications, limitations or other
statements necessary or appropriate Lo
make such statement not misleading;
and

(iii) General economic or financial
conditions or circumstances.

(2) Representations about past or
future investment performance could
be misleading because of statements or
omissions made involving a material
fact, including situations where:

(i) Portrayals of past income, gain,
or growth of assets which tend to
convey an impression of the net in-
vestment results achieved by an actual
or hypothetical investment would not
be justified under the circumstances;
and

(ii) Representations, whether ex-
press or implied, about future invest-
ment performance, including: (A) Rep-
resentations as to security of capital,
possible future gains or income, or ex-
penses associated with an investment;
(B) representations implying that
future gain or income may be inferred
from or predicted based on past invest-
ment performance; or (C) portrayals
of past performance, are made in a
manner which would imply that gains
or income realized in the past would
be repeated in the future.

(3) A statement involving a material
fact about the characteristics or attri-
butes of an investment company could
be misleading because of:

(i) Statements about possible bene-
fits connected with or resulting from
services to be provided or methods of

operation which do not give equal-

prominence to discussion of any risks

or limitations associated therewith;

(ii) Exaggerated or unsubstantiated
claims about management skill or
techniques, characteristics of the in-
vestment company or an investment in
securities issued by such company,
services, security of investment or
funds, effects of government supervi-
sion, or other attributes; and

(iii) Unwarranted or incompletely
explained comparisons to other invest-
ment vehicles or to indexes.

(¢) For purposes of this section, the
term “sales literature” shall be
deemed to include any communication
(whether in writing, by radio, or by

television) used by any person to offer

LVEICVISIOLL) BG4 any persor

to sell or induce the sale of shares of
any investment company. Communica-
tions between issuers, underwriters
and dealers are included in this defini-
tion of sales literature if such commu-
nications, or the information con-
tained therein, can be reasonably ex-
pected to be communicated to prospec-
tive investors or are designed to be em-
ployed in either written or oral form
in the sale of securities.

AvurtHORITY: The Commission proposes
Rule 156 for comment pursuant fo the pro-
vicions of Section 38(a) of the Investment
Company Act of 1940 (15 U.S.C. 80a(a)), and
Section 19(a) of the Securities Act of 1933
(15 U.S.C. T7s(a),
23(a) of the Securities Exchange Act of 1934
[15 U.S.C. 78j(b) and 78w(a)].

GEORGE A. FITZSIMMONS,
Secretary.
MARCH 8, 1979.

[FR Doc. 79-8374 Filed 3-19-79; 8:45 am]
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

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

March 28, 1979

TO: All NASD Members and Municipal Securities Bank Dealers
Attention: All Operations Personnel

RE: Holiday Trade Date - Settlement Date Schedule

Securities markets and the NASDAQ System will be closed on
Good Friday, April 13, 1979. '""Regular-Way'' transactions made on the
business days immediately preceding that day will be subject to the fol-
lowing schedule.

Trade Date-Settlement Date Schedule
For "Regular-Way' Transactions

Trade Date Settlement Date tRegulation T Date
April 5 April 12 April 17
16 18
9 17 19
10 18 20
11 19 23
12 20 24
13 Good Friday —_———
16 23 25

The above settlement dates should be used by brokers, dealers
and municipal securities dealers for purposes of clearing and settling
transactions pursuant to the Association’s Uniform Practice Code and
Municipal Securities Rulemaking Board Rule G-12 on uniform practice.

*Pursuant to Section 4(c)(2) of Regulation T of the Federal Reserve
Board, a broker-dealer must promptly cancel or otherwise liquidate
a customer purchase transaction in a cash account if full payment is
not received within (7) seven days of the date of purchase., The date
upon which members must take such action for the trades indicated is
shown in the column entitled ""Regulation T Date, "
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NASD

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

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

April 20, 1979

IMPORTANT

TO: All NASD Members
Attention: All Operations Personnel

nT QT Ni=1a - o 343 o
RE SEC Rule 17f-1; Lost and Stolen Securities Program

On March 29, 1979, the Securities and Exchange Commission
issued Release No. 34-15683 in which it announced certain proposed
amendments to its Lost and Stolen Securities Program (the "Program''),
The purpose of the release is to solicit comments on the proposed amend-
ments and modifications to Rule 17f-1 and the Program from members
of the public and other interested parties. For additional background in-
formation on Rule 17f-1, please refer to NASD Notice to Members Nos.
78-33 and 78-48, dated August 17, 1978, and November 22, 1978, re-

spectively.

Among other things, the various proposals would accomplish
the following:

e Establish formal registration requirements for all report-
ing\ institutions subject to Section 17(f)(1) of the Act except
that exemptions would be provided for (a) brokers and
dealers whose only business is conducted on the floor of an
exchange and who do not deal with the public and, (b) bro-
kers and dealers engaged exclusively in the sale of variable
contracts or limited partnerships and who do not hold or
receive securities subject to the rule;

e Combine the Federal Reserve System's checklist of reported
securities thefts and losses into the data base maintained by
Securities Information Center (SIC);



e Make permanent certain pilot period exemptions pertaining
to inquiry requirements for transfer agents, securities
transactions of $10, 000 or less and, securities received
(2) directly from the issuer at issuance, (b) from another
reporting institution or, (c) from a customer where the
certificate is registered in the name of the customer or
its nominee; and,

e Establish 2 new permanent exemption from required inquiry
for bearer securities received by a reporting institution
directly from a customer to whom they were previously sold.

A more detailed discussion of these proposals on which the SEC

is soliciting comments follow

DISCUSSION OF THE PROPOSALS

Institutions Subject to the Rule

The Commission is proposing a technical amendment to Rule
17f-1 which would incorporate into the rule the requirement that all re-
porting institutions register as such with the Commission. Although the
proposed requirement was originally discussed in SEC Release No. 34-

1 Q P . “x7 xr
13832, dated August 5, 1977, it was never made part of the rule itself,

[

The proposed registration requirement would pertain to both new and
existing brokers and dealers,

The Commission has also determined that it would be appropriate
to grant certain classes of brokers and dealers an exemption from the reg-
istration provisions of the Program due to the limited nature of their secu-
rities activities. In this regard, the SEC is proposing that (a) brokers and
dealers whose only business is conducted on the floor of a national securi-
ties exchange and who do not conduct a public business and, (b) brokers
and dealers whose business is limited to sales of variable contracts or
limited partnerships and who do not hold or receive securities subject to
the reporting and inquiry provisions of the rule be exempt from registering
with the Commission or its designee, SIC.

Dual Appropriate Instrumentalities

Presently, there are two '"appropriate instrumentalities' to
which reports and inquiries must be made. For U.S. Government or
Agency securities, the appropriate instrumentality is any Federal Reserve
bank or branch. For reports and inquiries regarding all other securities,
the appropriate instrumentality is the SEC.



The Commission is proposing to create a single data base for
missing, lost, stolen and counterfeit securities by eliminating the dual
responsibility and designating SIC as the sole agency to receive all in-
quiries and reports. If approved, this proposal would permit the Federal
Reserve System's checklist of securities to be melded into SIC's data
base and all future inquiries could be made to SIC only.

Pilot Period Exemptions

Transfer Agents

During the pilot period, registered transfer agents have been
exempt from the mqug_ry prnvls;l_gns of the prooram. The Commission is
proposing to make the transfer agent exemption permanent since to re-
quire otherwise would, it has concluded, be duplicative and of minimal
value from a cost/benefit viewpoint. In addition, reporting institutions
would be required to submit a copy of Form X-17F-1A to both SIC and the
transfer agent for the issue one business day after discovery of any coun-
terfeit security. ‘

De Minimis Transactions

The Commission is also proposing to make the pilot period
11$10, 000 de minimis exemption'' permanent. As modified by subsequent
staff interpretations, securities valued at $10, 000 or less are exempt
from required inquiry provided that the ''reporting institution must view
a securities transaction in its entirety and not on a piecemeal basis when
determining whether the exemption is applicable.' In other words, if a
single transaction involving different stocks and/or bonds in the aggregate
is in excess of $10, 000, inquiry would be required even though the indivi-

dual securities are valued at less than $10, 000,

CUSIP Numbers

The Program is currently applicable only to those securities
which have been assigned CUSIP numbers. The Commission is proposing
that the exemption of non-CUSIP securities be continued without change.

New Inquiry Exemptions

The rule presently provides an exemption from inquiry only when
securities are received: (1) directly from the issuer or issuing agent at
issuance; (2) from another reporting institution or a Federal Reserve bank
in its capacity as fiscal agent; or, (3) from a customer and the certificate
is registered in the name of the customer or his nominee.



In response to comments received from the NASD and others,

the SEC }_. amtamam~aad A I nmawr Vanner (Cirnatasrar!! aczarmns Anva
providing a measure of relief to brokers and dealers which handle large
numbers of bearer form securities. In sum, the Commission has pro-
posed a new permanent exemption from the rule's inquiry requirements
in instances in which the reporting institution knows its customer and can
verify from its own internal records that the securities presented are

those previously sold to the customer,

o
Proposed a LIow LOoUr LUSioImner CXEeImption as a mmeans of

Form X-17F-1A

In response to suggestions received from several commenta-

tors, the Commission is proposing to modify Form X-17F-1A to include
the following additional information:

(1) A designation of the specific type of loss being reported;
(2) The telephone number of the reporting institution;

(3) The specific designation of the parties to whom copies
of filed reports are required to be sent;

(4) The names and addresses of transfer or paying agents
and insurance companies who will be receiving copies
of filed reports; and,

(5) Under the heading "Type of Security, ' Item No. 5, the
designation of "Government/Agency' has been added
while certain existing designations have been removed.

In regard to the above, the Commission noted in its release
that there is some confusion regarding the requirement to include the
alphabetical prefix or suffix of the certificate number when making re-
ports and inquiries. The SEC advises that if a reporting institution is
unable to determine the prefix or suffix of a certificate number, it should
nonetheless proceed with filing a report. However, certificates of dif-
ferent issuers may have the same number but a different prefix or suffix.
A security entered into SIC's data base without the appropriate prefix or
suffix may erroneously match up with (and indicate as a '"hit'') another
security with the same certificate number. In such a situation, the proper
prefix or suffix would be required for absolute identification.

Direct/Indirect Inquirer Status

Comments previously received by the Commission suggest
that communications problems may exist between indirect inquirers and



their direct inquirers. As a result, the Commission has proposed an
amendment to the recordkeep}_ng pl‘OVlSlOﬂS of the rule to require all in-

direct inquirers to maintain copies of agreements designating other
institutions as their direct inquirers.

Further, the Commission states that an indirect inquirer should
not designate another reporting institution as its direct inquirer prior to
reaching an agreement with that institution, In this regard, paragraph (g)
of Rule 17f-1 is being amended to formalize the proposed new recordkeep-~
ing requirements.

e o, als
%k sk sk

The above discussion briefly addresses the issues and proposed
amendments to the Program on which the Commission is soliciting com-
ment. A reprint of the text of the proposed amendments from the April 5,
1979, edition of the Federal Register is attached. For a more complete
explanation, members are advised to review Release No, 34-15683, Cop-
ies of this release can be obtained from the NASD's Washington office.

In connection with the above, the Association strongly recom-
mends that members provide the Commission with their written comments
on the proposals. The deadline for comments on the proposed amendments
is May 4, 1979. The Association would appreciate receiving copies of any
such comment letters submitted to the SEC. Please direct any comments
or questions you may have regarding this matter to Jack Rosenfield, Assist-
ant Director, Department of Regulatory Policy and Procedures, National
Association of Securities Dealers, Inc., 1735 K Street, N. W., Washington,
D, C., 20006, telephone (202) 833-4828.

Sincerely,

AL

ordon S. Macklin
President

Attachment
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ATTENTION involved. Such report shall be made {B) was previously sold to such

The text of the following proposed
amendments uses arrows p 4 to
indicate additions and brackets {j to
indicate deletions.

§ 240.17f-1 Requirements for
reporting and inquiry with respect to
missing, lost, counterfeit or stolen
securities.

(a) Definitionfs]— [1] Reporting
institition. For purposes of this section,
the term “reporting institution” shall
include every national securities-
exchange, member thereof, registered
securities association, broker, dealer,
municipal securities dealer, registered
transfer agent, registered clearing
agency, participant therein, member of
the Federal Reserve System and bank
whose deposits are insured by the
Federal Deposit Insurance Corporation.

[(2) Appropriate mstrumenta]zty For
purposes of thig section the term
“appropriate instrumentality” shall
mean:

(i) Any Federal Reserve Bank or
branch thereof with respect to securities
issued by:

(A) The United States Government,

(B) Any agency or instrumentality of
the United Sates Governmeént,

{C) The International Bank for
Reconstruction and Deyeiopment,

(D) The Inter-American Bank, or

(E) The Agian Develonment Rank; and

E) The Asian Development

(u) The Securities and Exchange
‘Commission with respect to all other
securities.}

(b) » Every reporting institution shall
register with the Commission or its
designee in accordance with
instructions issued by the Commission
except

(1) A member of a national securities
exchange who effects securities
transactions exclusively on the floor of
such national securities exchange solely
for other members and does not receive
or hold customer securities; and

12) A registered broker or dealer who
is engaged exclusively in the sale of
variable contracts and/or limited -
partnership interests and does not
receive or hold securities that are
subject to the provisions of paragraphs
(c) and (d) berein. 4

([b]) »{c) « Reporting requirements—
{1) Stolen Securities. (i) Every reporting
institution shall report to the
[appropriate instrumentality]
»Commission or its designee 4 and to a
registered transfer agent for the issue
the discovery of the theft or loss of any
security where there is substantial basis
for believing that criminal activity was

within one business dnv of the

discovery and, if the cemﬁcate numbers
of the securities cannot be ascertained
at that time, they shall be reported as
soon thereafter as possible.

* L * * *

(2) Missing or lost securities. Every
reporting institution shall report to the
[appropriate insttamentality] »
Commission or its designee« and to a
registered transfer agent for the issue
the discovery of the loss of any security
where criminal actions are not
suspected when the security has been
missing or loss for a period of two
business days. Such report shall be
made within one business day of the
end of such period except that:

* * * * *

(3) Counterfeit securities. Every
reporting institution shall report the
discovery of any counterfeit security to
the la?pwoprlate |nch~umnn_fn]_1hl]

» Commission or its designee, to a
registered transfer agent for the issue, 4
and to the appropriate law enforcement
agency within one business day.

(4) Recovery. Every reporting
institution shall report the recovery or
finding of any security previously
reported missing, lost, or stolen pursuant
to this section to the [appropriate

P v
instrumentality] sCommission orits

designee 4 and to a registered transfer
agent for the issue within one businéss
day of such recovery or finding. If a
report of stolen securities was made to
the appropriate law enforcement
agency, a report of such recovery shall
also be made to such agency. Recovery
may only be reported by the institution
which reported the security as missing,
lost or stolen.

* * * * *

i(c)] »(d) @ Required inquiries. (1)
Every reporting institution »except a

registered transfer agent 4 shall inquire
of the [appropriate instrumentality]

» Commission or its designee 4 with
respect to every security which comes
into its possession or keeping, whether
by pledge, transfer, or otherwise, to
ascertain whether such security has
been reported.as missing, lost,
counterfeit, or stolen, unless

M-

{ii) The security is received from
another reporting institution or from a
Federal Reserve Bank or Branch [in its
capacity as fiscal agent];

(iii) The security is received from a
customer of the reporting institution and

» (A) « is registered in the name of
such customer. or its nominee[.] »or

customer, as verified by the internal
records of the reporting institution;

(iv) The security is part of a
transaction which has an aggregate face °
value of $10,000 or less in the case of
bonds or market value of $10,000 or less
in the case of stocks; or

{v) The security is received directly
from a drop which is affiliated with a
reportmg institution for the purposes of
receiving and delivering certificates on
behalf of the reporting institution.«

* * * * *

L

[(d)]» (e} « Every reporting institution
may report to or inquire of the
[appropriate instrumentality]

» Commission or its designee 4 with
respect to any security not otherwise
required by this section to be the subject
of a report or inquiry. The Commission
on written request or upon its own
motion may permit reports to and
inquiries of the system by any other
person or entity upon such terms and
conditions as it deems appropriate and
necessary in the public interest and for
the protection of investors.

[(e)]» (f) @ Exemptions. » The
following types of securities are not
subject to paragraphs (c) and (d), above:

(1) « Registered securities of the
United States Government, any agency
or instrumentality of the United States

Cavormmant tha T ot
Government, the International Bank for

Reconstruction and Development, the
Inter-American Development Bank, or
the Asian Development Bank, and
counterfeit securities of such entities;
[are not subject to the provisions of this
section relating to reporting and inquiry
with the appropriate instrumentality.]

» (2} Security issues not assigned
CUSIP numbers;

(3) Bond coupons. ¢

[(£))»> (g) @ Recordkeeping. Every
reporting institution shall maintain and
preserve in an easily accessible place

for three years copies of all Forms X-
17F-1A filéd pursuant to this sections,
all agreements between reporting
institutions regarding registration or
other aspects of this section, 4 and all
confirmations or other information
received from the [appropriate
instrumentality] » Commission or its
designee4q as a result of inquiry.

* * * *

PN

§ 249.1200 [Amended]

2. The Securities and Exchange
Commission, pursuant to Section 17(f) of
the Securities Exchange Act of 1934,
proposes the following modifications to
Form X-17F-1A, § 249.1200 in Chapter II
of Title 17 of the Code of Federal
Regulations as appended hereto.

(not attached)
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC
1735 K STREET NORTHWEST +« WASHINGTON D.C. 20006

April 26, 1979

TO: COMPANIES QUOTED IN THE NASDAQ SYSTEM

MEMBERS OF THE NASD

The Board of Governors at its meeting March 16, 1979
adopted, with certain modifications, the proposal relating to
the notification to NASD of news releases by NASDAQ quoted
companies that was circulated for comment by companies in
February, 1979. A copy of the text approved by the Board is
attached.

The Board is recommending that NASDAQ companies notify
the NASD of the release of material news no later than simul-
taneously with its release to the public through the press.
The purpose of the recommendation is to provide the NASD with
the opportunity to consider, in consultation with the company,
whether or not it is desirable to halt the display of quota-
tions through the NASDAQ System while the news is being
disseminated to the public.

This action was taken after all comment letters submitted
by companies had been reviewed independently by the NASDAQ
Committee and by the Board. A number of suggested changes
offered in the comment letters are reflected in the text as
adopted.

The Board would like to express its appreciation to those
who commented on the proposals relating to the release of news
that were circulated for comment.




NOTIFICATION TO NASD OF NEWS RELEASES

Schedule D requires NASDAQ companies to disclose promptly
to the public through the press any material information which
may affect the value of their securities or influence investors'
decisions. The Board of Governors recommends that NASDAQ
companies notify the NASD of the release of any such information
no later than simultaneously with its release to the public
through the press. Notification may be provided directly to
the NASD Market Surveillance Department by telephone (call
202 833-7842). Information communicated orally should be
confirmed promptly in writing. Where public release of infor-
mation occurs after 5:30 p.m. Eastern Time, notification should
be made by 9:30 a.m. of the following trading day.

The purpose of this recommendation is to assist in
maintaining a stable and orderly market for NASDAQ securities.
One of the methods used by the NASD to accomplish such is the
institution of NASDAQ quotation halts. A quotations halt
benefits current and potential shareholders by halting the
display of quotations through the NASDAQ System until there
has been an opportunity for the information to be disseminated
to the public. This decreases the possibility of some investors
acting on information known to them but which is not known to
others. A quotations halt normally lasts about one to two
hours after the appearance of the news on wire services, but
it may last longer if a determination is made that the news
has not been adequately disseminated. A quotations halt provides
the public with an opportunity to evaluate the information and
consider it in making investment decisions. It also alerts
the marketplace to the fact that news has been released.

Upon receipt of the information from the company, the NASD,
after consultation with the company, will immediately evaluate
the information, estimate its potential impact on the market
and determine whether a quotations halt in the security is
appropriate.

Material information which might reasonably be expected to
affect the value of the securities of a company or influence
investors' decisions would include information regarding corporate
events of an unusual and/or non-recurrent nature. The following
list of events, while not an exhaustive summary of all situations
in which disclosure to the NASD should be considered, may be
helpful in determining whether information is material. It
should also be noted that every development that might be

ey
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reported to the NASD in these areas would not necessarily be
deemed to warrant a quotations halt.

) a merger, acquisition or joint venture;

[ ) a stock split or stock dividend,;

) earnings and dividends of an unusual nature;

[ the acquisition or loss of a significant contract;
°® a significant new product or discovery;

a ~rhaono

a
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management ;
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e a significant chan
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° a call of securities for redemption;

] the public or private sale of a significant amount
of additional securities;

e the purchase or sale of a significant asset;
) a significant change in capital investment plans;
® a significant labor dispute;

[ establishment of a program to make purchases of
the company's own shares;

) a tender offer for another company's securities; and

) an event requiring the filing of a current report
under the Securities Exchange Act.
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

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

April 27, 1979

TO: ALL NASD MEMBERS
ATTENTION: REGISTRATION PERSONNEL

RE: Implementation of the Uniform Securities Agent
State Law Examination (USASLE)

CONTENTS

e Background Information
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o How to Request Study Guides

° How to Request Admission Certificates

° How to Obtain Examination Request Forms

° Phase In Period -~ New Examination (USASLE)

° Phase Out Period - Individual State Law Examinations
. Implementation Schedule

Ba ckground

The NASD is pleased to announce the implementation of the
North American Securities Administrators Association's (NASAA)
Uniform Securities Agent State Law Examination (USASLE - Series
63). Through adoption of this testing vehicle, an important step
towards uniformity within the securities industry has been achieved.
At the present time, there are approximately 23 states which re-
quire agents to qualify by examination on their respective blue sky
laws and related rules. The USASLE has been developed to satisfy
the securities agent qualification testing requirements for all state
jurisdictions.



Before introduction of the USASLE, it was possible
that a representative of a brokerage firm would be required to take
and pass numerous state law examinations during the course of an
active career in the securities industry. The new examination will
substantially reduce the inconvenience and cost to brokerage firms
in complying with the qualification requirements of numerous state
jurisdictions.

Content of the Uniform State Law Examination and Study Guide

The USASLE was designed by a committee of NASAA rep-
resentatives, industry volunteers, ICI, SIA, and NASD staffs.
The committee also prepared the study outline material for this new
test. The examination is one hour in length and consists of fifty
multiple choice questions based upon the Uniform Securities Act,
The USASLE Study Guide has been prepared to assist an applicant
in preparing for the examination. The guide has five basic sections
as follows:

1. Definitions of Terms
2. Licensing and registration requirements

3. Registration of securities, exempt securities
and exempt transactions

4., Fraudulent and other prohibited practices

5. Regulatory oversight, criminal penalties, civil
liabilities, scope of the Act and general provisions

Appendix A of the guide is the Uniform Securities Act itself

and Appendix B contains the titles and addresses of all state securities
regulatory agencies.

Study Guide Requests and Changes Relating Thereto

The 102 page USASLE Study Guide will be sold by the North
American Securities Administrators Association through the NASD at a
charge of $3.00 per copy. Copies can be obtained by forwarding re=-
quests to either the National Association of Securities Dealers, Inc.,
1735 K Street, N.W., Washington, D.C., 20006 or your local NASD
District Office. Proper payment must accompany all requests for the
Study Guide.



Procedures for Requesting Admission to the USASLE Examination

The NASD will be the sole administrator of the USASLE
Examination. A Uniform Securities Agent State Law Examination
Request Form (Form U-63) has been enclosed with this notice. This
form must be completed and submitted on behalf of each candidate
required to take the uniform test. The completed form and a $30. 00
examination fee for each candidate is to be forwarded to the National
Association of Securities Dealers, Inc., 1735 K Street, N. W,,
Washington, D.C,, 20006. In completing the form, please make
note of the following:

1. Each state jurisdiction which is to be advised of
the grade results must be identified by marking
the appropriate boxes in item 6.

2. The location of the NASD examination center
where the candidate wishes to sit for the USASLE
(Series 63) should be identified. A listing of the
NASD centers is located on the reverse of the

11

egquest form
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After processing Form U-63, the NASD will forward a

Series 63 admission certificate to the submitting firm in order that
the candidate may attend an examination session. A schedule of
examination dates and times will accompany this certificate. Each
certificate of admission will expire 90 days from the date of issuance.
Should the candidate not sit for the Series 63 examination prior to the
expiration date, the Association will withdraw the candidate's request
form. It is not anticipated that extensions of time will be permitted
nor will the NASD transfer or refund the qualification examination fee.
If another admission certificate needs to be obtained, another request

form and attendant $30.00 examination fee must be submitted. Re-
“examination requests for candidates who fail to pass the examination

will be honored upon resubmission of a new form and $30.00 fee.

Supply of the Uniform State Law Examination Request Form

To request an inventory of USASLE Request Form U-63,
please complete a self-addressed mailing label to the attention of
the NASD Mail Room in our Washington, D.C. office. The label
should detail the words USASLE Form U-63 and the number of copies
desired. These requests will be serviced as promptly as possible.



Phase In and Phase Out Period for State Law Examination

It is the NASD's intention to honor the admission certificates
for current individual state law examinations presently outstanding
in accordance with the schedule detailed below. After the expiration
date has passed, the individual state law examination will be withdrawn
and the USASLE test will be the only qualification vehicle. The schedule
also details the implementation date for the USASLE examination by
state jurisdiction. As an example, the state of Arizona has determined
that the USASLE examination may be taken in lieu of its Series 51A
test commencing May 15, 1979. Both the present Series 51A and the

TIISASLE examination will be honored until Tn]\r 30 1070 After such
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date, Series 51A will be permanently w1thdrawn and the sole qualifica-
tion vehicle will be the Series 63 USASLE test.

Implementation Schedule

Implementation Date =~ Phase QOut Date

State Jurisdiction USASLE Examination Present Examination
Arizona May 15, 1979 Series 51A - 7/30/79
Arkansas July 1, 1979 Series 61A - 7/1/79
Colorado April 1, 1979 N/A

Georgia May 1, 1979 Series 19A - 7/1/79
Indiana May 1, 1979 Series 29B - 7/1/79
Kansas May 1, 1979 Series 30A - 7/1/79
Kentucky May 1, 1979 Series 62A - 7/1/79
Minnesota July 1, 1979 Series 48A - 8/30/79
Missouri May 1, 1979 Series 33A - 7/1/79
New Mexico April 1, 1979 Series 34B - 7/1/79
North Dakota May 1, 1979 Series 57A - 7/1/79
Pennsylvania *June 1, 1979 Series 35A - 8/1/79

* Subject to Change

o
\



State Jurisdiction

Rhode Island

South Dakota

Tennessee

Wisconsin

-b -

Implementation Date -

USASLE Examination

April 1, 1979
May 1, 1979
August 1, 1979

April 1, 1979

Phase Out Date
Present Examination

Series 36B - 7/1/79
N/A
Series 37A - 8/1/79

Series 23A - 7/1/79

While it is anticipated that those state jurisdictions which
presently have state law examinations whose names do not appear on the
implementation schedule will accept USASLE, written authorization has
not as yet been received. When these states report, an updated schedule
will be forwarded to all members. State procedures and/or requirements
related to the USASLE examination such asa higher passing grade for
supervisors and written certifications, should be obtained from the indi-
vidual jurisdiction with which the applicant desires to license.

During the initial phase in period of the USASLE test, it will
be the responsibility of the firm receiving the grade results from the
NASD to notify the appropriate state jurisdictions of the candidate's com-
pletion of the examination requirement. After a period of approximately
two months, the NASD intends to send this notification on behalf of the
firm and candidate.

Questions respecting this notice or the procedures relating to
implementation of this new examination should be directed to Ms. Janet
Hale, Assistant Director, Qualifications Examinations, at (202) 833-7174.

- rd
Go4don S. Macklin
President

Sincerely,
/'//

e
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

May 8, 1979

TO: All NASD Members and Municipal Securities Bank Dealers
Attention: All Operations Personnel

RE: Memorial Day Trade Date - Settlement Date Schedule

Securities markets and the NASDAQ System will be closed on
Monday, May 28, 1979, for the observance of Memorial Day. On Wednes-
day, May 30, 1979, securities markets and the NASDAQ System will be
open for trading. However, May 30 will not be a settlement date since
banking institutions in several states will be closed. The following adjust-
ments to the settlement date schedule have been made to insure uniformity
since the observance of public holidays and banking holidays differs from
state to state.

Trade Date - Settlement Date Schedule
For "Regular-Way'' Transactions

Trade Date Settlement Date *Regulation T Date
May 18 May 25 May 30
21 29 31
22 31 June 1
23 June 1 : 4
24 4 5
25 5 6
28 Memorial Day Observance _—
29 6 7
30 6 8

*Pursuant to Section 4(c)(2) of Regulation T of the Federal Reserve
Board, a broker-dealer must promptly cancel or otherwise liquidate
a customer purchase transaction in a cash account if full payment is
not received within seven (7) days of the date of purchase. The date
upon which members must take such action for the trades indicated is
shown in the column entitled '"Regulation T Date. "



The above settlement dates should be used by brokers, dealers
and municipal securities dealers for purposes of clearing and settling trans-
actions pursuant to the Association's Uniform Practice Code and Municipal
Securities Rulemaking Board Rule G-12 on Uniform Practice.

On Wednesday, May 30, securities will not be quoted ex-dividend
and buy-ins, sell-outs, reclamations and marks-to-the-market, as provided
in the Uniform Practice Code and MSRB Rule G-12, will not be made and/or
exercised,

Questions regarding this notice may be directed to the Uniform
Practice Department at (212) 422-8841.

Sincerely,

Gofdon S. Macklin
esident
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST + WASHINGTON D.C. 20006

May 8, 1979

TO: All NASD Members

RE: Paul Kendrick & Co., Inc.
One Post Street, Room 350
San Francisco, CA 94104

N: Operations Officer, Cashier, Fail-Control Department

On Tuesday, April 17, 1979, the Securities Investor Protection
Corporation (SIPC) was appointed Trustee for Paul Kendrick & Co., Inc.,
a former NASD member. NASD Press Release dated July 31, 1978 de-
scribed that Paul Kendrick & Co., Inc. was expelled from membership
in the Association on June 22, 1978 as a result of a disciplinary action
taken by the NASD, which action is currently on appeal to the SEC.

d you have any questions regarding this firm, address

Securities Investor Protection Corporation
Attention: Mr. J. H. Moelter

Suite 800, Farragut Building

900 Seventeenth Street, N. W,

Washington, D.C. 20006

Telephone (202) 223-8400

Thomas R. Cassella
Director, Financial Responsibility
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NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

1735 K STREET NORTHWEST . WASHINGTON D.C. 20006
May 15, 1979

TO: All NASD Members and Interested Persons

RE: New Qualification Requirements and Test Administration
System for Limited Principals

ATTENTION: TRAINING DIRECTORS AND REGISTRATION PERSONNEL

The purpose of this notice is to inform the membership of the following
developments in the Association's qualification examination program for
principals,

e Implementation of New Qualification Examination for Investment
Company Products/Variable Contracts (IC/VC) Principals (Test
Series 26) on June 1, 1979.

e Implementation of New Qualification Examination for Direct
Participation Programs (DPP) Principals (Test Series 39) on
June 1, 1979.

e Pre-requisite Representative Registration Requirements for
Limited Principals

e Automation of Test Administration for the New Limited Principal
Examinations

Implementation of New Qualification Examinations for Limited Principals

The Association will implement new qualification examinations for
Investment Company Products/Variable Contracts Principals and for Direct
Participation Programs Principals on June 1, 1979. Effective that date all
persons who apply for registration as either IC/VC Principals or DPP
Principals will be required to take and pass the appropriate examination for the
designated category of registration. Under NASD rules, a principal is defined
as any sole propreitor, officer, partner, manager of an office of supervisory
jurisdiction or director associated with the member who is actively engaged in
the management of the member's general investment banking or securities
business, including supervision, solicitation, conduct of business or the training
of persons associated with a member for any of these functions.



Persons who meet the definition of a principal, but whose supervisory
activities are limited to investment company products and variable contracts,
may satisfy the Association's minimum qualification requirements by passing
the IC/VC Principal Examination. Such products include redeemable securities
of companies registered pursuant to the Investment Company Act of 1940;
securities of closed-end companies registered pursuant to the Investment
Company Act of 1940 during the period of original distribution only; and
variable contracts and insurance premium funding programs registered pur-
suant to the Securities Act of 1933,

Persons who meet the definition of a principal, but whose supervisory
activities are limited to direct participation programs, may satisfy the Asso-
ciation's minimum qualification requirements by passing the DPP Principal
Examination. The term 'direct participation programs' shall mean programs
which provide for flow-through tax consequences regardless of the structure of
the legal entity or vehicle for distribution including, but not necessarily limited
to, oil and gas programs, real estate programs, agricultural programs, cattle
programs, condominium securities, Subchapter S corporate offerings and all
other programs of a similar nature, regardless of the industry represented by
the program, or any combination thereof. Excluded from this definition are
real estate investment trusts, tax qualified pension and profit sharing plans pur-
suant to Sections 401 and 402(a) of the Internal Revenue Code and individual
retirement plans under Section 408 of that Code, tax sheltered annuities pursuant
to the provisions of Section 403(b) of the Internal Revenue Code and any company,
including separate accounts, registered pursuant to the Investment Company
Act of 1940.

The new examinations represent minimum qualification standards for
limited principals. Persons whose supervisoi'y activities will extend to both
investment company products/variable contracts and direct participation pro-
grams may satisfy the Association's minimum qualification requirements by
passing both the IC/VC Principal Examination and the DPP Principal Examina-
tion. All limited principals may elect to satisfy the Association's qualification
requirements by taking the General Securities Principal Examination. Success-
ful completion of this examination will entitle a registrant to function as an
IC/VC Principal and as a DPP Principal, as well as to engage in supervisory
activities with respect to other investment instruments.

S e e
3 3R R

Pre-Requisite Representative Registration Requirements for Limited Principals

Effective June 1, 1979, all new applicants for registration as IC/VC
Principals and/or DPP Principals must be registered with the Association as



either General Securities Representatives or Limited Representatives before
taking their limited principal examinations. Persons who apply for registra-
tion as limited principals prior to June 1, 1979, will not be subject to this
pre-requisite representative registration requirement,

At this time, Limited Representatives may qualify by taking the NASD
Series 1 examination. This examination will be in effect until the fall of 1979,
at which time the Association intends to withdraw the Series 1 examination
and replace it with two new limited representatives examinations--one for
Investment Company Products/Variable Contracts Representatives and the
other for Direct Participation Programs anreqentahves. More definitive
information regarding the introduction of these programs will be the subject
of a future notice to members.
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Study Outlines

The Association, in December, 1978, published preliminary study outlines
for both the IC/VC Principal Examination and the DPP Principal Examination.
The Association is in the process of printing final versions of these outlines

which will be available by May 20, 1979, from the NASD Executive Office in
Washington, D. C. and any of its fourteen district offices.

The IC/VC Principal Examination will be two hours in length and will
be comprised of 75 multiple-choice questions. The DPP Principal Examination
will be an hour and a half in length and will be comprised of 50 multiple-choice
questions. The study outlines for these examinations contain additional detail
regarding their structure and content.
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Automation of Test Administration

Administration of the limited principal examinations will be accomplished
in an automated manner using the Plato system of the Control Data Education
Company. Plato is a large, fully dedicated time-sharing system capable of
delivering a wide variety of programs to remote visual display terminals located
in learning centers owned and operated by Control Data Education Company.

The system has been modified to serve as a medium for delivering the types

of qualification examinations utilized by the Association. Control Data learning
centers are currently operating in cities where existing NASD test centers
account for approximately 90% of the examinations administered each year.



The automated capabilities of the Plato system will eliminate the need
to administer the limited principal examinations on a fixed schedule, When
enrolled on the system by the NASD, a candidate need only make an appoint-
ment at the nearest learning center to sit for an examination. All learning
centers are open between the hours of 8:30 A, M, to 5:30 P, M, local time.
Some learning centers are also open in the evenings and on weekends. Using
Plato, the Association will also be able to enter the bank of test questions for
the limited principal examinations into the system and to program the computer
to generate a unique examination for each candidate. Within one day of a
candidate's testing date, a hard-copy grade report will be generated at the
Association's Executive Office and forwarded to the sponsoring member firm
as well as to the state securities commissions designated on the candidate's
registration application. A more detailed description of test administration on
the Plato system is contained in the sections which follow.

Plato Enrollment - After receiving a candidate's registration appli-
cation and appropriate fees, the Association will enroll the candidate
on the Plato system. Enrollment must occur in order for a candidate
to sit for an examination on the system., After a candidate has been

enrolled on the system, a confirmation noticc will be scnt to the
sponsoring member firm, This notice will identify the candidate, the
qualification examination for which the candidate has been enrolied
and the expiration date of the enrollment. The expiration date will
be 90 calendar days from the date the enrollment is entered into the
system. If a candidate does not sit for the examination during this
period, he may be re-enrolled on the system upon receipt by the
Association of another $30 testing fee accompanied by NASD Form
ER-1.

Appointment Scheduling - Along with the enrollment confirmation
notice sent to the firm, the Association will include a schedule of
Control Data learning centers at which the examination can be taken.
The candidate need only call the nearest learning center in order

to make an appointment to sit for the examination. Unless otherwise
requested by the candidate, appointments will be scheduled within

five business days from the date the appointment request is received by
Control Data. Appointments will not be made for candidates who are
not enrolled on the system or for candidates requesting an appointment
date which falls after the expiration date of the candidate's enrollment.
The sponsoring member firm will be charged a penalty fee of $10. 00

in the event that a candidate does not appear for a scheduled appointment
or cancels a scheduled appointment less than 72 hours prior to the
appointed time and date. At the learning center administrator's dis-
cretion, a candidate who arrives more than 15 minutes late for a
scheduled appointment may not be allowed to sit for the examination if
the terminal has been otherwise reserved, in which case a penalty fee
of $10.00 will also be levied. All penalty fees will be billed to member
firms by the Association.




Group Reservations - Member firms or training organizations planning
training classes may block-reserve terminals at a learning center by
calling the learning center at least one month in advance of the desired
testing date. The same procedures outlined above with respect to

late cancellations, no shows and late arrivals for appointment sessions
will be in effect for individuals in groups.

Admission to Learning Centers - Since a candidate's enrollment on the
Plato system is entered into the computer by the NASD and is available
on-line to learning center administrators, it will not be necessary for
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o present their enrollment confirmation notices at the time
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they appear at a learning center. However, a candidate will be required
to provide two forms of identification, both of which must contain the
signature of the candidate and at least one of which must contain either

a physical description of the candidate or a picture. This requirement
is in effect today in the Association's existing test centers. All candi-
dates will be required to check briefcases, books, papers, study
material, etc., with the learning center administrator before being
seated at the terminal. Neither the NASD nor Control Data assume

responsibility for any articles which are required to be left at the

admission's desk in the learning center. Candidates may use pocket
electronic calculators while taking an examination provided that such

devices have independent power sources and no operable print mechanisms.

Examination Presentation on the System - After a candidate is seated
at a terminal the actual examination will be preceded by an introductory
lesson designed to familiarize the candidate with the procedures to be
followed in answering and reviewing test questions. These procedures

are simple and do not require any previous experience with a computer
terminal or typing ability. All questions are answered by touching the
appropriate location on the terminal screen itself. In addition, there

is a simple procedure available to the candidate during the test and at

the end of the examination for reviewing any question in the examination.
At the end of the allotted time period or when a candidate voluntarily
terminates a testing session, the computer will automatically score the
examination and component sub-sections, and display the scores on the
terminal. A hard-copy grade notification will be forwarded by the
Association to the sponsoring firm and to the state securities commissions
designated on the candidate's application on the first business day following
the testing session.

Plato Learning Center Locations - The following cities are presently
serviced by at least one Control Data learning center. A current list
of learning center locations and telephone numbers will be included
with each confirmation notice sent to candidates. Candidates located
in areas serviced by Control Data learning centers must take the

limited principal examinations on the Plato system.



Anaheim, California
Los Angeles, California
San Diego, California
San Francisco, California
Sunnyvale, California
Denver, Colorado
Stamford, Connecticut
District of Columbia
Miami, Florida
Atlanta, Georgia
Chicago, Illinois
Louisville, Kentucky
New Orleans, L.ouisiana
Baltimore, Maryland
Rockville, Maryland
Boston, Massachusetts
Quincy, Massachusetts
Detroit, Michigan
Arden Hills, Minnesota
Bloomington, Minnesota
Edina, Minnesota

Minneapolis, Minnesota
Roseville, Minnesota

St. Louis, Missouri
Omaha, Nebraska

New York, New York
Charlotte, North Carolina
Cincinnati, Ohio
Cleveland, Ohio
Columbus, Ohio

Lima, Ohio

Oklahoma City, Oklahoma
Philadelphia, Pennsylvania
Pittsburgh, Pennsylvania
Rapid City, South Dakota
Dallas, Texas

Houston, Texas

San Antonio, Texas

Salt I.ake City, Utah
Seattle, Washington
Milwaukee, Wisconsin

Non-Plato Testing Locations - On a special request basis the Asso-

ciation will make printed limited principal examinations available

at its traditional test centers which are located in cities not serviced
by a Control Data learning center, A request for an examination to
be administered at one of these locations should be made at the time

the candidate's application papers are submitted.

Implementation Procedures for the New Limited Principal Examinations

Effective May 21, 1979, all new applicants for registration as IC/VC
Principals and/or DPP Principals will be enrolled for testing on the Plato
system. Testing on the system will commence on June 1, 1979. Candidates
who apply for registration as limited principals prior to June 1, 1979, and
who are holding unexpired Test Series 40 admission tickets (the current
examination for limited principals) on June 1 will be enrolled on the Plato
system for one or both of the new examinations in keeping with the registration
categories designated on their applications. Such candidates are advised not
to take the Series 40 examination on or after June 1, 1979, since this test will
not be accepted as of that date as meeting the Association's qualification
requirements for either category of limited principal registration,



The testing fee for each limited principal examination will be $30.
Therefore, with the introduction of these tests, applicants for registration
as both IC/VC Principals and DPP Principals will be required to pay two
separate testing fees, one for each test,

Questions regarding this notice should be directed to Frank J. McAuliffe

at (202) 833-7394, Carole Hartzog at (202) 833-7392 or David Uthe at (202)
833-7273.

fohn T. Wall
- “Senior Vice President
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