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Executive Summary
The NASD requests member comment on a proposed Interpretation of
the NASD Board of Governors to
Article III, Section 2 of the NASD
Rules of Fair Practice (RFP). The
Interpretation would provide guidance to members to fulfill their suitability obligations under Article III,
Section 2(a) of the RFP when making recommendations to institutional
customers in all equity and debt
transactions, except municipals.
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Fixed Income Committee’s (the
Committee) proposal that the NASD
adopt a Board Interpretation regarding
the suitability obligations of members
to institutional investors in all equity
and debt transactions, except municipals (the Suitability Proposal).1 The
Suitability Proposal provided that a
member’s obligation to an institutional customer would be fulfilled if, at
the time of the specific transaction, the
member has reasonable grounds for
determining that the customer:
• has developed resources and procedures to make its own investment
decisions;
• is not relying on the member’s recommendation on the specific transaction; and
• is capable of understanding the
product and its risks or of making an
independent investment decision.

Suitability Proposal. Of the 14 commenters, one commenter supported
the Suitability Proposal without significant change, 11 commenters supported the Suitability Proposal with
recommended modifications, and one
commenter was opposed to the
Suitability Proposal. The Committee
substantially redrafted the Suitability
Proposal to clarify the Committee’s
original intent and to respond to the
principle written and oral comments
received by the NASD regarding
Notice to Members 94-62. At its
March 17, 1995, meeting, the Board
of Governors approved the issuance
of a Notice to Members to request
additional member comment on the
Committee’s amended version of the
Suitability Proposal.

Summary Of Amended
Suitability Proposal
The amended version of the
Suitability Proposal clarifies that it
merely provides guidelines to determine whether a member has fulfilled
its suitability obligations to institutional customers with respect to
transactions in all equity or debt
securities, except municipals. The
Suitability Proposal, therefore, is not
intended to create a safe harbor. The
many examples that appeared to provide mechanical methods for determining the member’s suitability
obligation were eliminated. The
amended text also provides that the
manner in which a member fulfills its
suitability obligations in making a
recommendation to a customer will
vary depending on the nature of the
customer and the specific transaction.
The amended Suitability Proposal

Several examples were in the
Suitability Proposal to provide guidance to members regarding these
determinations.
Fifteen comment letters were
received from 14 commenters on the
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1
Notice to Members 94-62 also contained a
proposed Interpretation of the application of
the Mark-Up Policy to transactions in government and other debt securities. Revisions to
this Mark-Up Policy proposal are under
review by the Fixed Income Committee.

April 1995
131

states that the Board has identified
certain factors that will be considered
when the NASD conducts its reviews
for compliance with Article III,
Section 2(a) of the RFP. These factors are neither requirements nor the
only factors considered, but merely
provide guidance to the member.
The amended Suitability Proposal
first states that a member must determine, based on the information available to it, the customer’s capability to
evaluate investment risk. In discussing this obligation, the amended
Suitability Proposal contrasts situations where a member concludes the
customer is not capable, in general or
with respect to the particular type of
instrument, of making an independent investment decision with situations where the customer ultimately
can make an independent investment
decision without reliance on the
member.
The amended Suitability Proposal
also states that the primary consideration in a suitability determination is
whether the customer is relying on
the member’s recommendation
rather than the customer making an
investment decision based on its
own independent assessment of the
opportunities and risks presented by
a potential investment, market factors, and other investment considerations. This guidance encourages the
member to consider the member/
customer relationship and to consider the customer’s ability to make his
or her own investment decisions,
including the resources available to
the customer to make informed decisions.

exists any written or oral agreement
between the member and the customer regarding the customer’s
reliance on the member for recommendations.

tomer’s ability to independently evaluate how market developments
would affect the security and the
complexity of the security or securities involved.

• The second factor suggests that the
member consider the presence or
absence of a pattern of acceptance of
the member’s recommendations by
the institutional customer.

One public commenter recommended that the institutional customer definition should not be drawn from the
institutional account definition of $50
million in assets under Article III,
Section 21(c)(4) of the RFP. The
Committee agreed with the commenter’s concern that the proposed
asset test could inadvertently apply to
certain small municipalities with significant assets but a nominal investment portfolio. The above Article III,
Section 21(c)(4) definition of institutional account was eliminated.

• The third factor suggests that the
member consider the use by the customer of ideas, suggestions, market
views, and information obtained
from other members or market professionals, particularly those related
to the same type of securities.
• The fourth factor suggests that the
member consider the extent to which
the customer provides the member
with current comprehensive portfolio
information in connection with discussing recommended transactions or
does not provide important information about its portfolio or investment
objectives.
The amended Suitability Proposal
also provides four non-inclusive factors to help the member consider the
customer’s capability to make independent investment decisions,
including the resources available to
the customer to make informed decisions.
• The first factor suggests that the
member consider whether the customer has the use of one or more
investment advisers or bank trust
departments.

The amended Suitability Proposal
provides four non-inclusive factors to
help members examine the nature of
the member/institutional customer
relationship.

• The second factor suggests that the
member consider the general level of
experience of the staff of the institutional customer in financial markets
and specific experience with the type
of securities under consideration.

• The first factor suggests that the
member consider whether there

• The third and fourth factors suggest
that the member consider the cus-
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As an alternative, the Committee
considered the qualified institutional
buyer definition in Rule 144A(a)(1)
of the Securities Act of 1933, which
focuses on the aggregate amount of
securities the investor has in its portfolio and under management. Upon
review, the Committee believes that
the Suitability Proposal should not
include a classification of customer
sophistication based on mere portfolio size and that such a portfolio-size
definition was not intended under the
Government Securities Amendments
of 1993. The amended Suitability
Proposal, therefore, provides that
while it is potentially applicable to all
institutional customers other than
natural persons, the guidance contained therein should be applied, at a
minimum, to an institutional customer with at least $10 million
invested in securities in the aggregate
in its portfolio and under management.
The Board of Governors asks all
members and interested persons to
comment on these proposed amendments. Comments should be directed
to:
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Ms. Joan C. Conley
Corporate Secretary
National Association of
Securities Dealers, Inc.
1735 K Street, NW
Washington, DC 20006-1500
Questions concerning this Notice
may be directed to Walter J.
Robertson, NASD Compliance, at
(202) 728-8236; or John H. Pilcher,
NASD Office of General Counsel, at
(202) 728-8287.
Comments must be received by
May 17, 1995. Changes to the
NASD RFP must be approved by the
Board of Governors and filed with
and approved by the SEC before
becoming effective.

Text Of Proposed Amendment
To Article III, Section 2 Of The
Rules Of Fair Practice
(Note: New text is underlined.)
Interpretation Of The Board
Of Governors—Suitability
Obligations To Institutional
Customers
As a result of broadened authority
provided by amendments to the
Government Securities Act adopted
in 1993, the Association is extending
its sales practice rules to the government securities market, a market with
a particularly broad institutional
component. Accordingly, the Board
believes it is appropriate to provide
further guidance to members on their
suitability obligations when making
recommendations to institutional
customers. The Board believes this
Interpretation is applicable not only
to government securities but to all
debt securities, excluding
municipals.1 Furthermore, because of
the nature and characteristics of the
institutional customer/member relationship, the Board is intending this
Interpretation to apply equally to the

equity securities markets as well.
Article III, Section 2(a) requires that,
In recommending to a customer
the purchase, sale or exchange
of any security, a member shall
have reasonable grounds for
believing that the recommendation is suitable for such customer upon the basis of facts, if
any, disclosed by such customer as to his other security
holdings and as to his financial
situation and needs.
The manner in which a member fulfills its suitability obligation in making a recommendation to a customer
will vary depending on the nature of
the customer and the specific transaction. While it is difficult to define in
advance a member’s suitability obligation with respect to a specific institutional customer transaction
recommended by a member, the
Board has identified certain factors
which are considered when the
NASD conducts its reviews for compliance with Article III, Section 2(a)
of the Rules of Fair Practice. These
factors are not intended to be requirements or the only factors to be considered but are offered merely as
guidance in determining a member’s
suitability obligation.
In determining its suitability obligation, a member must determine,
based on the information available to
it, the customer’s capability to evaluate investment risk. In some cases,
the member may conclude that the
customer is not capable of making
independent investment decisions in
general. In other cases, the staff
employed by the institutional customer may have general capability,
but may not be able to understand a
particular type of instrument or its
risks, and therefore may be relying
on the member’s opinion to a degree
sufficient to trigger application of the
suitability rule. This is more likely to
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arise with relatively new types of
instruments, or those with significantly different risk or volatility characteristics than other investments
generally made by the institution. On
the other hand, the fact that a customer initially needed help understanding a potential investment need
not necessarily imply that the customer did not ultimately develop an
understanding and make an independent investment decision without
reliance on the member.
The primary consideration in determining a member’s suitability obligation is whether the customer is
relying on the member’s judgement
as reflected in a recommendation
rather than making an investment
decision based on its own independent assessment of the opportunities
and risks presented by a potential
investment, market factors and other
investment considerations. A determination of reliance will depend on
an examination of the following:
1. The nature of the relationship that
exists between the member and the
customer. Relevant considerations
could include:
• any written or oral understanding
that exists between the member and
the customer regarding the customer’s reliance on the member;
• presence or absence of a pattern of
acceptance of the member’s recommendations;
• the use by the customer of ideas,
suggestions, market views and information obtained from other members
or market professionals, particularly
those relating to the same type of
securities; and
• the extent to which the customer
provides the member with current
Rules for municipal securities are written by
the Municipal Securities Rulemaking Board.
1
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comprehensive portfolio information
in connection with discussing recommended transactions or does not provide important information regarding
its portfolio or investment objectives.
2. The customer’s capability to make
its own investment decisions including the resources available to the customer to make informed decisions.
Relevant considerations could
include:
• the use of one or more investment
advisers or bank trust departments;
• the general level of experience of
the staff of the institutional customer
in financial markets and specific
experience with the type of instruments under consideration;

• the customer’s ability to independently evaluate how market developments would affect the security; and
• the complexity of the security or
securities involved.
Members are reminded that these
factors are merely guidelines which
will be utilized to determine whether
a member has fulfilled its suitability
obligations and that the inclusion or
absence of any of these factors is not
dispositive of the determination of
suitability. Such a determination can
only be made on a case-by-case basis
taking into consideration all the facts
and circumstances of a particular
member/customer relationship,
assessed in the context of a particular
transaction.
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For purposes of this Interpretation, an
institutional customer shall be any
entity other than a natural person. In
determining the applicability of this
Interpretation to an institutional customer, the NASD will consider the
dollar value of the securities that the
institutional customer has in its portfolio and under management. While
this Interpretation is potentially
applicable to any institutional customer, the guidance contained herein
should at a minimum be applied to
an institutional customer with at least
$10 million invested in securities in
the aggregate in its portfolio and
under management.
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Executive Summary
On March 2, 1995, the Securities and
Exchange Commission (SEC)
approved amendments to Article III,
Section 44 of the Rules of Fair
Practice (Corporate Financing Rule)
to exempt modified guaranteed annuity contracts and modified guaranteed
life insurance contracts from the filing requirements of the Corporate
Financing Rule.

SEC Approves
Background And Description
Amendments To Article III,
Section 44 Of The NASD The Corporate Financing Rule
requires members to file with the
Rules Of Fair Practice
NASD documents and information
About Filing
relating to a public offering of securiRequirements For
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Rule also apply to Schedule E of the
NASD By-Laws and Article III,
Section 34 of the NASD Rules of
Fair Practice. Thus, the filing requirements apply to public offerings of
debt, equity, and public limited partnership securities.
The Corporate Financing Rule filing
requirements provide that certain
offerings of securities will be exempt
from the filing requirement under its
Subsection 44(b)(8). Modified guaranteed annuity contracts and modified guaranteed life insurance
contracts (Contracts) do not fall within any of the current exemptions in
the Corporate Financing Rule filing
requirements. As a result, the
Contracts will be subject to the filing
requirements of the Corporate
Financing Rule unless the NASD
adopts a specific exemption for such
instruments.

Systems
Trading
Training

The Contracts are similar to variable
annuity contracts in that they are
issued by an insurance company,
offered on a continuous basis, subject
to the registration requirements and
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regulatory scheme of state insurance
law, and shift investment risk to the
contract owner by offering variable,
non-guaranteed rates of return under
certain circumstances. That is, the
Contracts are subject to a marketvalue adjustment upon a Contract surrender or partial withdrawal before the
end of a guarantee period. However,
unlike variable annuities, the individual account values of the Contracts do
not reflect the investment experience
of one or more separate accounts registered under the Investment
Company Act of 1940. Instead, like
traditional fixed annuities, the
Contracts are backed by the general
account assets of the insurance issuer
and are registered as insurance contracts under state insurance law.
The review of the fairness and reasonableness of underwriting terms and
arrangements is the central requirement of the Corporate Financing
Rule. The NASD believes that it is
appropriate to exempt the Contracts
from the filing requirements of Article
III, Section 44 of the NASD Rules of
Fair Practice because the structure of
the instrument is that of an insurance
product, which has traditionally been
regulated under state insurance law,
and because the issuance and sale of
the Contracts on an open-ended basis
does not raise the kinds of underwriting issues with which the Corporate
Financing Rule is primarily and traditionally concerned. The terms of the
Corporate Financing Rule were not
developed to address such products.1
In addition, Article III, Sections 26 and 29
of the NASD Rules of Fair Practice do not
apply to such instruments, because the
Contracts are not within the definition of
“variable contract” and do not include a separate account registered under the Investment
Company Act of 1940. However, as securities, sales of the Contracts are subject to other
applicable Rules of Fair Practice when sold
by associated persons of a member and the
rules and regulations of the SEC, particularly
the antifraud provisions thereof.

1
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The NASD has amended Subsection
44(b)(8) of the Corporate Financing
Rule to exempt the Contracts from
the filing requirements of Subsection
44(b). The new provision is paragraph (E) of Subsection 44(b)(8) of
the Corporate Financing Rule, and
the remaining paragraphs have been
renumbered accordingly.

THE CORPORATE
FINANCING RULE

Questions regarding this Notice may
be directed to Carl R. Sperapani,
Assistant Director, Corporate
Financing Department, at (301) 2082759; or Robert J. Smith, Attorney,
Office of General Counsel, at (202)
728-8176.

(b) Filing Requirements

Text Of Amendments To Article III,
Section 44(b)(8) Of The Rules Of
Fair Practice
(Note: New text is underlined; deletions are in brackets.)

(A) through (D) No change.

(1) through (7) No change.

(E) modified guaranteed annuity contracts and modified guaranteed life
insurance policies, which are
deferred annuity contracts or life
insurance policies the values of
which are guaranteed if held for
specified periods, and the nonforfeiture values of which are based upon a
market-value adjustment formula for
withdrawals made before the end of
any specified period;

(8) Exempt Offerings

[(E)] (F)

Notwithstanding the provisions of
paragraph (1) above, the following
offerings are exempt from this
Section, Schedule E to the By-Laws,
and Article III, Section 34 of the
Rules of Fair Practice. Documents
and information relating to the following offerings need not be filed for
review:

[(F)] (G)

Underwriting Terms
and Arrangements
Sec. 44.
(a) Definitions No change.
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[(G)] (H)
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Executive Summary

SEC Adopts Amendments
To Rule 15c2-12,
Municipal Securities
Disclosure

These changes are effective July 3,
1995, except for the requirements
concerning recommendations in
Paragraph 15c2-12(c), which are
effective January 1, 1996.
Subparagraphs 15c2-12(b)(5)(i)(A)
and 15c2-12(b)(5)(i)(B) will not
apply with respect to fiscal years
ending before January 1, 1996; and
Subparagraphs 15c2-12(d)(2)(ii) and
15c2-12(d)(2)(iii) will not apply to
an offering of municipal securities
commencing before January 1, 1996.

Suggested Routing
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On November 10, 1994, the Securities
and Exchange Commission (SEC)
adopted amendments to Rule 15c2-12
under the Securities Exchange Act of
1934 (Act) that prohibit broker/dealers from underwriting and recommending municipal securities for
which adequate information is not
available. The amendments will
improve disclosure in the primary and
secondary markets.
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As a result of these findings, in March
1994, the SEC issued an interpretative statement regarding disclosure
and, in a companion release in the
Federal Register, proposed amendments to existing Rule 15c2-12.
SEC Interpretative Statement

SEC Rule 15c2-12, which was
adopted in 1989, requires an underwriter of municipal securities:

The interpretative statement focuses
largely on the disclosure obligations
of municipal securities issuers. While
disclosure by municipal issuers has
improved significantly over the last
two decades for primary offerings,
the SEC notes that concerns still
exist. The statement also notes that
secondary market disclosure practices present greater concerns.

• to obtain and review an issuer’s
official statement before making a
purchase, offer, or sale;
• in negotiated sales, to provide the
most recent preliminary official statement to potential customers;

Systems
Trading

According to the SEC report,
investors need sufficient current
information about issuers to protect
themselves from fraud and manipulation, to evaluate offering prices, to
decide which municipal securities to
buy, and to decide when to sell. In
addition, the report found that, with
the growing number of individual
investors purchasing municipal securities, the need for sound recommendations by broker/dealers is assuming
even greater importance.

Background

Registration
Research

In September 1993, the SEC
Division of Market Regulation staff
reported to Congress on several
aspects of the municipal securities
market. One of the topics discussed
was the disclosure requirements of
various market participants.

• to deliver to customers, upon
request, copies of the final official
statement for a specified period of
time; and
• to contract to receive sufficient
copies of the final official statement
to comply with the rule’s delivery
requirements and any Municipal
Securities Rulemaking Board
(MSRB) rules.
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Regarding the obligations of municipal securities broker/dealers, the
statement reaffirms earlier interpretations expressed by the SEC.
According to the SEC, underwriters
must have a reasonable basis for recommending any securities and, in
fulfilling that obligation, they must
review the accuracy of statements
made in connection with the offering.
The SEC also emphasizes the
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responsibilities of broker/dealers
trading securities in the secondary
market. Unlike an underwriter, a broker/dealer ordinarily is not obligated
to contact the issuer to verify information. However, if a broker/dealer
discovers any factors that indicate the
disclosure is inaccurate or incomplete, or signal the need for further
inquiry, a broker/dealer may need to
obtain additional information, or seek
to verify existing information.
Proposing Release
Municipal securities broker/dealers
are the link between the issuers
whose securities they sell and the
investors to whom they recommend
securities, therefore the amendments
to Rule 15c2-12 were proposed to
enhance the disclosure that is available to investors by placing additional
requirements on the broker/dealers.
In response to its release, the SEC
received comments from all segments of the municipal securities
market, including issuers, underwriters, investors, analysts, and financial
advisers. The SEC determined to
adopt the proposed amendments with
certain modifications.

Rule 15c2-12 Amendments

recognized municipal securities
information repository (NRMSIR)
and to any appropriate state information depository;
• audited financial statements for
each obligated person, when available, if not submitted as part of the
annual financial information, to each
NRMSIR and to any appropriate
state information depository;
• timely notice of these events, if
material, to each NRMSIR or to the
MSRB, and to any appropriate state
information depository:
—principal and interest payment
delinquencies;
—non-payment related defaults;
—unscheduled draws on debt service
reserves reflecting financial difficulties;
—unscheduled draws on credit
enhancements reflecting financial
difficulties;
—substitution of credit or liquidity
providers, or their failure to perform;
—adverse tax opinions or events
affecting the tax-exempt status of
the security;

Underwriting Requirements
A municipal securities broker/dealer
(referred to as a participating underwriter when used in connection with
an offering) is prohibited from purchasing or selling municipal securities in an offering without making a
reasonable determination that the
issuer, or an obligated person for
whom financial or operating data is
presented in the final official statement, has undertaken in a written
agreement or contract to provide:
• annual financial information for
obligated persons to each nationally

—modifications to rights of security
holders;

tion on or before the date specified
in the written agreement or contract, to each NRMSIR or the
MSRB, and to any appropriate
state information depository.
Written Agreement
The written agreement or contract
must identify each person for whom
annual financial information and
notices of material events will be
provided, by name or by the objective criteria used to select such persons and must specify:
• the type of financial information
and operating data to be provided as
part of annual financial information;
• the accounting principles used to
prepare the financial statements and
whether the statements will be audited; and
• the date on which the annual financial information for the preceding fiscal year will be provided, and to
whom it will be provided.
The written agreement/contract may
state that the continuing obligation to
provide annual financial information
and notices of events may be terminated for any obligated person when
that person ceases to be an obligated
person with respect to those municipal securities.
Amendments Regarding
Recommendations

—bond calls;
—defeasances;
—release, substitution, or sale of
property securing repayment of the
securities;
—rating changes; and
—timely notice of a failure of any
obligated person to provide
required annual financial informa-
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The paragraph concerning the
requirements imposed on
broker/dealers recommending the
purchase or sale of a municipal security has been modified. Rather than
requiring the broker/dealer to review
the issuer’s information (as stated in
the proposing release), the final rule
amendments require the broker/dealer
to have procedures in place that provide reasonable assurance that it will
receive prompt notice of any material
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event disclosed pursuant to
Subparagraph (b)(5)(i)(C) for secondary sales and Subparagraph
(d)(2)(ii)(B) for primary offerings,
and notice of a failure to provide
annual financial information by the
specified date [Subparagraph
(b)(5)(i)(D)].
Even though the amendments do not
require broker/dealers to review
directly an issuer’s ongoing disclosure before making a purchase/sale
recommendation, the SEC expects
that broker/dealers will take into consideration the additional information
made available by issuers in making
determinations as required by MSRB
rules concerning fair dealing and
suitability and by the anti-fraud provisions of federal securities laws.
Exemptions
The final amendments adopt, with
modifications, the two exemptions
contained in the proposing release
and an additional third new exemption for short-term securities.
Consistent with other provisions of
Rule 15c2-12, the amendments only
apply to primary offerings of municipal securities with an aggregate principal amount of $1,000,000 or more.
Exemption For Offerings With
Limited Number Of Purchasers
Primary offerings in authorized
denominations of $100,000 or more
are exempt if such securities:
• are sold to no more than 35 persons, whom the participating underwriter reasonably believes have the
knowledge and experience to evaluate the risks of the investment and
who are not purchasing for more than
one account or plan to distribute the
securities;
• have a maturity of nine months or
less; and

• may be tendered (at the holder’s
option) for redemption at least as frequently as every nine months until
maturity or earlier redemption.
Small-Issuer Exemption
Primary offerings may be exempt if,
at such time as an issuer delivers the
securities to the participating underwriters:
• no obligated person is responsible
for more than $10,000,000 in aggregate amount of outstanding municipal securities, including the offered
securities but excluding other offerings exempt under the limited number of purchasers section;
• an issuer or obligated person has
undertaken in a written agreement or
contract to provide:
—at least annually to the appropriate
state repository, any financial
information or operating data, that
is publicly available, regarding
each obligated person noted in the
final official statement; and
—timely notice of material events
as specified in Subparagraph
(b)(5)(i)(C) to each NRMSIR or
the MSRB and to the appropriate
state information depository; and
—the final official statement identifies by name, address, and telephone number the persons from
which the foregoing information,
data, and notices can be obtained.
Short-Term Maturity Exemption
Offerings with a stated maturity of 18
months or less are exempt from the
requirements with respect to providing the annual financial information.
However, the provisions of the Rule
relating to notices of material events
apply to these offerings, absent
another exemption.
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Exemption From The
Recommendation Prohibition
The Rule allows broker/dealers to
make recommendations in the secondary market of securities that were
not subject to the underwriting prohibition. The Rule further provides that
securities sold in an offering that is
subject to the limited number of purchasers exemption are not exempt
from the recommendation prohibition.
Transitional Provision
The Rule contains a transitional provision for the newly adopted amendments to Rule 15c2-12. The
underwriting prohibition applies to a
participating underwriter that contractually commits to act as an underwriter on or after July 3, 1995;
however, issuers need not provide
annual financial information for fiscal years ending before January 1,
1996.
The recommendation prohibition
becomes effective on January 1,
1996, and broker/dealers must have
procedures in place to comply with
this prohibition by that time. The
limited undertaking condition to the
small issuer exemption is not applicable to offerings commencing
before January 1, 1996.
***
A copy of the SEC release adopting
the final amendments follows this
Notice. NASD members that conduct
a municipal securities business are
urged to review it in its entirety. The
supplementary information section of
the release contains a detailed discussion concerning new provisions of
the Rule and details concerning
information repositories.
Questions concerning the Notice
may be directed to Erin Gilligan,
District Coordinator, Compliance
Department, at (202) 728-8946.
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SEC Approves
Recordkeeping And
Reporting Requirements
For Trading Systems
Operated By
Broker/Dealers

Executive Summary
Effective June 1, 1995, the Securities
and Exchange Commission (SEC) is
adopting Rule 17a-23 and Form
17A-23 under the Securities
Exchange Act of 1934. The Rule
requires broker/dealers that operate
automated trading systems to maintain participant, volume, and transaction records, and to report system
activity to the SEC and, in certain
circumstances, to their designated
examining authority (DEA).
Broker/dealers currently operating
automated trading systems subject to
the Rule must file their initial operation reports no later than July 1,
1995.
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In January 1994, the SEC published
its Market 2000: An Examination of
Current Equity Market Developments, a study that recommended
close monitoring of BDTSs to understand the implications of integrating
these systems into existing market
structures. The SEC proposed Rule
17a-23 shortly after publishing the
study and recently determined to
adopt the Rule with certain modifications.

SEC Rule 17a-23
Background

Suggested Routing

from registration as a national securities exchange or association, and
require supplemental recordkeeping
and reporting by the sponsor.

Currently, firms that operate automated trading systems must be registered
broker/dealers and keep records
relating to general brokerage activity,
but are not required to keep records
that separately identify transactions
effected through their systems. These
firms need not provide readily accessible summaries of system volume,
identify the securities trading on their
systems, or describe how their systems operate.
In 1989, the SEC attempted to formalize its oversight of automated
trading systems by proposing Rule
15c2-10. That Rule was directed at
certain securities trading and information systems, referred to as proprietary trading systems, that were not
operated as facilities of a registered
national securities exchange or association. This proposal was withdrawn
in February 1994.

Training

In the interim, many firms sponsoring screen-based, broker/dealer trading systems (BDTSs) have been
operating according to no-action
letters obtained from the SEC.
Generally, these letters provide relief
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As adopted, the Rule requires a broker/dealer that sponsors a BDTS to
make and keep current specified
records and to file reports with the
SEC and its DEA on Form 17A-23.
Broker/Dealer Trading Systems
In finalizing the rule, the SEC modified the definition of BDTS to mean
any system that provides a mechanism, automated in full or in part, for:
• collecting or disseminating system
orders; and
• matching, crossing, or executing
system orders, or otherwise facilitating agreement to the basic terms of a
purchase or sale of a security
between system participants, or
between a system participant and the
system sponsor, through use of the
system or through the system sponsor. Members should note that a system must meet both criteria to be
considered a BDTS.
Recordkeeping Requirements
System sponsors are required to keep
and make available to the SEC, upon
request, these records:
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• daily summaries of trading in the
system;
• identities of system participants
(including any affiliations between
those participants and the sponsor);
and
• time-sequenced records of each
transaction effected through the system.
These records must be kept for three
years, the first two years in an easily
accessible place.
Members should note that the Rule
does not dictate a format for maintaining information nor require that
such information be maintained separately from other records, provided
the sponsor can retrieve promptly the
information upon request in the format and for the time periods specified in the Rule.
Reporting Requirements
The Rule requires a BDTS sponsor to
file specified reports using Form

17A-23, which contains three parts:
• Part I—Operation Reports, including the initial operation report that
must be filed at least 20 calendar days
before the operation of the system
and subsequent reports that must be
filed at least 20 calendar days before
implementing any material change to
the operation of the system.
• Part II—Quarterly Reports, which
must be filed within 30 calendar days
after the end of the calendar quarter.
• Part III—Final Report, which must
be filed within 10 calendar days after
a sponsor ceases to operate the trading system.
Parts I and III of the form must be
filed with the SEC and the sponsor’s
DEA. Part II is filed with the SEC
only; however, the sponsor must
make the reports available to its DEA
upon request. Members for whom
the NASD is the DEA should submit their required reports to the
NASD Market Surveillance
Department, 9513 Key West

NASD Notice to Members 95-24

Avenue, 4th Floor, Rockville, MD
20850-3389.
Implementation Dates
Rule 17a-23 is effective on June 1,
1995. Sponsors of systems currently
in operation must submit the information required by Part I of Form
17A-23 no later than July 1, 1995.
***
Members operating automated trading systems are urged to review the
SEC release concerning Rule 17a-23
in its entirety. The release, which
appeared in the December 28, 1994,
Federal Register, follows this
Notice. Questions concerning this
Notice may be directed to James
Bohlin, Assistant Director, NASD
Market Surveillance, at (301) 5906789.
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NASD
NOTICE TO
MEMBERS
95-25
SEC Approves NASD And
Options Exchanges’
Proposals Regarding
Information Storage

Executive Summary
The Securities and Exchange
Commission has approved proposals
by each of the five registered national
options exchanges and the National
Association of Securities Dealers,
Inc. (the SROs) that provide member
firms with more flexibility in how
they store account statements and
other information for options customers (options account information)
for supervisory purposes. This circular describing the rule change has
been prepared by the SROs acting
jointly as members of the Options
Self-Regulatory Council (OSRC).1
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SRO rules uniformly require the
branch office servicing an options
customer’s account and the principal
supervisory office having jurisdiction
over that branch office retain account
statements and other financial and
background information for the
account for supervisory purposes.
With the advances in data storage
and retrieval systems, such as optical
disks, fax machines, computers, and
microfiche, and with the increased
expenses of storing records on-site in
major financial centers such as New
York City, member firms increasingly have been storing their records
away from their principal supervisory offices. Because of the record
retention requirements for options
accounts, these arrangements have
necessitated action by the OSRC.
Specifically, on a case-by-case basis,
member firms have obtained noaction positions from the OSRC providing that such off-site storage
arrangements are consistent with the
record retention requirement rules so
long as the documents are readily
accessible and promptly retrievable.
To ensure that all member firms are
aware of the OSRC’s position with
respect to the storage of options

National Association of Securities Dealers, Inc.

account information off-site, the
SROs proposed to incorporate the
OSRC’s no-action position into their
respective rules. Specifically, with
the Rule change, member firms are
permitted to satisfy their record
retention requirements for options
accounts by storing required options
account information in locations
other than the respective principal
supervisory office for the options
accounts, provided such account
information is readily accessible and
promptly retrievable.2
Even though the rule change
affords member firms the opportunity to store options account information in a more cost-effective
manner in off-site locations, member firms are reminded that they
are still obligated to discharge
their supervisory responsibilities
with respect to their options
accounts. In this connection, to
ensure that off-site document storage arrangements will not jeopardize or constrain members’
supervisory activities, members
must have procedures and mechanisms in place to assure that
options account information is
readily accessible and promptly
The OSRC is a committee comprised of representatives from each of the options
exchanges and the NASD that was created
pursuant to the plan submitted by the options
exchanges and the NASD under Rule 17d-2
of the Act (17d-2 Plan). The 17d-2 Plan was
adopted to reduce regulatory duplication relative to options-related sales practice matters
for a large number of firms that are currently
members of two or more SROs. The purpose
of the OSRC is to administer the 17d-2 Plan
and to address options-related sales practice
matters in a common forum. See also NYSE
Information Memo 95-7 (February 16, 1995).
2
See American Stock Exchange Rule 922;
Chicago Board Options Exchange Rule 9.8;
Section 33(b)(20) of the NASD Rules of Fair
Practice; New York Stock Exchange Rule
722; Pacific Stock Exchange Rule 9.18; and
Philadelphia Stock Exchange Rule 1025.
1
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retrievable. For purposes of this
Rule, a document will be deemed
to be readily accessible and
promptly retrievable if it is retrievable by noon of the next business
day. In addition, member firms are
reminded that this rule change
does not modify the record retention requirement with respect to
branch offices—copies of options
account information must still be
retained at branch offices.

Text Of Amendments To Section
33(b) Of The NASD Rules Of Fair
Practice

Questions regarding the rule change
may be directed to these SRO representatives:

(A) No change.

(Note: New text is underlined.)
Section 33 Of NASD By-Laws

be maintained at a place easily accessible both to the branch office servicing the customer’s account and to the
principal supervisory office having
jurisdiction over that branch office.
Section 33(b)(18) and Section
33(b)(19) No change.

***
Section 33(b)(17) Maintenance of
Records

Section 33(b)(20) Supervision of
Accounts
(A) through (C) No change.

AMEX:
Roland Wyatt
(212) 306-1506
CBOE:
Larry Bresnahan
(312) 786-7713
NASD:
Tom Gira
(202) 728-8957
NYSE:
Patricia Dorilio
(212) 656-2744
PHLX:
Dianne Anderson
(215) 496-5184
PSE:
Dave Semak
(415) 393-7948

(B) Background and financial information of customers who have been
approved for options trading shall be
maintained at both the branch office
servicing the customer’s account and
the principal supervisory office having jurisdiction over that branch
office. Copies of account statements
of options customers shall also be
maintained at both the branch office
supervising the accounts and the
principal supervisory office having
jurisdiction over that branch for the
most recent six-month period. With
respect solely to the above-noted
record retention requirements applicable to principal supervisory offices,
however, the customer information
and account statements may be maintained at a location other than the
principal supervisory office if such
documents and information are readily accessible and promptly retrievable. Other records necessary to the
proper supervision of accounts shall

NASD Notice to Members 95-25

(D) Headquarter’s Review of
Accounts. Each member shall maintain at the principal supervisory
office having jurisdiction over the
office servicing customer accounts,
or have readily accessible and
promptly retrievable, information to
permit review of each customer’s
options account on a timely basis to
determine (i) the compatibility of
options transactions with investment
objectives and with the types of
transactions for which the account
was approved; (ii) the size and frequency of options transactions; (iii)
commission activity in the account;
(iv) profit or loss in the account; (v)
undue concentration in any options
class or classes; and (vi) compliance
with the provisions of Regulation T
of the Federal Reserve Board.
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Ex-Dividend Schedule
Suggested Routing
Senior Management
Advertising
Corporate Finance
Government Securities
Institutional
Internal Audit
Legal & Compliance
Municipal
Mutual Fund
Operations
Options
Registration
Research
Syndicate

Executive Summary
Securities and Exchange
Commission (SEC) Rule 15c6-1,
which establishes three business days
as the standard time period for settling transactions in most securities
(T+3), is effective June 7, 1995. The
conversion to a T+3 settlement period takes place in two steps, using
two double settlement days. The T+3
changeover also affects the time periods within which members may
request extensions of time pursuant
to Regulation T (Reg. T) of the
Board of Governors of the Federal
Reserve System (Fed) and Rule
15c3-3(m) of the Securities and
Exchange Act of 1934 [SEC Rule
15c3-3(m)].

Reg. T
Pursuant to Section 220.8(b)(1) and
(4) of Reg. T, a broker/dealer must
promptly cancel or otherwise liquidate a customer purchase transaction
in a cash account if full payment is
not received within a specified time
period from the date of purchase or,
pursuant to Section 220.8(d)(1),
make application to extend the time
period specified. Late last year, the
Fed amended Reg. T to eliminate any
conflicts with T+3 settlement.
Reg. T now requires payment within
one payment period of trade date;
payment period is the number of
business days in the standard U.S.

securities settlement cycle (SEC Rule
15c6-1) plus two business days.
Effective June 7, 1995, requests for
extensions of time are due five business days after trade date.
In the Trade Date-Settlement Date
Schedule, the date by which members must take action is shown in the
column entitled “Reg. T Date.”

SEC Rule 15c3-3(m)
Unless they request an extension,
Paragraph (m) of SEC Rule 15c3-3
requires broker/dealers to buy-in any
securities sold by a customer (other
than a short sale) if they have not
received the securities within 10
business days after settlement date.
Effective June 7, 1995, requests for
extensions of time for “regular way”
trades are due 13 business days after
trade date.
In the Trade Date-Settlement Date
Schedule, the date by which members must take action is shown in the
column titled “SEC Rule 15c3-3(m)
Date.”
Note: Members may refer to the
Member Firm Quick Reference
Guide to determine the current time
periods provided in requests for
extensions of time and the limits as
to the number of extensions permitted by reason code and by customer.
A revised version of the Guide will
be available to members soon.

Systems
Trading
Training
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T+3 Implementation: Trade Date-Settlement Date Schedule
The following schedule represents the implementation of the conversion from a five business day settlement cycle to
three business days. The Nasdaq Stock MarketSM and the securities exchanges will settle “regular way” transactions on
the business days noted below. Wednesday, June 7, 1995, will be the first trade date for the three business day settlement period.
Trade Date

Settlement Date

Reg. T Date

SEC Rule 15c3-3(m) Date

May 31

June 7

June 9

June 21

June 1

8

12

22

2

9

13

23

5

9

13

23

6

12

14

26

7

12

14

26

8

13

15

27

Note: Transactions made on June 5 will settle in four business days and will be combined with transactions made on
the previous business day, June 2, for settlement on June 9. Transactions made on June 6 will settle in four business
days and will be combined with transactions made on the next business day, June 7, for settlement on June 12.
Brokers, dealers, and municipal securities dealers should use these settlement dates to clear and settle transactions pursuant to the NASD Uniform Practice Code and Municipal Securities Rulemaking Board Rule G-12 on Uniform Practice.

Ex-Dividend Dates
Effective June 7, 1995 the procedure for establishing ex-dividend dates will change from four business days before
record date to two business days. Additionally, the standard due-bill redemption date for securities quoted ex-dividend
after the payable date will be three business days after the payable date instead of five business days. To accommodate
the conversion to T+3 settlement, special ex-dividend dates have been established and are reflected in the following
schedule.
Record Date

Ex-Dividend Date

June 2

May 26

5

30

6

31

7

June 1

8

2

9

6

12

8
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Note: There will be no ex-dividends on June 5 and June 7.
Questions regarding the application of these settlement dates to a particular situation may be directed to the NASD
Uniform Practice Department at (203) 375-9609. Questions regarding the submission of extension requests through
the ARRS System may be directed to NASD Regulatory Systems at (800) 321-6273, or your local NASD District
Office.

National Association of Securities Dealers, Inc.
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NASD
NOTICE TO
MEMBERS
95-27
NASD Introduces Revised
Free-Riding Questionnaire
And Form FR-1

Executive Summary
As a result of recent amendments to
the Free-Riding and Withholding
Interpretation of the NASD Board of
Governors under Article III, Section
1 of the NASD Rules of Fair
Practice, the NASD revised the questionnaire that is used to review
whether an offering was distributed
according to the Interpretation.
Revisions also were made to NASD
Form FR-1, which may be used by
members in their dealings with nonU.S. broker/dealers or banks. Copies
of the revised forms follow this
Notice.

made by them in contravention of the
Interpretation.

Free-Riding Questionnaire
In its review for compliance with the
Interpretation, the NASD issued a
questionnaire to the managing underwriter and to members participating
in the distribution of the hot issues.
Members must complete the questionnaire and forward it to the appropriate NASD District Office. The
revised questionnaire is divided into
four sections:
• Section I, overall figure from the
managing underwriter;
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The NASD adopted the
Interpretation based on the premise
that members are obligated to make a
bona fide public distribution at the
public offering price of securities of a
public offering that trade at a premium in the secondary market whenever such secondary market begins (a
hot issue), regardless of whether such
securities are acquired by the member as an underwriter, as a selling
group member, from a member participating in the distribution as an
underwriter or a selling group member, or otherwise. The Interpretation
includes specific prohibitions and
restrictions as a guide for members
participating in an offering of hotissue securities.
On December 7, 1994, the Securities
and Exchange Commission (SEC)
approved several amendments to the
Interpretation. Notice to Members
95-7 describes the amendments in
detail. These changes necessitated
revisions to the questionnaire used by
the NASD in reviewing offerings for
compliance with the Interpretation
and to NASD Form FR-1, which
may be used by members to obtain
assurances from non-U.S. broker/
dealers or banks that no sales will be

National Association of Securities Dealers, Inc.

• Section II, overall figures from all
other underwriters, selling group
members, and participants in the distribution;
• Section III, breakdown of the distribution by the participant; and
• section IV, detailed information on
sales to restricted accounts.
Sections I And II
In the first two sections, a member
must indicate the total number of
securities that have been confirmed
by the firm. For this questionnaire,
“confirmed” means the number of
hot-issue securities allocated to the
firm for distribution and for which
the firm has issued a confirmation/
comparison reflecting the full details
of such sales to retail customers,
institutional accounts, or other broker/dealers. When participating in a
distribution of hot-issue securities,
broker/dealers are responsible for
ensuring compliance with the FreeRiding and Withholding
Interpretation for all securities allocated and confirmed by that
broker/dealer, including shares billed
and delivered on behalf of others,
such as designated orders, group
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sales, and directed sales.
A member completes Section I or
Section II of the questionnaire.
Section I is completed by the managing underwriter only. Section II is
completed by all underwriters, selling group members, and other participants in the distribution, except for
the managing underwriter.
Section III
All members must complete Section
III. In this section, a member indicates the total number of securities
distributed in each of 10 categories.
The categories are addressed in the
questionnaire in the same basic order
in which they are addressed in the
Interpretation. Unless otherwise noted,
a member must provide detailed information on these sales in Section IV.
The figures reported in Section III
are final figures after a member
makes any cancellations and reallocations. Members should note that
the total figure in Section III should

equal the total number of securities
confirmed in Section I or Section II.

bank execute Form FR-1, or a reasonable facsimile of it.

Section IV

In completing Form FR-1, the nonU.S. broker/dealer or bank gives the
selling member a blanket assurance
that no sales will be made in contravention of the provisions of the
Interpretation. This form, which also
was revised to conform with the
recent amendments, is reprinted following this Notice. Members may
reproduce copies of it or, as provided
in the Interpretation, obtain other
written assurance from the non-U.S.
broker/dealer or bank.

Section IV requires a member to provide detailed information on sales
that were made to restricted
accounts. The Interpretation includes
specific circumstances in which it is
permissible to sell to a restricted
account, provided the member
demonstrates compliance with the
applicable provisions of the
Interpretation.

NASD Form FR-1
For sales to a non-U.S. broker/dealer
or bank, which is not participating in
the distribution as an underwriter, the
selling member must make an affirmative inquiry regarding the ultimate purchasers and comply with certain
recordkeeping requirements. However,
the Interpretation provides that a member may fulfill these obligations by
having the non-U.S. broker/dealer or

NASD Notice to Members 95-27

***
Questions about the amendments to,
or other provisions of, the Interpretation, should be directed to the
NASD Office of General Counsel at
(202) 728-8953. Questions regarding
the Free-Riding Questionnaire or
NASD Form FR-1 may be directed
to Erin Gilligan, District Coordinator,
Compliance Department, at (202)
728-8946.
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Broker/Dealers With
Exemptive Relief In
Calculating Haircuts For
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Mortgage-Backed
Securities
Suggested Routing
Senior Management
Advertising
Corporate Finance
Government Securities
Institutional
Internal Audit
Legal & Compliance

Executive Summary
The Department of the Treasury
(Treasury) is granting an exemption
from the haircut treatment for written
mortgage-backed options under
Section 402.2a of the Treasury
regulations implementing the
Government Securities Act of 1986.
Treasury consulted with the staff of
the Securities and Exchange
Commission (SEC) who did not
object to the exemption, before
granting it.

Discussion of the Exemption
The exemption, available to all registered government securities
broker/dealers subject to the capital
requirements of Section 402.2, is
applicable to written over-thecounter options on mortgage-backed
securities, provided the underlying
fixed-rate mortgage-backed security
is a Treasury Market Risk Instrument
(TMRI), as defined in Section
402.2(e). The current Treasury haircut for a position in a 30-year passthrough, fixed-rate mortgage-backed
security, that is a TMRI, is 3.3 percent. This haircut percentage recognizes the shorter effective maturity of
a 30-year pass-through security, due
to the repayment of its principal during the security’s life.

Since the risk of holding a position in
mortgage-backed securities options
derives from the risk inherent in a
position in the underlying security,
Treasury determined to apply the
same haircut factor to both types of
instruments. Treasury’s exemption
allows a registered government securities broker/dealer to calculate its
market risk haircut for such options
by applying a 3.3 percent haircut factor in lieu of the factor prescribed in
SEC Rule 15c3-1a (17 CFR
240.15c3-1a, Appendix A) and then
completing the computation of the
Other Securities Haircut as outlined
in Section 402.2a of the Treasury
regulations.
Treasury advises that additional analysis of the mortgage-backed securities market and changes to the SEC
or Treasury capital regulations may
lead to modification or termination of
the exemption. Otherwise, the
exemption is now available to registered government securities broker/
dealers subject to Treasury’s capital
requirements.
***
Questions concerning this Notice
may be directed to Janet Marsh,
District Coordinator, Compliance
Department, at (202) 728-8228.
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NASD
NOTICE TO
MEMBERS
95-29
Treasury Approves
Amendments To Capital
Requirements Under The
Government Securities
Act Of 1986
Suggested Routing

Executive Summary
The Department of the Treasury
(Treasury) recently approved amendments to the financial responsibility
requirements established under the
Government Securities Act of 1986.
The amendments raise the minimum
capital requirements for all government securities broker/dealers subject
to the provisions of Section 402.2,
and require written notification for
certain withdrawals of capital.
Treasury also approved a conforming
change to its recordkeeping requirements. These amendments only
affect sole government securities broker/dealers registered pursuant to
Section 15C of the Securities
Exchange Act of 1934. The amendments became effective March 31,
1995, with the capital increases
phased-in over an 18-month period.

other capital requirement—that liquid
capital must at least equal 120 percent
of haircuts—is unaffected by this
change.
The amendments create four minimum capital categories:
• Government securities broker/dealers
that carry customer or broker/dealer
accounts are subject to a minimum
level of $250,000.
• Government securities broker/dealers
that carry customer accounts but operate under the exemption provided by
SEC Rule 15c3-3(k)(2)(i) have a minimum requirement of $100,000.
• Government securities broker/dealers
that introduce accounts on a fully disclosed basis and receive, but do not
hold customer securities, are subject to
a minimum requirement of $50,000.
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Background
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In November 1992, the Securities
and Exchange Commission (SEC)
adopted changes to the minimum net
capital requirements for most broker/
dealers subject to Rule 15c3-1. These
changes, the first in almost 20 years,
were made because inflation had
reduced the level of protection provided by the minimum requirements.
Since the Treasury capital rule uses
the SEC net capital rule as a foundation, Treasury decided to change its
rule to parallel the SEC’s actions.
Treasury’s changes minimize the differences between the two rules,
maintain consistency, and provide
greater uniformity regarding capital
requirements applicable to government securities broker/dealers.
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Minimum Capital Requirements
The amendments increase the minimum capital requirements for all
broker/dealers subject to the provisions of Section 402.2. The rule’s

National Association of Securities Dealers, Inc.

• Introducing firms that never handle
customer funds or securities are subject to a minimum requirement of
$25,000.
To ease the compliance burden and
provide time for adjustment,
Treasury decided to phase in the
increases over an 18-month period. A
chart of the phase-in schedule, contained in Appendix E to Section
402.2, follows this Notice.

Capital Withdrawal Requirements
Treasury also is amending its capital
withdrawal provisions to include
notification requirements and certain
definitions.
The notification provisions require
post-withdrawal notification of certain significant capital withdrawals as
well as prior notification for larger
withdrawals. Whether notification is
required prior to the withdrawal
depends upon the aggregate size of
total withdrawals relative to the gov-
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ernment securities broker/dealer’s
excess liquid capital over a 30 calendar day period.
• Aggregate withdrawals that exceed
20 percent of a government securities
broker/dealer’s excess liquid capital
in a 30 calendar day period require
notification within two business days
after the withdrawal.
• Aggregate withdrawals that exceed
30 percent of excess liquid capital in
any 30 calendar day period require
notification two business days prior
to such withdrawal.
A government securities broker/dealer
may use the level of excess liquid capital calculated in its most recent Form
G-405, “Report on Finances and
Operations of Government Securities
Brokers and Dealers (FOGS)” filing,
provided this amount has not materially changed since that time. A government securities broker/dealer is
not required to provide this notice to
Treasury, but instead notice is sent to
the SEC and to the broker/dealer’s
designated examining authority.
The rule excludes the reporting of net
withdrawals that, in the aggregate, are
less than $500,000 in any 30 calendar

day period or those that represent
securities or commodities transactions
between affiliates. Forward-settling
transactions between affiliates are not
eligible for this exclusion. The exclusion for securities and commodities
transactions requires that the transactions be conducted in the ordinary
course of business and settled no later
than two business days after the date
of the transaction.

chants).
Finally, in amending the withdrawal
provisions, Treasury restructured certain related definitions into a
Miscellaneous Provisions paragraph
(i)(3) and added a description of
what constitutes an advance or loan
of liquid capital.

Recordkeeping Change
Members should note that Treasury’s
changes do not include an early warning threshold like the SEC’s rule.
Treasury’s current rule already places a
restriction on withdrawals that would
cause liquid capital to fall below a
level of 150 percent of haircuts.
In addition, the amendments do not
give Treasury the authority to prohibit
the withdrawal of capital in certain circumstances. Consistent with this
approach, Treasury also is excluding
this provision of SEC Rule 15c3-1
from the compliance requirements for
those government securities
broker/dealers registered under
Section 15C of the Securities
Exchange Act of 1934 that are subject
to the SEC net capital rule (i.e., interdealer brokers operating under Section
402.1 (e) and futures commission mer-

Treasury is adopting a conforming
change to the recordkeeping provisions of Part 404, which contains references to the minimum dollar
capital amounts required of government securities clearing broker/dealers. The amendments revise these
references in accordance with the
fully phased-in minimum capital
level required of clearing firms.
***
Members that are affected by these
changes are urged to review Treasury’s
release in its entirety. It appeared in the
March 1, 1995, Federal Register.
Questions concerning this Notice may
be addressed to Janet Marsh, District
Coordinator, Compliance Department,
at (202) 728-8228.

Government Securities Act Of 1986: Part 402—Financial Responsibility
Minimum Liquid Capital Requirements—18-Month Phase-In Schedule

To 6/30/95

7/1/95
To
12/31/95

1/1/96
To
6/30/96

7/1/96
And
After

A. Broker/dealers that carry customer or broker/dealer
accounts, and receive or hold funds or securities

$25,000

$100,000

$175,000

$250,000

B. Broker/dealers that carry customer accounts, but
operate pursuant to SEC Rule 15c3-3(k)(2)(i)

$25,000

$50,000

$75,000

$100,000

C. Introducing broker/dealers that receive securities, but
do not hold securities or funds

$5,000

$20,000

$35,000

$50,000

D. Introducing broker/dealers that do not receive or
handle customer funds or securities

$5,000

$11,000

$18,000

$25,000

Class
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NASD
NOTICE TO
MEMBERS
95-30
Memorial Day: Trade
Date-Settlement Date
Schedule
Suggested Routing
Senior Management

The Nasdaq Stock MarketSM and the securities exchanges will be closed on
Monday, May 29, 1995, in observance of Memorial Day. “Regular way”
transactions made on the business days noted below will be subject to the following schedule:
Trade Date

Settlement Date

Reg. T Date*

May 19

May 26

May 31

22

30

June 1

23

31

2

24

June 1

5

25

2

6

26

5

7

29

Markets Closed

—

30

6

8
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*Pursuant to Sections 220.8(b)(1) and (4) 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) business days of the date of purchase or, pursuant to Section 220.8(d)(1), make application to extend the time period specified.
The date by which members must take such action is shown in the column titled “Reg. T
Date.”

Brokers, dealers, and municipal securities dealers should use these settlement
dates to clear and settle transactions pursuant to the NASD Uniform Practice
Code and Municipal Securities Rulemaking Board Rule G-12 on Uniform
Practice.
Questions regarding the application of these settlement dates to a particular
situation may be directed to the NASD Uniform Practice Department at
(203) 375-9609.
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As of March 27, 1995, the following 34 issues joined the Nasdaq National
Market®, bringing the total number of issues to 3,740:
Entry
Date

Symbol

Company

CYTOR
CYTOW
TMSR
TSAI
FAHC
AVEC
KIDD
TGVI
VIAS
INTFW
PCMS
SWRT
BNHNA
DSPC
DLTR
PSTV
RVFD
CRSI
ENET
ATSIW
ABCN
CALC
FORT
TIVS
NATI
ASMLF

Cytogen Corp. (Rts 1/31/97)
2/24/95
Cytogen Corp. (Wts 1/31/97)
2/24/95
ThrustMaster, Inc.
2/24/95
Transaction Systems Architects, Inc. 2/24/95
First American Health Concepts, Inc. 2/27/95
AVECOR Cardiovascular Inc.
3/1/95
Kiddie Products, Inc.
3/1/95
TGV Software, Inc.
3/1/95
VIASOFT, Inc.
3/1/95
Interface Systems, Inc. (Wts 6/30/95) 3/3/95
P-Com, Inc.
3/3/95
Software Artistry, Inc.
3/3/95
Benihana National Corp. (Cl A)
3/6/95
DSP Communications, Inc.
3/7/95
Dollar Tree Stores, Inc.
3/7/95
PST Vans, Inc.
3/7/95
Riviana Foods Inc.
3/7/95
Cardinal Realty Services, Inc.
3/9/95
EqualNet Holding Corp.
3/9/95
ATS Medical, Inc. (Wts 3/9/97)
3/10/95
American Bancorp of Nevada
3/10/95
Commonwealth Aluminum Corp. 3/10/95
Fort Howard Corp.
3/10/95
Tivoli Systems Inc.
3/10/95
National Instruments Corp.
3/14/95
ASM Lithography Holding
(N.V. Ord. Shrs.)
3/15/95
Continental Circuits Corp.
3/15/95
Palmer Wireless, Inc.
3/15/95
SDL, Inc.
3/16/95
Remedy Corporation
3/17/95
Uniroyal Chemical Corp.
3/17/95
Hain Food Group, Inc. (The)
3/20/95
C*ATS Software Inc.
3/21/95
Hickory Tech Corporation
3/23/95

CCIR
PWIR
SDLI
RMDY
UCHM
NOSH
CATX
HTCO

SOES
Execution
Level
200
200
200
500
200
500
200
1000
200
200
500
500
200
500
500
200
1000
200
500
500
200
1000
500
500
1000
1000
1000
500
200
500
1000
500
200
500

Systems
Trading
Training

Nasdaq National Market Symbol And/Or Name Changes
The following changes to the list of Nasdaq National Market securities
occurred since February 24, 1995:
New/Old Symbol

New/Old Security

SMTH/CANO

Smith Environmental Technologies
Corp./Canonie Environmental
Services Corp.
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Date Of Change

2/28/95
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New/Old Symbol

New/Old Security

STRT/STRTV
FMER/FBOH
HYSW/IMRS
HBCI/MNBC
HMII/HMII
QDRMY/QDRMY
IPICZ/IPICZ

Strattec Security Corp./Strattec Security Corp. (W/I)
FirstMerit Corporation/First Bancorporation of Ohio
Hyperion Software Corp./IMRS Inc.
Heritage Bancorp, Inc./Miners National Bancorp, Inc.
HMI Industries, Inc./Health-Mor, Inc.
Banca Quadrum S.A./Services Financiero Quadrum S.A.
Interneuron Pharmaceuticals, Inc. (Wts 6/30/95)/
Interneuron Pharm., Inc. (Wts 3/7/95)
Agri-Nutrition Group, Ltd./PM Agri-Nutrition Group, Ltd.
Quarterdeck Corporation/Quarterdeck Office Systems, Inc.
Starcraft Corp./Starcraft Automotive Corp.
Choice Drug Systems, Inc. (Wts 9/30/95)/
Choice Drug Systems, Inc. (Wts 9/30/94)
NewVision Technology, Inc. (Wts 10/31/95)/
NewVision Technology, Inc. (Wts 3/31/95)

AGNU/AGNU
QDEK/QDEK
STCR/STCR
DOSEW/DOSEW
VISNW/VISNW

Date Of Change
2/28/95
3/1/95
3/1/95
3/1/95
3/2/95
3/6/95
3/13/95
3/13/95
3/13/95
3/16/95
3/17/95
3/23/95

Nasdaq National Market Deletions
Symbol

Security

Date

CLBGA
NANO
NEBS
MGMA
SMLS
CYTDZ
BBTF
FROK
NSCB
PSNC
SDYNW
AFMXF
APTV
BLCC
PHMC
PYRD
FCBN
NSCO
SONO
SONOP
CVIS
OESI
SMIN
HKYIF
BIRT
GCCC
CFER
NUSA
WBCO
RDCR

Colonial BancGroup, Inc. (Cl A)
Nanometrics Incorporated
New England Business Service, Inc.
Magma Power Company
SCIMED Life Systems, Inc.
CytoRad Inc. (Uts 1/31/97)
BB & T Financial Corporation
FirstRock Bancorp, Inc.
NBSC Corporation
Public Service Company of North Carolina, Inc.
Staodyn, Inc. (Wts 2/28/95)
Affymax N.V.
Advanced Promotion Technologies, Inc.
Balchem Corporation
Plaza Home Mortgage Corporation
Pyramid Technology Corporation
Furon Company
Network Systems Corporation
Sonoco Products Company
Sonoco Products Co. (Cum. Conv. Pfd Cl A)
Cardiovascular Imaging Systems, Inc.
OESI Power Corp.
Southern Mineral Corp.
Canstar Sports Inc.
Birtcher Medical Systems, Inc.
General Computer Corp.
ConferTech International, Inc.
NAMIC U.S.A. Corp.
Webco Industries, Inc.
Radiation Care, Inc.
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2/24/95
2/24/95
2/24/95
2/27/95
2/27/95
2/28/95
3/1/95
3/1/95
3/1/95
3/1/95
3/1/95
3/2/95
3/3/95
3/3/95
3/6/95
3/7/95
3/8/95
3/8/95
3/8/95
3/8/95
3/10/95
3/10/95
3/10/95
3/14/95
3/15/95
3/15/95
3/16/95
3/17/95
3/17/95
3/22/95
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Symbol

Security

Date

JSMNE
SRCGE
COOL
KNKB
TDMK
COGRA

Jasmine Ltd.
Search Capital Group, Inc.
Cooper Development Company
Kankakee Bancorp, Inc.
TideMark Bancorp, Inc.
Colonial Group, Inc. (Cl A)

3/23/95
3/23/95
3/24/95
3/24/95
3/24/95
3/27/95

Questions regarding this Notice should be directed to Mark A. Esposito, Nasdaq Market Services Director, Issuer
Services, at (202) 728-6966. Questions pertaining to trade-reporting rules should be directed to Bernard Thompson,
Assistant Director, NASD Market Surveillance, at (301) 590-6436.
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As of March 29, 1995, the following bonds were added to the Fixed Income
Pricing System (FIPSSM). These bonds are not subject to mandatory quotation:
Symbol

Name

Coupon

Maturity

RHLD.GA
CWL.GA
MVE.GA
FAMR.GB
SWEC.GC
REVL.GF
SAFH.GA
STBR.GA
TEXN.GA
TEXN.GB
USMC.GA
MXS.GH
MXS.GI
MXS.GJ
MXS.GK
MXS.GL
MXS.GM
MXS.GN
MXS.GO
MOSL.GA
UAI.GF
VALA.GA
TRAM.GA
TRAM.GB
GUES.GB
WRTE.GA
MRO.GK
DEC.GA
DEC.GB
ORX.GA
ORX.GB
ORX.GC
ORX.GD
ORX.GE
ORX.GF
AFNP.GA
RYR.GA
GEOG.GA
STSP.GA
ASDW.GD
PRWL.GA
HWCC.GA
HEGP.GA
SCIT.GA
CFCB.GA
MCAB.GB
AAMS.GA
GDFI.GA
GSTS.GA

RHI Holdings
Chartwell
MVE, Inc.
Family Restaurants
Sweetheart Cup.
Revlon Worldwide
Santa Fe Hotel
Stater Bros.
Tex-N.M. Power
Tex-N.M. Power
USA Mobile Commun. II
Maxus
Maxus
Maxus
Maxus
Maxus
Maxus
Maxus
Maxus
Mosler
United Air
Valassis Inserts
Transamerican Refining
Transamerican Refining
Guess?
WRT Energy
MRO
Digital Equipment
Digital Equipment
Oryx Energy
Oryx Energy
Oryx Energy
Oryx Energy
Oryx Energy
Oryx Energy
Affiliated Newspapers Inv.
Rymer Foods
Gerrity Oil & Gas Corp.
Stratosphere Corp.
ASD Warren Co.
Pricellular Wireless
Hollywood Casino Corp.
Helicon Gp. LP/Cap/Corp.
SCI Television Inc.
CF Cable, Inc.
Marcus Cable Oper/Cap II
Aames Finl.
Capital Gaming International
Gulf Sts Utils. Co.

11.875
10.250
12.500
10.875
10.500
0.000
11.000
11.000
8.700
9.625
14.000
8.430
8.440
7.560
7.570
8.460
8.420
9.000
10.830
11.000
10.110
9.375
18.500
16.500
9.500
13.875
7.200
7.125
7.000
9.750
10.375
10.000
9.300
10.000
9.500
13.250
11.000
11.750
14.000
0.000
0.000
14.000
11.000
7.500
11.625
13.500
10.500
11.500
9.720

3/1/99
3/1/04
2/15/02
2/1/04
9/1/03
3/15/98
12/15/00
3/1/01
9/1/06
7/1/19
11/1/04
9/29/03
9/29/03
9/29/98
9/29/98
9/29/03
9/30/03
12/17/99
9/1/04
4/15/03
1/5/06
3/15/99
2/15/02
2/15/02
8/15/03
3/1/02
2/15/04
10/15/02
11/15/97
9/15/98
1/1/18
4/1/01
5/1/96
6/15/99
11/1/99
7/1/06
12/15/00
7/15/04
5/15/02
1/1/04
1/1/01
4/1/98
11/1/03
6/30/98
2/15/05
8/1/04
2/1/02
2/1/01
7/1/98

National Association of Securities Dealers, Inc.

April 1995
201

Symbol

Name

USTR.GA
TTX.GA
CUPK.GA
PADE.GA
JOIN.GC
HMX.GA
TFYP.GA
ASHC.GA

US Trails Inc.
Tultex Corp.
Consumers Packaging, Inc.
Pace Inds. Inc.
Jones Inter Cable
Hartmarx Corp
Thrifty Payless Inc.
Amerisource Distr. Corp.

Coupon

Maturity

12.000
10.625
12.500
10.625
9.625
10.875
11.750
11.250

7/15/98
3/15/05
7/15/02
12/1/02
3/15/02
1/15/02
4/15/03
7/15/05

As of March 29, 1995, the following changes to the list of FIPS symbols occurred:
New Symbol

Old Symbol

Name

FORT.GA
FORT.GB
FORT.GC
FORT.GD*
FORT.GE
FORT.GF*
FORT.GG
U.GA
U.GB

FOHO.GA
FOHO.GB
FOHO.GC
FOHO.GD
FOHO.GE
FOHO.GF
FOHO.GG
USAR.GA
USAR.GB

Fort Howard Corporation
Fort Howard Corporation
Fort Howard Corporation
Fort Howard Corporation
Fort Howard Corporation
Fort Howard Corporation
Fort Howard Corporation
USAir Inc.
USAir Inc.

*A mandatory FIPS bond
All bonds listed above are subject to trade-reporting requirements. Questions pertaining to trade-reporting rules should
be directed to Bernard Thompson, Assistant Director, NASD Market Surveillance, at (301) 590-6436.

NASD Notice to Members 95-32

April 1995
202

NASD
DISCIPLINARY
ACTIONS
Disciplinary Actions
Reported For April

The NASD has taken disciplinary
actions against the following firms
and individuals for violations of the
NASD Rules of Fair Practice; securities laws, rules, and regulations; and
the rules of the Municipal Securities
Rulemaking Board. Unless otherwise
indicated, suspensions will begin
with the opening of business on
Monday, April 17, 1995. The information relating to matters contained
in this Notice is current as of the fifth
of this month. Information received
subsequent to the fifth is not reflected
in this edition.

Firms Suspended, Individuals
Sanctioned
South Richmond Securities, Inc.
(New York, New York), Herman
Ralph Garcia, Jr. (Registered
Principal, Staten Island, New
York) and Barbara Hosman
(Registered Principal, Deer Park,
New York) submitted an Offer of
Settlement pursuant to which they
were fined $75,000, jointly and severally, and ordered to pay $109,994
in restitution to public customers. In
addition, the firm was suspended
from effecting principal retail transactions for 10 business days and suspended from participating in any
underwritings for three months.
Hosman was barred from association
with any NASD member as a general
securities principal, and Garcia was
fined $20,000 and barred from association with any NASD member in
any capacity. Without admitting or
denying the allegations, the respondents consented to the described
sanctions and to the entry of findings
that the firm, acting through Garcia,
dominated and controled the market
for a common stock to the extent that
there was no independent, competitive market in the stock. The findings
also stated that the firm, acting
through Garcia, engaged in a course
of conduct that operated as a fraud
upon purchasers of a common stock
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in that the prices at which the firm
sold the stock to public customers
from inventory were unfair, and the
prices charged to the customers contained fraudulent and/or excessive
markups ranging from 5 to 30 percent over the prevailing market price,
thus violating the NASD Mark-Up
Policy. The NASD also determined
that the firm, acting through Hosman,
failed to establish, maintain, and
enforce written procedures that
would have enabled them to supervise properly the activities of the
firm’s associated persons, including
Garcia. In addition, the NASD found
that Garcia failed to provide testimony in an on-the-record interview with
the NASD.
U.S. Securities Clearing
Corporation (San Diego,
California) and Anthony James
Miranti (Registered Principal, San
Diego, California) were fined
$55,000, jointly and severally, and
required to pay $396,846 in restitution to public customers. The firm
also was suspended from effecting
any principal transactions for 90
days, and Miranti was suspended
from association with any NASD
member in any capacity for 90 days.
The Securities and Exchange
Commission (SEC) affirmed the
sanctions following appeal of a
September 1993 National Business
Conduct Committee (NBCC) decision. The sanctions were based on
findings that the firm, acting through
Miranti, executed 301 principal retail
sales to public customers at unfair
and unreasonable prices taking into
consideration all relevant circumstances. The firm was not a market
maker in the relevant securities at the
time the trades were effected, and the
markups on these retail sales ranged
from 5.1 to 150 percent over the prevailing market price for the securities. In addition, the firm, acting
through Miranti, failed to report its
price and volume activity for its prin-
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cipal transactions in non-Nasdaq
securities.
Miranti has appealed this action to a
U.S. Court of Appeals, and the sanctions as to him are not in effect pending consideration of the appeal.

Firms And Individuals Fined
Enex Securities Corporation
(Kingwood, Texas) and Luther
Clyde Campbell (Registered
Principal, Spring, Texas) submitted
an Offer of Settlement pursuant to
which they were fined $12,500, jointly and severally. Without admitting or
denying the allegations, the respondents consented to the described sanction and to the entry of findings that
the firm, acting through Campbell,
effected transactions in nonexempt
securities while failing to maintain its
minimum required net capital. The
findings also stated that the firm, acting through Campbell, failed to comply with SEC Rule 15c3-3 by taking
possession of customer funds while
purporting to operate under exemptive
provisions of the Rule.
Strategic Resource Management,
Inc. (Englewood, Colorado) and
William A. Moler (Registered
Principal, Aurora, Colorado) were
fined $10,000, jointly and severally.
The NBCC imposed the sanction following review of a Denver District
Business Conduct Committee
(DBCC) decision. The sanction was
based on findings that the firm, acting
through Moler, effected securities
transactions with retail customers at
prices that were unfair in that the
respondents failed to calculate the
retail price on the basis of the firm’s
contemporaneous cost for the securities, resulting in excessive markups.
This action has been appealed to the
SEC, and the sanctions are not in
effect pending consideration of the
appeal.

Individuals Barred Or Suspended
Norman D. Autry (Registered
Representative, Tijeras, New
Mexico) was fined $25,000 and suspended from association with any
NASD member in any capacity for
two years. The NBCC affirmed the
sanctions following appeal of a
Denver DBCC decision. The sanctions were based on findings that
Autry participated in and received
compensation for private securities
transactions and outside business
activities without providing prior
written notice to his member firm.
Richard Stanley Chancis
(Associated Person, New York,
New York) was fined $70,000 and
barred from association with any
NASD member in any capacity. The
sanctions were based on findings that
Chancis acted as an associated person of a member firm and engaged in
a securities business when he was
subject to a statutory disqualification
and not properly registered as
required by Schedule C of the NASD
By-Laws. In addition, Chancis failed
to appear at the NASD for an on-therecord interview.

capacity for 30 days, and ordered to
requalify by examination as a general
securities representative. The NBCC
imposed the sanctions following
appeal of a San Francisco DBCC
decision. The sanctions were based
on findings that Gardner effected the
purchase of stock in the account of a
public customer without the customer’s knowledge or consent.
Gardner has appealed this action to
the SEC, and the sanctions are not in
effect pending consideration of the
appeal.
David L. Gray, Jr. (Registered
Representative, Tampa, Florida)
was fined $40,000, barred from association with any NASD member in
any capacity, and required to pay
$11,424.25 in restitution to a public
customer. The sanctions were based
on findings that Gray misrepresented
to a public customer that he was
aware of certain non-public information that indicated the price of a stock
would increase, and thus caused the
customer to purchase the stock. In
addition, Gray failed to respond to an
NASD request for information.

Bron Allen Gailey (Registered
Representative, Boise, Idaho) submitted an Offer of Settlement pursuant to which he was fined $10,000
and barred from association with any
NASD member in any capacity.
Without admitting or denying the
allegations, Gailey consented to the
described sanctions and to the entry
of findings that he submitted six
Requests for Change of Dealer or
Agent forms to his member firm and
signed the investors’ names, all without their prior knowledge, authorization, or consent.

Richard L. Hess (Registered
Representative, Scotia, New York)
was fined $25,000 and suspended
from association with any NASD
member in any capacity for two
years. The sanctions were based on
findings that Hess engaged in private
securities transactions outside the
regular course or scope of his
employment with his member firm
without giving prior written notice to
the firm describing in detail the proposed transactions, his proposed role
therein, and whether he received selling compensation in connection with
the transactions.

Robert Lester Gardner
(Registered Representative,
Castaic, California) was fined
$50,000, suspended from association
with any NASD member in any

Clinton Hugh Holland, Jr.
(Registered Principal, Salem,
Oregon) was fined $5,000, suspended from association with any NASD
member in any capacity for five busi-
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ness days, and required to requalify
by examination as a registered principal. The NBCC affirmed the sanctions following appeal of a Seattle
DBCC decision. The sanctions were
based on findings that Holland recommended to a public customer the
purchase of speculative or high-risk
securities without having reasonable
grounds for believing that such recommendations were suitable for the
customer considering the size and
nature of the transactions, the concentration of speculative securities in
the account, and the customer’s
financial situation, circumstances,
needs, and objectives.
This action has been appealed to the
SEC, and the sanctions are not in
effect pending consideration of the
appeal.
William H. Kautter (Registered
Principal, Kansas City, Missouri),
Janet K. Gatz-Bennett (Registered
Principal, Stilwell, Kansas), and
Brian G. Augustyn (Registered
Principal, Kansas City, Missouri)
submitted an Offer of Settlement pursuant to which Kautter was fined
$12,500 and suspended from association with any NASD member in any
principal capacity for six months.
Gatz-Bennett was fined $12,500 and
suspended from association with any
NASD member in any capacity for
one year and Augustyn was fined
$5,000 and suspended from association with any NASD member in any
capacity for two weeks. Without
admitting or denying the allegations,
the respondents consented to the
described sanctions and to the entry of
findings that, in connection with the
promotion and sale of shares of a
mortgage fund, Kautter, Gatz-Bennett,
and Augustyn misrepresented, or
failed to state to participating broker/dealers, certain material facts
concerning the status of an extension
of an initial public offering of the
fund. The findings also stated that
Kautter, Gatz-Bennett, and Augustyn

distributed to the broker/dealers
materials that contained material
misrepresentations about the past
performance of the fund. In addition,
the NASD determined that Kautter
and Gatz-Bennett failed and neglected to supervise properly the activities
of Augustyn.
Augustyn’s suspension began March
20, 1995, and concluded April 2,
1995.
Thomas C. Kocherhans
(Registered Representative, Orem,
Utah) was fined $50,500, suspended
from association with any NASD
member in any capacity for one year,
and ordered to requalify by examination as a general securities representative. The NBCC imposed the
sanctions following appeal of a
Market Surveillance Committee
decision. The sanctions were based
on findings that Kocherhans knowingly and willfully engaged in a
manipulative, deceptive, and fraudulent scheme to increase the reported
closing price of a common stock.
Specifically, Kocherhans effected a
series of purchases in a manner that
caused the purchases to be executed
at or near the close of the market
with the intent to cause the market
for the stock to close at a price higher
than the previously reported trade,
thereby reducing or avoiding margin
calls on an account held in his wife’s
name, and to deter higher maintenance requirements on the stock. In
addition, Kocherhans failed to
inform his member firm in writing
that he maintained brokerage
accounts at two other member firms.
Kocherhans has appealed this action
to the SEC, and the sanctions are not
in effect pending consideration of the
appeal.
John Austin Leech, Sr. (Registered
Representative, Houston, Texas)
was fined $25,000, suspended from
association with any NASD member
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in any capacity for 60 days, and
required to requalify by examination
if he becomes associated with any
NASD member. The sanctions were
based on the findings that Leech
engaged in excessive trading in the
account of a public customer, resulting in a loss of $43,000 without having reasonable grounds for believing
such transactions were suitable for
the customer. In addition, Leech
exercised discretion in executing
transactions in the same customer’s
account without having written
authority from the customer.
Cristina I. Marti (Registered
Representative, Miami, Florida)
submitted an Offer of Settlement pursuant to which she was fined $10,000
and barred from association with any
NASD member in any capacity with
the right to reapply to become an
associate with a member after two
years. Without admitting or denying
the allegations, Marti consented to
the described sanctions and to the
entry of findings that she submitted
modifications to customer payroll
deduction agreements without the
authorization of the customers.
Bryan W. McEldowney
(Registered Representative,
Cromwell, Connecticut) was fined
$10,000 and barred from association
with any NASD member in any
capacity. The sanctions were based
on findings that McEldowney caused
a $3,092.14 check to be issued for
the account of a public customer,
forged the customer’s endorsement,
and converted the funds to his own
use without the prior knowledge,
authorization, or consent of the customer.
Katherine Sholes Parker
(Registered Principal, Heaters,
West Virginia) submitted an Offer
of Settlement pursuant to which she
was fined $5,000 and suspended
from association with any NASD
member as a limited financial princi-
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pal or in a similar principal capacity
for one year, provided, however, the
suspension shall not prohibit Parker,
on behalf of any member of the
NASD who is required to have associated with it a financial principal,
and acting under the supervision of
such financial principal, or who is
exempted by the NASD from maintaining a financial principal, from
preparing financial statements and
FOCUS reports and filing FOCUS
reports with the SEC and the NASD.
Without admitting or denying the
allegations, Parker consented to the
described sanctions and to the entry
of findings that a member firm, acting through Parker, failed to file its
annual certified audit within the time
required, and failed to maintain its
minimum required net capital. The
findings also stated that Parker, acting on behalf of the firm, failed to
record properly bank deposits on the
firm’s books and records.
William F. Rizzo (Registered
Representative, Bellrose, New
York) submitted a Letter of
Acceptance, Waiver and Consent
pursuant to which he was fined
$50,000 and barred from association
with any NASD member in any
capacity. Without admitting or denying the allegations, Rizzo consented
to the described sanctions and to the
entry of findings that he withheld and
misappropriated to his own use and
benefit customer funds totaling
$38,548 intended for investment in
insurance products and variable
annuities.
Bruce L. Sage (Registered
Representative, Rogers, Arkansas)
submitted an Offer of Settlement pursuant to which he was fined
$100,000 and barred from association with any NASD member in any
capacity. Without admitting or denying the allegations, Sage consented to
the described sanctions and to the
entry of findings that he signed a
public customer’s name to 13 sepa-

rate documents, including letters of
authorization, without having
obtained prior written approval from
the customer. The findings also stated
that Sage received from the same
customer $29,516.30 and converted
those funds to his own use and benefit.
William Howard Sandberg
(Registered Representative,
Minneapolis, Minnesota) submitted
a Letter of Acceptance, Waiver and
Consent pursuant to which he was
fined $5,000 and suspended from
association with any NASD member
in any capacity for 14 business days.
Without admitting or denying the
allegations, Sandberg consented to
the described sanctions and to the
entry of findings that he executed
securities transactions for the
accounts of public customers without
their prior knowledge or consent.
Ronald Kevin Shimkus (Registered
Representative, Houston, Texas)
was fined $10,000 and suspended
from association with any NASD
member in any capacity until an arbitration award is satisfied. The sanctions were based on findings that
Shimkus failed to pay a $22,144.13
NASD arbitration award.

which she was fined $5,000 and suspended from association with any
NASD member in any capacity for
two years. Without admitting or
denying the allegation, Straub consented to the described sanctions and
to the entry of finding that she participated in private securities transactions without prior written notice to
her member firm.
Lincoln T. Tedeschi (Registered
Representative, Willington,
Connecticut) was fined $15,000 and
suspended from association with any
NASD member in any capacity for
six months. The NBCC affirmed the
sanctions following appeal of a
Boston DBCC decision. The sanctions were based on findings that
Tedeschi engaged in private securities transactions without providing
prior written notification to his member firm.

Gregory Allen Soares (Registered
Representative, Santa Rosa,
California) was suspended from
association with any NASD member
in any capacity for 15 business days.
The sanction was based on findings
that Soares recommended and effected the purchase of securities in the
account of a public customer without
having a reasonable basis for believing that such recommendation was
suitable for the customer based upon
her other security holdings, financial
situation, and needs.

Gregory D. Weinstein (Registered
Representative, Englewood,
Colorado) submitted an Offer of
Settlement pursuant to which he was
fined $10,000 and barred from association with any NASD member in
any capacity. Without admitting or
denying the allegations, Weinstein
consented to the described sanctions
and to the entry of findings that he
maintained a securities account at a
member firm other than his member
firm and failed to notify either firm of
his association with the other firm. In
addition, the NASD found that
Weinstein provided false and misleading information to NASD staff
when responding to staff inquiries,
Weinstein denied having a securities
account at a member firm other than
at his member firm. The findings also
stated that Weinstein disseminated
unapproved and misleading sales literature.

Jacquelyn Straub (Registered
Representative, Emporia, Kansas)
submitted a Letter of Acceptance,
Waiver and Consent pursuant to

Kenneth Mitchell Wiggins, Jr.
(Registered Principal, Kent,
Washington) submitted an Offer of
Settlement pursuant to which he was
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fined $55,000, barred from association with any NASD member in any
capacity, and required to pay $12,000
in restitution to public customers.
Without admitting or denying the
allegations, Wiggins consented to the
described sanctions and to the entry
of findings that he received from a
public customer two checks totaling
$2,000 intended for investment purposes and failed to remit the funds
for their intended purpose, but
instead, caused these monies to be
deposited into the operating account
of his member firm where the funds
were used for the benefit of the firm.
The findings also stated that Wiggins
solicited and raised $290,000 from
six investors to purchase security
interests that were not recorded on
the books and records of his member
firm, thereby precluding the review
of these securities transactions by the
NASD or other regulatory examining
authorities. In addition, the NASD
determined that Wiggins made misrepresentations and omissions to a
customer regarding an investment.
Louis A. Zannella (Registered
Representative, East Providence,
Rhode Island) submitted a Letter of
Acceptance, Waiver and Consent
pursuant to which he was fined
$10,000 and barred from association
with any NASD member in any
capacity. Without admitting or denying the allegations, Zannella consented to the described sanctions and to
the entry of findings that he received
from 27 insurance customers cash
totaling $6,743 intended for auto
insurance premium payments, and,
without the customers’ knowledge or
consent, misappropriated the funds
for his own use and benefit.

Individuals Fined
Howard Mattes Crosby
(Registered Principal, Spokane,
Washington) was fined $12,000.
The NBCC affirmed the sanction fol-

lowing appeal of a Seattle DBCC
decision. The sanction was based on
findings that Crosby effected private
securities transactions with individuals or issuers without providing prior
written notice to his member firm. In
addition, Crosby served as a principal of his member firm without being
registered as a principal.

Firm Expelled For Failure To Pay
Fines, Costs, And/Or Provide Proof
Of Restitution In Connection With
Violations
Post Oak Capital Incorporated,
Houston, Texas

Firms Suspended
The following firms were suspended
from membership in the NASD for
failure to comply with formal written
requests to submit financial information to the NASD. The actions were
based on the provisions of Article IV,
Section 5 of the NASD Rules of Fair
Practice and Article VII, Section 2 of
the NASD By-Laws. The date the
suspension commenced is listed after
each entry. If the firm has complied
with the requests for information, the
listing also includes the date the suspension concluded.
American Financial Services,
Germany (March 15, 1995)
CMS Financial Group, Inc.,
Virginia Beach, Virginia (March
15,1995)

Marc Thomaes Securities, Inc.,
Oradell, New Jersey (March 15,
1995)
Printon, Kane Group, Inc., Short
Hills, New Jersey (March 15, 1995)
Public Fidelity Corporation, Costa
Mesa, California (March 15, 1995)
Robert Todd Financial Corp., New
York, New York (March 15, 1995)
U.S. Securities Corporation, Chevy
Chase, Maryland (March 15, 1995)

Suspensions Lifted
The NASD has lifted suspensions
from membership on the dates shown
for the following firms, because they
have complied with formal written
requests to submit financial information.
Eurocapital Partners, Inc., Laguna
Hills, California (February 17, 1995)
Lone Cypress Capital
Corporation, Phoenix, Arizona
(March 1, 1995)

Individuals Whose Registrations
Were Revoked For Failure To Pay
Fines, Costs, And/Or Provide Proof
Of Restitution In Connection With
Violations
J. Paul Boyle, Bala Cynwyd,
Pennsylvania
William G. Brehmer, Dallas, Texas

First Affiliated Securities, San
Diego, California (March 15, 1995)
First Lauderdale Securities, Inc.,
Fort Lauderdale, Florida (March 15,
1995)
Investors Services, Richmond,
Virginia (March 15, 1995)
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Philip J. Davis, Littleton, Colorado
Mark A. Fischer, Tampa, Florida
David A. Grachek, Omaha,
Nebraska
Kevin F. LaPlante, Maple Grove,
Minnesota
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Ralph D. Meredith, Port Huron,
Michigan
George E. Sledge, Jr., Houston,
Texas

NASD Suspends
Falcon Trading Group, Ltd.
The NASD announced that it has
ordered Falcon Trading Group, Ltd.
(Falcon Trading); its trader, principal,
and part-owner, Glen T. Vittor; and
an associated trader, Philip Gurian, to
pay a total of $410,000 in fines and
$189,125 in restitution. The NASD
also suspended Falcon Trading for 30
business days in all capacities, barred
Vittor from acting as a principal in all
capacities, suspended Vittor for one
year from association with any
NASD member in all capacities,
required Vittor to requalify as a registered representative, and barred
Gurian in all capacities.
The NASD found that Falcon
Trading failed to honor two trades
each for 13,000 shares of Spectrum
Information Technologies, Inc.
(Spectrum) after the price declined
by about 53 percent on a volume of
34.4 million shares. Specifically, the
NASD found that Falcon Trading,
through Vittor, separately bid
PaineWebber, Inc., and Lehman
Brothers, Inc., for 13,000 shares of
Spectrum at 12 7/8 on May 20, 1993,
at 10:11 and 10:13 a.m., respectively.
PaineWebber and Lehman agreed to
the trades and reported the same to
the NASD Automated Confirmation
Transaction Service (ACTSM). Shortly

thereafter, the market price of
Spectrum declined precipitously and
closed at 6, down 53 percent. Falcon
Trading, through Vittor, deliberately
failed to respond to, or confirm, such
trades through ACT. The NASD
found that, over several hours, Vittor
intentionally misled both selling
firms, over several hours, to obstruct
their respective follow-up efforts to
resolve the trades. Vittor subsequently declined both trades through ACT
the following morning. The NASD
found that Vittor engaged in badfaith conduct to mitigate trading losses, without equitable excuse or
justification, thus violating Article
III, Section 1 of the NASD Rules of
Fair Practice.
In its March 1, 1995, decision, the
NASD stated that, “in such cases, we
believe it is necessary to impose a
substantial fine over and above the
restitution amount, to remove any
incentive to ‘ride the market’ and discourage individuals who otherwise
might believe that the only penalty
for refusing to honor trades is a
requirement to compensate others for
any damages incurred.”
The NASD also found that Falcon
Trading, through Vittor, permitted
Gurian, an individual with a revoked
registration and disciplinary history
involving conduct detrimental to public customers, to act in improper
capacities on behalf of Falcon
Trading, including those of a trader.
This activity contravened the Board of
Governors’ Interpretation of Article V,
Section 1 and Article III, Section 1 of
the NASD Rules of Fair Practice.
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The NASD further found that Gurian
knowingly failed to appear for three
written requests for formal on-therecord testimony, thus violating
Article IV, Section 5 and Article III,
Section 1 of the NASD Rules of Fair
Practice.
The NASD’s decision was issued following an appeal of a Market
Surveillance Committee disciplinary
action to the NASD NBCC. This
case was investigated by the NASD
Market Surveillance Department.
The bar in all principal capacities
imposed on Vittor and the bar in all
capacities imposed on Gurian were
effective immediately upon the
issuance of the NBCC’s decision on
March 1, 1995.
While this disciplinary action represents a final enforcement action by
the NASD, the respondents have the
opportunity to file an appeal with the
SEC.
The monetary sanctions set forth
above include a $300,000 fine and a
$189,125 restitution order against
Falcon Trading and Vittor arising out
of their failure to honor their trading
commitments with PaineWebber and
Lehman and their permitting
Gurian’s impermissible activities at
Falcon Trading. Additionally, Gurian
was fined $50,000 for such impermissible activities and $60,000 for
his failure to respond to the NASD’s
requests for testimony.
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FOR YOUR
INFORMATION

SEC Delays Requirements For
Disclosure Of Payment-For-OrderFlow Practices From April 3 To
October 2, 1995
On March 10, 1995, the SEC determined to delay, until October 2,
1995, the effective date of Rule
11Ac1-3 and certain amendments to
Rule 10b-10 concerning disclosure of
payment-for-order-flow practices.
These changes originally were scheduled to go into effect on April 3,
1995.
In addition, the SEC is postponing an
amendment to Rule 10b-10 requiring
a broker/dealer that is excluded from
membership in SIPC to make a disclosure of its non-SIPC status on customer confirmations. This amendment
now is scheduled to take effect on
October 2, 1995.
Although the SEC is delaying the
effective date of these changes, the
SEC staff has advised that it will not
object if members begin complying
with the new requirements before
October 2.

SEC Approves Extension Of
Two Of The Interim SOES Rules
On March 27, 1995, the SEC
approved the NASD’s proposal to
extend, through October 2, 1995, the
effectiveness of two of the Interim
SOESSM Rules—the SOES Minimum
Exposure Limit Rule and the SOES
Automated Quotation Update
Feature. The SOES Minimum
Exposure Limit Rule provides for a
reduction in the minimum exposure
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limit for unpreferenced SOES orders
from five times the maximum order
size to two times the maximum order
size, and for the elimination of exposure limits for preferenced orders.
The SOES Automated Quotation
Update Feature permits market makers to automatically update their
quotes when the market maker’s
exposure limit has been exhausted.
Effective March 28, 1995, however,
the SOES Maximum-Order Size
Rule lapsed and the maximum-size
order eligible for execution
through SOES returned to 1,000
shares. Accordingly, effective
March 28, 1995, the minimum
exposure limit for SOES is 2,000
shares (2 x 1,000). The maximumsize order eligible for execution
through SOES in The Nasdaq
SmallCap MarketSM securities
remains 500 shares.
Questions concerning this should be
directed to Glen Shipway, Nasdaq
Market Operations, at (212) 8584448 or Tom Gira, Office of General
Counsel, at (202) 728-8957.

Foreign Exam Center Changes
Please note the following changes to
the schedule of foreign examination
centers:
• Paris, France—June 24, October 14
• Heidelberg, Germany—June 10,
August 12, October 14
• Tokyo, Japan—June 24
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