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SECURITIES INDUSTRY ASSOCIATION

120 Broadway. New Yark. N.Y. 10271 * (212) 60B-1500 - Facsimile: (212) 608-1604

ﬁbvehber 22, 1989

Mr. Michael A. Macchiaroli
Assistant Director

Division of Market Regulaction
Securicties and Exchange Commission
450 Fifch Streer, M,W,

Washington, D.C. 20549

Dear Mr., Yacchiaroli:

This lecter is submictred on behalf of the Cap1ca1 Commiccee of
the Securicties Indusctry Associacion (" sia*)l/, sIA is

seeking a no-action lecter with respect to the applicabilicy of
the ready market and haircut provisions of Rule 15c3-1 of cthe
Securicies Txchange Act of 1934 (the "Rule”) to securicies of
issuers rot domiciled within the United States and held by U. S.

broker-dealers which have no quoted market within the United '
States.

In 1975, the SEC staff issued a no-action lecter to the
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The Securities Industry Associacion is the trade associa-
tion represencting over 500 securities firms headguarcered
throughout the Unicted States and Canada. Its members
include securities organizations of virtually all
types--investment banks, brokers, dealers and mutual fund
companies, as well as other firms functioning on the floors
of the exchanges. SIA members are active in all exchange
markets, in the over-cthe-~counter market and in all phases
of corporace and public finance. Collectively, they
orovide invesctors with a full spectrum of securicies and
investment services and account for approximately 90% of
the securities business being done in North America.
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International Committee of SIA 2/ interprecing che term.

"ready markec"™ as defined in subparagraph (c)(1ll) of the Rule
with respect to foreign securicies. In that lecter, the SEC
staff set forth certain cricteria, based on the relacionship
between investment quality and marketabilicty and the fact of
listing on an enumerated major foreian exchange, which indicate
markecability and are to be apnlied for 'purposes of dectermining
value under the Rule. Those cricteria reflected the liquidity
of the foreian securities markec in 1975.

Since 1975, new foreign securicties markects have been
established and the volume of trading in foreign securities by
1.5. broker-dealers has increasef significancly. The increased
caritalization, trading and parcticipacion in che foreign
securities markets has created a global marketplace in which
J7.S. broker-dealers are now competing.

The interoretation of "ready markect" contained in the 1975
lecter disadvanctages U.S. broker-dealers in the glnbal
markecvlace because it no longer accuractely assesses the
liquidicty of foreign securicies and resulcts, in some cases, in
onerous haircuts on securities that trade in what are in facc
demonsctrably liquid markecs.

As foreign securities markers have developed, so have new
criteria emerged which can be utilized in more accuracely
determining liguidicty. We therefore request that cthe following
provosal, which we believe sets forth appropriacte standards for
determining che markectabilizy of foreign securicies for
ourposes of satisfying the reauiremencts for a "ready markec”
under the Rule, be adopted as an interpretaction to subparagraph
(c)(11)(i) of cthe Rule. ‘

* » * * *

I. MAREKETABILITY OF FOREIGN EQUITY SECURITIES

A ready markect shall be deemed to exist for foreign equity
securities if any one of the cricteria in Cacegory A applies or
any two cricteria from Cateqory B are applicable.

CATEGORY A

1, The ADRs of the company are traded in cthe Uniced
States and are eicther listed on a U.S. exchange or

2/ December 29, 1975 lecter from Nelson S. Kibler, Assistant

Director, Nffice of Compliance and Financial ReSponsibilicg'
(Footnote continued on next page)
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guotations are reporced by NASDAQ.

The issue is traded on a foreign exchange located in
an OECD country or such exchange has an annual volume
in excess of 25 hillion U.S. Aollar equivalent.

Non-NASDAQ guoted, non-U.S. exchange listed ADRS or
non-NASDAQ quoted, non-U.S., exchange listed foreign
equities are considered readily markecrable up to the
volume of the most recent €four week exchange or
inter-dea’2r trading volume, reduced by prooriecary
ourchases. Volume in domestic and foreign markets may
be aagreaated

The issue is included in an internationally recognized
market index.*

The companv is included in the Primary Alpha list in
London,

B

1.

2.

The issue is traded on a foreign exchange in a
non-0ECD country.

The company has over 100 million in U.S. dollar
equivalent net assets.

The issue is acceptable as collateral for margin debt
under Regulacion T, :

“he debt of the company has been rated in one of the
top four rating categories by at least one recoqnized
stacisctical rating organizacion.*

In the case of all other issues not meecing the cricteria above,
where cthere are bona fide offers to huy and sell in reasonable
gquanticies at scated prices, or liscted on a foreign exchange,
Aeduct 40 percenct of the carrving value for positions held

under 30

days. Thereafter, increase the applicable net capital

deduction by 5% each month until che capical value declines to

zero,.

(Footnote continued from previous page)

to Anthony M. 0O'Connor, Co-Chairman, Internacional
Committee, Securicies Industry Association.
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MARKETABILITY OF FOREIGN DEBT SECURITIES

eady marker shall be deemed to exist ' for the following
eign céebt securircies:

Debt securicies of a foreign issuer not traded flat or in
defaulc as to principal or interest which are publicly
issue? in a principal foreign securicies markecr by (a) a
sovereign national government {(or an encity guaranteed by
such a government) or by a multi~governmental organizacion,
or by (b} a Canadian province or municivalictv.

Jebt seocuricies of a foreign issuer noct traded flat or in
defaulc as to principal or interest which were publicly
issued in a orincipal foreign securicies market (a) which
have been raced in one of the top four rating categoriass by
at least ctwo incernationally recognized stactisctical rating
orgarizacions*, or (b) securities of the same issuer which
have teen issued in the Uinited States and have been raced
in one of the top four racing cacegories by at least two
nationally recognized statistical racring organizations* in
the Uniced Scaces. _

Debt securivies of a foreign issuer not ctraded flat or.in
cdefault as to principal or incerest which are:

“A) acceotable as collateral for margin debc under

2egulation T or; e
3) iisted as having two or more markect makers by the

yssociacion of Ince nacional Bond Dealers {cthe 'AIBD')A—
O L= =

r) L/issued or guaranceed by entities with equicy
securicies which qualify as marketable under one of .
the criteria lisced above or;-

2) issued by companies regisctered with one of che
yinternactionally recoanized securicties exchanges in
councries listed in Appendix A and whose ouctscanding
amount ac issuance was greater than $50 million or:

e

Y guaranceed by an issuer of non-convertible deb: which
is rated in one of the four highest rating categories

by ac least two internationally recognized rating
organizacions.*

Derivacive securicties on securities deemed marketable
pursuant to {l)-(4) above if the counterpart is a U.S.
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registered broker/dealer, a U.S. deposicory inscticurion
with nect assers in excess of $100 million, a foreign bank
with nec assets in excess of $100 million which is subject
to supervision by an authoricty of a sovereign national
governmenct, a mulci-governmencal organ:za:;nn, or a U.S.
regulaced investment conmpany.

In the case of debr securities of a foreign issuer not
traded flac or in defaulr as to principal or interesc, not
meecing one of critsria listed above, trearing these
securicies as readily marketable for a period of cthircy
(30) calendar days following settlement date. Thereafrer,
in che absence of further daca, increasing the applicable
net capital deduction by 5% each month until the capical
value Aeclines to zero.

We anticipate thar the SEC will veriodically update thre
liscing of the indices and racing organizations incluc:3 in
these categories.

SIA appreciates this opportunity to express its views on this
issue. 1If you have any questions regarding this maccer, please
do not hesitace to contact the undersigned at 212 346-5107.

Very truly yours,

N veals

Chairman
Capital Commictee

PJI:mg
1852n/2222A
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Amscerdam
Brussels
rrankfurc
Johanﬁesburg
London
Luxembourgq
Montreal
Paris
Sydney
Tokyo
~7oroncto

Zurich
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APPENDIX A

Recognized Foreign Exchanges






