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ACTION: Proposal of Tempcrary Rules
17h~1T and 17h-2T.

Risk

$Ummany: The Securities and Exchange
Commission is proposing for comment
- temporary Rules 17h-1T and 17h-2T (17

CFR 240:17h-1T and 17 CFR 240.17h-2T)
under the Securities Exchange Act of
1934 (the “Exchange Act"). Proposed
Rule 17h-1T would require broker-
dealers to maintain and preserve
records and other information

-concerning certain of the broker-dealer’s
Associated persons. The requirement to
maintain and preserve records and other
information under proposed Rule 17h-1T
would extend to the financial and
securities activities of the holding
Companies, affiliates, or subsidiaries of

a broker or dealer that are reasonably
likely to have a material impact on the
financial and operational condition of
the broker or dealer, Proposed Rule 17h~
2T would require registered broker-
dealers to file with the Commission
quarterly summary reports of the
information required to be maintained
and preserved by Rule 17h-1T. The
temporary rules are being proposed
pursuant to the authority conferred on
the Commission by the risk assessment
provisions of the Market Reform Act of
1990 and are intended to give the
Commission access to information
concerning the financial and securities
activities of certain broker-dealer
affiliates. The Commission requests
comment on the proposed rules. In
particular, the Commission requests
comment on whether, and to what
extent, reports or information filed by
associated persons of broker-dealers”
with other domestic or foreign
regulatory entities would be sufficient
for Commission risk assessment
purposes.

DATES: Comments to be received on or
before November 5, 1991. ’
ADDRESSES: Persons wishing to submit
written comments should file three
copies with Jonathan G. Katz, Secretary,
Securities and Exchange Commission,
450 Fifth Street NW., Stop 6-9,
Washington, DC 20549. All ccmment
letters should refer to File No. S7-25-91.
All comments received will be available
for public inspection and copying in the
Commission’s Public Reference Room,
450 Fifth Street NW., Washington, DC,
20549.

FOR FURTHER INFORMATION CONTACT:
Michael A. Macchiaroli, (202) 272-2904
or Roger G. Coffin, (202) 272-2396,
Division of Market Regulation, 450 Fiith
Street NW., Washington, DC 20549.

SUPPLEMENTARY INFORMATION:
L. Introduction
A. Background

During the past decade, the securities
markets have experienced expansion
and evolution. The volume of trading on
the securities exchanges and in the over-
the-counter markets has grown
tremendously. The development of
innovative financial products, such as
stock index futures, has linked the
securities and commodities futures
markets through complex trading
strategies implemented by major market
participants. Advances in
communications and information
technology have accelerated the pace at
which information is disseminated
through the markets, increasing the
speed at which the markets react to

information. Trading has expanded
beyond national borders; a global
marketplace has unfolded.

Market participants have adapted and
transformed along with the markets.
Where formerly participants in the U.S.
securities markets were primarily
individual investors, today’s markets are
often dominated by institutional
investors. The broker-dealer community
has reacted to the changes in the _ =
financial landscape through expannkion 4
and diversification. Many broker-
dealers have begun to rely less on
traditional revenue sources, such as
agency transactions, and have become
involved in activities such as
proprietary trading and merchant
banking, which require large capital
bases. To acquire the capital necessary
to remain competitive in a rapidly
expanding global marketplace, firms
have turned to the public equity i
markets, have increased their leverage,
or have merged or affiliated themselves
with other entities.

As a consequence, many large
investment banking firms are now.
owned by holding companies that have
other subsidiaries engaging in financial
and securities related activities
throughout the globe. In many instances,
the holding companies or affiliates of
the broker-dealer operate with little or
no regulatory oversight. These
unregulated entities can attain a degree
of leverage and assume credit risks
which registered broker-dealers, subject
to the Commission’s net capital and
customer protection rules, cannot.
Specifically, many potentially risky
activities, such as interest rate swaps,
bridge loans, and foreign currency
transactions are affected by unregulated
holding companies and affiliates of the
broker-dealer.! In some cases, the
registered broker-dealer’s parent or
affiliates have significantly less capital
than the broker-dealer. Where this
occurs, creditors may rely on the credit
standing of the broker-dealer and the
ability of the holding company to obtain
capital from the broker-dealer to support
bridge financing or other extensions of
credit.

! The Staff of the Commission, based on
conversations with investment banking .
representatives and financial experts, hae estimated
that some of the affiliate entities of the major
broker-dealers have outstanding, at any given point
in time, $50 billion to $100 billion in interest rate
swaps (based on the notional amount of those
transactions) and $15 billion in foreign currency
transactions. In addition, the Staff estimates that
the holding companies of the ten largest firms have
outstanding approximately $2 billion in bridge
loans. )
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B. Existing Regulatory Framework

Existing Commission regulations deal
with capital requirements designed to
insulate broker-dealers and their
customers from the business failure of
the regulated broker-dealer. Specifically,
the net capital rule requires that capital
sufficient to meet reasonable
anticipated business and trading losses
remain in the broker-dealer at all times.
Moreover, the customer protection rule
ensures that customers’ fully paid and
excess margin securities are segregated
and imposes strict controls on use of
other customer funds and securities.

Rule 15¢3~1 under the Exchange Act
(17 CFR 240.15c3~1), the Commission’s
net capital rule, protects customers and
creditors of registered broker-dealers
from monetary losses and delays that
can occur when the registered broker-
dealer fails. In this way, the net capital
rule acts to prevent systemic risk from
the failure of a financial intermediary.
The net capital rule requires registered
broker-dealersto maintain sufficient
liquid assets to enable firms that fall
below the minimum capital
requirements to liquidate in an orderly
fashion without a formal proceeding. By
concentrating on the financial condition
of the broker-dealer, the net capital rule
insulates the broker-dealer and its
customers from financial failures or
difficulties of affiliated entities.?

Rule 15¢3-3 under the Exchange Act
(17 CFR 240. 15¢3-3), the customer
protection rule, complements the net
capital rule by preventing the
misallocation or misuse of customer
funds or securities by broker-dealers.
Among other things, the customer
protection rule limits a broker-dealer's
use of customer monies to finance the
broker-dealer’s businesses, except as
necessary to finance customer
transactions. Both the customer
protection and the net capital rules
focus specifically on the broker-dealer

* However, the fate of a broker-dealer may be
inextricably linked to that of its affiliates. Recently,
the Commission adopted amendments to the net
capital rule concerning the withdrawal of capital
from a broker-dealer by a parent or an affiliate. See
Securities Exchange Act Release No. 26027
(February 28, 1991); 56 FR 8124, (March §, 1991). The
amendments require broker-dealers to notify the
Commission of large capital withdrawals made to
benefit affiliates, subsidiaries and other persons .
refated to the broker-dealer. The amendments also
prohibit withdrawals of capital if the withdrawals
would cause the broker-dealer's net capital to be
less then 25 percent of the deductions required by
the net capital rule as to the broker-dealer's readily
marketable securities. Finally, the amendments give
the Commission the authority to halt, by order,
certain withdrawals of capital on a temporary basis
in emergency situations. The amendments reflect
the Commission’s growing concern about the effect
that related entities can have on the viability of a
broker-dealer.
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itself; the financial condition or the
activities of holding companies,
affiliates, or subsidiaries are not taken
into account. Other recordkeeping and
reporting rules enable the Commission
to obtain records relating to the
financial viability of the registered
broker-dealer. Rule 17a-5 under the
Exchange Act, 17 CFR 240.17a-5,
requires registered broker-dealers to file
with the Commission and the broker-
dealer’s designated examining authority
various reports concerning the financial
and operational condition of the broker-
dealer.®

Rules 17a-3 and 17a-4 under the
Exchange Act (17 CFR 240.17a-3 and 17
240.17a-4), provide for record
maintenance and preservation. Rule 17a-
3 specifies which records broker-dealers
must preserve and maintain. Rule 17a-4
specifies, among other things, that the
records and other information required
to be kept pursuant to Rule 17a-3 must
be maintained in a readily accessible
place. Rule 17a-4 also specifies the time
periods that broker-dealers must
preserve the records required by it and
by Rule 17a-3.

Overall, the Commission’s financial
responsibility and reporting rules have
successfully provided a regulatory
framework for the protection of
customers and creditors of registered
broker-dealers. However, while these
rules call for detailed financial and
operational information of the registered
broker-dealer, they do not require the
broker-dealer to maintain and preserve
records with respect to the activities of
its holding company or affiliated parties.
Although the rules provide a sound
regulatory structure, they do not
completely shelter the broker-dealer
from the failures of affiliated entities.
Broker-dealers are affected by the
financial difficulties of affiliated entities
both directly, by the withdrawal of
capital to meet the obligations of
affiliates, and indirectly, by the effect
such difficulties can have on the broker-
dealers’ ability to obtain financing.

This impact on a broker-dealer can be
exacerbated in times of market stress.
Access to information concerning the
activities of associated persons of
broker-dealers is particularly pertinent
during periods of steep market decline
and volatility. For instance, the
Commission was particularly concerned
about the liquidity and funding of
broker-dealers during both the October
1987 market break and the market
turbulence of October 1989. Those
incidents demonstrated that plunging

2 These reports are filed on the Financial and
Operational Combined Uniform Single Report
{commonly known as the FOCUS report).

stock prices may generate an
environment of uncertainty that will
impact the financial operation of broker-
dealers. An abrupt decline in the market
can increase the credit risk involved in
lending to broker-dealers holding large
inventories of equity relative to their
capital, lenders may thus become
reluctant to continue extending credit. In
addition, some broker-dealers may
experience temporary difficulties in
marketing instruments the proceeds of
which are needed to satisfy the financial
obligations (e.g.. bridge loans) of their
clients. Events such as these could lead
to a funding or liquidity problem for the
holding company parent of a broker-
dealer, which may be forced to look to
the net capital of the broker-dealer as a
means of funding the parent’s business.
Likewise, regulatory concerns about
the financial condition of broker-dealers
can arise at times other than periods of
market decline. For example, the
activities carried out by the affiliates of
a broker-dealer are, in the aggregate,
generally more highly leveraged and
riskier than permitted by the net capital
rule. If a highly leveraged holding
company or other affiliate encounters
financial difficulties, its financial
distress may extend to the registered
firm. Financial problems at the holding
company level or in a significant
affiliate or subsidiary could impact the
ability of the broker-dealer to obtain
short-term financing to meet its
operating and settlement obligations.
Short-term-financings, particularly
through the.commercial paper market
and repurchase agreements, are
commoen firancing devices for broker-
dealers. If the holding company complex
faced a financial predicament; a creditor
or contra party might force the broker-
dealer to provide additional securities
as margin for its repurchase agreements.
Even a small increase in required
margin levels could force the broker-
dealer to liquidate its repurchase
agreements and might drastically reduce
the firm's short-term financing ability.
Similarly, banks may withdraw lines of
credit or restrict lending arrangements
with broker-dealers because the fiscal
health of a related entity has . - -
deteriorated. Accordingly, the ability of
a broker-dealer to continue operations if
a major affiliate ceased operations-or
met with financial difficulties could be
severely impaired. Furthermore, the

_abrupt liquidation of transactions by a

large broker-dealer could seriously
affect other market participants as well
as disturb the markets themselves.
These concerns are illustrated by the
bankruptcy of Drexel Burnham Lambert
Group, Inc. (“Drexel”), the holding



company parent uf Drexel Burnham
Lambert, Inc. (“DBL"), a registered -
broker-dealer. In this case, Drexel had
over $1 billion in commercial paper and
other unsecured short-term borrowings
outstanding. As a result of significant
losses and a downgrade in the rating of
its commercial paper, Brexel found it
increasingly difficult to renew its short-
term borrowings. Drexel was then
forced to turn to the only liquid sources
of capital in its assets—the excess net
capital of DBL and that of an affiliated
government securities dealer.

In a period of approximately three
weeks, and without the knowledge of
the Commission or the New York Stock
Exchange, lne. (“NYSE"), approximately
$220.million of the excess capital was
transferred from the broker-dealer to the
holding company in the form of short-
term loans. When the Commission
became aware of the situation, Drexel or
its affiliates had more than $400 million
in short-term liabilities maturing in two
weeks and an additional $330 millien
maturing the next month.

Ultimately, the Commission and the
NYSE intervened and prohibited further
withdrawals of capital from the
registered broker-dealer. Nonetheless,
after the bankruptcy filing by its parent
Drexel, DBL was forced to declare
bankruptcy and liquidate its assets. This
case clearly demonstrated that the
_viability and the ultimate survival of a
broker-dealer can be linked to that of its
asscciated persons.4

C. The Market Reform Act

Recently, Congress passed the Matket
Reform Act of 1990 (the “Reform Aet")
in response to these and other factors.®
The Reform Act is designed to
strengthen the system of regulatory
oversight over the securities markets
and improve the Commission's
regulatory supervision over broker-
dealers. Section 4 of the Reform Act
enlitled “Risk Assessment for Holding
Comparny Systems" added section 17(h)
of the Exchange Act.®

Section 17(h) provides the
Commission with specific authority to
cbtain information regarding certain
activities of broker-dealer affiliates, but.
does not provide the Commission with
any new authority to regulate the

4 The Comn:ission believes thet the amendments
regarding capital withdrawais. will enable it te
monitor diversions of capital within a multi-layered
holdmg company structure and to anticipate and

pond to similar rios. For a more detailed
deacnphon of the Drexel scenaric, see Securilies
Exchange Act Release No. 28347, (August 15, 1990):
55 FR 34027, (August 21, 1820).

§ Pub. L. No. 101432, 104 Stat. 963 (1990). The
Keform Act also addresses other changes in the
nation’s securities markets.

“15 US.G. #a(h).

.

[
4

activities of those affiliates. New
Section 17(h) augments the
Commission's broad authority with
respect to matters relating to the
financial responsibility of broker-
dealers and builds on the Commission's
statutory authority to adOpt
recordkeeping and re

requirements for broker-dealers under
section 17(a) of the Exchange Act.

Section 17(h) requires broker-dealers
to maintain ard preserve such risk
assessment information as the
Commission by rule prescribes with
respect to those associated persons of
the broker-dealer whose “business
activities are reasonably likely to have a
material impact on the financial and
operational condition" of the broker-
dealer, including the broker-dealer’s
“net capital, its liquidity, or its ability to
finance its operations”.” The statute
provides that the records should concern
the broker-dealer’s “policies,
procedures, or systems for monitoring
and contralling financial and
operational risks to it resulting from the
activities™ of its material associated
persons and should “describe, in the
aggregate, each of the financial and
securities activities conducted by, and
the customary sources of capital and
funding” of associated persons whose
business activities are reasenably likely
to have a material impact on the broker-
dealer”.® In addition, the Reform Act
authorizes the Commission to require
broker-dealers to file, no more
frequently than quarterly, summary
reports of the information and records
maintained pursuant to the risk
assessment rules.®

The Reform Act does not contain a
definition of the term “financial and
securities activities”; however, the
legislative history of the bill illustrates
the types of activities that are intended
to be included in this term.2° The list
encompasses activiiies generally
understood to be engaged in by entities
active in the financial markets.
However, several activities, such as
manufacturing, consumer lending and
certain insurance activities are excluded
and are beyond the scope of the risk
assessment rules.

Section 17(h) of the Act also
empowers the Commission to obtain
more detailed reports {sometimes
referred to as “call reports™) during
periods of market atress or when
information contained in the quarterly
reports or other information leads the

7 See section 17(h)(1) of the Act.

s Id.

® Id.

10 See H.R. Rep. No. 3657, 101st Cong.. 2d Scss., at
34 (1990} (hersinafter the “H. Rep.”)

Commission to conclude that
supplemental information is necessary.

The risk assessment previsions
provide the Commission with broad
authority, either by rule or by order, to
exempt persons or classes of persons
from the recordkeeping or reporting
requirements. The Commission may
grant conditional, permanent or
temporary exemptions. The statuie
directs the Commission to considera
number of factors.in grarnting =
exemptions which are discussed in
greater detail below.

The statute provides that,
notwithstanding any other provision of
law, the Commission may not be
compelled to disclose anry infermation
required to be reported by a broker-
dealer pursuant to the risk assessment
rules or supplied to the Commission by
any domestic or foreign regulatory
agency.!! The statate expressly exempts
risk assessment information from
disclosure to the public under the
Freedom of Information Act. However,
the Commission is nct authorized by the
statute to withhold risk assessment
information from Congress, or from
comglying with a request for
information frem any cther Faderal
agency or department requesting the
information for purposes within the
scope of such agency or department’s
jurisdictien, or from complying with an
order of a court of the United States in
an action brought by the United States
or the Commission.

I1. Proposed Risk Assessment Rules

The Commission preliminarily
believes it would be appropriate to
propose for public comment two
temporary risk assess: rules. The
first is a recordkeeping rdle which
would describe the records and oiher
information that broker-dealers would
be requu'ed to preserve and maintain.
The provisions of proposed Rule 17h-1T
apply to all registered broker-dealers
and to all municipal securities dealers
for which the Commission is the
appropriate regulatory agency.

The second would be a reporting rule,
and together with the proposed Form
17-H, would set forth the reporting
requirements for broker-dealers. Under
proposed Rule 17h-2T, broker-dealers
would be required to file quarterly
reports summarizing the information,
rccords. and any other material
compiled pursuant to proposed Rule
17h-1T. Rules 17h-1T and 17h-2T are
being proposed on a temporary basis to
initiate the risk assessment program &s
soon as practicable. The Commission

11 See saction 17(h)(5) of the Act.
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expects that final rules will be proposed
and adopted after the staff has gained
some experience with the information
obtained pursuant to the temporary
rules.

A. Reporting and Recordkeeping
Requirements

Proposed Rule 17h-1T would require
broker-dealers to maintain and preserve
two general categories of information
concerning each Material Associated.
Person of the broker-dealer.!2 The first
concerns the holding company
organization and risk management
poiicies. The second concerns the
financial condition of the enterprise and
includes information such as
consolidating and consolidated financial
statements. The records and information
required to be maintained and preserved
pursuant to proposed Rule 17h-1T will
be subject to routine inspection by the
Commission. Pursuant to proposed Rule
17h-2T, the reporting rule, broker-
dealers will be required to file quarterly
suramaries of the information
maintained p&rsuant to Rule 17h-1T on
proposed Form 17-H. The following
general categories of information will be
required.

1. Organization, Policies and Risk
Management Procedures

(a) Organizational Chart. Paragraph
(a)(1)(i} of proposed Rule 17h-1T would
require a broker-dealer to maintain an
organizational chart of the holding
company structure. This chart should
provide a bird's eye view of the entire
organization, Included in the
organizational chart would be a
designation of which associated persons
are Material Associated Persons,
together with a statement of the major
business lines conducted by the
associated persons. The organizational
chart would also reflect a flow chart of
the organization’s consolidation process,
which the Commission understands is
normally prepared as a part of the audit
procedure. Proposed Form 17-H
specifies that the chart would be
included in the first risk assessment
filing made by the broker-dealer and in
the year end filing. Quarterly updates
are required only when a significant
change has occurred in the information
on file with the Commission,

»

32 The term “Material Associated Person” is
defined in the proposed rules. The recordkeeping
and reporting requirements of the proposed risk
assessment rules would only extend to those
associated persons designated as “Material
Associated Persons" by the broker-dealer. The
guidelines to be used by broker-dealers in
designating Material Associated Persons are
discussed in Part B of this section. infra.
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(b) Risk Management Policies.
Paragraphs (a)(1) (ii) through (iv) of
proposed Rule 17h-1T would require
broker-dealers to maintain specific
types of risk management policies. The
records required will relate to the )
broker-dealer’s procedures or standards
for monitoring and controlling the risks
to it resulting from the activities of the
Material Associated Persons and would
include policies regarding the broker-
dealer's and each Material Associated
Persons': (1) Credit controls and
collateral procedures; (2} sources of
funding; and (3) trading risks. The types
of policies and procedures required by
the risk assessment rules would pertain
to the financial and securities activities
of the Material Associated Persons only
insofar as such activities relate to, or
could have an impact on, the registered
broker-dealer. The Commission believes
these records will be instrumental in
attaining an understanding of the
internal risk management arrangements
in place in the industry. Broker-dealers
would be required to include copies of
these policies in the first Form 17-H
filing and update them on a quarterly
basis only if a material change has
occurred in the information on file with
the Commission.

(c) Material Legal Proceedings.
Paragraph (a)(1)(v) would require
broker-dealers to keep records that
describe all material pending legal or
arbitration proceedings that are required
to be disclosed under generally accepted
accounting principles to which any
Material Associated Person is a party,
or of which any of its property is the
subject. This information should be kept
in generally the same form and content
required by Item 103 of Regulation S-K.
This information would be filed with the
Commission in the broker-dealer’s first
Form 17-H; updates would be required
only where a material change in the
information on file with the Commission
has occurred.

(d) Capital Adequacy Information.
Paragraph (a)(1)(vi) would require
broker-dealers to maintain capital
adequacy information concerning each
Material Associated Person. This item
would require records to be maintained
concerning: (1) Information relating to
total equity and regulatory capital
relative to assets; (2) a brief narrative
discussion by management concerning
the liquidity of assets; and (3)
information about the sources of and
plans for raising outside capital. Broker-
dealers would be required to file these
policies with the Commission on an
annual basis.

The Commission preliminarily
believes that many broker-dealers and

their affiliates generally create the
records embodying the types of policies.
procedures, and standards required by
the risk assessment rules for rating
agency, internal or other uses.
Moreover, the Commission wishes,
wherever possible, to allow broker-
dealers to use information that is
publicly available or has been created
for other use. Therefore, the Commission
requests comment on the potential
impact of these requirements as well as

on what types of records are regularly

maintained by broker-dealers for
internal risk management purposes.

2. Financial Information

As noted above, the second general
category of risk assessment information
required by proposed Rule 17h-1T
includes financial information pertinent
to assessing risk in the holding company
system. A quarterly summary of the
majority of this information will be
required to be filed pursuant to
proposed Rule 17h-2T.

(a) Financial Statements.—The
Commission believes that the
information contained in the financial
statements will be one of the most
important elements of the risk
assessment filing with the Commission.
The following financial statements, on a
consolidating and consolidated basis,
would be required: (1) Balance sheet; (2)
statement of income; (3) statement of
cash flows; and (5) notes to the financial
statements. The consolidating and
consolidated financial statements
should include the broker-dealer’s
ultimate parent and all of its associated
entities and depict the organization on a
total entity basis to enable the staff to
assess its overall financial condition.?3

The financial statements would be
required to be prepared in the form and
content specified by Regulation S-X and
would be prepared in accordance with
generally accepted accounting principles
in the United States (“U.S. GAAP”).
With respect to associated persons that
use a comprehensive set of accounting
principles other than U.S. GAAP, a
reconciliation t> U.S. GAAP should be
included in a note to the financial
statements. The note should indicate the
comprehensive body of accounting
principles used to prepare the financial
statements. The reconciliation of U.S.
GAAP may, however, be limited to
income from continuing operations
before income taxes and the equity
portion of the balance sheet. The

13 In case where it would be appropriate, a
broker-dealer could combine into a single entry a
number of immaterial entities that do not have
significant operating revenues.




reconciliation should provide a
narrative description of the items that
are treated differently by U.S. GAAP
and should quantify such items if the
Materia! Associated Person is required
to prepare a quantitative comparison to
lU.S. GAAP under any applicable federal
aw.

The financial statements should also
be accompanied by the footnotes
required by GAAP and any other
infcrmation necessary for an
understanding of the information being
presented (e.g., summary of significant
accounting policies). However, the

Commission believes that the additional -

footnotes required by Regulation S-X
but not required by GAAP may be
omitted.

Additionelly, the notes to the financial
statements required by GAAP should be
provided only for the consolidated
financial information. Footnote
disclosure which would substantially
duplicate the disclosure contained in the
most recent annual consolidated
financial statements may be omitted
from the quarterly financial statements.

The quarterly financial statements
should include information on both a
quarterly and year-to-date basis.
Comparative financial statements
should also be filed for the quarterly and
year-to-date congolidated financial
information. For further instructions,
broker-dealers should refer to Form 17-
H which contains a comprehensive set
of instructions to be used by broker-
dealers in completing the financial
statement requirement. :

(b) Aggregate Securities and
Commodities Positions. Aggregate
securities and commodities information
will be critical to understanding the
investmen* and trading activities of each
Material Asscciated Person and will
permit the staff to evaluate the degree of
risk undertaken by each firm. Paragraph
(a)(2)(iii) would include the aggregate
amount of limited partnership interests
owned by each Material Associated
Person. Aggregate position data, in a
level of detail roughly comparable to
that required by the FOCUS reports, will
be required ta be filed quarterly on Form
17-H. Additiona!ly, the rules require a
separate listing of each position where
any single position exceeds & defined
Materiality Threshold.*4

14 The term “Materiality Threshold™ is defined in
the proposed rules to mean the greater of: (A) $100
million; or (B) 10 percent of the broker-dealer's
tentative net capital or 10 percent of the Material
Associated Person's tangible net worth, whichever
is greater.

The Commission requests comment on
the burdens imposed by a requirement
to compile aggregate position data. In
particular, commentators should
address whether this information is
currently maintained, and whether it
can be compiled within the time frames
established by the proposed risk
assessment rules. The Commission also
requests comment on the impact the
aggregate securities and commodities
requirement could have on any “Chirese
Wall"” protecticns put in place by
broker-dealers to alleviate insider
trading concerns.

(c) Aggregate Amounts of Interest
Rate Swaps and Other Financial
Instruments With Off-Balance Sheet
Risk. Paragraph (a)(2)(iv}) of proposed
Rule 17h-1T would require broker-
dealers to maintain records which
reflect the aggregate notional amounts
and gross payments owed under interest
rate swaps, currency exchange swaps,
forward agreements, commodity or
stock index swaps or other financial
instruments with off-balance sheet risk
where the Material Associated Person
incurs principal risk or otherwise
operates a trading book. For the
purposes of this requirement, the term
“financial instruments with off-balance
sheet risk” has the meaning given in
Statement of Financial Accounting
Standards No. 105. However, only
trading commitments would fail within
the scope of this requirement.
Commitments made in connection with
non-financial or non-securities
sciivities, such as where a Material
Associated Person enters into a
currency exchange agreement to
minimize currency rigsk in long-term
contract with an overseas entity would
not be reported. Aggregate quarterly
summarizes of this information would
bz filed on Form 17-H, with a separate
entry of each commitment where the
notional or contractuz! amount exceeds
the Materiality Threchold.

{d) Bridge Loans and Material
Unsecured Extensions of Credit.
Historically, bridge loans have been
among the riskier activities conducted
by the associatad persons of brokerage
houses. Although the Commission
understands that the amount of new
bridge loan financing has declined
significantly or has ceaced sltogether
and is not currently a major problem,
current exposures need to be monitored
on an ongoing basis. Aggregate data
would be maintained and filed with the
Commission, with a separate listing of
large exposures.

(e) Material Credit Extensions
Between a Material Associated Person
and Other Associated Persons Whether

or Not Designated Material Associated
Persons. Paragraph (a)(2)(vi) would
cover a material loan by a Material
Associated Person to an affiliate outside
of the immediate or secondary holding
company structure whiclh may not be
designated a Material Associated
Person. The Commission believes this
information will help to provide an early
warning function in situations where
sudden capital distributions presage
funding or other financial difficulties in
the holding company system. ‘

{{} Commercial Paper and Qther
Financing Information. Many broker-
dealers rely on short-term financing,
chiefly commercial paper, to fund their
daily operations. Most of the
commercial paper is issued by the
immediate holding company of the
registered broker-dealer, and the
Commission believes that careful
monitoring of this important funding
source will be an integral component of
the risk assessment program. Paragraph
(a)(2){vii) of proposed Rule 17h-1T
would require information regarding any
financing arrangement where a payment
is scheduled to be made by a Material
Associated Person within one year.

() Investments in Affiliated
Companies. Paragraph (a)(2)(viii) of
proposed Rule 17h-1T would require
broker-dealers to keep records
concerning each Material Associated
Person’s investments in associated
companies. This item will be useful, in
conjunction with the financial
statements, to analyze the overall
financial structure of tke reporting
entities. .

{h) Material Mortgage Loan and Real
Estate Activities. The Commission is
particularly concerned about the impact
mortgage loans and real estate
investments made by Material
Associated Perscns could have on the
broker-dealer. Therefore, the
Commission expects the staff to pay
particular attention to these activities.

Included in the recordkeeping and
reporting requirements would be
information regarding the real estate or
mortgage loan or investment type (e.g.,
commercial or residential), a geographic
distribution and breakdown of such
activities by year, and information
about non-performing and defaulting
investments or loans. The Commigsion
stresses that here, as well as throughout
the risk assessment recordkeeping and
reporting rules, broker-dealers are
encouraged to utilize data that has been
already created for regulatory or
internal management use. Moreover, the
Commission solicits comment on the
types of records created for
management and whether the proposed
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rules will create a significant
recordkeeping and reporting burden.

(i) Material Lease Financing
Activities. Aggregate data concerning
the lease financings activities of
Material Associated Persons will be
required. Certain broker-dealer affiliates
currently engage in activities consisting
of direct financing and leveraged leasing
of transportation, data processing and
other equipment and facilities. Quarterly
data would be filed to the Commission
on Form 17-H.

The Commission requests comment on
the above recordkeeping and reporting
requirements. Specifically, the
Commission requests comment from
broker-dealers that are owned by
foreign entities or other U.S. regulated
companies that currently file financial
information with such foreign or U.S.
regulatory agencies. The exemptive
provisions of Rules 17h~1T and 17h-2T
permit the Compission to accept, in
appropriate circumstances, the financial
statements and other data filed with
other regulatory bodies for the purposes
of risk assessment. The Commission
therefore requests comment on the form
and content of such financial data and
whether, and in what circumstances it
would be appropriate to allow broker-
dealers to file, without reformatting,
already existing financial information
with the Commission.

B..Scope of Risk Assessment Rules

The statutory standard requires
broker-dealers to keep records with
respect to those associated persons of
the broker-dealer whose “business
activities are reasonably likely to have a
material impact on the financial and
operational condition of the broker-
dealer”. The term associated person of a
broker or dealer is defined in section
3(a)(18) of the Exchange Act.!5 For the
purposes of the risk assessment rules,
the term does not include natural
persons,18

The Reform Act does not define which
associated persons would fall under the
statutory standard; however, the
legislative history accompanying the
Reform Act suggests a flexible facts and
circumstances approach.}? The

1# Section 3(a)(18) of the Exchange Act, 15 U.S.C.
78c(a){18). defines an “associated person of a broker
or dealer” as “any partner. officer. directar, or
branch manager of such broker or dealer (or any
person occupying a similar status or performing
similar functions), any person directly or indirectly
controlling, controlled by, or under common control
with such broker or dealer, or any employee of such
broker or desler * ¢ *."

1¢ See Section 17(h)(1) of the Act.

17 See H. Rep. 27.
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determination of which associated
persons are material to the registered
broker-dealer should depend on an
examination of the relevant facts an
circumstances. In this regard, the
Commission does not believe it would
be appropriate to establish a rigid test
that would apply to all associated
persons in all circumstances because of
the many diverse holding company
structures that currently own all or a
part of registered broker-dealer. Rather,
the Commission preliminarily believes
that it would be appropriate, especially
in the initial phase of the risk
assessment program, to leave the
determination of which affiliates would
have a material impact up to the
reporting broker-dealer. Therefore, the
proposed rules include the concept of a
“Material Associated Person,” the
designation of which would trigger the
risk assessment recordkeeping and
reporting obligations.

In determining whether an associated
person is a Material Associated Person,
however, broker-dealers must generally
consider the nature of the legal and
financial relationship between the
broker-dealer and its associated person,
the probability that the associated
person'’s activities may have an adverse
impact on the firm, and the magnitude of
that impact. Proposed Rule 17h-1T
includes an illustrative list of factors
relevant to a materiality determination.
The following factors are contained in
the proposed rule.

The first relevant factor to the
determination of materiality is the .
nature and proximity of the relationship
between the registered firm and an
associated person. The relationship may
depend on the position a broker-dealer
occupies within a holding company
hierarchy. For example, some broker-
dealer holding company structures
consist of at least two layers. The first
holding company level usually includes
the direct holding company parent of the
broker-dealer and a number of related
financial services entities. The
Commission preliminarily believes the
activities of these entities are
unquestionably material to the broker-
dealer and they should be designated
Material Associated Persons. The next

. layer may consist of a corporate holding

company which has a controlling
interest in the broker-dealer holding
company and often one or more other
intermediate holding companies that
engage in businesses independent of the
broker-dealer. The reach of the
proposed rules will, in some instances,
extend farther than the broker-dealer's
immediate parent and its affiliates. For
example, other immediate holding

companies and the ultimate parent
corporation may meet the material
impact test. A potential bankruptcy
filing by the ultimate parent compary
could directly threaten the broker-
dealer's ability to obtain credit or might
interfere with the broker-dealer's access
to the clearance and settlement system.
On the other hand, there may be
situations where, after an evaluation cf
all the relevant circumstances, it
appears that associated persons in the
upper levels of the holding company
hierarchy could have only a remote
impact on the financial and operational
condition of the broker-dealer and they
should not therefore, be designated
Material Associated Persons.

Another factor relevant to the
materiality analysis is the overall
funding needs of the broker-dealer and
the degree, if any, to which the broker-
dealer is financially dependent upon the
associated person. Specifically, where a
Eroker-dealer relies on the commercial
paper or other unsecured credit of the
holding company for financing, the
broker-dealer would be materially
affected by an acceleration or call by
holders of such obligations because of
events at the holding company level.
These circumstances would be
particularly troublesome if the broker-
dealer, the holding company or other
affiliates lacked sufficient liquid assets
or alternative lines of credit to replace
the unsecured financing. These
conditions existed in the case of Drexel
and its registered broker-dealer DBL.

The degree to which the broker-dealer
or its customers rely on the associated
person for operational services or
support is also a factor. Merely offering
products or services to the customers of
a broker-dealer, such as the insurance
products to brokerage customers will, by
itself, not rise to the level of materiality
called for by the proposed rules.
However, if the broker-dealer relies on
the associated person for significant
operational facilities or services, the
activities or financial troubles of the
associated person may well have a
material impact on the financial or
operational condition of the broker-
dealer. Within this category are those
associated persons who provide
financial services to customers of the
broker-dealer, as in the case of an
interest rate swap or a bridge loan
arranged by an associated person in
connection with underwriting or merger
activities.

A fourth materiality factor is the level
of risk present in the activities of the
broker-dealer or its associated persons.
For instance, some financial and
securities activities, such as agency
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securities trangactions not involving
margin lending or mutual {u:: %
distributions, involve lower degress of
risk than do merchant banking
activities, commercial lending, insurance
underwritting, proprietary trading, and
venture capital activities. Consequently,
associated persons that engage in
activities associated with high degrees
of risk are more likely to encounter
financial difficulties, and are therefore
more likely to have a material impact on
the registered firm. Additionally, a
relevant consideration in this category is
the degree of leverage in the associated
entity. Activities which by themselves
do not entail a high level of risk become
riskier when conducted with an
inordinate degree of leaverage.

Finally, the extent to which the
associated person has the ability or the
authority to cause a withdrawal of
capital from the broker-dealer is a
central consideration under the
proposed rules. Where the holding
company or an affiliate of a broker-
dealer has the ability to remove capital
from the firm, either in the form of
dividends, other than routine dividends
paid out of a portion of current operating
profits, or repayment of debt or loans,
that person's activities generally are
material to the broker-dealer. The
recordkeeping and reporting
requirements of proposed Rules 17h-1T
and 17h-2T would, in many cases, be
triggered with respect to any associated
person with such authority.

The Commission believes that broker-
dealers should make the initial
determination, based on overall facts
and circumstances, of which associated
persons are Material Associated
Persons. Once the risk assessment
program has commenced, the
Commission will be able to oversee and
evaluate the decisions made by each
broker-dealer. The Commission believes
that this approach is the most workable
manner to praovide guidance to the
industry on this issue. Moreover. the
Commission expects that the early
stages of the risk assessment program
will be characterized by a continuing
dialogue between the broker-dealer
community and the staff. Through this
dialogue, the staff will be able to
identify which entities should be
included in the broker-dealer's risk
assessment reports.

3. Filing Requirements

Proposed Rule 17h-1T specifies that a
Form 17-H must be filed within forty-
five days after the end of each of the
broker-dealer's fiscal quarters. Broker-
dealers may file the cumulative year-end
financial statements within 90 days of
the end of the fisca! year. In such a case,

the information regarding aggregate
securities and commodities positions,
real estate, and the other items included
in Part I of Form 17-H would still have
to be filed within 45 days of the fiscal
year end. Proposed Rule 17h-2T also
specifies that the material complied by
broker-dealers must be preserved in
accordance with the provisions of Rule
17a-4. For example, Rule 17a-4 requires
that records must be maintained in a
readily accessible place. Proposed Rule
17h-2T also requires broker-dealers to
keep the information for a period of not
less than three years. All information
filed to the Commission pursuant to
proposed Rule 17h-2T will be deemed
confidential.

The Commission notes that the
proposed rules contain a procedure
available to holding companies that
contain more than one registered
broker-dealer. In these instances, the
largest broker-dealer in the organization
may apply to the Commission to be
designated a “Reporting Broker or
Dealer” for the purposes of the risk
assessment rules. Once the Commission
has designated a particular broker-
dealer the Reporting Broker or Dealer
for the organization, only the Reporting
Broker or Dealer would be required to
file risk assegssment information with the
Commission, and the other registered
broker-dealers in the enterprise would
be relieved of the filing burden.

4. Exemptions

The risk assessment provisions of the
Reform Act were designed to give the
Commission greater advance warning of
situations, such as the Drexel failure,
which could have a significant impact
on the functioning of the markets and
investors in general. The proposed risk
assessment rules are intended to give
the Commission access to the types of
information that will alert the staff to
potentially significant problems within a
broker-dealer holding company. The
Commission preliminarily believes that
the majority of registered broker-dealers
that conduct a business with the public
do not pose the types of risks the
Reform Act was designed to address.!®
The Commission initially believes that
the risk assessment program should
include the segment of the industry that
includes the broker-dealers that pose the
greatest risks to customers and to the
markets.19

18 According to the Senate Report, “it is
anticipated that the SEC would seek to exempt from
the recordkeeping and reporting requrements
broker-dealers whose activities are de minimis in
nature.” 8. Rept. at 58

1% In actual practice, the Commission expects the
:‘lafll to focus their efforts on the largest 50 broker-

ealers.

Inclieded in the group of brokers or
dealers whose activities are not likely to
pose a material threat to the investing
public or the marketplace are the many
limited purpose mutual fund brokers
who are already exempt from the
provisions of the customer preection
rule. This category would include the
firms associated with insurance
companies that are registered with the
Commission as broker-dealers in order
to offer variable annuity and other
insurance related products. The
Commission believes these limited
purpose firms are beyond the intended
scope of the risk assessment program
and therefore, proposes to exempt them
from the rules.

Additionally, to limit the application
of the rules to all but the most
significant broker-dealers, the

£y

‘Commission is proposing an exemption

for all broker-dealers that maintain
capital including subordinated debt of
less than $5 million and who do™hot
carry customer accounts.

Finally, any broker or dealer may, by
application, request an individual
exemption from the Pules. Section 17{h)
directs the Commission to consider a
number of factors which have been
incorporated into the draft rules. These
include: The availability of information
from another regulatory agency: the
primary business of an associated
person; the nature and extent of
domestic or foreign regulation; the
nature and extent of the broker-dealer’s
securities activities; and the amount of
assets and revenues derived from and
involved in United States securities
activities. For example, it may be
appropriate to relieve a particular
broker-dealer or class of broker-dealers
from the specific provisi(lns of proposed
Rule 17h-1T where comparable
information is already maintained and
copies thereof are filed pursuant to
proposed Rule 17h2T.

Comment is requested on the
proposed exemptive provisions, and
specifically whether they should be
expanded to include other groups of
broker-dealers.

5. Special Provisions for Banks and
Insurance Companies

The Commission recognizes that
certain associated persons of broker-
dealers are subject to the supervision of
either a federal banking agency or a
state insurance commissioner or similar
official. To eliminate the need for banks
and insurance companies to maintain
two sets of records, the Commission is
proposing special provisions for these
entities.
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With respect lo a Material Associated
Person that is subject to the supervision
of a Federal banking agency, the
proposed rules provide that broker-
dealers may provide to the Commission
copies of the reports filed with the
appropriate banking regulator. The
Commission notes that 1t has the
authority to obtain more detailed call
reports from the bank provided it first
consults the federal banking agency to
determine whether the information
needed is available from such agency
for other purposes, unless the
Commission determines that any delay
resulting from such consultation would
be detrimental to the financial well-
being of the broker-dealer.

The Commission is proposing similar
provisions for Material Associated
Persons subject to the supervision of a
state insurance cemmissioner or similar
official. Under the proposed rules, a
Material Associated Person organized
as a mutual insurance company would
satisfy the risk assessment rules if the
broker-dealbr provides to the
Commission copies of annual and
quarterly reports filed by the parent
insurance company with the state
insurance regulator of the parent’s
domiciliary state. Additonally, mutual
insurance companies would be required
to maintain at the broker-dealer copies
of the exhibits and the schedules to the
annual and quarterly reports, together
with copies of the annual and quarterly
reports prepared by other affiliated
insurance companies in the holding
company structure. In the case of an
insurance company organized as a stock
company, the broker-dealer would be
required to provide copies of the filings
made by each Material Associated
Person with the Commission under
sections 13 or 15 of the Act, together
with filings made under the Investment
Company Act of 1940. The broker-dealer
would be required to maintain, but not
provide, copies of the annual and
quarterly reports filed by such stock’
insurance companies with state
insurance regulators. Additionally,
where applicable, a brief reconciliation
of the differences between the statutory
accounting method used in the Annual
and Quarterly Reports and GAAP is
required.

.111. Request for Comment

The Commission requests comment on
the proposed rules and form.
Commentators are invited to address the
scope of the proposed risk assessment
rules and the potential burdens imposed
by them. The Commission solicits
comments from broker-dealers regarding
what types of risk assessment
information they currently maintain.
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In addition, the Commission requests
comment on the approach and impact of
the risk assessment rules on the broker-
dealers that are owned by foreign
entities and those broker-dealers owned
by U.S. entities whose associated
persons are regulated by U.S. regulatory
entities. These firms should address the.
recordkeeping and reporting
requirements imposed on their Material
Associated Persons to enable the
Commission to evaluate whether the
information reported to foreign or
domestic regulators would be sufficient
for Commission risk assessment
purposes. Specifically, the Commission
requests comment on the form and
content of the reports filed by
associated persons of broker-dealers
with other domestic or foreign regulators
(such as Japan's Ministry of Finance}.

The Commission also invites comment
on the exemptive provisions of the
proposed Rules. The Commission
particularly requests comment whether
a category of broker-dealers other than
those proposed to be exempted in the
rules should also be included.

Finally, the Commission requests
comment on whether any additional
requirement, rules or amendments to
existing rules are appropriate to address

the concerns raised by the development

of complex holding company structures
to which many brokers and dealers
belong.

IV. Summary of Initial Regulatory
Flexibility Analysis

The Commission has prepared an
Initial Regulatory Flexibility Analysis
("IRFA") in accordance with 5 U.S.C.
630 concerning the proposed rules. The
analysis notes that the objective of the

roposed rules is to enable the

mmission to obtain information
concerning the risks to registered
broker-dealers created by the business
activities of the broker-dealer’'s holding
company, affiliates, or subsidiaries.
Smaller broker-dealers will generally
not be affected by the proposed rules
because the rules exempt froin their
requirements certain smaller entities. A
copy of the IRFA may be obtained by
contacting Roger G. Coffin, Division of
Market Regulation, Securities and
Exchange Commission, 450 Fifth Street,
NW., Washington DC, 20549, (202) 272~
2396.

V. Statutory Analysis

Pursuant to the Securities Exchange
Act of 1934 and particularly sections 17
and 23 thereof, 15 U.S.C. 78q and 78w,
the Commission proposes to add a new
240.17h-1T and 240.17h-2T, to title 17 of
the Code of Federal Regulations in the
manner set forth below.

List of Subjects in 17 CFR Parts 240 and
249

Reporting and recordkeeping
requirements; Securities.

VL Text of the Proposed Rules

In accordance with the foregoing, title
17, chapter Il of the Code of Federal
Regulations is proposed to be amended
as follows:

PART 240—GENERAL RULES AND

- REGULATIONS, SECURITIES

EXCHANGE ACT OF 1934

1. The authority citation for part 240 is
amended by adding the following
citation:

Autbority: 15 US.C. 77¢, 77d, 77, 771, 78c,
78d, 78i, 78j, 78l, 78m, 78n, 780, 78p, 78s, 78w,
78x, 79q, 79t, 80a-29, 80a-37, unless otherwise
noted.

* * * * L

240.17h-1T also issued under 15 US.C. 78q.

2. By adding § 240.17h-1T to read as
follows:

§ 240.17h-1T7 Risk Assessment

Requirements for
Associated Persons of Brokers and
Deaters.

(a) Requirement to maintain and
preserve information. (1) Every broker
or dealer registered with the
Commission pursuant to section 15 of
the Act, and every municipal securities
dealer registered pursuant to section 158
-of the Act for which the Commission is
the appropriate regulatory agency.
unless exempt from the provisions of
this section pursuant to paragraph (c) of
this section, shall maintain and preserve -
the following information:

(i) An organizational chart which
includes the broker or dealer and all its
associated persons, together with a flow
chart of the organization’s consolidation
process. The organizational chart shall
reflect all material business lines
conducted by the broker or dealer and
the associated persons of the broker or
dealer. Included in the organizational
chart shall be a designation of which
associated persons are Material
Associated Persons;

{ii) Written policies, procedures, vr
standards concerning the credit controls
and the extension of credit, including
collatcral procedures of each Material
Associated Person;

(iii) Written policies, procedures, or
standards concerning the financing of
each Material Associated Person,
including information regarding bank
loans, repurchase agreements, stock
loans, commercial paper, medium-term
and long-term notes, subordinated debt



and the issuance of equity or preferred
stock;

(iv) Written policies, procedures, or
standards concerning the financing
trading risks assumed by each Material
Associated Person, including records
regarding reporting responsibilities for
trading activities, policies relating to
restrictions or limitations on trading
securities and financial instruments or
products, and a description of the types
of reviews conducted to monitor existing
positions, and limitations or restrictions
on trading activities;

(v) A description of all material
pending legal or arbitration proceedings
that are required to be disclosed under
generally accepted accounting principles
to which any Material Associated
Person is a party, or of which any of its
property is the subject; and

(vi) Information regarding the capital
. -adequacy of each Material Associated
Person, including a brief narrative
discussion by management of the
liquidity of the material assets, the
structure of debt capital, and sources of
alternative funding.

(2) Every broker or dealer registered
with the Commission pursuant io
section 15 of the Act, and every
" municipal securities dealer registered
pursuant to section 15B of the Act for
which the Commission is the
appropriate regulatory agency, unless
exempt from the provisions of paragraph
(a) pursuant to paragraph (c) of this
section, shall maintain and preserve the
following records:

(i) Consolidated and consolidating
balance sheets, prepared in accordance
with generally accepted accounting
principles, as of the end of the quarter
for the broker or dealer and each
Material Associated Person. For the
purposes of paragraphs (a)(2) (i) and (ii)
of this section, broker or dealer shall
include its ultimate holding company or
parent;

(ii) Quarterly consolidated and
consolidating income statements and
consolidated cash flow statements,
prepared in accordance with generally
accepted accounting principles, for the
broker or dealer and each Material
Associated Person;

(iii) The amount at the end of the
quarter, and the highest and lowest
amounts during the quarter, of the
aggregate securities and commodities
positions, together with limited
partnership interests held by each
Material Associated Person, including a
separate listing of each single unhedged
securities or commodities position, other
than U.S. government and agency
securities, that exceeds the Materiality
Threshold at any time during the
quarter;

(ivj The amount at the end of the
quarter, and the hizhest and lowest
amounts during the quarter, of the
aggregate notional or contractual
amounts of, and the gross payments
owed under, any interest rate, currency,
commodity .or stock index swaps, or
other similar financial instruments with
off-balance sheet risk (as defined in
Statement of Financial Accounting
Standards No. 105), where the Material
Associated Person incurs principal risk
or otherwise operates a trading book,
not including commitments made in
connection with non-securities or non-
financial activities, with a separate
entry of each commitment where the
notional or contractual amount exceeds
the Materiality Threshold at any time
during the quarter;

(v) The amount at the end of the
quarter, and the highest and lowest
amounts during the quarter, of the
aggregate amount of the bridge loans
and material unsecured extensions of
credit with an initial or remaining
maturity of less than one year by each
Material Associated Person, together
with the allowance for losses for such
transactions, including a specific
description of any extensions of credit
to a single borrower exceeding the
Materiality Threshold at any time during
the quarter;

(vi) The amount at the end of the
quarter, and the highest and lowest
amounts during the quarter, of the
aggregate amount of material extensions
of credit, loans or advances, whether
secured or unsecured, between by each
Material Associated Persons to other
associated persons of the broker or
dealer, whether or not designated
Material Associated Persons, including
a specific description of any transaction
that exceeds the Materiality Threshold
at any time during the quarter;

(vii) The amount at the end of the
quarter, and the highest and lowest
amounts during the quarter, of the
aggregate amount of the commercial
paper, material unsecured borrowing,
other material short-term financings
scheduled to mature within one year,
and the principal installments of long-
term or medium-term debt scheduled to
mature within one year;

(viii) The amount at the end of the
quarter, and the highest and lowest
amounts during the quarter, of the
aggregate amount of material
investments in equity, debt or any other
commitments to invest in any affiliated
companies by each Material Associated
Person;

(ix) Aggregate data relating to real
estate activities, including mortgage
loans and investments in real estate

conducted by each Material Associated
Person, including: ,

{A) The Material Associated Person's
lending and risk management policies
and procedures, including minimum
loan-to-appraised value ratios;

(B) The types of properties securing
loans and investments and the amounts
of loans and investments secured by
each type;

(C) The gecgraphic distribution, as of
the end of the quarter, by amount of
such loans or investments and the year
such loans were made (with all loans
made in the previous five years being a
single category);

(D) The Material Associated Person’s
policy for placing loans on non-accrual
status;

{E) The aggregate carrying value of
mortgage loans which are not current as
to interest or principal, which are in the
process of foreclosure, have been
restructured, or where a required
payment has not been made within 60
days of the date such payment was due;

{F) The allowance for losses on
mortgage loans and on investment real
estate by category; and the activity in
the allowance for losses account; and

(G) Information about risk
concentration in the investment real
estate and the mortgage loan portfolio,
including, without limitation,
information about risk concentration to
a single borrower, location or property;
and

(x) The amount at the end of the
quarter and the highest and lowest
amounts during the quarter of all
material leases financing activities of
each Material Associated Person,
including a description of and a
breakdown of the typeb of leases
outstanding, together with the aggregate
amounts of leases where a required
payment has not been made within 60
days of the date such payment was due.

(3) The determination of whether an
associated person of a broker or dealer
is a Material Associated Person shall
involve consideration of all aspects of
the activities of, and the relationship
between, both entities, including without
limitation, the following factors:

(i) The legal relationship between the
broker or dealer and the associated
person;

(ii) The overall financing requirements
of the broker or dealer and the
associated person, and the degree, if
any, to which the broker or dealer and
the associated person are financially
dependent on each other;

(iii) The degree, if any, to which the
broker or dealer or its customers rely on
the associated person for operational
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support or services in connection with
the broker's or dealer’s business;

(iv) The level of risk present in the
activities of the broker or dealer or of
any of the broker's or dealer's
associated persons; and

(v} The extent to which the associated
person has the authority or the ability to
cause a withdrawal of capital from the
broker or dealer.

(4) For the purposes of this rule, the
term financial and securities activities
shall include, without limitation,
principal and agency transactions
involving equity or debt securities,
futures, forward transactions, forward
and spot market commodity
transactions, commercial paper
brokering, purchases of financial assets
for securitization and subsequent sale as
securities, merchant banking activities,
bridge loan transactions, insurance
transactions (other than activities that
are actuarial determinations of mortality
or other risks or loss reserves, or
insurance underwrjting activities
ensuring a distribution of policy holder
risk), lending, activities, real estate
development, and taking principal risk
or otherwise operating a trading book in
connection with the exchange of interest
rate or foreign currency obligations. The
term financial and securities activities
shall not include manufacturing,
construction (other then equity
investments or financing,
merchandising, travel services, real
estate brokerage, consumer lending,
publishing, or non-securities related
information processing.

(5) The information, reports and
records required by the provisions of
this section shall be maintained and
preserved in accordance with the
provisions of Rule 17a-4 (17 CFR
240.17a-4) and shall be kept for a period
of not less than three years in an easily
accessible place.

(6) For the purpose of this section and
§ 240.17b-2T, the term Materiality -
Threshold shall mean the greater of:

(i)-$100 million; or

(ii) 10 percent of the broker or dealer’s
tentative net capital based on the most
recently filed Form X-17A-5 or 10
percent of the Material Associated
Person’s tangible net worth, whichever
is greater. )

, (b) Sgecial provisions with respect to

- material associated persons subject to
the supervision of a Federal banking
agency or an insurance commissioner or
other similar official or agency of a
State. A broker or dealer shall be
deemed to be in compliance with the
recordkeeping requirements of
paragraph (a) of this section with
:‘gspect to a Material Associated Person
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(1)(i) Such Material Associated Person
is subject to examination by, and the
reporting requirements of, a Federal
banking agency; and

(ii) The broker or dealer maintains in
accordance with the provisions of

§ 240.17h-2T copies of reports submitted-

by such Material Associated Person
with the Federal banking agency
pursuant to section 5211 of the Revised
Statutes, section 8 of the Federal
Reserve Act, section 7(a) of the Federal
Deposit Insurance Act, section 10(b) of
the Home Owners’ Loan Act, or section
8 of the Bank Holding Company Act of
1956; or

(2)(i) If such Material Associated
Person is subject to the supervision of
an insurance commissioner or other
similar official or agency of a state; and

(ii) In the case of a Material
Associated Person organized as a stock
company, the broker or dealer:

(A) Maintains in accordance with the
provisions of § 240.17h-2T copies of the
Annual and Quarterly Statements with
Schedules and Exhibits prepared by the
insurance company on forms prescribed
by the insurance company’s domiciliary
state; and

(B) Furnishes in accordance with the
provisions of § 240.17h~2T copies of the
filings made by the insurance company
pursuant to section 13 or 15 of the Act
and the Investment Company Act of
1940; or

(iii) In the case of a Material -
Associated Person organized as a
mutual insurance company, the broker
or dealer:

(A) Maintains in accordance with the
provisions of § 240.17h-2T copies of the
Annual and Quarterly Statements with
Schedules and Exhibits prepared by
insurance companies other than the
parent insurance company on forms
prescribed by such insurance
companies’ domiciliary state; and

(B) Furnishes in accordance with the
provisions of § 240.17h-2T copies of the
Annual and Quarterly Statements
prepared by the parent insurance
company on forms prescribed by the
parent insurance company's domiciliary
state. The Annual Statement shall
include: the classification (distribution
by state) section from the schedule of
real estate; distribution by state, the
interest overdue {more than 90 days), in
process of foreclosure, and foreclosed
properties transferred to real estate
during the year sections from the
schedule of mortgage; and the quality
and maturity distribution of all bonds at
statement values and by major types of
issues section from the schedule of
bonds and stocks. All other Schedules
and Exhibits to such Annual and
Quarterly Statements shall be

maintained at the broker-dealer but not
filed with the Commission; and

(C) Furnishes a reconciliation of the
statutory financial statements contained
in the Annual and Quarterly Statements
to the consolidated financial statements
reguired by Generally Accepted
Accounting Principles if such
reconciliation is provided to an
insurance commissioner or other similar
official or agency of a state.

(iv) If the event an insurance company
organized as a stock or mutual company
is not required to prepare Quarterly
Statements, the broker or dealer must
maintain and preserve the records
required by paragraph (a) of this section
on a quarterly basis.

(c) Exemptions. (1) The Commission
may, upon written application, exempt
from the provisions of this section,
either unconditionally or on specified
terms and conditions, any broker or
dealer which satisfies the Commission
that it is not necessary in the public
interest or for the protection of investors
to subject the broker or dealer to the
provisions of this section. In granting
exemptions under paragraph (c)(1) of
this section, the Commission shall
consider, among other factors:

(i) Whether information of the type
required to be maintained and preserved
by this section is currently available
from a supervisory agency, a state
insurance commission or similar state
agency, the Commodity Futures Trading
Commission or a foreign regulatory
agency or body;

(ii) The primary business engaged in
by the associated person or persons of
the broker or dealer;

(iii) The nature and extent of domestic
or foreign regulation of the associated
person or persons of the broker or
dealer;

(iv) The nature and extent of the
broker or dealer's securities activities;
and

(v) The amount and proportion, on a
consolidated basis, of assets of the
broker or dealer and its associated
persons, devoted to, and revenues
derived from, activities in the United
States securities markets.

(2) The provisions of this section shall
not apply to any broker or dealer which
is exempt from the provisions of Rule
15¢3-3 of the Act pursuant to paragraph
(k)(1) thereof and limits its activities to
the purchase, sale and redemption of
redeemable securities of registered
investment companies or of interests or
participations in an insurance company
separate account, whether or not
registered as an investment company;

. the solicitation of share accounts for

savings and loan institutions insured by



an instrumentality of the United States;
and the sale of securities for the account
of a customer to obtain funds for
immediate reinvestment in redeemable
securities of registered investment
companies. . ‘

(3) The provisions of this section shall
not apply to any broker or dealer which:
(i) Maintains capital including debt

subordinated in accordance with
appendix D of Rule 15¢3-1 of the Act of
less than $5,000,000; and

(1i) Does not hold funds or securities
for, or owe money or securities to,
customers and does not carry the
accounts of or for customers.

(iii) In calculating capital for the
purposes of this paragraph, a broker or
dealer shall include the equity capital
and subordinated debt of any other
registered brokers or dealers that are
associated with the broker or dealer and
are not otherwise exempt from the
provisions of this section.

(4) The Commission may, upon
written application by a Reporting
Broker or Dealer, exempt from the
provisions of this section, either
unconditionally or on specified terms
and conditions, any brokers or dealers
associated with such Reporting Broker
or Dealer. The term “Reporting Broker or
Dealer” shall mean, in the case of a
broker or dealer that is associated with
other registered brokers or dealers, the
broker or dealer which maintains the
greatest amount of net capital as
reported on its most recently filed Form
X-17A-5. In granting exemptions under
paragraph (c)(4) of this section, the
Commission shall consider, among other
factors, whether the records and other
information required to be maintained
pursuant to this section concerning the
Material Associated Persons of the
broker or dealer associated with the
Reporting Broker or Dealer will be
available to the Commission pursuant to
§ 240.17h.-2T

(d) Confidentiality. All information
obtained by the Commission pursuant to
the provisions of this section from a
broker or dealer concerning a Material
Associated Person shall be-deemed
confidential information for the
purposes of section 24(b) of the Act.

3. By adding § 240.17h-2T to read as
follows: ‘

§240.17h-2T Risk Assessment Reporting
Requirements for Brokers and Dealers.

(a) Reporting requirements of risk
assessment information required to be
naintained by § 240.17h-1T. (1) Every
broker or dealer registered with the
Commission pursuant to section 15 of
the Act, and every municipal securities
dealer registered pursuant to section 15B
of the Act for which the Commission is

the appropriate regulatory agency,
unless exempt from this section
pursuant to paragraph (b) of this section,
shall file a Form 17-H within 45
calendar days after the end of each '
fiscal quarter. The Form 17-H for the
fourth fiscal quarter shall be field within
45 calendar days of the end of the fiscal
year: however, the cumulative year-end
financial statements required by

§ 240.17h-1T may be filed separately
within 90 calendar days of the end of the
fiscal year.

(2) The reports required to be filed by
paragraph (a)(1) of this section shall be
considered filed when received at the
Commission's principal office in
Washington, DC.

(3) For the purposes of this section,
the term Material Associated Person
shall have the meaning used in
$ 240.17b-1T.

(b) Exemptions. (1) The Commission
may, upon written application, exempt
from the provisions of this section,
either unconditionally or on specified
terms and conditions, any broker or
dealer that satisfies the Commission
that it is not necessary in the public
interest or for the protection of investors
to subject the broker or dealer to the
provisions of this section. In granting
exemptions under this paragraph, the
Commission shall consider, among other
factors:

(i) Whether information of the type
required to be maintained and preserved
pursuant to the provisions of § 240.17h~
1T is currently available from a
supervisory agency, a state insurance
commission or similar state agency, the
Commodity Futures Trading
Commission or a foreign regulatory
agency or body;

(ii) The primary business engaged in
by the associated person or persons of
the broker or dealer;

(iii) The nature and extent of domestic
or foreign regulation of the associated
person or persons of the broker or
dealer;

(iv) The nature and extent of the
broker or dealer’s securities activities;
and

(v) The amount and proportion, on a
consolidated basis, of assets of the
broker or dealer and its associated
persons devoted to, and revenues
derived from, activities in the United
States securities markets.

(2) The provisions of this section shall
not apply to any broker or dealer which
is exempt from the provisions of
§ 240.15¢3-3 of the Act pursuant to
paragraph (k)(1) thereof and limits its
activities to the purchase, sale and
redemption of redeemable securities of
registered investment companies or of
interests or participations in an

insurance company separate account,
whether or not registered as an
inivestment company; the solicitation of
share accounts for savings and loan
institutions insured by an ‘
instrumentality of the United States; an
the sale of securities for the account of a
customer to obtain funds for immediate
reinvestment in redeemable securities
and registered investment companies.

(3) The provisions of this section shall
not apply to any broker or dealer which:

(i) Maintains capital including debt
subordinated in accordance with
appendix D of Rule 15¢3-1 of the Act of
less than $5,000,000; and

(ii) Does not hold funds or securities
for, or owe money or securities to,
customers and does not carry the
accounts of or for customers.

(iii) In calculating capital and
subordinated debt for the purposes of
paragraph (b) of this section, a broker or
dealer shall include the equity capital
and subordinated debt of any other
registered brokers or dealers that are
associated with the broker or dealer and
are not otherwise exempt from the
provisions of this section.

(4) The Commission may, upon
written application by a Reporting
Broker or Dealer, exempt from the
provisions of this section, either
unconditionally or on specified terms
and conditions, any brokers or dealers
associated with the Reporting Broker or
Dealer. The term “Reporting Broker or
Dealer” shall mean, in the case of a
broker or dealer that is associated with
other registered brokers or dealers, the
broker or dealer which maintains the
greatest amount of net capital as
reported on its most recently filed Form
X-17A-5. In granting exemptions under
paragraph (b)(4) of this sgction, the
Commission shall consider, among other
factors, whether the records and other
information required to be maintained
pursuant to § 240.17h-1T concerning the
Material Associated Persons of the
broker or dealer associated with the
Reporting Broker or Dealer will be
available to the Commission pursuant to
the provisions of this section.

(c) Special provisions with respect to
material associated persons subject to
the supervision of a Federal banking
agency or an insurance commissioner or
other similar official or agency of a
State. A broker or dealer shall be
deemed to be in compliance with the
reporting requirements of paragraph (a)
of this section with respect to a Material
Associated Person if:

(1)(i) Such Material Associated Person
is subject to examination by and the
reporting requirements of a Federal
banking agency: and
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(ii) The broker or dealer furnishes in
accordance with paragraph (b) of this
section copies of reports filed by the
Material Associated Person with the
Federal banking agency pursuant to
section 5211 of the Revised Statutes,
section 9 of the Federal Reserve A-t,
section 7(a) of the Federal Deposit
Insurance Act, section 10(b) of the Home
Owners' Loan Act, or section 8 of the
Bank Holding Company Act of 1956; or

(2)(i) If the Material Associated
Person is subject to the supervision of
an insurance commissioner or other
similar official agency of a state; and

(i) In the case of a Material
Associated Person organized as a stock
company, the broker or dealer:

(A) Maintains in accordance with the
provisions of this section copies of the
Annual and Quarterly Statements with
Schedules and Exhibits prepared by the
insurance company on forms prescribed
by the insurance company’s domiciliary
state; and

(B) Furnishes in accordance with the
provisions of this section copies of the
filings made by the insurance company
pursuant to sections 13 or 15 of the Act
and the Investment Company Act of
1940; or

(iii) In the case of a Material
Associated Person organized as a
mutual insurance company, the broker
or dealer:

(A) Maintains in accordance with the
provisions of this section copies of the
Annual and Quarterly Statements with
Schedules and Exhibits prepared by
insurance companies other than the
parent insurance company on forms
prescribed by such insurance
companies’ domiciliary state: and

(B) Furnishes in accordance with the
provisions of this section copies of the
Annual and Quarterly Statements
prepared by the parent insurance
company on forms prescribed by the -
parent insurance company's domiciliary
siate. The Annual Statement shall
include: The classification (distribution
by state) section from the schedule of
real estate; distribution by state, the
interest overdue (more than three
months), in process of foreclosure, and
foreclosed properties transferred to real
estate during the year sections from the
schedule of mortgages; and the quality
and maturity distribution of all bonds at
statement values and by major types of
issues section from the schedule of
bonds and stocks. All other Schedules
and Exhibits to such Annual and
Quarterly Statements shall be
maintained at the broker-dealer but not
furnished to the Commission; and

(C) Furnishes in accordance with the
provisions of this section a
reconciliation of the statutory financial
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statements contained in the Annual and
Quarterly Statements to the
consolidated financial statements
required by GAAP if such reconciliation
is provided to an insurance
commissioner or other similar official or
agency of a state.

(iv) In the event an insurance
company organized as a stock or mutual
company is not required to prepare
Quarterly Statements, the broker or
dealer must file with the Commission a
Form 17-H in accordance with the
provisions of this section on a quarterly
basis.

(3) No broker or dealer shall be
required to furnish to the Commission’
any examination report of any Federal
banking agency or any supervisory
recommendations or analyses contained
therein with respect to a Material
Associated Person that is subject to the
regulation of a Federal banking agency.

(4) The furnishing of any information
or documents by a broker or dealer
pursuant to this section shall not
constitute an admission for any purpose
that a Material Associated Person is
otherwise subject to the Act. Any
documents or information furnished to
the Commission by a broker or dealer
pursuant to this rule shall not be deemed
to be “filed” for the purposes of the
liabilities set forth in section 18 of the
Act.

(d) Confidentiality. All information
obtained by the Commission pursuant to
the provisions of this section from a
broker or dealer concerning a Material
Associated Person shall be deemed
confidential information for the
purposes of section 24(b) of the Act.

PART 249—FORMS, SECURITIES
EXCHANGE ACT OF 1934

4. The authority citation for part 249
continues to read as follows:

Authority: 15 U.S.C. 78a, et seq., unless
otherwise noted.

5. By adding § 249.328T to read as
follows:

§ 249.328T Form 17-H, Risk Assessment
Report for Brokers and Dealers pursuant to
section 17(h) of the Securities Exchange
Act of 1934 and rules thereunder.

This form shall be used by brokers
and dealers in reporting information to
the Commission concerning certain of
their associated persons pursuant to
section 17(h) of the Securities Exchange
Act of 1934 (15 U.S.C. § 78q(h)) and
Rules 17h-1T and 17h-2T thereunder
(88 240.17h-1T and 240.17h-2T of this
chapter).

Note: Appendix A will not appear in
the Code of Federal Regulations.

Appendix A

Securities and Exchange Commission,
Washington, DC 20549

Form 17-H Risk Assessment Report for
Brokers and Dealers

Part I

Risk Assessment Reporting
Requirements for Brokers and Dealers

Report at the close of business as of
the last day of the fiscal quarter.

This report is to be filed within 45
calendar days of the end of each fiscal
quarter by brokers and dealers
concerning each Material Associated
Person (as defined in Temporary Rules
17h-1T and 17h-2T). The report for the
fourth fiscal quarter shall be filed within
45 calendar days of the end of the fiscal
year but the cumulative year end
financial statements may be filed
separately within 90 days of the end of
the fiscal year.

In the event a broker or dealer is
associated with one or more other
registered broker or dealers, each broker
or dealer is required to file a separate
Form 17-H. The Commission, however,
may exempt from the filing requirements
all brokers or dealers associated with a
broker or dealer that has been
designated a “Reporting Broker or
Dealer.” The term “Reporting Broker or
Dealer” shall have the meaning set forth
in Rules 17h~1T and 17h-2T. A broker or
dealer seeking designation as a
Reporting Broker or Dealer must apply
to the Commission for an exemption
pursuant to paragraph (b)(5) of Rule
17h-2T. Pending such designation, each
broker or dealer associated with the
broker or dealer requesting such
designation is required to file a separate
Form 17-H. :

Name of Reporting Broker-Dealer

SEC File No.

Name of Associated Broker-Dealer not Filing
(If applicable)

Address of Principal Place of Business

Firm LD. No.

For Period Beginning (MM/DD/YY)

And Ending (MM/DD/YY)

Name and Telephone Number of Person
to Contact in Regard to This Report

Name(s) of Material Associated Persons
Contained in This Report:




Attention

“Intentional misstatements or
omissions of facts constitute Federal
Criminal Violations. See 18 U.S.C. 1001
and 15 U.S.C; 78ff{a).

Intentional misstatements or
omissions of facts may also result in
civil fines and other sanctions pursuant
to section 20 of the Securities Exchange
Act of 1934.

The person signing this report
represents hereby that all information
contained in this Form is true, correct
and complete. It is understood that all
information in this Form is considered
an integral part of this Form and that the
submission of any amendment
represents that all unamended
information remains true, correct and
complete as previously filed.

Pursuant to the Securities Exchange
Act of 1934, the undersigned has caused
this report to be signed on its behalf in
the City of and State of on
the ___dayof ___,19___.

(Name of Broker-Dealer)

(Signature and Title of Person Duly
Authorized to Submit This Report)

General Information and Instructions

Note: In completing this Form, the
broker-dealer should reflect its
operations in the consolidated and
consolidating financial statements. The
broker-dealer should not include
information concerning its activities in
the information required by Part II of
this Form if such information is filed
with'the Commission as part of the
broker-dealer's Form X-17A-5 or Form
G-405. The information required by Part
11 of this Form should be completed
separately for each such Material
- Associated Person, even if the financial
information contained in a broker-
dealer's Form X-17A-5 includes
information concerning non-broker-
dealer associated persons which are
designated Material Associated Persons.

Item 1. Organizational Chart Reflecting
the Associated Persons and the Broker-
Dealer

1. Provide an organizational chart
which includes the broker-dealer and its
associated persons.

2. Provide a statement of:

a. Which associated persons are
Material Associated Persons, together
with a brief narrative discussion about
the criteria used in making the
assessment as to which entities are
Material Associated Persons;

b. Business line(s) conducted by each
Material Associated Person; and.

¢. The names of the President and the
Chief Financial Officer of each Material
Associated Person.

3. The information provided pursuant
to this Item should be included in the
first Form 17-H filed by the broker-
dealer and in the year end filing.
Quarterly updates should be provided
only where a material change in the
information provided to the Commission
has occurred.

Item 2. Risk Management and Other
Policies

1. Provide copies of the risk
management and other policies
maintained by the broker-dealer
pursuant to paragraphs (a)(1) (ii) through
(iv) of § 240.17h-1T.

2. The information provided pursuant
to this Item should be included in the
first Form 17-H filed by the broker-
dealer. Quarterly updates should be
provided only where a material change
in the information provided to the
Commission has occurred.

Item 3. Legal Proceedings

1. Provide a brief description of any
material pending legal or arbitration
proceedings that are required to be
disclosed under generally accepted
accounting principles to which any
Material Associated Person is a party.
or of which any of its property is the
subject.

2. The information provided pursuant
to this Item should be included in the
first Form 17-H filed with the
Commission. Quarterly updates should
be provided only where a material
change in the information provided to
the Commission has occurred.

Item 4. Capital Adequacy Information

1. Provide the information required by
paragraph (a)(1)(vi) of § 240.17h-1T,
including a narrative statement
describing the current aggregate
amounts and sources of funding for the
broker or dealer and each Material

.Associated Person.

2. The information provided pursuant
to this Item should also include a
separate statement of the potential
alternative borrowing sources that
would be available to the broker or
dealer and each Material Associated
Person in the event of a major market
disturbance. For the purposes of this
Item, the term “major market
disturbance” shall refer to events
characterized by sudden and extreme
fluctuations of securities prices
generally, or a substantial threat thereof,
or other substantial disruption of the
operation of the credit markets or the
domestic and international banking
system. This information should include

the nature and history of banking
relationships; the quality, liquidity, and
maturity of investment portfolios and
amounts of cash on hand; normal and
expected operating cash requirements;
the degree of reliance on commercial
paper and other short-term funding
sources; the amount of unencumbered
liquid securities that may be pledged to
obtain secured loans; the availability of
committed bank lines of credit; and -
whether these alternative borrowing
sources are at a reasonable level in
relation to short-term unsecured
borrowing needs.

3. The information provided pursuant
to this Item should be included in the
first Form 17-H filed by the broker-
dealer. Quarterly updates should be
provided only where a material change
in the information provided to the
Commission has occurred.

Item 5. Financial Statements
Consolidated Financial Statements

1. For each quarterly and annual
period required, provide consolidated
and consolidating financial statements
of the parent company and its
subsidiaries. This information should
depict the company on a total entity
basis. The column headings of the
consolidating financial statements
should indicate the name of each
Material Associated Person included in
the financial statements and should
include the registered broker-dealer.

2. The financial statements presented
should be prepared in the form and
content required by Regulation S-X,

- except as otherwise noted, and should

include the following:

a. Balance sheet; |}

b. Statement of income;

c. Statement of cash flows; and

d. Notes to the financial statements.

3. Instructions to the financial
statements.

a. The consolidated and consolidating
financial statements should cover the
company on a total entity basis to
enable a reader to assess the overall
financial condition of the broker-dealer
and each Material Associated Person.
The broker-dealer may combine
associated persons that do not have
significant operating activities in a
separate column in the financial
statements. All other associated persons
should be presented separately in the
consolidating financial statements. The
financial statements should be prepared
using the applicable guidelines
governing balance sheets and income .
statements set forth in Regulation S-X
except as otherwise noted herein.
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b. The financial statements should be
prepared in accordance with generally
accepted accounting principles in the
United States (“U.8. GAAP"). With
respect to associated persons that use a
comprehensive set of accounting
principles other than U.S. GAAP, a
reconciliation to the U.S. GAAP should
be included in a note to the financial
statements. The note shall indicate the
comprehensive body of accounting
principles noted to prepare the financial
statements. The reconciliation to U.S.
GAAP may, however, be limited to
income from continuing operations
before income taxes and the equity
portion of the balance sheet. The
reconciliation should provide a
narrative description of the items that
are treated differently by U.S. GAAP
and should quantify such items if the
Material Associated Person is required
to prepare a quantitative comparison to
}J.S. GAAP under any applicable federal
aw. :

c. The financial statements should be
accompanied by'the footriotes required
by GAAP and any other information
necessary for an understanding of the
information being presented (e.g.,
summary of significant accounting
policies). The additional footnotes
required by Regulation S-X but not
required by GAAP may be omitted.

d. The notes to the finencial
statements required by GAAP should be
provided only for the consolidated
financial information. Footnote
disclosure which would substantially
duplicate the disclosure contained in the
most recent annual consolidated
financial statemrents may be onitted
from the quarterly financial statements.

e. The quarterly information should
contain sufficient disclosures and
footnotes to make the information
presented therein not misleading and
should encompass any significant
changes in accounting policies or capital
structure since the end of the most
recent fiscal year. In this regard, the
guidelines in § 230.10~01(a}(5) of
Regulation S-X for interim financial
statements should be followed.

f. The statement of eash flows should
be provided only for the consofidated
financial statements. A statement of
cash flows should be provided for the
quarterly consolidated financial
statéments, but may be abbreviated in
the following manner. The category for
cash provided by operations may be
condensed into a single item of net cash
provided by operations. The categories
for investing activities and financing
activities must, however, include the
significant activities that have occurred
during the quarter.
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g. Pro forma financia! information
should be presented to give effect to
material transactions that took place
during the year or subsequent to the
date of the financial information being
presented, as if they took place at the
beginning of the fiscal year, if such
information s necessary to understand
the financial statements.

h. Quarterly information may be
presented on an unaudited basis. In the
event that a Material Associated Person
normally prepares a consolidated
audited year-end financial statement,
the audited consolidated financial
statements should be provided and shall
include a manually signed accountant's
report as required by § 210.2-02ta}(2) of
Regulation S-X. In all other cases, the -
annual consolidated and consolidating
financial statements which cover the full
fiscal year may be presented on &n
unaudited basis in the repert.

i. The quarterly financial statements
should include information for the
current quarter and the year-to-date.
Comparative financial statements for
the prior fiscal year should also be
provided for the consotidated financial
information.

j. If financial statements that are
substantially the same as those required
by this Form are filed with other
regulatory bodies (e.g., banking
regulatory agencies, state insurance
departments, foreign regulators, other
divisions of the Securities and Exchange
Commission, efc.} those fimancial
statements will be considered in whole
or in part,tc meet the requirements of
this Form. For example, copies of the
annual report on form 10-K and
quarterly report on Form 10-Q could be
provided as an exhibit to Form 17-kH in
crder to meet the consolidated financial
statement requirement. However,
because the financial statements
contained in Forms 16-Q and 10-K are
consolidated, consolidating financial
statements must still be provided
separately.

Fem 8. Aggregate Securities and
Commodities Positions

1. Provide a separate statement of the
long and short aggregate securities and
commodities positions held, as of the
end of the quarter, byeach Material
Associated Persom, using a separate
column for each Material Associated
Person. Include a separate statement of
each security or commodity position
that exceeds the Materiality threshold at
any time during the quarter:

2. For the purposes of this Form, the
term “Materiality Threshold™ shall have
the meaning set forth in section 240.17h~
1T.

3. If a Material Associated Person or
the broker-dealer calculates its exposure
or risks incurred with respect to
securities or commodities positions
using a delta or similar anelysis, a
summary of that analysis should be
provided.

Item 7. Financial Instruments With Off-
Balance Sheet Risk

1. Provide a statement for the
financial instruments with off-balance
sheet risk (as that term is used in
Statement of Financial Accounting
Standards No. 105) heid by each
Material Associated Person as of the
end of the quarter. Include a separate
statement of each financial instrument
with off-balance sheet risk that exceeds
the Materiality Threshold at any time
during the quarter.

2. If a Material Associated Person or
the broker-dealer calculates its exposure
or risks incurred with respect to
financial instruments with off-balance
sheet risk using a delta or similar
analysis, a summary of this analysis
should be provided.

3. Provide a narrative statement of
management’s analysis of the potential
risk to the broker-dealer caused by
financial instruments with off-balance
sheet risk.

Item 8. Real Estate

1. Provide a statement of the material
real estate investments held by each
Material Associated Person.

2. Provide management'’s analysis,
and where applicable, the amount of: (1)
The mortgage loans where a required
payment has not been made within 60
days of the date such payment was due
together with loans considered to be
potential problems; (2) the geographic
distribution and year each material loan
or investment was made with all loans
or investments made before 1985
aggregated as a single category: (3]
individual risk concentration and credit
risk; (4) the loan to value ratios for the
previous five years; and (5) the
allowance for losses account.

Item 9. Investments in Other Companies

1. Provide a statement of each
Material Associated Person's material
investments in other companies as of
the end of the quarter: Include a
separate statement of each individual
investment that exceeds the Materiality
Threshold at any time during the
quarter. . '

2. Provide a statement of each.
Material Associated Person's palicies
with respect to investments in other
companies. Include in this statement
management's assessment of the



liquidity of the investments, the risks
and any other relevant information
bearing on the potential impact of these
investments on the reglstered broker-
dealer.

3. The policy statement provided
pursuant to this Item should be included
in the first Form 17-H filed by the
broker-dealer. Quarterly updates should
be made only where a material change
in the information provided to. the
Commission has occurred.

Part I

Provide the following balances for
each material associated person as of
the end of the quarter. Balances
exceeding the materiality threshold at
any time during the quarter should be
separately indicated under the
appropriate heading.

General Instructions

1. Indicate the name of each Material
Associated Person and its major
business activity in the columns. Groups
of related subsidiaries that are engaged
in similar business activities may be
combined.

2. If any of the information that is
requested in this Part is provided in the
financial statements provided in
response to Item 5, the information need
not be repeated. A note should indicate
where the information can be found (for
example, see footnote 4 to the
consolidated financial statements).

Aggregate Securities and Commodities
Positions

1. U.S. Treasury securities
' 2. U.S. Government agency
3. Securities issued by states and political
subdivisions in the U.S.
4. Foreign securities:
(a) Debt securities
(b) Equity securities
S. Banker's acceptances
6. Certificates of deposit
7. Commercial paper
8. Corporate obligations
9. Stocks and warrants (other than arbitrage
positions)
10. Arbitrage:
(a) Index arbitrage and program trading
(b) Risk arbitrage
(c) Other arbitrage
11. Options:
(a) Market value of put options:
(i) Short-term options (expiration date of
less than 6 months):
{(A) Listed
(B) Unlisted
(ii) Long-term options:
(A) Listed
(B) Unlisted
(b) Market value of call options:
(i) Short-term options:
(A) Listed
(B) Unlisted
(ii) Long-term options:
(A) Listed:

(B) Unlisted
12. Spot commodities
13. Investments with no ready market:
(a) Equity
(b) Debt . -
(c) Other (include limited partnership
interests)
14. Other securities or commodltlea
15. Summary of delta or similar analysis (if
available)

Financial Instruments With Off-Balance
Sheet Risk

1. When-issued securities:
(a) Gross commitments to purchase
(b) Gross commitments to sell

2, Interest rate contracts:

{a) Futures and forward contracts (e.g.. U.S.
Treasury securities futures, forward rate
agreements and forward agreements on
U.S. government securities)

(b) Option contracts (e.g., options on U.S.
Treasury securities)

3. Written stock option contracts:

(a) Market value of short-term contracts:
{i) Listed
(ii) Unlisted

(b) Market value of long-term contracts:
(i) Listed
(ii) Unlisted

4. Purchased stock option contracts

(a) Market value of short-term contracts:
(i) Listed
(ii) Unlisted

(b) Market value of long-term contracts:

(i) Listed
(ii) Unlisted
5. Interest rate swaps:

(a) Total notional or contractual value of
interest rate swaps

(b) Total gross payments owed under
interest rate swaps

(c) Per counterparty breakdown where the
total notional amounts of the agreements
with a single counter party exceeds the
Materiality Threshold

6. Foreign exchange rate swaps (e.g.. cross
currency swaps) )

(a) Total notional or contractual value of
foreign exchange rate swaps

(b) Total gross payments owed under
exchange rate swaps

(c) Per counterparty breakdown where the
total notional amounts of the agreements
with a single counterparty exceeds the
Materiality Threshold

7. All other swap agreements (e.g., oil swaps):

(a) Total notional or contractual value of
all other swap agreements

(b) Total gross payments under all other
swap agreements

(c) Per counterparty breakdown where the
total notional amounts of the agreements
with a single counterparty exceeds the
Materiality Threshold

8. Commodities contracts:

(a) Futures and forward contracts

(b) Option contracts (e.g.. options on
individual commodities and commodities
indexes):

(1) Sold option contracts
(it) Purchased option contracts
9. Securities contracts:

(a) Futures and forward contracts (e.g.,

stock index contracts)

(b) Option contracts (e.g.. options on
individual securities and securities
indexes):

(i) Sold option contracts
(ii) Purchased option contracts

10. Foreign exchange contracts:

(a) Commitments to purchase foreign
currencies and U.S. dollar exchange
(include futures and forwards)

(b) Option contracts (e.g.. options on
foreign currencies)

{i). Written option contracts
(ii) Purchased option contracts =

11. Loan commitments and letters of credit
(report only unused portions of
commitments that are fee paid or
otherwise legally binding):

(a) Revolving, open-end loans secured by
1-4 family residential properties, e.g.,
home equity lines

(b) Commercial real estate, construction
and land development:

(i) Commitments to fund loans secured
by real estate

(ii) Commitments to fund loans not
secured by real estate

12. Securities underwriting

13. Other unused commitments

14. Total standby. commercial and similar
letters of credit or guarantees

15. Securities borrowed

16. Securities lent

17. Assets sold with recourse:

(a) 14 family residential mortgages

{b) Other loans

{c) Other assets

18. Participations in acceptances:

(a) Conveyed to others by the Material
Associated Person v

(b) Acquired by the Material Associated
Person

19. Other off-balance sheet items (list below
each component of this item that exceeds
the Materiality Threshold)

20. Information about concentration of credit
risk of all financial instruments. See the
requirements of FASB Statement 105,
paragraph 20.

21. Summary of delta or similar analysis (if
available).

Funding Sources (Include Scheduled
Maturity Date)

1. Short-term borrowings
(a) Commercial paper
(b) Bank loans-secured
(c) Bank loans-unsecured
(d) Other
{e) Total
2. Repurchase agreements
3. Long-term debt
4. Committed lines of credit
5. Amounts borrowed under credit lines
8. Credit ratings for commercial paper
(a) Standard & Poor’s Corporation
(b) Moody's Investor Service
(c) Other Nationally Recognized Statistical
Rating Organization

Real Estate

1. Real estate loans:
(a) Construction and land development
(b) Secured by farmland .
{c) Secured by 1-4 family residential
properties
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(d) Secured by multi-family (5 or mere} (e) Non-farm non-residential properties Investments in Associated Companies

residential properties (f) Commercial and industrial 1. Equity investments in assaciated
(e) Secured by non-farm non-residential {lglij[ée&se: finaneing companies .
erties g . 2. Non-equity investments in and receivables
mpé?)fnmmial and industrial 3. Provide a sepafrave Kc-lt:ne of ﬂu;::ovion due from assaciated companies:
(g) Lease financing - information for each geagrap. ne% b (a) Loans, advances, notes, bonda and
(h] Other (e.g...northeast, southwest, etc.) an : y debentures
2. Real estate in‘vestmer;:zd develo . ﬁg g;leil:va:‘ or m\:zt::;ent W:n- t:‘r:d?' (b) Other receivables
cti men ' tren oans -
Eg% gmc:ou and velop ; into or mede before 1986-aggregated into gy ﬂ’: iommission. _
{c) One to four family residentiol properties a single category. ated: August ?0. 1991,
{d) Multi-family (5 or more): residential Margaret H. McFarland,
properties } . . Deputy Secretary.
|FR Dac. 91-21323 Filed 8-5-81; 8:45 am}
Securities Exchange Act of 1934 BILLING CODE.0010-01-4

Release No. 29636 / August 30, 1991 ' o

An order has been issued granting the application of
The Continuum Company, to strike from listing and registration.
its Common Stock, $.10 Par Value, on the American Stock Exchange,

Securities Exchange Act of 1934
Release No. 29637 / August 30, 1991
{

An order has been issued granting the application of the
Philadelphia Stock Exchange, Inc. for unlisted trading privileges
in the common stock of the following issues which are listed and
registered on one or more other national securities exchange and
are reported in the consolidated transaction reporting system:

Smart & Final, Inc.

Common Stock, $0.01 Par Value (File No. 7-7142)
Singer Company N.V.

Common Stock, $0.01 Par Value (File No. 7-7143)
General Motors Corporation :

Mandatory Redeemable Preference Stock, Series A $0.10
Par Value (File No. 7-7144) '
MGIC Investment Corporation

Common Stock, $1.00 Par Value (File No. 7-7145)

[Release No. 34-296838; File No. SR-NASD-

953-535)44108 09/06/91

Seif-Regulatory Organizations;
National Assoclation of Securities
Dealers, Inc.; Order Approving )
Proposed Rule Change Relating to the
Criteria For Initial and Continued .
inclusion on the NASDAQ System -

August 30, 1991.

The National Association of Securities -
Dealers, Inc. (“NASD" or “Association”)
filed a proposed rule change on April 8,
1990, pursuant to section 19(b)(1) of the -
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