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Purpose of Activity

+
Re: Orientation program on International Capital Markets for officials of

the Ministry of Finance, Securities and Exchange Board of India and
The Stock Exchange, Mumbai.

At your request and as a part of our contract with the USAID, Mr. Tom Keyes, Mr.
Paul Litteau and Mr. Paritosh Sharma, consultants to Price Waterhouse Capital
Markets, developed and conducted an orientation program for officials of the
Ministry of Finance, Securities and Exchange Board @flndiaand The Stock
Exchange, Mumbai on the U.S. and U.K. Capital Markets. The program included
visits to New York, Chicago and London and lasted from October 19, 1996 to
October 30, 1996.

The purpose of the visit to New York, Chicago and London was to familiarize the
participants of the delegation with the functioning of the international capital
markets and provide an opportunity to obtain feedback from the international
community- investors, brokers, investment bankers on their perception of the
Indian markets. The meetings with various people and organizations were arranged
keeping these broad objectives in mind and specifically to expose the participants
of the delegation to the concepts of self regulation in the US and UK, Information
and models from which to build a regulatory and registration system for the Indian
Brokers and Sub-brokers, derivatives trading and regulatory issues in derivatives
trading and the changes required in the Indian markets for integration with global
markets. The introduction to the participants of the delegation and the topics of
their interest were provided to all the organizations visited. These are attached as
Attachment A and B. The list of organizations visited and people met is attached as
Attachment C.

•

Fi,anciaf Institutions RefOflll and EJcpansion tFIREl PrOject
128. T.V, Industrial Estate (behind GIallo!
Worli, Bombav· 400 02S
Telephone: 4946630. 4948718.
Fax ' 91·22·4935840

November 30,1996

Dear Mr. Mehta,

Mr. D. R. Mehta
Chairman
Securities and Exchange Board of India
Mittal Court, B Wing
Nariman Point
Mumbai 400 021.

Price ffilterhouse
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Activities Undertaken

Meetings were held with Investment Banking firms with experit.-nce in Indian
operations to understand their views about the Indian markets and what needs to be
done from the policy point of view to expand their exposure to India, and thus
develop priorities in the reform ofthe Capital Markets. Smaller Funds who have
not invested in India yet but form a large pool of funds which can be tapped by the
Indian markets were also met to understand their view of any constraints that they
face. The stock exchanges and the depository and settlement organizations were
met both in the USA and UK to understand their operations and regulatory role.
Sessions were arranged with the regulators and self regulating organizations in the
UK to understand the concept as it has been adop\ed by the UK and the current
debate on strengthening the model. .

Sessions were scheduled with Clearing broker d~alers to help undersU\11d the
functioning, duties, risk.and exposure, and relatjve power of various types of
broker dealers. Clearing firms in derivatives trading were also met with as was the
Chicago Board ofOptions Exchange, the Chicago Mercantile Exchange and the
National Futures Association to understand the derivatives trading operations and
the regulatory mechanisms. Meetings were also arranged with firms providing
issuer services with emphasis on corporate governance issues.

Findings and Recommendations

Throughout the visit we discussed with the participants the strategy the Indian
capital markets should adopt to come up to international standards.

The system change requires a comprehensive plan with a focus on exchanges,
brokers, sub brokers, investors, regulators and policy make,rs and also needs the
development of a broad national consensus on structural changes. The program
aimed at providing additional information to the participants that will assist such a
change.

a. A Comprehensive Strategyfor the Indian markets

Throughout the visits to the International investing, broking and investment
banking community, emphasis was laid on their perception of the Indian markets
and the Indian reform process. It was felt that the International community is
observing with interest the process of Indian reforms but are still largely adopting a
wait and watch attitude. In relation to the capital markets the need for a clean and
convenien! settlement system with reduced risks and delays of delivery and
registration are topmost among the concerns raised by brokers and investors.



e. Regulatory structure and selfregulation

d. Settlement, Clearing and Depository operations

b. Corporate Governance issues

c. Best Pric? Execution for investo;' the intermarket trading system

•Mr. D. R. Mehta
Page 3

November 30, 1996

The intermarket trading system in the US was established by a SEC directive
which ensures the best price on any exchange to the investor wherever he may
place the order. A need for this measure in India which has its basis in investor
protection, was clearly identified by the delegation. Though even in the US this
initially caused a fall in volume in some exchanges it helped overall liquidity and
market confidence to boost the combined volumes for all exchanges. India with its
many exchanges needs to have such a system to ensure the best price execution for
the investor, wherever he may be located.

The issues of corporate governance and shareholder activism were discussed with
various people. The Indian markets are in the mi~l~ .ofa d~ba~e o? corporate
governance and lessons on the roles and responsIfhhtles of InstItutions can be
learned from the experience of the US markets.

Concerns were also raised about the awareness among the larger investing
community, about the Indian reform process and changes in regulatory
environment. It was felt that there is a need to market India Inc. strategically as a
precursor to larger and more frequent Indian issues of shares, GDRs and debt
internationally ans also to increase the flo~ of foreign capital. There is a need to
develop a comprehensive plan for'th~markets and consensus on the plan needs to
be developed among the market participants through seminars and workshops.

The role ofthe SEC and that of the SelfreguJating organizations, the NASD,
NYSE, CSE, CBOE etc was discussed with various market participants and at the
meetings with the SEC, NYSE, CSE, CME and the CBOE. The efficacy for having
separate re,gulatory structure for security markets and derivatives markets was
discussed. The same was also discussed in the UK with the role of the SIB and

Discussions ranged from the history of the depository in the US and UK. Single or
multiple depositories were discussed. The investors as users really want
convenience at the lowest cost and do not care how the market delivers it, but the
opinion among depository professionals was in favor of a single depository or if
more than one, they need to establish connectivity with each other to effectively be
one.
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SFA, NIA, IMRO and LSE as self regulators. The current debate on improving the
regulation of the UK markets was useful for the participants as India is in the
process ofestablishing its regulatory model for the markets. Tht, need for an
organization to regulate the investor intermediary was stressed by all the
participants and the establishment, structure and functions of the NIA were
discussed in detail. A similar SelfRegulatory Organization for India needs to be
considered.

f Derivatives operations and regulations

The participants visited the Chicago Board of Options Exchange and the Chicago
Mercantile Exchange and also the National FUtur~s Association, the Self
Regulatory Organization ofthe Futures Industry in the US. They also visited the
Securities and Futures Authority, the securities SRO in the UK. Visits were also
made to broker dealer firms dealing in derivativ~s.The participants felt that the
Indian market needs to develop certain market structures before a successful launch
of the derivatives markets can be made. All these changes need to be initiated and
planned before the launch of the derivatives trading in India.

g. Broker dealer arrangements

The legitimacy of the introducing broker and the independent contractor, the contracts
under which all parties function, and the need to keep business flowing through the
system all help to balance the power between the parties. The resulting balance allows "
the retail contact (independent contractor or introducing broker) to be of genuine
assistance to their clients in resolving every day problelIls.

These intermediaries are those most critical to developing investor confidence in the
markets and should therefor have sufficient professional exp~rtise to be able to advise
their clients. The participants agreed that each Indian market participant must qualify
and register within the system. If a Sub broker cannot organize the resources to
register as a separate entity, then that Sub broker must register through a registered
entity.

h. Securities validity, lending, collateral and broker dealer financing

Securities lending is necessary to the functioning of the options market. The need to
build such a mechanism in India was highlighted to participants. An institutional
mechanism needs to be created with regulations for providing lending and borrowing
of securities and financing of broker dealers.

The need to have a central lost and stolen securities system in India as exists in the

I
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US was discussed and accepted by the participants as urgent to build credibility.

Next steps

With an exposure to all of the above areas7 the policy makers and influencers that
formed part of the group would be better placed to create and implement policy for
Indian capital market reform. The visit should be followed up with more training .
and education sessions with the groups from the Ministry of Finance, SEBI and the
exchanges, and assistance in specific areas outlined above including:

• Development of an intermarket system for exchange trading so as to be able
to provide best price execution for an inv)Stor irrespective ofhis location.

• Introduction of securities lending

,
• Certification and.testing for all capital market intermediaries

• Registration and Regulation of Retail Capital market intermediaries

• Strengthening self regulation through exchanges and other self regulatory
organizations .

• Developing a central lost and stolen securities system.

For the success of this project the participation and cooperation of your
management and staff is essential. We would like to thank you and your colleagues
at SEBI for the time, courtesy and cooperation extended to us during the course of
this project.

Please get in touch with us at the FIRE project for any clarifications or further
information you may require.

Thanking you,

y;z~
W. Dennis Grubb
Principal Consultant
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Attachment A

Participants of the Study Tour from India- An Introduction
October 18-31, 1996

Dr. U. Sarat Chandran, Joint Secretary, Department ofEconomic Affairs,
Ministry ofFinance, Government ofIndia. Dr. Chandran is in charge of the
divisions of Capital Markets and External Commercial Borrowing. He has a Ph.
D. in Economics from the University 6fWisconsin, USA and a Masters in
Economics from Williams College, USA.

~ Mr. Paul Joseph, Director, Stock Exchange Division, Ministry ofFinance,
Government ofIndia. Mr. Joseph has a Masters in Economics and also a M.B.A.
with specialization in Finance. He has worked at the Ministry of Finance in a

b f
. . +num er 0 posItions. .

Mr. R. C. Mathur, Executive Director, The Stock Exchange, Mumbai (Bombay
Stock Exchange- BSE). The BSE is India's oldest stock exchange. Mr. Mathur is
on deputation from the State Bank ofIndia, India's largest bank, where he is at
the rank ofDeputy Managing Director.

Ms. Anita Kapoor, Regional Manager, Northern Regional Office, Securities and
Exchange Board ofIndia (SEBl). SEBI is India's securities market regulator.
Before joining SEBI, as an officer of the Indian Revenue Service, Ms. Kapoor
worked with the Ministry ofFinance at the Central Board of Direct Taxes and the
Department of Economic Affairs.

Mr. K. E. C. Raja Kumar, Regional Manager, Southern Regional Office,
Securities and Exchange Board ofIndia. Before joining SEBI, as an officer of
the Indian Revenue Service, Mr. Kumar worked with the Central Board of Direct
Taxes, Ministry of Finance in various positions.

Mr. Paritosh Sharma, Securities Markets Specialist, Price Waterhouse LLP
(FIRE Project). He has a M.B.A.with specialization in Finance. Prior to joining
the proj ect he was General Manager with the aTe Exchange of India, the over
the counter market in India. Mr. Sharma is coordinating this study tour.
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Attachment B

Topics of Interest for Participants
Study Tour from India (NewYorkJ Chicago! London October 18-31, 1996)

Stock Exchanges

• Exchange Listing Requirements
• The Initial Public Offering process and regulation
• Exchange Trading Systems
• Clearing and Settlement Process; Depository; and Risk Containment
• Capital Adequacy requirements and their monitoring

Investor Protection

• Curbing Market Manipulation and insider tra~ling practices
• Surveillance and Broker audits
• Investor Protection Funds! Insurance
• Arbitration

Self Regulation

• Historical development
• Role of SROs
• Extent of Regulator Oversight
• Registration of intermediaries and regulatory requirements
• Qualification standards for brokers

Derivatives trading

• The process of trading and settlement
• Risks associated and containment
• Relationship with Cash Markets

Concerns of International Investors
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1.

2.

3.

4.

5.

6.

Attachment C

List of Organizations visited and people met

Georgeson and Company Inc.
Mr. John Wilcox, Chairman
Mr.Peter Firestein, Managing Director
Mr. Samir Bah!, Associate Director

Bloomberg LP
Mr. Thomas Broderick

Morgan Stanley & Co.
Ms: Susan Black, Managing Director
Mr. Vikram Nagrani, Principal
Mr. J.P. Davidson III, Principal
Mr. Robin Roger, Principal
Mr. Charles Vadala, Principal

International Portfolio Group
Mr. Michael Burpee, President

Depository Trust Company
Mr. Edward McGuire, Secretary

National Securities Clearing Corporation
Ms. Rita O'Sullivan, Vice President, Risk Management
Ms. Margaret L. Koontz, Executive Director, NSCC
Mr. Dennis M. Earle, Managing Director, NSCC

International Securities Clearing Corporation
Ms. Cecilia Humphrey, Manager, International Analysis

International Depository and Clearing Inc.
Mr. Mark Handsman, Executive Vice President
Mr. Richard Myers, President and CEO

New York Stock Exchange
Mr. George Ugeux, Executive Vice President, Office of the CEO
Mr. George Sofianos, Director, NYSE
Mr. Robert Mcsweeny, Vice President,
Mr. Aldo J. Martinez, Vice President, NYSE
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7.

8.

9.

10.

11.

12.

13.

14.

15.

16.

17.

18.

Mesirow Financial Inc.
Mr. Thomas Avgeris, Senior Vice President
Mr. Thomas J. Geary, Vice President

Rosenthall Collins LP
Mr. George J. Recchia, Chief Operations Officer
Mr. Robert B. Cihlar, Manager, Sales and Marketing
Mr. Donald Swanson, Sales and Marketing

National Futures Association
Ms. Laura Oatney, Director, Public Affairs
Ms. Patricia Chen, Manager, Compliance
Ms. Yvette Christman, Registration Manager

Chicago Board of Options Exchange
Dr. William J. Barclay, Vice President, Strategic Planning
Ms. Mary L. Bender, Senior Vice President, Division of Regulatory Affairs

t~

Chicago Mercantile Exchange
Mr. Michael Gorham, Vice President, International Market Development
Ms. Colleen COlT, Manager

Chicago Stock Exchange
Mr. Stanley Klimek, President, Capital Securities Investment Corporation
Mr. Jim Meyerhoff, Member

SEC- Regional Office

Foreign and Colonial Emerging Markets Ltd.
Mr. Jeffrey Chowdhry, Director

Securities and Investment Board
Mr. John Barrass, Head, International Relations
Ms. Lieslotte Burdorf- Cook, Manager

Serious Frauds Office
Mr. George Staple, Director
Mr. R. J. Wardle, Assistant Director

Securities and Futures Authority
Mr. David Jones, Public Relations Manager

Trio Holdings
Mr. David L. Hagan, Executive Chairman
Mr. Peter R. Minihan, Associate Director, TRIO Equity Derivatives
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19.

20.

21.

Mr. David Caplin, Managing Director, Martin Brokers (UK) PLC

Goldman Sachs
Mr. Carlos Cordeiro, Managing Director
Mr. Bim Hundal, Executive Director
Ms. Diane A. Petan, Vice President
Mr. Zian Naqui, Executive Director

Crest Company
Ian Saville, Chief Executive
Ian Mitchell
Paul Symons

London Stock Exchange
Mr." Ian Salter, Deputy Chairman
Ms. Caroline Goodman, Advisor, International Affairs
Mr. Alan Wilson, Market Regulation Department
Mr. Nigel Atkinson, Head ofListing."
Mr. David Webb, Regulatory Advisor, Capital Markets
Ms. Ramila Patel, Team Manager, Capital Markets
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Attachment D.

Corporate Governance Triangle and article by Mr.
dohn C. Wilcox, Georgeson & Co.

t



THE CORPORATE GOVERNANCE TRIANGLE
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IDEALL Y. THE TRIANGLE SHOULD
BE EQUILATERAL. INDICATING A
BALANCE OF POWER AMONG
THE THREE PARTICIPANTS.
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INVESTOR RELATIONS

MANAGEMENT

BOARD OF DIRECTORS

-CONTROL
- CAPITAL STRUCTURE
- COMPENSATION OF SENIOR MANAGEMENT
- NOMINATION OF DIRECTORS
- SHAREHOLDER RIGHTS

*THE BOARD IS RESPONSIBLE FOR RESOLVING THE STRUCTURAL CONFLICTS THAT
ARISE BETWEEN THE CONFLICTING BUT EQUALLY VALID GOALS OF MANAGEMENT AND
SHAREHOLDERS ON THE FOLLOWING ISSUES:

IN THE U.S. BEFORE TAKEOVERS AND THE RISE OF INSTITUTIONAL ACTIVISM, THE
CORPORATE GOVERNANCE TRIANGLE LOOKED LIKE THIS:
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SPECIAL PROXY ISSUE

MAKING THE BEST OF
SHAREHOLDER RESOLUTIONS

John C. Wilcox of Georgeson & Company

Inc. discusses the expected increase in

shareholder proposals during the 1996 proxy

season and the steps companies should take

when they receive a shareholder resolution.
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CORPORATE GOVERNANCE PROPOSALS

SPONSORED BY INSTTT1JT10NS AND OTHER SHAREHOLDER GROUPS

1987 TO 1995

The Evolution of Strategic Activism

shareholders seeking change. He points out that "it al·
most doesn't matter what the subject of the proposal
is," because the plOcess has become so effective in at­
tracting the attention ofcorporate executives and mobi­
lizing shareholder support.

/ . ' Shareholders took more than five years to perfect
this foot-in-tbe-door strategy. During the early stages
of the activist movement-from 1987 through 1992­
activists used shareholder proposals as a tool to es­
tablish credibility, to enlist support from the Securities
and Exchange Commission (SEC) and Congress, and
to publicize their agend~ ?f governance re~orm and
shareholder riihts. TradltlOnal gadfly tactlcs were
used not just to discredit corporations. but to estab­
lish shareholders as a power base. The strategy was
undeniably effective and quickly produced a prolife~a­

don of new proposals. additional sponsors, and m­
creased institutional voting suppon (see Figure 1).
The peak of success for shareholder activism came in
late 1992 wh~n the SEC amended the shareholder com-

Confrontation or capitulation are not the only
choices available to targeted companies. Often the best,
choice is to establish communication directly with the

Activists are using shareholder proposals. strate­
gically, to highlight concerns about governance and
performance. Companies should avoid policy disputes
and communicate with shareholders about fundamen·
tals and long-term business strategy.

Making the Best of
Shareholder Resolutions

'I

I SHAREHOLDER PROPOSALS
I
I
I
I By John C. Wilcox

All signs indicate that shareholder resolutions will
increase substantially during the 1996 proxy season.

I presenting what many, companies view as a no-win di­
lemma: appeasement, or a public battle for votes
against opponents virtually assured of high levels of

I success. The predictability of institutional votes in fa­
vor of policy-based proposals. such as board
declassification and poison pill rescission. has created

I a high level of frustration at targeted companies.
They feel victimized by a process that appears to
give them no chance of obtaining a hearing on the

I
~erits from investors who cast their votes strictly on
policy rather than case-by-case.

I A Foot in the Door

I
proponent in order to detennine whether the proposal

I is negotiable or whether the proponent has another
agenda. Shareholder activists are increasingly making

'strategic use of the proposal process for the purpose

I of highlighting underlying concerns with governance
and performance. In fact, the use of shareholder pro­
posals as a foot in the door-to force a response from

I
companies that ignore other negotiating initiatives­
is now more important than the use of proposals as
policy instruments.

I Even the most aggressive shareholder activists are
now promoting communication and negotiation rather
than confrontation. Bob Monks. a proponent of strate-

l
aic shareholder activism through his LENS Fund. re­
gards the proposal process as a;' "invaluable" tool for

110hn C. Wilcox is chairman of Georgeson & Company Inc. in
New York. ~.Y.

SOURCE: GEORGESON & COMPANY INC.
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Ri5!hts Association of America (IRAA), the successor
to the United Shareholders Association, and by labor

'unions (see Figure 2). This new movement appeared to
represent a resurgence in gadfly tactics and a partial re-
pudiation of the behind-the-scenes. perfonnance-based
strategy that had been developed by large public pen­
sion f~nds. However, lRAA and the unions were care­
fulto piggyback on the established governance agenda
in order to enlist voting suppon from institutional in­
vestors. They were thus combining populism. gadfly
tactics, and performance·bas~d governance. Both groups
centered their campaigns around board-related propos­
als. IRAA was particularly successful with its campaign
agiiinst pensions for non-employee directors. Other
board-related resolutions included repeal of classified
boards, board diversity. a majority of independent di­
rectors on boards. and independent directors on nomi­
nating committees.

Confrontation or Communication?

•The reappearance of populist activism in 1995
perplexed companies just as they were becoming ac­
customed to the low-key strategic use of shareholder
proposals by public pension funds. It also raised the ?ld
tactical question: Do shareholders want confrontatIon
or communication?

The responses from activists willing to discuss their
strategies reveal a remarkable uniformity in their as­
sessment of the shareholder proposal process, the im­
portance of communication and negotiation, and even
their long-term goals.

Tun Smith, executive director of Interfaith Center
on Corporate Responsibility (ICCR), representing pri­
marily religious institutions, says that while his goal is

• to use the proposal process to ch~ge corpor~te be~v­
ior. he views the face-to-face meetmgs and dISCUSSIOns
he holds with companies as far more important than the
referendum and voting results. Over the past dec~de,

about one-third of lCCR's proposals have been WIth­
drawn following successful dialogue with targeted com­
panies. Smith believes that corporations are learning how
to listen to shareholders. He cites one director of a For­
tune 50 company who went so far as to say that shar~­

holder complaints were valuable because they gave his
board "early warning" of problems in the company's
culture and perfonnance.

Bill Patterson of the Teamster's Union avoids a
direct answer to the question most often raised by tar­
geted companies-are unions pursuing a collective bar­
<raining aaenda when they sponsor shareholder resolu-eo.
tions? He thinks the question is irrelevant, or at most It

1995

-.::::- USA IIRAA

o """"'~~I:::..__.l.--_~_:-_----J

1991 1992 1993 1994

--+- Public Pensions --.- ReligiOUS Orgs.

FIGURE 2
CORPORATE GOVERNANCE PROPOSALS
LEVEL OF SHAREHOLDER SPONSORSHIP

A new surprise came in 1995 with the near dou­
bling of shareholder proposals, led by the Investor's

The Renewal of Populist Activism

SOURCE: GEORGESON &- COMPANY INC.

munications rules and adopted new compensation dis­
closure rutes.

A surprising and unanticipated effect of the 1992
amendments was to shift shareholder interest away from
Rule 14a-8 resolutions-and from the proxy process in
general. By eliminating many regulatory constraints, the
~ew rules freed shareholders to communicate and pub­
licize their views outside the confmes of shareholder
meetings. This development coincided with the demise
of the United Shareholders Association. eliminating a
major sponsor of grassroots resolutions. Even more
important, the California Public Employees' Retirement
System (CaIPERS) and other large public pension funds.
seeking to justify activism in economic tenns, be~~ to
investigate and publicize the links between actIvIsm. '
good governance and performance. By 1994, the frater­
nity of shareholder activists was united behind the be­
lirf that "perform~ce" (som~times referring to operat­
ing results, sometunes refemng to market return) was
the raison d'etre of activism. The use of shareholder
proposals as a blunt instrument to embarrass compa­
nies and achieve publicity fell into disuse as performance
became the accepted activist goal.
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is a question that shareholders can decide for themselves

I when they vote on union-sponsored proposals. He takes
the proxy process at face value and maintains that be­
cause government policy encourages both employee

I
ownership and the aggressive exercise of shareholder
rights, companies have no choice but to listen to the
demands of the growing class of employee-sharehold­
ers. Shareholder resolutions are, in his view, an impar-

I tant source of vitality and dynamism in this country's
corporate system, which he contrasts with "feudal and
fossilized" governance structures in other parts of the

I world. For 1996. he sees union-sponsored resolutions
continuing to focus on board structure and oversight,
executive compensation. and poison pills. He agrees that

I communication is by far the best way for targeted com­
panies to respond to union-sponsored proposals.
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and :\ifichael Price. These investors-heirs to the "raider"
traditions of the 1980s-pose far more serious strategic
problems for the companies they target

SOURCE, GEORGESON & COMPANY INC,

How Companies Should Respond

Whenever a ~ompany receives a shareholder pro­
posal that is not clearly frivolous and that meets the
requirements of Rule 14a-8, state law, and the corpo­
rate charter. an objective process ofevaluation and stra­
tegic response should include the following steps.

First. the company should conduct a substantive
c review of the proposal and the issues it raises. For ex­

ample. poison pill rescission proposals raise a variety
of important policy and strategic questions. (See Fig'ure
3 for the vores on poison pill rescission proposals over
the past nine years.) Should the company eliminate the
pill? Vlhat would be the consequences? Would the pro­
ponent be satisfied with lesser modifications, such as a
sunset provision, the addition of other "chewability" fea­
tures, or a pror¢se to modify the pill at a later date? If
so, how much would the company increase its vulner­
ability to a control threat? Are there extraordinary con­
siderations that might persuade shareholders to vote on
a case-by-case basis or even to change established vot­
ing policies?What additional benefits would accrue from
appeasement of the proponent?

FIGUREJ

VOTES FOR PROPOSALS ON POISON PIll. RESCISSION

SPONSORED BY lNSTlTU110NS AND OTHER SHAREHOLDER GROUPS

1995 ANNUAL MEETING SEASON

Governance and
~ompensatjonproposals
raise fewer strategic
concerns and aJlow
greater flexibility in
negotiations.
Nell Minow of LENS, Inc. agrees with Patterson

I
that shareholder resolutions are an essential tool to'"wake
up" managers and directors of poorly performing com­
panies. Her goal is to establish dialogue with targeted
companies about how to improve governance practices

I and performance. Minow believes that corporate cul­
ture and management attitudes are inextricably linked
to performance, and she maintains that poorly perform-

l ing companies usually do not like criticism, from in­
side or outside the company. Conversely, she believes
that the best run companies are those that welcome criti­
cism and constantly seek to reinvent themselves. SheI says that LENS's activis~ helps companies "scrape off
the barnacles" that impede their performance. Like both

I
Smith and Patterson, she advocates private resolution
of conflicts rather than public confrontation.

Kayla Gillan of CalPERS and John Lukomnik of

I
New York City Employees' Retirement System
(NYCERS) both argue that public pension funds and
other indexed. long-term investors are actually the most
conservative users of the shareholder proposal process

I and should be the easiest for companies to deal with.
Gillan conf'ums that CalPERS uses resolutions as a foot
in the door with the express goal of starting discussionsI with the officers and boards of targeted poor perfonners.

Lukomnik contrasts the relatively benign approach
of pension funds with the aggressive tactics of such in­I vestors as Kirk Kerkorian. Greenway Partners, LENS,

I
I
I

.I INSIGHTS. Volume 9, Number 12, December 1995 8
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Ultimately, it is up to the
board to decide what is
in the best interest of
the cOf!1panyand
all shareholders.

Governance and compensation proposals raise
fewer strategic concerns and allow greater flexibility in
negotiations. A proponent calling for a separation or
the CEO/chairman roles might be satisfied by a move
to strengthen the nominating committee's procedures
for selecting board nominees or by a clarification of
how the CEO's performance is measured. Similarly, a
proposal to eliminate certain features of director com­
pensation may be defused by the company's decision to
pay directors with stock instead of cash.

~

Second, the company should analyze its owner-
ship base and calculate the likely outcome if the pro­
posal were put to a vote. The shareholder analysis is
similar to other forms of customer research. It identi­
fies who owns the company's stock and analyzes their
investment goals, voting practices, and policy prefer­
ences. Without this analysis, directors and managers
cannOl know who they are supposed to represent.A vote
projection reveals whether a company's -position is
strong or weal.;:, what risk it runs in allowing a referen­
dum on the proposal, and how much work would be
involved in waging a vigorous campaign against the
resolution.These basic marketing and costlbenefit analy­
ses should also take into account the company's recent
earnings. overall operating performance. market return.
and any other issues. problems, or successes that might
affect shareholder attitudes toward the company.

Finally. and most important. the company must
bring all these elements together in a communication
strategy. If the analyses reveal weak performance. dis­
satisfied and restless shareholders; and difficult busi­
ness conditions. the company will likely pursue a

INSIGHTS, Volume 9, Number 12. December

•••'59

Companies and shareholders have both come to
recognize that shareholder proposals are not an end in
themselves. but the means to an end-to establish com­
munications directed at the proper alignment of busi­
ness and shareholder goals. When proponents assert their
desire to be heard and to engage in dialogue with com­
pany executives. these assertions should be taken liter­
ally. However. communications strategy should always
be based on a thorough analysis of the characteristics,
goals. and past record of shareholder proponents. as well
as on the cfmpany's assessment of its own vulnera~i1­

ity and the significance of the proposal. Ultimately. it is
Ut) to the board to decide what is in the best interest of
the company and all shareholders.

.~ .
Shareholder activism is now fmnly focused on

issues of performance. This is good news for compa­
nies. it means that negotiations with shareholders about
governance and shareholder rights can now be conducted
in the context of business fundamentals, operating per­
formance, and market value. Issues such as executive
compensation, 'board structure, and the long list ofgov~
ernance practices are no longer treated as abstract policy
questions but are debated in terms of how well a com­
pany is doing, how its bonom line can be strengthened,
and how its market performance can be improved. These
are matters on which companies and shareholders can
find common ground. even when they approach the is­
sues from sharply different perspectives.

Conclusion

strategy of communication and negotiation aimed at
eliminating the proposal and avoiding a potentially
embarrassing referendum. Companies with strong per­
formance, facing frivolous pr<?posals or proposals that
clash with basic corporate philosophy may decide that
communications should be limited and that confronta­
tion is preferable to appeasement.

9
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Attachment E.

Clearing_and Seillement in'the United States
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Attachment F.

National Securities Clearing Corporation-

(1) NSCC Risk Measurement and Risk Management
by Rita O'Sullivan, Vice President, Risk

I

Management

(.2) Standards of Financial Responsibility

(3) Brochure

(4) Stock Borrow Program



.:. CREDIT RISK/COUNTER PARTY RISK

.:. THE NATURE OF 'RISK' - how to measure and manage

NSCC RISK MEASUREMENT AND RISK MANAGEMENT
Rita O'Sullivan, Vice-President, Risk Management: Assessments

Legal Structure
• clear right to collateral - priority
• unfettered rights to close out positions if insolvent

SOURCES OF BUSINESS RISK
Credit Risk/Counter Party Risk
Liquidity/ Funding Risk
Market Risk
Legal and Fiduciary Risk
Operational Risk
Event Risk

.:. BUSINESS RISK: Uncertainty
• Future value of the firm: financial risk analysis
.. Exposure to the clearing corporation from a Member's insolvency

• orderly wind down "
• sufficient collateral
• expected and unexpected insolvencies

NSCC Guarantee
• encourages greater liquidity in the market
• easier to raise capital! reduces cost ofcapital raising
• best prices for customers

.:. LIQUIDITYIFUNDING RISK
meet payment for all deliveries where member is insolvent and cannot
receive securities - use total aggregate Clearing Fund

•+
••+
•
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.:. Market Risk

Trade Insolvency Liquidation

I ---------------------------1-----------------------------I
MTM Clearing Fund

.:. MEASUREMENT

.. Managem"ent Reports/ NSCC Surveillance Department
.. extensive array of detailed reports
.. covers all aspects ofMember activity
.. automatically generated each day
.. monitored to track Members' activity anq exposure

• Financial Reports
II> outline financial position of the Members
.. produced monthly or quarterly

• NSCC Risk Assessment
.. reviews NSCC's risk exposure and the adequacy of its risk protection

factors

+ News I Industryl Other DEA information Monitoring
.. NSCC Surveillance Department daily monitoring

.:. RISK PROTECTION FACTORS

+ Netting System Protections

• Members' Financial Soundness

+ Clearing Fund

\
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.:. SUFFICIENT COLLATERAL

.. Large $ value positions - concentration of positions

.. Liquid / Illiquid Securities

"Concentration"
Positions both size of $ and volume

"Liquid Securities"
MTM and Volatility

.-

"Illiquid Securities"
i market domination: trading large positions

holding large positions
"Bear raid and short squeeze" scenarios
• market price
• players in the market
• which market is affected

.:. RISK MANAGEMENT SYSTEMS
• developed in-house
• shared with other entities

.:. NSCC RULES AND PROCEDURES
Clearing Fund requirements and Special collateral - ongoing development
of new procedures

\
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Rita A. O'Sullivan

NSCC Vice President, Risk Management: Assessments

Ms O'Sullivan joined the National Securities Clearing Corporation (NSCC) in January
1995. Ms O'Sullivan is responsible for conducting risk assessments for NSCC, the
Government Securities Clearing Corporation, and the Mortgage Backed Securities
Clearing Corporation, including reviewing the services and guarantees provided,
evaluating possible risk exposure, and determining and implementing effective
protective devices and recovery capabilities. ,

Prior to joining NSCC, Ms O'Sullivan was the Manager and General Counsel of the
Securities Exchanges Guarantee Corporation Limited (SEGC) in Sydney, Australia.

~ . SEGC is a 'subsidiary of the Australian Stock Exchange Ltd and it administers the
investor protection scheme for investors and brokers in the securities industry. She also
performed risk assessments for SEGC arising from the expansion of ASX's operations,
including the development of its futures and derivatives markets, ~d the expansion ofbrokers'
businesses. .

Ms O'Sullivan received Bachelor degrees in the Arts, La\ys, and Economics fro;n the
University of Queensland, Australia and a Graduate Diploma in Applied Finance and
Investment from the Securities Institute of Australia. Ms O'Sullivan has practised as a
Commercial Lawyer in Australia and Papua New Guinea, and has worked in the policy
area of the Companies and Securities Branch at the Australian Federal Attorney­
General's Department dealing with financial sector issues including the oversight of
stock and futures exchanges, the responsibility for legislation involving the securities and
futures industries, company mergers, acquisitions and takeovers, the licensing of
participants, clearance and settlement systems and insider trading.
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(ADDENDUM B-1)

ADDENDUM B

STANDARDS OF FINANCIAL RESPONSIBILITY
OPERATIONAL CAPABILITY

The Corporation shall apply the following standards in determining the financial
responsibility and operational capability of Settling Members and applicants for
membership and shall follow the Guidelines in making surveillance determinations.

I. MEMBERSHIP STANDARDS

In addition to the requirements established pursuant to the provisions of Rule 2,
an applicant for membership shall:

1. have sufficient financial ability to make anticipated contributions to the
Clearing Fund and to meet obligations to th$ Corporation; and

2. have an established business history of a minimum of six months or
personnel with sufficient operational background and experience to
ensure the ability of the firm to conduct such a business; and

3. have adequate personnel capable of handling transactions with the
Corporation and adequate physical facilities, books and records and
procedures to fulfill anticipated commitments to and to meet the
operational requirements of the Corporation and other Settling Members
with necessary promptness and accuracy and to conform to any condition
and requirement which the Corporation reasonably deems necessary for
its protection or that of its Settling Members; and

4. not be known to be subject to a Statutory Disqualification or an order of
similar effect issued by a Federal banking agency; and

5. not be known to be subject to any other action or condition the existence
of which would require the applicant to be placed on surveillance by the
Corporation.

B. In addition to the foregoing standards,

1. All broker/dealer applicants shall:

235
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shall:

(ADDENDUM B-2)

a. have $50,000 in excess net capital over the minimum net capital
requirement imposed by the SEC or such higher minimum capital
requirement imposed by the brokersl dealer's designated examining
authority; and

b. have a capital ratio or percentpge that would not require the applicant
to be placed on immediate surveillance by the Corporation; and

c. not be known to be on a "closer-than-normal" surveillance by the
applicant's designated examining authority as that term is defined by the
applicant's designated examining authority.

2. Bank applicants, other than applicants for Settling Bank Only Membership

a. (i) have at least $50 million in capital;' or

(ii) have furnished to the Corporation a guarantee of its parent bank
holding company respecting the payment of any and all obligations of the
bank applicant, and such parent bank holding company shall have total
consolidated capital of at least $50 million; or

(iii) in the case of a trust company that is not a bank, but is a member of
the Federal Reserve System or is an institution insured under the Federal
Deposit Insurance Act, have consolidated capital of at least $10 million
and that is adequate in the jUdgment of the Corporation to the scope and
character of the business conducted by such trust company; and

b. not be operating at a loss at the time of its application and not have
operated at a loss in any of its previous three fiscal quarters.

3. Municipal Securities Brokers' Broker sponsored account applicants who
elect the Alternative Clearing Fund Formula, in addition to the
requirements imposed by Section I.B.1 above, shall:

a. be in compliance with SEC Rule 15c3-1(a)(8); and,

For the purpose of the membership standards and surveillance status rules applicable [0 banks.
"capital" is defined to include capital stock. surplus. undivided net profits. reserve for
contingencies and other capital reserves.

236
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c.

(ADDENDUM B-3)

b. sign and deliver to the Corporation an agreement in writing whereby the
applicant shall agree that

(i) if securities received on a business day are pledged prior to money
settlement on that business day, the Corporation shall be paid directly by
the pledgee bank the amount the applicant is required to pay for the
securities received or the applicant's net settlement obligation for that
business day whichever is less; and

(ii) no securities received on a b,usiness day through a qualified securities
depository shall be placed in transfer, withdrawn or delivered to a third
party for no value prior to paying the Corporation the amount the applicant
is obligated to pay for the receipt of the securities or the applicant's net
settlement obligation for that business day whichever is less.

4. All applicants for membership limited to the use of the Mutual Fund
Services shall meet the following: •

a. If a broker-dealer:
, .

(i) has $25,000 in excess net capital over the minimum net capital
requirement imposed by the SEC or such higher minimum capital
requirement imposed by the broker/dealer's designated examining
authority, and,

(ii) the standards in (i) (8) (1) (b) and (c) set forth above.

b. If a Bank or Trust Company:

(i) has $100,000 minimum excess capital over the capital requirement
imposed by its state or federal regulatory authority, and,

(ii) the standard set forth in (i) (B) (2) (b) above.

5. All other applicants shall be required to meet financial stability standards
as are applied to the industry in which the applicant is associated.

Unless the context otherwise requires, the parent bank holding company of a
Settling Member that has been admitted to membership in accordance with
section (i)(B)(2)(a)(ii) of the standards, and any material banking subsidiary of
such parent bank holding company, shall, for the purpose of applying the
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D.

E.

F.

G.

H.

(ADDENDUM B - 4)

surveillance status rules, be treated as if it were also a Settling Member, so that
the Settling Member. the parent bank holding company, and any affiliated
material banking subsidiary will be required individually to meet the standards for
a Settling Member not under surveillance, if the Settling Member is not to be
placed on a surveillance status.

A Settling_ Member who is placed on "Advisory" surveillance status, shall be
required to make any additional Clearing Fund deposits within ten (10) business
days of receipt of the Corporation's request.

A Settling Member who is placed on Class "A" or "8" surveillance status shall be
required to make any additional Clearing Fund deposits within such time period
as the Corporation may require but in no event sliall such time period be less
than two (2) business days.

A Settling Member who is (i) placed on any surveillance status. or (if) has a
position in a security which"" is placed on surveillance status, and who is required
to make additional security mark-to-the-market payments, in amounts to be
determined by the Corporation, shall make such payments within such time
period as the Corporation may require but in no event shall such time period be
less than two (2) business days.

Settling Members who are required to provide information pursuant to the
provisions of Rule 15 shall, except for FOCUS Reports for which the time frame
has been prescribed and unless the Corporation deems that a longer period is
appropriate, provide such information within two (2) business days, provided,
however. that if such information is necessary for a determination in a summary
action proceeding it shall be produced immediately.

Bank and Trust Company Settling Members shall be required to file the following
information (Settling Members admitted pursuant to section (i)(B}(2){a)(ii) shall
be required to submit information for the Settling Member, its parent bank
holding company and any affiliated material banking subsidiary of such parent
bank holding company) and any information filed with the Corporation shall be
held confidential to the same extent as is provided with respect to information
furnished under Section 2 of Rule 15:

INFORMATION TO BE FILED MONTHLY

1. Whether a Federal banking agency has served the Settling Member with a
temporary cease and desist order pursuant tb Section 8 (c) of the Federal
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2.

3.

4.

5.

6.

(ADDENDUM B - 5)

Deposit Insurance Act regarding any violation of law, rule or regulation or
any unsafe or unsound practice which could cause insolvency or
substantial dissipation of assets or earnings of the Settling Member or is
likely to seriously weaken the condition of the Settling Member or
otherwise seriously prejudice the interests of depositors or which could
otherwise affect the financial condition of the Settling Member;

a. indicate the nature of the violation and whether such violation could
affect the Settling Member's financial or operational ability to continue to
fulfill its obligations to the Corporation;

whether the Settling Member has been instructed by the Securities and
Exchange Commission or by a Federal banking agency to reduce or
eliminate some or all of its clearing activity;

a. indicate what type of activity has been restricted and the extent to
which it has been restricted; ,

whether the Settling Member is prohibited from paying dividends or would
be required to obtain consent of a bank regulatory authority if it were to
pay dividends in an amount equal to 50% of the average amount paid in
the past two years;

a. indicate the applicable restriction;

whether the Settling Member has sought or received financial assistance
from the Federal Deposit Insurance Corporation pursuant to section 13(c)
or (e) of the Federal Deposit Insurance Act;

whether a director or officer of the Settling Member was served by a
Federal banl<ing agency with a written notice of intent to remove such
person from office pursuant to section 8(e)1 or 8(e)2 of the Federal
Deposit Insurance Act;

whether the Settling Member was assessed any penalty pursuant to
section 8(i) of the Federal Deposit Insurance Act for any violation of any
cease and desist order issued by a Federal banking agency or any
consent agreement entered into with a Federal banking agency regarding
a violation of a law, rule or regulation or any unsafe or unsound practice,
which might materially affect the Settling Member's financial condition:
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(ADDENDUM B - 6)

a. indicate whether such penalty brings into question the continued
financial or operational capability of the Settling Member to continue to
fulfill its obligations to the Corporation;

7. whether the Federal Deposit Insurance Corporation has served the
Settling Member with written notice of intent to terminate the Settling
Member's federal deposit insurance pursuant to section 8(a) of the
Federal Deposit Insurance Act;

8. whether the Settling Member has received extended credit from the
Federal Reserve discount window other than seasonal credit;

9. if the Settling Member or its parent bank hol~ing company maintains
Moody's or Standard & Poor's bond or commercial paper rating, whether
such rating has changed or been withdrawn;

a. indicate the effective date on which the rating has changed or been
withdrawn;

b. indicate old rating and new rating;

10. whether the Settling Member or any of its employees is subject to a
statutory disqualification as defined by the Securities Exchange Act of
1934, as amended or is subject to an order of similar effect issued by a
Federal banking agency;

11. whether the Settling Member has had a decline in capital since the time it
was admitted to the Corporation;

a. explain any extraordinary circumstances that account for the decline in
capital;

12. whether a Federal banking agency has served the Settling Member with a
permanent cease and desist order pursuant to Section 8(b) of the Federal
Deposit Insurance Act regarding any violation of a law, rule or regulation
or any unsafe or unsound practice, other than a violation of the consumer
lending laws which, in the opinion of the Settling Member, could not have
a material negative effect on the Settling Member's financial condition;
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(ADDENDUM B - 7)

a. indicate the nature of the violation and whether such violation could
affect the Settling Member's financial or operational ability to continue to
fulfill its obligations to the Corporation.

INFORMATION TO BE FILED QUARTERLY

1. Whether the Settling Member has had a material increasE" or change in
volume or in the nature of business which involves additional use of the
Corporation's services without corresponding increases in profitability or
additions to capital over a perrod.of three or more months;

2. whether the Settling Member has incurred net losses in the fiscal quarter
. exceeding 10% of its capital.

INFORMATION TO BE FILED ANNUALLY

1. Whether the Settling Member had a consolitiated net loss in the fiscal
year just ended;

2. whether the Settling .Member has incurred a decline in consoli6ated net
income (after securities gains and losses) in the fiscal year just ended or
in the last two fiscal years, amounting to more than 50% of such
consolidated net income for the preceding fiscal year;

a. indicate whether the Settling Member or its parent bank holding
company maintains a Moody's or Standard &Poor's bond rating of at least
A, or commercial paper rating of at least P2 or A2;

b. indicate whether the Settling Member's capital is 5% or more of its total
assets at the end of fiscal year just ended;

3. whether the Settling Member had net losses in the fiscal year just ended
exceeding 10% of the Settling Member's capital.

All broker/dealer Settling Members, except Fund/Serv Broker-Dealers, shall be
required to file the following information annually, within such time period as the
Corporation shall prescribe, and any information filed shall be held confidential to
the same extent as is provided with respect to information furnished under
Section 2 of Rule 15:

NAME OF MEMBER _
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(ADDENDUM B - 8)

ADDRESS OF MAIN OFFICE _

I. BACKGROUND INFORMATION'

1. Form of Organization
\

Corporation
Partnership
Sole Proprietorship

2. Date Business Started

3. Designated Examining Autbority

4. Exchange Memberships

5. Other Memberships

6. Briefly describe any recent membership changes as well as those contemplated
during the next six (6) months.

7. Chief Executive Officer _

8. Financial Officer _

9. Operational Officer _

10. Number of registered representatives _

11. Number of operational personnel _

12. Number of branch offices and state(s) located _

1,
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(ADDENDUM B • 9)

13. Name of outside counsel _

14. Name of accounting firm _

15. Date of last annual outside audit---------
16. Date of last inspection by Designated Examining Authority

17. Is SEC Registration currently effective? Yes No

If yes, on what date? _

18. Method of Record keeping

Manual
Computer (in-house)
Other

19. If a Service Bureau is to be used, give name and address:

20. Location of books and records if other than Main Office

21. If Member is affiliated with, controls, and/or is controlled by any another business
entity, describe details of relationship.
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22. List all banking relationships and available lines of credit.
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23. Clearing Arrangements:

OTC:

Self-Clearing

Through Others [ ]
List Names:

For Others [ J
List Names:

Listed:

Through Others [ ]
List Names:

For Others [ ]

Yes[] Nol]
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\ADDENDUM E .)

List Names:

Options:

Through Others [ ]
List Names:

For Others [ ]
List Names:

Briefly describe any changes contemplated in the Member's clearing
arrangement. .. .

II. TYPE OF BUSINESS CONDUCTED

1.(a). Check, in appropriate box, types of business engaged in (or to be
engaged in, if not yet active) by Member. Do not check any category which
account for or is expected to account for less than 10% of annual gross revel,ue
from the securities or investment advisory business.

[] Exchange member engaged in exchange commission
business.

[] Exchange member engaged in floor activities.

[1 Broker or dealer making inter-dealer markets in corporate securities over 111e­
counter.
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(ADDENDUM B - 12)

[1 Broker or dealer retailing corporate securities over-the-counter.

[] Underwriter or selling group participant (corporate securities other than
mutual funds).

,

[J Mutual fund underwriter or sponsor.

[] Mutual fund retailer.

[1 u.s. Government securities dealer.

[J Municipal securities dealer.

[] Municipal securities broker.
.

[J Broker or dealer selling variable life insurance or annuities.

[] Solicitor of savings and loan accounts.

[1 Real estate syndicator.

[] Broker or dealer selling oil and gas interests.

[] Put and call broker or dealer option writer.

[1 Broker or dealer selling securities of only one issuer or associated issuers
(other than mutual funds).

[] Broker or dealer selling securities of non-profit organizations (e.g., churches,
hospitals).

[1 Investment advisory services.

[] Broker or dealer selling tax shelters or limited partnerships.

(1 Stock borrowed.

[] Other (give details).
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(b) Does Member effect transactions in commodity futures, commodities or
commodity options as a broker for others or dealer for its own account?

t
2.(a). Record three (3) primary sources of Member's income during most recent
twelve (12) month period.

3. Securities accounts for customers:

Approximate number of active accounts.

%

%

%

(ADDENDUM 8 - 13)

business? (If "Yes",

247

Cash
Margin

Yes No ---

Yes' No _

(c) Does Member engage in any ather non-securities
describe each such other busi.ness briefly.)

(b) Projected changes:

Clientele

I
I
I
I
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(ADDENDUM 8 - 14)

Retail
Institutional
Wholesale

Types of Accounts

Discretionary
Investment Advisory _
Other (Specify)

Services:

Safekeeping [ ] Proxy [ ] Research [ ]

Accommodation Transfers [ ]

Other (specify) _

4. Approximate number of monthly tickets _

5. Market Making Activities

Does Member make markets? Yes No
OTC # Listed # _

Approximate number of markets to be made on NASDAQ __' off
NASDAQ_.

Price range of securities _

Wire connections-----------------Does Member act as correspondent for another broker-dealer?
Yes No

If yes, for whom? _

Does another broker-dealer act as correspondent for Member?
Yes No

If yes, who? ---------
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III. BONDING

list any current correspondent relationships.

Average offering price of underwriting completed __

Number in process of registration, _

$----
$----

249

Number completed within last twelve (12) months as a selling group member

Number completed within last twelve (12) months as a sole underwriter

(ADDENDUM B - 15)

Number currently in registration _

+Average offering price of those in registration _

Fidelity
On Premises

7. Briefly describe any changes contemplated during next six (6) months in the
Member's business activities.

Name of insurance company:

Is Member required to have a fidelity bond?
Yes [] No []

....,
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IV. PENDING INVESTIGATION'S) AND/OR L1TIGATION(S)

Briefly describe any claims paid.

Is there a cancellation rider? Yes No--

-

Day: Yr:-- --

250

SIGNATURE: _DATE: _

Is the Member currently involved in any litigation of a criminal or civil nature?
Yes No---

(ADDENDUM B - 16)

Is the Member the subject of any investigation(s), hearing(s), injunction(s),
operational restriction(s) or other actions by a regulatory body?
Yes No---

In Transit $ _
Misplacement $ _
Forgery and Alteration $ _
Securities Loss $ _
Fraudulent Trading $ _
Amount of Deduction Provision $ _

Briefly describe any changes contemplated in Member's bonding coverage.

Expiration date of bond: Mth: _
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(ADDENDUM B - 17)
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NAME OF MEMBER _

ADDRESS OF MAIN OFF1CE

8. Financial Officer --------------

I. BACKGROUND INFORMATION

1. Form of Organization

+
Corporation
Partnership
Sale Proprietorship

2. Date Business Started

3. Designated Examining Authority

4. Exchange Memberships

5. Other Memberships

6. Briefly describe any recent membership changes as well as those contemplated
during the next six (6) months.

7. Chief Executive Officer _

J. All Fund/Serv Broker-Dealers shall be required to file the following information
annually, within such time period as the Corporation shall prescribe, and any
information filed shall be held confidential to the same extent as is provided with
respect to information furnished under Section 2 of Rule 15:

I
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20. Location of books and records if other than Main Office

18. Method of Record keeping

(ADDENDUM B - 18)

_____ (In House)
Manual
Computer
Other

If yes, on what date? _

19. If a Service Bureau is to be used, give name and address:

17. Is SEC Registration currently effective?
Yes__No__

13. Name of outside counsel --.- _

15. Date of last annual outside audit -'--

16. Date of last inspection by Designated Examining
Authority _

14. Name of accounting firm _

9. Operational Officer _

12. Number of branch offices and states(s) located _

10. Number of registered representatives _

11. Number of operational personnel _
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Name of insurance company: _

22. Does Member engage in any non-Mutual Fund business? (If "Yes", describe
each such other business briefly.)

21. If Member is affiliated with, controls, and/or is controlled by any other business
entity, describe details of relationship.

2. What is the largest daily money settlement Member anticipates having with any
one Mutual Fund Group?

(ADDENDUM B - 19)
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Yes No---

Less than $100,000 [ ]
Between $100,000 and $500,000 I ]
More than $500,000 r ]

Is Member required to have a fidelity bond?
Yes (] No []

IV. PENDING lNVESTIGATION(S) AND/OR L1TIGf:. -ION(S)

II. NATURE OF BUSINESS

Ill. BONDING

1. With what Mutual Funds-does Member conduct business?

T'
I
I
I
I
I
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I
I
I
I
I
I
I
I
I
I
I
I
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(ADDENDUM B - 20)

Is the Member the subject of any investigation(s), hearing(s), injunction(s),
operational restriction{s) or other actions by a regulatory body? Yes__ No_

Is the Member currently involved in any litigation of a criminal or civil nature?
Yes No__

DATE: SiGNATURE: _

,
II. GUIDELINES FOR COLLECTING CLEARING FUND DEPOSITS FOR SETTLING

MEMBERS NOT ON SURVEILLANCE STATUS

.
A. Clearing Fund deposits for Settling Members are computed on a daily basis; except

as specified below, however, Settling Members not on surveillance status shall be
required to make any additional Clearing Fund deposits on a monthly basis.

B. To the extent a Settling Member's Clearing Fund requirement increases by ten (10)
percent (or $10,000 for a Member with a Clearing Fund requirement of less than
$100,000), the Corporation may require the Settling Member to make an additional
Clearing Fund deposit sooner than on a monthly basis.

C. In addition to paragraph B above, as part of its monitoring of Clearing Fund deposit
requirements, on a daily basis the Corporation will determine whether changes in
Settling Member's required deposits break certain percentage thresholds for the
portion of the Clearing Fund deposit relating to eNS activity. These thresholds are:

1. the current Clearing Fund requirement (based on the previous twenty (20)
business days' activity) for eNS activity is more than twenty-five (25) percent higher
than the previous month-end requirement;

2. the average of the last five (5) calculations described in paragraph (C)(1)
immediately above is more than fifteen (15) percent higher than the previous month­
end requirement.

D. If the CNS Clearing Fund requirement exceeds either of the thresholds in paragraph
C, and if, as a result, a Settling Member's deposit is insufficient to cover this
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increase (and the deficiency is at least ten (10) percent of the deposit or $10,000).
the Corporation will require payment of the deficiency sooner than on a monthly
basis.

E. The Corporation may grant exemptions to the requirement that deficiencies in the
Clearing Fund deposits resulting from the application of paragraphs r:. and D above
be paid prior to month-end if the Corporation determines that the Settling Member
does not pose additional risk to the Corporation that would require such an
additional deposit prior to the month-end 'review:

....A'~'··· _.
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a.(i) Firms computing net capital under basic method having a capital ratio
exceeding 9.5 to 1 (950%), but not greater than 10.5 to 1 (1050%);

b. a 50% increase in average daily debits and credits calculated weekly over the
average daily debits and credits for the previous calendar month;

Ill. GUIDELINES FOR DETERMINING WHEN THE CORPORATION MAY PLACE A
SETTLING MEMBER OR SECURITY ON SU~VEILLANCE STATUS

(ADDENDUM B - 22)
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As used in this subsection IlI.(A)(1)(d). the tenn "Envelope Settlement System" shall mean such
non-CNS activity, other than DTC Sponsored Account activity. as the Corporation may detemline
from time to time.

d. when the sum of the average daily Envelope Settlement System2 debits pius
the average daily Qualified Securities Depository debits of a Sponsored Member
not eligible to use the Alternative Clearing Fund Formula set forth in section XV,
subsection A.lI.(a) exceeds such Sponsored Member's ex~ess net capital.

c. when a Federal banking agency serves a Settling Member with a permanent
cease and desist order pursuant to Section 8(b) of the Federal Deposit
Insurance Act regarding any violation of a law, rule or'regulation or any unsafe or
unsound practice which could bring into question the continued financial or
operational capability of the Settling Member to continue to fulfill its obligations to
the Corporation;

a. Any condition which could materially impact the operational and financial
viability of a Settling Member which increases or rvay potentially increase
exposure to the Corporation and which does not meet the parameters of Class
"A" or "S" surveillance status;

I. Class "A" Surveillance Status

1. "Advisory" Surveillance Status

B. Broker/Dealer Settling Members

F. The Corporation may require a Fund/Serv Broker-Dealer to make an additional
Clearing Fund deposit sooner than on a monthly basis if such Member's Clearing
Fund requirement increase at least $5,000.

A. All Settling Members

.-�----------------__-.au.,'
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(ADDENDUM B - 23)

(ii) firms computing net capital under alternative method having capital
percentage less than or equal to 5.25% but not less than 4.0%;

b. net losses in a one-month period of 15% or more of a Settling Member's
excess net capital, two-month period of 25% or more, three-month period of 30%
or more; or, a reduction in excess net capital of 25% or mor=: in one month
attributable to, among other things net losses, increased haircuts, charges to
capital or repayment of subordinated loans;

c. temporary inability by a Settling Member to meet settlement obligations in a
timely manner or a potential cash flow problem indicated by late daily settlement,
payment in uncertified funds, overnight suspense items or a continuous negative
unrestricted cash position per monthly financial data received;

d. Settling Member has declared itself to be self-liquidating, merging, being
acquired or otherwise retiring and has a histo~ of previous surveillance or
financial problems;

e. potential operational problems of a Settling Member indicated by a significant
increase in the number of advisories accepted or an unusual number of DK's or
reclaims;

f. notification by Designated Examining Authority of a pending administrative
action or investigation of a Settling Member which could bring into question the
continued financial or operational capability of the Settling Member to continue to
fulfill his obligations to the Corporation;

g. Settling Member has two or more unexcused late or materially adjusted
monthly financial reports in an 18-month period;

h. during any two consecutive months, the Settling Member's net capital is equal
to or less than 150% of either the SEC's minimum requirement or, if higher, its
Designated Examining Authority's basic minimum requirement for a
broker/dealer who conducts a general securities business or the Settling
Member's equity is equal to or less than 35% of its total capitalization;

I. any eNS position(s) (Long or Short) of a Settling Member disproportionate to
his usual eNS activity;

j. Settling Member is on any c1oser-than-normal or special surveillance list by
another self-regulatory organization, or any other material data concerning a
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(ADDENDUM B - 24)

Settling Member which could impact the Settling Member's financial or
operational viability as a participant;

k. material increase or change in volume, fails, aged fails, inverltory, customer
exposure, nature of business (i.e., market making activity, underwriting, options,
etc.) of a Settling Member without c9rresponding increases in profitability, or
changes in net capital or excess net capital monitored over a period of three or
more months;

I. reorganization of firm due to merger, acquisition, and changes in management
which may, but do not necessarily, result in negative capital impact;

m. firm clearing for other firms which is instructedpy its Designated Examining
Authority to reduce or eliminate some or all of such activity;

n. firm with large eNS position in an issue halted, suspended or under
investigation by a self-regulatory organization or the Securities and Exchange
Commission;

o. any other condition which could materially impact the operational or financial
viability of a Settling Member which increases or may potentially increase
exposure to the Corporation.

2. Class "s" Surveillance Status

a.(i) Firms computing net capital under basic method having a capital ratio
exceeding 10.5 to 1 (1050%);

(ii) firms computing net capital under alternative method having a capital
percentage of less than 4%;

b. net losses in a one-month period of 30% or more, two-month period of 50% or
more of a Settling Member's excess net capital or a reduction in excess net
capital of 40% or more in one month attributable to among other things: net
losses, increased haircuts, changes to capital or repayment of subordinated
loans;

c. Settling Member is a Section 5(a) referral to SIPC or Settling Member is filing
pursuant to Rule 17a-11;
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(ADDENDUM B - 25)

d. during any two consecutive months, the Settling Member's net capital is equal
to or less than 120% of either the SEC's minimum net capital requirement or, if
higher, its Designated Examining Authority's basic minimum requirement for a
broker/dealer who conducts a general securities business or the Settling
Member's equity is equal to or less than 30% of its total capitalization;

e. any CNS position(s) (Long or Short) of a Settling Member wh;.:h is continually
and materially disproportionate to his usual eNS activity;

f. any condition of a Settling Memberin,Class "A" which significantly deteriorates
so as to impact the Settling Member's excess net capital.

C. Bank Settling Members
~

I. Class "A" Surveillance Status

a. A decline in consolidated net income (after secutities gains and losses) in the
course of a fiscal year or two consecutive fiscal years amounting to more than
50% of such consolidated net income for the preceding fiscal year, unJess the
Settling Member's capital is 5% or more of its total assets at the end of the
relevant fiscal year(s) in which such consolidated net income has declined, or he
or his parent bank holding company maintains a Moody's or Standard & Poor's
bond rating of at least A, or commercial paper rating of at least P2 or A2;

b. a consolidated net loss (after securities gains and 10$ses) in any fiscal year;

c. temporary inability by a Settling Member to meet settlement obligations in a
timely manner indicated by late daily settlement or overnight suspense items;

d. potential operational problems of a Settling Member indicated by a significant
increase in the number of advisories accepted or an unusual number of OKs or
reclaims;

e. when a Federal banking agency serves a Settling Member with a temporary
cease and desist order pursuant to section 8(c) of the Federal Deposit Insurance
Act regarding any violation of a law, rule or regulation or any unsafe or unsound
practice which could bring into question the continued financial or operational
capability of the Settling Member to continue to fulfill its obligations to the
Corporation;

259

tIlUWUS&HJi



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

(ADDENDUM B - 26)

f. any CNS position(s) (Long or Short) of a Settling Member disproportionate to
his usual CNS activity;

g. a material increase or change in volume or in the nature of business which
involves additional use of the Corporation's services without corresponding
increases in profitability, or corresponping 'additions to capital over a period of
three or more months;

h. firm clearing for other firms which is instructed by a Federal banking agency to
reduce or eliminate some or all of such activity;

I. firm with large CNS position in an issue halted, suspended or under
investigation by a self-regulatory organization or the Securities and Exchange
Commission;

j. when a Settling Member) financial condition IS such that the Settling Member
must obtain the consent of a bank regulatory authority to pay dividends in excess
of an amount equal to 50% of the average amount of dividends paid in the past
two years;

k, any other condition which could materially impact the operational or financial
viability of a Settling Member which increases or may potentially increase
exposure to the Corporation.

2. Class "8" Surveillance Status

a. When a Settling Member's financial condition is such that the Settling Member
is prohibited from paying dividends by or pursuant to the banking law under
which it is chartered;

b. net losses in any fiscal quarter or fi,scal year exceeding 10% of a Settling
Member's capital;

c. when a Settling Member seeks or receives financial assistance from the
Federal Deposit Insurance Corporation pursuant to Section 13(c) or (e) of the
Federal Deposit Insurance Act;

d, any CNS position(s) (Long or Short) of a Settling Member which is continually
and materially disproportionate to his usual CNS activity;
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(ADDENDUM 8 - 27)

e. when a Federal banking agency serves a director or officer of a Settling
Member with a written notice of intent to remove that person from office pursuant
to Section 8(e)1 or 8(e)2 of the Federal Deposit Insurance Act;

f. the assessment of any penalty upon a Settling Member pursuant to Section
8(i) of the Federal Deposit Insurance Act for any violation of the terms of a cease
and desist order issued by a Federal banking agency or a conser.~ agreement
entered into with a Federal banking agency under circumstances which could
bring into question the continued financial or operational capability of the Settling
Member to continue to fulfill its obligations to the Corporation;

g. when the Federal Deposit Insurance Corporation serves a Settling Member
with written notice of intent to terminate the Settling Member's federal deposit
insurance pursuant to section 8(a) of the Federal Deposit Insurance Aft;

h. when a Settling Member receives extended credit form the Federal Reserve
discount window other than seasonal credit; "

l. any condition of a Settling Member in Class "A" which significantly deteriorates
so as to impact the Settling Member's financial condition. •

D. Securities

1. Class I Security Surveillance Status

a. Volume and/or price movement results in trading halt, temporary suspension.
stock watch alert or warning by the SEC or another self-regulatory organization;

b. special or increased initial margin requirement imposed by a self-regulatory
organization or security is a recent addition to the approved list of margin
securities;

c. security has been delisted by a national securities exchange, pr NASDAQ. or
has been delisted by the Federal Reserve Board for margin; or delisting
proceedings have been initiated by any of the above entities;

d. issuer is the subject of a petition under any provision of the Bankruptcy Code;

e. security is subject to offer of merger, acquisition, tender offer, call or risk
arbitrage situation or security is traded, in the Corporation's opinion, in an
unusually thin market;
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2. Class II Security Surveillance Status

L

(ADDENDUM B - 28)

•• E

i. a security position in the CNS system of a Settling Member, which is of such a
size as might threaten to create a disorderly mark~t in the event of a closeout.

g. issue or issuer is the subject of a market surveillance, stock watch or
regulatory report by a self-regulatory organization or the SUbject of a formal order
of investigation by the SEC;

h. securities, the liqUidation of which would create a disorderly market in that
security;

a. Any sustained activity of-a stock in Class I which may have an inordinate
financial impact on the Corporation and/or its Settling Members.

f. substantial increase in an active Short Position of an issue, where there has
been a large adverse price movement, particularly with respect to usually
inactive issues;

C. Clearing Fund deposits for Settling Members on Class "A" Surveillance Status shall
be comprised of the normal CNS clearing fund requirement plus, (i) up to 5% of the
Settling Member's CNS Long fail positions, plus (ii) up to 5% of the Settling
Member's CNS Short fail positions. plus (iii) 2-1/2% or in the discretion of the
Corporation up to 5% of the Settling Member's average daily settlement debits,

A. Clearing Fund deposits for Settling Members on surveillance status shall be
computed on a daily basis;

B. Clearing Fund deposits for Settling Members on "Advisory" Surveillance Status shall
be comprised of the normal CNS clearing fund requirement plus, 2-1/2% or in the
discretion of the Corporation up to 5% of the Settling Member's average daily
settlement debits. excluding CNS and Mutual Fund Services debits, plus 2-1/2% of
the average daily settlement credits, exclUding CNS and Mutual Fund Services
credits;

IV. GUIDELINES FOR COMPUTING CLEARING FUND .DEPOSITS FOR
SETTLING MEMBERS ON SURVEILLANCE STATUS OTHER THAN
MUNICIPAL SECURITIES BROKERS' BROKERS THAT HAVE A
SPONSORED ACCOUNT AND WHO ELECT THE ALTERNATIVE CLEARING
FUND FORMULA.

I
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C. Additional Clearing Fund deposits for Sponsored Account Municipal Securities Brokers'
Brokers Members on surveillance status shall not be required where the amount of the

excluding CNS and Mutual Fund Services debits, plus 2-1/2% of the Settling
Member's average daily settlement credits, excluding CNS and Mutual Fund
Services credits;

F. Excess Clearing Fund deposits shall be refunded on a quarterly basis, provided,
however, that the Corporation may, but shall not be required to, make refunds at the
request of the Settling Member, prior to the end of the quarter.

A. Clearing Fund Deposits for Sponsored Account Municipal Securities Brokers' Brokers
Members on surveillance status who elect the Alternative Clearing Fund Formula shall
be computed on a daily basis.

(ADDENDUM B - 29)
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V. GUIDELINES FOR COMPUTING CLEARING FUND DEPOSITS FOR MUNICIPAL
SECURITIES BROKERS' BROKERS THAT HAVE A SPONSORED ACCOUNT AND
WHO ELECT THE ALTERNATIVE CLEARING FUND FORMULA AND ARE ON
SURVEILLANCE

B. The Corporation, in its discretion, may require a Sponsored Account Municipal
Securities Brokers' Broker Member on surveillance status who elects the Alternative
Clearing Fund Formula to meet Clearing Fund requirements set forth in Section IV
above or such lesser amounts as the Corporation may in its discretion require.

E. Additional Clearing Fund deposits for Settling Members on surveillance shall not be
required where the amount of the deficiency is less than $1,000. Where the amount
of the deficiency is in excess of $1,000 but less than $5,000 the Corporation shall
require payment in multiples of $1,000. Where the amount of the deficiency is in
excess of $5,000 the Corporation shall require payment in multiples of $5,000.
Notwithstanding the foregoing, the Corporation genera'ly will not require additional
deposits unless the amount of the deficiency is equal to or greater than 10% of the
Settling Member's Clearing Fund deposit;

D. Clearing Fund deposits for Settling Members on Class "B" Surveillance Status shall
be comprised of the normal CNS clearing fund requirement, plus (i) up to 10% of the
Settling Member's CNS Long fail positions, plus (ii) up to 10% of its eNS Short fail
positions, plus (iii) an additional percentage, as determined by the Corporation, of
the Settling Member's average daily settlement, debits and/or credits, excluding
CNS and Mutual Fund Services debits andlor credits;
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(ADDENDUM B - 30)

deficiency is less than $1,000. Where the amount of the deficiency is in excess of
$1,000 but less than $5,000 the Corporation shall require payment in multiples of
$1,000. Where the amount of the deficiency is in excess of $5,000 the Corporation
shall require payment in multiples of $5,000. Notwithstanding the foregoing, the
Corporation generally will not require additional deposits unless the amount of the
deficiency is equal to or greater than 10% of the Member's Clearing Fund deposit.

D. Excess Clearing Fund deposits shall be refunded on a quarterly basis, provided,
however, that the Corporation may but shall not be required to make refunds at the
request of the Member, prior to the end of the quarter.
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I Introduction
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National Securities Clearing Corporation (NSCC) is the nation's leading provider of centralized clearance,

settlement and information services for equity, corporate and municipal bond, Unit Investment Trust (Uln
and mutual fund transactions. NSCC now clears and settles 98% of all equity and bond transactions in the

United States and plays acritical role in the safety and soundness of tlie markets.
International Securities Clearing Corporation (JSCC), awholly owned subsidiary of NSCC formed in

1985, provides clearance and settlement. services to U.S. brokers trading in overseas markets. Government

Securities Clearing Corporation (GSCC), an NSCC affiliate established ayear later, brings the efficiencies of

automated clearance and settlement to brokers, dealers and banks trading in the U.S. Government securities

marketplace. MBS Clearing Corporation (MBSCe), which was established in 1979 and became jointly owned

by its participants and NSCC in 1994, facilitates the post-trade activities of the mortgage-backed securities

market.

NSCC is owned equally by the New York Stock Exchange (NYSE), the American Stock Exchange

(Amex) and the National Association of Securities pealers Inc. (NASD), and is registered as aclearing

agency with the Securities &Exchange Commission (SEC). The Company's primary mission is to develop

high-quality, innovative, dependable systems and services that meet the financial industry'S requirement for

cost-effective, high-volume trade processing that helps minimize risk.

NSCC wor~s closely with the Securities Industry Automation Corporation'(SIAC), its facilities manager,

and The Depository Trust Company (DTC), acentral depository that holds participants' securities and makes

receipts and deliveries in book-entry form. The Company anticipates the expanding and ever-changing

needs of the industry through its active, positive communications with the securities exchanges; the SEC

and other government regulatory agencies; and the financial services firms that are NSCC's customers.

............................... .

........................................................ ....................................... ~ ~ ~ .. ~ ~ .
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NSCC History & Structure

NSCC Participants

NSCC Communications

NSCC began operating in 1976, with the consolidation of the clearing operations of the NYSE, Amex and
NASD. The Company was created to address the existing and evolving post-trade processing needs of bro­

ker/dealers and banks, and has since expanded its services to include the mutual fund community,

NSCC operates as auser-driven corporation. The firm's senior management is guided by its Board of
Directors, which works closely with management in policy development, operational planning and financial

management. The Board is made up of 19 members: 15 Participant Directors elected from participating

brokers, dealers, banks and mutual funds; NSCC's President and Chief Executive Officer; and three

Shareholder Directors.

More than 1,900 brokers, dealers, banks, mutual funds and other financial institutions currently use NSCC's

services as direct participants, as regional participants through the Regional Interface Operation (RIO), or as

indirect participants through Correspondent relationships.

NSCC provides its services through avariety of data transmission capabilities including CPU-ta-CPU links
and PC access for selected applications. via electronic interfaces with other clearing corporations and
through branch offices. NSCC supports areliable and sophisticated communications network that includes
two data processing sites for redundancy and atested disaster-recovery program.

\
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uncertainty in the marketplace. NSCC nets participants' transactions into one position per issue, then inter-

I poses itself in the middle of each net transaction. Through its Continuous Net Settlement (CNS) System,

NSCC guarantees settlement for eligible transactions as of midnight of the day the trade is reported to mem­
bers as compared. NSCC limits the risk arisJOg from this process by maintaining high membership stan-I dards, closely monitoring participants' positions and market conditions, marking securities to market, and
carefully managing its Clearing Fund.

The Clearing Fund was established to secure participants' obligations to NSCC and other liabilities andI losses should they occur. Participants are required to contribute to the Clearing Fund according to aformula
established by the Board. Clearing Flmd deposits can be in cash, U.S. Treasury securities, or in Letters of

I
Credit issued by authorized banks (in cases where letters of credit are used, certain cash minimums must
also be maintained).

.. _ .
INSCC Products & ServIces

I

NSCC products and services c,enter on post-trade processin~ of equity, corporate and municipal bond, UIT,
and mutual fund transactions. The- post-trade processing component of NSCC's business involves two

steps: Comparison and Recording, or matching the bUy and sell sides of transactions and recortling com­
pared trade obligations from securities marketplaces; and Settlement. or the transfer of money and securi­
ties to settle trade obligations.

.. . .. ~ ..

........................................................................... ................................................................

ISleps In Post-Trade Processing

I
I
I
I
I
I
I
I
I
I
I
I

Comparison

In the comparison process, NSCC matches detaile~ transaction information SUbmitted by the buyer aild the

seller, in order to establish binding contracts for settlement. Details are submitted on trade date, and results

of the matching process are reported to participants one day atter the transaction takes place; these transac­

tions are said to have "cleared" and subsequently settle on the third business 9ay after execution.
Transactions that initially do not match are reported to participants for correction. NSCC and the securities
marketplaces have instituted standardized procedures for participants to use to correct trade differences.
Equities

NSCC's equity trade comparison service handles transactions executed on the NYSE, Amex and OTC mar­

ketplaces, and includes domestic (U.S.) as well as foreign equity securities (via NSCC's Foreign Securities

Comparison & Netting System). In addition, trades executed at regional exchanges can be routed to NSCC

for settlement via the Regional Interface Operation (RIO).

Increasingly, transactions are submitted to NSCC via avariety of automated marketplace trading sys­

tems, and are reported to NSCC as "locked-in" trades that already have been compared. Transactions that
are not locked-in are compared in either NSCC's Listed Comparison System (for trades involving exchange­

listed securities) or its OTC Comparison System (for transactions in the over-the-counter market).
The Foreign Securities Comparison and Netting System automates the comparison process for foreign

securities traded in ordinary shares. The system allows foreign securities traded between two NSCC mem­
bers to be compared and netted participant-to-participant, using acommon settlement price. The securities

are processed in NSCC's OTe Comparison System, with trade details submitted in the same manner as
those for U.S. OTe transactions.
Fixed Income

NSCC's Fixed Income Transaction System (FITS) provides efficient and standardized processing of munici·
pal and corporate bonds and UITs, by allowing the submission of trades on trade date. This enables timely
trade comparisons and early resolution of discrepancies by ~articipants, and also reduces risk. As with equi­
ties, fixed income trades increasingly are received by NSCC as "locked-in" by automated trading systems.

2



NSCC's three settlement systems. The vast
., . .,'JS) System, which allows the netting of trans-

actions and the aute v ~G~~-er":"J movement 01 depository-eligiDle securities in acentralized, controlled

and fully automated enVilonment. The Balance Order System is used largely for settlement of non-deposi­

tary-eligible issues. Trade-Far-Trade Settlement allows individual trades to be settled separately, bypassing

the netting process.

Continuous Net Settlement

Securities that are eligible for depository processing through OTC enter the CNS System. This automated
book-entry settlement system relies on an interiace between NSCC and DTC lor the movement of book­

entry shares among participants, in order to settle accounts.
All current transactions in CNS are netted daily by participant into one position per issue, and then are

further netted with any open obligations. NSCC is the contra side to each settling CNS transaction, and guar­
antees settlement to both sides oj every CNS compared trade. Next, NSCC instructs DTC to move securities
from the accounts of the net sellers to the NSCC account, and the securities are then allocated to the
accounts of the net purchasers. Finally, NSCC nets the dollar value of CNS securities movements to generate
anet CNS money settlement, which is consolidated with other NSCC settlements to prr"r.e anet debit or

credit position for each participant every business day.

Additional eNS Services

NSCC offers several services through the CNS SY,tem to help participants in their proe

• The Stock Borrow Program allows participanfs to lend excess securities in their OTC acc~~ .3CC to
cover temporary shortfalls in the CNS System. NSCC credits the member's money settlement account with
the full current market value of the borrowed securities, and members can in'fest these funds to earn
overnight interest.

• The Fully-Paid-For Account and Expanded Fully-Paid-For Account help participants reduce "iffy" borrows

and unnecessary carrying costs through the controlled use of customer securities (excluding municipal

bonds) when the firm expects aeNS allocation from NSCC in the same security.

• Reorganization Sub-Accounts allow participants to benefit from the netting process by enabling them to take

part in mandatory reorganizations and voluntary tender and exchange offers through CNS.

• The JOICNS Interface for Prime Broker Business streamlines the processing of trades executed by one party

(the Executing Party) on behalf of an institutional customer who instructs that the trade be forwarded to

another party (the Prime Broker) for clearance and settlement The interface allows both parties to benefit

from netting and reduced securities movements provided by CNS.

• The Correspondent Clearing Service simplifies the processing of transactions executed by one participant
(the Special Representative) on behalf of another participant (the Correspondent) by transferring the settle­
ment obligation to the Correspondent, eliminating the need for redeliveries and decreasing the potential for

errors in the accounting and settlement process.

• NSCC's Canadian Depository for Securities (CDS) Link provides abook-entry clearance and settlement sys­
tem for DTC-eligible securities traded between CDS and NSCC members.

• The Reconfirmation and Repricing Service (RECAPS) is an automated fail clearance system that reconfirms
and reprices participants' aged equity, municipal bond and zero coupon issue fails previously compared by
NSCC or other means.

I·························,

I
I
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I Physical Settlement: The Balance Order System

Securities that are not eligible for depository processing through DTC can be settled through NSCC's
Balance Order System, aphysical securities processing system. In this system, NSCC nets each partiei-

I pant's receive and deliver obligations into asingle position per issue every day. NSCC then allots the securi·
ties, assigning adeliverer and receiver based on net positions. The Balance Order System centralizes and

• streamlines processing of physical securities and funds and reduces securities deliveries.I ; .
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Other NSCC Services

Additional Physical Settlement Services

NSCC provides anumber of services to assist participants In processing their physical deliveries in asafe
and cost-effective manner.

,
• The Envefope Settlement ServIce (E55) and Intercity Envelope Settlement Service (lESS) standardize and

control the movement of certificates, and ensure that participants receive either money settlement credit or

their certificates.

• Direct Clearing allows regional participants without aNew York office to settle physical securities using

NSCC's envelope settlement services. It also facilitates over-the-window deliveries.

• The Funds-Onfy Settlement Service (FOSS) centralizes the routing of envelopes containing money-only

charges (primarily debits and credits resulting from mark-to-market adjustments) among full-service NSCC

participants in New York City, N.Y. and Jersey City, N.J.

• The Dividend Settlement Service (DSS) is aclaims-processing system that facilitates the efficient collection

of cash dividends and registered bond interest owed between NSCC members.

• Through the National TraFfsfer,Service (NTS), NSCC efficiently and economically moves various items to
transfer agents within anetwork of cities throughout the U.S. and Canada. NTS handles securities that result

from trading activities. as well as book-closing items, legal transfers and accommodation transfers.

Trade-For-Trade Settlement

Trade-For-Trade Settlement allows participants to settle individual trades separately at the contract price.

Trade·for-trade settlement can be utilized if both participants use aspecial trade indicator at the time the

trade is submitted. This prevents the trade froW entering tile netting system and creating a receive or deliver

order. Trade-far-trade transactions settle separately from CNS and balance order transactions.

How Money Settles

Money Settlement is the final stage of the comparison and settlement process. In money settlement, NSCC

centralizes a-nd nets credit and debit obligations for each participant. so that settlement can be achieved in
one transaction. Each participant makes payment to or collects payment from NSCC each day to bring their

NSCC account to zero. NSCC also cross-endorses settlement with DTC. so that joint NSCCIDTC members

can gain the maximum benefit of netting between the two organizations.

Managing Collateral

NSCC's Collateral Management Service (CMS) provides members with information on their own clearing
fund and margin deposits and requirements at NSCC and at other participating clearing entities. Members

using CMS can determine if they have an excess or deficit at any of the participating clearing entities and

through aPC access detailed data on their collateral.

Responding to Change
Today, NSCC offers anumber of services that meet changing industry requirements yet remairl consistent

with the Company's charter to help minimize risk, standardize and eliminate redundant functions, and
reduce 1irm operating costs.

Mutual Fund Services

In the mid-1980s, mutual fund transaction processing was apaper-intensive, costly manual process. Facirlg

Questions about its ability to handle continued growth, the industry sought NSCC's help in developing auto­
mated solutions. NSCC's Mutual Fund Services automate and standardize mutual fund-related processing.
facilitating growth in the industry by providing the operational efficiencies that are NSCC's hallmark.

• NSCC's FundlSERVjs acentral processing system that enables mutual funds and broker/dealers to enter.
confirm, settle and register mutual fund purchase and redemption orders in an efficient and automated envi~

ronment. The system also can accommodate the special, volume-related needs of underwritings and tender
offers.
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Account Transfers

NSCC designed the Automated Customer Account Transfer Service (ACATS) in 1985 to address the prob­

lems of delays caused by the manual transfer of brokerage industry customer accounts. ACATS automates

this process, providing avehicle for the efficient and timely transfer between brokers of customers' cash or

margin accounts, as well as Individual Retirement Accounts (IRAs) or Qualified Corporate Plans (Keoghs).

Options positions in an account are passed through ACATS to Ti,e Options Clearing Corporation (OCC)

for transfer. The ACATS - Fund/SERV Interface allows participants to reregister mutual fund assets trans­

ferred through ACATS.

New York Window

The New York Window is a platform of services that supports the clearance of physical securities for broker­

age and banking institutions. Services include receipt and delivery of securities over-the-window or through

branch receives and NSCC's envelope services, physical transfers and reorganizations, underwritings, pro­

cessing of DTC withdrawals and deposits, end-ot-day settlement, and messenger services. To complement

these services, custody services also are offered.

Commission Billing t
Commission Billing provides an automated facility for the debiting and crediting of commissions owed

among NSCC full-settling members and NYSE and Amex specialists and floor brokers. NSCC members can

submit commis_sion bill debit lists to NSCC for payment from their NSCC accounts. Specialists and floor
brokers benefit from receiving or making one monthly payment from or to NSCC.

PC Platform

PC Platform is acost-effective and user-friendly data entry and communications package that allows partici­

pants to transmit data from a personal computer to NSCC's state-of-the-art processing system, and receive

activity reports on their PC. With PC Platform, users can input information directly into six NSCC services

- ACATS, CNS, Correspondent Clearing, FITS, RECAPS, and Commission Billing. The single-user system

can be installed on most DOS-based personal computers with an 80386SX or higher class processor.

I················ .
• Networkmg IS an automated, centralized recordkeeplOg system through which all customer account-level

information other than order processmg can be exchanged between broker/dealers and mutual funds.

• The Commission Settlement Ser/lce is an automated system that facilitates the exchange of mutual fund

commission-related information between brokers and funds, and allows mutual fund commission payments

to enter NSCC's settlement system.

1
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..~ .I NSCC Fees

1

NSCC provides the financial services industry with high-quality services at reasonable cost. Service fees,

which are set by the Board of Directors and filed with the SEC. are charged on acost-related basis. The

Company is committed to carefully managing operating costs, and is constantly exploring new ways to

achieve economies of scale that will allow cost savings and fee reductions for members. NSCC's current fee

structu re for all products and services is available upon reQuest.

I NSCC' M~;~~;i~~" N'SCC'M'~rk~ti'~~ R~p;e's'e'~~ti~~~' ~~~ ~~~il~bi~ t~'~~~~id~'f~~h~~ 'i~f~~~~ti'~~ ~b~~t';h~ c'~~~~'~;'~ '~;~t~~~""

and services, structure. fees, and operations. Please contact:

I
I
I
I
I

National Securities Clearing COflloration
55 Water Street, 22nd Floor
New York, N.Y. 10041

(212) 412-8432 (Tel.).

(212) 412-8495 (Fax)

'" '" 5' 'i" , '1'0/95"
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Stock BOITo\v Progralll

I
I The Stock Borrow Program allows participants to lend NSCC available stocks and corporate bonds from

their account at the Depository Trust Company (DTC), to cover temporary shortfalls in NSCC's Continuous

I
Net Settlement (eNS) System. NSCC credits members' money settlement accounts with the fUll market value

of secunties borrowed, and members can earn overnight interest on that value by investing the funds. In

addition, members can enhance securities inventory management in asafe. controlled environment through

I the program. ,

........................................................................................................................................
Who can use the service All NSCC members, including brokers, dealers, banks. and other financial institutions, can participate in theI ~ '. Stock Borrow Program. Stocks and corporate bonds are eligible for the program.

............................. .
Benefits The Stock Borrow Program enables participants to earn interest on the full current marketvalue of theirI excess DTC positions borrowed by NSCC. while lending securities in the safety of acontrolled environment.

• In the Stock Borrow Program. participants' NSCC '\laney settlement accounts are credited on the day of the

loan with the full market value of any securities borrowed by NSCC. This allows members to invest theI funds to earn interest overnight on the value received from the loans.
• Securities on loan to NSCC are recorded as long positions in aspecial eNS accpunt set up specifically for

I
the participant's Stock Borrow activity. This enables the member to benefit from lending securities within the

safe, controlled CNS processing environment.

....... ~ , .
By early evening on each business day, participants forward to NSCC alist of securities that are available for

borrowing. The list can be transmitted via CPU-to-CPU link or PC Platform. Early in the morning on the fal­

lowing business day, NSCC determines the high-priority securities obligations that remain open after the

first segment of eNS clearance processing. NSCC then attempts to satisfy these obligations by borrowing

from participants in the Stock Borrow Program,

Selecting Lenders

If two or more participants are willing to lend the same security, NSCC selects one based on an algorithm

Which takes into account arandom number and the participant's average loans and clearing fees. This pro­

cedure permits borrowing to be spread among many potential lenders of asecurity. NSCC uses the full

quantity that the participant makes available in each issue before proceeding to the next participant in the

sequence.

Reporting On Slock Borrow ActiVity
NSCC distributes reports to participants each morning, reflecting Stock Borrow activity. In reviewing the
report, participants sometimes discover that the securities lent to NSCC place the firm in violation of
Securities & Exchange Commission (SEC) regulations concerning the segregation of fully-paid-for customer

Crediting Participants' Accounts

After NSCC borrows securities in the evening. the transactions are recorded as long positions in the partici­

pant's Stock Borrow (C) sub-account, aspecial account in the eNS System. The total current market value
of the borrowed securities is credited in the participant's CNS account. These funds are available to the par­
ticipant overnight. This process is reversed when NSCC returns the borrowed securities. No rebates are
charged and the entire transaction occurs in the controlled eNS processing environment.

IHOW the service works

I
I
I
I
I
I
I
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I For more information

1
I
I
1
1
I
I
I
I

es. the deficil can be covered by transferring t' ':':' ; • Ihe Stock Borrow

_•• ".: ,t Into .. L ,.osition In the Fully-Paid-For (E) account. This reo ,IS in the I oer Ileing debited the

current market value of the securities position. The Securities & Exchange CommissIOn treats this "E" posi­

lion as a good control location for customer securities under Commission rUle 15c3-3.

Please contact NSCC's Participant Services at (212) 412-8432.

The Stock Borrow Program is aservice offering of National Securities Clearing Corporation. the nation's

leading provider of centralized clearance, settlement and information services to more than 1.900 brokers.

dealers. banks. and mutual funds.

BEST AVAILABLE COpy
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Attachment G.

NelM Yor~ Stock Exchange';

(1) Corporate Structure

(2) U.S. Equity markets and the NVSE

(3) Constitution and Rules t



CORPORATE STRUCTURE

Board of Directors .
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MEMBERS

• 1,366 equity members
• Physical access members
• Electronic access members
• Lessee members'
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BOARD OF DIRECTORS

Powers

• Makes rules for all aspects of merribers' business
• Has supervision over members a~d member firms in their

business conduct" their offices and business connections
• Approves applications for listing securities at NYSE
• Discipline of members
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24 Directors plus chainnan, executive vice chainnan,
and president

Public Directors (12)"
• Listed company representatives
• Institutional investor representatives

COMPOSITION
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COMPOSITION '
· Industry Directors (12)
• Representatives of NYC member fiIms that do a

substantial business with securitie~ customers (5)
• Representatives of member firms located outside NYC that

do business with th~ public (2) .
• Registered specialists (3)
• Representative of NYC specialty firm (1)
• Floor member (deals for own account) (1)
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CHAIRMAN

• Chief Executive Officer
• Responsible for management and ~dministration of

NYSE affairs
• Official NYSE representative in all public matters

I
I
I
I
I
I _ _~.,.... . •• ~ ._ •..---.r-'"



BOARDADV~O~YCOMMITTEES

• Exchange Traders Advisory Committee
• Institutional Traders Advisory Committee
• Advisory Committee of Upstairs Traders
• Regional Firms Advisory Committee
• Specialty Firms Advisory Committee
• Individual Investors Advisory Committee
• Pension Managers Advisory Committee
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BOARDADV~O~YCOMMITTEES

• Advisory Committee on International Capital Markets
• European Advisory Committee ~

• Japan Advisory Committee
• Legal Advisory Committee
• Regulatory Advispry Committee
• Listed Company Advisory Committee
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u.s. Equity Markets
and the

New York Stock Exchange

Share volwne
DJIA in millions

Cuneot buD market began 456
6,000 October 11.1990

400

5,000
350

4,000 300

2Si)

3,000
200

2,000 156

100
J.OOO

50

0 I)

~~~~~H~mn~%m~~~~~~n~w

Year
DJIA are year-end figures: the 1996 DnA figure is the closing figure. October 22; volume figures arc annual ,,·.....ges

DJIA and NYSE share volume, 1956 -1996
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I' George Sofianos I
i October 23, 1996
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Share mlume
in millions

R«ord DJIA dosing value
October 18: 6094

DJIA

Auction and dealer markets

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT

• Auction markets
- public orders trade with public

orders with no dealer intervention

• Dealer markets
- public orders are filled by dealers

I
1996 daily DJIA closing values· ::;. I

........................................................................... ·······:>::::········..... ·········,···1
i

Through October 22, 1996
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Listed includes NYSE 3nd A,\-1E..X consolid3ted; Nasd3q docs not include BuUetin Board and Pink Sheets

Regulation of U.S. equity markets

Listed 61%

Listed and unlisted stocks

, Nasdaq 39%

• Listed stocks
-NYSE,AMEX
- regional exchanges: SSE, CHX, eSE, PHLX, P?E

• Unlisted stocks trading in the over-the-counter market
- Nasdaq

- Bulletin Board 1995 Dollar Volume

- Pink Sheets

• Legal framework provided through Congressional Acts
- Securities Act of 1933 and Securities Exchange Act of 1934
- Securities Acts Amendments of 1975

• Securities and Exchange Commission (SEC)
- government agency
- monitors and enforces regulation

• Self Regulating Organizations (SRO's)
- NYSE and other exchanges have their own rules
- NASD regulates the over-the-counter market
- SRO rules subject to SEC approval
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•Corporate structure of the NYSE

• A not-for-profit corporation
• Governed by Board of Directors

- 12 securities industry gjrectors J(~~~

- 12 public directors ~,~
- 2 full-time officers

• Owned by its members
• 1,366 membership seats

. j)rl:;.v.p.t.-- 482 member finns*
.(\l'OiV"::1V­

- number of seats unchanged since 1953

I
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NYSE membership prices

100

o

200

300

400

Share volmne
inmilUom
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84 8S 86 87 88

200
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1,200

1,000

1,600 ,........."'""""'""

High price per yc.r:· 1996 as ofSeptcmbcr 30.1996

1,400

;•••••~ -;.;.;••4.·.·.·J;,.;.;·;·.·.·~JV;,,.., ..~...,.:,v~·iV~·.o;..·"Jo.'~"'·"M·.v.v.·Z'.·h~·",··;o;w '.'n;"..;....x.;..;,.;.;.••;·.·;·;.;.;.-.•;,·,.;..;.; • ;ox·; ;•••;v ;·..N";u,...;y ;.X.....,.·N..;·;.;·~;,~ ·.·;·.·.· ••• ·;O..;·;·;.;,;.;·;·..;oN;.;·..I';,;..·;..·:·;.:NV;,N.o.·;..~·;..·.'.fo;·;.;.·N;·:;y;.;o;..-...;,

i Membership price
in $ thousands
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NYSE revenues

• Main revenue sources
- listing fees
- trading fees
- market data fees

Soun:e: NYSE 1995 Annual Report, p. 31

NYSE expenses

• Main expenses
- employee compensation
- systems

Sow=: NYSE 1995 Annual Report.. p. 31

1995 Revenues
Total Revenues 5500 Million

1995 Expenses
Total Expenses: $452 Million

•
";.\. I
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* Non-U.S. companies can use U.S. or non-U.S. standards

2.5 global

100 global

5,000 global

s·

16,170
&1,100

40 in U.S.

1.1 in U.S.

U.s. Non-U.S.
companiell etlmpani~"

2,000 in U.S

• Non-listed companies meeting
listingtrequirements

* Through September 30. annualized (total 177. non-U.SAO)

Infonnalion on Nasdaq lraJISfers from USA Today, OctobeT 22

1991

1111 Total [l Non U.s. I

Annual fee

Original fee ... ..

2,3{lO

u.s. company with 4 million shares

Public shares llnillion)

Minimum standards

Round-lot shareholders

Market value ($ million)

Competition for listings

Adding companies to the NYSE list

Figwcs as of September 30. 1996

• NYSE listing fees

=: Non.US~prospects

: U.s.. prospects.

• NYSE listing
requirements
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10%

OTC 7%

1995 Share Vt:ume

:"lYSE

• NYSE stocks trade in several markets
- NYSE, the dominant market
- regional exchanges
-OTC

• Also
- crossing networks and other proprietary trading systems
- overseas

Competition for order flow '

I
I
I
I
I
I
I
I

Intermarket Trading System (ITS)
·an electronic communications netwof}(.•.•

<jJinks participatingU,S. exchanges and ()TCrnarket .
.. ~faCilitates the exeCution oforders at the best.IT~ quote

I ~~ .) quote matching is anowed(=

~~<wi)A(dt'~ cl~1k ~(lI\Jl~ I ~

&?!-C~ 1vrri&~' (!f[j;)~4<~/mJd- ~~P .... _1]"'_.'" . ~~ to r.e:~h_f}'7L?
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• At the center of the order flow are the ~rySE specialists
- each stock is assigned to a specialist finn
- specialists act as brokers arranging trades
- occasionally act as dealers

• Specialist obligations
- continuously post prices at which investors can trade
- manage the order flow
- stabilize prices

............................................................................................."'............ . ..j

20

Specialist units '. 37

Orden Volume

[] SystemmNon-System

• SuperDot transmits execution reports back to firm
- market order average turnaround time is 22 seconds

• Most orders reach the floor electronically via SuperDot
- system orders 100

• Member firm to
- specialist workstation
- broker booth workstation

Specialists

Figures a. of Seplember 30. 1996

Figures arc for 1995

I Order transmission

·1
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534
906

Independent(two dollar) brokers

Floor brokers

Floor brokers

• Some orders reach the specialist through floor brokers
- by phone to broker booth
- by SuperDot to broker booth
- floor broker walks order to specialist post

• Why use a floor broker?
- no dealer trading so no danger of front-running
-large orders benefit from strategicbehavior

Types of orders

• 21 different types of orders
• Market orders

- execute immediately at the posted quote or better
- buy orders execute at the ask or better
- sell orders execute at the bid or better System Orders

- liquidity users, pay the spread Unlit

• Limit orders
- execute at a specified price or better
- will execute only ifthat price is reached
-liquidity suppliers, save the spread
- limit orders usually make the quote

Figures as of July 18, 1996

Figures for 1996 fimt quarter

1

______-;--- 1
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1995 Buy Share Volume

17%

Distribution of Block Trades By Way
they Reach the Floor

Specialist U'4

\

• A market order to sell 1,000 shares reaches the specialist
• Who buys the 1,000 shares?

- public limit orders in the electronic display book
- floor brokers in the crowd for their clients
- the NYSE specialist
- specialists or limit orders at regional exchanges via ITS
- OTe dealers via ITS

Order execution

Large orders and the Upstairs Market

• Some large orders reach the floor through the upstairs market
- upstairs dealers seek counterparties
- minimize price impact

• Once matched upstairs, floor brokers cross these orders on the
floor according to NYSE rules
- the upstairs market is integrated with the floor
- upstairs dealers use floor prices to match large orders

Block trades in DnA slocks. January 1994

Other 91.S·h

Direct 83%
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'1 u.s. investor access to non-U.S. equity .' ,,,,~
r·.I'··...·.·.'i.·...·~~.·~·.....•......,;·.·~;·.....~V...........74..........,.;-..;-';O"-;.~·;,.;...~·.,y';O.....'•.,........•..............;.lV,;·...v;~·~-.i'.;.jo.....h·;o.·;O;'·;-..~·.;..·N.......-».v.-....-.h..;·...·;·.·.·.·b'.v.·.......;·..~.·...;.~·.·..;·....••·...·.·.';.·.·.·.·;........;..;·;......;v;,.;·;·..;-;·.·.-;·.·...·.·;·;-.·..;·;·x->.v....·;·:-....;·..;..;,.;...x~.·.I'.v.·......·~·;..·_·.·.·.· ...·.·.·;-.·,,;';0;

Source: Baring Securities International: figures are for 1995: • estima~

············1

1995

8950 billion". .
'. ..:-):'-$~ '"~'..~):-"

~./p'hrouglt non-U;.S. "markets: ":
J>~buyJapanese stocks:in Japan .

...~~ buy Gennan stocks 10 London
';;-".. ~'.. , . r,." .. . .'

• Open-end funds

• Closed-end country funds

• Global equity index derivatives

Globalization of equity markets

0%

% oraD equity

6% ,---------------__-..,

• Non-U.S. corporations are increasingly raising capital outside
their home base
- massive privatization programs
- not enough capital in home country

• U.S. investors are increasing their holdings of non-U.S. equity
- trend will continue

1988 1989 1990 1991 1991 199) 1994 1995 1996·

Source: Federal Reserve Board "Flow of Funds;" • Second qlW1cr 1996

..................................................
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Figures arc for 1996 through Sepcmber 30; consolidated

\
\

93

61

54

113

112

Daily volume
($ million)

..............., ······,·:·····1

Mexico

Brazil

U.K.

Country

Netherlands

Neth. Antilles

Daily volume ;;- Top five countries
by country ~ by trading volume
(SmiUion) .

.

.

2

57

28

Numbcrof
issues

Royal Dutch Petroleum

British Petroleum

Telebr-ols

Telefon05 de Mexico

&hlumberger

··.~I,.~·11Bii;i~;:::~:i;·
.- }

.

Cross-listings and the cost of capital

NYSE non-U.S. stocks

- Positive price impact of listing
- up to 10% relative to appropriate benchmarks

-Why?
- increased liquidity
- increased shareholder base
- reduced exposure to domestic market risk
- reduced capital flow barriers

- The result
- reduced cost of capital

Canada.,··

Netherlands

Brazil

u.K.·.·

Mexico·' ...

Soun:c: Sundaran and Logue. "Valuation Effecls ofForeign Company Listings on U.S.
E."changes." Journal ofInternational Business Studies. 1996.

Focntcc and Karolyi, 'The Effects ofMarket Segmentation and Illiquidity of Asset
Prices: Evidcncc from Foreign Stock Listing in the US.· Working Paper. Unive",ity
of Western Ontario.

• Five most actively
traded
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London 10"/.

London

Asia and Australia

NYSE 60%

North and South America

• Average daily value of trading

$0
1990 109120913091409110922092 3092 4092

t

$20

$30

$10

$40

US$Millions*

$60~_
$50 1···,:f;!J:i':),:i{·~;

London 14%

Factors affecting U.S. trading of
non-U.S. stocks:
- time zone of company's home base
- cross-border capital raising
- characteristics of home market
- company-specific characteristics

Home 62%

NYSE 24"/.

Europe and Africa

The size of the global trading pie

III Com bined trading
increases following
cross-listing
- not a zero-stUn game
- home market gains

Slicing up the pie: U.S. trading of non-U.S. stocks
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The world puts its stock in us.Slot

CCH INCORPORATED
Chicago
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Constitution
and Rules
June :1.996

'ThlI OlflCiai Constitution and Rules of the
Naw YCI'k Stock EIcblmge.lnc. 11 Wall Street.
New York. tiYlOOO5.

Constitution

Generll Rules

Deelings IIlQ Setllement~

Admission of Members
AUied Members end Member Orglllizations

Operation ot Member Organizations

Communications with the Public

Disciplinary Rules

tilting and Defisting of SeCllrities

AJIlitration

Option Rulli

Exdlanga Stock Portfolio Rules

Off·Hours Trading FaciDty Rules

Indu to Constitution and Rulli

Cross-references in the telt to paragraph numbers
abOll14DOO feler to other sections of the full
NIW York Stock Exclwlga Gllide.

ATelephone Director to Elchenge delJlrtments
and persannellnd alist of Elhcnage Services
stan on page 901 in Volume' of lhe New fork
Stock Exchange Guide.

­_.
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ARTlClE IV

Board of Directors
~ , 151 Powers of Board

SEC. 1. Powers of Board. The Board shall be vested with all powers necessary for
the government of the Exchange, the regulation of the business conduct of members,
allied members and member organizations of the Exchange and of approved persons in
connection with their conduct of the business of member organizations and the
promotion of the welfare, objects and purposes of the Exchange and in the exercise of
such powers may adopt such rules, issue such orders an&" directions and make such
decisions as it may deem appropriate.

The Board may prescribe and impose penalties for the violation of rules adopted
pursuant to this Constitution and for neglect or refusal to comply with orders,
directions or decisions of the Board or for any offense against the Exchange, the penalty
for which is not specifically prescribed by this Constitution.

Each person elected to the Board who is not a member of the Exchange shall have
the right to go upon the Floor of the Exchange but shall not have the right to transact
business thereon.

, 1152 Composition of Board
SEC. 2. Composition of Board. The Board shall consist of twenty-four directors

elected by the members of the Exchange, a Chairman of the Board, the Executive Vice
Chairman. if there be one, and the President, if there be one. The directors elected by
the members shall consist of twelve public directors and twelve industry directors. The
directors elected by the members of the Exchange shall be divided into two classes of
twelve each (sometimes referred to as class A and class B) whose terms of office shall
expire in alternate years. Each class shall consist of six public directors and six industry
directors.

(a) the public directors shall include the fonowing:
(i) at least one of the public directors shall be associated with a corporation

that is not a financial institution and is the issuer of securities that are admitted
to dealings upon the Exchange, and

(ii) at least one of the public directors shan be associated with a financial
institution that is a significant investor in equity securities.

(b) the industry directors shall include the following:
(i) two of the industry directors in class A and three of the industry directors

in class Bshall be associated with member organizations that engage in a business

,. 1110 Art. III, Sec. 10 Cl994,CommerceClearingHouse.Inc:.

.. _~ L.;< ~'-;:o~

. ~'i,U'~'
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involving substantial direct contact with securities customers and shall reside and
have their principal places of business within the metropolitan area of New York
City, and

(ii) one of the industry directors of each class shall be associated with a
member organization that engages in a business involving substantial direct
contact with securities customers and shall reside and have his or her principal
place of business outside the metropolitan area of New York City, and

(iii) one of the industry directors in class A and two of the industry directors
in class B shall be registered as specialists and shall spend a substantial part of
their time on the floor of the Exchange, and

(iv) one of the industry directors in class A shall be associated with a member
organization that has its principal place of business in the metropolitan area of
New York City, is not national in nafure and is not engaged in activities as a
specialist, and .,

(v) one of the industry directors in class A shall spend a majority of his or her
time on the floor of the Exchange, shall have as a substantial part of his or her
business the execution of transactions on the floor of the Exchange for other than
his Of her.own account or for the account of his or her member organization, but
shall not be registered as a specialist.
No person who has been elected a director by the membership to three consecutive

terms shall be eligible for election as a director except after an interval of at least two
years.

Each person who is not a member of the Exchange and is elected to the Board
shall, by the acceptance of the position of director, be deemed to have agreed to uphold
this Constitution.

, 1153 Meetings of Boord
SEC. 3. Meetings of Board. Meetings of the Board shall be held at the Exchange's

principal office in the state of New York or at such other place, within or without sue!
state, as the Board may from time to time determine or as shall be specified in the
notice of any such meeting. The Board shall meet for the purpose of organization, the
election of officers and the transaction of other business, on the same day the annuall
meeting of members is held. Notice of such meeting need not be given. Special meetinp
of the Board may be called by the Chairman of the Board or pursuant to the writt9
request of four directors upon notice as below prescribed.

, 1154 Notice of Boord Meetings
SEC. 4. Notice of Board Meetings. Notice of a meeting of the Board shall be givt'll

by the Secretary of the Exchange or by a person calling the meeting to each director,..
other than any who have duly waived notice, by written notice mailed first cl3S'
postage prepaid, not later than five business days before the meeting, or by e~ectronit
communication. Any notice shall be sufficient if addressed to a director at hIS or bet
office or at such other address as he or she shall have requested the Secretary of tht
Exchange to direct notices.
, 1155 Quorum at Boord Meetings

SEC. S~ Quorum at Board Meetings. A majority of the entire Board shall be present
in person at any meeting of the Board in order to constitute a quorum for ta
transaction of business at such meeting. Participation in a meeting by means ofa
conference telephone or similar communications equipment allowing all persons partim.
pating in the meeting to hear each other at the same time shall constitute presence:u
person at a meeting. Except as otherwise expressly required by law or the certificatea
incorporation of the Exchange or this Constitution, the act of a majority of the directtlS
present at any meeting at ~hich a quorum is present shall be the act of the Board.m

[The next page is 1063-3.}

Art. IV, Sec. 5 ,-r 111&New York Stock Exchange Guide

1063
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New York Stock Exchange. Inc.-Constitution541 11-94
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I 54l 11·94 New York Stock Exchange, Inc.-Constitution 1063·3
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the absence of a quorum at any meeting of the Board, a majority of the directors
present may adjourn such meeting from time to time until a quorum shall be present.
Notice of any adjourned meeting shall be promptly given. At any adjourned meeting at
which a quorum is present, any business may be transacted which might have been
transacted at the meeting.as originally called. The directors shall act only as a Board
and the individual Directors shall have no power as such.

SEC. 7. Resignation of Directors. Any director may resign at any time by giving
written notice of re~ignation to the Board or the Chairman of the Board or the
Secretary of the Exchange. Any such resignation shall take effect at the time specified
therein, or. if the time when it shall become effective shall not be so specified, then it
shall take effect immediately upon its receipt.

SEC. 8. Vacancies. Any vacancy in the office of a director of any class elected by
the membership shall be filled by the affirmative vote of a majority of the entire Board,
unless the Board shall determine that the vacancy need not be filled until the next
annual election. Prior to filling such vacancy. the Board shall request the Nominating
Committee to submit to the Board the name of the person recommended by the
Nominating Committee to fill such vacancy. Any person to be eligible to fill such
vacancy must meet the qualifications for election in the class of directors in which the
vacancy exists, so that upon his or her election the composition of that class shall meet
the requirements of this Article. A director so elected shall serve until the next annual
election of the Exchange and until his or her successor is elected and takes office.

SEC. 6. Organization Meeting. At its organization meeting the Board. by the
affirmative vote of a majority of the entire Board, shall elect the Chairman of the
Board and, from among the industry directors, one or more Vice Chairmen of the Board
as the Board may deem appropriate, such Chairman and each such Vice Chairmarl to
serve until the next organization meetin# of the Board and until their successors have
been elected and take office. At its organization meeting, the Board in its discretion
may also, by the affirmative vote of a majority of the entire Board, elect an Executive
Vice Chairman of the Board to serve for such period as the Board shall determine. The
Board, at its organization meeting. shall by the affirmative vote of the entire Board.
designate the person or persons to serve in the absence. inability to act or vacancy in
the office of the Chairman of the Board.

Vacancies

Organization Meeting

Resignation of Directors'1157

~ 1156
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SEC. 9. Loss of Qualification. If the Board shall determine by the affirmative vote
of a majority of the entire Board that any director has lost any qualification needed for
office, such person shall cease to be a director and his or her office shall become vacant.

SEC. 10. Action b.v Written Consent. Any action required or permitted to be taken
by the Board or any committee thereof may be taken without a meeting if all members
of the Board or the committee unanimously consent in writing to the adoption of a
resolution authorizing the action.

New York Stock Exchange Guide Art. IV, Sec. 10 ~ 1160
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~ 1160

Loss of Qualification

Action by Written Consent
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~ 1161 Fees and Compensation
SEC. 11. Fees and Compensation. By the affirmative vote of a majority of the

entire Board, the Board may fix the fees and compensation to be paid to the directors,
members of such committees as it may from time to t.ime authorize, the Chairman of
the Board, other officers of the Exchange, arbitrators and the trustees of the Gratuity
Fund.

~1994. Commerce Clearing House, Inc.

541 11·94New York Stock Exchange, Inc.-Constitution

, 1161 Art. IV, Sec. 11
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ARTICLE V

Nominating CommiHee
~ 1201 Composition, Organization Meeting and Eligibility

SEC. 1. Composition, Organization Meeting and Eligibility. The Nominating
Committee shall be composed of:

(a) Four persons who would, were they directors, satisfy the definition of public
director; and

(b) Four persons who would, were they directors, satisfy the definition of industry
director.

The members of the Nominating Committee shall be divided into two classes of
four each whose terms of office shall expire in alternate years. Each class shall consist of
two persons described in (a) above, and two persons described in (b) above.

On the first Mondav after the annual election of the Exchange, or as soon
thereafter as may be practicable, the members of the Nominating Committee, by the
affirmative vote of a majority of such members, shall elect a chairman who shall be a
member of the Nominating Committee and who shall serve until the next annual
meeting of the Nominating Committee and until his or her successor is elected and
takes office. The chairman of the Nominating Committee shall not succeed himself or
herself as chairman and the office of chairman shall alternate from year to year
between a member of the Nominating Committee described in (a) above and a member
of the Nominating Committee described in (b) above.

New York Stock Exchange Guide Art. V, Sec. 1 ~ 1201

~ 1162 Failure to Discharge Duties
SEC. 12. Failure to Discharge Duties. In the event of the refusal or failure of a

director of the Exchan~e, or a trustee of the Gratuity Fund, to discharge his or her
duties. or for any cause deemed sufficient by the Board, the Board may, by the
affirmative vote of a majority of the entire Board, remove any such director or trustee
and declare that office or position to be vacant.

~ 1163 Interpretation of Constitution and Rules
SEC. 13. Interpretation of Constitution and Rules. The Board shall have power to

interpret this Constitution and all rules adopted pursuant hereto. Any interpretation
made by it shall be final and conclusive.

~ 1164 De'f9ation
SEC. 14. Delegation. The Board may delegate such of its powers as it may from

time to time determine, subject to the provisions of this Constitution and applicable
law, to such officers and employees of the Exchange, and to such committees, composed
either of directors or otherwise, as the Board may from tiIl1e to time authorize;
provided, however, that a member, member organization, allied member or approved
person affected by a decision of any officer, employee or committee acting under
powers delegated by the Board may require a review by the Board of such decision, by
filing with the Secretary of the Exchange a written demand therefor within 10 days
after the decision has been rendered, except as otherwise provided in Article IX or the
rules thereunder.

~ 1165 Conflid of Interest
Sec. 15. Conflict of Interest. No director shall participate in the adjudication of

any matter in which he or she is personally interested.
AmendmentS..
November 22, 1988.
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No director shall be eligible to serve on the Nominating Committee. No member of
the Nominating Committee who has served the full term for which he or she was
elected by the membership shall be eligible for reelection to the Nominating Committee
in the year during which such term expires. No member of the Nominating Committee
who has been elected to fill a vacancy in the Nominating Committee shall be eligible
for reelection to the Nominating Committee in the year during which the term of the
member being replaced expires. Any vacancy in the Nominating Committee shall be
filled by the remaining members thereof, who shall elect a person qualified to fiJI the
vacancy who shall serve until the next annual election of the Exchange and until his or
her successor is elected and takes office. The Board shall have no control over or power
with respect to the Nominating Committee. Nothing in this Section is to be construed
to prevent the Nominating Committee from soliciting the views of the Chairman or
other members of the Board.

lft 1202 Public Meetings ~

SEC. 2. Public Meetings. The Nominating Committee shall hold one or more
meetings, to which all members and allied members shall be invited for the purpose of
suggesting nominees for the offices and positions to be filled at the annual election of
the Exchange. The Nominating Committee shall report to the Secretary of the Ex­
change, not later than the second Monday in March, nominees for such offices and
positions. Each nominee shall be a person who, in the opinion of the Nominating
Committee, is eligible for election to the office or position for which he or she is
nominated. The Secretary of the Exchange shall, on receipt of the report of the
Nominating Committee, notify the members of the Exchange of the names of such

~1993, Commerce Clearing House. Inc.1f 1202 Art. V, Sec. 2
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nominees. The Chairman of the Board shall serve in a consultative role to the
Nominating Committee. In that capacity the Chairman of the Board shall meet with
the Nominating Committee prior to March 1 of each year to report on the needs of the
Board and to provide any other information relevant to the work of the Nominating
Committee. '.

~ 1203 Nominees by Petition
SEC. 3. Nominees by Petition. Members of the Exchange may propose by petition

nominees for the offices or positions to be filled at the elections prescribed by this
Constitution. Any such nominee must be endorsed by not less than forty members and
no member shall endorse more than one nominee, provided, however. that one hundred
members may, by petition, propose an entire ticket or any portion thereof. The
petitions shall be filed with the Secretary of the Exchange in sealed envelopes within
two weeks after the date fixed for ~he report of the Nominating Committee. The
Nominating Committee and the Secretary of the Exchange shall open such envelopes
and shall report to the Board the names of the persons nominated by petition who, if
found eligible for election by the Board, shall be deemed nominees for such offices or
positions.

4ft 1204. Names of Nominees
SEC. 4. Names of Nominees. The names of all nominees shall be arranged on the

ballot in alphabetical order for each class of office or position and shall be reported to
the Exchange promptly after the Board shall have passed upon the eligibility of the
persons nominated by petition. The names of the persons nominated by the Nominat­
ing Committee shall be identified by an appropriate legend or symbol.

4ft 1205 Death of Nominee
SEC. S. Death, etc., of Nominee. In case of the death, withdrawal, disqualification

or failure to qualify, at any time in advance of the annual election, of any nominee for
one of the offices or positions to be filled at such annual election, the election of a
person to fill such office or position shall not be held at the annual meeting of the
members of the Exchange, but this shall not delay the election of persons to fill all other
offices or positions. The Board, by the affirmative vote of a majority of the entire
Board, thereupon may declare such office or position vacant and if the election for such
office or position was not contested may elect a person to fill the vacancy to hold office
until the annual election of the Exchange in the succeeding year. Prior to filling such
vacancy, the Board shall request the Nominating Committee to submit to the Board
the name of the person recommended by the Nominating Committee to fill such
vacancy. If such election was contested, the Board shall direct that such office or
position be filled by vote of the members of the Exchange entitled to vote thereon at a
special meeting of the members. If such special meeting shall be directed, the Board
shall call the meeting and determine the procedure for nominations and voting by
proxy at the meeting.

~ 1206 Selection of Nominees
SEC. 6. Selection ofNominees, The Nominating Committee in seeking nominees for

all offices and positions shall propose persons who, in the opinion of the Nominating
Committee, are committed to serving the interests of the public and strengthening the
Exchange as a public securities market.

In selecting nominees who are to be members of the Nominating Committee, the
Nominating Committee should consider representatives from all Exchange constituen­
cies, taking care to avoid having an undue concentration of such nominees from any
one area or industry.

In seeking nominees who are to be public directors, the Nominating Committee
should consider, among others, representatives of corporations, the securities of which

New York Stock Exchange Guide Art. V, Sec. 6 ~ 1206
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are admitted to dealings upon the Exchange and representatives of financial institu­
tions, such as investment companies, banks and trust companies, and insurance
companies, which are significant investors in equity securities, care being taken to
avoid having an undue concentration of such nominees from ,anyone area or industry.
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II. Principal Duties

A. As Agent

1. To act as agent on behalf of orders entrusted to him. to hold the interests of
such orders above his own interest and to fulfill in a professional manner all other
duties of an agent to include. but not be limited to. insuring that each such order.
regardless of its size or source. receives proper representation and timely. best
possible execution in accordance with the terms of the order and the rules and
policies of the Exchange.

Z. To act as a catalyst in the markets for the securities in which he is
registered by professionally and impartially servicing the interests of other mem­
bers. to be helpful. communicative. cooperative and professional. to make reasona­
ble efforts to bring together buyers and sellers without interfering as principal
unless reasonably necessary to the performance of his duties. and to act together

.02 CO-SPECIALIST JOB DESCRIPTION.

I. General

An Exchange member who is registered as a co-specialist is accountable to the
Exchange and the investing public for the quality of the Exchange markets in the
securities in which he is registered and is responsible for fostering and acting to
maintain liquid and continuous two-sided auction markets on the Exchange Floor in
those securities. This is accomplished by his acting as agent and principal in such
securities, in accordance' with the provisions of Federal and Exchange rules and
policies. to help insure that such markets are fair. orderly and operationally efficie.nt in
the public interest. and competitive with non-Exchange markets in those securities. A
"fair" market is one which is free from manipulative and deceptive practices and
which affords no undue advantage to any of the participants therein. An "orderly"
market is one with regularity and reliability of operation manifested by the presence of
price continuity and depth exhibited by the avoidance of large and unreasonable price
variations between consecutive sales on the consolidated tape for Dual Trading System
issues. on the Exchange tape for exchange issues. and on the NASQAQ System for
Nasdaq/NM Securities and the avoidance of overall price movements. without appro­
priate accompanying volume.

Aco-specialist's continuing registration in the seoJrities in whieh he is registered is
dependent upon his satisfactory performance of his responsibilities as a co-specialist as
defined in Federal and Exchange rules. interpretations. releases and notices. this job
description. the Code of Acceptable Business Practice for co-specialists. and the rules
and practices for trading on the Exchange. A co-specialist's registration. in one or more
of the securities in which he is registered. may be suspended or terminated by the
Committee on Specialist Assignment and Evaluation upon a determination that he has
not satisfactorily perfonned his responsibilities as a co-specialist. A determination by
the Committee on Specialist Assignment and Evaluation to suspend or terminate a co­
specialist's registration may be based on answers by floor members to questionnaires
sent out by the Committee and shall be made in accordance with rules of the Exchange
establishing fair procedures.

2209

Art. XXX , 1921
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, 1922 Precedence to Orders in Book
RULE 2. The specialist, co-speciaJist and relief specialist shall at all times give

precedence to orders in the book for purchase or sale of securities over the orders which
originate with him or it as a dealer. provided, his or its orders and those of his or its
customer are market orders, or limited orders at the same price. Notwithstanding the
foregoing. whenever a specialist. co-specialist or relief specialist elects to accept a

[The Rexl page is 2213-3.J

a. Reflect the depth of the current market. to the extent his agency responsi­
bility allows, to any reasonable member inquiry.

b. Provide market infonnation to members in a professional and courteous
manner without discrimination.

c. Make every reasonable attempt to bring together known buyers and sellers.

d. Given a reasonable time frame and lack of substantive change in market
conditions. refrain from interfering with a cross when he has previously indicated
"no interest."

2213

Art. XXX , 1922
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e. Refrain from interfering with a "clean" agency cross unless his bid or offer
has been previously solicited; or unless the reasonably anticipated needs of the
market require him to do so in order to be able to fulfill his market maintenance
responsibilities. and a Floor Procedure C>mmittee member has been consuited in
the event of any disagreement.

f. Insure that in his absence. his post is properly staffed by his registered
relief co-specialist.

4. Stop Orders.

When co-specialist has been entrusted as broker with a stop order. he should
insure. consistent with current market conditions. that its election resuJts from the fair
and orderly price movement of the stock and d~ not result from poor performance or
inadequate depth. .

5. Operating Practices.

In view of his central position in the Exchange's marketplace. a .co-specialist's
operating practices can have a significant impact on the competitiveness of the market.
Therefore. a co-specialist should:

a. Report executions of orders entrusted to him in a timely and adequate
manner.

b. Maintain necessary manpower and supervision of staff to insure the
efficiency of his co-specialist operations.

c. Readily provide records when necessary to research the status of an order
or a questioned trade.

d. Cooperate with other members in the resolution and adjustment of errors.

e. C>operate in the implementation and operation of new Exchange proce­
dures and systems.

f. C>operate in the resolution of inquiries and complaints whkh relate to the
stocks in which he is registered.

Amended May., 1988; AutI:. IS. 1996.
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all aspects of his job. Failure to db so can be detrimental to the Exchange and
con~ti tutes a breach of public trust.

While the c()-specialist is required to act in accordance with the specific rules and
policies which govern his activities, he should definitely avoid actions which are not in
keeping with the spirit and intent of those rules and policies or not in accordance with
high standards of business and ethical conduct. 'This duty is fonnalized by the
Exchange's Rule 7 of Article VBI which states that "No member or member organiza­
tion or panner. officer, director or registered employee of a member organization shall
engage in conduct or proceeding inconsistent with just and equitable principles of
trade,"

'This Code, of which the specific items set forth below are a part. has been adopted
to minimize possible misconceptions as to what constitute good business practices for
co-specialists and to guide the'c~pecialist in the perfonnance of his duties. urtain
specific areas of concern are enumerated below. lhis list may be modified from time to .
time as circumstances require. nus is not to be construed as a complete list of
acceptable business practices. and in circumstances not specifically addressed below,
the co-specialist should be guided by the spirit and intent of the Code as described
below.

Any violation of this Code will be subject to investigation and may lead to
disciplinary or remedial action.

1. Trading Practices,

While a co-specialist is required to act in accordance with specific trading rules
and policies. he should avoid practices and patterns of trading activity wlftch are not in
keeping with the sRirit and intent of those rules and policies or which might interfere
with the fair and orderly functioning of the Exchange's markets in the public interest.
In this regard. a co-specialist should conduct his trading activities at all times in a
manner which is consistent with this Code and with the duties of a specialist which are
explained in the Exchange's co-specialist job description. When in doubt about the
suitability of any action related to his c~peciaJist function. he should immediately
consult with a member of the Committee on Floor Procedure.

2. Openings.

Due to the importance of the opening trade in a stock. a co-specialist should:

a. Provide accurate and complete current opening price indications and pre­
opening infonnation. such as the amount of stock paired off and the excess to buy
or sen. to inquiring members.

b. For issues that the Exchange acts as the primary market. or in respect to
Nasdaq/NM Securities. insure that the opening is not unduly hasty. particularly
when at a price disparity from the previous close. and that the price reflects a
thorough and professional assessment of market conditions at the time.

1hese practices should also be followed in the case of re-openings.

3. Cooperation and Communication.

In view of his central position in the Exchange's continuous trading process. a co­
specialist should:

, 1921 Art. XXX C1996. Commerc. Clearlnc HOUR. Inc.
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when required, and to request delays in openings or IradinR halts when called for
by unusual market conditions.

2. In order to foster a positive proft."SSional relationship between the Exchange
and listed companies and to educate company representatives regardinll; the
workings of the Exchange's market system, the ccrspedalist is pennilled to have
periodic contact with representatives of the companies whose securities he is
registered as specialist provided he abides by applicable Federal or Exchange rules
or guidelines with regard to such contacts.

3, To foster the efficient operation of the Exchange's market process by
insuring the presence of adequate manpower (profession;!) and clerical, full·time or
relieO on the Floor at all times, by efficiently processing necessary trade docu­
ments and by cooperating in the resolution of questioned trades and errors.

4. To keep recorQ,s required by Federal and Exchange rules, to report required
information to the Exchange on a timely and accurate basis and to comply with all
Exchange rules which govern the financing of co-specialist operations.

5. To be aware of and abide by all Federal and Exchange rules and policies
governing his activities to include, but not be limited to. rules governing activities
in non-speciality securities and trading activities off the Exchange Floor, and to be
aware of and abide by any ExchangMeveloped COOl' of acceptable business
practices for clKpecialists,

6. In addition to the above, to ltake any other action not prohibited by
Federal or Exchange rule or policy or precluded by professional judgment to foster
and maintain liquid continuous two-sided markets on the Exchange floor and to
insure that such m:rrkets are fair, orderly and efficient in the public interest and
competitive with non-Exchange markets in action which would hinder the achieve­
ment of these objectives.

Ill. Eligibility Requirements

An Exchange member who desires to be registered to act as an Exchange co­
specialist must:

1. Be associated with an existing or newly created specialist unit approved by
the Exchange_

2. Complete an adequate training period.

3. Pass the Exchange-administered floor member examination.

4. Insure that the specialist unit with which he is to be associated meets the
Exchange's specialist capital requirements.

Am~Aug, IS. 1996•

.03 CODE OF ACCEPTABLE BUSINESS PRACTICES FOR Co-SPECIALISTS.-

The co-specialist occupies the central position in the Exchange's continuous
trading process. Consequently, the manner in which he performs significantly affects
the efficiency. competitiveness and overall quality of the Exchange's markets. and
largely determines the Exchange's success as a national securities market. In addition.
the co-specialist occupies a position of public trust and should act at all times in a
manner which does not violate that trust. Therefore. it is essential that the clKpecialist
adhere to the highest standards of business and ethical conduct in the performance of
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with all members involved to insure that the equitable needs of all parties are
considered.

J. To perfonn effectively the administrative duties wilh respect to orders
entrusted to him as agent to include. but not be limited to, cooperating with olher
members in the confinnation of open orders and issuing timely and accurate status
reports and execution reports.

4. To insure that his acceptance and execution of orders as agent are in
compliance with applicable Federal and Exchange rules and policies; to accept as
agent only those types of orders he is pennitted to accept pursuant to those rules
and policies. and not to accept any order for the purchase or sale oC a stock in
which he is registered directly {rom the company issuing such stock or any officer.
director or controlling stockholder.

B. As Principal
1. To buy and sell ~urities as principal when such transactions are necessary

in the public interest to minimize an actual or reasonably anticipated imbalance
between supply (offers at or near the last saIe price) and demand (bids at or near
the last sale price) in the exchange market. and the abse~ce of his transactions
could otherwise result in an unreasonable Ial:k of ccntinuity and/or depth.

2. To make continuous two-sided quotations in the securities in which he is
registered and buy and sell those securities in a manner that enhances the depth
and liquidity of the Exchange's market in those ~rities and the competidveness •
of the Exchange's market with markets on other Exchanges and elsewhere.

3. To make continuous two-sided quotations and effect transactions when
necessary to fulfill his duties as principal, and to insure that such quotations. if
acted upon. and transactions are in the public interest by being reasonably
calculated to contribute to the maintenance of price continuity with reasonable
depth in view of the general market. the market in the particular security and the
adequacy of his total position in such security with respect to the actual or
reasonably anticipated needs of the market.

4. To make such quotations and effect such transactions in accordance at all
times with applicable Federal or Exchange rules and policies. to act as principal in
a manner which does not upset the natural longer tenn forces of supply and
demand. and to insure that each opening and reopening price (when the Exchange
is either operating as the primary market or in respect to NASDAQ/NMS
Securities) reflects a professional assessment of market conditions at the time with
due ccnsideration given to the balance of supply and demand as reflected by.
public orders.

S. To avoid transactions in a security as principal which are excessive in view
of the market for such security. To trade as principal in a manner which reflects
an awareness of his financial resources and to report to the Exchange any actual or
imminent financial problems.

C. Other Duties

1. To insure the orderly functioning of the trading Crowd by exercising
leadership and objectively observing trading Crowd activity and order-now, to
seek the advice and assistance of a member of the Committee on Floor Procedure

1[1921 Art. XXX Cl996. Commerce Clearlne House. Inc.
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National Futures Association-

(1) Registration Requirements

(2) Study Outline for National Commodity Futures
Examination and Branch Manager's Exam
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Registration Requireme1lts

WHY REGISTRATION

THE mNESS INQUIRY

With certain exceptions. all persons and organizations that intend
to do business as futures professionals must register under the Act.
For seven major categories ofapplicants. Futures Commission Mer­
chants. Introducing Brokers, Commodity Pool Operators, Commod­
ity Trading Advisors. Associated Persons of any of the foregoing,
Floor Brokers and Floor Traders, the CITC has authorized NFA to
receive and review applications and grant or deny registrations.

The primary purposes ofregistldtion are to screen an applicant's
fitness to engage in business as a futures professional and to identify
those individuals and organizations whose activities are subject to

federal regulation. In addition. registration serves to identify those
persons who. in order to conduct business as futures professionals,
are also required to become Members orAssociates ofNFA.

Note: Individuals who are solely registered as Floor Brokers or
Floor Traders are excluded from NFA membership.

The Act specifies cftrtain disqualifications from registration. indud­
ing many that are based on prior proceedings in which the applicant
was found to have violated the law or in which the applicant was
formally enjoined from engaging in certain activities. NFA performs
an extensive background check to deteniune whether a disqualifi­
cation exists. Three essential elements of the background check are
the fingerprint cards collected from individuals, the questions on
the application forms which require the applicant to disclose and
supply detailed information concerning possible disqualifications.
and a name check conducted with the Securities and Exchange
Commission (SEC).

Fingerprints are sent to the Federal Bureau ofInvestigation (FBD
to determine if the applicant has a criminal record. To match a
fingerprint card with an individual FBI file the FBI must be able to
analyze the print pattern of all ten fingers. If the pattern of anyone
finger is not legible and the match cannot be made, the FBI will
return the fingerprint card to NFA and NFA will have to delay pro­
cessing until a new fingerprint card is obtained. For this reason it is
very important that you have your fingerprints taken by a person
properly trained in rolling fingerprints. There are a number of pos­
sible places where you may be able to obtain assistance in preparing
an acceptable fingerprint card:

• Police Department.
• Sheriffs Office.
• City Hall.
• County Courthouse.
• ABonding Company.
• NFA's Chicago Office.
• U.S. Embassy.
• Futures or Securities Exchanges.

Applicants are encouraged to submit more than one set offinger­
prints with their application to avoid delays in obtaining additional
sets ifnecessary for processing.

\
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The disciplinary history questions require the applicant to dis­
close any facts about his or her background which might indicate
disqualification. Applicants must supply explanations and certified
copies of the actual official papers relating to "yes" answers. Two
things must be kept in mind. First. willfully giving a false answer to
one of the disciplinary history questions is a crime and a sufficient
reason in itself for denying registration. Sec::md. it is always in the
applicant's best interest to support any "yes" answers with com­
plete explanations and official documents. In the case of a "yes"
answer, registration cannot be granted unless the nature of the po­
tential disqualification is fully understood and supported by the
appropriate documents. See sections of Form 7-R. Items 11 through
15, and Form 8-R, Items 14 through 23, for additional information.

IWHO IS REQUIRED TO REGISTER

I
I
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Futures Commission Merchant
(FCM)

The information wruch follows should help you determine whether,
by law, you are required to reek CFTC registration. If you have any
questions as to whether you qualify for a particular exemption from
registration, you should seek guidance by referring to the appropri­
ate section of the Act or by consulting NFA registration personnel.
See page 9 for registration ofForeign Entities. Requests for exemption
or for "no action" opinions with respect to the applicable registra­
tion requirements should be submitted to the CFfC and a copy of
any such request should be provided to NFA

An FCM is an individual or organization which does both of the
following:

1) Solicits or accepts orders to buy or sell futures contracts or
commodity options and

2) accepts money or other assets from customers to support such
orders.

Registration is required. There are no exemptions.

1- IntroducingBroker (lB)

I
I
I
I
I

An fB is an individual ororganization that solicits or accepts orders to
buy or sell futures contracts or commodity options but does not
accept moneyorotherassets from customers to support such orders.

Registration is required unless:

(a) You are registered as and acting in the capacity of an AP or

(b) you are registered as an FCM or

(c) you are registered as a CPO and only operate pools or

(d) you are registered as a CTA and either solely manage accounts
under powers of attorney or don't receive per-trade compen­
sation.
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Registration Requirements

!III Commodity Pool Operator
(CPO)

• Commodity TradingAdvisor
(eTA)

!1m Associated Person (AP)

A CPO is an individual or organization which operates or solicits
funds for a commodity pool; that is, an enterprise in which funds
contributed by a number of persons are combined for the pUrpose
of trading futures contracts or commodity options, or to invest in
another pool.

In general. registration is required unless:

(aj The total gross capital contribJtions to all pools are less than
$200,000 and

(b) there are no more than 15 participants in anyone pool.

If a CPO qualifies for exemption from registration, it is required to
file a written statement with the CITe and NFA explaining why it is
exempt. This written statement must also be provided to pool par­
ticipants.

A eTA is an individUal or organization which, for compensation or
profit. advises others as to the value of or the advisability of buying
or selling futures contracts or commodity options.

Providing advice indirecdy includes exercising trading authority
over a customer's account as well as giving advice through written
publications or other media.

Registration is required unless:

(a) You have provided advice to 15 or fewer persons during the
past 12 months and do not generally hold yourself out to the
public as a CfA or

(b) you are in one of a number of businesses or professions listed
in the Act or are registered in another capacity and your advice
is solely incidental to your principal business or profession

An AP is an individual who solicits orders, customers or customer
funds (or who supervises persons so engaged) on behalfof an FCM.
IB, CTA or CPO. An AP is, in effect, anyone who is a salesperson or
who supervises salespersons for any of these categories ofindividu­
als or firms. The registration requirements apply to any person in
the supervisory chain-of-command and not only to persons who
direcdy supervise the solicitations of orders, customers or funds.

Registration is generally required unless:

(a) You are already registered as an FCM, IE or Floor Broker or

(b) you are already registered as a CPO if you are to be associated
with aCPOor

(c) you are already registered as a eTA ifyou are to be associated
with aCTAor

(d) you are already registered with the National Association ofSecu­
rities Dealers and only act in the capacity of an AP associated
with a CPO or
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Floor Broker (FB)

Floor Trader (FT)

Foreign Entities

(e) in certain instances where a firm's commodity interest activity
accounts for no more than 10 percent of its annual revenue.
the Chief Operating Officer. General Partner or other principal
in the supervisory chain-of-command may be eligible for ex­
emption from AP registration.

See page 11 for an explanation of Temporary Licensing for APs,
page 21 for an explanation of Special Registration for Certain APs
and page 24 for an explanation of Dual and Multiple Associations.

An FB is an individual who purchases or sells any commodity fu­
tures or options contract on any contract market for any other
person.

Aregistered FB need not also register as a Floor Trader in order to
engage in activity as a Floor Trader.

~

An FT is an individual who purchases or seils any commodity fu­
tures oroptions contract on any contract market for such individual's
own account.

Foreign entities which transact business with U.S. customers in the
capacity ofan FCM. 1B, CTA or CPO are generally required to regis­
ter in the appropriate category. Foreign entities must meet the same
filing requirements as domestic applicants. In addition each foreign
entity must complete NFA's Foreign Firm Questionnaire and file
NFA's Foreign Finn Affidavit agreeing under oath to make its books
and records available for inspection by NFA and the CFTC and.
except for applicants in the United Kingdom or Canada, an opinion
ofcounsel opining that the secrecy laws of the country in which the
applicant is located will not interfere with, or create an obstacle to,
full inspection of the applicant's books and records by the CFTC or
NFA

Persons required to be registered as an FCM must maintain an
office in the United Stateswhich is managed byan individual who re­
sides in the U.S. and who is registered with the CFTC as an AP.

There are no special exemptions for foreign entities which trans­
act business directly with U.S. customers in futures contracts and
commodity options traded on domestic exchanges.

Registration is generally required of foreign entities which transact
business directly with U.S. customers solely in futures contracts and
commodity options traded on foreign exchanges unless:

(a) You are an IB, CPO or CTA without a U.S. office and you have
filed an agreement with NFA appointing an authorized U.S.
agent for service of process Tor communications in connection
with activities that would otherwise require registration or

(b) you are an FCM subject to a comparable regulatory structure
by a foreign regulator which has been granted an exemption by
the CFTC and your name is on a list ofeligible finns provided to
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Registration Requirements

REQUIRED FILINGS AND FEES

.. Futures Commission Merchant

_ Introducing Broker

NFA by the foreign regulator and you have filed an agreement
with NFA appointing an authorized U.s. agent for service of
process for communications in connection with activities that
would otherwise require registration.

The following is a checklist of the application forms and other docu­
ments (if any) which must be submitted in order for an initial appli­
cation for registration to be cons~dered. If you are applying for
registration in more than one category. you generally should not file
duplicate forms. but you must pay the registration fee for each cat­
egory. All registration fees should be submitted by check made pay­
able to National Futures Association indicating on its face or in an
accompanying cover letter the name ofthe applicant or in the case of
AI' registrations. the applicants for which the fee is submitted.

Note: Unless othenvise indicated. all questions on a required form
must be answered. If a particular question does not apply to you.
write "n.a. "

• Acompleted Form 7-R (see page 12).

• A completed Form 8-R, fingerprint card and fee of $70 for each
natural person named in Items 9a or 10 on Form 7-R or in Items
4a or 6a on Schedule D unless such person is currently registered
with the CITC in any capacity or is listed as a principal of a
current CFTC registrant.

• A completed Form 8-R, fingerprint card. fee of $70 and proof of
passage of the National Commodity Futures Exam (NCFE) for
each branch office manager and for each principal who is also
required to be registered as an AP. Also. for each branch office
manager proof of passage of the futures branch office manager
examination (Series 30) or sponsorship by a broker-dealer and
meeting the branch office manager requirements of either the
New York Stock Exchange or the National Association of Securi­
ties Dealers. Inc.

• Acompleted Form 1-FR-FCM or FOCUS Report (certified audit).

• A statement describing the source of the current assets of the
applicant named in Item 1 of Form 7-R combined with a repre­
sentation that the applicant's capital has been contributed for the
purpose ofoperating the business ofan FCM and will continue to
be used for that purpose.

• A non-refundable registration fee of $250.

• Acompleted Form 7-R (see page 12).

• A completed Form 8-R, fingerprint card and fee of $70 for each
natural person named in Items 9a or 10 on Form 7-R or in Items
4a or 6a on Schedule D unless such person is currently registered
with the CFTC in any capacity or is a listed principal of a current
CFTC registrant.
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• A completed Form 8-R. fingerprint card. fee of 570 and proof of
passage of the NCFE for each branch office manager and for each
principal who is also required to be registered as an AP. Also. for
each branch office manager proofofpassage ofthe futures branch
office manager examination (Series 30) or sponsorhsip by a bra­
ker-dealer and meeting the branch office manager requirements
of either the New York Stock Exchange u the National Associa­
tion of Securities Dealers. Inc.

• Acompleted Form I-FR-IB or FOCUS Report (certifiedauditl or a
completed Guarantee Agreement (Form 1-FR-IE Part B) from an
FCM.

• If applying as an Independent IB (Non-guaranteed), a statement
describing the source ofthe current assets of the applicant named
in Item 1 of Form 7-R combined with a representation that the
applicant's capital has been contributed for the purpose of
operating the business 0t an IE and will continue to be used for
that purpose.

• Anon-refundable registration fee of$100.

See the next page for an explanation ofTemporfl.Iy Dcensing for
Guaranteed IEs.

• Acompleted Form 8-R (see page 17).

• Acompleted and signed Sponsor's Certification (Sections I and J.
page 7 ofFono 8-R).

• Acompleted fingerprint card (for yourself).

• Proof that you have passed the NCFE unless you have been regis­
tered within two years prior to the application. If you have not
taken the test. you should obtain an application form from NFA
and send it. along with the required fee. to the National Associa­
tion of Securities Dealers in order to be enrolled to take the test.

• Anon-refundable registration fee of$70.

• Acompleted Form 8-R (see page 17).

• Acompleted fingerprint card (for yourself).

• Proof of having been granted trading privileges on a designated
contract market. Proof may be sent at a later date if not granted at
the time of the application.

• Anon-refundable registration fee of 570 for each category.

If certain conditions are met. a person applying for registration as
an AP (of an FCM. IB, CPO or CTA) may be granted a temporary
license which enables the applicant to conduct business as an AP
dUring the time the application for registration is being considered.
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Registra lion Requiremen ts

).. Temporary Licensing/or
Guaranteed IRs

FORMS FOR INITIAL REGISTRATION
_ Form 7-R

These conditions are:

• All of the required forms, documents and fees must have been
properly completed and submitted to NFA and

• no "yes" answers may have been given to Items 14 through 18
under Section Gof Form 8-R. Normally, if all required documents
are received simultaneously, a temporary license (valid for a maxi­
mum of six months) can be graued soon after the receipt of the
application. The temporary license will convert automatically to a
permanent registration in six months unless registration is for­
mally granted or the temporary license is terminated before the
end of that period.

If certain conditions are met, an applicant for registration as an IB
guaranteed by an FCM may be granted a temporary license which
enables it to conduct business as an IE during the time the applica­
tion for registration !is being considered.

These conditions are:

• All of the required forms, documents,. and fees for registration
must have been properly completed and submitted to NFA,

• all of the required forms, documents, and dues for NFA member­
ship must have been properly completed and submitted to NFA,

• FCM Certification D must have been properly completed and
submitted to NFA,

• no "yes" answers may have been given to Items 14 through 18
under Section G ofForm 8-Rsubmitted for any principal, branch
office manager or natural person listed on Schedule D, except
those arising from a matter which has already been disclosed in
connection with a previous application for a registration in
any capacity. if such registration was granted, or which has al­
ready been disclosed more than 30 days previously in an
amendment and

• no "yes" answers may have been given to Items 11 through 15 of
Form 7-Rsubmitted by the applicant.
Note: A properly completed Fonn 8-R must be submitted for each

natura/person listed in Items9and lOo/Form 7-Rorinltems4a and
6a on Schedule D along with a fingerprint card (unless exempt).

Form 7-R must be completed by applicants for registration as an
FCM or lB. The following suggestions are designed to help you avoid
the types of errors or omissions which frequently result in registra­
tion delays or in the application being returned for additional or
corrected information.



I
IRegistration Requ irements

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

ITEM 1- NAME AND ADDRESS

List the name of the person or organization which will be doing the
activities which require registration. If you are doing business as an
individual or as a sale proprietor, you must list your full name here.
If your business is organized as a corporation or partnership or
other business entity, list its official name hpn~.The use of a P.O. Box
number is not acceptable as an address.

Note: The name ofan organization should not misrepresent the
nature ofan applicant's business; therefore, words such as "clearing, "
"board oftrade, "or "exchange" should be avoided.

ITEM 2 - NFA ID NUMBER

If you do not have an NFA ID number, write "n.a." Ust the business
phone number of the person or organization applying for registra­
tion.

ITEM 3 - CENTRAL REGISTRATION DEPOSITORY NUMBER

Although a eRD number is optional, if the applicant has a CRD
-number, NFA strongly urges you to provide it to aid in identification.

ITEM 4 - OTHER NAMES

This question has to do with whether the person or organization
indicated in Item 1 of this form is currently conducting business
under any other name. Ifyou check "yes," indicate any and all other
names under which the person or organization is doing business.
This is the place to put the business name ifyou are doing business
as a sole proprietor and using a name other than your own (e.g.,
John Smith d.b.a. Smith Commodities).

ITEM 5 - LOCATION OF BUSINESS RECORDS

Be certain to provide all of the requested information and note that
a P.O. Box is not acceptable as an address. This must be the address
where the applicant keeps its business and other required records,
not where the applicant's carrying broker keeps its records.

ITEM 6 - FORM OF ORGANIZATION

Check the appropriate fonn of organization of the business. The
form of organization must be consistent with the name listed in
Item 1.

ITEM 7 - LOCATION IN WHICH ORGANIZED

Regardless ofyour form oforganization. this item must be answered.
Sole propri~tors should list the state in which their main business
office is located.
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Registration Requirements

ITEM 8 - REGISTRATION CONTACT PERSON

The name of a specific person must be given. That person does not
necessarily have to be yourself or anyone directly affiliated with the
business. For example. you might choose to have registration­
related inquiries directed to your attorney or accountant.

ITEMS 9A & 98 - PRINCIPALS

Failure to completelyand correctlyprovide the information requested
in t/;is space is the major reason for application processing delays.

Be certain to provide all requested information. Nat1lral person
principals should be listed in Item 9a with titles, and an indication
whether they are holders or beneficial owners of10 percent or more
ofthe outstandingshares ofany class ofstock or have contributed 10
percent or more of the capital of the applicant. Non-natural person
principals should be listed in Item 9b with addresses and telephone
numbers. If an individual listed does not have an NFA ID number,
be sure to indicate tlte date and place ofbirth (to distinguish among
people with the same name). The following are answers to common
questions.

_ Which Individuals and Entities Should Be Listed

• Owners of 10 percent or more of any class of stock. If none is
indicated to be in this category, the application will be assumed
to be in error unless an explanation is attached. If a corporation
or partnership owns 10 percent or more of the stock, the appli­
cant must submit a list of officers and directors or general part­
ners ofthat corporation orpartnership. and may need to complete
and submit a Schedule D as well.

• Persons who have contributed 10 percent or more of the capital.
including subordinated debt Again. if this is a corporation or
partnership. the applicant must submit a list ofofficers and direc­
tors or general partners of that corporation or partnership. and
may need to complete and submit a Schedule D as well.

• The ownerofthe business ifit is a sole proprietorship. This should
ofcourse be the same name that appears in Item 1.

• General partners.

• Directors. even if they have no financial interest in the business.

• Officers.

Any persons having the power. directly or indirectly. through
agreement or otherwise, to exercise a controlling influence over
the activities of the applicant which are subject to regulations by
theCFTC.
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_ Wllich IndividlUlls Listed Need to File an 8-R,
Fingerprints and ProofofPassage aftlle NCFE

• Any principal who is not currently individually registered as an
1\1'. FB, or FT or a listed principal of a current registrant must
submit a completed Form 8-R, fingerprint card and fee of$70.

• In addition. a principal who is in the supervisory "chain of com­
mand" such as the president, managing director, general partner,
managing partner or CEO must be registered as an AP even if the
principal does not solicit customers or customers' orders or di­
rectly supervise persons who do. Such a principal must submit a
completed Form 8-R. fingerprint card. fee of $70 and. unless the
principal has been registered within the two years previous to the
filing of this application. must also file proofofpassing the NCFE.

ITEM 10 - BRANCH OmCESt
Any location. other than the main business address at which the
applicant employs persons engaged in activities requiring registra­
tion as an AP, is a branch office. This is true even if there is only one
person at the location. If the applicant (the business entity listed in
Item 1of this form) has no branch offices. check "no."

If the applicant does have one or more branch offices, list the
names of all persons who are branch office managers or who (if

there is no one with the title of branch office manager) are desig­
nated to supervise the activities of a branch office. Branch office
managers should be listed in Item 10 even if previously listed as a
principal in Item 9a. Each branch office must have a different man­
ager or designated supervisor.

Be certain to include the personal NFA ID number or, if the
person does not have such a number. his or her date and place of
birth. The address must also be given for each branch office. Do not
use a P.O. Box number. Anyone listed in Item 10 should also be
currently registered as an AP or FB or have applied for such registra­
tion.

Branch office managers must also meet other requirements:

1) By being sponsored by a broker-dealerand meeting the branch
office manager requirements of either the New York Stock Ex­
change or the National Association ofSecurities Dealers. Inc. or

2) by passing the futures branch office manager examination
(Series 30).

When completing Items 9a and 10. be sure to submit a complete
registration Form 8-R for each individual listed who is not currently
registered. This is very important as NFA cannot register the firm
until all of the principals and branch office managers have been
approved.
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Registration Requirements

.. Fonn 7-R Schedule D

ITEMS 11 THROUGH 15 - DISCIPLINARY HISTORY

Each question in this section must be answered. Any unanswered
question will result in delaying the processing of the application.
These items refer to the entity applying for registration. not the
individuals listed in Items 9 and 10.

For any question to which the answer is "yes." a separate sheet(s)
must be attached to the applicatiOl, providing a detailed explana­
tion along with copies of pertinent supporting documents (includ­
ing copies of court records and any official documents you may
haw showing the nature of the charges and the disposition of the
case). ffyou cannot obtain documents. provide a written explana­
tion of the charges and disposition. and the jurisdiction of the body
involved in the action along with an explanation ofwhy documents
cannot be obtained. Please note that the initial failure to file the
relevant documents will delay the processing of your application
and the continued failure to file these documents will result in the
withdrawal ofyour '\Pplication.

ITEMS 16 THROUGH 26 - NFA MEMBERSHIP APPLICATION

Items 16 through 26 are applicable only ifyou apply for NFA mem­
bership. See page 24 (How to Apply for Membership in NFA) for
more information.

ITEM 27 - CERTIFICATION AND AGREEMENT

The Certification (Page 8 of Form 7-R) must be signed by an indi­
vidual whose name appears in Item 9a. That is. by a principal of the
business whose title is sale proprietor. general partner (if a partner­
ship) or officer (ifa corporation).

In addition to the required signature. be certain to print the name
and title of the person signing. as well as the date.

This form must be completed for each entity listed in Item 9b of the
Form 7-R that is not subject to regulation by the U.S. or any state in
the Insurance, Banking or Securities industry or is not a U.S. pub­
licly held company.

ITEM 1-NAME

The name of the applicant must be the same as the name of the
applicant in Item 1 of Form 7-R.

ITEM 2- NFA ID NUMBER

Unone has been assigned. write "none."

ITEM 3 - NAME OF PRINCIPAL

List the name and NFA ID ofthe entity listed in Item 9b of Form 7-R.
If no ID has been assigned. write "none."
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ITEMS 4A AND 4B - OWNERS OF THE PRINCIPAL

With respect to the entity listed in Item 3, list natural person princi­
paJs in Item 4a and non-natural person principals in Item 4b along
with all required information about non-natural person principaJs.
Only principals that own 10 percent or more of the stock or have
contributed 10 percent or more of the capitaJ of the entity in Item 3

should be listed in Items 4a and 4b.
Note: Page 2 ofSchedule D is not required 1) ifat least one natural

person pri1Jcipal is listed in Item 4a a/Schedule D, or 2) if the entity
listed in Item 4b a/Schedule D is subject to regulation by the U.S. or
any state in the Insurance. Bankingor Securities industry, or is a U.S.
publicly held campanyor3) iftheattachment submitted/or the entity
listed in Item 3 includes directors, officers or natural person general
partners.

ITEM 5 - NAME OF THE HO~DING COMPANY

list the name and NFA ID of the entity listed in Item 4b ofSchedule
D. Ifno ID has been assigned, write "none."

"ITEMS 6A AND 68 - OWNERS OF THE HOLDING COMPANY

With respect to the entity listed in Item 5, list natural person princi­
pals in Item 6a and non-natural person principals in Item 6b. along
with all required information about non-natural person principals.
Only principals that own 10 percent or more of the stock, or have
contributed 10 percent or more of the capital of the entity in Item 5
should be listed in Items 6a and 6b.

CERTIFICAnON

The name of the applicant or the applicant's organization must be
the same as Item 1 of the applicant's Form 7-R The Certification
must be signed by an officer or general partner of the applicant.

In addition to the required signature, be certain to print the name
and title ofthe person signing, as well as the date.

The Form 8-R is the basic biographical form used for individuals.
This form must be completed by persons listed in Item 9a of Form
7-R or Items 4aor6aon Schedule D. and by all persons listed in Item
10 ofFonn 7-R and by all persons applying for registration as anAP
of an FCM or lB.

ITEM 1 - NAME AND NFA ID NUMBER

Indicate your full name in the appropriate space. If an NFA ID
number has not been assigned, write "n.a."
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Registration Requirements

ITEM 2 - APPLICATION CATEGORY

Check the appropriate box if you are applying for either registration
or special registration as an AP. FB or Ff, or ifyou are filing Form 8-R
as a biographical supplement to Form 7-R, Item 9a or 10 or Items 4a

or 6a on Schedule D. A principal is a natural person listed in Item 9a
of Form 7-R. Aprincipal of a non-natural person principal is a natu­
ral person listed in Items 4a or 68 on Schedule D. A branch office
manager or designated supervisor, is a person listed in Item 10 of
Form 7-R.

Bran~h office managers must meet other requirements:

1) By being sponsored by a broker-dealer and meeting the branch
office manager requirements of either the New York Stock Ex­
change or the National Association ofSecurities Dealers, Inc. or

2) by passing the futures branch office manager examination
(Series 30).

ITEM 3- SPONSOR NAME, NFA ID NUMBER, BRANCH ID NUMBER

Indicate the name, NFA 10, and Branch 10 number of the firm with
which you will be associated. IfNFA ID Of Branch ID are unknown.
write "n.a."

Note: Item 3 does not apply to FB or FTapplicants.

ITEM 4 - SPECIAL REGISTRATION

Provide all requested information including the date the Form 8-R is
mailed uyou are applying for special registration.

ITEMS 5 THROUGH 9A - PERSONAL HISTORY

Provide all requested information. Note that Items 6 through 9 may
be provided on a separate sheet. Note also that although listing your
Social Security number and eRn number is optional. if applicable.
NFAstronglyurges you to prollide them to aid in identification.

ITEM 10 - EMPLOYMENT HISTORY 1

Indicate in the first box on page 2 of Form 8-R the name of the firm
and address of the firm's branch office at which you will be associ­
ated. (This does not apply to FB or Ff applicants.) In completing this
section, account for all time during the past 10 years even if there
were periods when you were unemployed or in school. Any time
gaps will result in a delay in processing the application. FB and IT
applicants should leave the first box blank and begin at the second
box ofItem 10.

RESIDENTIAL HISTORY 1

As in the previous section, there can be no time gaps. Note that the
question asks where you lived starting with your current address. If

I When indicating time periods. be surl' to include month and year.
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you have lived at your current address for the past 10 years. so
indicate.

EDUCATIONAl. HISTORY 1

List each college or university you attended. If you attended a col­
lege from which you did not obtain a degree. provide all other re­
quested infonnation and indicate "none" in the space for degree.
If you did not attend college, you must indicate the last school
attended.

ITEM 11 - TEST

[fyou are applying for registration as a sole proprietor FCM. IE or as
an AP of either of the foregoing, you must provide proof that you
have passed the NCFE within the last two years unless you have
been registered as a sale proprietor FCM, IB, CfA, CPO or as anAP of
the foregoing within the last two years or are currently registered as
an FB. Completion of this section of Form 8-R does not meet the
requirement ofproofof passing the NCFE, which must also be sub­
mitted.

ITEMS 12 AND 13 - FB/FT BUSINESS ADDRESS
ANDEXCHANGE~UAnON

This section is to be completed by FB and FT applicants only. Appli­
cants should state their business address. If you have a room, suite
or box number. be sure to include it since this will be the mailing
address used by NFA You may use your home address.

Indicate by checking the appropriate box the exchange(s) where
you have been granted membership or trading privileges or have an
application pending.

Note: Completion of this item does not meet the requirement of
proofof trading privileges. Proof of trading privileges from the ex­
change granting trading privileges must be provided before registra­
tion can begranted.

ITEMS 14 THROUGH 23 - DISCIPLINARY HISTORY

Each question in this section must be answered. Any unanswered
question will result in delaying the processing of the application.

For any question to which the answer is "yes," a separate sheet(s)
must be attached to the application providing a detailed explana­
tion along with certified copies of pertinent supporting documents
(such as copies ofcourt records and any official documents you may
have showing the nature of the charges and the disposition of the
case). If you cannot obtain documents. provide a written explana­
tion of the charges and disposition and the jurisdiction of the body
involved in the action along with an explanation of why documents
cannot be obtained. Please note that the initial failure to file the
relevant documents will delay the processing of your application
and the continued failure to file these documents will result in the
withdrawal ofyour application.

I When indicating time periods. be sure to include month and year.
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Registration Requirements

_ Fingerprint Card

APPLICANT'S CERTIFICATION

In order for an application to be processed. this certification must be
signed by the person listed in Item 1 of Form 8-R; that is. by the
person submitting the application.

Note: By signing the Certification containing the Applicant Agree­
ment, you will becomean NFAAssociate ifyoursponsor is orbecomes
an NFA Member and you will be required to submit to the jurisdic­
tion ofcontract markets under certain circumstances.

SPONSOR'S· CERTIFICATION

Page 7 of Fonn 8-R. titled Sponsor's Certification. must be com­
pleted by the sponsor for each applicant for registration as an AP
and must be submitted concurrently with the applicant's portion of
the Fonn 8-R. It is not required for applicants submitting the Form
8-R only as a principal, FE or Fr. However, if a principal is also
registering as an AP, the Sponsor's Certification must be completed.

~

VERIFICATION OF EMPLOYMENT AND EDUCAnON 1

Unless the person applying for registratiol) left a previous employ­
ment as an AP within the last 60 days, the past three years must be
verified. There can be no time gaps; therefore, the time period with
the current sponsor must also be verified. Ifthe sponsor is unable to
verify any other item, an explanation of the steps taken in attempt­
ing to make the verification must be provided. This is true even ifan
outside investigative service is used. If the person applying for regis­
tration left a previous employment as an AP within the last 60 days,
the sponsor need only indicate that the person's last previous em­
ployer has been contacted. The sponsor remains responsible for
verification for the past three years.

SPONSOR'S CERTIFICATION STATEMENT

This must be signed by an officer, general partner or sole proprietor
of the registrant or entity sponsoring the AP. In addition to the
required signature, the sponsor must be certain to print the name
and title of the person signing, as well as the date.

Afingerprint card must be submitted by all persons required to file a
Fonn 8-R; that is, by alI persons applying for registration as APs, FBs.
Frs and by alI persons named in Item 9a or 10 of Fonn 7-R or in
Items 4a or 6a on Schedule D. FB or Fr applicants who are currently
approved in another category are not required to file a new finger­
print card. Fingerprint cards are referred to the FBI in connection
with detennination of the applicant's fitness for registration as a
futures professional.

In preparing the required fingerprint card:

• Use only the card provided with the application,

I When indicating time periods. be sure to include month and year.



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Registration Requirements

• Special Registration

- Financial Reporting
Requirements

• complete every box on the card and

• do not attempt do-it-yourself fingerprinting. It is highly unlikely
that such prints will meet FBI requirements.

Unacceptable fingerprints will result in a delay in granting an
individual or finn registration.

CERTAIN ASSOCIATED PERSONS

If you held a registration within the last 60 days as an AP and you
wish to transfer to a new registered sponsor, filing Fonn 8-R con­
taining no "yes" answers to questions 14-18, except those arising
from a matter which has already been disclosed in connection with
a previous application for a registration in any capacity, if such
registration was granted, or which has already been disclosed more
than 30 days previousl)t in an amendment, may enable you to con­
duct business as an AP of the new sponsor upon mailing the com­
pleted Form 8-R, fingerprint card and fee of$70.

FLOOR BROKERS OR FLOOR TRADERS

If you have terminated as a registered FB or PI within the last 60
days and otherwise qualify as provided by CPIC Regulation 3.11.
you are eligible to obtain a temporary license effective upon mailing
a properly completed Form 8-R.

All applicants for registration as an FCM and all applicants for regis­
tration as an IB (except those submitting a Guarantee Agreement
from an FCM) are required to submit certain financial statements
and schedules.

Specifically, they must submit an audited financial report which
is not more than one year old. However, if the repon is more than 45
days old, it must be accompanied by an unaudited financial report
which is not more than 45 days old.

For the purpose of preparing such reports, the applicant may use
Form 1-FR-FCM or Form I-FR-IB PartAor an SEC FOCUS Report (if
the applicant is registered with the SEC as a broker/dealer).

!fyou are required to file Form i-FR-FCM or Form i-FR-IB Part A
(or ifyou elect to file an SEC FOCUS Report), refer to NFA Financial
Requirements in the NFA Manual. It is suggested that you contact
your accountant in advance to arrange for advice and assistance.

The audited Form I-FR-FCM or Form I-FR-IB Part A (or SEC
FOCUS Reponl must be accompanied by an auditor's opinion cov­
ering all required statements, and an auditor's Report on Internal
Control.

FORM l·FR·FCM - DETAILED FINANCIAL REPORT

This form must be filed by all persons or organizations applying for
registration as an FCM.
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Registration Requirements

.. Statement ofSource afCurrent
Assets and Representation of
Purpose ofCapital

_ Certification D

HOW TO CHANGE AN EXISTING
REGISTRATION
_ Farm8-T

Notice ofTermination

FORM 1·FR-IS PART A- DETAILED FINANCIAL REPORT

This part must be filed by all persons or organizations applying for
registration as an Independent IB.

FORM 1·FR-IS PART B- GUARANTEE AGREEMENT

Persons or organizations that are IBs or that are applying for regis­
tration as IBs may file Part B in lieu of Part A. The Guarantee Agree­
ment must be signed byan officer, general partner or sole proprietor
of the IB and the FCM that will canythe accounts of the applicant's
customers. The Agreement, in effect, obligates the FCM to assume
financial and disciplinary responsibility for the performance of the
IB in connection with futures and options customers. The IE has no
further financial reporting obligations as long as theGuaranteeAgree­
ment remains in effect.

There is no prescribed form for this purpose. Simplywrite a letter on
the firm's business stationery describing the source of its current
assets and representing that its capital has been contributed for the
purpose of operating the business for whkh you are applying for
registration and will continue to be used for that purpose. The letter
must be signed by a person listed in Item 9a ofForm 7·R.

All applicants for registration as an IE guaranteed by an FCM and
seeking a temporarylicense must submit a signed and dated Certifi­
cation D from the FCM stating that

1) The education and employment history sections of the Form 8-R
submitted by the applicant's principals and branch office man­
agers have been verified for the preceding three years and

2) according to its knowledge, information, and belief. all of the
information containedon the Form 7-Rand each required Form
8-Ris accurate and complete.

Ifyou have a current pending or approved status as a principal or a
branch office manager, or you are currently registered or pending as
an AP of an FCM or IE and your affiliation with that sponsor has
been or is being terminated, that sponsor must file a Form 8-T.
NASD Form U-5 is acceptable in lieu of a Form 8-T. The sponsor
filing the Form 8-T or Form U-5 must concurrently provide a copy to
the person whose association has been terminated.

This is particularly important for APs moving to a different spon­
sor. The registration rules allow an AP to go to work for a new
sponsor immediately upon mailing to NFA a properly completed
Form 8-R provided that the Form B-Ris mailed within 60 days of the
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termination of employment with the prior sponsor. Timely Form 8­
T filings allow the widest possible availability of these special regis­
tration transfer rules and prevent needless registration delays.

A Form 8-T must be filed within 20 days of the termination of an
AP, principal or branch office manager. Afee of$100 will be charged
for a termination notice received more than 20 days after the actual
termination date.

Note: Question 8 must be completed to indicate each of the appli­
cable affiliations to be terminated using the Form 8-T. Partial termi­
nations mUst be reported on Form 8-T. For example, ifa sponsorfirst
terminates an individual's branch office manager status and subse­
quently terminates the individual's AP status, the sponsor would be
required to file two Form 8-Ts, one at the time ofeach termination.

1-
I
I
1-
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Form 7-W
Withdrawal ofFirm
Registration and / or
NFA Membership

Form3-R

If you are currently registered as an FCM or IB or currently are a
Member ofNFA, and you v.psh to withdrawyour registration and/or
membership, you must file a Form 7-W with NFA.

The withdrawal will become effective 30 days from the date NFA
receives the request and required attachments unless the CFTC or

.NFA denies, conditions, postpones or expedites the withdrawal.

PART I- CHANGES AND CORRECTIONS IN REGISTRATION
INFORMATION

Use this form to report changes to any CFTC form you previously
filed. For instance,

1) if your address changes, indicate the new address on Part I of
this fonn and file itwith NFAto effect the change to your records
or

2) if you are reporting changes to disciplinary history, be sure to
provide certified copies ofapplicable documents or

3) if you are reporting a change in the form of organization of the
registrant. be sure to provide a ietter certifying that the newly
formed organization will be liable for all obligations of the pre­
existing organization which arose out of the Commodity Ex­
change Act or the regulations thereunder or

4) ifyou are reporting an addition ofa principal to Item 9 on Form
7-R or on Schedule O. be sure to refer to NFA Registration Rule
208. In general. if the new principal is a natural person, such
person must also submit a Form 8-R and a fingerprint card
which should be attached to the Form 3-Runless such person is
currently registered with the CFTC in any capacity or is a listed
principal of a current CFTC registrant.
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Registration Requirements

ANNUAL REGISTRATION UPDATE

WHERE TO SEND APPLICATIONS
FOR REGISTRATION

HOW TO APPLY FOR MEMBERSHIP
IN NFA

PART 11- REPORTING OF DUAL AND MULTIPLE ASSOCIATIONS OF APs

Ifyou are currently a registered AP whose registration is not subject to
conditions or restrictions and you want to also be registered as an
AP ofanother sponsor, you are eligible to use Fonn 3-R Part II to obtain
immediate registration effective upon I\'FA's receipt of the properly
completed Form 3-R Part II. Form 3-R Part II must be signed by an
appropriate signatory of each spowor you are currently associated
with and by the additional sponsor you are becoming associated
with.

Any entity registered as an FCM orIB must file with NFAa Form 7-R
update and appropriate fees annually on a date specified by NFA
Failure to file the Form 7-R update and appropriate fees within 30
days following such date shall be deemed to be a request for with­
drawal ofregistration and NFA membership.

Once you have completed the necessary application forms and at­
tached all of the required documents, they should be mailed with
your registration fees to:
National Futures Association
Office of the Secretary
P.O. Box 98383
Chicago, IL 60693-0001

Note: Anyfilings thatdo nothave afee (Form 3-R, Form 8-T, Form
7-W; Form 3-R Part II) should be mailed 'to NFA at200 W. Madison
St., Chicago. IL, 60606.

In order to conduct a futures-related business with the public, all
FCMs and IBs required to be registered with the CFTC must become
Members of NFA. NFA Members may not conduct customer busi­
ness with any entity that is not an NFA Member unless that non­
Member entity is specifically exempt from CFTC registration
requirements. Persons acting as APs ofNFA Members must become
NFAAssociates. Refer to Section H of Form 8-R for applicant agree­
ment.

Approval of NFA membership is not automatic. Persons whose
CFfC registration has been revoked or suspended (ifthe suspension
is still in effect) may be deemed disqualified for NFA membership.
So may persons who have been refused CFfC registration. persons
who have been enjoined by coun order from doing business as
futures professionals and persons who have been convicted of a
felony or cenain misdemeanors. These and other grounds for denial
are explained in the NFA Manual. See page 4008, Paragraph 4029.3,
"Restrictions on Becoming or Remaining a Member or Associated
with a Member."

Applicants which are denied membership have the right to ap­
peal the denial - and, in some cases. if they request, to have a
hearing before the Membership Committee - in order to demon­
strate that they meet the requirements for membership. These pro­
cedures are likewise explained in the NFA Manual (Paragraph 4029.7).

1/".
,J(; ,
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Firms or persons seeking to become NFA Members or Associates
should be aware that the execution and delivery ofForm 7-R andlor
Fonn 8-R constitutes:

l) A representation that the infonnation supplied in the applica­
tion is complete and accurate,

2) an express agreement by the applicant that. if admitted to NFA
membership, the applicant shall become and remain bound by
all NFA requirements as are then and thereafter in effect and

3) an authorization for NFA to conduct a fitness examination and
for persons contacted to release relevant information to NFA.

Application forms for NFA membership or Associate member­
ship are incorporated in Forms 7-R and 8-R. These forms must be
signed by the appropriate signatory.

Applications, along with annual dues. should be mailed to:
National Futures Associati9n
Office ofthe Secretary
P.O. Box98383
Chicago,IL60693-0001

NFA APPLICAnON TIPS

All applicants for membership should, at the outset, carefully read
the instructions which accompany the application forms. The ap­
proval of applications for membership in NFA can be greatly expe­
dited when all required forms are completely and properly prepared
and are accompanied by the appropriate annual dues. All NFA dues,
as well as registration fees, are non-refundable.

FCMs and IBs should include annual dues (See Membership An­
nual Dues Schedule on the next page) and Form 7-R. Items 16-27.

APs should include Form 8-R containing the Applicant Agree­
ment (Item H).

While most questions and requests for information are self-explana­
tory, the following suggestions may be helpful in filling out forms:

• Be certain that the Applicant's Name given in Item 16 is the same
as listed in Item 1 ofFonn 7-R.

• Items 21 and240fFonn 7-R (pages 6of8and 7 ofS) apply only to
FCMs.

• If the applicant is a corporation, partnership or other business
entity, the "Resolution" (Item 26) on page 7 of8 of Form 7-Rmust
be completed. The person in this "Resolution" must be a person
who is listed in Item 9a of the applicant's Fonn 7-R. If the appli­
cant is a sale proprietorship, the "Resolution" (Item 26) on page 7
ofB ofFonn 7-R is not required.

• Item 25 is for membership applicants with multiple registration
classes. It allows the applicant to indicate in which membership
category it should be classified for Member ballot purposes (e.g.,
an FCM Member that is also a CTA Member).
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Registration Requirements

_ NFAAnnual Dues

POSSIBLE OTHER REGISTRATION
REQUIREMENTS

• On page 8 of 8, "Name of Applicant or Applicant Organization"
must be the same as Item 1 of the applicant's Fonn 7-R.

• The application must be signed by the applicant, if the applicant
is an individual. or by an officer orgeneral partner if the applicant
is a corporation or partnership. In the case of a corporation or
partnership this must be the person listed in the "Resolution" of
the application.

• Answer all items.

,

MULnPLE REGISTRATIONS

Applicants that are registered with the CFTC (or that have applied
for CFfC registration) in more than one categoryare required to pay
NFA annual dues in only one of those categories. the category for
which the annual dues is highest regardless of principal business.
For example, if a finn is registered with the CFTC as both an FCM
and a CPO, it would~only be required to pay NFA dues as an FCM.

MEMBERSHIP ANNUAL DUES SCHEDULE

Futures Commission Merchant (exchange member) $1000
Futures Commission Merchant (non-exchange member) $5000
Commodity Pool Operator $500
CommodityTradingAdvisor $500
Introducing Broker $500

NFA dues are non-refundable.

Whether or not you are required to register with the CFrC, the
business activities in which you engage may require that you regis­
ter with the SEC and/or one or more state securities agencies. For
information concerning SEC registration requirements, you or your
attorney may wish to contact the SEC. Your attorney should be able
to advise you regarding registration with a state securities agency. if
required.
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NATJONAL FUTURES ASSOCIATION
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INTRODUCTION

The following outline is intended to serve as a study

aid for persons preparing for the National Commod·

itY Futures Examination jMNCFEM). It provides an

indication of the subject matter that should be

concentrated upon in studying for the examination.

but does not list specific test items. The outline

presents those areas in which National Futures

Association (-NFAM) and its EducationaVTesting

Advisory Comniittee feel persons involved in

opening and handling customer accounts in futures

contracts and options on futures should be able to

exhibit knowledge and proficiency in order to

effectively serve their customers. The purpOse of

the NCFE is to test basic entrY level knowledge of

the candidate. Please note that candidates do not

need to memorize information relating to the terms

and conditions of particular futures contracts.

Anyone applying for registration as futures commisM

sion merchant. leverage transaction merchant,.

introducing broker, commodity pool operator,

commodity trading advisor, or as an associated

person CooAPoo
) of any of the foregoing, must supply

to NFA satisfactory evidence that they have taken

and passed the NCFE. The NCFE is objective in

format and contains 120 true/false and multiple

choice Questions. The NCFE will be presented as

2

one exam but is graded in two sections, one section

dealing with general industry knowledge and the

other concentrating on regulatory reQuirements.

Candidates are required to pass both sections at the

same sitting. Two and one half (2·1121 hours time is

allotted for completion of the examination. A

minimum score of 70% on both sections of the

examination is required for passing.

Upon completion of the examination, the PLATO

system promptly scores and displays the

candidate's exam grade on the terminal screen.

Written verification of the exam results should be

received by fhe candidate's sponsoring firm (or by

the candidatel from NASD within 10 business days

of the test date. It is srrong/y recommended that

the candidate maintain a copy of thei~ test results.

Passing the exam does not mean the candidate is

registered liS an AP. To be registered as an AP, the

candidate must first file the proper forms and fees

with NFA and, in most instances, be spOnsored bv
an NFA MerTber firm. For more information on

registration requirements. please call NFA's

Information Center at 1-8Q0.621·3570 (outside

.Illinois) or 1-800-s72·9400 (Illinois only).

..



PART 1

The following is a general listing of the major subject areas of the examination and related topics cOllered.

Possible reference materials are listed in the following section of this study outline.

\

E. Speculative Theory

1. Leverage

2. Risk

3. Market liquidity

4. Price volatility

F: General Futures Termin~logy
Associated Person Roor Broker

Basis Forward Contract

Bucketing Inuoducing Broker

Carrying Charges Inverted Market

Chuming Umit UplDown

Clearinghouse Loclc Umit
Convergence Long
Commodity Pool Normal Market

Operator Pit
Commodity Trading Position Trader

~sor Retender

Deferred Scalper

Discount Short
Expt Spot

Futures Commission Variation CaD
Merchant Warehouse ReceiJ)t

First Notice Day

G. General Options Terminology
At·The-Money Out..Qf.The-Monev

Call Premium

Conversion Put
Delta Spread

Exercise Straddle
Expiration Strangle
Grantor Synthetic

In-The-Money Options/Futures

Intrinsic Value Time Value

Writer

D. Hedging Theory
1. Risk reduction

• Unhedged position
• Effect on pricing of cash markets

2. Short hedging
• Typical short hedgers: farmers.

producers. holders of inventory

• Effect on pricing of cash markets

3. long hedging

• Typical long hedgers: processors.

manufacturers. exporters

• Protection against price rise

A. General Theory
1. Development of futures markets

2. Futures and securities compared

• Aights

• Obligations
• Transfer of ownership

C. The Structure of Futures Markets
1. Normal markets

• Carrying charges

• -Full any" markets

2. Inverted maricets

• Supply shortages

• Other factors

B. The Futures Contract .
,. Futures and forward contracts compared

2. Offset provisions
3. The clearinghouse function

• Clearing members
• N()I'loClearing members

4. Delivefy provisions

• Basis grade

• Premiums
• Discounts

FUTURES TRADING THEORY AJ.'ID BASIC FUNCTIONS
TERMINOLOGY

~
EXAM~ATION SUBJECT AREAS

I
I
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TYPES OF ORDERS, CUSTOl\.1ER ACCOUNTS~
PRICE ANALYSIS

FUTURES MARGINS, OPTION PREMIUMS,
PRICE LLVIITS, FUTURES SETrLE:MENTS, DELIVERY,

EXERCISE, AJ.'\lD ASSIGN1\1ENT

.-. - '--'~-jt,..... -----
\ -\'. _.
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A. Margin Requirements
1. The nature of futures margm

• Performance bond
• Comparison with securities margin
• Authority of exchanges to establish and

revise reQUirements
• Initial and maintenance requirements

• Documentation: margin agreement,

transfer of funds agreement

2. Margin calculations

• Initial
• Maintenancelvariation
• EffectS of substantial price movement
• Effects of change in reQuirements on new

and existing positions

• Withdrawal of excess equity
3. Alternative calculations

• Hedge margin
• Spread margin

B. Option Premiums
1. Intrinsic value
2. Time value
3. The delta
4. Premium quotations

(Note where different from underlying
contract. e.g. T·Bonds and municipals)

A. Baic: ChllfllC:teristics and Us.. of
, . Market OC'detS

2. StOP orders
3. Stop-limit orders
4. Market-if-touched orders

B. Additional Orders
, .Good till canceled (GTC)
2. Fill-or-ltill
3. -On dose"
4. "One cancels the other" (OCOI

C. Technical Price Analysis
1. Charts: bar, point and figure

2. Trene/lines
3. Support/resistance levels

4. Congestion weas

5. Gaps

C. Price Umits
1. Effect of limit-u~downprice change

2. Expanded limits

3. Effects on margin of limit moves
4. -Loclc limit"

5. ·Circuit breakers"

D. Offsetting Contracts. Settlements. Delive..,
1: liquidating long and short positions
2. First notice day

3. Trading in the spot month

4. The clearinghouse role in the delivery

5. Delivery notices

6. Retendersrstopped" notices
7. Physical delivery, warehouse receipts

8. Cash kettled contracts: how settlement is
computed

• Stock indexes

• Municipal bonds

• Eurodollars

E. Options exen:iM. Assignment. S.ttfemem
t. Process of assignment

2. Margin requirements upon exercise
3. Final trading/exercise dates

6. Triangles: ascending and descending

7. Double tops and bottoms
8. Volume and open interest
9. "'Liquidating markets-

D. Fundamental Price AnaIyU
1. Effects of economic or political instability
2. Supply and demand elasticity
3. U.S. agriCtlltural policies
4. -Crop years­
S. Hog/com ratio

E. Interest Rate Analysis
'. Yield curves: positive. inverted. flat
2. Effects of governmental policies

• Tax policy
• Monetary policy

\



SPREADING

SPECULATING IN' FUTURES

BASIC HEDGIN'C, BASIS CALCULATIONS,
HEDCJl'.lC FUTIJRES

T·Notes. T·Bonds

T-Bill. Eurodollars
Municipals

Currencies
Stock indices

C. Hedging Circulations
,. Net result of hedge

2. Net price received upon purchase orsale

Examples:
Grains

Livestock
Foodstuff
Metals

Energy

Lumber

B. Common Types of Spreads
1. Carrying charge or "Hmited risk" spreads

• IntnHnaticet
• Inter-delN8fV

2. Bull and bear spreads
3.lntermarket spreads

B. Trading AppflCations
1. Reconvnend appropriate speculative trades

given certain economic or technical
circumstances

2. Use appropriate orders both to initiate and
protect position

T-Note. T-Bonds
T-Bill. Eurodollars
Municipals
Currencies
Stock indices

A. Sprelld Trading
1. ()nierexecution
2. Expectations

• Narrowing or widening basis
• Normal or inverted marieet strategies

A. Short Hedging lind long Hedging
,. "Anticipatory hedges·

2. Long the basis/short me basis

B. TheS"
, . How determined

2. Effect of basis charge on

• The short hedger
• The long hedger

3. Effect on price of commodity actually .
delivered or purchased

• Transportation costs
• Variation in deliverable grades

4. The basis in financial markets

• Short term rates VI. long term rates
• "Implied repo rate·

A. Profitllo. caIc:uIations for speculative
..... rmcluding spreadst
1. Gross profit on spectllative trades; single or

multiple contract positions

2. Effect of commissions on gross profits
3. Return on (margin) equity calculations

Examples:
Grains
Livestock
Foodstuff
Metals
Energy
Lumber

I
I
I
I
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OPTION HEDGING, SPECL"LATING, SPREADING
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A. Option Theory
I. Long

• Limited risk
• Increased leverage
• Tatal loss of investment (premium)

possible

2. Short
• Increased risk
• Eam premium
• Loss may exceed premium received

B. Option Hedge Strategies/Calculations
1. Long put as alternative to short futures

nectge
2. Long c:all as altemative to long futures hedge
3. Allows for increased profit once breakeven

point is reached

C. Option Speculative Strategies/Calculations
, . Long c:all as substitute for long futures

• Risk limited to premum
• "Breakeven point"
• Profit and return on equity

2. Long put as substitute for short futures

• Risk limited to prerrium
• "Sreamen point"
• Profit and return on equity

3. Long call to protect short futures (synthetic

longpuU
4. Long put to protect long futures (synthetic

long c:aID
5. Long futures-short call (covered call)

6. Conversions
7. Reverae c:onv8fSions (reversals)

D. Option Spread Strategies/Cala,lIarlons
1. Call bull spreads

• Spread to widen
• Maximum profitlloss

2. Call bear spreads

• Spread to narrow

• Maximum profJ1J1oss
3. Put bull spreads

• Spread to narrow
• Maximum profitlloss

4.Put bear spreads

• Spread to widen
• Maximum profrtlloss

5. Calendar spreads
6. Arbitrage spreads

----,·~~-f- -
, ~~t,\)t.



PART 2

REGULATIONS
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A. General
1. NFAiCFTC Registiations .

• Aoor broker ("FS")
• Associated person ("AP")
• Commodity pool operaJor ("CPO")

• Commodity trading advisor {"CTA"l
• Introducing broker ("IB")
• Futures commission merchant ("FCM H

)

• Exemptions from regisuation
2. Futures account opening requirements

• "Know Your Customer Rule" (NFA
Rule2-30t

• Verbatim risk disclosure statement
• Commodity customer agreement
• Discretionary accounts

- Wrinen authorization
- Account supervision and review
- AP minimum experience requirerrent

3. Fuues options account
• Specific disclosure of strategies employed

in discretionary accounts
• Confirmation mailing requirements

4. Position rePO/'ting requirements

• Set by CFTC or exchanges
• Daily reportS.
• Applicable to both speculators and

hedgers
S. Speculative position limits

• Maximum net long or short position
specified by CFTC or exchanges

• Bona fide hedgers' exemption

B. FCM/IB Regulations
,. Guaranteed and non-guaranteed IBs

• Responsibilities of guarantor FCM
• Rules for acceptance of customer funds

2. Net capital requirements
3. Quarterly and annual financial reports
4. Collection of margin deposits
5. Customer complaints

• Option~elated complaints
• Adjustments to accounts

6. lime-stamping requirements

7. Advertising rule (NFA Rule 2-291
8}Disclosure by FCMs ana ISs required for

costs associated with futures transactions

c. CPO/CTA
, . Disclosure documents

• Upfront fees
• Performance records
• Disclosure statements
• Trading program
• FIVe year business background
• Conflicts of interest

2. Records to be maintained
3. Advertising rule INFA Rule 2-291

D. Arbitration Procedures

E. NFA Disciplinary Procedures
1.Wrinen complaints
2. Waming Ieners
3. Hearings

• Offers to settle
• A$:lpeal process

4. Member responsibaity actions (MRA!
5. Penalties for violators

• Fine
• Cease and desist order
.. Expulsion

7



In addition to the official rutebooks of the ex·
changes, literature on trading futures. options on

futures. and on individual markets. is helpful in

preparing for the examination. Please contact

individual exchi!lnges in order ttl Obtain pricing lists.

publication catalogs and order forms. Various

departments within each exchange may be of

assistance: Public Relations, Marketing. Literature.
Member Services and Education.

Chicago Board of Trade
141 West Jackson Boulevard
Chicago. Illinois 6CI604
1312) 435-3500

Chicago Mercllntil. Exchange
30 Soulh Wac\er Orive
Chicago. IL 60606
012) 93Q.l000

Coff... S~gar81 Coco. Exchange. 1l:'\C.
Four WOI1d Trade Center
N_ yen. NY 10048
12121 S38-%8lX)

Commodity Exchanae.lnc.
Four WOI1d Trade Center
N_yen. NY 10048
(2121938-2900

K__City Board ofTr.de
4800 Main StrMt
Klnsas City. MO 64112
la1s) 753-7500

MidAm..-ica Commocflty Exchange
141 West JIclc.sCln BouMward
Chicago. IL 606CM
0121 341-30lXl

Minne.polia Grain Exchanve
1SO Grain Exchange Building
.aoSouth 4lh StrMt
MinMipolis, MN SS415
1612) 3316212

New York Cotton Exchange
Four WOI1d Tra~ Center
N_York.. NY 10048
(212) 938-2000

New York Futures exchange
30 Broad Street
N_ York. NY 10004
(212) 623-4949

New Vork Mercantile Exchange
Four World Trade Center
N_ York. NY 10048
(212) 938-2222

Philadelphia Board ofTr~
1900 Market Str.-t
Philadelphia, PA 19103
(215149&5000

~
EXCHANGE RULE­
BOOKS AND MARKET
LITERATURE

The following list includes books that may be helpful

in preparing for the National Commodity Futures

Examination. noted as to availability at bookstores·

and/or direct from the publisher··. Although not

all-inclusive. this list is representative of the types of

books available for studying.

"Trading in Mom 0" Futures
James T. CoIbum 1990
New York Institute of Finance
15 Columbus Cin:le
18th Floor
New York. NY 10133-o:l4O

.Vndt!f!t.ndjnq Euty[es Markets
Robert W. Kolb 1991
Kob Publishing
Miaf!1i, FI. 33155

··CommosiitY Trading Manual 1989
Chicago Board of Tra~
LaSalle at Jackson
Chicago. IL 60604

u!;JM Home Study Coune Workbook 1990
Chicago Board of Trade
LaSalle at Jackson
Chicago. IL 60004

-The Futures Game 2nd Ed.
Richard J. Teweles and Frank J. Jones 1987
McGraw~i11 Book Company,
New Yert, NY 10020

UBI futures lAding Course 1988
Futures IndUSUV Institute
2001 Pennsylvania Avenue
6thFIocr
Washington. D.C. 20006

ufuturn; APerunal Seminar 1989
New Yorlt InstltU'l. of rmallC.
15 Calumbus Circle
1SthFIoar
New York. NY 10133-0040

-futures Market
Daniel R. Siegel, Diane F. Siegel 1990
Dryden Press
Hinsdale. IL 60621

··How1ht Evtyra Market Wodcs
Jake Bernstein 1989
New York Institut. of rtnlllCe
15 CoIurrmus Citde
lSthFloclf'
New York. NY 10133-0040
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OTHER PUBLICATIONS

NATIONAL FUTURES
ASSOCIATION
NFAMANUAL

(SOFTBACKEDITION)

WHAT THIS MANUAL CONTAINS - This edition

contains NFA's Articles of Incorporation, Bylaws,

Compliance Rules. Code of Arbitration, Member

Arbitration Rules, Financial Requirements and

Registration Rules.

To order a copy
contact NFA's Information Cente at (3121781.1410,
or use 1-8Q0..621·3570 (outside Illinois)
or 1-800-572·9400 (inside lIIinoisl

See enclosed brochure for information on ordenng

other NFA publications.

THECO:M:MODITY
FUTURES TRADING

COl\'Th1ISSION

NFA'. rehrtionshipto the CfTC

The CommoditY Futures Trading CorM'lission

(·CFTC·) oversees the regulatory activities of NFA.

The CFTC also retains regulatory responsibilitY for

the futllres exchanges. floor brokers and floor
traders. NFA does not regulate these indust1V
participants.

The rules and regulations of the CFTC are encom-,
passed in the Commodity Exchange Act ..
Amended and Regulations Thereunder. Updated

regularly. Current editions may be ordered directlV

from the publisher:

Ccmmerce Oearing House
4025 WI$l Petersen Avenue
Chicago, IRinois 60646
1312) 583-8500

When published as p~gated, U.S. Public Laws.
federal regulations and decisions of administrative
and executive agencies and courtS of the United
States are in the pubic domain. However, their

arrangement and compilation, and historical,

staMOrv. and other notes and references, along
with all other material in this publication, are subject

to the copyright notice.

All Rights ReselVed
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In the U.S., the examination is given at PLATO

system computer terminals at more than 50 Control

Data Learning Centers located in major cities. After

applying for the examination, the candidate normally

receives a written notice of enrollment within 10

business days and a brocnure ryour NASD
Examination and the PLATO System")- of the U.S.

learning centers. addresses, and telephone num­

bers. The candidate can then make an individual

appointment for the exam at lhe learning center of

his choice on regular business days. during normal .

business hours.

-This brochure is revised quarterly (JanualV 1st. April lit.
July 1st and Oc:tober 1sd. Plea. refer to a current issue
fOlICClltlte anc:l timely infCll"l'MUon.

The brochurp which the candidate receives with the

notice of enrollment explains the simple procedures

used in taking the exam at the computer terminal.

Typing skills are not required.

~
COl\1PUTER­
DELIVERED
EXAMlNATIONS

ENROIL.\1E.NT

IDENTIFICATION

The National Commodity Futures Examination is

administered for NFA by the National Association of

Securities Dealers. Inc. ("NASD"1.

The application form ("U-1O· to be used by non­

NASO members .Ind ·U-4" to be used by NASD

members. should be completed by the applicant

and sent with the $75.00 fee payable to:

NATIONAL ASSOCIATION OF SECURITIES
DEALERS. INC.
P.O. Box 9401

Gaithersburg, MD 20898·9401

(01) 590-6500

GENERAL INFOfu\1A.nON

A candidate may use a pocket electronic calculator

provided it has an independent power source, has

no print mechanism, and has no alphabetic keys

or displays.

In order to gain admission. to I t8$t center, a

candidate must provide the center with two forms

of personal identification, both of which must

contain the candidate's signature. In addition, one

document must contain either a picture or a physical

description of the candidate. This requirement can

usually be met by presentation of adriver's license,

a milimy identifICation. a passpon" or a similar tiPe
of official cIacument. In situations ...mere this

identification requirement cannot be met by I

candidate, 1he sponsoring firm should call the

Examinations Section of the NASD Membership

Department prior to the appointment date so that

alternate amlngemenlS can be made.

10
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Persons in areas of the U.S. not reached by the

PLATO System should contact the NASD to receive

a schedule of examinations and to make application.

Please refer to the PLATO brochure for a list of

exam locations.

GENERAL L'WORMAnON

OATEANonME

Examinations are given on the first Saturday of

each month.

Candidates must report to the examination center

by 8:30 a.m. local time. examinations begin

promptly at 9:00 a.m. local time. No candidate will

be admitted once the examination session stans.

BY APPOINTMENT ONLY

Appointments WIll be necessary for all candidates

who Y.lish to talee these examinations. Appoint­

ments may be made b'y telephoning the Information

Services Section of the NASO Membership

Department in Rockvi~e. Maryland at (301) 590­

6500. The caller must specify the name and social

security number of the candidate, the name of the

firm. the series numberof the examination and the

test center location desired.

CANDIDATES MUST MAKE APPOINTMENTS
WITH THE NASO EIGHT lSI FULL BUSINESS
DAYS PRIOR TO THE EXAMlNAnON SESSION
DESIRED AS EXAMINAnON BOOKLETS ARE
SENT TO EACH CENTER ON THE BASIS OF
APPOINTMENTS MADE.
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FOREIGN EXAMINAnON
t LOCATIONS

NOTES REGARDING FOR­
EIGN-ADldINISTERED

EXAMINATIONS

The foreign appointment request form and fee must
be submitted to the NASD on. month prior to the

desired test date to the following address:

NASO Treasurer's Department
9513 Key West Avenue
Rockville, MO 20850

The re/:luired forms and fees must be re-submitted

to the NASD in order to re-apply for the

examinationCs and/or foreign appointment.

See the PLATO brochure for locations,and dates of
examinations,

All candidates taking NASO exams oversellS will be
given an extra hour.

An EnglisNNative language dictionary may be used

at al foreign examination sites after approval bv
the proctor.

SCHEDULE OF FOREIGN
EXAMINATION CENTERS

FOREIGN APPOINTNIENT
REQUEST FORM

All NASO examinations are administered abroad on
the third Saturday of the month.

Candidates must report to the examination center

by 7:30 a.m. local time. Examinations begin

promptly at 8:00 a.m. local time. No candidate will

be admitted once the examination session starts.

For infoflTllStion contact:
NASO MembershiD Department
Examinations Section
9S13 Key West Avenue
Rockville. MD 20850

Each candidate must have It valid appointment

confirmation in order to be edmitted to the examina­

tion center. The foreign appointment confirmation
will be honored only at the location and date and for
the examination!s) specified.

In order to request an appointment at a foreign

examination center, the foreign appointment

request foem must be submitted to the NASD with

the foreign appointment fee for each candidate.

The foreign appointment reqtlest form can be

obtained frem the NASO. Also. you must file the

aDDfopriate application form and testing fee with

the NASD.With the excePtion of me General
Securities Registered Representative Examination

ITest Series 7), It candidate may request to sit for

two examinations en the same day.
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BRANCH MANAGER EXAM • FUTURES
SERIES 30

Study Outline

This guide is intended to be an outline of the subject areas covered by the examination and
does not represent an exhaustive list of the actual test questions.

Section 1:

General

• books and records. preparation and retention
• order tickets. preparation and retention
• written option procedures
• handling of customer deposits
• NFA Compliance Rule 2·9, supervision of employees
• registration requirements· who needs to be registered. sponsor verification.

NFA Bylaw 1101, AP tennination notices. tempora'llicenses
• NFA's disciplinary process
• reportable positions
• NFA Arbitration Rules
• on-site audits of branch offices
• bona fide hedging transactions
• trading on foreign exchanges

Section 2:

cpo/eTA General

• registration requirements
• books and records to be maintained
• reports to customers
• block orders and order allocation

Section 3:

CPO/CTA Disclosure Documents

• management and incentive tees
• perlormance records
• how long can a CPO or CTA use a disclosure document
• conflicts of interest
• pool units purchased by principals
• business backgrounds of principals
• amendments to disclosure documents
• disclosure of disciplinary actions
• NFAiCFTC review of document before use

\
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Section 8:

section 4:

Section 7:

section 5:

• Risk Disctosure Statement
• margin requirements
• stop loss orders
• preparing oraers
• block orders
• proprietary accounts
• position limits and reporting requirements
• trade confirmations

• accepting funds from customers
• guarantee agreements
• responsibilities of guarantor FCM
• minimum net capital requirements
• timestamping of order tickets
• books and records to be maintained

• explanation of fees and charges to customers

• client information required
• responsibility to obtain additional client information
• risk disclosures

Disclosure by CPOs and CTAs Required for Costs Associated
with Futures Transactions

• disclosure of upfront fees and expenses .~

• effect of upfront fees and organization expenses
on net performance

NFA Know Your Customer Rule

Disclosure by FCMs and IBs Required for Costs Associated
with Futures Transactions

General Account Handling and Exchange Regulations

IB General

Section 6:
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Section 9:

Discretionary Account Regulation

• requirements relating to discretionary accounts
• supervision and review of discretionary accounts

Section 10:

Promotional Material (Rule 2-29)

• definition of promotional material
• standardized sales presentations
• use of a third party consulting or advertising firm
• reprints of articles from industry publications
• recordkeeping of promotional material
• past performance
• hypothetical trading results
• written procedures for promotional material
• supervisory review of promotional material

\
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Basic conditions for listing

- • - - - --London STOCK EXCHANGE

Requirements Overseas company's GORs Convertible bonds with Straight bonds MTNs
shares (Ust) warrants

Sponsor Yes Listing agent - responsible Listing agent Listing agent Listing agent
to the Exchange

Trading record Three years Three years Three years Three years. May be waived Three years. May be waived
if an issue is fully secured or if an issue is fUlly secured or
guaranteed by a state or the guaranteed by a state or the
guarantor has published guarantor has pUblished
audited accounts which audited accounts which
cover at least three years cover at least three years

Minimum size £700,000 £700.000 £200.000 £200,000 £200,000

Share In pUblic hands Normally 25 per cent of 25 per cent of GDRs No requirement No requirement No requirement
each class

Conditions to be met for Secondary listed applicants Underlying shares must be Securities into which they Not applicable Not applicable
underlying shares must be in compliance with traded on a regulated. are convertible must be listed

rules of home exchange and regularly operating, on a regulated regularly ,

competent authority recognised open market operating, recognised open
(ie FIBV full member or market
associate member or SIB
approved)

~<....

AccountIng standards Normally UK, USA, GMP or Statement of accounting Statement of accounting Statement of accounting Statement of accounting

lAS unless Exchange content principles adopted and may principles adopted and may principles adopted and may principles adopted and may

that standards protect require notation of departures require notation of departures require notation of departures require notation of departures

investor's interest from international accounting from international accounting from international accounting from international accounting

standards, US or UK GAAP. standards, US or UK GMP. standards, US or UK GMP. standards, US or UK GAAP.

.Not reconciliation Not reconciliation Not reconciliation Not reconciliation

Investor type Retail and professional Professional Professional Professional Professional
,

-v
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Attachl1'1ent ...
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London Stock Exchange • Listing Requirements



London STOCK EXCHANGE

--_._-:..._._...;...._.-.';:~..J.~:;:;..2;.;.;.",~1.~...:';"'''::~~':'~'-'''':'' +.',';:~~_:._-------------Summary ofLondon listing requirements
Disclosure requirements

-
~

-III
h>- - - - -

Requirements Overseas company's GDRs Convertible bonds with Straight bonds MTNs
shares (Ust) warrants

Financial Information Normally three years profit Three years profit and loss. Three years profit and loss. Profit and loss accounts for Profit and loss accounts for
and loss. balance sheets and balance sheets and cashflow balance sheets and cashflow the last three years. Balance the last three years Balance
cashflow statements and statements and recent statements and recent sheet for the last two. and sheet for the last two. and
recent interims if published or interims if published or if interims if published or if notes to the accounts for notes to the accounts for
more than nine months since more than nine months more than nine months the last year the last year
last year end. Independently since last year end since last year end
audited

latest accounts 12 months before application 18 months before application 18 months before application 18 months before application 18 months before application
(interims required if more than (interims required if more than
nine months) nine months)

Consolidation Must be consolidated Consolidation not required if Consolidation not required if Consolidation not required if Consolidation not reqUired if
accounts are not accounts are not accounts are not accounts are not
consolidated consolidated consolidated consolidated

Working capital statement Yes Not required Not required Not required, Not required
~

Conditions to be met for Secondary listed applicants Underlying shares must be Securities into which they Not applicable Not applicable

Accountants' report Certain circumstances - Text of audit report Text of audit report Text of audit report Text of audit report
material change or qualified accompanying last published accompanying last published accompanying last published accompanying last published

accounts accounts accounts .- accounts accounts

Capitalisation table Yes Yes Yes Yes Yes

Information on Yes Yes Yes No No

controlling shareholders

Disclosure of directors' Total aggregate of Total aggregate of Total aggregate of No No

salaries/contracts remuneration and benefits remuneration and benefits remuneration and benefits

in last year in last year in last year

Information on major Three per cent or more of the Three per cent or more of the Yes - if over three per cent of No No

shareholders issuers capital issuers capital. Or 20 per issued capital. Or over 20 per
cent if primarily listed on an cent if primarily listed on an

overseas Exchange overseas Exchange

-<~



;~: ~:":~":'::';''':''':.~;,~';'",,_'':.,~; __ ', ~':~:'.'_: r.-,f:_;... .,..:_ ~~,.~,,~_

--------------~Summary ofLondon listing requirements II!
Continuing Obligations

- - - --
London STOCK EXCHANGE

Requirements Overseas company's GDRs Convertible bonds with Straight bonds MTNs
shares (list) warrants

InterIm report Yes - within four months of Yes - within four months of No requirement No requirement No requirement
the end of the period to the end of the periOd to

which it relates which it relates

Annual report Within six months of the end Within six months of the end Within six months of the end Within six months of the end Within six months of the end
of the period to which they of the period to which they of the period to which they of the period to which they of the period to which they
relate. UK/US/lAS relate. Home country relate. Home country relate. Home country relate. Home country

standards acceptable standards acceptable standards acceptable standards acceptable

Cash flow table required Yes No No No No

In annual report

Price sensitive Class tests, related parties Exchange must be notified Exchange must be notified Exchange must be notified Exchange must be notified

Information disclosure detailed and general of any major new of any major new of any major new of any major new

requirements development which may lead development which may lead development which may lead development which may lead
to substantial movements in to substantial movements in to substantial movements in to substantial movements in
the price of the securities the price of the securities the price of th~ securities the price of the securities

No No
-

Preliminary results Yes No No

Changes of directors Yes No No No No

Changes In shareholdlngs If in member state follows If in member state follows Not applicable Not applicable Not applicable....-
of major Investors law of local competent law of local competent

authority. If non-member authority. If non-member

and holding exceeds or falls and holding exceeds or falls

below 10, 20, 33, 50, 66 per below 10, 20, 33. 50, 66 per

cent announcement should cent announcement should

be made be made

Purchases, redemptions Not applicable Not applicable Purchases, redemptions Purchases. redemptions Purchases. redemptions

and oancellatlons or cancellatiol1s which or cancellations which or cancellations which

aggregate 10 per cent should aggregate 10 per cent should aggregate 10 per cent should

be announced and for each be announced and for each be announced and lor each

five per cent thereafter five per cent thereafter five per cent thereafter

Equivalent Information to Yes Yes Yes Yes Yes

be announced In London
88 an home exchange- ,~
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Other information

~. London STOCK EXCHANGE

.~¥'"

Requirements Overseas company's GORs Convertible bonds with Straight bonds MTNs
shares (Ust) warrants

Initial exchange fees Scale rate dependent on £4,000 £1,500 each application Maximum £4,000 6p/£1,OOO £1,500/application
money raised. Haff scale rate for established money value £1,500 for first issue and
of domestic companies issues over a cumulative

£50m. Maximum charge
, £4,000 per tranche

Annual exchange fees Scale rate based on nominal £2,000 No charge No charge No charge
value. Half scale rate of
domestic companies
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IThe Investors
Compensation
Scheme

101
golden rules for investors.

The investment watchdogs are working to protect investors.
They have a wide range of powers to ensure that standards
across the investment industry are as high as possible. As part
of this system of investor protection, the Investors
Compensation Scheme exists as the final safety net, should
the worst happen and customers of an authorised investment
firm lose out.

Investors, too, have a role to play in preparing themselves for
the financial decisions they face. Among the best defences
against negligence or fraud are knowledge and vigilance on
the part of the investing public. There are steps which all
investors can take to minimise the likelihood of things going
wrong, or, in the event of the unavoidable failure of an
investment firm, to have the right sort of evidence to help us
to pay compensation.

Over the year, staff at the Investors Compensation Scheme
have been drawing up a list of 'golden rules' based on the
experiences of the investors whose claims we have handled.
This factsheet lists the top one hundred and one tips for
.investors.
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Take other people's
'winning formulae'
with a pinch of
salt ...

if taking a
financial risk
worries you, should
you be taking it?

2

f () I l:flldl'lI mit's

• Think about your plans for the future and the Iinancial decisions you
need to take.

• Discuss with your partner important investment decisions you're
thinking about making. If things go wrong, they may be the ones picking
up the pieces.

• Listen to other people's views but make your ou'n mind up about what's
right for you.

• Take with a pinch of salt other people's 'winning formulae', especially
those you hear at the pub 01' the golf club.

• If a stranger wants to share with rou an 'investment secret', ask yourself
why.

• Be wary of 'get rich quick' schemes.

• ""'hen you buy a new TV you will certainly want to sh~p around and ask
questions. So do the same when it comes to your investments - which
will probably involve considerably more money.

• ':"lumbers and small print are boring' is no excuse for not taking an
active interest in money matters.

• Read the money pages in your newspaper.

• Pick up any free leaflets and brochures to find out about the differences
and similarities of the investment products available.

• Consider how much risk you're prepared to accept. Can you afford to
lose money if investments fall in value?

• You can't have it all. Generally, the higher the potential gain, the higher
the risk.

• \,\'e can pay compensation should the worst happen only if the firm yOIl
dealt with was fully authorised. So before you meet a financial adviser,
check his business credentials on the official Central Register of
authorised firms (telephone: 0171 929 365Z).

• Even if family and friends recommend an adviser they have all been
using for years, still check the firm's business credentials carefully
before you hand over your money_

• Don't trust an adviser just because he's a 'pillar of the community' or a
relative.

• Visit your adviser at his offices. This can tell you a lot about the type of
business he runs. -
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U.K. Investors Compensation Scheme
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fVhy is this
investment right
forme?

Don't pretend you
understand things
ifyou don't ...

f{) I ~/}ltf(,11 rules

• Don't he afraid to ask questions. It's.Y0ur money and YOll want 10 know
where it's going.

• Honest, competent and responsible financial advisers will not he
offended by you asking them probing questions and checking Iheir
credentials!

• Quiz your financial adviser to check that he's working in your best
interests: -

Why is this investment right for me?

How can this investment pay-a higher return than my building society,
account?

Could I lose money?

What do you get out of this deal?

Would I be better off keeping my money in u. bank or building society?

What happens if I stop paying my premiums?

How long have you been working in financial services?

What qualifications and experience do you have giving investment
advice?

• Be honest and candid with your financial adviser so that he knows and
understands your personal and financial circumstances.

• Don't let yourself be over-awed by suave manners and plush offices.

• You should feel comfortable with your financial adviser.

• Don't exaggerate your salary, pretend you understand things you don't,
or lie about your age!

• All ad"isers have to carry out a 'fact find' about your circumstances and
investment aims. Ask for your own copy to check the details are correct.

• Exotic offshore centres offering tax free investments and banking
secrecy may also offer no investor protection or compensation cover if
things go wrong.

• If you're carrying out investment transactions on the Internet, make
absolutely certain you are dealing with a fully authorised firm.
(Central Register telephone: 0171 929 5652)

!' Each time you seek advice or invest money, check your adviser is stilI
fully authorised and thal the new investment is still covered by the
Investors Compensation Scheme.

3
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!J()tl'[ let yourstU' bt
persuaded against
your beller
judgement '"

And keep on asking
until you do
understand ...

Don't be qfraid to
say no iJ'J'o{L're not
interested ...

• If illl ifnl'slllIl'nl rl'turn SI'l'lllS 100 ;.!C0od 10 Ill' tnll', itllrobabl: is.

• PUllin!! all your 1';!;!S ill Olll' haske'l is lislially ulI\'Visl'. Spl'l'illl :0111' I'isks.
so if "Ill' illveslllll'nt 10Sl'S mOlley ) flu'n' not len high and dr:.

• Hl'nwmlH'I', Ihl' most-colll!wnsation WI' 1',111 pay if an invesllllt'nllil'lll
fails is £-+8,000. So should you lw thinking about spreading your
invl'slnwnts across several invt'stnwnllinns?

• .Just because all your f't'iends have houghl a partieular inv('slment
doesn't mean the same investment is l'ighl for )Oll,

• In faet, if ,Your advist'r appe'iJrs 10 be !'eeommending Ihe sault'
inwslmenllo all his l'lil'lIls, ask ,illy. Ask for alLernativl' ideas.

• /l's always \\Ol'thwhilt:' gelling a 'second opinion', particularly ir you are
investing a large sum.

• Bt:' wary if you"'e flfrered as a 'favour' the last plal'e in a 'spel'ial selwme'
available 'only 1'01' close friends and family',

• Bear in mind lhat slick mat'keting - free gills and generous hospitality ­
is ultimately being paid for by investors.

• If you d01l'1 UIH!el'stalHl something, ask the fil'm to dar'ify it.

• Keep on asking until you are happy that you do understand,

• Remember there's no magic in technical words and jat'gon, 'Bonds',
'niche investment funds' and 'special investment opportunities' may
sound enticing, but what ('xactly do they involve?

• 'Plans' can sound straightforward and common-sense. But if the plan
involves a pal'kage or finaneial arrangenwnls, do you rully understand
how each part works and how it all tits together?

• It is \"t'ry important to understand how YOIlI' money is ,vOI'king for you.

• If you've never heard of lhe investment your advisel- recommends, or if
it seems pm'licularly complicated. is this really what you wanC'

• Iligh pressurt> 'hard sell' tactics art' lHm effectively outlawed by the
in\'{'stlllent regulalors.

• But ht'ar in mind that tilt:' 'son st'lr can bt' just as I'frecl:n' at pt'rsuadillg
you to buy something against youl' ht'ttel' judgement.

• [I' an adviser comes out to visil you. you might think of him as a 'gut'st' in
your home and may not likt' to look rude by saying you're not interested.
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Chinchillas .. ,
tulip hulbs .
{!emSLJnes .

Please make your
cheque payable
to ,..

f(J I ,:.:ufd('f/ 1'1/fI',~

- If ,\Oll 1)\('('( ~fI'II' illhisel' al IlOllH'. ~Oll Illa~ find il IlItlt'!' l!il'IiI'lIl1 to ('III

sllorl 11ll' 1l\"('lin~ Illan il' JOll had mel aillis ol'lit'es." IWI"(' .'ou ('oule!
'.'a"\' \\ hem-vel' you \Vanl(',1.

- 1)0n'I be al'raid 10 I('I! JOllr advis,'l' irtakilll! Iinilnl'ialr'isk worries YOll,
Ill' lIlay Ill' able lo pul JOllr mind al rest

-\ ~ood advisl'r willlH' alfll' 10 make invt'slnwnt 1't'('olllnwtJ(lalions
('mel'inl! the whole spel'\l'lull of risk.

- OSlricJws, chinchillas, I1ne wine, tulip hulbs, classic cars, bloodslock,
gemstones, doubloons, angora goals: these are nollegally deli ned as
inveslmenls. So there's no ollkial eornpensalion fund should the worsl
happen.

- If you art' lhinkinl! or investing in a specialist markel - a niche sedor or
an '('lnerging' country - you should know something aboulthat market.

• Don't invest in what you don't understand.

• Beware of investment 'fads'. The craze may move OIl, leaving you with
investments no one wanls to buy,

• :\0 investment is so urgent lhat you have to hand over your money
immediately.

• Tak.e lime to think abolll any imestmenl pl'oposals. Don't let yourself be
pressured into making hasty decisions,

• II' you know your investments involve evading lax which you should he
paying, you can hardly complain if things go wrong.

• \ot all business you do wilh a financial adviser may be eovered by the
investment watchdogs and the Investors Compensation Scheme.

• \Iake sUI'e you understand how the char'ges (fees or commission) work.

• Berol'!:' you make youI' investments, check whethel' any penalties apply
should you choose to cash them in early.

• Committing yourself at the outset into paying a set amount of money
t'ach Illonth inlo a Ilew policy ean be a good saYings disl'iplilw. BUI haH'
.' Oil checked what happens if you can't afford Ihe premiums one month?

-\sl\. aboullhe lax implications of yOUJ' imeslments, .-\ qualified a(\,"ist'r
should know and be able to advise you.

• Before you write out any cheques or hand over any money. check on the
. onidal Central Register (telephone: 0171 929 jWi2) whether your adviser

is ofl1cially allowed lo handle elients' money.
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-t written
guarantee is only
as /wod as the
person providing
the guarantee ,..
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• If',voul' advisl'1' is Ilot a110\\ I'd to handle l'lil'Il1S' tll()lWy. 11Ia!\(' y01l1'

('he'!"P payahll' dil'('('lIy to the company "Iwl'l' you're making 11ll'
investmenl (eg tlw life inslII'i1nct' 01' 1I1li! trust l'''mpany).

• If ylllll' advisl'r is oflkially allowed to handle clients' 1ll0lH'Y. Illake SlIl'l'

any l'fll:'lJIW you write is made payable to his authorised firm and not 10

any i11l1ividual at lhe.lirm personally.

• Always make sure you gel proper receipts on the linn's oml'ia\ headed
notepaper. together with dear paperwork explaining the investments.

• Remember always to read the small print before you sign anything.
~

• Check the paperwork, even if you know what you want and have
explained this to your adviser. \lisunderstandings and errors can still
occur which could leave you with the wrong investment.

• 'Guaranteed' and 'assured' can sound very friendly words. But do you
understand how the 'guarantee' or 'assurance' actually works?

• Remember that a 'guaramee' is only ever as good as the person
providing the guarantee.

• '.1\110 is the 'guarantor' standing behind the guarantee? And what is his
financial standing?

• If your adviser descl'ibed the investments fairly, the paperwork shoulGl
not contain any surprises - not even the small print.

• Don't be carried away by embossed certificates and gilded documents.
\\11at matters is what the paperwol'k is wOl'th legally,

• Similarly, expect more than a scribbled note on the back of an envelq1l!l'
as proof of your investment.

• Be cautious or hand-wrillen amendments and correction l1uid on
important documents.

• \ certificate promising to buy something back from you at a fixed pl'i~

is of litlle yalue if the company which issues the certifieate goes out of
business.

• If your adviser sends you paperwork from othel' business{'s that he rU1l!i,
make sure you are still dealing at all times with a 'inn that is fully
authorised (Central Register telephone: 0 l71 929 3652).

• Check that leltel's you reeeive or agreements you sign al'e officially
issued by the authorised company yOll thought you \vere dealing witlvl,t'
not. find out why.
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I\'l'l'p yOlll'

papencor!r lcell
()f'fWllised .,.

... it may noL be you
fclw has to ~wrL it
out

Get promises and
agreements
confirmed in
writing ...

Don't be
intimidated by
jargon ...

• YOli should be clwcking youI' IillaIH"iill slalt'IJ]('nts as ('arl't'tdly as you
should bt' dlt'l'king your bank statemenls.

• (l'yoll are worrit'd ahout the paperwork your adviser gives you, get ill
direcltouch with lhe l'Ompally where you are investing (eg the life
insurance or unit trust company) to check everything is in ol'ller.

• Keep your paperwork safely, even if you think it is out of date and no
longer important. If the worst did happen, you would need proof of YOUI'

investments.

• It may be helpful for your close family to know about your financial
arrangements, should anything happen 10 you.

• Keep all your paperwork well organised. It may not be you who has to
sort out any problems. 11

• You v',ant mQre than verbal assurances that your investments are 'doing
well'. Ask for regular 'progress' reports in writing.

• Query changes to your portfolio and ask why the new investments are
better.

• Get all advice in writing - every lime your investments are changed.

• Don't rely on valuations given you just by your adviser. Find out if the
value of your investments is quoted in a newspaper and check the price
regularly yourself.

• Keep notes of all telephone conversations with your adviser: who you
spoke to, the date and time you called and what was said.

• Ask your adviser to confirm in writing anything that was agreed or
promised over the telephone or during meetings.

• .Just because your shares fall in value doesn't automatically mean you've
been given bad advice. Your adviser should have explained that
investments can go down as well as up.

• If you're not happy, complain in writing to the firm.

• Don't be intimidated by jargon, especially if your instincts are telling you
that this is an excuse and there is something going wrong.

• If you don't gel a satisfactory answer from your adviser, report the
malleI' to his or her watchdog.
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