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Equity 5ecurities (STOCKS)
Stocks =Owners hip

A company Issues stock as Its primary means of
raising capital When speaking of stocks, people
generally refer to common stock.

Common stock can be classified In four ways

Authortzed stock

Issued stock

Outstanding stock

Treasury stock
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INVESTMENT PRODUCTS
(2)

STOCKS (Equity Securities)

• Investors who purchase shares become part owners of the company and
are entitled to share any profits from the business When speaking of
stocks, people generally refer to common stock

• Common stock can be classified In four ways
1) Authoflzed stock the total number of shares the company IS allowed

to Issue or sell under ItS onglnal charter This number IS authonzed by
the state Often, a company sells only a portion of the authonzed
shares at first, retaining the rest for future needs

2) Issued stock stock that has been authonzed and dlstnbuted to
Investors (as opposed to unissued shares)

3) Outstandmg stock Any shares that the company has Issued, but has
not repurchased - that IS, stock the Investors own

4) Treasury stock stock a company has Issued and sUbsequently
repurchased from the public
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Equity Securities
When a company first Issues stock (has an
underwriting), It sets a share pnce that IS
generally consistent with the company's prospects
and performance as well as In companson with
similar companies In the same Industry
Newly Issued stocks are sold In the prImary
market through an underwriter or a team of
underwnters Proceeds from the sale of stocks In

the pnmary market go to the company for ItS use

Once shares have been Issued In the pnmary
market they can be bought and sold In the
secondary market.

Equity Securities
The sale price, or market pflce, of stocks bought and
sold In secondary markets depends on market
conditions The value of a share of stock IS simply
what someone IS willing to pay for It Proceeds from
sales go to the stock seller rather than to the
corporation

Common stockholders have rights, includIng nght to

-Elect Board of Directors

-ReceIved dividends declared by dIrectors

-Transfer ownership of shares

-Vote on Issues

-Inspect company books

-Share money obtained If company IS dissolved

3

4
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(3)
• When a company Issues stock, It sets a share pnce that IS generally

consistent with the company's prospects and performance as well as In
companson with similar companres In the same Industry

• Newly Issued stocks are sold In the pflmary market through an
underwflteror a team of underwriters Proceeds from the sale of stocks In
the pnmary market go to the company for ItS use

• Once shares have been Issued In the pnmary market they can be bought
and sold In the secondary market

(4)
• The sale pnce, or marketpflce, of stocks bought or sold In secondary

markets depends on market conditions The value of a share of stock IS
simply what someone IS willing to pay for It Proceeds from sales go to the
stock seller rather than to the corporation

• Common stockholders have many nghts, Including the nght to
1) Elect the Board of Directors
2) Receive dividends declared by the directors

a) Cash
b) Stock

3) Transfer ownership of shares (seiling, gift-giving, bequeathing)
4) Vote on cntlcallssues facing the company
5) Inspect the corporate books -- for example, the stock register or list of

stockholders
6) Share the money obtained If the corporation IS dissolved
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C \MY DOCUMENTS\BOB SURVEY OF INVESTMENTS\EXPANDED SCRIPT INVESTMENT PRODUCTS DOC



5

Equity Securities
Common stock value

Par value useful for accounting or bookkeeping
purposes only For Investors, a common stock's
par value IS meaningless It IS an arbitrary value
the company gives the stock In Its articles of
incorporation, and has no beanng on the stock's
market pnce
Market value the lowest pnce a seller IS willing to
accept and the highest pnce a buyer IS willing to pay

Book value a measure of how much money a
common shareholder could expect to receive for
each share If the company were liquidated The
book value per share can - and usually does ­
differ substantially from a stock's market value

Equity Securities
Preferred stock

-Appeals to conservative Investor due to steady
Income provIsion

-Called "preferred" because ItS dividends are paid
before common dividends DIvidends are based on
par value

-Has prioTlty claIms over common

-Has limited voting nghts

6
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(5)
• Common stock value

1) Par value Useful for accounting or bookkeeping purposes only For
Investors, a common stock's par value IS meamngless It IS an arbitrary
value the company gives the stock In ItS articles of Incorporation, and
has no beanng on the stock's market pnce

2) Market value The lowest pnce a seller IS willing to accept and the
highest pnce a buyer IS willing to pay

3) Book value a measure of how much money a common shareholder
could expect to receive for each share If the company were liquidated
The book value per share can - and usually does - differ substantIally
from a stock's market value

(6)
• Preferred stock

1) Tends to appeal to a more conservative Investor or one Interested In a
steady Income because It pays a fixed dividend rate

2) It IS called "preferred" because ItS dividends are paid before common
stock dividends are paid Also, preferred stock has PriOrity claims
over common stock, that IS, It gets paid before common If the company
goes bankrupt The dividend rate of preferred stock IS usually shown In
money amount, but sometimes as a percentage of a par value For
example, $8 per share per year or 8% of $100 par value (Par value IS
a useful term for Investors regarding preferred stocks)

3) Has limited voting nghts
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Equity Securities
Types of preferred stock

-StraIght preferred - missed dividends are not paid

-CumulatIve preferred - missed dividends
accumulate or add up

-Participating preferred - sometimes pays
dividends In addition to the fixed rate

-Convertible preferred - owners are entitled to
exchange their shares for another secrlty

-Callable preferred - company IS allowed to buy
It back from Investors at a stated price after a
specified date

7

Equity Securities

Preemptive rights Issued to eXisting
stockholders when company Issues new stock
Stockholders can maintain consistent percentage
of ownership Rights offerings are short-term
Price for stock IS lower than current market

Warrants bonus as incentive to buy newly Issued
security Long-term Price for stock IS higher than
current market

8
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(7)
4) Types of preferred stock

a) Straightpreferred Straight preferred has no special features
beyond the stated dividend payment Missed dividends are not paid
to the holder

b) Cumulative preferred If a dividend for any penod IS not declared, It
Will accumulate, or add up Cumulative preferred stockholders
receive their current dividends plus the total accumulated dividends
- dividends In arrears - before any dividends may be dlstnbuted to
common stockholders

c) Partlclpatmg preferred In addition to fixed dividends, participating
preferred stock offers ItS owners a share of company profits that
remain after all dividends and Interest due other secuntles are paid

d) Convertible preferred Owners are entitled to convert or exchange
their shares for another secunty -- usually common stock In the
same company -- whenever they wish to do so

e) Callable preferred Callable, or redeemable, preferred allows a
company to buy It back from Investors at a stated pnce after a
specified date

(8)
• Preemptive rights Preemptive nghts are Issued to eXisting stockholders

when a company Issues new stock to raise capital Rights enable eXisting
stockholders to maintain a consistent percentage of ownership In the
company by allOWing them to buy new shares In proportion to their present
holdings before the company offers newly Issued shares to the general
public For example, a person who owns 1 percent of the stock has a pre­
emptive nght to purchase 1 percent of any new stock Issue, Therefore, If
the company IS gOing to Issue 100,000 new shares, the stockholder has
the pre-emptive nght to purchase up to 1000 shares Rights offerings
are short-term and usually allow the stockholder to purchase stock at a
pnce lower than the current market pnce Because of thiS, nghts have a
market value of their own and can be sold If the stockholder does not wish
to exercise the nght himself

• Warrants A warrant IS a bonus paid to purchasers of a newly-Issued bond
or preferred stock as an Incentive to buy the secunty Warrants can make
an initial public offenng more attractive Warrants have longer terms than
nghts A warrant holder IS entitled to exchange the warrant for common
stock or another Instrument at a set pnce dunng a specified penod of time ­
- for example, up to ten years The pnce set In the warrant IS higher than
the current market value of the common stock at the time It IS first Issued
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DEBT SECURITIES (BONDS)

Bond =Loan An entity that raises capital by
ISSUing or seilIng bonds IS actually borrowing
money from the bondholders In exchange for
Interest

Bonds are considered senIor securities.
Bonds are attractive to Investors who are Interested
In steady Income

Bondholders have no voting nghts

9

DEBT SECURITIES
Face value The amount the borrower promises to
pay the bondholder
Maturity date (or due date) Specifies when the
face value will be paid to the bondholder

-Term bonds Mature on the same date
-Serial bonds Portions of the bonds mature
on different dates

Interest rate Usually stated as a percentage of the
face amount
Purchase price Stated as a percentage of the
face amount

Trading bonds In the marketplace
10
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(9)
BONDS (Debt Securities)

• A bond IS a loan - the Issuer makes a wntten promise to pay a specified
amount of money at a set date with Interest calculated at a fixed rate at
regular InteNals When a corporation or other entity raises long-term
capital by Issuing or seiling bonds, It IS actually borrOWing money from the
bondholders In return for Interest

• Bonds are considered semor secunttes because creditor claims are
settled before the claims of stockholders Therefore, stockholders'
Interests are subordinate to those of bondholders

• Investors buy bonds to provide for steady Income Bonds pay Interest
every SIX months until matunty Then, at the time specified by the terms of
the bond, the organrzatlon repays the loan

• Bonds differ from stocks In that bondholders have no voting nghts or say In
how the corporation IS managed

(10)
• Face value The amount the borrower promises to pay the bondholder In

the U S the face value IS usually $1000 per bond
• MatUrity date (or due date) Specifies when the face value will be paid to

the bondholder
1) Term bonds Mature on the same date
2) Serial bonds Portions of the bonds mature on different dates, usually

four to five years apart This allows Investors to select the matunty
most sUitable to their needs

• Interest rate Usually stated as a percentage of the face amount
• Purchase price Stated as a percentage of the face amount Bonds are

sold at par, premium, or discount
• Trading bonds As With stock pnces, the market pnce of a bond can

fluctuate However, the Interest rate paid by the bond Issuer IS fixed for the
life of the bond If Interest rates In general Increase In the marketplace, the
market value of eXisting bonds With Interest rates lower than that offered
currently Will decline If current Interest rates decrease, the market value of
bonds With higher rates Will Increase In other words, bond pnces and the
movement of Interest rates are Inversely related
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DEBT SECURITIES

CORPORATE BONDS
Issued In three forms

-RegIstered The owner IS recorded with the
ISSUing corporation
-Searer Ownership rests with the person
possessing the certificate
-Sook Entry There IS no physical bond
certificate

11

DEBT SECURITIES

CORPORATE BONDS
Types of corporate bonds

-Mortgage bonds Secured by the real property
owned by the ISSUing corporation
-Collateral trust bonds Secured by stocks or
bonds owned by the ISSUing corporation
-EquIpment trust certIfIcates Secured by
equipment (railroad cars or airplanes, for
example) owned by the ISSUing corporation
-Debentures Secured only by the Issuing
corporation's promise to pay

12
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(11)
• CORPORATE BONDS

1) Issued In three forms
a) RegIstered The owner IS recorded with the ISSUing corporation

Interest payments are mailed directly to the owner every SIX months
b) Bearer Ownership rests with the person possessing the certificate

A bearer bond has coupons attached which show the date of each
payment On the Interest date, bondholders either present the
coupons for payment or deposit them Into their bank accounts

c) Book Entry There IS no physical bond certificate The bonds are
held In nominee name (street name) at the brokerage firm

(12)
2) Types of corporate bonds

a) Mortgage bonds Secured by the real property owned by the
Issuing corporation

b) Collateral trust bonds Secured by stocks or bonds owned by the
ISSUing corporation The collateral seCUrities are placed In trust

c) EqUIpment trust certIfIcates Secured by eqUipment (railroad cars
or airplanes, for example) owned by the IssUIng corporation

d) Debentures Secured only by the ISSUing corporation's promise to
pay
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DEBT SECURITIES

CORPORATE BONDS

Methods of retiring bonds

-Call corporation repurchases bond pnor to
matunty under certain conditions
-Refunding corporation retires outstandmg Issue of
bonds by IssUIng new bonds at a lower Interest rate
-Sinking fund corporation agrees to set aSide a
specific amount of money each year to buy back
("sink") outstanding bonds In the open market
-Conversion exchangeable for another security of
the same corporation, usually common stock

13

DEBT SECURITIES
U.S GOVERNMENT SECURITIES
-Issued by the U S Treasury Backed by the full faith
and credit of the US government They are
considered among the safest Investment products
-Brought to market through auctions Book entry
Types of government secuntles

-Treasury bills (1 bills) Short-term secuntles,
ranging up to one year In matunty, but most are either
three months or SIX months
-Treasury notes (Tnotes) Intermediate-term
secuntles with matuntles of two to ten years and fixed
mterest rates
-Treasury bonds (1bonds) Longer-term financing
with matuntles of 10 to 30 years and fixed Interest

14
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(13)
3) Methods of retiring bonds Most bonds are retIred when they reach

maturity, at which time the corporation pays the face value However,
there are four ways bonds can be retired before maturity
a) Calls ThIs feature allows the corporation to repurchase the bond

prior to maturity under certain condItions
b) Refundmg This feature allows the corporation to retire an

outstanding Issue of bonds by ISSUing new bonds at a lower Interest
rate

c) Smkmg fund The corporation agrees to set aSIde a specific
amount of money each year to buy back ("sink") outstanding bonds
In the open market This makes the remaining bonds more
attractive because the corporation IS now requIred to pay less
Interest each year and has fewer bonds to redeem at maturity

d) ConversIon A convertible bond IS exchangeable for another
security of the same corporation, usually common stock If the
ex",hange occurs, the bond IS retIred and no further Interest
payments are made Since the bond no longer eXists, the
corporation IS not obliged to redeem It at maturity

(14)
• U S GOVERMENT SECURITIES

1) Issued by the U S Treasury Backed by the full faith and credit of
the U S government They are considered among the safest
Investment products available

2) Brought to the market through auctions
3) Types of government seCUrities

(a) Treasury bIlls (T bIlls) Short-term SeCUrities, ranging up to one
year In matunty, but most are either three months or SIX months
Sold at a discount -- that IS, they do not have a fixed Interest
rate Investors purchase them at one amount and receive a
higher amount (the face value) at maturity

(b) Treasury notes (T notes) Intermediate-term seCUrities with
matUrities of two to ten years and fixed Interest rates

(c) Treasury bonds (Tbonds) Longer-term finanCing with
matUrities of 10 to 30 years and fIxed Interest rates

4) In newer Issues, transactions are settled through book entry
systems Delivery takes place by computer rather than on actual
paper
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DEBT SECURITIES

MORTGAGE-BACKED SECURITIES

Backed by mortgage pools

Mortgage-backed secuntles and the markets In whIch
they are traded have helped keep money available for
home financIng

Investors receive Income from the Interest and
pnnclpal payments made on the underlying
mortgages by the mortgage holders

Issued by government agencies

15

DEBT SECURITIES

MUNICIPAL BONDS

Issued by state and local government to raIse
capItal to finance a vanety of construction and
Improvement projects, such as new schools,
hospItals, aIrports, highways, etc

Interest IS free of federal Income tax and state
Income tax In the state where the ISSUing entity IS
located
Most Investors tend to hold on to the municipal
bonds for the tax-free Interest, so trading IS not as
active as wIth other secuntles

16
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(15)
• MORTGAGE-BACKED SECURITIES

1) Backed by mortgage pools Investors receive Income from the
Interest and pnnclpal payments made on the underlying mortgages
by the mortgage holders Mortgage-backed secuntles and the
markets In which they are traded have helped keep money available
for home financing

2) Mortgage-backed secuntles are Issued by the following federal
agencies

Government National Mortgage Association (GNMA),
Federal Home Loan Mortgage Corporation (FHLMC),
Federal National Mortgage Association (FNMA)

(16)
• MUNICIPAL BONDS

1) Issued by state and local government to raise capital to finance a
vanety of construction and Improvement proJects, such as new
schools, hospitals, airports, highways, etc

2) Interest IS free of federal Income tax and state Income tax In the
state where the Issuing entity IS located

3) Most Investors tend to hold on to the mUnicipal bonds for the tax­
free Interest, so trading IS not as active as with other secuntles
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DEBT SECURITIES
BOND RATINGS

DEBT SECURITIES

MUNICIPAL BONDS

Types of mUnicipal bonds
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17

18

Aaa
Aa
A

Baa
Ba
B

Caa
D

Moody's Investor
Services, Inc

AAA
AA
A

BBB
BB
B
C
D

-General obligatIon bonds secured by full
taxing power of Issuer

-LImited tax bonds secured by a specific tax

-Revenue bonds secured by Income from the
project for which the bond paid

Independent credit rating services evaluate the
financial strength of bond Issuers and translate their
findings Into letter grades

Standard & Poor's
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(17)
4) Types of mUnicipal bonds

(a) General obligation bonds Secured by the full taxing power of
the state or local government Issuing them Funds for Interest
and pnnclpal come from general tax revenues

(b) Limited tax bonds Secured by a specific tax, such as a state
sales tax

(c) Revenue bonds Secured by the money generated by the
project the bond funds For example, If bond proceeds are used
to bUild an energy plant, revenue from the sale of energy the
plant generates IS used to repay the bondholders

(18)
• Bond ratings Independent credit rating services evaluate the financial

strength of bond Issuers and translate their findings Into letter grades

Standard & Poor's Moody's Investor Services. Inc
AAA Aaa
AA Aa
A A

BBB Baa
BB Sa
B B
C Caa
0 0

Interpretation of Bond Ratings

INVESTMENT GRADE
AAAlAaa Highest rating Capacity to repay principal and Interest Judged high
AA1Aa Very strong Only slightly less secure than the highest rating
AIA Judged to be slightly more susceptible to adverse economic conditions
BBBlBaa Adequate capacity to repay principal and Interest

NOH..INVESTMENT GRADE
BBlBa Speculative Significant chance that Issuer could miss an Interest paYment
BIB Issuer has missed one or more Interest or principal payments
C/Caa No Interest IS being paid on bond at thiS time
DID Issuer IS In default Payment of Interest or pnnclpalls In arrears

Bond ratings are based on an Issuer's financial stability The rating services
apply a senes of financial tests to assess a corporation's financial strength
SpeCifiC cntena used to rate bonds Include

../ the amount and compOSition of eXisting debt,

../ the stability of the Issuer's cash flow,

../ the Issuer's ability to meet scheduled payments of principal
and Interest

../ asset protection,

../ management capability
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OTHER INVESTMENT PRODUCTS

Mutual Fund A managed company that pools
money obtained from the public to achieve
certain Investment goals Mutual funds Invest In

a large number of individual secuntles -- usually
stocks or bonds There are over 7,000 mutual
funds In the U S at thiS time

19

OTHER INVESTMENT PRODUCTS
Options An option contract IS an agreement to buy
or sell a secunty (usually stocks) at a set pnce by a
specified time Options have limited eXistence

-A call option gives the holder the nght to buy the
underlying stock at a set pnce, regardless of the
current market pnce, for a pre-determined penod
of time

-A put option gives the holder the nght to sell the
underlying stock for a set pnce, regardless of
current market price, for a pre-determined penod
of time

20
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(19)
OTHER INVESTMENT PRODUCTS

• Mutual Fund Amanaged company that pools money obtained from the
public to achieve certain Investment goals Mutual funds Invest In a large
number of IndIVIdual secuntles -- usually stocks or bonds There are over
7,000 mutual funds In the U S at this time

(20)
• Options An option contract IS an agreement to buy or sell a secunty

(usually stocks) at a set pnce by a specified time Options have limited
eXistence

1) A call option gives the holder the nght to buy the underlying stock at
a set pnce, regardless of the current market pnce, for a pre­
determined penod of time

2) A put option gives the holder the nght to sell the underlying stock for
a set pnce, regardless of current market pnce, for a pre-determined
penod of time
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OTHER INVESTMENT PRODUCTS

Futures A futures contract IS an agreement
between two parties on the sale of a commodity (for
example, wheat, corn, Silver, all, etc) The contract
promises delivery of the commodity at a future date
for an agreed-upon pnce

21
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• Futures Afutures contract IS an agreement between two parties on the
sale of a commodity (for example, wheat, corn, sliver, 011, etc) The
contract promises delivery of the commodity at a future date for an agreed­
upon pnce
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DEVELOPMENT

OF AN SRO:
WHY AND HOW



THE GOALS AND OBJECTIVES
OF THE ASSOCIATION

eTo assISt m the development of the profeSSIOnal actIVities
of broker-dealer compames m the RepublIc of Armema.

eTo proVide for the self-regulation of the actiVities of
the broker-dealer members m the secunties markets

eTo proVide for broker-dealer collaboration with the
SEI.

eTo proVide for the relIabIlity, transparency and
hqmmty of secuntIes transactions m the secuntIes
markets of the Repubhc of Armema.
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SCRIPT
FOR

DEVELOPMENT OF AN SRO WHY AND HOW

[Astensks (*) are m place to assIst WIth tUl11ng of the PowerPomt presentatIOn]

1) Today I am mterested m working wIth you to dISCUSS the development of an SRO
One thmg we need to dISCUSS IS whether there should be an SRO of only broker­
dealers, for example, or whether the entIre capItal markets commumty or certain
sectIOns of It should be m an SRO The exchanges are usually consIdered SROs
because members must adhere to theIr rules and regulatIOns Also, any SRO must
operate under the oversIght of the SEI, WhICh gIves approval of the SROs
actIvIties and regulations

2) *We wIll talk about the general overall goals of an SRO and then get mto some
specIfics later on * I have set up thIs presentatIOn as though the SRO IS
establIshed as one for and of broker-dealers, so you WIll see that emphaSIS
throughout the slIdes But It IS a general look at such a project, we can add other
mformatIon and modIfy the emphasIs as necessary once development gets
underway * Also, you WIll receIve copIes of the slIdes later on * * So, these
would seem to be the areas of most Importance m the development of an SRO
Let us get mto more speCIfIcs now



Major Goals of the Association

•Develop and adopt Rules ofFaIr Prachce, a Uniform Prachce
Code, Code ofProcedure, and Code ofArbltrahon for members.

• Provide regulatIon of actIvItIes of broker-dealers under the
oversight of the SEI

• Develop cooperation and collaboratIOn between members of the
AssociatIon and other professional partIcipants m the securitIes
market

• ProVide for the protection of the publIc mterests and for the
protection of the mterests of customers, mvestors, Issuers, and
members of the ASSOCIatIon 3

Major Goals of the Association

• PrOVIde help and consultatIOn to members of the ASSOCIatIon

• Fost:r the publIc recogmtIon of broker-dealers m the
RepublIc of Armema

• DistrIbute mformatIon regardmg broker-dealer activIties
among the members of the AssocIatIon and the publIc

·OrganlZe meetmgs and semInars throughout the RepublIc of
Armema to exchange mformatIon regardmg the experIence of
broker-dealers, Improve the professIOnal level of competence
m the broker-dealer mdustry, and to resolve common and
mdIvIdual problems of broker-dealers

4
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3) * * There are some rules and codes WhICh wdl be wntten I have models that the
ASSOCiatIOn can use If they want *Remember, the ultImate authonty regardmg
regulatIOn rests wIth the SEI In the U S we have the NASD as an SRO, but they
operate under supervIsIOn of the SEC *Tms comment about cooperatIon and
collaboratIOn IS VItal, of course * We need to do all we can to develop pubhc
confIdence m the whole of capItal markets In Armema

4) * *We need to help the secuntIes mdustry grow *Pubhc awareness IS very
Important to help us grow *The more we get our word out, the better the future
looks *Even though there IS plenty of competItiOn In the marketplace, we can
help each other and thereby budd the mdustry



Major Goals of the Association
.OrganIZe meetIngs with the public to dissemInate InformatIon
regardIng the securitIes markets and broker-dealer actiVItIes,
standards, and practices

• UnIfy and standardize eXIStIng reports and other documents
as related to broker-dealer actiVIties In the RepublIc of
ArmenIa

• PartiCIpate In the development of legislatIve InitIatIves related
to broker-dealers, In cooperation with the SEI

• Ensure and enforce broker-dealer complIance with the
effectIve securities legislation of the RepublIc of ArmenIa, the
rules of the SEI, and the rules and By-Laws of the ASSOCiation

5

Major Goals of the Association

• Ensure fair competition and bUSIness ethICS among broker­
dealers, and protect the rights of Issuers and Investors

• ImtIate and foster relations between members of the
ASSOCiation and the International broker-dealer
commumty

6
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5) * * Agam, more contact WIth the populatIOn of Armema wIll help buIld
confIdence m the systems we use * We should possIbly consIder thIS as a good
begmmng to our work together StandardIzed forms or formats make It eaSIer for
all fmanclal mtermedlar1eS to conduct busmess wIth each other *There has been
plenty of talk about the need for changes m legislatIOn regardIng capItal markets
Some changes are taking place now, but there are more needed The SRO and the
SEI can lead the way m thIS regard *ThIS, of course, IS the "self-regulatory" part
oftheSRO

6) **Fmf competitIOn, busmess ethIcs, and protection of nghts wIll strengthen our
mdustry * We know how Important It IS for us to be able to work more closely
wIth foreIgn brokers and mvestors * Now we need to address membershIp Issues
mvolved m the development of an SRO



Membership in the Association
-What licenses are reqUIred for qualification?

-Entrance fee reqUIred?

-Yearly maintenance fee reqUIred?

-How are fees paId?

>Cash

>Material valuables (buddmgs, eqUIpment, etc)

>Transfer of user rIghts over premIses, transportatIon
means, eqUIpment, etc

7

Membership in the Association
Termination of membership:

-License revoked by SEI

-VIOlation of prOViSions of Association's
Charter, By-Laws, or rules

-Failure to comply With effective
legislation of the Republic of Armema

-Voluntary

-Member has right to appeal mvoluntary
termination.

8
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7) * We have several types of lIcenses aVaIlable m Armerua broker, dealer,
consultant or advIsor, underwnter, trust, mvestment fund, exchange, and registrar
Old I name all of them? So, who wIll be m the SRO? What comments are there?
*What fees are mvolved to Jom the organIzatIOn? *What ongomg fees are
necessary? * There are a few ways to pay the fees WhICh ones are acceptable? *
What questIOns or comments do we have about thIS slIde?

8) *We have to address how membershIp ends That IS, under what Clfcumstances
*Of course, If the SEI takes away a member's lIcense, the membersmp should be
termmated * If the member breaks the SRO's rules, It makes sense that
termmatIOn IS a pOSSIbIlIty. although fines and/or suspenSIOns from actiVIties
would be used for relatIvely mmor mfractIOns *Here IS more about breakmg
laws * Of course, a member can drop membershIp If the fIrm goes out of
busmess for any reason *By the way, If a member has been mvoluntanly
termmated, he should have the nght to appeal such termmatIOn to the SEI *Now
let us look at the nghts and oblIgatIOns of the members



Rights and Obligations of Members
RIghts:

-to elect, and be elected to, the admlmstratIve bodies
of the Association;

-to partIcipate In the discussions and make decIsions
regarding Issues concermng the general operatIOn of
the AssociatIon and ItS admlmstratIve bodies;

-to facIlitate the AssociatIon's support of regulatory
Issues, fulfillment and development of Its operatIons,
and protectIon of the mterests of Its members;

9

Rights and Obligations of Members
RIghts

-to submIt for review by the officers of the AssociatIon
Issues related to the operatIon of the AssociatIon,

-to partIcipate In any actIVitIes of the AssociatIon;

-to represent the mterests of the AssocIation and
participate In Its behalf on the baSIS of a proxy Issued
by the officers of the ASSOCiatIon;

-to receive methodological and other help from the
ASSOCiatIon

10
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9) * A member should have the opportumty to assIst m the development and
program of the SRO by servmg as an officer or on COmmIttees of the AssocIatIOn
*Debate and votmg are VItal actIvItIes of the ASSOCIatIOn * Involvement of a
WIde cross-sectIOn of the membershIp assIsts m the development of an SRO

10) ** ThIS IS more comment about mvolvement *Same *There WIll be tImes that
some members WIll not be aVailable to meet m person to dISCUSS or vote on
Important Issues Therefore, proxIes can be used to present theIr VIews and/or
theIr votes *The mdustry gets stronger as we address general problems or
concerns



6

Rights and Obligations of Members

-to obtain the appropriate license issued by the SEI;

-to comply WIth the effectIve legislatIve acts of the
RepublIc of Armema, the rules of the SEI, and the
ASSOCiatIon's Charter, By-Laws, Rules ofFazr
Practlce, Uniform Practlce Code ,Code of
Procedure, and Code ofArbztranon Procedures;

-to partIcipate m achlevmg the objectIves of the
ASSOCiatIon,

Il

Rights and Obligations of Members

-to Implement and abide by the deCISions of the
General Meetmg of the ASSOCiation, and the deCISions
taken by the officers of the ASSOCiatIon;

-to make tImely payments of membersInp fees, dues,
and any other reqwred payments.

12
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11)Those were some nghts, now let us mentIon some oblIgatIOns or responsIbIlItIes
* *We have already mentIOned the tOpIC of lIcenses *Here we go agam wIth
more talk about laws, rules, and regulatIOns We wIll go mto further detatl about
the functIOns of each of these documents of the SRO *Agam, more about
mvolvement

12) ** General meetmgs of the ASSOCIatIOn WIll probably take place at least tWIce a
year The General Meetmg of the ASSOCIatIon IS the supreme admmIstratIve body of
the ASSOCIatIOn The General Meetmg of the aSSOCIatIOn IS entItled to make decIsIOns
regardmg the actIvItIes of the ASSOCIatIOn *We have to pay our way



Administration of the Association

-The General Meetmg of the AssocIation IS the supreme
adnnmstratIve body

>Excluslve rights to some
activIties

>Voting procedures

>Quorum

>Schedule of meetmgs

>AppOint a Council of DIrectors
13

Administration of the Association

eprotectmg the mterests of the members of the AssocIation m
Issues related to brokeradealer activIties In the securities
market,

eadoptIng ByaLaws of the ASSOCIatIOn, and such Internal rules
and regulations It deems appropriate for dIrectIng the activIties
of the ASSOCIation,

eadoptmg Rules ofFazr Practice, a Uniform Practice Code,
Code ofProcedure, and Code ofArbztration, and amendments
thereto, that It deems necessary for the regulatIOn of the
conduct of Its members, and for the protection of the public
Interest and Investors 14

7

37

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



I
I
I
I
I
I
I
I
I
I
I

13) * Who runs the Assoclahon? *As I mentIOned earlIer, the General Meetmg has
fmal say *The General Meetmg has the exclusIve nght to

1) adopt and modIfy the Charter of the ASSOCIatIon,
2) appomt the CouncIl of DIrectors,
3) establIsh the major plans and approve the achvIty reports of the

ASSOCIatIon ,
4) approve the budget of the AssocIatIOn, and the procedures for payment of

the remuneratIOn of the employees of the Assoclahon,
5) determIne the amount of entrance and membershIp fees,
6) deCIde on the termmatIOn of the achvIty of the AssocIatIOn,
7) deCIde on the termInatIOn and expulSIOn of members of the ASSocIatIOn

The General Meetmg deCIdes about votmg procedures and what percentage of
membershIp must be present or represented In order to establIsh a quorum One
extremely Important task mvolves the appomtment of a CouncIl of DIrectors
14) ** The CouncIl has senous responsIbIlItIes * * You can read these as well as I

can talk about them (Pause) * (Pause) * (pause) What questIOns or comments
do you have about thIS slIde?



Administration of the Association

.creatIng, apprOVIng, and managIng the actIvItIes of the
AssocIatIOn,

.orgamzmg and conductmg the General Meetmgs,

.appomtmg such officers and employees that the CouncIl of
DIrectors deems approprIate and necessary to carry out the
work of the AssocIatIon,

erecommend an annual budget to the General Meetmg of the
AssocIatIon for approval,

15

Administration of the Association

edefinmg the terms of reference of all bodIes and structures
of the AssocIation, except for the General Meetmg,

eresolvmg other Issues mvolvmg the AssocIatIon that do not
fall under the purvIew of the General Meetmg of the
ASSOCIatIon

16
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15) ** (pause) * (pause) * (pause) * (pause) I see we are talkmg money here m thIS
slIde A lIttle later we wIll talk about sources of revenue

16) ** (pause) * (Pause) Servmg on the Councll of DIrectors IS a ome-consummg
Job The Councll's responsIbIhoes are weIghty and vaned What questIons or
comments do you have about thIs sectIOn concernmg the responSIbllltIes of the
Councll?



Finmdd md Business Activities,
md Property of the Assodahon

-new member entrance fees, annual membershIp fees,
and any other assessments and charges approved by the
General Meetmg of the AssocIatIon;
-donatIons from persons and orgamzatIons, mcludmg
foreIgn persons and orgamzatIons;
emcome receIved from orgamzatIons and enterpnses
WIth a status of a legal entIty,
ebank loans and funds from enterpnses, cItIzens, and
orgamzatIons,
epayments for traImng and returns from pubbshed
matenals,
eany other other legal sources of mcome 17

FInmdd md Bus Iness Activities, md
Property of the Assodation

eaclneve the goals and objectives of the
AssocIation;
elD1prove the Association's material and techmcal
base;
epay salaries to officers and employees of the
AssocIation and other persons lDvolved In the
actiVities of the AssocIation;
efinance other legal actiVities of the AssocIation.

18
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17) * Where does the money come from? * What questIOns or comments do you
have about thIs shde?

18) * How IS the money used? * What questIOns or comments do you have about
thIS shde?



Termination of the Activities of
the Association

The actIvItIes of the AssociatIon may be termmated as follows

-by the decIsIOn at the General Meetmg, If approved by at not
less than two-thirds of the votes of Members present at the
General Meetmg,
-on the basIs of other reasons stipulated by the SEI, and the
legislative acts of the Republic of Armema

TernnnatIon of the activIties of the Association shall
also occur In the event of the lIqUIdation of the
Association.

19

Rules of Far Prachceof the AssoCiahon
Designed to

·promote and enforce Just and eqUItable prinCiples
of trade and busmess, and to maintain high
standards of commercial honor and Integrity among
members of the association,
.prevent fraudulent and mampuiatIve acts and
practices;
.proVide safeguards agamst unreasonable profits or
unreasonable rates of comnnsslons or other charges;
.protect Investors and the publIc mterest;

.proVide for collaboratIo...l. of the Association with
the SEI or other governmental agencies III the
promotion of fair practices and the ehnnnatIon of

20
fraud.
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19) * What If thmgs do not work out well? *SometImes thmgs are Just not meant to
be, and actIvItIes must be tennmated for some reason or reasons As you can see
here, there should be procedures put mto effect to take care of such
contIngencIes * What questIOns or comments do you have about thIS sltde?

20) * One of the Important documents of the AssocIatIOn concerns the Rules ofFOEr
Pracfzce The rules are desIgned to pnmarIly to protect the publIc by promotmg
mtegnty m the marketplace * You can read these as I bnng them onto the
screen Agam, I have models of these rules whIch the ASSOCIatIon may use as a
gUIde I wIll be happy to meet WIth a small group to provIde whatever aSSIstance
IS requested What questIons or comments do you have about thIS sltde?



Uniform Practice Code

Designed to make uniform, wherever
practicable, the custom, practice, usage, and
trading techniques of the day-to-day conduct
of business between members of the
Association in order to eliminate the disputes
and misunderstandings which may arise from
uncertainty and lack of uniformity in such
matters, so that the free and open securities
market may be developed and improved, and
impediments thereto removed.

21

Code of Procedure

Applies to all (1) proceedings relating to
disciplinary actions involving Members;
(2) to proceedings relating to eligibility
requirements for membership and
termination of membership; (3) and to
any other proceedings when the Council
of Directors deems it appropriate.

22
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21) The Rules ofFazr Practzce are concerned wIth the mvestor, the Uniform Practzce
Code * IS concerned about the day to day conduct of busmess between members
of the ASSOCiatIon * Agam, I have models of the code What questIOns or

I
comments do you have about thIS shde?

22) The Code ofProcedure IS concerned wIth problems and dlsclplmary actIOns
mvolvmg members of the ASSOCiatIOn * Models are avmlable What questIOns
or comments do you have about thIS shde?
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Code of Arbitration Procedure
Designed to resolve dISputes, claims, or
controversies arising out of or In
connection with with the securities
business of any member of the Association,
including the following:

-Disputes between or among members of
the association;

-Disputes between or among members and
pubhc customers or other non-members.

23
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23) * Resolvmg chsputes bnngs about the need for the Code ofArbltratlOn
Procedure * (pause) * (pause) * (pause) What questIOns or comments do you
have?

What are our next actIvItIes regardmg the development of an SRO? What help can
we gIve? We need to look at what, who, when, where, etc to proceed
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FUNDAMENTALS
OF

SALES
OF

FINANCIAL

PRODUCTS AND SERVICES

Selling
-Successful brokerage firms are those wIth
brokers who know how to sell
-Firms Will be profItable If they take theIr
servIces to the marketplace effectively

-In thIs module, we WIll examme seiling
and sales management processes

-You Will learn simple approaches to setting
appointments and conducting meetmgs WIth
potential clients

-We Will examine actIvity requIrements and
reporting tools

2
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FUNDAMENTALS OF SALES OF FINANCIAL PRODUCTS AND SERVICES

(2)
Successful broker dealers are those WIth brokers who know how to sell Though
mastery of brokerage operatIOns, pubhc offenngs, and analysIs are cntlcal, fIrms WIll
be profitable If they take theIr servIces to the marketplace effecttvely In thIS module,
we'll examme the selhng and sales management process PartIcIpants wIll learn and
demonstrate farnthanty WIth a SImple approach to settmg appomtments and
conductmg meetmgs WIth potenttal chents To help orgamze the sellmg process,
we'll look at acttvity reqUIrements and reportmg tools As a result of thIS module,
managers wIll have tools to teach brokers sellmg skIlls and track theIr results

;1



Education

-A successful seCUrities broker IS Involved In
education

-Includes his or her own education and the
education of clients and potential clients

-Present seminars uSing slides,
transparencies, video tapes, handouts, guest
speakers, etc c-- -._-

Education
-A successful securities broker IS Involved In education

-Includes his or her own education and the education of
clients and potential clients

-Present seminars uSing slides, transparencies, video
tapes, handouts, guest speakers, etc

eBrochures are useful for educational
purposes as well as advertiSing for the firm

4
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J (3)
A big part of the work of a successful secunties broker mvolves educatIOn Not only
his or her own education, but the educatIOn of chents and potential chents concernmg
the secunties mdustry m general as well as education about speCifiC products,
strategies, transactIOns, etc One method I have found successful mvolves presentmg
pubhc seffilnars usmg shdes, transparencies, Video tapes, audIO tapes, handouts, guest
speakers, etc

(4)
Pnnted matenal, such as brochures, have been very useful Here is a brochure from a
large mutual fund faffilly m the Uruted States, and here is another one from a
brokerage fmn ThiS one is titled "How to be a Successful Investor" and thIS one is
titled "Modem Investmg" Both of these are mtended for readmg by members of the
pubhc



Education
-A successful seCUrities broker IS Involved In education

-Includes his or her own education and the education of
clients and potential clients.

-Present seminars uSing slides, transparencies, video
tapes, handouts, guest speakers, etc

-Brochures are useful for educational purposes as well
as advertising for the firm

-Face-to-face meetmgs with clients and
potentIal clients are educational
opportunitIes

5

Contact
-Some of your clients wIll be sellers only
You will have only a one-tIme contact with
them

-Design a short form to sImplify busmess
transactions with these sellers

-Explam market dynamIcs regarding
abundance of sellers

-However, maintain penodlc contact In case
of future Interest

6
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(5)
And, generally, a consIderable portIOn of one-on-one or face-to-face meetmgs can be
spent educatmg the person or persons WIth whom you are meetmg

(6)
Some of your clIents WIll be mterested only m sellmg the shares they own That IS,
you wIll have only a one-tIme contact WIth them I would suggest that a short form be
desIgned to speed up the process of openmg accounts and conductmg transactIOns for
these one-tIme clIents In any case, when they put m theIr sell orders, be sure to
explam how an abundance of sellers m the marketplace wIll tend to push pnces down
However, part of your Job IS to establIsh long-term relatIonshIps WIth clIents There
may be a tIme m the future that these same persons deCIde to get back mto the
secuntIes market, so be sure to keep good records about these clIents (addresses,
telephone numbers, dates, secuntIes sold, etc) and mamtam penodlc contact WIth
them over tIme - for example, send them newsletters every so often -- so that If and
when they do deCIde to become mvolved agaIn, you WIll be the broker they call



Contact

Your Job IS to have clients for you and your
firm The goal IS to develop long-term
relationships with individuals and
orgamzatlons who will be active Investors

7

You have several tools

.Your products and your service

,(The products available are pretty much
the same for everyone, so slgmflcant
differences will be seen In the services
you and your firm provide

8
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(7)
Others wIll become mvestors They WIll see value m secuntles markets and WIll add
to theIr holdmgs from tIme to tIme and do other tradtng as needs or wants change
Agam, yourJob IS to establIsh long-term relatIonshIps wIth clIents for you and the
brokerage fIrm

(8)
You have several tools or means to help you be successful m thIS busmess, startmg
wIth products and servIce Everybody else has pretty much the same products, so the
dtfference WIll be the servIce you and your fIrm proVIde

51



You have several tools
.Your products and your service

-One of the most Important sales tools IS
the "you" you present to the world That IS,
your image

,/Conslder the Importance of grooming,
clothing, shoes, language, VOice, posture,
eye contact, etc

,/We have only one chance to make a first
Impression

9

You have several tools
.Your products and your service

.Your Image

-Another Important tool IS your personal
contact network
-Your personal contact network IS all the
people you know and all the people they
know In addition, It IS all the people you
meet In your everyday life

10
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(9)
One of your most Important sales tools IS the "you" you present to the world That IS,
your Image Make sure you are paymg specIal attentIOn to such thmgs as your
groommg, clothes, shoes, language, VOIce, posture, eye contact, etc Remember, we
have only one chance to make a fIrst ImpressIon When makmg a sales call,
professIOnal attIre WIll tell the person lookmg at you that you mean busmess - that
you understand what you do for a hvmg and why, and that your mam goal IS to
convey mformatIOn and knowledge as a result of your meetmg

(10)
Another Important tool IS your personal contact network SImply put, It IS all the
people you know and all the people they know In addItIOn, It IS all the people you
happen to meet m your everyday hfe



You have several tools
.Your products and your service

-Your Image

.Your personal contact network

"What kind of work do you do?"

"1 am a secuntles broker"

"1 help people bUIld wealth for their future
fmanclal secunty and comfort"

11

You have several tools
.Your products and your service

.Your Image

.Your personal contact network

.Your "label"

-An Important tool IS your system to keep
track of prospects and clients

V'Conslder USing something similar to the
followmg a prospecting board.

12
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(11)
By the way, when people ask you what you do for a hvmg, whIch one of the
followmg two answers do you thmk better opens the door for further dtscussIOns?

• "I am a secuntIes broker"
• "I help people buIld wealth for theIr future fmanclal secunty and comfort "

SometImes thIS IS called a "label" or "brand"

(12)
Another Important tool IS the system you use to keep track of prospects and chents -­
the way you orgamze your fIles ConsIder usmg a prospectmg board ThIS can
consIst of cards thumbtacked to a bulletm board or taped to a wall or wmdow 1 wIll
explam
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You have several tools
.Your products and your service

.Your Image

.Your personal contact network

.Your "label"

.Your prospectmg board or other system

-The next Important tool IS your
initiative The sales professIon demands
a great deal In terms of mdlvldual inItIative
and the ability to motivate oneself
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(13)
Category A consIsts of prospects you are gomg to call or VISIt m order to schedule an
appomtment These are people wIth whom you have had no sales contact yet, but you
have decIded that you have a reason to commumcate wIth them There are several
sources of these names I wIll go mto further detaIl later concernmg how you get
names for these cards

Category B IS made up of prospects who were part of an earlIer A group whom you
called or vIsIted and who IndICated an Interest In at least meetIng wIth you to hear
what you have to say So you have appoIntments wIth these persons ThIs IS good'
When you call on category A persons, what you want are APPOINTMENTS WIth
prospects who are wIllmg to discuss the potentIal usefulness of your servIces

After appoIntments, some of the B persons wIll have shown enough mterest that you
feel you should maIntam contact wIth them, work more wIth them, encourage them to
become clIents So you move them Into the C category Your Job now IS to fmd more
ways to POInt out to them how an aSSOCIatIOn WIth you wIll eventually result In
posItIve results for them You wIll probably do busmess wIth about 50% of these

Category D persons are those who are eIther former C persons who have become
much more mterested m your servIces or B persons who Immediately IndIcated a
strong Interest at the appomtment You are very confIdent that you WIll be domg
some bUSIness wIth persons In thIS group

One advantage to USIng the bulletIn board or wall system IS that It IS always vISIble
You are not able to Ignore It, so It helps to keep you focused on the actIVItIes you need
to do to be successful DIsadvantages to the card system Include the fact that there IS
not a lot of room on the cards to wnte notes, and It IS diffIcult to attach photocopIeS,
faxes, e-maIls, etc to the cards Consequently, some brokers fmd It more convement
to use a notebook wIth loose leaf pages It IS stIll basIcally the same system, but the
notebook prOVIdes more room for notes, and other documents are easIly added to the
notebook

(14)
The fIfth tool IS your InItIatIve The sales profeSSIOn demands a great deal m terms of
IndiVIdual mitIatIve and the abIlIty to motIvate oneself By thIs I mean that you take
on the responsIbIlIty to affect your envIronment m such ways that your sales efforts
WIll be more profItable for you That's what It all really comes down to your success
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Being well organized definitely helps.
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The beauty of sales as a
profession is that YOU control
your own destiny:

.YOU are meeting the people

.YOU are making the phone calls

.YOU are wntmg the letters

.YOU are telling the stones

.YOU are wntlng the orders

1. Who IS this person?

The prospect to whom you are speaking
is thinking the following questions:



I
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(15)
The beauty of sales as a professIOn IS that YOU control your own destmy YOU are
meetmg the people, YOU are makmg the phone calls, YOU are tellmg the stones,
YOU are wntmg the orders It IS a great professIOn And good orgamzatIOn
defImtely helps

You remember our A, B, C, D chart a few shdes back Where do we get the names
for the people m the A category? Somehmes m the US, a new broker wIll simply get
a hst of names and telephone numbers and wIll SIt down at a telephone and start
makmg calls ThIS achvlty IS termed "cold callmg, " and It IS gettmg more dIffICult to
do there In the Repubhc of Armema I am certam It WIll not work very well at all
People here, I am sure, do not respond well to telephone calls from strangers
Consequently, thIS IS where your personal contact network enters the pIcture You
ask your fnends, relatives, chents -- anyone you know -- for mtroductIons or referrals
to thetr fnends and relatIves In some cases It IS Just a name and phone number, offIce
address, or home address you need You also need permtSSIOn from your fnend to use
hIS name SometImes you WIll be able to use a letter of mtroductIOn (OccaSIOnally
you WIll wnte the letter yourself and have your fnend SIgn It ) You Will have several
other good Ideas, but the key IS to get referrals, smce It makes the fIrst contact WIth a
prospect so much eaSIer The busmess I do m the U S now IS stnctly by referrals,
some of my chents WIll mentIOn my name to fnends and then call me to have me
contact the fnends

When I tram brokers m the US, sometImes I suggest that they SIt down at a
telephone and call fIve of theIr friends or relatIves I have them explam that they are
lookmg to expand theIr chentele base, and would appreciate some help The fnends
or relatIves know what kmd of work the brokers do, and all the brokers want from
each of them are the names and telephone numbers (or addresses) of three fnends or
relatIves whom the brokers WIll contact and offer to explam the servIces that they and
their compames prOVide The brokers WIll mentIOn the names of theIr fnends when
they make contact WIth these new persons (Usually the brokers Will give their
fnends a demonstratIOn of the "openmg speech" so that they know the "tone" of the
contact [We WIll talk about that speech m a few more shdes])

(16)
When you are contactmg the people m the A category - the ones you are meetmg for
the fIrst hme - there are four very lOgICal questIOns each prospect WIll be thmkmg
when you are speakmg to him or her (SometImes the prospects are not only thmkmg
the questIOns, but are askmg them nght out loud) The first questIOn IS, "Who IS tills
person?"
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1 Who IS this person?
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2. Why IS he/she talking to me?

3

Prospect's questions:
1 Who IS this person?

2 Why IS he/she talkmg to me?

Prospect's questions:
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The next questIOn IS, "Why IS he/she talkmg to me?"

(18)
The thIrd questIOn IS, "Is It Important?"



Prospect's questions:
1 Who IS this person?

2. Why IS he/she talking to me?

3 Is It Important?

-What's In It for me?

How does It help me?

19

Prospect's questions:
1 Who IS this person?

2 Why IS he/she talking to me?

3 Is It Important?

4 What's In It for me? How does It help me?

Be certain that the questions are answered
as you make Initial contact with a potentIal
client, then ask for an appointment

All you want IS a prospect who IS willing to
discuss the potential usefulness of your
servIce

20
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I (19)
The fourth questIOn IS, "What's m It for me?" or "How does It help me?"

(20)
Make sure the above questions are answered m your opemng remarks, then ask for an
appomtment Remember, at thIS pomt all you want IS a prospect who IS wIllmg to
discuss the potential usefulness of your servIces



Write a script to answer the questions
1 Who IS this person?

2 Why IS he/she talkmg to me?

3 Is It Important?

4 What's m It for me? How does It help me'

PRACTICE the SCript

Record yourself audio and video

Practice some more

It IS absolutely natural for the
prospect to say something
about being not interested.

21
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(21)
Wnte a scnpt to answer the four questIOns PRACTICE sayIng the scnpt Tape
record - aucho and vIdeo - your practIce PractIce some more ThIS IS extremely
Important adVIce

Here IS an example of such an openIng speech "Hello, Mr Karapenan, I am Bob
Thzel I have contacted you because our mutual/nend, Hazk Poghosszan,
suggested zt I am a secunhes broker wzth AAA Brokerage, and Hazk zs not only a
fnend, but zs a elzent as well I am sethng up my appomtments for next week and
would lzke the opportumty to explam to you the speezalzzed work that my company
and I do to help our clzents buzld wealth for thezr future financzal secunty and
comfort I would especzally lzke to descnbe for you some mvestment strategzes that
couldprove to be very profitable On Wednesday, zs mornzng or afternoon better
for you to meet wzth me?"

PractIce your openIng speech Record It Make sure It sounds natural PractIce some
more (1 guess you have fIgured out by now that 1 thInk practIce IS pretty Important)

(22)
It IS natural for a person to say somethIng about not beIng Interested
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(23)
Let me tell you a story about one hme when I went shoppmg wIth my wIfe

My wIfe had seen a sweater m the wmdow dIsplay of a store She didn't go mto the
store and, m fact, had never been m that store, but she really hked the looks of that
sweater and was sure It was her SIze She thought about that sweater for a couple days
and decIded to buy It She asked me to dnve her to the store so that she could buy
that sweater

(24)
It was only a few days unttl her bIrthday, so I thought I would gIve It to her as a gIft
We got mto our car and drove about 10 ktlometers to the store Along the way, she
was tellmg me that she hoped It was shll there, that It was really pretty, that I would
hke It too, and so on I parked the car down the street from the store We got out,
walked toward the store -- and good news' -- the sweater was shll m the wmdow We
walked mto the store, we were the only customers there The sales clerk asked my
wIfe, "May I help you?" You probably thmk that my wIfe pomted to the sweater and
asked for It, I know that's what I thought she was gomg to do But when the sales
clerk saId, "May I help you?" my wIfe rephed, "We are Just looktng"

Just looktng? Just looktng? We went to that store for one reason to buy that sweater
What does she mean, Just looktng? What she was domg was gethng comfortable WIth
the whole SItuatIOn before maktng a fmal deCISIOn She had never been m that store
before, remember, so she was maktng sure It was a place where she really wanted to
do busmess She was Just bemg natural, Just as natural as the person here who
InItially says, "I am not mterested" He Isn't qUIte comfortable WIth the whole
situahon yet, and It'S eaSIer at first to be not mterested (We bought the sweater)



One response to that natural comment
about being not Interested IS as follows

"I understand, Mr. Martanyan, a
lot of people have said that. But
once 1 had the chance to discuss
how our program could help
them, they decided to give our
service a try. And I would be
happy to explain our program to
you. How does that sound?"
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(25)
So, here IS what you say when the prospect fIrst says he IS not mterested "I
understand, Mr Martanyan, a lot ofpeople have saul that But once 1 had the
chance to explam how our program could help them, they deculed to glve our
servlce a try And1 would be happy to explam ourprogram to you How does that
sound?" (ThIS IS another speech to memonze and practIce)

At thIS pomt, the prospect wIll eIther agree to meet or wIll repeat that he IS really not
mterested If he repeats the "not mterested" part, you say to hIm -- wIth a smIle ­
"OK, thank you for your time" And move along to your next telephone call or VISIt

Every so often you WIll get the feelmg that even though the person was not mterested
at thIS tIme, maybe he would be under dIfferent CIrcumstances For example, perhaps
you contacted hIm at a partIcularly bad tIme If you got the feelmg that thIS person
ffilght be mterested m your servIces m the future, keep the card from the bulletm
board wIth hIS name, etc on It Wnte a bnef note on It WhIch mcludes the date of the
mitIal contact In a few months you can send hIm a newsletter and/or contact hIm
agam Just to stay m touch However, do not get bogged down wIth thIS actIVIty,
spend at most two hours a month followmg-up wIth these "ffilght be mterested"
persons (Remember, YOU are the one who had the feelmg that a prospect ffilght be
mterested, he dId not say as much, but at least he wIll remember you If he does deCIde
to start mvestmg )

I repeat, do not get bogged down m thIS type of follow-up actIVIty Too many
salespersons thmk they are domg somethmg constructIve If they spend tIme maIlmg
newsletters and flyers or callmg on people Just to stay m touch YourJob IS to call on
people, get appomtments to explam your speCIal servIces, tell the stones, SIgn up
clIents, and help them buIld wealth for theIr future fmanclal secunty and comfort

(26)
An extremely effective techmque that can be used as part of the response to "not
mterested" mvolves proffilsmg to take only ten ffilnutes of the person's time Many
persons wIll not ffilnd gIvmg up such a short tIme and WIll schedule an appomtment
Some salespersons even bnng a plastIC wmd-up cookmg tImer to the subsequent
mtervlew, set It for ten ffilnutes, go through an upbeat ten-ffilnute presentatIOn, and
when the tImer "dmgs" present three optIOns offer (1) to leave nght then or (2) stay a
lIttle longer to explam more If the prospect IS mterested or (3) schedule a longer
appomtment wlthm the next few days Prospects WIll respect that you keep your word
about takIng only ten ffilnutes, and IS why you offer to leave as soon as the tImer
dmgs Some persons WILL want you to leave then, but many WIll be mterested m
more mformatIon, so they wIll mVIte you to stay for a whIle longer or wIll agree to a
future appomtment In a later slIde we WIll dIscuss a "presentatIon book" - a tool
WhICh can make for a very well-orgamzed, dynaffilc, and mterestmg presentatIOn It
IS ObVIOUS that the fIrst ten ffilnutes of your presentatIOn -- and presentatIon book­
must be extremely well-done m order to pIque CunOSlty about further mformatIon



Keep records of the ratio of
contacts made to
appointments made to
accounts opened to sales
completed.

NAME WEEKOP _

Attempts" 12345 (i 18 910 11]2131415 161718192021222324252627 2829 303132 33 34
ll~n~~~~~~"~~~~~~51~~UgS6n"S9ro61~~M~~~$

Mro71nn~nUn78~~81n~MM~n~~~91~~~ti%~~~~

C tarts 1234567 B910 1112 J3 141516 17 18192021212324 25 262728 2930 31 32 33 34
~~n~~~41G~~~~~~6~Sln~~SS~S1~~~~~63M~~~"

~ronnnu~un~DM81U~~~U~~W~91~~~~%W~"~

II loUPS 12 3456 789 10 1112 13 1415 1617 18 1920 21 2223 2425 26 212829 30
3] 32 33 1435 36 37 38394041424344454647484950515253545556515859 Q)

G Openhtl, Speech 12 34 5 6 7 8 9 10 Il 12 13 14 IS 16 17 1&1920 21 222H425 2627 28 29
30313233343536373839404142434445 464748 495051 SZS] 5455 56 575859 606162 63
MM~n~Mro71nnuuUnnn~81~~M~

N tI teruted" 1234567891011121314151617181920212223242.5262128293031
nn~~~n38~~41~a~~%~~~~SIS2g54"~57~~M61~~M~

~~"~~nnnU~Un~n~81~~M~

Re:spo dedt Ntfnterested" [234567891011121314151617181920212223242526
nU~~31nnu~~n~~~~a~~~_Q"~~51~S3~gDn58S9~

61~~M~~~"@ro71~nuHUnn~M81~~MM

"OK,th kyour IOU lime. 12345678910111213141516171819.20 12223242526
212829 363132 33 3435 3637 38 39 404142 43~45 4647 48 ~5051 5253 ~5556 575859 60
61~~MM~~"~~TInnU~un~~M81U~MU

Alreed to ppolntmml 12345678910 II 12131415 16 171819 202122 23 24 25 26 rI 28 29
30 31 32 33 3435 36 373839 4041 4243 444546 474849 505152 535455 5657 58 59~616263
M~~~68@ro71nnUU%nn~8081~UMM

CD tAceou lsOpened 123456789101l121314)51617181920212223242526Z718
~3031nn34~~n~~4O~~~"~46G48~~

S In 12 J4S 67 8910 n 1213 1415 16 171819202122 23 2425 262728 2930 31 n3334 3S
363738394041424344454647484950
N "' _
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(27)
Keep records In the U S It IS not uncommon to have twenty mItIaI contacts to set
fIve appomtments to make one or two sales

(28)
Here IS a chart WhICh wIll help you keep track of your actIVIty and the results ThIS
can be used for both telephone and m-person contacts I wIll explam each part



NAME WEEKOF _

Attempts I 2345678910 11 12 13 1415 16 17 18 192021 222324252627282930
3132333435363738394041424344454647484950515253545556 57 58 59 60
616263646566676869707172737475767778798081 828384858687888990
91 9293 9495 96 97 98 99 100

Contacts 1 2345678910 II 12 13 14 15 16 17 18 192021 222324 25 26 27 28 29 30
3132333435363738394041424344454647484950515253545556 57 58 59 60
616263646566676869707172 73 74 75 76 77 78 79 80 81828384858687888990
91 9293949596979899100

Hangups 123456789101112131415161718192021222324252627282930
3132333435363738394041424344454647484950515253545556 57 58 59 60

Gave Openmg Speech 12345678910 111213 1415 161718 192021222324 25 26
272829303132333435363738394041424344454647484950 515253 5455 56
5758596061 62636465666768697071 72 7374757677 78 79 80 81 82 83 8485

''Not mterested" I 234567891011 1213 14 15 16 17 18 192021 222324 25262728
293031323334353637383940414243444546 47 48 49 50 5152 53 54 55 56 57 58
59606162636465666768697071 72 73 74 75 76 77 78 79 8081 82838485

Responded to ''Not mterested" I 234567891011 1213 14 15 16 17 18 192021 2223
24 25 26 27 28 29 30 31 3233 34 35 36 37 38 39 40 41 424344 45464748495051 5253
545556575859606162636465666768697071 72 73 7475767778798081 8283 29
8485

''OK, thank you for your tune" I 234567891011 12 13 14 15 16 17 18 192021 2223
24 25262728293031323334353637383940414243444546474849 50 515253
5455565758596061 62636465666768697071 72 73 74757677 78 79 80 81 8283
8485

Agreed to appomtment 12345678910 11 12 13 14 15 16 17 18 192021 22232425
2627282930313233343536373839404142434445464748495051 52535455
56575859606162636465666768697071 72 73747576777879808182838485

ChentAccounts Opened 1234567891011 1213141516171819202122232425
26272829303132333435363738394041424344454647484950

Sales 1234567891011121314151617181920212223242526272829303132
TI~~%TID~~~G~44~46~a~~

Notes _
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(29)
• Attempts IS the number of telephone calls you made or the number of VISItS to

offIces or homes you made
• Contacts IS sImply the number of calls that were answered or the number of

prospects you were able to see face-to-face
• Hang-ups refers to the fact that some people do not want to be bothered and WIll

SImply hang-up the phone wIthout gIVIng you a chance to say much It can also
refer to the person whom you are tryIng to meet face-to-face SImply closes the door
or says that he has no hme nght now

• Gave Opemng Speech refers to the scnpt you have wntten, prachced, and
recorded You were able to say It to the prospect

• Not mterested IS the natural response you WIll hear from a lot of prospects
• Responded to ''Not mterested" refers to the lIttle speech you practIce and say to

the prospect when he IndIcates a lack of Interest

(30)
• "OK, thank you for your time" IS what you say when the prospect reaffIrms hIS

lack of Interest Remember to smIle
• Agreed to appomtment refers to the whole reason for our prospectIng actIVItIes
• Chent Accounts Opened refers to the Important fIrst step In establIshIng a long­

term relatIOnshIp wIth each of your clIents There must be an account opened
before trades can take place

• Sales IS SImply a way to keep track of how many transactIOns you have conducted
for your clIents

ThIS chart IS very useful, espeCIally for the new broker In a way, sales IS SImply a
numbers game The salesperson has to make X number of InItIal contacts to have Y
number of appoIntments to make Z number of sales MOST OF THE TIME THE
ANSWER WILL BE NO Therefore, the contact chart IS Important because It spells
out clearly what the new broker can expect, and It keeps hIm or her from takIng thIngs
personally "Hang-ups" and "Not Interested" are to be expected, there are places for
them on the chart, so the broker IS not surpnsed by such behaVIOr and Just keeps on
WIth the actIVItIes that WIll result In appoIntments for hIm or her to tell the story and
SIgn up clIents



1 Obtain information about the prospect's concerns,
Interests, wants, needs, etc

Once you have the appointment to
discuss the service, you have the
following goals:
1. Obtain information about the
prospect/s concerns, Interests, wants,
needs, etc.

GOALS...

2. Provide information about your
services and your firm.
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(31)
Once you have the appomtment to dtscuss the servIce, your fust goal IS to obtain
mfonnatIOn from the prospect You wIll ask questIOns to determIne hIS needs, wants,
concerns, mterests, etc Later m our semmar you wIll receIve a lIst of questIOns to
ask

(32)
The second goal at the mtervlew IS to provIde mfonnatIOn about your servIces Be
careful here, most people do not lIke to be talked AT, but prefer to be talked WITH
Therefore, you and the prospect should be havmg a dtscussIOn dunng whIch you are
determmmg hIS needs, wants, concerns, mterests, etc, and you are showmg hIm how
the servIces you and your company provIde can be benefIcIal to hIm



GOALS•••
1 Obtain information about the prospect's
concerns, Interests, wants, needs, etc.

2 Provide information about your services and your
firm

3 Inspire trust

~The client has to trust that
you are knowledgeable,
understanding, and that you
have his best Interests at the
heart of your work.

33

GOALS•••
1 Obtain information about the prospect's concerns,
Interests, wants, needs, etc

2 Provide information about your services and your
firm

3 Inspire trust

4. Listen, listen, listen.

~Traln yourself to Immediately
stop talking If the prospect starts
to Interrupt you.

34
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(33)
PossIbly the most Important goal for you at the IntervIew IS to InSpIre trust In
essence, you are sellIng yourself, not products yet, at the IntervIew The clIent has to
trust that you are knowledgeable, understandIng, and that you have hIS best Interests
at the heart of your work

(34)
LISTEN, LISTEN, LISTEN TraIn yourself to nnmedIately stop talkmg If the
prospect starts to mterrupt you ThlS SlallIS really easy to see In a successful,
expenenced salesperson, he may be m the mIddle of a very Important sentence, but he
munedIately stops If the prospect wants to talk People are not TALKED Into bUyIng,
they are LISTENED Into bUYIng



At the interview:

.Place the prospect on your right (If
you are nght-handed).

"""Pen, wntten matenal, presentation
book, file folder, etc. are directly In
front of prospect You are not
turning away.

35

At the interview:
.Place prospect on your right (If you are right-handed)

-Concentrate on what IS being
said and how It IS being said.

36
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(35)
At the begmmng of the mtervIew, place the prospects on your nght - If you are nght
handed You wIll be usmg a pen or pencIl to make notes or to pomt to wntten
matenal, so It keeps your prospects mvolved because you are not turnmg away At
most of my presentatIons m the US, I am talkmg to both husband and wIfe, so I put
them on my nght along wIth my pen, my presentatIOn book or other wntten matenal,
a ftIe folder wIth theIr name on It, and my note paper Everythmg IS happenmg nght
In front of them

(36)
Tune out the rest of the world and tune your prospects In Get your bram ready to
concentrate on what IS bemg SaId and how It IS bemg SaId LIsten for tone-of-vOIce
clues and look for body-language clues to detennme the prospect's attItudes and
feelmgs about the tOpICS under dIScussIon



At the interview:
-Place prospect on your right (If you are right-handed)

-Concentrate on what IS being said and how It IS being
said

-Make the prospect feel Important.
He lSI

37

At the interview:
-Place prospect on your right (If you are right-handed)

-Concentrate on what IS being said and how It IS bemg
said

-Make the prospect feel Important He IS'

-Get hIm talkIng about hImself

38
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(37)
Put your prospects at ease and make them feel1mportant They are' If they are m
your off1ce, offer them a hght refreshment If you are m then home or off1ce, they
may offer you a drink or snack, of course When such an offer 1S made to me, my
usual pract1ce 1S to ask for water, smce I do not drink coffee or tea I cons1der 1t pohte
to accept the kmd hosp1tahty, and 1t 1S my 1mpresslOn that those who offer hosp1tahty
hke to have 1t accepted

(38)
Get your prospects talkmg about themselves You are probably a very mterestmg
person, but they do not want to learn much about you yet, so encourage them to tell
you about themselves Sometimes 1t 1S a good 1dea to engage m "small talk" so that
you get comfortable w1th each other You mlght ask them about thmgs that are
mterestmg to you famlly, home, hobbles, etc Just make sure 1t 1S real That 1S, you
are truly mterested m what you are askmg them, prospects can spot phomes very
easily (Some salespeople do not hke to spend time w1th th1S small talk, but prefer to
get d1rectly to the busmess at hand And sometimes 1t 1S easy to see that the prospects
are not mterested m small talk, so you would move mto the busmess ruscusslOn nght
away) The hst of questlOns you will rece1ve later are prepared for use dunng
busmess ruscusslOns



At the interview:
-Place prospect on your right (If you are right-handed)

-Concentrate on what IS being said and how It IS being
said.

-Make the prospect feel Important He IS'

-Get him talking about himself

- Hold eye contact and listen to how he
feels.

39

At the interview:

-Use a PRESENTATION BOOK to
help you stay on track.

"In order for me to help you, may I ask
you a few questions? My notebook will
help me stay organized."

You will receive a list of open-ended
questions to ask potential clients.

40
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(39)
Mamtam eye contact as much as possIble and LISTEN TO HOW THEY FEEL To
repeat myself from earlIer Concentrate on what they are saymg and how they say It

(40)
Have a presentatIOn book to help you stay on track When I am ready to utIlIze my
presentatIOn book I say, "In order for me to help you, may I ask you a few questIOns?
My notebook wIll help me stay organIzed" You and some colleagues get together to
orgamze It to be most useful You can thmk of questIOns to ask clIents or use the lIst
of questIOns we are handmg out now, or both In any case, I cannot emphasIze too
strongly the Importance of a well-organIzed presentatIOn book Here IS a lIst of
questIons you could ask prospects dunng mtervlews Use these to help you put
together your presentatIOn book NotIce that these are all open-ended questIOns that
cannot be answered wIth "yes" or "no" In fact, try to keep from askmg questIons that
can be answered "no" Let's take a few mmutes nght now to a least outlIne what you
WIll cover m the fust ten mInutes' worth of your presentatIOn book



At the interview:
-Place prospect on your right (If you are right-handed)

-Concentrate on what IS being said and how It IS being
said

-Make the prospect feel Important He lSi

-Get him talking about himself

-Hold eye contact and listen to how he feels

-Use a PRESENTATION BOOK to help you stay on track

-Ask open-ended questions that draw
out wants and needs

41

At the interview:
-Place prospect on your right (If you are right-handed)

-Concentrate on what IS being said and how It IS being
said

-Make the prospect feel Important He lSi

-Get him talking about himself.

-Hold eye contact and listen to how he feels

-Use a PRESENTATION BOOK to help you stay on track

-Ask open-ended questions that draw out wants and
needs

-listen to and paraphrase all pOints
-- write them down.

42
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(41)
Dunng the mtervtew, you wIll use the presentatIOn book to ask open-ended, mdIrect
questIons that draw out wants and needs

(42)
Dunng the mtervIew, lIsten to and paraphrase all pomts the prospects are makmg ­
wnte them down Make sure the prospects see you wnte them down We all are
pleased to see that what we say IS so Important that other people want to take notes to
remInd them of what we SaId



At the interview:
-Place prospect on your right (If you are fight-handed)

-Concentrate on what IS being said and how It IS being said

-Make the prospect feel Important He lSi

-Get him talking about himself

-Hold eye contact and listen to how he feels

-Use a PRESENTATION BOOK to help you stay on track

-Ask open-ended questions that draw out wants and needs

-Listen to and paraphrase all POints -- write them down

-Identify dominant needs and wants
get agreement from the prospect.
("OK, the pOints you have mentioned so
far are ")

43

At the interview:
-Place prospect on your right (If you are right-handed)

-Concentrate on what IS being said and how It IS being said

-Make the prospect feel Important He lSi

-Get him talking about himself

-Hold eye contact and listen to how he feels

-Use a PRESENTATION BOOK to help you stay on track

-Ask open-ended questions that draw out wants and needs

-Listen to and paraphrase all POints -- write them down

-Identify dominant needs and wants

-Assure prospect that you want to
help him select the right products and
services for hiS situatiOn.

44
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(43)
Dunng the mtervIew, Identify dommant wants and needs - get agreement from the
prospect For example, "OK, the pOints you have menhoned so far are zndlcatzng
that safety ofpnnclpalls a very lmportant conszderahon In your thoughts about
znveshng Have I understood that correctly?"

(44)
Dunng the mtervIew, assure the prospects that you want to help them select the nght
products or servIces ThIS same concept was mentIOned earlIer when we talked about
the Importance of mspmng trust



At the interview:
-Place prospect on your right (If you are right-handed)

-Concentrate on what IS being said and how It IS being said

-Make the prospect feel Important He lSi

-Get him talking about himself

-Hold eye contact and listen to how he feels

-Use a PRESENTATION BOOK to help you stay on track

-Ask open-ended questions that draw out wants and needs

-Listen to and paraphrase all POints -- write them down

-Identify dominant needs and wants

-Assure prospect that you want to help

-Point out the benefits I (Sell the
sizzle, not the steak.)

At the interview:
-Place prospect on your right (If you are right-handed)

-Concentrate on what IS being said and how It IS being said

-Make the prospect feel Important He lSi

-Get him talking about himself

-Hold eye contact and listen to how he feels

-Use a PRESENTATION BOOK to help you stay on track

-Ask open-ended questions that draw out wants and needs

-Listen to and paraphrase all POints -- write them down

-Identify dominant needs and wants

-Assure prospect that you want to help

-POint out the benefltsl

-Ask for the busIness.

45

46
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(45)
Dunng the mtervIew, pomt out the benefIts I Sell the sIzzle, not the steak What I
mean IS thIS If you are talkmg about a steak, what you are talkmg about IS a pIece of
dead cow Who wants to thmk about a pIece of dead cow? You want people to be
thmkmg about the sIzzle - the sound -- when the steak IS cookmg, the specIal smell,
the remembrance of the wonderful taste and texture of a steak cooked Just nght, the
lIttle bIt of salt, the fned mushrooms nght next to the steak, the fresh tomato slIces on
the plate Mmmmm, It makes me hungry nght now But I don't get that same feelIng
when all I thmk about IS a pIece of dead cow

Your prospects and clIents don't want to hear a lot of numbers about stocks, bonds,
funds, etc , they are more mterested m learnmg how mvestmg m such tnmgs and
workmg wIth you and your fIrm can result m good thmgs for them They want to
thmk about the dacha to buIld, the new car, the educatIOn for the kIds, the new house,
furnIture good thmgs that may happen because of theIr assocIatIOn WIth you and
your fIrm You cannot make outlandIsh claIms or guarantee profItS, of course, but the
pomt here IS that you could spend a couple hours explaInIng what stocks are, how
they work, etc, and that won't convmce anyone to buy any What they want to thmk
about IS how theIr dreams get realIzed Another way of saymg that IS to pomt out end­
result benefits There are SIX magIc words that can help you get used to pomtmg out
benefIts If you get practIce usmg them, It becomes natural for you to explam to your
prospects how they WIll benefIt from your servIces The SIX magIc words are "What
thIS means to you IS "Sell the SIzzle, not the steak

(46)
Dunng the mtervIew, ask for the busmess What I usually say IS, "1 would lzke to
have you as a cbent Let's get some paperworkfilled out so that we can get your
account opened" There are plenty of other ways to ask for the busmess, but the key
IS to ask for It We make our money by sellmg products and servIces to clIents, we
don't get paId Just to have conversatIons, so ask for the busmess



What we have discussed here are not
a senes of tncks or Just "sales
techniques," but are methods to be
PREPARED, POSITIVE, and
PROFESSIONAL.

47

You can expect to hear questions and
objections from prospects We will
provide a list of common questions and
obJections. Wnte responses to these

Practice heanng the questions and
obJections, practice saying the
responses

48
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(47)
What we have dIscussed here are not a senes of tncks or just "sales techmques," but
are ways to be PREPARED, POSITIVE, AND PROFESSIONAL

(48)
You WIll soon receIve a hst of questIOns and ObjectIOns you can expect from
prospects You and some colleagues get together to thmk of addItIonal questIOns
prospects wIll ask you and ObjectIOns they wIll have Take the ones you and your
colleagues thmk of, add them to the hst we dIstnbute, and wnte out your responses to
these questIons and ObjectIOns

PractIce heanng the questIOns and ObjectIOns, practIce gIvmg the responses ThIS wIll
help you be more confIdent (prospects do not always follow the scnpt, but thIS
exerCIse IS extremely valuable toward your preparatIon)

We have here three pages of questIons and ObjectIOns you WIll hear from chents I
want you to wnte responses to these m the spaces provIded After 30 to 45 rrnnutes
we WIll have a dISCUSSIon seSSIOn ThIS IS an extremely Important exercIse You may
work wIth one or two other persons If you want
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Compliance Manual Information

(2) * * A Compltance Manual establIshes rules and regulatIOns withm a brokerage
fIrm to help ensure that personnel know and follow lawful and ethIcal procedures m
theIr dealmgs WIth clIents and wIth other professIOnal partiCIpants

Bob TInel Page I December 1998
C \Mv Documents\Bob ComDlIance Manual\ComDlIance Manuallnformallon SCRIPT doc
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CompllCJ1ce MCJ1Ud

Procedures for opening a client account:

-New Account Form
>Information about age, financial
status, investment objectives,
investment experience, risk
tolerance, etc.
>Purpose: Assist with suitability
issues.

~ -Other necessary paperwork

-- - --~ .... ~ --- -~-- -
/,

~

q

'* CompliCJ1ce MCJ1ud
~

{ y

:::-<.;; •

~ Sample Broker's Code ofConduct,.
mentions the following: p

'$ ~

t

~ -Truth
--;;:,;111

--~ '$ -Fairness
~~
y ~ -Goodwill~~

~ ..
-BenefitsY~f~'

~
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I
(3) * * A sample Code ofConduct IS shown below It IS mtended to provIde one
type of model for a brokerage ftrm to desIgn ItS own such code

BROKER'S CODE OF CONDUCT

TRUTH I wIll conduct busmess m an honest, true, and clear manner
that IS legal and complies wIth secuntIes laws and the regulatIOns of
myftrm

FAIRNESS I WIll always consIder client needs before my own I WIll
practIce fmrness to all

GOODWILL I WIll make complete dIsclosure of conflicts of mterest
and mvestment nsk I WIll always promote goodwIll toward the
secuntIes mdustry and my ftrm

BENEFITS I WIll operate WIth mtegnty, domg my best to ensure that
servIces are benefiCIal to all concerned

(4) * * A sectIOn m the manual should be devoted to specIfIcs mvolved m openmg
an account for a chent ThIS mcludes mformatIOn about and samples of the necessary
paperwork * (New Account Form, for example) It IS adVIsed that brokerage fIrms
help each other deSIgn standardIzed forms m thIS regard The SMMA and FMSA can
take leadershIp roles * The New Account Form should mclude mformatIOn about the
chent's age, fmanclal status (mcome and net worth), mvestment obJectIves, ID
number, employer, mvestment expenence, and nsk tolerance Other mformatIOn can
be mcluded over tIme as the needs anse * The New Account Form IS deSIgned to
help brokers and theIr fIrms determme WhICh mvestments are most SUItable for an
mdIvldual chent New Account Forms should be updated penodtcally for actIve
accounts, espeCIally when there are substantIal changes m a clIent's fmanclal
SItuatIOns * Other paperwork m addItIon to the New Account Form may be reqUIred
by the fIrm to open an account

Bob ThIel Page 2 December 1998
C \Mv Documents\Bob ComDhance Manual\ComDhance Manual Information SCRIPT doc
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Complialce MalUd

Procedures for handling client's
certificates

Procedures for handling money:

-Receipts and other forms

-No commingling of funds

Delivery of securities

List of approved products

Discretionary accounts and their
supervision

Taking orders from clients

'"t
~ Complimce Malua
•

Commissions and fees for services..-
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(5) * * SpecIfIc mstructlons should be mcluded regardmg how money IS handled
between clIent, broker, and fum, * mcludmg how receIpts are gIven for payments
receIved The mIxmg of a broker's own funds wIth those belongmg to a clIent
(commInglIng) IS generally prohIbIted

* InstructIOns are necessary regardmg the handlmg of a clIent's secuntIes certIfIcates

(6) ** Brokers are to sell only the secuntIes approved by theIr fIrm A fIrm should
develop a lIst of the products approved for sale

* SpeCIal supervIsIOn must be gIven to the establIshment of dIscretIOnary accounts (If
such accounts are authonzed by the SecuntIes Law) In addItIon, once dIscretIOnary
accounts are establIshed, supervIsors are to take extra measures to see that actIvItIes m
them are proper

* Brokers are to receIve mstructIOns regardmg takmg orders from clIents For
example, WIll telephone orders be allowed? If so, what safeguards are buIlt m so that
the clIent cannot "back out" of a deal claImIng that he or she dId not put m such an
order? Perhaps only wntten orders are allowed In that case, the mdustry should
attempt to standardIze such wntten forms

* InformatIon about COmmISSIOnS mvolved III secuntles transactIOns should be
addressed m the fum's ComplIance Manual, especIally regardmg the broker's latItude
(If allowed) m ad]ustmg what a clIent pays III COmmISSIOnS The same IS true for
markups and markdowns

* InstructIOns regardIng delIvery of secuntIes for settlement purposes are necessary

Bob TInel Page 3 December 1998
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-Account Statements

-Sales materIal or advertisIng gIven

-Other materIal deemed necessary

CompliCl1ce MCI1ud

CompliCl1ce MCI1ud

~ Fees paid for cancellations and errors

~ Transactions that need prior approval
from supervisor
Communications with the public

"Identifiers"

Brochures and other educational
~~ 4)

material
~.

Records to be kept in client fIle:

-Correspondence and notes about contact

-Copy of New Account Form

....;; 3 -Confirmations of transactions
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(7) * * InformatIon regardIng who pays fees (If any) for cancellatIOns of orders
should be mcluded m the Manual In addItIOn, the Manual should mclude mformatIOn
about who IS responsIble for paymg costs or losses assocIated wIth the broker
effectmg an order m error WhICh results m a loss for the clIent and/or the fIrm when
the error IS corrected

* Some fIrms wIll have a lIst of certam types or SIzes of transactIOns that WIll need
pnor approval of a supervIsory person before the order IS mput mto the system

* InstructIons about commUnIcatIons wIth the publIc should be covered m the
Manual CommunIcatIons mclude correspondence, advertIsements, cIrculars,
research reports, market letters, performance reports, form letters, telephone scnpts,
semmar texts, audIo or VIdeo (mcludIng electronIc) presentatIons, sales lIterature, and
other sImIlar matenal to be sent to clIents or potentIal clIents by any means

* The fIrm should see that the busmess cards and other "IdentIfIers" used by brokers
and the fIrm are wlthm the gUIdelInes establIshed by the SecuntIes Law Lackmg
such gUIdelmes, the fIrm should standardIze IdentIfIers for Its staff ThIS mcludes thIS
use of logos, for example

* Forms mtended for educatIOnal purposes, such as brochures explammg detaIls
about stocks, bonds, markets, etc should be developed by fIrms for theIr clIents and
mstructIOns for the use of such forms by brokers should be mcluded m the
ComplIance Manual

(8) * * Brokers are to be made aware of the records they are to keep m each clIent's
fIle * Such records mclude copIes of correspondence, notes about contacts m person
or by telephone, a copy of the New Account Form, confIrmatIOns of transactIOns,
copIes of the clIent's account statements, copIes of sales matenal or advertlsmg sent
or gIven to the clIent, and other paperwork (or computer data) deemed necessary by
supervIsory personnel

Bob TInel Page 4 December 1998
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CompliCllce Malua

Sales practices:

·SwtabIhty based on facts dIsclosed by chent

•RecommendatIons

>InformatIon to cbent must be accurate,
complete, and tImely

>No mIsrepresentatIons or mIsleadmg
statements

>No mampulatIve, deceptIve, or fraudulent
deVIces

>DIsclose all unfavorable and favorable facts 9

-Inside mformatIOn

Sales practices:

-"ChurnIng" prohibited

-No guarantees

-Need mformatIon from New Account Form

-UnsUItable unsohcIted orders

-Telephone solicitations

-Predictions

.....,-~- .-.

~~

c:~

-..;;. ~
..:;~

~~
~ ~

~

~

~

~

.It



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

(9) * * A promment sectIon of the Comphance Manual concerns sales practIces Some of
the Important prOVISIons are noted below

./ * SUITABllJTY Every secuntIes recommendatIOn must be sUItable for the clIent based
on facts dIsclosed by the chent related to other secunty holdmgs, prevIous mvestment
expenence, SItuatIOn, and needs

./ * RECOMMENDATIONS Brokers must have reasonable and adequate factual baSIS for
any recommendatIon InfonnatIOn communIcated to a clIent m support of a
recommendatIOn must be accurate, complete, and tImely Make no IDlsrepresentatIOns or
ffilsleadmg statements, * nor use any manIpulatIve, deceptIve, or other fraudulent deVIce

Brokers must dIsclose to chents all unfavorable and favorable materIal facts about a
recommended mvestment so the clIent can make an mformed declSlon about the
mvestment rIsk Sales presentatIons must follow the prInCIple of "full dIsclosure"
Ignorance of the facts on the part of the broker IS no excuse for fallmg on tills pomt

Hold all chent contacts m the illghest confidentIahty

./ * * * (10) "CHURNING" ExceSSIve tradmg m a chent's account IS stnctly proillbited

./ * GUARANTEES Brokers must never make statements guaranteemg gams or
guaranteemg agamst losses, mcludmg statements that could be ffilsunderstood as a
guarantee regardmg any secuntIes account or secuntIes transactIOn

./ * NEW ACCOUNT FORM PrIor to makmg a recommendatIOn, the broker must have all
the mfonnatIOn necessary to complete the New Account Form for the chent

In the case of a clIent who refuses to dIsclose all sUItabIhty mfonnatIOn requested on the
New Account Form, the clIent should state tills under the "Comments" sectIOn of the New
Account Form and SIgn It Before proceedmg to make a recommendatIon to such a chent,
the broker should contact ms or her superVIsor

./ * UNSOLICITED ORDERS THAT ARE UNSUITABLE Brokers should not accept
unsohcIted orders that are clearly unSUItable for a clIent

./ * TELEPHONE SOLICITATIONS Never make a recommendatIon durmg a telephone
contact pnor to obtammg mformatIon necessary to complete the New Account Form Pre­
qualIfy the chent to make sure the mvestment IS SUItable for mm

./ * PREDICTIONS Make no predIctIOns of future mvestment perfonnance Statements
about mvestment safety must be based on facts Temper any statements of benefit WIth
dIsclosure of any accompanymg nsk

./ * INSIDE INFORMATION Brokers are to be made aware that severe penaltIes can
result from makmg recommendatIons or tradmg m personal accounts based on materIal
non-pubhc mformatIOn, also known as mSIde mformatIon

Bob Tlnel Page 5 December 1998
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-Compliance file

-Cllent Accounts ACtlVlty Report
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~ Compllalce MalUd
~

~ Record keeping requirements for
a brokers:

~.

~ ~ -Cllent Book
~.

--:;: $) -Secuntles Book

Broker discloses any type of outside
employment or business activity to firm&

Broker notifies supervisor about
account in another brokerage firm.

,~ Broker and immediate family are not
-- ~ allowed to buy "hot issues."
~~

~ ~ Firm has procedures for handling
~~ complaints.
~3



(11) ** A broker must dtsclose any type of outsIde employment and busmess
activIty to hIS or her fmn These activIties should be pre-approved m wntmg by
supervIsory personnel

* If a broker has or opens a brokerage account at another fmn, the broker's
supervIsor must be notifIed m wntIng Arrangements are to be made to supply the
broker's fIrm wIth duplIcate trade confIrmatIOns and account statements

* A new Issue m the pnmary market that subsequently opens for tradmg m the
secondary market at a pnce hIgher than the PublIc Offenng Pnce IS known as a "hot
Issue" Brokers and theIr Immediate famIly members are not allowed to purchase hot
Issues m the pnmary market The purpose of the rule IS to ensure that when a publIc
offenng IS "hot," the Issue IS dIstnbuted to the publIc, and not to a few favored
mdividuals who are essentIally "msiders" There IS no prohIbItion against brokers or
theIr famIlIes buymg these same Issues m the secondary market

* A complaint IS defmed as any wntten statement of a clIent or any person actmg on
behalf of a clIent allegmg a gnevance mvolvmg the actiVItIes of the fIrm or ItS
assOCIated persons wIth respect to any matter mvolvmg the clIent's account Brokers

-- and other staff shall refer all-complaints Immedtately to a supervIsor who shall contact
the complainant to resolve the Issue Correspondence between the fIrm and the
complainant IS the responsIbIlIty of supervIsory personnel A separate fIle of all
wntten complaints of clIents and the actions taken shall be maintained at the fIrm's
main offIce

(12) * * Record keepmg reqUIrements

./ * A broker should maIntam a Clzent Book WhICh records the transactIOns
of each clIent Tms may be a SImple nng bmder WIth loose leaf pages, or
any format WhICh demonstrates that the broker knows the transactIOn
hIstory of each clIent, mcludtng the costs

./ A broker should mamtam a Securltzes Book WhICh records the transactIOns
m each secunty ThIS may be m any format WhICh demonstrates that the
broker knows WhICh clIents are holding a gIven secunty, and theIr cost
baSIS

./ Keep a complIance fde contaInmg the ComplIance Manual and any
updates

./ Maintain a record of daily purchases and sales of secuntIes on a "ClIent
Accounts ACtiVIty Report" Tms record IS to be made aVailable for
mspectIOn by supervISOry personnel

Bob ThIel Page 6 December 1998
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Violations:

,.
~ Complimce Mmud
~--..,..,..

~~

~~

~4 Disregard for the policies and procedures ~:
*~ •

"~4 of the firm can result in restriction, fine,
suspension, termination of activities, and
may lead to official complaint proceedings
with securities regulatory authorities.
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(13) * * VIolatIOns of complIance polIcIes can have a senous Impact on the firm and
all ItS personnel due to resultmg dIscIplInary actIons by the SEI DIsregard for the
polIcIes and procedures of the fIrm can result m restnctIOn, fme, suspensIOn,
termmatIOn of sales actIvItIes, and may lead to offIcIal complamt proceedmgs wIth
secunties regulatory authontIes Brokers are therefore strongly encouraged to take
the tIme to assure full complIance of polIcIes and procedures m all theIr actIvItIes

Bob Tlnel Page 7 December 1998
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Overview of Corporate Governance

-The success of acompalY in the long
term depends on many important factors

-Sound relationships ae Important

-Investors, before entrusting their
money, will want to see eVidence of
sound and stdJle relationships

-Sound and stdJle relationships depend on
sound procedures, behavior, and
stmdads.

2
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OVERVIEW OF CORPORATE GOVERNANCE

(2)
The success of a company m the long tenn depends not only on havmg a sound
strategy, competent management, valuable assets, and a promtsmg market Success
also hmges on the company mamtammg a sound relatIOnshIp wIth the vanous
constItuenCIes on WhIch It depends customers, shareholders, lenders, employees, the
commumty m whIch It operates, government, and local authontIes Lenders and
mvestors who take a long-tenn VIew before entrustmg theIr money to a company, WIll
want to satIsfy themselves that It has a sound and stable relatlOnship wIth these
factors Domg so IS an mtegral part of theIr due dlhgence efforts before they make
theIr cOmmltments

Sound and stable relatlOnships depend on sound procedures, behavlOr, and standards
Thus the long-tenn success of a company and ItS abIhty to attract capItal depends on
estabhshmg and meetmg these standards

Bob TInel January 1999
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Overview of Corporate Governance

We ae going to focus on thestCJldads
for which to am CJld to which to be
committed ragadlng RElAT IONS HIPS
WIT H SHAR EHOl DE RS This IS the
core as pect of corporate governmce.

We will takeaglobd perspectiveCJld
then look at some specifics of Armenia

3

Global Perspective

Shaeholders ae the owners of the
compmy

Relationship between management bodies
md shaeholders is aihcd

Investors need to understmd how
shaeholders Cal oversee mmagement
CJ'ld patiClpate In key decis Ions.

4
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(3)
The focus of thIS presentatIOn IS on the kInds of standards to aIm for and be
COmmItted to regardmg relatIonships WIth shareholders, also known as corporate
governance We wIll take a general look at the types of governance Issues on a
global perspectIve, and then get mto speCIfIcs about the Armeman sItuatIOn

(4)
GLOBAL PERSPECTIVE

The shareholders are the owners of the company The relatIOnshIp between
management bodIes and shareholders IS cntIcal Investors and lenders need to
understand clearly and be satIsfIed WIth the manner m WhIch shareholders can oversee
the performance of management and partICIpate m key deCISIons

Bob TInel January 1999
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Global Perspective
Sound Principles of Corporate Governance
-Roles md responsibilities of mmagement
bodies md shaeholders ae defined In Compmy
Chater
-S hould have dlsdosure of voting rules md of
ownership of mqor blocks of shaes

-Need protection of mmonty shaeholders
aganst shae dilution

tR eqUires protection of mtegnty of registry

-Need systematic md open communication
through WdltS, mformatlon cDout progress,
md explCllatlons of mqor deasIons taken 5

Global Sound Principles of Corporate Governance
-Need to prOVide shaeholders With
mformatlon on matters to be deaded,
mdudmg procedures for holdmg meetmgs CIld
ma<mg deasIons at them
-Need a well-functlonmg Bcad of Directors With
the Skills, time, CIld mformatlon to be effective

-1 he Boad should act on behdf of entire
shaeholdmg CIld mdudes some Directors who
ae mdependent from Executive Management
-Need a policy of dlsdosureof Bead's persond
fmCllCld mterest CIld other confhct-of-mterest
Situations
-Need estcbhshed diVISion of wthonty anong
governing bodies 6

3
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(5)
Sound pnncIples of corporate governance mclude the followmg
• settmg out m legal fOIm m the Company Charter the roles and responSIbIlItIes of

management bodIes and shareholders,
• eXIstence of a transparent shareholdmg structure wIth dIsclosure of votmg rules

and of the benefiCIal ownershIp of major blocks of shares,
• respect for the nght of mmonty shareholders to be protected agamst share

dIlutIOn,
• procedures for the protectIOn of the mtegnty of the shareholders' regIstry,
• systematIc and open commumcatIOn WIth shareholders through the proVISIOn of

properly audIted accounts, mfOImatIOn about the progress of the company, and
explanatIons of the major deCISIOns taken by management mcluded m the Annual
Report,

(6)
• provIdmg shareholders WIth adequate mfOImatIOn on matters to be deCIded by

them, mcludmg observance of the preCIse rules that govern the holdmg of
shareholder meetmgs and declSlon makIng at the meetmgs,

• a well-functIOmng Board of DIrectors who have the skills, the tIme, and the access
to mfOImatIOn needed to dIscharge theIr responsIbIlItIes effectIvely In the case of
larger compames, mdependent COmmIttees of the Board WIth clear responsIbIlIty
for matters such as overseemg the preparatIon of fmanclal statements and decIdmg
on management compensatIOn and contract teImS wIll often be appropnate,

• a Board of DIrectors that IS actmg m a fidUCIary capaCIty on behalf of the entIre
shareholdmg and that mcludes a suffICIent number of DIrectors who are truly
mdependent from the ExecutIve Management Compames need to address
concerns that may anse when government offICIalS or representatIves are
appomted as DIrectors DIrectors should be appomted for a stnct term of offIce
(whIch can be renewed),

• a polIcy of dIsclosure of personal fmanclal mterest of Board members m
company-related transactIons and other conflIct-of-mterest SItuatIOns as well as a
polIcy of non-mvolvement of DIrectors WIth a personal mterest m matters to be
deCIded,

• clearly establIshed and well-understood dIVISIon of authonty among the vanous
governmg bodIes ofthe company For example

I
I
I
I
I
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I
I
I
I
I
I
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I
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I
I
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7

Global Sound Principles DIvIsion of Authority

Boad of Directors IS tYPlcdly responsible for

+selection of auef Executive CIld momtormg of
performCllce

+dlrectmg strategy CIld assessmg generd
conduct of busmess

+cpprovmg mqor trCllsCictions

+endorsmg fmCllCId statements pnor to
submission to Shaeholders' Assembly

+provldmg recommendations to shaeholders
on ISSUes on which they will vote

+momtonng fmCllCId resources

Global Sound Principles DIVISion of Authority

Typlcd role of theShaeholders' Assembly IS
to
-elect Directors to Sit on compmy's Bead

'CPprove the compmy's accounts

'CPpomt the auditors

'CPprove chCllges m the Chater

'CPprove mqor deasIons mvolvmg
reorganization or chCllge m ClCtlVlties

'CPprove payment of diVidends

8
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(7)

The Board of DIrectors IS typIcally responsIble for the followmg
D the selectIOn of the ChIef Executive and the momtonng of hIS or her

performance,
D dIrectmg the strategy and assessmg the general conduct of the busmess,
D approvmg major transactIOns,
D endorsmg the fmancIal statements pnor to SUbmISSIOn to the Shareholders'

Assembly
D provIdmg recommendatIOns to shareholders on Issues on whIch they have

to vote,
D momtonng the fmancIal resources ofthe company to ensure that the

company does not contmue to trade If It IS beCOmIng msolvent

(8)
The typIcal role of the Shareholders' Assembly IS to
<> elect DIrectors to SIt on the company's board,
<> approve the company's accounts,
<> appomt the audItors,
<> approve changes m the charter,
<> approve major deCISIons mvolvmg a reorgamzatIOn of the company or a

change m ItS actiVItIes,
<> approve the payment of dIVIdends (although the Board can often approve

mtenm payments)

BobTIuel January 1999
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10

Specifics of Armenia

Rights of Shareholders Owning Common Shares

(from Article 39 of The Law of The Republic of
Armema on Jomt Stock Compames)

A shaeholder oWning common shaes IS entitled to

tpahapate with voting nght at generd meetmg

tpatlapate m mmagement of Compmy

-receive dividends from CompalY profits

l(]CQulredlocated shaes on pnonty basiS

Armenia RIghts of Shareholders
Ashaeholder oWning common shaes IS entitled to

-receive mformatlon on Compmyactlvltles

'ClJthonze a third person to represent his nghts
at the Compaly Cons tltuent Meetmg

-make proposds at the shaeholders' meetmgs

-vote at the shaeholders' meetmg accordmg to
the number of votmg shaes fully pad by him

-e:pped to the court regadmg deasIons at
shaeholders' meetmg that contradict current
laws md other legiS latlve acts

5
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(9)
That fimshes the genenc, general look at the global perspectIve of corporate
governance Now we wIll go over some mformatIOn about the Armeman sItuation

SPECIFICS OF ARMENIA

RIghts of Shareholders Owmng Common Shares (from Article 39 of The Law of
The Republzc ofArmema on Jomt Stock Compames)

Each common share of the Company grants the shareholder ownmg It the same nghts
The shareholder ownmg the common share IS entitled to
• partIcIpate WIth the votmg nght m the Company general meetmg on the Issues

withm ItS authonty,
• partIcIpate m the management of the Company,
• receIve dIvIdends from the profIt generated from Company activIty (although the

payment of d1vIdends for common shares IS not guaranteed by the Company),
• acqUire the shares allocated by the Company on a pnonty basIs, If the present Law

and the Company Charter do not defme d1fferent provlSlons,

(10)
• receIve, accord1ng to procedures defmed by the Charter, any type of mformatIOn

on Company activIties, except secret documents, mclud1ng gettmg acquamted
wIth the balance sheet and other accounting statements, and the Company
productIOn-econoffilc activIty Shareholders owmng at least 5% votmg shares of
the Company Charter CapItal can reqUire the checkmg of the statements and secret
documents refemng to Company actIvIty by an expert or expert group The
checkmg expenses are reImbursed by the shareholders requmng the checkmg,

• authonze a thIrd person to represent hIS nghts at the Company Constituent
Meetmg (the fIrst annual general meetmg of the Company shareholders),

• make proposals at the Company's shareholders' general meetmg,
• vote at the Company's shareholders' general meetmg accordmg to the number of

votmg shares fully paid by hIm,
• appeal to the court regardmg declSlons taken by the Company's shareholders'

general meetmg that contradIct current laws and other legIslative acts,

Bob Thel January 1999
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Armenia .Rights of Shareholders
As haeholder oWning common shaas IS entitled to

-receive the pat pre-determlned for him In case
of Compmy liqUidation

-receive the relevmt number of shaes In the
cas e of Compmy Chater Ccpltd Accumulation

-sell or trmsfer owned shaes to other persons

1JSe other rights determined by the Compmy
Chater

11

Armenia...MANAGEMENT

There ae three levels of mmagement In a

JOint stock company

v'T he Compmy 5haeholders' Generd Meeting

v'T he Company Bcad I
Charmm of the Company Boad

v'T he Execuhve Body I
Company Execuhve Director

12
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(11)
• m case of Company hqUldatIOn, receIve the part pre-determmed for hIm,
• m the case of Company Charter CapItal accumulatIOn, receIve free of charge the

relevant number of common shares at the expense of Company funds,
• sell or somehow transfer shares owned by hIm to other persons,
• use other nghts determmed by the Company Charter

(12)
MANAGEMENT

There are three levels of management m aJomt stock company
./ The Company Shareholders' General Meetmg
./ The Company Board/ChaIrman of the Company Board
./ The Executive Body/Company Executive DIrector

BobTIuel January 1999 6
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Joint Stock Compmies

Excerpts

from

The Low of the Republic of Armenia

on

Excerpts from The Low of the Republic of
Armetlloon JOint Stock CompaJles

Chq:>ter X The Compcny 5haeholders'
Generd Meetmg

Artlde 69 The Compcny 5haeholders'
Generd Meetmg

The Compaly 5haeholder5' generd
meeting 15 the 5upreme body of the
Compmy mmagement. The Compaly
5hould hold the generd meeting once a
yea

14
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(13) (14)
The Company Shareholders' General Meetmg (from ArtIcle 69 of The Law ofThe
Republlc ofArmema on Jomt Stock Compames)

The Company shareholders' general meetmg IS the supreme body of Company
management The Company should hold the meetmg once a year

Bob Tlnel January 1999
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8

Artlde 69 The CompCllY 5haeholders'
Generd Meeting

The meeting IS held according to the timing
defined by the ComPCllY Chater, within 2 - 6
months dter the end of the regula flsed yea of
the ComPCllY

The time period between the ComPCllY CIlnud
meetings should not exceed 18 months

If the ComPCllY Boad fals to hold the CIlnud
meeting Within the timing defined by the
ComPCllY Chater, the state body carYlng out
the registration of enterprises CCJl hold the
meeting

Artide 70. Authority of the Compmy
Shaeholders' Generd Meeting
indudes:
-epprovlng the ComPCllY Chater, making
anendments CIld chCllges In It, cpprovlng a new
versIon of the ComPCllY Chater,

lfeorgClllzatlon of the ComPCllY,

-lIquidation of the ComPCllY, cppomtment of the
Liquidation Commission, q:>provd of the
ComPCllY intermediate Q'ld Summalzmg
liqUidation bdQ'lces,

16

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

pJ I



(15)
The meetmg IS held accordmg to the tImmg defmed by the Company Charter, wIthm
2 to 6 months after the end of the Company's regular fIscal year The tIme between
Company annual meetmgs should not exceed 18 months If the Company Board falls
to hold the meetmg wIthm the defmed tIme frame, the state body carrymg out the
registratlOn of enterpnses can hold the meetIng The Company can also hold
addItIonal general meetmgs - extraordInary meetIngs - held for dIscusslOns of urgent
Issues

(16)
AuthorIty of the Company's Shareholders' General Meetmg (from ArtIcle 70 of
The Law ofThe Republzc ofArmenza on Jomt Stock Companzes)

The authonty ofthe Company shareholders' general meetmg mcludes

• approvmg the Company Charter, makmg amendments and changes mIt,
approvmg a new verSlOn of the Company Charter,

• reorgamzatlOn ofthe Company,
• hqmdatlOn of the Company, appomtment of the LIqmdatlOn Commtttee, approval

of the Company mtermedlate and summanzmg hqmdatlon balances,

Bob TIne! January 1999
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Artide 70. Authority.. -indudes:
-epprovd of the qumfltchve composlflon of the
Company Boad, election of Its members md
termmatlon of their rights mead of schedule;

'CIefmlflon of the maximum number of authorized
Company shaes,

..ncrease m Chater Ccpltd size VIC mcrease m
shae face vdue md dlocahon of addlflond
shaes,

'CIecrease m Chater Cq:>ltd VIC certan mealS,

-estcbllshment md termination of executive
body (Executive Director, Administration),

17

Artlde 70. Authority.. .indudes:
-election of Control Commission members,

-epprovd of person carymg out audit,

-epprovd of mnud fmmad statements,

'CIeaslon-md<lng on mnud diVidend payment,

-epprovd for mnud cdlvlty res ults of Company
brmches md representatlons,

'CIeaslons concermng non-Implementation of
certan Priority rights of shaeholders or
holders of securities convertible to shaes,

18
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(17)
• approval of the quantItatIve composItIon of the Company Board, electIOn of ItS

members and tenmnatIOn of theIr nghts ahead of schedule,
• defInItIOn of the maxImum number of authonzed shares,
• mcrease of the Company Charter CapItal SIze through the mcrease of the share

face value and the allocatIOn of addItIOnal shares,
• decrease of the Company Charter CapItal through the decrease of the share face

value, the acqUISItIon of allocated Company shares for the purpose of reducmg the
total share number, the cancellatIon of partIally paId shares, as well as through the
cancellatIOn of shares acqUIred or bought back by the Company,

• estabhshment of the Company executIve body (the ExecutIve DIrector,
AdmInIstratIOn), tenmnatIOn of Its authonty ahead of schedule,

(18)
• electIon of the Company Control COmmISSIOn members (Controller) and

tenmnatIon of ItS authonty ahead of schedule,
• approval of the person carrymg out the Company audIt,
• approval of the Company annual statements, accountmg balances, profIt and loss

statement, dIstnbutIon of profIt and loss, declSlon-makmg on the annual dIVIdend
payment and approval of the annual dIVIdend SIze, as well as approval of the
annual actIVIty results of the Company branches and representatIOns,

• decIsIOn-makmg on the non-ImplementatIOn of the pnonty nght of the Company
shareholders OWnIng Company shares or other secuntIes convertIble to shares,

Bob ThIel January 1999
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Artide 70. Authority.. .indudes:

q:>provd of procedures on holding the generd
meeting md setting the counting commiSSion,

-definition of the form of informing shaeholders,

-elecreaseor Increase of the shae face vdue,

-eonduslon of specific trmsactlons as outlined
In other ahdes of the Low on JS C;

tOCqulsltion and buy-back of dlocated shaes,

19

Artlde 70. Authority.. .indudes:

-cleflnltlon of payment terms for Compmy's
leading offlads ,

-ereatlon and patlClpahon In subsldlay and
dependent companies,

-ereatlon of Company branches and
representahons,

-adoption of other deasIons defined by the
present Lawand Company Chater

20
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(19)
• approval of the procedures on holdIng the general meetIng and settIng the

countIng COllliTIlSSIOn,
• defInItIOn of the form of InformIng the data and matenals by the Company to the

shareholders, mcludmg the selectIOn of the relevant means of mass medIa If the
message IS to be sent through publtc announcement ,

• decrease (splIttIng) and Increase (consolIdatIng) of the share face value,
• conclUSIon of speCIfIC transactIons as outlIned In other artIcles of the Law,
• acqUISItIon and buy-back of the Company allocated shares In cases defIned by the

Law,

(20)
• defInItIon of payment terms for the Company's leadIng offICIals,
• creatIOn of subsIdtanes by the Company and partICIpatIon In SUbSIdIary and

dependent companIes,
• creatIOn of Company branches and representatIons,
• adoptIOn of other deCISIOns defIned by the present Law and Company Charter

Bob TInel January 1999
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Artide 71. Comments d:>out
Decisions of the Compaly
Shaeholders' Generd Meeting:
tflolders of common stock ae entitled to vote,

1110St deaslons ae made on basiS of simple
mqoflty, but some require 75% mqoflty,

-procedures for deasIon-making at meeting IS
defined by Chater or by meeting ItSelf,

-the meeting IS not entitled to chOlge agenda or
take deaslons on ISSUes not In agenda;

21

Artide 71. Decis ions ...Generd Meeting:

eshaeholders should be Informed Within 45
days cbout voting res ults Old deasIons taken,

tQ shaeholder IS entitled to cpped to the Court
a deaslon taken by the generd meeting that IS
a violation of the requirements of legislative
acts Old the Compmy Chater If he has not
patlClpafed In the meeting or has voted aganst
It, md hiS legd fights Old mterests have been
Violated by the deasIon

22
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(21)
DecIsIOns of the Company Shareholders' General Meetmg (from ArtIcle 71 of The
Law ofThe Republzc ofArmenza on Jomt Stock Companzes)

• shareholders holdmg common shares are entItled to vote,
• most decIsIOns are made on the basIs of a sImple maJonty of votes, whl1e other

decIsIons reqmre a 75% maJonty,
• the procedures for decIsIOn-makmg at the general meetmg are defmed by the

Company Charter or by the general meetIng Itself,
• the Company shareholders' meetmg IS not entItled to change the meetmg agenda,

or to take decIsIOns on Issues not mcluded m the agenda,

(22)
• shareholders should be mformed wIthm 45 days concernmg decIsIOns taken at the

meetmg, as well as votIng results,
• a shareholder IS entItled to appeal to the Court a declSlon taken by the general

meetIng that IS a VIOlatIOn of the reqmrements of legIslatIve acts and the Company
Charter If he has not partICIpated m the meetmg or has voted agamst It, and hIS
legal nghts and mterests have been VIOlated by the deCISIOn
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23

Chq:>ter XI The ComPCllY Bcad CJ1d Executive
Boay

Artlde 88 Elections of the CompalY Bcad CJ1d
Its Stdf

eB oad members ae elected at the Compmy
shaeholders' CJ1nud generd meeting for 1
yea,
tS haeholders owning 10% or more of the
Compaly voting shaes ae entitled to be
Induded In the Bcad without al election,

tin a Compaly with shaeholders owmng more
thal 500 voting shaes of the Compmy, the
elections of the Bcad ae carted out through
cumulative voting,

Artlde 88 Elecftons of the CompalY Bcad

-during cumulative voting, each voting shae
has the number of votes equd to the number of
members being elected and the voting
shaeholder IS entitled either to grant the votes
to one caldldate or to distribute the votes
among severd caldldates,

-the quantitative compos Itlon of the Boad IS
defined by the Compmy Chater or by the
deetslon of the shaeholders generd meeting
In a Company With shaeholders owmng more
thal 500 voting shaes, the Boad calnot
cons IS t of fewer thal 7 persons , 24
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(23)
ElectIOns of the Company Board and Its Staff (from ArtIcle 88 of The Law ofThe
Republlc ofArmema on Jom! Stock Compames

• the Board members are elected at the Company shareholders' annual general
meetmg for 1 year,

• shareholders ownmg 10% or more of the Company votmg shares are entItled to be
mcluded m the Board wIthout an electIOn,

• m a Company wIth shareholders ownmg more than 500 votmg shares of the
Company, the electIons of the Board are carned out through cumulatIve votmg,

(24)
• dunng cumulatIve votmg, each votIng share has the number of votes equal to the

number of members bemg elected and the votmg shareholder IS entItled eIther to
grant the votes to one candIdate or to dIstnbute the votes among several
candIdates,

• the quantItatIve composItIon of the Board IS defmed by the Company Charter or
by the decIsIOn of the shareholders general meetmg In a Company wIth
shareholders ownmg more than 500 votmg shares, the Board cannot conSIst of
fewer than 7 persons,

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

Bob ThIel January 1999
C \Mv Documents\Bob Coroorate Govemance\CORPORATE GOVERANCE SCRIPT EXDanded doc

12



Arflde 88 Elections of the Compcny Boad

to member of the Boad of the CompalY Cal be
my cble-bodled naturd shaeholder or a person
not being a Compcny shaeholder as well, If that
IS not prohibited Dy the Compaly Chater

25

Chcpter XI The Compaly Boad md Execuflve
Boay

Artlde 89 Charmm of the Compaly Boad

The Charmal of the CompalY Boad IS elected
by Boad members

The Boad Cal re-elect the Charmm or elect a
new Charmal at my time

In a CompalY with shaeholders owmng more
thm 500 votmg shaas, the pesItlons of the
CompalY Boad Charmal md the Executive
Director Calnot be combmed

26
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(25)
• a member of the Board of the Company can be any able-boched natural

shareholder or a person not bemg a Company shareholder as well, If that IS not
prohIbIted by the Company Charter

(26)
ChaIrman of the Company Board (from ArtIcle 89 of The Law ofThe Republlc of
Armenza on Jomt Stock Companzes)

•

•
•

the ChaIrman of the Company Board IS elected by the Company Board members
out of the Board staff by a maJonty vote of the total number of Board members, If
the Company Charter does not defme a bIgger number,
the Company Board can re-elect the ChaIrman or elect a new ChaIrman any tIme,
m a Company WIth shareholders ownmg more than 500 votmg shares, the
pOSItIOns of the Company Board ChaIrman and the ExecutIve DIrector cannot be
combmed,
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27

Arhde 89 Charmal of the Compaly Boad

In a CompalY with fewer thal 500 voting
shaes, the Charmal of the CompalY Boad
md Executive Director posItions Cal be held
by the sane person, but no other pad posItion
In the CompalY may be held by the Charmm

The Charmm of the Boad
./orgmlzes the works of the Compmy Boad,
./holds the Sittings of the Boad md pres Ides at
them,
./orgauzes the protocol~maklng on the sittings,
./presIdes at the Compmy shaeholders' generd
meetings unless the CompalY Chater has
different provls Ions

Chcpter XI The Compaly Boad ald Execuhve
Boay

Artlde 91 The CompalY Execuhve Body, the
Compaly Execuhve Director

Mmagement of the Compmy's current actiVity IS
caned out by the Compmy executive body

If the Chater determines the eXistence of al

AdminIS tratlon, It should differentiate the QJthonty
of Executive Director md Admlnls tratlon

In the case of eXistence of al Administration, the
Executive Director canes out the responsibilities
of the Administrative Head as well

28
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(27)
• m a Company with fewer than 500 votmg shares, the Chatrman of the Company

Board and ExecutIve Director posItIons can be held by the same person, but no
other patd posItIon m the Company may be held by the Chairman,

• the Chairman of the Board
./ orgamzes the works of the Company Board,
./ holds the slttmgs of the Board and preSides at them,
./ orgamzes the protocol-makmg on the slttmgs,
./ preSides at the Company shareholders' general meetmgs unless the

Company Charter has different provlslOns

(28)
The Company Executive Body, The Company Executive Director (from ArtIcle
91 of The Law ofThe Republzc ofArmenza on Jomt Stock Companzes)

• the management of the Company's current actIVIty IS carned out by the Company
executIve body, whtch IS the Executive DIrector alone or the Executive Duector
together wIth the Company AdmtmstratlOn,

• If the Company Charter determtnes the eXIstence of an AdmtmstratlOn, the
Charter should differentIate the authonty of the ExecutIve Duector and the
AdmtmstratIon,

• m the case of eXIstence of an AdmtnIstratIon, the ExecutIve DIrector carnes out
the responslbIlttIes of the AdmtmstratIve Head as well,
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30

Artlde 91 The Compcny Execuftve Body, the
Compcny Executive Director

The estd:>lIshment of the Compcny executive
bodies <Jld the suspension of their QJthonty
mead of schedule ae caned out according to
the deasIon of the Compmy Boad

All m<Jlagement ISSUes aewlthln theQJthonty
of the Compcny executive body except those
that according to the Compcny Chater ae
Within the QJthonty of the shaeholders' generd
meeting or the ComP<J1Y Boad

29

Artlde 91 The ComP<J1Y Executive Body, the
Compaly Executive Director

The Compcny executive body orQ<Jllzes the
Implementation of the deasIons taken by the
shaeholders' generd meeting <Jld by the
ComP<J1Y Boad

The ComP<J1Y Executive Director <Jld the
Administration ae CPPOlnted by the ComP<J1Y
Boad unless the Chater defines such
CPpolntments as under the QJthonty of the
generd meeting
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(29)
• the establIshment of the Company executive bodIes and the suspenSIOn of theIr

authonty ahead of schedule are carned out accordmg to the decIsIon of the
Company Board, If so authonzed by the Company Charter,

• all management Issues are wlthm the authonty of the Company executive body
except those that accordmg to the Company Charter are wlthm the authonty of the
shareholders' general meetmg or the Company Board,

(30)
• the Company executive body orgamzes the ImplementatIOn of the deCISIOns taken

by the shareholders' general meetmg and by the Company Board,
• the Company Executive DIrector and the AdmmlstratIon are appomted by the

Company Board unless the Charter defmes that as under the authonty of the
general meetmg,
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16

Artlde91 TheCompalY Executive Body, the
CompalY Executive Director

The contracts with the Executive Director end
the Admmls trahon members ae conduded by
the CompalY Boad Channen or other person
as defmed m the Chater If the same person
OCCUpies the posItions of the Boad Charmen
end Executive Director, the contract with the
Executive Director IS conduded by one of the
Boad members accordmg to the deasIon of
the Compaly Bcad, while the contracts with
Admmlstratlon members IS condudec:l by the
Compaly Boad Charman

Artlde 91 The Compaly Executive Body, the
Compaly Executive Director

The Compaly Executive Director

v"'dlsposes the Compcny assets, mdudmg
thefmanCid resources, and carles out
transactions on behdf of the Compcny,
v"'represents the Compcny m the Republic of
Armenia and dlrocxJ,
v'"acts without a letter of authOrity,
v'"gives letters of authOrity,

32
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(31)
• the contracts wIth the ExecutIve DIrector and the AdmInIstratIOn members are

concluded by the Company Board ChaIrman or other person as defmed m the
Charter If the same person OCCUpIeS the posItIons of the Board ChaIrman and
ExecutIve DIrector, the contract WIth the ExecutIve DIrector IS concluded by one
of the Board members accordmg to the deCISIOn of the Company Board, whIle the
contracts WIth AdmInIstratIOn members IS concluded by the Company Board
ChaIrman,

(32)
• the Company ExecutIve DIrector
./ disposes the Company assets, mcludIng the fmancIaI resources, and carnes out

transactIons on behalf of the Company,
./ represents the Company m the RepublIc of ArmenIa and abroad,
./ acts WIthout a letter of authonty,
./ gIves letters of authonty,
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Arhde 91 The Compaly Execuhve Body, the
Compaly Execuhve Director

The Compaly Execuhve Director
./condudes contracts In accordalce with
,defined procedures, Indudlng employment
contracts,
./opens deposIt ald other accounts In
balks,
./submits the Compaly employment
regulations, sepaate umt regulations, ald
the CompQ1y admlnlstratlve ald
orgallzatlond structure to the Compmy
Boad for ",provd,

33

Arhde 91 The Compaly Execuhve Body, the
Compaly Execuhve Director

The Execuhve Director
./gives orders or commalds Within his
wthonty, gives inStructlons subject to
compulsory Implementation ald controls
their Implementation,
./hlres ald dismisses Compalyemployees
In accordalce With defined procedures,
./",plles encouragement ald dlsapllnay
anencbliity Instruments towad employees,
./has other wthonfy as defmed by the
Chafer

34
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(33)
./' concludes contracts m accordance wIth defined procedures, mcludmg employment

contracts,
./' opens deposIt and other accounts m banks,
./' subffilts the Company employment regulatIOns, separate umt regulatIOns, and the

Company adrntmstratIve and organIzatIOnal structure to the Company Board for
approval,

(34)
./' gIves orders or commands wIthm hIS authonty, gIves mstructIOns subject to

compulsory ImplementatIOn and controls theIr ImplementatIOn,
./' hIres and dtsffilsses Company employees m accordance WIth defmed procedures,
./' apphes encouragement and dtscIphnary amenabIhty mstruments toward

employees,
./' has other authonty as defined by the Charter
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Artlde 91 The Compmy Executive Body, the
Compmy Execuhve Director

The nghts ald responsibilities of the Compmy
Executive Director ald the Admlnls trahon
members ae defined according to the present
Low, other legis lahve acts, md contracts
conduded by them With the Compmy

The Compmy Execuhve Director ald
Administration members CCIl occupy pad
posIhons In other Orgallzatlons, but only upon
agreement of the compmy Boad

35

Artlde91 TheCompaly Executive Body, the
CompalY Execuhve Director

If so decided at a generd meeting, the wthonty
of the Compmy executive body CCIl be
tralsferred to mother organization or Indlvldud
malager, With the Compmy Boad condudlng
relevalt contracts

The generd meeting IS entitled to take deciSions
aly time on contracts conduded With the
Compaly Executive Director, Administration
members, a mmaglng orgallzatlon or Indlvldud
malager unless the Chater places settlement of
that ISSue Within the QJthonty of the Compaly
Boad H

18

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



•

•

•

•

(35)
the nghts and responsIbIhties of the Company Executive DIrector and the
Adffillllstration members are defmed accordmg to the present Law, other
legislatIve acts, and contracts concluded by them wIth the Company,
the Company Executive DIrector and AdffillllstratIOn members can occupy prod
posItions m other organIzatIOns, but only upon agreement of the company Board,

(36)
If so decIded at a general meetmg, the authonty of the Company executive body
can be transferred to another organIzatIOn or mdividual manager, WIth the
Company Board concludmg relevant contracts,
the general meetmg IS entItled to take decIsIOns any time on contracts concluded
wIth the Company Executive DIrector, AdffillllstratIOn members, a managmg
orgalllzatIon or mdIvidual manager unless the Charter places settlement of that
Issue withm the authonty of the Company Board
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