
Intervisual Book, Inc.  
Common Stock, $.01 Par Value (File No. 7-8645)  

Latin American Discovery Fund, Inc.  
Common Stock, $.01 Par Value (File No. 7-8646)  

Digitran Systems Incorporated  
Common Stock, $.01 Par Value (File No. 7-8647)  

Riverwood International Corporation  
Common Stock, $.01 Par Value (File No. 7-8648)  

Westmoreland Coal Company  
Common Stock, $2.50 Par Value (File No. 7-8649)  

Emerging Markets Telecommunications Fund  
Common Stock, $.001 Par Value (File No. 7-8650)  

Hyperion 1999 Term Trust, Inc.  
Common Stock, $.01 Par Value (File No. 7-8651)  

Cone Mills Corporation  
Common Stock, $.lo Par Value (File No. 7-8652)  

Hilb Rogal & Hamilton Co. 
Common Stock, No Par Value (File No. 7-8653)  

Securities Exchange Act of 1934  
Release No. 30927 / J u l y  14, 1992 

A notice has been issued giving interested persons until  
August 4, 1992, to comment on the application of Lancit Media  
Productions, Ltd:, to withdraw its Common Stock, $.001 Par Value;  
Warrants, from listing and registration on the Boston Stock  
Exchanue, Inc.  

Securities Exchange Act of 1934  
Release No. 30928 / J u l y  14, 1992 

A notice has been issued giving interested persons until  
August 4, 1992, to comment on the application of Craftmade  
International, Inc., to withdraw its Common Stock, $.01 Tar  
Value, from listing and registration on the Boston Stock  
Exchanqe, Inc.  

17CFR M82dOend 249 SUMMARY: The Securitie's and Exchange 
Commissionis adopting Rdee 17h-lT 

[(Rtkam No. 944092% FUeHo.S7-25-91) and 17h-2T (17 CFR 240.17h-lT and 17 
flntertmtlonal Series Release Na 421)l CFR 240.17h-2T) under the Securities 

57 FR 32159 07/21/92 Exchange Act of1934[the "Exchange 
RIN: 3235-AF44 Act"). The rules are being adopted 
FJR+ITemporaw I U k  Asaesement primarily pursuant to the authority 
Rules conferred on the Commission by the 

Market Reform Act of 1990. Rule 17h-IT 
A~ENCY:Securitiesand Exchange would require brokerdealers to 
Commission. maintain and preserve records and other 
ACTIW Adoption of rules. information concerning certain of the 

broker-dealer's associated persona The 
requirement to maintain and presme 
information under Rule 17h-IT w d d  
extend to the financial and securities 
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activities of the holding companies, 
affiliates, or subsidiaries of a broker- 
dealer that are reasonably likely to have 
a material impact on the financial or 
operational condition of the broker- 
dealer. Rule 17h-ZT would require 
broker-dealers to file with the 
Commission quarterly reports 
concerning the information required lo 
be maintained and preserved under Rule 
17h-lT. 
DATES: The fules become effective 
September 30,1992. See section IV. of 
the Supplementary Information section 
of this release for the temporary 
implementation schedule. 
FOR FURTHER INFORMATION CONTACT: 
Michael A. Macchiaroli, (202) 272-2904 
or Roger G. Coffin, (202) 272-7375, 
Division of Market Regulation, 
Securities and Exchange Commission, 
450 Fifth Street NW.,Washington, DC 
20549. 
SUPPLEMENTARV INFORMATIOW 

1. Introduction 

On August 30,1991, the Commission 
proposed for comment temporary Rules 
17h-1T and 17h-2T, which, together with 
proposed Form 17-H. would establish a 
risk asstwment recordkeeping and 
reporting system for broker-dealers.' 
The Rules were proposed pursuant to 
the authority conferred on the 
Commission by the Market Reform Act 
of 1990 (the "Reform Act"), which added 
section 17(h) to the Exchange Act.* 
Section 17(h) provides the Commission 
with specific authority to obtain 
information regarding certain activities 
of broker-dealer affiliates and augments 
the Commission's authority with respect 
to matters relating to the financial 
responsibility of broker-dealers. 

Section 17(h) requires broker-dealers 
to maintain and preserve such risk 
assessment information as  the 
Commission by rule prescribes with 
respect to those associated persons of 
the broker-dealer whose "business 
activities are reasonably likely to have a 
materlal impact on the financial and 
operational condition" of the broker- 
dealer, including the broker-dealer's 
"net capital, its liquidity, or its ability to 
finance its operation^".^ The statute 

J provides that the records should concern - the broker-dealer's "policies. 
procedures, or systems for monitoring 
and controlling financial and 
operational risks to it resulting from the 

'Exchange Act Release No. 29635 [August 30, 
t9m); 56 FR 44014. (Septeqber 8,19111). 

a Pub. L. No. 161-432 109 Stat. 963(1990);15 
U.S.C. 78q(h). 

a See section'17(h)[1) of the Act. 

activities" of its material associated 
persons and should "describe, in the 
aggregate, each of the financial and 
securities activities conducted by, and 
the customary sources of capital and 
funding" of associated persons whose 
business activities are reasonably likely 
to have a material impact on the broker- 
dealer".' In addition, the Reform Act 
euthorizes the Commission to require 
broker-dealers to file summary reporla 
of the information and records 
maintained pursuant to the 
recordkeeping provision^.^ 

The Commission's proposal contained 
two rules. Proposed Rule 1 7 M T  set 
forth the specific recordkeeping 
requirements applicable to broker- 
dealers and provided guidelines to be 
used in establishing which associated 
persons of the broker-dealer are subject 
to the recordkeeping and reporting 
requirements. 

Included in the recordkeeping 
requirements were risk management 
policy information, financial data, 
including consolidating and 
consolidated financial statements, 
securities and commodities position 
data, and other categories of financial 
and securities related information. . 
Proposed Rule 17h-ZT would require 
broker-dealers to file quarterly reports 
on proposed Form 17-H. 

Proposed Form 1 7 4  contained 
general instructions for use in reporting 
information and included a separate 
section of line items to be used in 
reporting numerical data to the 
Commission. Recognizing that the 
proposal would establish new 
recordkeeping and reporting burdens on 
members of the securities industry, who 
in the past have been required to report 
on the financial and operational 
condition of the registered entity only, 
the Commission requested public 
comment on the scope of the proposal, 
the burdens of complying with the rules, 
as  well as  the specific recordkeeping 
and reporting requirements contained 
therein. 

B. Brief Summary of Comment and 
Conmission Action 

En response to the request for 
comment, the Commission received 83 
letters addressing the proposed risk 
assessment rules. Generally, the 
commentators criticized the breadth of 
the proposal and the level of detail in 
the information required to be 
maintained and reported. Many 
commentators urged the Commission to 
reduce the potential universe of broker- 
dea!er affiliates a s  to which the broker- 

dealer would be required to maintain 
records. Other commentators addressed 
the application of the proposed rules to 
foreign entities. Many of these writers 
suggrsted that foreign affiliates 
operating under a regulatory scheme 
should be exempt from the proposed 
rules. Finally, the commentators 

. suggested numerous technical changes 
to the recordkeeping and reporting 
requirements, many of which the 
Commission believes are helpful and 
have been incorporated into the mles 
being adopted today. Specific aspects of 
the comments are discussed in greater 
detail in the applicable sections of this 
release. 

In summary. today the Commission is 
adopting, with certain modifications, 
Rules 17h-IT and 17h-2T. together with 
Form 17-H. The general approach taken 
in the mles being adopted today 
remains as  proposed. Broker-dealers 
will be required to designate, using the 
guidelines set forth in Rule 17h4T end 
subject to Commission oversight, 
Material Associated Persons far the 
purposes of Rules 17h-IT and 17h-2T. 
Broker-dealers will then be required to 
maintain certain information concerning 
the financial and securities activities of 
each Material Associated Person and 
w11lbe required to file quarterly reports 
with the Commission on Form 17-H. 

The rules being adopted today differ 
from the proposal in several respects. 
The Commission has undertaken 4 0  
address the primary objection to the 
proposal, which was the burden 
imposed by the detailed information 
required by the risk assessment rules. 
To address this issue, the amount of 
information required to be maintained 
has been reduced in those areas where 
the information would not significantly 
assist the Commission and especially 
where it could be costly for a broker- 
d ~ a l e rto obtain. The Commissnon 
believes that the cumulative effect of the 
modifications to the proposal and to the 
amount and format of the data required 
wiil significantly reduce the burdens 
associated with complying with the new 
rules. 

The revisions to the proposed rules 
H!SO incorporate certain of the 
commentators' suggegtions with respect 
to the reporting and recordkeeping 
requirements. Additionally, specid 
provisions for certain domestic and 
hreign entities have been added. 
Finally, the rules Incorporate certain of 
the commentators' suggestions 
concerning the exemptive provisions: as  
proposed, the mles would exempt 
broker-dealers that maintain less &an 
$5 million in capital and which do not 
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carrv customer accourits. The final rules 
rais;! this exemption to $20 million. 

The Commission is adopting 
temporary rules to comrnexice the formal 
information gathering process . 
envisioned by the Market Reform Act 
The Commission believes it would be 
appropriate, after some experience is 
gained with the information obtained -
pursuant to the temporary rules, to 
evaluate the operation of the risk 
assessment rules. The Commission 
would require the Division of Market 
Regulation to prepare a study evaluating 
the effkctiveness of the rules. The report 
will be issued within 90 days after the 
rdes  have been fully operative for two 
years, and will be issued for public 
comment. Once the industry has 
commented, and the Commission has 
made its own evaluation, the 
Commission will decide what, if any, 
further refinements or modifications are 
appropriate. 

Because the Commission believes it is 
important to commence the risk 
assessment program a s  soon as 
possible, the rules will become effectwe 
pursuant to a temporary implementat~on 
schedule. Pursuant to this schedule, 
broker-dealers will be required to 
maintain the information required b j  
paragraphs (a)(l)(i) (the organization 
chart). (a)(2)(ii) (risk management policy 
information) and (a)(l)[iii) (disclosure of 
litigation) of Rule 17h-IT commencing 
September 30.1992. Rule 17h-2T will 
require brokerdealers to file this limited 
information with the Commission on or 
before October 31,1992. The rules will 
become fully effective on December 31, 
1992. 

11. h a l y s i s  of Public Comments 
The general areas of the Commission's 

proposal that drew the attention of the 
commentators may be described as 
follows: (1) Which broker-dealer 
affiliates should be covered by the rules 
and the amount of information required 
to be kept by a broker-dealer concerning 
each covered affiliate; (2) the 
application of the rules to foreign 
entities; (3)the treatment of affiliates 
which are regulated entities (including 
domestic and foreign banks. insurance 
companies and futures commission 
merchants); (4) the rules' general 
exemptive provisions; and (5) technical 
recordkeeping, reporting and filing 
issues. 

A. Scope of Risk Assessment Rules 
As noted above. section 17(h) requires 

brokerdealers to keep records with 
resoect to the financial and securities 
acthities of those associa td  persons of 
the broker-dealer whose "business 
activities are reasonably likely to have a 

material impact" on the broker-dealer's 
financial and operational ~ o n d i t i o n . ~  
Section 17(h) does npt indicate which 
associated persons of a broker-dealer 
should fall under this statutory 
standard; however, the legislative 
history accompanying the Reform Act 
suggests a flexible facts and 
circumstances approach.' 

To incorporate this approach, 
proposed Rule 17h-IT contained several 
factors to be used by broker-dealers in 
determining which affiliates are svbject 
to the rules. For the purposes of the risk 
assessment rules, affiliates subject ?o 
the rules are known as "Material 
Associeted Persons." 

The first factor set forth in Rule l7h- 
I T  is the nature and proximity of the 
relationship between the registered firm 
and an associated person. Second 1s the 
overall funding needs of the broker- 
dealer and the degree, if any. to whlch 
the broker-dealer is financially 
dependent upon the associated person. 
Whare a broker-dealer relies on the 
commercial paper or other unsecured 
credit of the holding company for 
financing, the broker-dealer would be 
materially affected by an acceleration or 
call by holders of such obligations 
because of events at  the holding 
company level. Third is the degree to 
which the broker-dealer or its customers 
rely on the associated person for 
operational services or support. Merely 
offering products or services to the 
customers of broker-dealers, such as 
insurance products to brokerage 
customers will not. In and of itself, rise 
to the level of materiality called for by 
the risk assessment rulea. Howeber, if a 
broker-dealer relies on the associated 
person for significant operational 
facilities or services, the activities or 
financial difficulties of the associated 
person may well have a material impact 
on the broker-dealer. Fourth is the level 
of risk present in the types of act~vities 
of the broker-dealer or its associated 
person. Associated persons engaged in 
activities such as  transactions in 
derivative products, merchant banking 
or venture.capital activities are more 
likely to have a material impact on the 
broker-dealer than associated persons 
that engage in less risky activities. The 
final factor is the extent to which the 
associated person has the ability or the 
authority to cause a withdrawal of 
capital from the broker-dealer. These 
factors were intended to amplify the 

0 The term "associated person of a broker or 
dealer" is defined in Section 3(a)(lB)of the 
Exchange Act. For the purposes of Ihc nsk 
assessment rules. the term does not include natural 
nrrsons r------

7 See H. Rep. at n. 

statutory standard and to suggest some, 
but not all, of the criteria that mriy be 
relevant to a determination of 
materiality. 

Because of the compiexlty an3 
diversity of the various ho!ding 
companies which o l m  broker-dea!ers, 
the Commission'e proposdl would leave 
the initial determination of which 
associated persons are Material 
Associated Persons up to the reporting 

. broker-dealer, subject to Commission 
oversight. The Commission bel i~ves  this 
method remains the most practlcal'way r -
to implement the recordkeeping and 
reporting provis~ons of the risk 
assessment rules and is incorporating 
this approach into the final rules. The 
commentators raised a number of issues 
with regard to the designation of 
Material Associated Persons under the 
proposed rules. 

1.Financial Strength of :he Affii~ate 

Several commentators urged the 
Commission to incorporate other 
factors, such as  the associated person's 
rating by a rating agency, the financial 
strength of the brokerdealer, cr the 
financial strength of the associated 
person into Rule 17h-IT. According to 
this argument, a parent or affiliate in 
sound fiscal health is less like!? to have 
a material impact on the financial and 
operational condition of the associated 
broker-dealer than a parent 
experiencing financial difficulties. 

While a well-capitalized parent or 
affiliate can be a source of strength !o 
the registered entity, the Commission 
does not believe that the financial 
strength of the broker-dealer or an  
associated person should be relevant in 
designating Material Associated Persons 
under the risk assessrpent rules. The 
Commission's risk assessment program 
is designed to provide information 
regarding significant broker-dealer 
affiliates on a regular and continuing 
basis. It would be insufficient for the 
Con~mission to receive on incotnplete 
picture of any single holding company 
structure, especially in light of the fact 
that the financial strength of the parent 
may rest behind the broker-dealer's 
credit rating or access to the commercial 
paper market. The Commission's risk 
assessment program is designed to 
enable the Commission to monitor the 
financial and securities activities of all 
associated persons whose business 
activities are. by themselves, reasonably 
likely to have a material impact on the 
broker-dealer. A broker-dealer could be 
impacted by a significant and sudden 
change in the fiscal position of a key 
affiliate or parent, despite the prior 
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apparent financial stability of that 
entity. 

2. Factors in Designating Material 
Associated Persons 

The commentators also urged the 
Commission to refine or restrict the 
factors set forth in proposed Rule 17h- 
1T concerning the designation of 
Material Associated Persons. 
Essentially, these commentators 
suggested that the rules explicitly state 
that holding companies not primarily 
engaged in financial or securities 
activities should not be considered 
Material Associated Persons. While 
there may be instances where the 
activities of an ultimate parent or 
affiliate are not material to the financial 
condition of the broker-dealer. 
particularly if the parent or affiliate's 
primary business does not involve 
fmancial or securities activities, the 
Commission does not believe it would 
be appropriate to draw a bright line test 
in this regard Instead, a facts and 
circurnstanceb analysis is required The 
first factor set forth in Rule 17h-IT, the 
nature and proximity of therelationship 
between the broker-dealer and the 
associated person, is intended to 
encompass these types of issues. 

To illustrate, certain broker-dealer 
holding companies consist of at least 
two layera. The fust level usually 
includes the direct parent of the broker- 
dealer and a number of related fmancial 
services entities. As stated in the 
proposing release, the Commission 
believes, absent very unusual 
circumstances, that these entities should 
be designated Material Associated 
Persons. This is partidularly true in light 
of the fact that many broker-dealers 
carry potentially risky or highly 
leveraged positions, including interest 
rate agreements and over-the-counter 
derivative products in these first-tier 
affiliates. 

The next layer may consist of a 
corporate holding company which has a 
controlling interest in the broker-dealer 
holding company and often one or more 
other intermediate holding companies 
that engage in businesses independent , 

of the broker-dealer. The scope of the 
final risk assessment rules may. in some 
instances, extend to certain of these 
entities, especially if the broker-dealer 
depends on any of these companies as a 
source of funding. Alternatively, 
intermediate holding companies or an 
ultimate parent company may meet the 
material impact test. The financial 
distress or a potential bankruptcy filing 
by such an entity could directly threaten 
the broker-dealer's ability to obtain 
credit or might interfere with the broker- 
dealer's access to the clearance and 

settlement system. If the day-to-day 
operations of the broker-dealer are or 
could be affected by the activities of the 
affiliate or parent, then that affiliate is 
most likely a Material Associated 
Person. On the other hand. there may be 
situations where, after an evaluation of 
all the relevant facts and circumstances, 
it appears that associated persons in the 
upper levels of the holding company 
hierarchy are likely to have only a 
remote impact on the financial and 
operational condition of the broker- 
dealer, and should not be designated 
Material Associated Persons. If the 
ultimate parent in a multi-tiered holding 
company is primarily involved in non- 
financial and non-securities activities, 
such as retailing or manufacturing. the 
Commission believes the parent should 
not, absent unusual circumstances, be 
designated a Material Associated 
Person. 

3. Use of Exchange Act Reports 
Finally, several commentators 

suggested that the Cornmimion create a 
separate category for Material 
Associated Persons that are subject to 
periodic Exchange Act reporting 
obligations. These public Material 
Associated Persons, argued the 
commentators, should be permitted to 
submit copies of reports on Forms 10-K 
and 10-Q for risk assessment purposes. 
While the Commission's goal b to 
incorporate as much readily available 
information as possible into the risk 
assessment program it does not believe 
that Exchange Act reports. wi,thout 
additional disclosure, can be used by 
broker-dealers in reporting on a 
Material Associated Person. Exchange 
Act reports are public disclosure 
documents that do not contain the 
specialized data required to enable the 
Commission staff to adequately assess 
the overall financial condition of a 
holding company and the potential 
impact its key members can have on a 
registered broker-dealer. Moreover, the 
Commission needs to have urliformity in 
the  reports filed under the rules. Even 
though qome of the information required 
by Form 17-H is contained in Forms 10-
K and 10-Q, the Commission does not 
believe it would be unduly burdensome 
to reformat it on Forrn 17-H. 

B. Treatment of~ e ~ u l a t e dEnths  
Proposed Rules 17h-IT and l7h-ZT 

contained special provisions for 
associated persons or brokers or dealers 
subject to the regulatory supervision of 
certain federal and state regulatory 
authorities. These provisions were 

.designed to diminish the need for 
broker-dealers to create an additional 
set of records where records 

substantially similar to those required 
by the risk assessment rules are created 
for the use of other federal or state 
regulators. The Commission is adopting 
the special provisions, with some 
refinements, as they apply to banks and 
insurance companies. and is adding a 
section for Material AssociatedPersons 
subject to the regulation of the 
Commodity Futures Trading 
Commission. 

1.Banks 

Proposed Rule 17h-IT provided that a 
broker-dealer would be deemed to be in 
compliance with the rule's 
recordkeeping requirements with 
respect to a Material Associated Person 
subject to the supervision of a federal 
banking agency if the broker-dealer 
maintained copies of the reports filed by 
the associated bank with its federal 
banking regulator. Proposed Rule 17h-2T 
permitted the brokerdealer to hvnish 
copies of such reports to the 
Commission. The Commission is 
adopting these provisions eubstantially 
as proposed. Several commentators 
requested clarification on the 
application of these provisions to 
domestic and foreign banks. 

One commentator suggested that the 
rules should be clarified to specify 
which forms filed with bank regulators 
need to be maintained and filed by the 
broker-dealer. In addition, several 
commentatore requested clarification 
with respect to the application of these 
provisions to foreign banks subject to 
federal banking reg~lation.~ 

Proposed Rules 17h-lT and 17h-ZT 
would require the broker-dealer to 
maintain and file copies of all the 
report8 filed with a federal banking 
regulator. After analyzing the comments 
and the various federal banking reports, 
the Commission has determined that not 
all banking reports need be filed with 
the Commission as part of the risk 
assessment program. Rather, the rules 
being adopted today specify that the 
broker-dealer must maintain copies of 
all report~filed by the bank Material 
Associated Person to comply with Rule 
17h-IT. However, Rule 17h-2T specifies 
that domestic banks will only be 

One commentator. noting the comprehenswe 
scheme of federal banking regulation, suggested thdt 
Material Associated Persons that are banks should 
be exempt from the rules altogether. Despite this 
regulatory scheme. Congress provided the 
Commission with the authority to request 
information from banks for risk assessment 
purpoaes. The Commission believes that the risk 
assessment program would not be complete if 8uc.h 
information is not obtained. As envisioned in the 
Reform Act, the Cornmiwon will obtain such 
mformation in the form presented to federal bnnhrrrg 
authorities. 
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required to file copias of Forms FY -9C 
and Form FR Y-8with the Cornmission.Q 
The Commission believes these forms 
are the only bank reporting forms 
essential to risk assessment. 

The proposed rules did not directly 
address the application of the rules to 
foreign banking organizations which are 
subject to regulation by U.S.banking 
regulators. The commentators, using an  
argument based on the language of the 
Reform Act and the legislative history, ' 

asserted that the intent of Congrrss was 
to include foreign banks that are subject 
to U.S.bank i~g  regulation under the 
special provisions for banks contained 
in the Reform Act and incorporated into 
the Commission's rules.1o After an  
examination of the content of these 
reports, and a comparison of their 
content to the reports filed by US. 
banks, the Commission has determined 
to permit foreign banking organizations 
that file reports under the banking 
statutes specified in the rules to file 
copies of their reports in the same 
fashion a s  domestic banks. 

2. Insurance Companies 
The Commission's proposal contained 

soecial ~rovisions for insurance 
&mpakes that are Material Associated 
Persons under the rules. A broker-dealer 
with an  insurance company Material 
Associated Person would satisfy the 
recordkeeping requirements by 
maintaining copies of the annual and 
quarterly reports filed by the parent 
insurance company with the state 

. insurance regulator of the parent's 
domiciliary state. A broker-dealer 
designating a stock insurance company 
as  a Material Associated Person would 
be r e q u i ~ d  to, in addition to 
maintaining state insurance reports. 
provide copies of the filings the 
insurance company makes under 
sections 13 or 15of the Exchange Act, 
together with filings made under the 
Investment Company Act of 1940. For all 
other insurance companies, the broker- 
dealer will be required to file copies of 
the reports prepared for state regulatory 
use. Two commentators discussed the 

*The Commission notea that the test of the 
Reform Act stated that brokerdealers would be 
permitted to file copies of reports filed by a bank 
pursuant,to section 8 of the Bank Holding Company 
Act of 1958. Section 8 of that Act refem lo penalties: 
the correct citation should refer to section 5 ofthe 
Bank Holding Company Act, which refers lo 
reportins obligations. The ru!es have been modified 
to correct this error. 

loThe proposed rules contained special 
provisions for banks "subject to examination by. 
and the reporting requirements of a Federal banking 
agency." The text of the Reform Act refers to the 
"examination by. or the reporting requirements of a 
Federal banking agency." The final rules have been 
revised to track the statutory language. 

provisions proposed for insurance 
companies. 

o n e  commentator suggested that 
brokers or dealers associated with a . 
mutual insurance company Material 
Associated Person should be exempt 
from the rules except to the extent that 
they should be required to file the 
annual and quarterly reports filed by the 
insurance company with state 
regulators. The Commission belleves 
that it is appropriate to have access 
through the broker or dealer to all those 
reports filed by insurance company 
Material Associated Persons. By 
requiring the broker-dealer to maintain 
all reports filed, the Commission is 
assured of prompt access to the 
information contained therein when 
necessary. 

Another commentator noted that 
while all state insurance regulators 
require the insurance companies subject 
to their authority to file annual reports, 
only a limited number require quarterly 
statements while the risk assessment 
rules require quarterly disclosure. 
Although this commentator pointed out 
that states witb quarterly filing 
requirements include the major markets 
for insurance companies, and that the 
major insurance companies therefore 
file quarterly reports, the Commission 
has a strong interest in receiving 
quarterly reports. Therefore, the rules 
provide that, in the event an insurance 
company does not prepare quarterly 
reports for a state, the associated 
broker-dealer must maintain the records 
required by Rule 17h-IT and file a Form 
17-H on a quarterly basis. The 
commentator also indicated that reports 
are filed on forms adopted by the 
National Association of Insurance 
Commissioners, not on forms prescribed 
by the insurance company's domiciliary 
state. The text of the rules has been 
changed to reflect that distinction and to 
indicate that the reports are to be filed 
regardless of whom they are filed with 
at the state level. In conclusion, the 
Commission is adopting the provisions 
with respect to insurance companies a s  
proposed with the clarification 
discussed above. 

3. Futures Commission Merchants 

The Commission has added a new 
provision to the rules adopted today 
with respect to Material Associated 
Persons subject to the supervision of the 
Commodity Futures Trading 
Commission (the "CITC"]. Pursuant to 
this section. a broker-dealer will be 
deemed in compliance with the 
recordkeeping and reporting 
requirements if it maintains and files 
copies of Forms 1FR-FCM or 1FR-IB 

filed by the Material Associated Person. 
The Commission believes that it is 
appropriate to add these provisions 
because entities regulated by the CFTC 
are subject to recordkeeping. reporting, 
and supervisory requirements similar to 
those imposed by the Comm~ssion on 
broker-dealers. 

C.Application of Rdes  to Non-Domestic 
Entities 

Roposed Rules 17h-IT and 17h-2T 
would require registered broker<deale s -
to make and keep records with respec i 
to all of their Material Associated 
Persons, regardless of the nationality or 
regulatory status of such Material 
Associated Person. In order to assess 
the impact of these requirements on 
multi-national conglomerates, the 
Commission's proposal specifically 
requested comment on the application of 
the risk assessment rules to foreign 
entities. In response, several US. 
subsidiaries of foreign firms, together 
with a number of foreign regulatory 
authorities, commented on the proposed 
rules. 

The foreign commentators made the 
following suggestions. First, noting that 
many non-domestic Material Associated 
Persons are subject to the regulatory 
supervision of a foreign regulator, the 
commentators urged the Commission to 
exempt altogether any Material 
Associated Person subject to foreign 
regulation. As an  alternative. the 
commentators requested that the 
Commission rely on the home country 
regulator of the Material Associated 
Persofi for assurances of the entities' 
financial soundness. In connection with 
this approach, the commentators urged 
the Commission to develop additional 
and more extensiv information sharing 
agreements with in 'iernational 
regulatory organizations in order to 
create a global risk management 
environment that primarily relies on the 
home country regulator of an 
international enterprise. 

The Commission believes in the 
principle of cooperation and information 
sharing among financial and securities 
regulators. However, the Reform Act 
requires the Commission to promulgate 
rules requiring broker-dealers to report 
on the financial condition of all affiliates 
that could have a material impact on the 
U.S.registered entity. In today's global 
marketplace, that impact could just a s  
easily be caused by a non-domestic 
entity a s  a domestic one. In light of the 
Congressional mandate in this area, the 
Commission does not believe it is 
appropriate to exempt foreign entities 
from the application of the risk 
assessment rules, even if a foreign firm 
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is regulated in its home country. Instead, 
the Commission has determined to 
adopt the approach suggested by certain 
commentators, which the Commission 
believes will enable the Commission to 
properly discharge its regulatory 
obligations while at the same time 
affording deference to the existence of 
foreign banking and securities 
regu!ators. 

In a new section added to Rules 17h- 
1T and 17h-2T, a broker-dealer will be 
allowed to maintain and file reports 
prepared by a Material Associated 
Person for a Foreign Financial 
Regulatory Authority as  that term is 
defined in section 3(a)(51) of the Act in 
lieu of having to prepare a Form 17-H.ll 
The Commission believes this approach 
will not be unduly burdensome for 
foreign entities because the broker- 
dealer will be ~enn i t t ed  to file c o ~ i e s  of 
foreign regulaiory reports directly with 
the Commission. The Commission notes 
that the treatment accorded to entities 
regulated by fopign authorities is 
similar to that accorded to regulated 
domestic entities. In effect, the 
Commission is not imposing any 
additional burdens on any regulated 
entity other than requiring an  English 
translation of reports already produced. 

Under the rules adopted today, where 
a Material Associated Person is subject 
to the regulatory supervision of a 
Foreign Financial Regulatory Authority. 
the broker-dealer may maintain and file 
copies of the reports produced for that 
regulator. 

D.Exemptions 
In order to create a risk assessment 

program that both deploys the 
Commission's resources in a cost- 
effective me.nner and focuses in on the 
segment of the securities industry most 
likely !o have a significant impact on the 
operation of the markets or on investors, 
proposed Rules 17h-IT and 17h-ZT 
contained three exemptive provisions. 
The first would permit individual 
broker-dealers to apply for an 
exemption. Section 17(h) of the Act 
directs the Commission to consider in 
the exernptive process a number of 

I '  Section 3(a)(51) of the Act defines a "foreign 

' financial regulatory authority" to mean "any (A) 
Foieign securities authority. (El)other governmental 
body or foreign equivalent of a self-regulatory 
organization empowered by a foreign Bovernment to 
administer or enforce its laws relating to the 
regulu!ion of fiduciaries, trusts, commercial lending, 
insurance, trading in contracts of sale of a 
commodity for future delivery, or other instrument8 
traded on or subject to the rules of a contract 
market, board of trade, or foreign equivalent, or 
other financial activities. or [ C )  membership 
organization a function of which is to regulate 
participation of its members in activities listed 
above." 

factors that were contained in the 
proposed rules. Although the 
Commission believes it is appropriate 
for the Commission to consider 
exemptive applications from individual ' 
broker-dealers, because the factors for 
this general exemption are set forth in 
the text of the statute, it is unnecessary 
to repeat them in the text of the rules. 
Therefore, the language contained in the 
proposed rules duplicating the statutory 
language will not be repeated in the 
rules. 

The second category of exemption 
contained in Rules 17h-IT and 17h-2T 
would exempt limited purpose mutual 
fund brokers who are exexpt from the 
prov~sions of the customer protection 
rule, Rule 15~3-3pursuant to paragraph 
( k ) ( ~ )thereof.lp This category would 
include the firms associated with 
insurance companies that are registered 
with the Commission a s  brokerdealers 
in order to offer variable annuity and 
other related products. Because the 
Commission believes these limited 
purpose firms pose limited systemic or 
customer risk and are beyond the 
intended mope of the Reform Act, this 
aspect of the proposal is being adopted. 
This exemption will exempt these firms. 
regardless of the amount of capital they 
maintain. 

The third category of exemption 
contained in the proposed rules would 
also have exempted broker-dealers that 
maintain capital of less than $5 million 
and which do not carry customer 
accounts. The commentators who 
discussed this exemption generally 
agreed that the $5 million capital 
threshold was too low. Alternatives 
ranged from $25 to $100 million in 
capital or a sliding scale approach 
correlating the amount of capital with 
the nature and scope of the risk 
associated with different activities. 
Several commentators suggested that 
the rules exempt all but the largest 50 to 
75 broker-dealers. Virtually all the 
commentators opposed the condition 
that would cause all broker-dealers that 
hold customer funds or securities or 
carry customer accounts to be subject to 
the rules. 

These broL.er-dealen are exempt from the 
provisions of Rule 15~3-3 pursuant to paragraph 
[k ) [ l l  thereof. They must limit their activities to the 
purchase, sale. and redemption of redeemable 
secuntiea of registered investment companies or of 
interests or participation in an insurance company 
separate account, whether or not registered as an 
investment company; the solicitation of share 
accoilnts for savings and loan associations insured 
by an instrumentality of the United States: and the 
sale of securities for the account of a customer to 
obttiin funds for immediate reinvestment in 
redeemable securities of registered investment 
companies. 

The Commission believes that. 
especially in the initial phases of the 
risk assessment program, caution is 
warranted in the setting of the 
exernptive provisions in the risk 
assessment rules. The Commission does 
conclude, however, that a refinement 
can be made to this exemptive provision 
that will reduce the overell number of 
subject broker-dealers without a 
corresponding trade-off in risk. 
Therefore, the rules being adopted today 
raise the $5 million to $20 million except 
as to firms that hold customer assets 
(unless they maintain less that $250,000 
in net capital). Excluded also would be 
broker-dealers that clear customer 
trades but do not hold funds or 
securities for customers except to 
facilitate transactions and only for the 
time necessary to complete the 
transaction. 

As noted, as  proposed, all firms that 
carry customer accounts would be 
covered by the rules. The commentators 
objected to this aspect of the rules 
because it would subject certain firms 
with minimal capital to the 
recordkeeping and reporting 
requirements solely because they carry 
customer accounts: The omm mission -
considers this to be a valid point which 
can be addressed by putting a "floor* on 
these firms. Accordingly, the rules have 
been revised to limit their application to 
those carrying firms that maintain in 
excess of $250,000 in capital. Thus, all 
broker-dealem that carry customer 
accounts who maintain capital in excess 
of $250.000 would be subject to the rules. 

A review of the capitalization of the 
securities industry reveals that, of the 
approximately 5,600 broker-dealers that 
conduct a public business, 
approximately 800 firms clear and carry 
the accounts of customers. Of this 
number, approximately 435 firms have 
capital in excess of $250,000. Together 
wlth firms that maintain in excess of $20 
million, today's action would subject 
approximately 630 firms to the risk 
assessment rules. However, Schedule I 
to the FOCUS Report requires broker- 
dealers to indicate whether or not the 
firm is a subsidiary of a parent which is 
not a registered broker-dealer. From this 
item an estimate of how many broker- 
dealers are part of a holding company 
structure (and could have Material 
Associated Persons) can be achieved. 
The most recent data from Schedule I 
shows that 280 broker-dealers indicated 
they were a subsidiary of a non-broker 
dealer. This data indicates that the 
actual number of broker-dealers that 
will be required to report on their 
Material Associated Persops will be 
considerably smaller than the 

51 SEC DOCKET 2096 



approximately 630 firms potentially 
subject to the rulee. Finally, whiie the 
staff plana to focus its effarte on the 
largest 50 to 75 broker-dealers, in the 
event of a problem with a firm that 
carries or holds customer accounts, the 
Ccvmmiwion and its staff will have 
access to this retained data and will be 
able to focus more promptly on 
customer exposure. 

In. Final Risk Assessment Rules 
A. Recordbeping and Reporting
Reguinments 

Proposed Rule 17h-IT would require 
broker-dealera to maintain and preserve 
two general categories of information 
concerning each Material Associated 
Person of the broker-dealer. The fitsf 
category concerned the holding 
company's organization and risk 
management policies. The second 
involved the financial condition of the 
organization, including financial 
statements tagether with specialized 
categories of financial and securities 
activity related data, s&h as 
information concerning interest rate 
swaps, financial instruments and real 
estate ventures. Proposed Rule 17h-2T 
would require broker-dealera to fiie 
quarterly reports of the information 
required to be maintained by Rule 17h- 
IT. 

The commentatora to the 
Commission's proposal objected to the 
amount of information reqnired to be 
maintained under proposed Rule 17h- 
IT. Morewer, the commentators argued 
that the level of detail required by 
proposed Form 17-H was excessive and 
beyond what the Commission requires 
-for its regulatory purposes. The 
Commission is sensitive to the concerns 
articulated by the industry, and in 
adopting the risk assessment rules, i s  
reducing, where possible, the 
recordkeeping and reporting burdens 
imposed by the rules. In addition, many 
of the commentators' suggestions with 
respect to the specifics of the proposal 
are being incorporated into the rules as 
adopted today. 

1.Organization and Risk Management 
Policiee 

(a) Organizational chart. Paragraph 
ja)(l)(i) of Rule 17h-lT will require a 
broker-dealer to maintain an 
organizational chart of the holding 
company structure. The brokerdealer is 
requred to indicate which associated 
persons of the brokerdealer are deemed 
to be Material Associated Persons. 
Associated persons that exist solely for 
tax reasons or that are shell companies 
that produce little or no revenue may 
either be omitted from the chart or 

combined into a single entry to reduce 
the number of entries. As proposed, 
paragraph (a)(l)[i) would have required 
the maintenance of a flowchart 
compiled duriag the audit process. 
Several commentators pointed out that 
certain organizations either do not 
prepare flowcharts, or prepare them on 
a business segment rather than a legal 
entity basis, as the proposal would 
require. Based in part on the comments. 
the Commission has decided to 
eliminate the flowchart ~equirement. 

Proposed Form 17-H specified that the 
organizational chart was to be filed in 
the broker-dealer's first risk assessment 
filing a d  at each year-end. Quarterly 
updates would be required only where a 
significant change has occurred in the 
information on file with the 
Commission. The Commission is 
adopting these filing requirements as 
proposed.'J 

Form 17-H has bken revised to 
conform to paragraph (a)(i)(i) and no 
longer calls for a narrative discussion 
concerning the criteria used in selecting 
Material Associated Persons, the 
business lines conducted. and the names 
of the chief executive, operating 
financial officers of each Material 
Associated Person. These requiremenb 
were burdensome, and the Commission 
can obtain this information on an ad hoc 
basis as needed. Form 17-H will require 
the name and telephone number of a 
contact person at the brokerdealer who 
will be available to answer questions 
concerning the information reported 
therein, including the holding company 
structure and the criteria used in 
designating Material Associated 
Persons. 

(b)Risk munugementpolicies.As 
proposed, paragraphs (a)(l) (ii) through 
(iv) would require a brokedealer to 
maintain certain risk management 
policies for itself and each Material 
Associated Person. The Commission has 
reorganized these prbvisions into a 
single revised paragraph. As revised, the 
new paragraph no longer requires 
policies concerning credit controls and 
collateral procedures.14 As adopted, 

'3 Under the temporary implementation schedule 
net forth In this release. brokerdealere will be 
required to fumieh an organizational chart 30 daya 
after the Initial effective dale of the rules. Becnuae 
the rules require broket-deaiers to file the 
organizational chart in each year-end Form 1 7 4  
brokerdealem operating on a calendar year end 
would technically be required to file another chart 
in the December filing. For the purposes of the 
phase-in of the rules, any broker-dealer fil~ng an 
organizational chart under the temporary , 
implementation schedule need not file the chart a 
second time in the first year-epd filing unleas a 
material change has o c d .  

The Commission notes lhat the information 
regarding capital adequacy fonnerly contained in 

Form 17-H will require a broker-dealer 
to file its policy information only in the 
first filing with the Commission; 
quarterly updates will be required only 
where a material change has occurred in 
the information on file with the 
Commission. 

In addition, a number of 
commentators argued that the policies 
required by the rules should be the 
policies of the broker-dealer only, and 
not each Material Associated Person. 
The Commission agrees that this 

- clarification is warranted. Therefore, the 
proposal has been amended to state that 
the policies required to be maintained 
under Rule 17h-IT and filed under Rule 
17h-zT should be the broker-dealer's 
policies only. Additionally, the final 
rules require the broker-dealer to 
maintain policies for monitoring and 

'controlling financial and operational 
risks to itself based on the activities of 
its Material Associated Persons. 

Finally, some commentators were 
unsure whether the Commission's 
proposal instituted an affirmative 
burden to create policies and procedures 
in the risk management area if none 
previously existed. The Reform Act 
provided the Commission with authority 
to monitor existing pmcedures for 
controlling systemic risk in the 
securities industry. if a firm operates 
without the policies referred to in the 
rules, it will be sufficient for risk 
aseessment purposes for the bmker- 
dealer to document in writing, the 
absence of such policies. 

(c) Material legal proceedings. 
Proposed Rule 17h-IT would require 
brokerdealers to keep records that 
describe all material pending legal 
proceedings to which the broker-dealer 
or any Material ~ssociated Person is a 
party, or to which any of its property is 
subject and that would be required to be 
disclosed under GAAP. The 
commentators requested clarification on 
the application of this paragraph. As 
revised, new paragraph (a)(l)(ii) will 
require brokerdealers to maintain a 
record of material legal proceedings that 
would be required to be disclosed under 
GAAP on a consolidated basis looking 
at the organization as a whole. The 
references to the form and content of 
Item 103 of Regulation SX have been 
deleted. Rule 17h-ZT and Form 1 7 4  will 
require this information to be filed in the 
first Form 17-H delivered to the 

paragraph (a)(l)(vi) of proposed Rule 17h-IT has 
been incorporated into the nvieed paragraph 
(a)(~)(ii].Reposed item 4 of Form 1 7 4 .  dealing 
with capital adequacy information, has been 
deleted as unnecessary. 
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Commiuion, with quarterly updates
only ifnece81ary.

2. Finoncial in/ormation. As noted
above, the lecond general category of
risk Bueument information required to
be mainltlined by Rule t7lt--1T and filed
on Fonn 17-H pursuanl to Rule t7h-2T
will include the finandal dahl necessary
to asse81the riska to a regietered firm
caused by the aClivitie. of its Material
Associated Personl. The Commission ie
adopting these provi.ions in modified
form to respond to many of the
commentators' suggestions.

(a) Finonciolswlemenu. As ·the
Commission .tated In ite proposal. the
Infonnalion contained in the financial
.Iatements required by the rule. will be
one of the mo.t important element. of
the risk aesessment program. Thi. oata
will enable the Commlsaion .taff 10
evalu,te the broker-dealer's position in
the holdinjt company hierarchy aa a
whole. and will give an overview of the
financial condition of the organization.

As propoeed. Rule 17h-IT would
require broker-dealers to make and keep
co1l8olidating and con.olidated balance
sheela. Income .t8tements and ca.h flow
statement. for the broker-dealer and
each Material A.sOOated Person
prepared In accordance with GAAP.
Form 17-H contained various
Instruc!iona for guldanClt In report.ing the
financl.1 data to the Commi8lion.
Specifically, Form 17-H required the
financial statemente to be prepared In
the form and content epaclfied by
Regulation S-x. Propoaed Form 17-H'
also required a reconciliation to U.s.
GAAP in the event that the financial
statement. were prepared In accordance
with a oomprehenslve eet of accounting
principles other than U.s. GAAP.

Primarily, the commentators objected
to the burdens ImpOled by the rule'l
requirement to present financial data in
the fonn required by Regulation S-X. .
Broker-dealers that are non.public
companies, or thet heve non.public
Materiel Auociated Penons, argued
that the imposition of the S-X standardl
would. in ellence. require the finns to
develop new accoWlting end legal
infraetruclures for the sole purpose of
complying with the Commisaion'l risk
esseument rulel. In propoling (hll
requirement, the Commiulon did not
intend,to Impose unnecessary end costly
burdens on those entities not otherwise
lubjeet to the requirements of
Regulation s-x. Rather. the Commillion
intended to provide guidence regarding
the fonn and content of the necellary
financial dlsclosUf'8. Therefore. in view
of the opposition to thi. requirement.
and the bun:lens cUed by the industry in
complying, the Commilslon has decided
to revise the requirements for financial

di.c1osure Wlder the rules. The revised
rulel and fonn will require conlOlidated
and coneoUdatins financial balance
sheets. income statements and
statements of ca.h Rowe prepal'1!d in
accordance with GAAP and without
reference to Regulation S-X.
Additionelly, the requirement for a
reconciliation to U.s. GAAP hae been
deleted. Entitles Ullng a sei of
accounting principlel ather than U.s.
GAAP will be required to discloae what
the accountilli prlnciplee .re, but will
not be required to reconcile the numbers
to U.S. GAAP. .

Additionally, several commentators
requelted clarification al to whether, in
the preparation of the consolidating
financialstatementa, the rulea would
require separate .land-alone finenclal
date for each Material Alloclated
Person. The Commll,ion has revised
parqr.phe la){1)(lv) end (a)(I)(v) of
Rule 17b-1T and the correepondins
sectiona of FOnD 17-H to lpecify that the
.conaolidating and consolidated balance
sheet•• Income ltatementl. and
Itatement of ca,b fiows are required for
the broker-dealer and the broker
deeler'l ultimate holding company
parent. 5eperate conaolidating"and
ooneolidated information Ie Dot required
for each Material AuocIated Peraon
Included in the coneolidating and
consolidated information.

(b) AgsreaatB 'ecurities Qnd
.commoditie, po,ition,. Propoeed Rule
17b-1T would require broker-dealers'to
maintein recordl of the amount at 'the
end of tbe quarter, and the hiBhett and
lowelt emountl dur1n8 the quarter. of
aecuritlel and commodltiel po.ltiona
held by e.ch M.terial Auoclated
Penon. Including a separate tletins of
each po.ilion that exceedl a defined .
M.teri.lity 11u'eabold at any time during
the quertet. Propoaed Rule 17h-IT
defined the tenn Materiality TItreshold
to mean the greater of; (A) Stoo million:
or (B) 10 percent of the broker-dealer's
tentative net capital or 10 percent of·the
Material Associated Person'e tangible
net worth. whichever Is greater.
Proposed 'Form 17-H .et forth a
achedule to be ueed in reporting thil
data to the Commission.

Generally. the commentators
te<:ognized the need for the Commlulon
to'compile and .nelyu polilion data.
The writera did. however. offer a
number of luae.Uone that the
Commiaaion believel are helpful and
that can be Incorporated into the nnel
version of the rulei being adopted'
today. Specifically, the Securities
Industry Allodation (the "SIA")
recommended that the highs end lowe
for single poillion trac:ldng, requirements
in the role ,hould be detennlned on the

basis of month-end figures, rather than
daily figures, which would Impose a
costly and continuoue monitoring
requirement. The Commil8ion agrees
that month-end reporting would be
lufficient for riak asse'ument purposes,
and hal modified the rule accordingly.
AI revised. Rule 17h-1T will require
broker-dealerlto maintain eggregale
position data at quarter end. and al
month end ifgreater than quarter end,
Single posltKln tracking for the purposea'
of monitoring poeitlon. that are larger
than the Materiality 'Ibreshold will be
required at month end. Finelly, Item 5 of
Form 17-H hal been modified to
conform 10 the language of Rule 17b-1T
and the line item. In the Form have~
revised to refieet the conunentators'
concernll re&lIrding nceasive'detall in
the dieclo.ure of optlorui posmonll.

(c) Financial in,tl1Jments. Proposed
Rule 17h-IT required broker-dealers to
ma!nt~in Information concerning the
actlvitiee of a M.terial Auocjated
Penon inVolving flDenciellnslnimentl
with off-balance abeet rieJr. al that term
ill used in Statement of financial
Accountins Standards N~.I06("SFAS
105").. SFAS 105. which Ippliel to all
campaniei preparing finanelal
etatementi in accordance with GAAP,
requiret ditclolUf'8 of infonnation about
finanelel inltrumentl with on-balance
&heet ri.k and financiel instrpmentl
with concentretion of credit risk. 00
balance Ibeet ri.k III referred to In SFAS
1m; al the riek of accounting 1018
{defined al the 1011 that may have to be
'recogni1ed due to credit and merkel risk
al the l'elult of the obllptlona from a
financial inatrumenl).

Initially, eeveral conunenlators nOled
that SFAS 105 requiree the elilclosure on
an eMual and not quarterlyba.il. The
flml. argued that q10larterly reporting
Wlder the risk e.senment rulel would
create additional and wmeeded coat.
The Commillion recogni7.e1 that certain
additional burdenl will be ere.ied by
the Impo.ition of quarterly SFA.S 165
disclolure; however•.the merket for

" these typel of in.trumentll. growing.
and much of this activity Is being
booked outlide of the reg:I.tered broker
dealer. Thi, area may be a lOW'Ce of
concern in the future, 88' complex end
rllky financiel products are developed
end become more prevalent in the
secun!iel indUIIry. For this realon. the
Comminion ia requiring quarterly
reporting of finenclallnltrument data
under Rule 17h-2T and Form 17-H.

Additionally, the Comminion had
made certeln revilionl to the applicable
provi.loM.of the role and form
concerning the disclo.ure of financial
instrumenta. Generally, !heat revision,

(,
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clarify that the required records and
disclosure under the rules wouid be
substantially similar to that required by
SFAS 105. Thus. paragraph (a){l){vii) of
Rule t7h-lT will require broker-dealers
to maintain the notional or contractual
amounts. and in the case of options, the
value of the underlying instruments, of
finanelal.instromentsas the term is used
in SFAS 105. The rules require a
separate listing-of each instrument
where the credit risk with respect· to any
individual counterj>arty exceeds the
Materiality Threshold at quarter end.1li

As previously proposed. the rules would
require the monitoriAg of large
exposuresOD a daily basis. However.
based in part on the recommendation of
the SlA. rules have been revised to
require t1'acking at quarter end rather
than ona daily basis to l'edooe
unnece8lUD')' burdens. The Commission
wishe9 to point out that, becauseSFAS
1051eavea considerable discretion to a
fU'm in the manner Udi8clo8e8 financial
instrument data. Form 17-1-1 contains
detailed line item breakdowns of these
instruments that will make the
information reported to the Commission
more meaningful than that would be
discla&ed under SFAS 105 in a Form 1O-
K. '

(d) Bridge loans and other extensions
of credit. Paragraph (a)(l){viii) of Rule'
17h"-lT will require the aggregate
amount at the end of each quarter. and
the amount at month end if greater than
quarter end. ofbridge loans or other
simnar extensions of credit by each
Material Associated Pel'JlOn. In respOOse
to thesll88es~ions of the commentators.
and as in the case -of position reporiUlg.

-the highest and lowest amountS of
bridge loans at allY time during the
quarter wiUnotbe required; similarly,
exposures that exceed the MateriaUty
Threshold neeQ on'y be noted month
end. Quarterly di.&closure of this
informaUon will be 'required under the
provisions of Rule li'h-2T and Form 17
H.

(e) Commercial paper and other
financing information. Paragraph
(a)(1){ix) of Rule 17h-1T will require
broker-dealers to keep the aggregate
amount at the end of each quarter. and
the amount at month end ifgreater than
quarter end. of commercial paper.
secured and other unsecured borrowing,
bank loans, lines of credit. and the
principal installments of long-term or '
medium-term debt scheduled to mature
within one year. The rule has been

.. SFAS 105 defl1lee u credit risk" 88 the
posslbi'lity that a los8 may occur from the failure of
another pMty IQ pelform under the tenns of the
contract .

revised to clarify that thisinformation
should be kept for the broker-dealer and
each Material Associated 'PeNon.
Because large broker-dealers rely on the
commercial paper market for 8

significant amount oftheir daily funding
needs. the Commission believes funding
data will be critical it) the effective
implementation of the risk assessment
program. As in other areas, the
Commission has revised this provision
in response to the suggestions of the
commentators to require broker-dealers
to maintain, and report. the amounts of
commercial paper and other- financing.
sources outstanding at the end of each
quarter and not the highest and lowest
amounts during the quarter 8S the
Commission's proposal would have
required.

(f) ReGl estme information. Proposed
Rule 17h-lT reqUired bro'ker-deelers to
maintain various detailed information
CORoemift8 tile real estate and mortgage
loan activities of their Material
AS80ciatedPenwms. The Commission is
particularly coacemedaboutthe impact
mortgage !oans and real estate
investments made by:8 M$rial
Assl;JCia-ted, Pertoa 'Could hlWe,on 8

registered broker-dearer. The
Commission is adopting the nne.' real
estate prov.isions with a number of
changea that mspond to the issues
raised by the mmmentatcn. -

Pa1'8graph-(a)(1)(x) ofR. 17h-lT will
require a breakdown of real estate loaos
andmveatments by type of property;
geographic distribution; the value of
loans lhatare not cunent. ve in the
process of foreclosure, or have been _
restructured; the allowanoe for losses on
loans and investments; and ,infonnation
concerning risk concentration. The rule
specifically excludes infotmation

, reganting trading positions in whole
loens. which. as the commentators
pointed oo.t.me utlUally held for short
periods of time. As proposed. Rule 17h
IT would have required the

, maintenance of information conceming
the Material Associated Persoo's
lending and risk management policies
and policies for placing loans on a non
aocrualstatus. These requirements have
not been adopted into the final rules as
the Commission beli1!ves this is an area
where a burden ca8 be t'educed without
significant I08StO the risK assessment
program. The Material Associated
Person would only be required to
provide the criteria it uses for
determining which loans are not current.
In this regard, new Item 9 of Form t7-H
has been streamlined by eliminating the
requirement to produce 8 narrative
analysis reflecting problem loans Of

investments. Section E of Part n of Form
17-H has similarly_been revised by
reducing the level of detail in reporting.
The Commission believes that these
revilrions address the concerns of the
commentators concerning the burdens of
complying with the Teal estate
provisions of the risk assessment rules,

B. Locotiona{records. In order to
address the commentators' concern with
maintaining and storing infonnation
about many different enterpriseS within
the holding 'COmpany. the Commission is
adopting a ne,w par.agraphin Rule 17h
IT that wouldpennit the required
records to be maintained at a Material
Associated PerlJOrl, or at eome other
records storage fadlity. Any such
location must be in the United States
and the records must be kept in an
e~sny accessible place as that term is
used in Rule 17a~ Moreover. in order
to operate under this new provision. the
broker-dealer must furnish to the
Commi81lion an undertakins permitting
the examination of the records by the
Commission or its designees similar to
that currently required by the
~mission'lIbroker-dealer
recordkeeping mles.

C. Reporting requirements. Proposed
Rule 17h-2Tspecified thatFonn 17-H
would be required within 45 days after
the end of each fiscal quarter. The rule
permitted the, filing of the yt!ar-end
consolidating and consolidated financial
statements within 90 da'ys after the end
of the fiscal year. Citing personnel and
time problems. several broker-dealers,
together with tM 811\, requested that the
filing deadlines be extended by 15~ays
for both the quarter-end filings and the
_year-end filings. The Commission '
regards this concern as valid, and has
extended the reporting timeframetJ set
forth in paragraph (a)(l) of Rule 17h-2T
to 60 and 105 days respectively.

Rule 17h-2T has also been revised to
conform to the various revisiQns made
to rule 17h-1T. For example, paragraph
(cX1) of the role'" special provisions for
banks has beenl'efined to specify the
particular banking reports that are
required to be filed with the
Commission. Paragraphs (c}(3) and (d)
have been added for Material
Associated Persons that are subject to
the supervision of the CITC and foreign
regulatory authoritres.

- IV. Temporary Implementation Schedule

Many of the commentators to the
Commission's proposal pointed to the
personnel and systems adjustments that
would be required to comply with the
recordkeeping and reporting
requirements set forth in the mles being
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adopted today. To ease the burdens 
associated with starting the risk 
assessment program, the Commission is 
adopting a temporary implementation 
schedule to phase-in the rules. During 
the comment process it was stated that 
certain of the items called for under the 
rules (such as  the organization chart and 
risk management policy information) 
generally already exist. Therefore, it 
would not be difficult for broker-dealers 
to supply this information relatively 
shortly after the rules become effective. 
The remainder of the financial data will. 
it was argued, take sometime for the 
industry to compile. 

'Fhe Commission believes it is 
important to commence the information 
gathering process a s  soon as  possible 
and therefore the rules will require that 
broker-dealers maintain the information 
required by paragraphs (a)(l)(i) (the 
organization chart). (a)(2)(ii) (risk 
management policy information) and 
[a)(l)(iii) (disclogure of litigation) of Rule 
17h-1T commencing September 30.1992. 
Rules 17h-2T will require broker-dealers 
to file this limited information with the 
Comrnissnon on or before October 31, 
1992. The rules will become fully 
effective on December 31.1992. 

V. Stunmatry of F i a l  Regulatory 
Flexibility Analysis 

The Commission has prepared a Final 
Regulatory Flexibility Analysis 
("FRFA") in accordance with 5 U.S.C. 
830 concerning the final rules. The FRFA 
notes that the Commission did not 
receive any comments regarding the 
Initial Regulatory Flexibility Analysis. A 
copy of the FRFA may be obtained by 
contacting Roger G. Coffin. Division of 
Market Regulation, Securities and 
Exchange Commission. 450 Fifth Street, 
NW., Washington DC, 20549, (202)272-
7375. 

VI. Statutory Analysis 

Pursuant to the Securities Exchange 
Act of 1934 and particularly sections 17 
and 23 thereof. 15 U.S.C. 78q and 78w. 
the Commission is adding a new 
230.17h-1T and 240.17h-2T to title 17 of 
the Code of Federal Regulations in the 
manner set forth below. 

VII. List of Subjects in 17CFR Parts 240 
and 249 

Reporting and recordkeeping 
requirements; SecuriJies. 

VIII. Text of the Fial Rules 

In accordance with the foregoing, title 
17, chapter I1 of the Code of Federal 
Regulations is amended a s  follows: 

PART 240--GENERAL RULES AND 
REGUUTIONS, SECURITIES 
EXCHANGE ACT OF 1934 

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

Authority: 15 U.S.C.i7c, 77d. 7Sg, 77j, 7;s. 
77eee. 7 7 ~ .77nnn, 77sss. 771th i8c. Tad, 781, 
78j. 781,781n. 78n.780.78p. 78s. 78w. 78x. 
rallld). 79s.791.80a-20.80a-23.80a-29, €@a-
37.80b-3.80b-l. and 80b-ll. u n l ~ s s  
otherwise noted. 
* . . a * 

Section 240.17h-IT also issued under 
15 U.S.C. 78q. 
L * . . . 

2. By adding 5 B0.17h-lT to read a s  
follovs: 

8 240.17h-IT Risk assessment 
recordkeepingrequlremcmtslor associated 
personaof brokers and dealera 

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

(i) An organizational chart which 
includes the broker or dealer and all its -associated persons. Included in the 
organizational chart shall be a 
designation of which associated persons 
are Material Associated Persons a s  that 
term is used in paragraph (a)(2) of this 
section; 

[ii) Written policies. procedures. or 
systems concerning the broker or 
dealer's: 

(A) Methodls) for monitoring and 
controllinn financial and o~eretional  
risks to itksulting h m  th'e activities of 
any of its associated persons, other than 
a ne tural person; 

(B] Financing and capital adequacy, 
including information regarding sources 
of funding. together with a ndrrative 
discussion by management of the 
liquidity of the material assets. the 
structure of debt capital, and sources of 
alternative funding; and 

(C) Trading positions and risks, such 
as  records regarding reporting 
responsjbilities for trading activities, 
pohcies relating to restrictions or 
limitations on trading securities and 
financial instruments or products. and a 
description of the types of reviews 
conducted to monitor existing positions, 
and limitations or restrictions on trading 
activities. 

(lii)A description of all material 
pending legal or arbitration proceedings 

involving a Material Associated Person 
or the broker or dealer that are required 
to be disclosed by the ultimate holding 
company under generally accepted 
accounting principles on a consolidated 
basis; 

(iv) Consolidated and consolidaling 
baldnce sheets, prepared in accordance 
with generally accepted accounting 
principles, which may be unaudited and 
whrch shall include the notes to the 
financial statements, a s  of quarter end 
for the broker or dealer and its ult~mate 
holding company: 

(v) Quarterly consolidated and 
consolidating income statements and 
consolidated cash flow statements. 
prepared in accordance with generally 
accepted accounting principles, which 
may be unaudited and which shall 
include the notes to the financial 
statements, for the broker or dealer and 
ita ultimate holding company; 

(vi) The amount a s  of quarter end, and 
at  month end if greater than quarter end. 
of the aggregate long and short 
securities and commodities positions 
held by each Material Aseociated 
Person, including a separate listing of 
each single unhedged securities or 
commodities position, other than U.S. 
government or agency securities, that ' 

exceeds the Materiality Threshold a? 
any month end; 

(vii)The notional or contractual 
amounts, and in the case of options, the 
value of the underlying instruments. as 
of quarter end, of financial instruments 
w t h  off-balance sheet risk and financial 
instruments with concentrations of 
credit risk (as those terms are used in 
Statement of Financial Accounting 
Standards No. 105)where the Material 
Associated Person operates a trading 
book, with a separate entry of each 
commitment where the credit risk (as 
that term is used in Statement of 
Financial Accounting Standards No. 
105) with respect to a counterparty 
exceeds the Materiality Threshold at 
quarter end; 

(vii~)The aggregate amount a s  of 
qr;arter end. and the amount at month 
end if greater than quarter end, of all 
bridge loans and those other material 
ur~secured extensions of credit (not 
including intra-group receivables] with 
en initial or remaining maturity of Irss 
than one year by each Material 
Associated Person, together with the 
dllowance for losses for such 
transactions, including a specific 
description of any extensions of credll 
to a single borrower exceeding the 
Materiality Threshold at  any month end, 

(ix) The aggregate amount as of 
quarter end, and the amount at month 
end if greater than quarter end, of 
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commercial paper, secured and other 
unsecured borrowing, bank loans, lines 
of credit, or any other borrowings, and 
the principal installments of long-term 
or medium-term debt, scheduled to 
mature within twelve months from the 
most recent fiscal quarter for the broker 
or dealer and each Material Associated 
Person; and 

fx) Data relating to real estate 
activities, including mortgage loans and 
investments in real estate, but not 
ancluding treding positions in whole 
loans. conducted by each Material 
Associated Person, including: 

(A) Real estate loans and investments 
by type of property, such a s  construction 
and development, residential. 
commercial and industrial or farmland 
{B)The geographic distribution, a s  of 

quarter end, by type of loan or 
investment where the amount exceeds 
the Materiality Threshold at  quarter 
end; 

(C)The aggregate carrying value of 
loans which each Material Associated 
Person deems to be not current a s  to 
mterrst or principal. together with the 
Material Associated Person's criteria for 
the determination of which loans are not 
current, or which are in the process of 
foreclosure or that have been 
restructured; 
(73)The allowance for losses on loans 

and on investment real estate by type of 
loan or investment, and the activity in 
the allowance for losses account: and 

(E) Information about risk 
concentration in the real estate 
xlvestment and loan portfolio, including 
~nformation about risk concentration to 
a single borrower or location of property 
~f the risk concentration exceeds the 
Materiality Threshold at quarter end. 

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

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

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

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

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

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

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

(4) For the purposes of this section 
and section 240.17h-2T, the term 
"Materiality Threshold shall mean the 
greater of: 

(i] $100 million; or 
(ii) 10 percent of the broker or dealer's 

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

(b)Special provisions with respect f n 
material associatedpersons subject to 
the supervision of certain domestic 
regulators. A broker or dealer shall be 
deemed to be in compliance with the 
recordkeeping requirements of 
paragraph (a) of this section with 
respect to a Material Associated Person 
if: 

(I)Such Material Associated Parsor! IS 

subject to examination by, or the 
reporting requirements of, a Federal 
banking agency and the broker or dealer 
maintains in accordance with the 
provisions of this section copies of all 
reports submitted by such Material 
Associated Person with the Federal 
banking agency pursuant to section 5211 
of the Revised Statutes, section 9of the 
Federal Reserve Act, section 7(a) of the 
Federal Deposit Insurance Act, section 
10(b) of the Home Owners' Loan Act, or 
section 5 OF the Bank Holding Company 
Act of 1956other than the Form FR 2068; 
or 

(2) If such Material Associated Person 
is subject to the supervision of a n  
insurance commissioner or other sirn~lar 
official or agency of a state, and the 
broker or dealer maintains in 
accordance with the provisions of this 
section copies of the Annual and 
Quarterly Statements with Schedules 
and Exhibits prepared by the insurance 
company on forms prescribed by the 
National Association of Insurance 
Commissioners: or 

(3) In the event an insurance company 
is not required to prepare Quarterly 
Statements on forms prescribed by the 
National Association of Insurance 
Commissioners, the broker or dealer 
must maintain and preserve the records 
required by paragraph (a) of this section 
on a quarterly basis; or 

(4) In the case of a Material 
Associated Person that is subject to the 

supervision of the Commodity Futures 
Trading Commission, the broker or 
dealer maintains in accordance with the 
provisions of this section copies of the 
reports filed on Forms 1 FR-FCM or 1 
FR-I8 by such Material Associated 
Person with the Commodity Futures 
Trading Commission. 

(c/ Specid provisions with respect ro 
materiof ossociotedpersotis subject to 
the supervision of a foreign ,financial 
replotory aulhonty. A broker or dealer 
shall be deemed to be in compliance 
with the recorclkcepisg requirements of -
paragraph (a) of this section with 
respect to a Material Associated Person 
if such broker or dealer maintains in 
accordance with the provisions of thts 
section copies of the reports filed by 
such Material Associated Persons with a 
Foreign Financial Regulatory Authority. 
The broker or dealer shall maintain a 
copy of the original report and a copy 
translated into the English language. For 
the purposes of this section, the term 
Foreign Financial Regulatory Author~ty 
shall have the meaning set forth in 
section 3{a)(52) of the Act. 

(d) Exemptions. (1) The provisions of 
this section shall not apply to any 
broker or dealer which is exempt from 
the provisions of section 240.133-3, 

t i )  Pursuant to paragraph (k){?) of 
5 240.15~3-3: or 

(ii) Pursuant to paragraph [k)(2) of 
8 240.15~3-3;or 

(hi) If the broker or dealer does not 
qualify for an exemption from the 
provisions of 9 240.15~3-3 and such 
broker or dealer does not hold funds or 
securities for, or owe money or 
securities to, customers and does not 
carry the accounts of or for customers; 
unless 

(iv) In the case of paragraphs (d)(l)lil) 
or (d](l)(iii) of this section,lthe broker or 
dealer maintains capital including debt 
subordinated in accordance with 
appendix D of $ 240.15c3-1 equal to or 
greater than .$20,m,m. 

12) The provisions of this section sha'll 
not apply to any broker or dealer which 
maintains capital including debt 
subordinated in accordance with 
appendix D of section 240.15~3-1 of less 
than $250.000. even if the broker or 
dealer hold funds or securities for, or 
owes money or securities to, customers 
or carries the accounts of or for 
customers. 

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

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

(e) Location bf records. A broker or 
dealer required to maintain reqrds 
concerning a Material Associated 
Person pursuant to this section may 
maintain those records either at the 
Material Associated Person or at a 
records storage facility provided that the 
records are located within the 
boundaries of the United States and the 
records are kept in an easily accessible 
place, as that term is used in 8 240.17a-
4. In order to operate pursuant to the 
provisions of this paragraph, the 
Material Associated Persowor other 
entity maintaining the records shall file 
with the Commission a written 
undertaking in form acceptable to the 
Commission, signed by a duly 
authorized person, to the effect that the 
records will be treated as if the broker 
or dealer was maintaining the records 
pursuant to this section and that the 
entity maintaining the records 
undertakes to permit examination of 
such records at any time or from time to 
time during business hours by 
representatives or designees of the 
Commission and to promptly furnish the 
Commission or its designee true. correct, 
complete and current hard Copy of any 
or all or any part of such records. The 
election to operate pursuant to the 
provisions of this paragraph shall not 
relieve the broker or dealer required to 
maintain and preserve such records 
from any of its responsibilities under 
this section or section a0.17h-2T. 
(f) Confidentiality. A11 information 

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

(g) Temporary implementation 
schedule. Every broker or dealer subject 
to the requirements of this section shall 
maintain and preserve the information 
required by paragraphs (a)(l)(i), (ii), and 
(iii)of this section commencing 
September 30,1992 Commencing 
December 31,1992, the provisions of this 
section shall apply in their entirety. 

3. By adding Q 240.1??-2T to read as 
follows: 

6 240.17h-fl Rlsk a- reparting 
requirementslor brokers and deakm. 

(a) Reporting requirements of risk 
assessment information required to be 
moin tained by section 240.17J+1 T. (1) 
Every broker or dealer registered with 
the Commission pursuant to section 15 
of the Act, and every municipal 
securities dealer registered pursuant to 
section 15B of the Act for which the 
Commission is the appropriate 
regulatory agency, unless exempt 
pursuant to paragraph (b) of thia section. 
shall file a Form 1 7 4  within 80 
calendar days after the end of each 
fiscal quarter. The Form 17-H for the 
fourth fiscal quarter shall be filed within 
80 calendar days of the end of the fiscal 
year. The cumulative yearend financial 
statements required by section 240.17h- 
IT may be filed separately within 105 
calendar days of the end of the fiscal 
year. 

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

(3) For the purposes of this section. 
the term Material Associated Person 
shall have the meaning used in 
4 240.17h-IT. 

(b)bemptions. (1) The provisions of 
this section shall not apply to any 
broker or dealer which is exempt from 
the provisions of section 240.15p-3: 

(i) Pursuant to paragraph &)(I) of 
8 240.15~3-3; or 

( i t )  Pursuant to paragraph (k)(2) of 
8 240.15~33; or 

(iii)If the broker or dealer does not 
qualify for an exemption from the 
provisions of Q 240.15~3-3 and such 
broker or dealer does not hold funds or 
securities for, or owe money or 
securities to, customers and does not 
carry the accounts of or for customers; 
un!ess 

(iv)In the case of paragraphs (b)(l)(ii) 
or (b)(ll(iii) of this section, the broker or 
dealer maintains capital including debt 
subordinated in accordance with 
appendix D of 9 240.15~3-1equal to or 
greater than $20,000,000. 

(2) The provisions of this section shall 
not apply to any broker or dealer which 
maintains capital including debt 
subordinated in-accordance with 
appendix D of 3 240.15~3-1 of less than 
$254000, even if the broker or dealer 
hold funds or securities for. or owes 
money or securities to, customers or 
carries the accounts of or for customers. 

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

(4) The Commission may, upon 
written application by a Reporting 
Broker or Dealer, exempt from the 
provisions of this section, either 
unconditionally or on specified terms 
and conditions, any brokers or dealers 
associated with the Reporting Broker or 
Dealer. The term "Reporting Broker or 
Dealer" shall mean, in the case of a 
broker or dealer that is associated with 
other registered brokers or dealers, the 
broker or dealer which maintains the 
greatest amount of net capital as 
reported on its most recently filed Form 
X-17A-5. In granting exemptions under 
this section, the Comniission shall 
consider, among other factors, whether 
the records and other information 
required to be maintained pursuant to 
8 240.17h-lT concerning the Material 
Associated Persons of the broker or 
dealer associated with the Reporting 
Broker or Dealer will be available to the 
Commission pursuant to the provisions 
of this section. 
(C)Special provisions w i h  mspect to 

material associatedpersons subject to 
the supervision of certain domestic 
regulators. A broker or dealer shall be 
deemed to be in compliance with the 
reporting requirements of paragraph (a) 
of this section with respect to a Material 
Associated Person iE 

(1) Such Material Associated Person is 
subject to examination by or the 
reporting requirements of e Federal 
banking agency and the broker or dealer 
or such Material Associated Person 
furnishes in accordance with paragraph 
(a) of this section copies of reports filed 
on Form FR YaC, Form FR Y-6, Form 
FR Y-7, and Form FR 2088 by the 
Material Associated Person with the 
Federal banking agency pursuant to 
section 5211 of the Revised Statutes, 
section 9 of the Federal Reserve Act. 
section 7(a) of the Federal Deposit 
Insurance Act, section 10[b) of the Home 



~ i ~ ~ 

* i ~ ~ 

l ~ ~ ~ ~ 

Owners' Loan Act, or section 5 of the 
Bank Holding Company Act of 1958; or 

[f)If the Material Associated Person 
?ssubject to the supervision of an 
tnsurance commissioner or other sirnilclr 
official agency of a state; and 

(i) In the case of a Material 
Associated Person organized as a yubllc 
stock company, the broker or dealer 
furnishes in accordance with the 
provisions of this section copies of the 
Silings made by the insurance company 
pursuant to sections 13 or 15 of the Act 
and the Investment Company Act of 
1940; or 

(ii) In the case of Material Associated 
Person organized a s  a mutual insurance 
company or a non-public stock 
company, the broker or dealer furnishes 
Ln accordance with the provisions of this 
section c o ~ i e sof the Annual and 
~ u a r t e d ~'Statements prepared by the 
insurance comoanv on forms urescribed 
by the ~ a t i o n d~ssocia t iondf 
Insurance Commissfoners. The Annual 
Statement furnished to the Commission 
pursuant to this section shall include: 
The classification (distribution by state] 
section from the schedule of real estate: 
distribution by state, the interest 
overdue (more than three months), in 
process of foreclosure, and foreclosed 
properties transferred to real estate 
during the year sections from the . 
schedule of mortgages; and the quality 
and maturitv distribution of all bonds at 
statement vhues  and by major types of 
issues section from the schedule of 
bonds and stocks. All other Schedules 
and Exhibits to such Annual and 
Quarterly Statements shall be 
maintained a t  the broker-dealer 
pursuant to the provisions of 3 240.17h-
I T  but not furnished to the Commission. 

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

(3) In the case of a Material 
Associated Person that is subject to the 
supervision of the Commodity Futures 
Trading Commission, the broker or 
dealer furnishes in accordance with the 
provisions of this section copies of the 
reuorts filed bv the Material Associa!ed 
~ i r s o nwith th; Commodity Futures 
Trading Commission on Forms 1FR-
FCM or 1FR-IB. 

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

regulation of a Federal bank& agency. 8 249-3281 Form 174,  Risk assessment 
All information received by the report for brokers and dealers pursuant to 
Commission pursuant to this section -tion 17(h) of the Securities Exchange 

concerning a Material Associated Act of 1934 and rules thereunder. 

Person that is subject to examination by This form shall be used by b k e r s  
or the reporting requirements of a and dealers in reporting information to 
Federal banking agency shall be deemed the Cornmission concerning certain of 
confidential for the purposes of section their associated Persons Pursuant to 
24(b) of the Act. section 17(h) of the Securities Exchange 

(5) The furnishing of any information Act of l934 U.S.C*78q(hII and 
or documents by a broker or dealer 17h-1T and thereunder 
pursuant to this section shall not [$$240.17h-IT and 240.17h-2T of this 
const~tutean admission for any purpose chapter]. t 

that a Material Associated Person is Note: This form will not appear in the Code 
otherwise subject to the Act. Any of Federal Regulations. 
documents or information furnished ta ~ ~ ~ ~~,,,,,,i~~i~,,, ~and Exchange ~ i 
the Commission by a broker or dealer Washington, 20549 
pursuant to this rule shall not be deemed 
to be "filed" for the purposes of the Form 1 7 4  

liabilities set forth in section 18 of the Risk Assessment Report for Brokers and 
Act. Dealers 

(d) Special provisions with respecL lo pa* I - R ~ ~ &Assessment ~ ~ ~ ~ 
material associatedpersons subject lo Requirements for Brokers and balers 
the supervision of a foreign financicl SEC File No.
regulatory authority. A broker or dealer crd No. 
shall be deemed to be in compliance Name of Reporting Broker-Dealer 
with the reporting requirements of this Address of Principal Place of Business -
section with respect to a Material Firm I.D. No. 

For Period Beginning (MMJDDIYY) -Associated Person if such broker or And Ending (MMID~Iyy)
dealer furnishes in accordance with the N~~~ and Telephone Number of Person TO 
provisions of this section copies of the Contact in Regard to This Report 
reports filed by such Material Name(s) of Material Associated Persons Con-
Associated Person with a Foreign tamed in This Report: 
~ i ~ ~~ ~ ~ t~h~h~ ~ i ~ ~~ Associated Broker-Dealer($) NotName of ~l ~ ~ . ~ ~ ~ 
broker or dealer shall file a copy of the F1li"g ( I f  appl'cable' -
original report and a copy translated Attention 
into the English language. For the 
purposes of this section, the term Intentional misstatements or 

Foreign Financial Regulatory Authority omissions of facts constitute Federal 

shall have the meaning set forth in Criminal Violations. See 18U.S.C. 1001 

section 3(a)(51)of the Act. and 15 U.S.C. 78ff(a). 
Intentional misstatements or(el Confidentiality. All infoimation omissions of facts may also in 

obtained by the Commission Pursuant to fines and other sanctions pursuantthe provisions of this section a to Section 20 Df the secukities Exchar?ge
broker or dealer concerning a Material Act of 1934.
Associated Person shall be deemed 
confidential information for the The person signing this report 

purposes of section 24(b] of the Act represents hereby that all information 
contained in this Form is true, correct

( f )  Tempomry implementation and complete. It is understood that all
schedule. Every broker or dealer subject information in this F~~ is considered 
to the requirements of this section shall an integral pa* of this F~~~ and that the
file the information required by Items 1. submission of any amendment 

and of Form October 31, represents that all unamended
1992. Commencing b ~ e m b e r3111992. information remains true, correct and 
the provisions of this section shall apply complete as previously filed. 
in their entirety. 

Pursuant to the Securities Exchange Act of 
PART 249--FORMS, SECURITIES 1934, the undersigned has caused th~sreport 

EXCHANGEACT OF 1934 to be signed on its behalf in the City of -
and State of o n the d a y of 

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

Authority: 15 U.S.C.78a, el seq.. unless (Name of Broker-DealerJ 
otherwise noted. 

5. By adding 8 249.328T to read as (Signature and Title of Person Duly 
follows: Authorized to Submit This Report) 
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General Instructions 
1.This Form consists of two parts. 

Part 1 consists of the organizational, 
policy and legal information required by 
paragraphs (a)(l)(i] through (iii] of 
section 240.17h-IT, together with the 
financial statements required by 
paragraphs (a)(l)(iv) and (v) of 
5 240.17h-IT. Part I1 contains line items 
for reporting the numerical and other 
data required by paragraphs (a)(l)(vi) 
through (x) of 3 240.17h-IT 

2. Report a s  of the last day of the 
fiscal quarter. This Form is to be filed 
within 60 calendar days of the end of 
each fiscal quarter by brokers and 
dealers concerning each Material 
Associated Person (as defined in 
Temporary Rules 17h-IT and 17h-2T). 
The Form for the fourth fiscal quarter 
shall be filed within 80 calendar days of 
the end of the fiscal year. The 
cumulative year end financial 
statements required by paragraphs (a)(l) 
(iv) and (v) of 3 140.17h-1T may be filed 
separately within 105 calendar days of 
the end of the fiscal year. 

3. In the event a broker or dealer is 
associated with one o r  more other 
registered brokers or dealers, each 

pursuant to paragraph (a)(l)(i) of 
8 240.17h-IT. 

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

Item 2.-Risk Management and Other 
Policies 

1.Provide copies of the financing. 
capital adequacy, and risk management 
and other policies, procedures or 
systems maintained by the broker- 
dealer pursuant to paragraph (a)(l)(ii) of 
section 240.17hlT. 

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

Item 3.-Legal Proceedings 
1.Provide the description of any 

material pending legal or arbitration 

required pursuant to any of the 
provisions of 8 240.17h-IT the broker or 
dealer should indicate a s  such in the 
appropriate section of this Part 11. 
Indicate a separate listing for long and 
short positions. 

I. Aggregate Securities and Com-
modifies Positions Indicate long 
and short positions sepamtely) 

1. U.S. Treasury securities .....................  
2. U.S.Government agency ....................  
3. Securities issued by states and 

political subdivisions in the US.. 
4. Foreign securities: 

(a) Debt securities ................................  
(b) Equity securities .............................  

5. Banker's amptance ...........................  
a Certificates of deposit ........................  
7. Commercial paper ...............................  
8. Corporate obligations ....................-...  
9. Stocks and warrants (other than 

arbitrage positions). 
10. Arbitrage: 

(a) Index arbitrage and program 
trading. 

(b) Risk arbitrage .................................  
(c)Other arbitrage ...............................  

11. Options: 
(a) Market value of put options: 

(i) Listed-......-.....................-.. .... ,. ................................(ii) Unlisted proceedings maintained by the broker or  
(b) Market value of call options: broker or dealer is required to file a dealer pursuant to paragraph (a](l)(iii) 

of 9 240.17h-IT.separate Form 17-H. The Cornmiasion (i) Listed .............................................  
may exempt from the filing requirements 
all brokers or dealers associated with a 
bmker or dealer that has been 
designated a "Reporting Broker or 
Dealer." The term "Reporting Broker or 
Dealer" shall have the meaning set forth 
in Rules 17h-lT and 17h-ZT. A broker or 
dealer seeking designation as a 
Reporting Broker or Dealer must apply 
to the Commission for an  exemption 
pursuant to Rule 5731-n. Pending such 
designation, each broker or dealer 
associated with the broker or dealer 
requesting such designation as a 
Reporting Broker or Dealer is required to 
file a separate Form 17-H. 

4. The information requested in Part IE 
of this Form shall be completed 
separately for each Material Associated 
Person, even if the financial data 
contained in the broker or dealer's Form 
X-17A-5 contains information 
concerning a Material Associated 
Person. The broker-dealer should not 
include information concerning its 
activities in the information required by 
Part I1 of this Form if such information is 
filed with the Commission a s  part of the 
broker-dealer's Form X-17A-5 or Form 
G-405. 

Item 1.4rganizat ional  Chart Reflecting 
the Associated Persons and the Broker- 
Dealer 

I. Provide a copy of the organizational 
chart main'tained by the broker or dealer 

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

Item 44inancial-Statements 
1. Provide the information required to 

be maintained by the broker or dealer 
pursuant to paragraphs (a)(l){iv) and 
(a)(l)(v) of 5 240.17h-IT. The financial 
statements may be presented on an 
unaudited basis. The statement of cash 
flows and the notes to financial 
statements may be omitted for the 
consolidating financial statements. 
Entities using accounting principles 
other than US. GAAP shonld indicate in 
a note the accounting principles used. 

2. The consolidating financial 
statements must be presented on a 
subsidiary basis and shall indicate 
which subsidiaries are Material 
Associated Persons. 

Pad 11--General h t ruct ions  for Part 11 
of This Form 

1. Provide the following information 
for each Material Associated Person a s  
of the end of the quarter. Indicate the 
name of each Material Associated 
Person in a separate column. In the 
event a separate listing of a position, 
financial instrument or otherwise is 

(ii) Unlisted...-.-...............................  
12. Spot commodities ..............................  
13. Investments with no ready 

market: 
(a) Equity ...............................................  
(b) Debt ..................................................  
(c) Other (include limited partner- 

ship interests). 
14. Other securities of commodities .... 
15. Summary of delta or similar 

analysis (if available). 

If. Financial Instruments With Off-
Balance Sheet Risk and With 
Concentrution of Credit Risk (Pro-
vide notional or contractual 
amounts where appropriate. or in 
the case of options. the values of 
the underlying instrument. In the 
event a separate listing of a posi-
tion or instrument is required pur- 
suant to the provisions of section 

. 17h-IT separately state such posi- 
tion separately. 

A. Securities 
1. When-issued securities: 

(a) Gross commitments to pur- 
chase. 

(b) Gross commitments to sell ...... 
2. Written stock option contracts: 

(a) Market value, and the value 
of the underlying securities. 
of call contracts: 
(i) Listed .........................................  
(ii) Unlisted....................................  

[b) Market value. and the value 
of the underlying securities, 
of put contracts: 
(i) Listed .........................................  
(ii) Unlisted ....................................  
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(c) Market value; and thd value 
of the underlying securities. 
of naked call contracts: 
(i) Listed ........................... ,............ 
(ii) Unlisted .................................... 

(d) Market value, and the value 
of the underlying securities, 
of naked put contracts: 
(i) Listed ......................................... 
(ii) Unlisted .................................... 

3. Futures: 
(a) U.S. Treasury and mortgage- 

backed securities futures. 
(b) Other futures (specify) ............. 

4. Forwards: 
(a) U.S. Treasury and mortgage- 

backed securities. 
(i) Aggregate current cost of 

replacing contracts by 
counterparty in which the 
Material Associated Person 
has a gain. 

(ii) Per counterparty break- 
down where credit risk ex- 
ceeds the Materiality 
Threshold. 

(b) Other forwards (specify) ..,...., 
(i) Aggregate current cost of 

replacing conbactn by 
counterparty in which the 
Material Associated Person 
has a gain. 

(ii) Per counterparty break- 
down where credit risk ex- 
ceeds the Materiality 
Threshold. 

B. Interest Rate S w a p  
1. US. dollar denominated swaps: 

(a) Total notional or contractual 
amount. 

(b) Aggregate current cost of re- 
placing contract~ by counter- 
party in which the Material 
Associated Person has a gain. 

(c) Per counterparty breakdown 
where credit risk exceede the 
Materiality Threshold. 

2. Cross currency ewape: 
(a) Total notional or contractual 

amount. 
(b) Aggregate current cost of re- 

placing contracts by counter- 
party in which the Material 
Associated Person has a gain. 

(c) Per counterparty breakdown 
where credit risk exceeds the 
Materiality Threshold. 

C. Foreign exchange 
1. Swaps: 

(a) Total notional or contractual 
amount. . 

(b) Aggregate current cost of re- 
placing contracts by counter- 
party in which the Material 
Associated Person hae a gain. 

[c) Per counterparty breakdown 
where credit risk exceeds the 
Materiality Threshold. 

2. Notional or contractual 
amounts of commitments to pur- 
chase foreign currencies and 
U.S. dollar exchange: 
(a) Future ............................-............. 
(b) Forwards .................................. .... 
(i) Aggregate current cost of 

replacing contracts by 

counterparty in which the 
Material Associated Person 
has a gain. 

(ii) Per counterparty break- 
down where credit risk ew- 
ceeds the Materiality 
Threshold. 

3. Contracbal value together with 
value of the underlying instru- 
ments of naked written option 
contracts. 

D. All other swap agreements 
(specify type) 
1. Total notional or contractual 

amount. 
2. Aggregate current cost of re- 

placing contracts by counter- 
party in which the Material As- 
sociated Person has a gain. 

3. Per counterparty breakdown 
where credit risk exceeds the 
Materiality Threshold. 

E Commodities 
1. Futures .............................................. 
2. Forwards ........................................... 

(a) Aggregate current cost of re- 
placing contracts by counter- 
party in which the Material 
Associated Person has a gain. 

(b) Per counterparty breakdown 
where credit risk exceeds the 
Materiality Threshold. 

3. Sold option contracts (e.0.. op- 
tions on individual commodities 
and commodities indexes) 
(a) Market value, and the value 

of the underlying securities. 
of call contracts: 
(i) Listed ......................................... 
(ii) Unlisted ........................ , ......... 

(b) Market value. and the value 
of the underlying securities, 
of put contracts: 
(i) Listed ....................................... 
(ii) Unlisted .................................... 

(c) Market value, and the value 
of the underlying securities. 
of naked call contracts: 
[i) Listed ......................................... 
(ii) Unlieted .................................... 

(d) Market value, and the value 
of the underlying eecurities, 
of naked put contracts: 
(i) Listed ......................................... 
(ii) Unlisted ........................ - .... ..... 

F. Loan commitments 
................................. 1. Total amount ... 

2 Unused portion .....-.......................... 
G. Total standby, commercid and 

similar letters of credit or 
guarantees. 

.............. H. Assets sold with recourse 
I. Other off-balance sheet items 

(specify). 
1. Summary of delta or similar anal- 

ysis (II available). 
K. Provide a separate listing. by 

amount, of significant concentra- 
tions of credit risk as  defined in 
Statement of Financial Accounting 
Standads 105. 

III. Bridge Loons ond Other Exfen- 
sions of Credit 
1. Bridge loans ...................................... 
2. Other material credit exten- 

sions (specify). 

3. Allowance for losscs for credit 
extensions. 

IK Funding Sourced 
I. Short-term borrowings: 

(a) Commercial paper ..................... 
(b) Bank loans-secured ................... 
(c) Bank loans-unsecured ............... 

.......................................... (d) Other 
(e) Total.. .......-........................ ; .......... 

2. Long and medium-term debt ........ 
3. Committed lines of credit .............. 
4. Amounts borrowed under credit 

lines. 
5. Credit ratings for commercial 

paper 
(a) Standard 8 Poor'e Corpora- 

tion. 
(b) Moody's Investor Service. ....... 
(c) Other Nationally Recognized 

Statistical Rating Organiza- 
tion, 

K Real Estate 
1. Real estate loans: 

(a) Constrnction and land de- 
velopment. 

a (b) Secured by farmland.. ....... , ..... 
(c) Secured by residential prop 

erties. 
(d) Commercial and industrial ...... 
(e) Other .................,..,.................. 

2. Real estate investments: 
(a) Construction and land de- 

velopment. 
(b) Farmland ................................... 
(c) Residential properties ............... 
(d) Commercial and industrial. ..... 

................................... ....... (e) Other .- 
3. Provide a separate listing of the 

above information by geographic 
region where the amount exceeds 
the Materiality Threshold. 

4. Provide information about risk 
concentration to a single borrow- 
er, location or property in the in- 
vestment or loan portfolio where 
the amount exceeds the Material- 
ity Threshold 

Dated: July 16,1992 
By the Commission. I 

jomthan G. Katz, 
Secretary. 
IFR Doc. 92-17'lSl Filed 7-2Cb92: 12:M am] 
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