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haircuts under paragraph (c)(2)(vi)(J), subject to 
• 4 

satisfaction 
m 

the intervening period, the Division has monitored the operation of the November 
2012 Letter. During such time, the Division has learned that one of the conditions set forth in the 
November 2012 Letter warrants modification. More specifically, the November 2012 Letter 
requires that the median daily trading volume (calculated over the preceding 20 business day 
period) of the foreign equity security on the foreign securities exchange on which the security is 
traded is at least 100,000 shares or $500,000. Footnote 5 states that shares purchased by 

computing broker-dealer during the preceding 20 business day period are to be excluded 
u,,,,,.,,..,..,", trading volume. Based has 

received from broker-dealers utilizing the November 2012 Letter, the Division believes that 
footnote 5 is not necessary to ensuring the liquidity of foreign equity securities treated as having 
a "ready under the November 2012 Letter. the same time, the Division has learned 

footnote 5 creates operational burdens on computing broker-dealers. 
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limited to approximately 2,300 securities, the stated that FINRA member firms 
have expressed an interest in expanding the criteria for recognizing foreign equity securities as 
having a ready market under the Rule to include more than those that are listed on the FTSE 
World Index. As explained in the letter, FINRA member firms contended that there are 
many more issuers of a substantial size for which there is a ready market within the meaning of 
the Rule. 

Based on the foregoing, the Division will not recommend enforcement action to the 
if a broker-dealer treats an equity security of a foreign issuer as having a ready 

market under 15c3-1(c)(l 1) and subject to haircuts under paragraph (c)(2)(vi)(J), 

7 

are met: 

1. The security is listed for trading on a foreign securities exchange located within a 
country that is recognized on the World where security has been trading 
on that exchange for at least previous 90 days; 

and ask or the security provided 
securities exchange on the security is traded are continuously 

United States, quotation 

orecealmg 20 uu."'u"'"'""" 

~~A~A,_,., """''-''-UHL"''-' ex1Cll(m~:e Ofi 

calculations must be based upon bona fide tnmsactions. 
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Broker-dealers choose to this need to demonstrate, 
examination or inquiry, that any such foreign equity security that is used as collateral for a 
margin loan met all of the above criteria, and make and current, and maintain all relevant 
records in accordance with Rules 17a-3 and 17a-4. 

The Letter notes that also expects that broker-dealers on 
letter will maintain appropriate risk management systems to monitor concentrations, 
volatility, and liquidity when extending credit secured foreign 
could consider imposing higher "house" maintenance requirements as 

WU,J~~-be at account 

Finally, the Division notes that pursuant to the Rule, if markets can absorb only a nrrm:e:a 
,,...._,,HV''"''" of shares of an equity security for which a ready market exists, the non-marketable 
portion in the proprietary or other accounts of a broker-dealer is subject to a 100% deduction to 
net capital and is as a non-allowable asset current interpretations.9 
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