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E xecutive Summary
On June 2, 1997, The Dep o s i t o ry
Trust Company (DTC) will launch its
Initial Public Offe ring (IPO) Tra ck-
ing System. Starting June 2, manag-
ing underwri t e rs should be awa re that
for securities to be eligi ble for listing
on The Nasdaq Stock Market, Inc. ,
t h ey must be “dep o s i t o ry eligi bl e ”
under NA S D® Rules 4310(c)(23) and
11310(d). Managing underwri t e rs
will no longer be able to delay desig-
n ating a security as dep o s i t o ry eligi-
ble after it begins trading after an
IPO in the immediate secondary mar-
ket. Transactions will be re q u i red to
settle by book-entry rather than by
p hysical delive ry. 

D i s c u s s i o n
In 1993, in response to the re c o m-
m e n d ations of the Legal and Reg u l a-
t o ry Subgroup of the U. S. Wo rk i n g
C o m m i t t e e, Group of Th i rty Clear-
ance and Settlement Project (Sub-
group), the NASD and the nat i o n a l
s e c u rities ex ch a n ges adopted ru l e s
re q u i ring members to settle tra n s a c-
tions in dep o s i t o ry eligi ble securi t i e s
via book-entry through a securi t i e s
d ep o s i t o ry.

To encourage the move towa rd book-
e n t ry settlement of all tra n s a c t i o n s ,
the Subgroup recommended that
s e c u rities be dep o s i t o ry eligi ble as a
condition for listing on The Nasdaq
S t o ck Marke tS M and the ex ch a n ges. In
1995, the SEC ap p roved amend-
ments to the Nasdaq® listing re q u i re-
ments to re q u i re a domestic securi t y
to be dep o s i t o ry eligi ble and, there-
fo re, re q u i red to settle by book-entry
to be listed on The Nasdaq Stock
M a rket. The other ex ch a n ges and
DTC adopted similar re q u i re m e n t s .
In addition, the NA S D ’s Unifo rm
P ractice Code re q u i res that a dep o s i-
t o ry eligi ble security be settled by
b o o k - e n t ry. The ap p roval of the ru l e
ch a n ge was announced in Notice to
M e m b e rs 95-55.

When the re q u i rement was adopted,
h oweve r, underwri t e rs asked that
n ew ly issued securities be exe m p t e d
f rom the dep o s i t o ry eligi bl e, book-
e n t ry settlement re q u i rement because
t h ey often re q u i red physical delive ry
settlement in the immediate afterm a r-
ket fo l l owing an IPO to monitor
rep u rchases of distri buted shares by
the underwriting syndicate (fli p p i n g ) .
A c c o rd i n g ly, when the listing
re q u i rement for dep o s i t o ry eligi bl e
s e c u rities was adopted, IPO securi-
ties we re re q u i red to have a CUSIP
number as an indicia of their dep o s i-
t o ry eligi b i l i t y, but we re not deemed
to be dep o s i t o ry eligi ble until desig-
n ated by the managing underwri t e r
or three months had elap s e d,
wh i ch ever was earl i e r. This exe m p-
tion now disap p e a rs by its terms as a
result of DTC’s development of an
a u t o m ated system for monitori n g
fli p p i n g.

Piloted since June 1996, the IPO
Tra cking System (wh i ch successfully
t ra cked 38 issues during the pilot
phase) is now re a dy for roll-out to
the entire market and will prov i d e
m a n aging underwri t e rs with an auto-
m ated method for monitoring fli p-
p i n g. Accord i n g ly, under the terms of
Rule 4310(c)(23), to be eligi ble fo r
listing on Nasdaq on and after Ju n e
2, 1997, new issue securities must be
d ep o s i t o ry eligi ble and re q u i red to be
settled by book-entry on the date sec-
o n d a ry market trading begins. In
a ddition, under the terms of Rule
11310(d), unlisted securities that are
d ep o s i t o ry eligi ble must be settled by
b o o k - e n t ry on the date secondary
m a rket trading begins. Because tra n s-
actions in such securities must be
b o o k - e n t ry settled under NASD and
ex ch a n ge Rules, managing under-
w ri t e rs will no longer be able to tra ck
IPOs via physical delive ry.

DTC published a memorandum to its
Pa rticipants dated Ap ril 21, 1997,
a dvising them of the roll-out of the
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IPO Tra cking System. Members
should re fer to that memorandum, and
the contact nu m b e rs listed therein, if
t h ey have any questions concern i n g
the IPO Tra cking System. A copy of
the memorandum fo l l ows this N o t i c e.

Questions rega rding the ap p l i c at i o n
of NASD Rules may be directed to
D o ro t hy L. Ke n n e dy, Assistant
D i re c t o r, Nasdaq Market Operat i o n s ,
The Nasdaq Stock Market, at (203)
385-6243; or Elliott R. Curzo n ,

Assistant General Counsel, Office of
G e n e ral Counsel, NASD Reg u l at i o n ,
at (202) 728-8451.

© 1997, National Association of Securities
Dealers, Inc. (NASD). All rights reserved.
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THE DEPOSITO RY TRUST COMPA N Y

I M P O RTA N T
I m p o rtant Exe c u t ive Notice

B#: 0 7 3 7 - 9 7

DAT E : Ap ril 21, 1997

TO : All Pa rt i c i p a n t s

F RO M : Glenn E. Mango l d, Exe c u t ive Vice Pre s i d e n t

AT T E N T I O N : M a n aging Pa rt n e r / D i rector; Cashier; Syndicate and Operations Manage rs 

S U B J E C T: I m p l e m e n t ation of DTC’s Initial Public Offe ring (IPO) Tra cking System                        

On June 2, 1997, DTC will bring to full implementation its IPO Tra cking System, wh i ch monitors “fli p p i n g ”
in an automated fashion. In Important Notice B# 1906-96, dated October 31, 1996, DTC stated that DTC
a n t i c i p ated full implementation in mid-1997 if the pilot was successful.

As the system has tra cked 38 issues successfully, the pilot stage will conclude on May 30. The pilot began in
June 1996 and has slow ly increased in scope, with more issues being tra cked simu l t a n e o u s ly.

On and after June 2, lead manage rs will be bound by the rules of the securities ex ch a n ges and the Nat i o n a l
A s s o c i ation of Securities Dealers, Inc. (NASD) that re q u i re new issues to be distri buted by book-entry thro u g h
a regi s t e red securities dep o s i t o ry in order to be listed for trading on the ex ch a n ges or made eligi ble for incl u-
sion in Nasdaq. As a result, lead manage rs will no longer have the ability to tra ck issues phy s i c a l ly.

It is imperat ive, then, that eve ry lead manager be prep a red to pro p e rly use the system. To uphold the integri t y
of the system by minimizing inaccurate use of the system, DTC re q u i res that lead manage rs successfully
p rocess at least one distri bution in test mode befo re using the system for an actual IPO. Lead manage rs
t h at have not tested with the IPO Tra cking System will there fo re not be able to tra ck IPOs through any
means on or after June 2.

Lead manage rs have indicated to DTC in response to a telephone survey that they are prep a red to diffe ri n g
d egrees. To dat e :

• 22% of lead manage rs have tra cked or are in the process of tra cking issues during the pilot phase in a pro-
duction env i ro n m e n t .

• 10% of lead manager have successfully tested in a test env i ro n m e n t .

• 13% of lead manage rs are service bu reau users waiting for their service bu reaus to test.

• 10% of lead manage rs have indicated they will test befo re the end of Ap ri l .
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• 11% of lead manage rs have indicated they will test during May.

• 29% of lead manage rs have been advised by DTC personnel to set up a test but have not yet done so.

• 5% of lead manage rs are in special situations that make testing unnecessary.

Lead manage rs that have successfully tested account for ap p rox i m at e ly 71% of new issuances. DTC antici-
p ates that by June 2 this fig u re will ap p rox i m ate 90%.

If your orga n i z ation acts as a lead manager for IPOs and has not alre a dy tested with the system, call DTC’s
U n d e r w riting Dep a rtment immediat e ly, at the number noted below, to set up a test.

All Pa rticipants—not just those acting as lead manage rs—should be re a dy to interface with DTC re l a-
t ive to all aspects of the system. D o c u m e n t ation is ava i l able on the automated interfaces to the system as we l l
as the PTS update and inquiry cap ab i l i t i e s .

Pa rticipants can direct calls on IPOs to va rious dep a rtments, depending on the nat u re of the specific inquiry.
The fo l l owing is a guide:

“ Wo rk - i n - p rogre s s ”
( u rgent) calls (help with D T C ’s Training Dep a rtment, 1-800-545-1276, outside New
IPO functions) Yo rk State and (212) 709-1135 in New Yo rk

Testing/setting up new
i s s u e s D T C ’s Underwriting Dep a rtment at (212) 898-3705

Basic info rm ation calls Your Pa rticipant Services rep re s e n t at ive; DTC’s Underwriting 
D ep a rtment at (212) 898-3705

Business issue calls (major C at h e rine Brown, (212) 709-1687, Sheryl Ko rt, (212) 709-
p roposals, project history, 1040, Val Stevens, (212) 709-1110, Product Development; 
reg u l at o ry mandat e s ) or Melissa Rosenberg, (212) 709-1105, Pa rticipant Serv i c e s

C o m p u t e r- t o - C o m p u t e r S a n dy We i n b e rge r, Pa rticipant Interface Planning, 
Fa c i l i t y (212) 558-2699

Settlement questions D T C ’s Settlement Dep a rtment, (212) 558-5816

On June 2 and for an ap p ro p ri ate time there a f t e r, DTC will have staff designated specific a l ly to answer IPO-
re l ated inquire s .
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