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NASD Notice to Members 97-28

Executive Summary

On March 5, 1997, the Securities
and Exchange Commission (SEC)
approved amendments to NASD®
IM-2210-3 (Guidelines) to dlow

for the use by members and associat-
ed persons in advertisements and
saesliterature of investment compa-
ny rankings that represent short-,
medium-, and long-term perfor-
mance. The amendments are effec-
tive March 5, 1997.

Discussion

In 1994, the SEC goproved what is
now IM-2210-3 of the NASD Rules,
which provides guidelines for the use
of rankings in investment company
advertisements and sales literaure.
Among other things, the Guidelines
required that al advertisements and
sdes literature which include rank-
ings to promote non-money market
mutua fund performance, indude
rankings over one, and, if available,
five- and ten-year periods. Before the
Guidelines, there were no specific
standards for the use of rankings,
which generdly had been selectively
provided by membersto show the
best ranking over agiven time period.

Since the approval of the Guidelines,
NASD Regulation, Inc. (NASD Reg-
ulation®) has considered whether to
alow for greater flexibility in the use
of time periods other than those pre-
scribed by the Guidelines. The staff
recognized that some ranking enti-
ties, because of the criteriaand
methodol ogies established and
imposed by the entities, do not pro-
vide rankings based on the required
time periods.

NASD Regulation has determined
that performance rankings that use
different time periods other than
those prescribed by the Guidelines
could help investment company
investors make informed investment
decisonsif presented in away that is
not mideading. The Guidelines have

thus been revised to permit the use of
different time periods consistent with
the original god to prevent perfor-
mance selectivity of time periods.
These changes have been approved
by the SEC.

Description Of Amendments

The amendments revise subpara-
graphs (2)(B) and (C) to paragraph (d)
of IM-2210-3 to providethat the
Guidelines apply to rankings that

use time periods reflecting short-,
medium-, and long-term performance
if rankings for the required time peri-
ods of one, five, and ten years are not
published by the ranking entity. The
amendments relax the requirement for
standardized time periods but contin-
ueto provide that rankings be shown
over multiple time periods, thus pro-
hibiting members from portraying
performance using just a*“ sngpshot”
view. The amendments provide aflex-
ible framework within which member
firms can provide ranking information
to investorsthat is not in violation of
the Guidelines.

The amendments al so replace the
phrase “in the caegory” in subpara
graphs (2)(B) and (C) to paragraph
(d) of IM-2210-3 with the phrase
“relating to the same investment cate-
gory” to darify that when members
include atotal returnranking in
advertisements and sales literature,
the required rankings for multiple
time periods must all be within the
sameinvestment category or subcate-
gory asthetota return ranking.

Findly, the amendmentsinsert the
phrase “other than rankings based on
yield” after theword “rankings’ in
subparagraph (2)(A) to paragraph (d)
of IM-2210-3. The language of sub-
paragraph (2)(A) prohibits members
from using rankings based on a peri-
od of lessthan one year in advertise-
ments and saes literature. However,
subparagraph (2)(C) to paragraph (d)
of IM-2210-3 permits rankings based
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onyield so long asthe current SEC
standardized yield isused. The SEC
standardized yield requires yield
guotationsto be calculated on the
basis of a 30-day period.? The
amendments therefore remove any
potentia inconsistency between
subparagraphs (2)(A) and (2)(C) to
paragraph (d) of IM-2210-3.

Questions concerning this Notice
may be directed to Thomas A. Pap-
pas, Associate Director, Advertisng
Regulation, NASD Regulation, at
(202) 728-8330; or Robert J. Smith,
Senior Attorney, Office of Genera
Counsel, NASD Regulation, at
(202) 728-8176.

Text Of Amendments

(Note: New language isunderlined; deletions
are bracketed.)

CONDUCT RULES

2000. BUSINESS CONDUCT
2200. COMMUNICATIONS
WITH CUSTOMERSAND THE
PUBLIC

2210. Communications With the
Public

IM-2210-3. Use of Rankingsin
I nvestment Companies Advertise-
mentsand SalesLiterature

(a) through (c) No change.
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(d) TimePeriods

(1) Any investment company ranking
set forth in an advertisement or sales
literature must be, at a minimum,
current to the most recent calendar
quarter ended, in the case of advertis-
ing, prior to the submission for puldi-
cation, or, in the case of sales
literature, prior to use.

(2) Except for money market mutual
funds:

(A) advertisements and sales litera
ture must not use any rankings, other
than rankings based on yield, based
on aperiod of lessthan one year.

(B) any investment company ranking
based on total return must be accom-
panied by rankings based on total
return for [the] aone year period for
investment companiesin existence
for one year; [the] one and five year
periodsfor investment companiesin
existence for at least five years; and
[the] one, five and ten year periods
for investment companiesin exis-
tencefor at |east ten years supplied
by the same Ranking Entity [in the
category] relating to the same invest-
ment caegory, and based on the
same time period;_provided that, if
rankings for such one five and ten
year time periods are not published
by the Ranking Entity, then rankings
representing short, medium and long
term performance must be provided
in place of rankings for the required

time periods.

(C) an investment company ranking
based on yield may be based only on
the current SEC standardized yield.
An investment company ranking
based on the current SEC standard-
ized yiedld must be accompanied by
rankings based on total return for
[the] aone year period for investment
companiesin existence for one year;
[the] one and five year periodsfor
investment companiesin existence
for at least five years; and [the] one,
five and ten year periods for invest-
ment companiesin existence for at
least ten years supplied by the same
Ranking Entity [in the category],
relating to the same investment cate-
gory, and based on the sametime
period;_provided that, if rankingsfor
such, one five and ten year time peri-
ods are not published by the Ranking
Entity, then rankings representing
short, medium and long term perfor-
mance must be provided in place of
rankingsfor the required time

periods.

(e) through (f) No change.

Endnotes

* Securities Exchange Act Release No. 34-
34354 (July 12, 1994); 59 FR 36461 (July 18,
1994).

2 Rule 482 under the Securities Act of 1933,
Advertising by an Investment Company as
Satisfying Requirements of Section 10,
17CFR 230.482.
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