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E xecutive Summary
On March 5, 1997, the Securities 
and Exch a n ge Commission (SEC)
ap p roved amendments to NA S D®

IM-2210-3 (Guidelines) to allow 
for the use by members and associat-
ed persons in adve rtisements and
sales literat u re of investment compa-
ny rankings that rep resent short-, 
medium-, and long-term perfo r-
m a n c e. The amendments are effe c-
t ive March 5, 1997. 

D i s c u s s i o n
In 1994, the SEC ap p roved wh at is
n ow IM-2210-3 of the NASD Rules,
wh i ch provides guidelines for the use
of rankings in investment company
a dve rtisements and sales literat u re.1

Among other things, the Guidelines
re q u i red that all adve rtisements and
sales literat u re wh i ch include ra n k-
ings to promote non-money marke t
mutual fund perfo rm a n c e, incl u d e
rankings over one, and, if ava i l abl e,
five- and ten-year periods. Befo re the
Guidelines, there we re no specific
s t a n d a rds for the use of ra n k i n g s ,
wh i ch ge n e ra l ly had been selective ly
p rovided by members to show the
best ranking over a given time peri o d.

Since the ap p roval of the Guidelines,
NASD Reg u l ation, Inc. (NASD Reg-
u l at i o nS M) has considered whether to
a l l ow for gre ater flexibility in the use
of time periods other than those pre-
s c ribed by the Guidelines. The staff
re c og n i zed that some ranking enti-
ties, because of the cri t e ria and
m e t h o d o l ogies established and
imposed by the entities, do not pro-
vide rankings based on the re q u i re d
time peri o d s .

NASD Reg u l ation has determ i n e d
t h at perfo rmance rankings that use
d i ffe rent time periods other than
those pre s c ribed by the Guidelines
could help investment company
i nve s t o rs make info rmed inve s t m e n t
decisions if presented in a way that is
not misleading. The Guidelines have

thus been revised to permit the use of
d i ffe rent time periods consistent with
the ori ginal goal to prevent perfo r-
mance selectivity of time peri o d s .
These ch a n ges have been ap p rove d
by the SEC.

Description Of Amendments
The amendments revise subpara-
graphs (2)(B) and (C) to paragraph (d)
of IM-2210-3 to provide that the
Guidelines ap p ly to rankings that 
use time periods re flecting short - ,
medium-, and long-term perfo rm a n c e
if rankings for the re q u i red time peri-
ods of one, five, and ten ye a rs are not
p u blished by the ranking entity. Th e
amendments relax the re q u i rement fo r
s t a n d a rd i zed time periods but contin-
ue to provide that rankings be show n
over multiple time periods, thus pro-
hibiting members from port ray i n g
p e r fo rmance using just a “snap s h o t ”
v i ew. The amendments provide a flex-
i ble fra m ewo rk within wh i ch member
firms can provide ranking info rm at i o n
to inve s t o rs that is not in violation of
the Guidelines.

The amendments also replace the
p h rase “in the cat ego ry” in subpara-
graphs (2)(B) and (C) to paragrap h
(d) of IM-2210-3 with the phra s e
“ re l ating to the same investment cat e-
go ry” to cl a rify that when members
i n clude a total re t u rn ranking in
a dve rtisements and sales literat u re,
the re q u i red rankings for mu l t i p l e
time periods must all be within the
same investment cat ego ry or subcat e-
go ry as the total re t u rn ra n k i n g. 

Fi n a l ly, the amendments insert the
p h rase “other than rankings based on
yield” after the wo rd “rankings” in
s u b p a ragraph (2)(A) to paragraph (d)
of IM-2210-3. The language of sub-
p a ragraph (2)(A) prohibits members
f rom using rankings based on a peri-
od of less than one year in adve rt i s e-
ments and sales literat u re. Howeve r,
s u b p a ragraph (2)(C) to paragraph (d)
of IM-2210-3 permits rankings based
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on yield so long as the current SEC
s t a n d a rd i zed yield is used. The SEC
s t a n d a rd i zed yield re q u i res yield
q u o t ations to be calculated on the
basis of a 30-day peri o d.2 Th e
amendments there fo re re m ove any
potential inconsistency between 
s u b p a ragraphs (2)(A) and (2)(C) to
p a ragraph (d) of IM-2210-3. 

Questions concerning this N o t i c e
m ay be directed to Thomas A. Pap-
pas, Associate Dire c t o r, Adve rt i s i n g
R eg u l ation, NASD Reg u l ation, at
(202) 728-8330; or Robert J. Smith,
Senior Attorn ey, Office of Genera l
Counsel, NASD Reg u l ation, at 
(202) 728-8176.

Text Of Amendments
(N o t e : New language is underlined; deletions
are bracketed.)

CONDUCT RU L E S

2000. BUSINESS CONDUCT

2200. COMMUNICAT I O N S
WITH CUSTOMERS AND THE
P U B L I C

2210. Commu n i c ations With the
P u bl i c

IM-2210-3. Use of Rankings in
I nvestment Companies Adve rt i s e-
ments and Sales Literat u re

( a ) t h rough ( c ) No ch a n ge.

(d) Time Pe ri o d s

(1) Any investment company ra n k i n g
set fo rth in an adve rtisement or sales
l i t e rat u re must be, at a minimu m ,
c u rrent to the most recent calendar
q u a rter ended, in the case of adve rt i s-
i n g, prior to the submission for publ i-
c ation, or, in the case of sales
l i t e rat u re, prior to use.

(2) Except for money market mu t u a l
f u n d s :

(A) adve rtisements and sales litera-
t u re must not use any ra n k i n g s, other
than rankings based on yield, b a s e d
on a period of less than one ye a r.

(B) any investment company ra n k i n g
based on total re t u rn must be accom-
panied by rankings based on total
re t u rn for [the] a one year period fo r
i nvestment companies in ex i s t e n c e
for one year; [the] one and five ye a r
p e riods for investment companies in
existence for at least five ye a rs; and
[the] one, five and ten year peri o d s
for investment companies in ex i s-
tence for at least ten ye a rs supplied
by the same Ranking Entity [in the
c at ego ry ], re l ating to the same inve s t-
ment cat ego ry, and based on the
same time peri o d; provided that, if
rankings for such one, five and ten
year time periods are not publ i s h e d
by the Ranking Entity, then ra n k i n g s
rep resenting short, medium and long
t e rm perfo rmance must be prov i d e d
in place of rankings for the re q u i re d
time peri o d s.

(C) an investment company ra n k i n g
based on yield may be based only on
the current SEC standard i zed yield.
An investment company ra n k i n g
based on the current SEC standard-
i zed yield must be accompanied by
rankings based on total re t u rn fo r
[the] a one year period for inve s t m e n t
companies in existence for one ye a r ;
[the] one and five year periods fo r
i nvestment companies in ex i s t e n c e
for at least five ye a rs; and [the] one,
five and ten year periods for inve s t-
ment companies in existence for at
least ten ye a rs supplied by the same
Ranking Entity [in the cat ego ry ],
re l ating to the same investment cat e-
go ry, and based on the same time
p e ri o d; provided that, if rankings fo r
s u ch, one, five and ten year time peri-
ods are not published by the Ranking
E n t i t y, then rankings rep re s e n t i n g
s h o rt, medium and long term perfo r-
mance must be provided in place of
rankings for the re q u i red time
p e ri o d s.

( e ) t h rough ( f ) No ch a n ge.

E n d n o t e s
1 Securities Exchange Act Release No. 34-
34354 (July 12, 1994); 59 FR 36461 (July 18,
1 9 9 4 ) .
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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