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E xecutive Summary
The Office of General Counsel,
NASD Reg u l ation, Inc. (NASD 
R eg u l at i o nS M) is issuing this N o t i c e t o
p rovide interp re t ive guidance to
m e m b e rs rega rding NA S D® R u l e
3050 and, in part i c u l a r, paragraph (d)
of the Rule.  Rule 3050 was designed
to obl i gate members to use re a s o n-
able diligence in determ i n i n g
whether executed transactions in the
accounts of associated persons of
another member firm, or accounts in
wh i ch the associated person has dis-
c re t i o n a ry authori t y, will adve rs e ly
a ffect the interests of the employe r
m e m b e r.  

Pa ragraph (d) of the Rule sets fo rt h
re q u i rements of associated pers o n s
t h at maintain accounts with non-
m e m b e rs.  As to paragraph (d), the
s t a ff has provided interp re t ive guid-
ance to make clear that accounts of
a s s o c i ated persons, or accounts in
wh i ch associated persons maintain
d i s c re t i o n a ry authori t y, held with
nonmember fo reign bro ke r / d e a l e rs ,
a re subject to this paragraph.  Th e re-
fo re, associated persons are obl i gat e d
to fo l l ow the provisions of paragrap h
(d) and provide written notific at i o n
of such accounts to their employe r
member firm, and assure that the
o rga n i z ation maintaining the
accounts will provide the employe r
member the specific info rm ation as
set fo rth in paragraph (d)(2) of the
R u l e.

B a ck g ro u n d
R e c e n t ly, NASD Reg u l at i o n ’s Offic e
of General Counsel (OGC) was pre-
sented with an interp re t ive question
rega rding paragraph (d) of Rule
3050.  The interp re t ive question
i nvo l ved the issue of wh e t h e r
accounts maintained by associat e d
p e rsons of a member firm at a fo r-
eign bro ker/dealer we re subject to the

Rule and, in part i c u l a r, paragraph (d)
of the Rule.  The staff of the OGC
issued its interp re t ive opinion that
accounts maintained at nonmember
fo reign bro ke r / d e a l e rs by associat e d
p e rsons would be subject to para-
graph (d) of the Rule. 

Pa ragraph (c) of the Rule sets fo rt h
re q u i rements of associated pers o n s
t h at maintain accounts with other
member firms.  Pa ragraph (d) of the
Rule gove rns the re q u i rements that
ap p ly when associated persons main-
tain accounts with nonmembers .
S p e c i fic a l ly, it provides that associat-
ed persons must notify their member
firms and re c e ive assurances fro m
o rga n i z ations maintaining the
accounts that the employer member
will re c e ive certain info rm at i o n
rega rding the accounts.  The orga n i-
z ations identified in paragraph (d)
i n clude domestic or fo reign inve s t-
ment adv i s e rs, banks, and other
financial institutions.  The staff has
d e t e rmined that paragraph (d) of the
Rule was intended to cover nonmem-
ber financial services entities.  In par-
t i c u l a r, the staff believes that the term
“ financial institutions” in this contex t
should be bro a d ly interp reted to
c over va rious types of financial ser-
vice prov i d e rs that may maintain
s e c u rities accounts.  This interp re t a-
tion best effe c t u ates the intent of the
Rule to provide prompt notific at i o n
to member firms of the securi t i e s
a c t ivities of their associated pers o n s
and also re c og n i zes that in fo re i g n
c o u n t ries a va riety of integrat e d
financial services often are prov i d e d
by a single entity.

Questions rega rding this N o t i c e m ay
be directed to John Ramsay or Dav i d
A. Spotts, Office of General Counsel,
NASD Reg u l ation, at (202) 728-8071.
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