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Jtr. ':.'h"r,1~ 11. I.ynr.h 
;:.P. Uuttnn Ft Corp.1ny, Inc. 
On~ Batt~rv r~rk flnz~ 
::.~w YorJ:, i;,~..., ~orr. 10 004 

f\"?<.:1r Ur. Lynch: 

... 
J\ugust 25, 1!>80 

Thi~ i~ in ·rc~r.~on::;c tr> your let t~r of :l&irch 7, l 9P.O, on 
h,_.half oC r..F. Hutton c. Coo.p;an~·, Inc. ( "liutton") w~1crcin you 
r~·r:ucn t our in t~rpr" t,1 t ion und~r r.ul<• l !jcJ-J ( 17 CF!t 
~·W.l5c3-3) of thr. tri?atr.cmt of nnn-r·~~rul<itc.•d c~>:"Trodity d~bit~ 
Clnd nusricn~a .:lCCO\!Jntn with bro}:cr!.i. 

r 

1 Your f ir~t question concnrns non-r~qul~tc<l cuctu~ct 

0 

C'>rtno:ii ty ;iccountr; 1 iCjU idutin~ to u i:!c !' ic it. Ycu ~l!>Yo Whl"tht.' r 
tho <l~bit~ in thasa ~ccount~ n3y tc inclu~~d a~ d~bit itc~~ in 
th~ fornula for dPtorniniltion of r~ncrva raquirQn~nt for 
brob..?rs and dealers under Rule l Sc J-3 ( "ncscrv~ Forr.tul.:i n) when 
UH~sc c?r:!.>it!: ar•! covered hy a cun·~nt :ie:i.·<;in call. 

·~he Coa:r.ission in f.ccuritics t:~chctnr;Q .1,ct of l'lJ.; l'~lt?a:-:i:? 
r:o. 9')2:? (J,1nu11ry 2, 1973) rubl inhcd tht? f~llowin':J Civision 
i 11 . c: r;n:·~1 t~1 t ion: 

Th~ credit hal~nc~ un~~ in Itnn-1 of th~ 
for::.uln in intcrprr!t"rl to inclur?~ th1~ nrt bal.1r.cc 
<":t:P-to cuntc;.~rs in non-r~nulat.-:ci co:""o.otlity -­
i1c~· :· ·,.;:1t.!': r·~ . !uc..> .·.l l,~ •. ~:"!:' ,.t, .: "}~: i !.:. :~ f ; ~ c:~!:!~ er 
sccuritlc~ ~1ith any c}~~rin~ or~~ni~~ti~n ~r 
cl•:.-1rinrj ~)r':>'.-:•'r in CO~r·'!Ction with trr: orr:n 
~ontract~ in such accounts [cnphnGis ddd~<l). 

r~'fit'rcforr:_, ~n_y cn.•rlit it<':"i .in th<! T!<"?:i•··rv"' f'ornu!Z"l \lill rr!fl•:~~ 
-. ! 1 ~r·:ii-r- 1 • -,: l . ..,, t-:~-.1-~~ .... ~:rp;_~··-~;~-;:c:;;:.;,, ,., f · rr:•. ~ i ~- r: .~r.,~ i ~ •. ':l t !: in 
~ r·r i .; ir.r; .it"-t:fi_g-~_-ru: t cr1!:! £ t · -~ i1~11r.,;:· - - 7.~ .. •~.:~":r·": :. (-:rr~ul:a · 
rf1:1 Fi-:·:pJ..it-:.~ "" ,_.r.·t ry--on i y .. ,~,;. ri"tF-.~r.:--Iil _il _n·,:..·tcr~ 1 Ii ff rru r~ 
(!iJ;_:-:·o cu~tc;icr·s; there· !illouLf- .t~-·m!hiC-cnt·r1~1yl·nccr · to 
1,·~, .- -~.r,. .. ~ .. 1 ,~,.J c•i•·•o~"r cc)-~.:0~~ 1.-t· ,--;- ·1c1·,.,un ... .--....... -.:t;:;-n; . .,;:;-r - --In 

~· ' \,.; 1..,. • ... .. .. • • ._. • • - , .• • I c. • • ._ ·• w 1, y •' • •• • 

... :\:,~.-r- \ .. ,, ...... = ~, !f~-~~ ~~·r-:;-r:c:r.:-r:·· -1-n -t1~ .. ,--; : -~ ~"·~ .. t7iit?.n;!tt•::T '') il cl~t·it:, 
tr1r~!"\?--\.,...,iTJ(if;r~ no ~ - •:!.H.!-r'.!f~ l·c:irr.uli1 1mtry. --... 
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Mr. Thnr..i:. J ·::· nch 
P.~'J" Twn 
J\uqunt 25, l ~r o 
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Your r,,··cc1nd r.u·~ '~ t ion · co:ic•: rnn hrnY.c: r- to'-bro):c· r rC!c: 1 air: 
1 tcM~. ':"11<-~•? i tt?r!; rr~,r~r.t"nt ~·n·oncny;; .-~~ l h•r.r iNi Crom otb,•r 
lirOkcrn a·~·1i:a~t r1ay~c~1t !'or «r-ount o! thf" trnn:':.:ict i<i'L ~:..:._ 
~an_not l:r i:.._-,_•c?il1t("l;• i(1•:ntifir,1_yitl ... 1n CliJt.>n f1til to rcc,~i .. ·t-, 
sto~k loan ~r rccciv~ in~tructinn~ for a cu~to~cr'!: ~~count. 
ttany of th•?:if: it~:-:!': at·~ rccc i Vt•d in the l.:i~t <!c 1 i VPt'"Y of t?1c 
d<iy anJ c,rnnnt b~ r~tunir?•J or r · !C11r'\i~N! until th1! !:ollo~i:~·:; 
cfo~·· r:·:<•f'tu.1lly, all o[ ti:r·:~r· itcMs cu·,.. rL'~>olvr·! ~>i' ~icin·-: 
appl iad t<l iUl or-en i tPh1, t~ t'Olll:h ."J.;l; Uti tr-,..n l!: Of ~C):"H~Y 
d if .!"·1-<"rnc.-?:.; or hv 'be~ inn rcturnl•d td th" ct~~cr brnh'l". YOL' 
rC'C!U(:tit th.1t t!lC.'sc." it:.<:::·:; t·1i co:i!":irh~\r•:J d:'l fails to .:a~liv~r .a1-: .. ~ 
includr.d ;t!l ''~hit itcr·~ in the :~ .... st.• ·vc forrula. 

Th<: !"'C'snrvc ror~ull\ is d~~:irnv"r to r,'fl~ct r-:or1<:~·s 
rc.-s u 1 t iJl'i fl.·or. c•u;. tc-: .. tr tr .l n=>" ct i nn!31: ':!" .. ~ i cd l to t!~ 1 i v1:r 
ilPl"'I, c?r:! ·Jit itl?!"'I n111b~:r l:? in for f.q.1!1 to C\?liv"r n! c::u=:t··~~-~ :.· 
s~curiti~n n~t nld~r th~n JO cal~nd~~ rlay~. It i~ thr virw oi 
the Divi~iGn t!1«t U:,, itc:-s \:hic!1 j'OU \ <~0:.;crihc n~o;·~, cine:: 
not cus to:-:c.:r rr:latcrl f~ i ls to ck l i ve:r , ·-tr;:sv not ~ includcc~ in 
.thr. r.ascrvc Forr.ula. 

Sinc~rcl~,, 

ltich~~l /\. llacchii!rol i 
llranch Chief 

.r .-
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~~Hutton 
E F Hutton & Company Inc. Ono Baltory Park Plnza Now Vork.N .Y.10004 l2121 742·5806 

Thomas P. Lynch 
E:aocut1110 V1co Pro'S11Jonl 

~ IU.Ulm~ A £JtlU$l CC!il:t~ 

.. RECEIVED 

~1AR t 3 1980 

. llTISICI GI IU~ aun;,a 
Securities and Exchange Commission 
500 North Capitol Street, N. W. 
Washington, D. C. 20549 

, 

Attention: Mr. Nelson S. Kibler . 
Gentlemen: 

March 7. 1980 

I advised you in my letter 0£ December 24, 1979 that the New York Stock 
Exchange Examiners had proposed certain adjustments to our cash reserve 
calculations pursuant to SEC Rule 15c3-3, and that we did not agree with 
two adjustments concerning the treatment of non-regulated commodity 
debits and suspense accounts with brokers. We have not been able to 
resolve our disagreement with the Exchange staff, and accordingly arc 
requesting that the Commission review these items and advise us as to 
how they should be handled in future reserve calculations. 

The first item involves the inclusion in the formula debits of non-regulated 
customer commodity accounts liquidating to a deficit. These deficits were 
covered by margin calls outstanding for five days or less, and accordingly 
were treated as good current assets under the capital rule (15c3-l), and 
logically should be treated as acceptable debits under Rule 15c3-3. Such 
accounts are included as credits in the formula when they are in equity, 
and should also be included when they are temporarily in deficit covered 
by current margin calls. 

These accounts are similar to partly secured security accounts, which arc 
considered to be acceptable debits in the formula if they arc covered by a 
current c:ill. The same treatment should be given to commodity accounts. 
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[[U Hutton 

Sc~\lritics and Exchangt~ Commis:tion 
page two 

March 7, 1980 

The second item in dispute is the trc."almcrt 0£ broker-to-broker reclaim . 
items as- bona fide fail:1 in the cash reserve formula. These itcma 
represent deliveries from other brokers against payment for the amount 
0£ the transaction, which cannot be inmlcdiatcly identified with an open 
fail to receive, stock loan or receive~ instructions for a customer's 
account. Many o{ these items arc received in the last delivery· of the 
day and cannot be returned or reclaimed until the followin~ day. 
Eventually, all 0£ these items a re resolved by being applied to an open 
itc1n, through adjustment 0£ money differences or by being returned to 
the other broker. Tlu?re have been no significant losses involved with 
these items because the delivering brokers are all members of the 
exchanges and related clearing houses and are financially responsible 
£or any erroneous deliveries. In any event, the only ris~- is in market 
fluctuation since the debits are fully secured by the securities held. 

' 

These items do not result in a capital charge until they arc seven days 
old. SEC staff memorandum to the New York Stock Exchange (79-4) 
dated January 1979 states, "DK' s and other suspense items, which as 
of the capital computation date are not yet seven days old, need not be 
deducted from net worth or included in Aggregate Indebtedness in the 
current capital computation. If resolved, such items may be treated 
properly (as appropriate) upon reclassification or resolution. However, 
all items that are seven business days or o_lder as of the computation 
date described would be reported as suspense items, even if resolved 
be.fore the FOCUS is filed and are treated as above." Since these items 
are good debits under the capital rule, they should be accorded similar 
treatment under the reserve formula. These items are broker receivables 
and the ~quivalcnt of a fail-to-deliver with the related security being held 
in a good c-ontrol location ( i. c. active box), and we have been treatinJ? t:-:.••m 
accordingly. IC we receive an .erroneous delivery in the last delivery o:: the 
day, we arc forced to hold it overnight but can return the item and r•~c-t•ivc 
payment the following morning. To disallow these current items would 
penalize a broker for the errors of other brokers which is an unfair anr! 
una(;ccptablc result. 

: 
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March 71 1980 

The Commission must also consider the time-frame in which we arc 
working. A::1 a lar~c firm, E. · F'. Hutton must calculate its reserve 
requirements on a weekly basis. Thi:t means that on Monday. we 111ust 
do a con1plctc calculation and review of all debit items. which total a 
billion dollars, and by Monday night, we must determine the amount 
ol reserve rcqui red, if any, and make a reserve deposit on Tuesday 
morning, i£ necessary. Tht.?re is simply not su££icient time to resolve 
and reclassify all "suspense" !JI' reclaim items in one day as is 
recognized under the capiul rule. Current suspense items should be 
allowed as an acceptable debit until they a. re seven days old, after 
which time they would become a capital charge and an unacceptable 
debit in the reserve formula. 

The Con'lmission is• respectfully requested to concur in the procedures 
being followed by E. F. Hutton in the two matters described above. We 
would be plC'ased to meet with you or your staff to discuss these issues. 
Arthur Andersen & Co. concurs in our position and would also be avail­
able as needed. 

Very truly yours, 
c, 

c ___ •_: '11:~----

Copy to Mr. John Mittler 
Senior Finance Coordinator 
New Yurk Stuck Exchan~c. Inc. 
55 Water Street 
New York, NY 10041 

T. P. Lynch 
Executive Vice President 




