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UNrTSD STATES • 
SEOJRm~~ND EXCHANGE COMMISSION 

~HINGTON. O.C. 20M~ 

July i. 1986 . RECEIVED 
, 

Thomas R. Cassella 
Director ·. 9UL03 ,aD 

llASD · .. Office of Financial Responsibility 
Rational Association of 

Securities Dealers, Inc:. 
1735 K Street, R.W. 
Washington, D.c: 20006 

SURVEILLANCE _ . 
.... ~ . . --- . . .; :::s: •. ~ 

~:-· - . - ""·'. -. . 
Dear Mr. C~saellas 

· You have received many inquiries from bank affiliates engaging 
in securities activities that have been required t~ register 
with the Commission as broker9dealers under Sectiori 15(a) of 
the securities Exchange Act of 1934 ltbe •Act•) .pursuant to the 

.provisions of Rule lb-9 thereunder (17 CPR S240.3b~) and are 
seeking membership in tbe Rational Association of Securities 
Dealers, Inc. !'base inquiries bav~ been primarily related to 
the requirements and obligations imposed by the Cmmnisaion•s 
financial responsibility ~·~··· specifically the Onifozm Net 
C&pital Rule and the Cuatdidtr Protection Rule, Rules lScl-1 
and l!cl-3, respectively (11 CPR S240.15c3-l and· lScl-3). 

We understand the pertinent f~cts to be.generally as 
follows: the 8anlt Affiliated Broker-Dealers (•BABos•) intend 
to introauce all accounts of customers to non-affiliated clearing­
broker-dealars (•cao•) vho will carry such accounts on a fully 

.disclosed basis. Accordingly, the ~D will establish, maintain 
and preserve all the books and record• pertaining to the accounts 
of the BABD's customers tbat are required by" llules 17•-3 and 
17a-4 under tbe Act -(17 CR 240.17.i-3 and l7a-4). 'l'he CBD, 
purJ»ant to its clearing agreement made with the BABD, vill 
~ablisb an account at an affiliated bank of the BABD. 

1 Q: What are the requirements and obligations un4•r 
Rules 15c3-l and lScl-3 of a BABD with authoiity 
froa its· customer(•) to give 'instructions to transfer 
funds from bis (their) account(s) to tbe CBD's 
account and with authority from tbe CBD to give 

·instructions to transfer funds from its account to 
the accounts of customers for tbe settlement of 
securities transactions when these accoants are at 
affiliated banks of the BABD? 

-·· 
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A: Generally, a BAil> can direct anafers·of funds 
from the CBD'• and it• cuatomers• account• at ita 
affiliated bank•, for tbe settlement of aecuritie• 
transactions, only if it operates under the provision• 

, 
vJ_· •• • ~ ~- of subparagraph (a)(l) of Rule 15c3-l. Pursuant 
J«u. .,,__t7-fl thereto, the BABD would be required at all timea to 

have and maintain net capital of not less than 

0 

~ ·-- ~- $25 ,ooo. 
In addition, a BABD directing transfers of funda 
froa its cuatomera' account• at affiliated banks will 
not qualify for an ez .. ption from the proviaiona of 
Rule 15c3-3 pura~ant to aubparagrapb (k) (2)(8). 

Tb• Di v·iaion of Market Regulation, bowever, will 
raise no question por recommend any enforc.-ent 
action· to the C011111is•ion if a BABD that may direct 
tran•f•r• of funds from ita cuatoaera' and tbe 
CBD'• accounts, •• described above~ operate• under 
the provisions of aubparagraph (a)(2) of Rule 
lScl-1 with net capital of not leas than $5,DOO •. 
Tb• IABD may also operate under the ezemption aet 
forth in paragraph (k)f2)(B) of Jblle.15c3-3. Tbia 
applies bowever only if: · 

!•) the BABD obtains and preaervea aa part of 
i~s records-a written authorization from 
ita CBI> and 1t9 custamera authorizing th•• 
to direct transfers of funds from their 
accounts at affiliated bankar 

'b) the BABD will bave aet:eaa to the CBD'• and 
its cuatailers• accounts at the bank solely 
for the purpoae of set~ing the balance 
owing fraa any trades the cuataaera have 
aades and 

(c) the IABD enters into a written agreement -
witb it• affiliated bank in wbich ~· 
affiliated bank agrees to be respon•ible 
to the cuatoaers or th• CJID for anr lo•• 
of funds resulting frOll aisappropriatlona, 
conversions or errors ••de by the BABD in 
connection with tlle ••ttleaent of any 
securities tranaactiona. 

2 Q: Can the BABD be authorized to draw checks froa the 
CBD'• account at an affiliat - bank for the settlaent 
of securities transactions ln ddition to doing 
business in tbe manner apecif ied in f1Ue•tion nm1ber 

. . 
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1, and still operate •• a $5,000 brok•r-dealer and 
qualify for tbe exemption provided by aubparagraph 
(k) (2)(8) of Rule 15cl-3? 

Az It ls the opinion of the Division that a BABD may 
write checks drawn on an account set up by a CBD 
to pay customers of the BABD and •till qualify for 
the $5,000 category and the (k)(2)(8) exemption, 

3 Q: 

A: 

4 Q: 

if: . 
(a) the check is made. payable to the order of 

the BABD'• cuatomer1 

(b) tb• bank account ia in the naae of the CBDJ 

(c) there ia a written contract between the CBD 
and the BABo·w~ich explicitly stat•• that 
tbe BABD is authorized to draw on the 
account only as agent for the OID; and 

(d) tbe CBD does not debit free credit balances 
or other credit.balances by the aaount of 
check~ drawn on such account until the 
cbecka .. -.C:lear. 

Wbat are the requirements and obligation• under 
Rules lScl-1 and .lScl-3 of a BABD wben, in addition · 
to doing business in th• manner specif led in question 
number 1, its affiliated bank baa a Trust Department 
which places ita securities orders with the BABD 
to be settled on an DVP/"IPV basis by the CID? 

The BABD, aa long as it complies with tbe terms and 
conditions stated in response to question nmaber 1 
above, can operate under the provisions of subpara­
graph (a) (2) of Rul• 15c3-l as a s·s,ooo broker­
dealer and under the (k)(2)(B) exemption. to·Rale 
15c3-3. 

. ' 
Wbat are the requirements and obligations under 
Rules lScl-1 and lScl-3 of a BABD tbat ia engaged 
both in general securities activities as an introduci:ig 
broker-dealer doing buainess in th• manner apecif ied 
in question nmaber l. and-in the selling of registered 
investllent company sbarea on a wire order b•sis?· 

A: The BABD, •• loq9 <as it complies with the terms and 
conditions stated. ·1n response to question number 1 
above, can operate under tbe provisions of subpara­
graph (a) (2) of Rule 1Sc3-l as a $5,000 broker­
dealer. 
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5 Q: 

A: 

aowever, with·respect to Rule c3-3, the BABD will 
be required to comply with the t•r•• and condition• 
of tbe exemption ••t forth in •ubparagrapb . (k)(2)(A) 
of Rule 15c3-l •• to ita sales of sbares of lnve•tment 
compani••· Th• BABD will also be responalbl• for 
establishing, maintaining and preserving all the 
book• and records that are required by rules 17a-3 
and 17a-4 regarding the wire order aalea of abare• 
of registered inv~stment companies. 

Wbat are the requirements and obligation• under 
aule• lScl-1 and lScl-3 of a BABD that i• doing 
business in the manner specified in question nmaber 
1 and that solicits, in any way, the receipt of 
aecuriti•• ao it can deliver the ••curitiea directly 
to th• customers or the CBD, aa appropriate, for 
the aettl .. ent of aecu~itiea transactions? 

;J - ••• 

; . 

0 

A BABD that solicits the receipt of aecuritlea to 
deliver the• to the appropriate party is required 
to operate pursuant to :•ubparagrapb (a)(l) of Rule. 
15c3-l by baving and •ain~aining net capital of not 
le•• than $25,000 at all tiaes. ....... --
Witb respect to Rule lScl-3, • Divialo~ of ~rket 
Regulation.will raise no question nor rec01111end any 
enforceaent action to the Ca1111iaaion if the BABD 
operate• pursuant to tbe provision of subparagraph 
(k)(2)(B) of Rule 15c3-3, if the BABD promptly 
tranaaita all caste.era• •ecaritiea received to the 
appropriate party. '!be term •promptly tran•it• 
•••n• by noon of the nezt busin••• day in wblcb tbe 
••caritie• are received. ~be BABD •a•t also aake 
appropriate records under Rule 17a-3 relating to the 

' Q: 

A: 

. receipt and· delivery of ••curitiea. 

What are tb• requirements and obligation• ander 
Rule• 15c3-1 and 15c3-3 of a IUD tbat solici u tbe -
receipt of custoaer•' funds aa .. 11 as aecarit*e• 
so it can d~liver tbe funds and .. secarlti•• directly 
to tbe customer or tbe CBD, aa appropriate? 

A IABD that solicits tbe receipt of custa11ers' fund• 
and securities to deliver tbe funds and aecariti•• 
dir9Ctly to the appropriate parties la required to 
operate paraaant to subparagraph (a)(l) of Rule 
15c3-l. under the provision• of subparagraph (a)(l) 
of Rule 15c3-l the BABD would le required at all 
till•• to bave and maintain net capital of not less 
tban $25,000. 

~. 
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With respect to Rule 15c3-3, the BABD will be consi­
dered a fully computing broker-dealer and must 
comply with all the provisions of Rule 15c3-3. Tbe 
BABD will also be responsible for establishing, 

, maintaining and preserving the appropriate books and 
records that are required by Rules 17a-3 and 17a-4. 

7 Q: Are cash deposits held at an affiliated bank in a 
bank account on behalf of the BABD, •allowable 
assets• for the BABD's net capital calculation 
pursuant to the provisions of .subparagraph (c)(2)(iv) 
of Rule lScl-1? · 

A: Pursuant to aubparagrapb (c)(2)(iv) of Rule 15c3-l, 
cash deposits beld in •bank accowtt with a parent 
or affiliated bank on behalf of the BABD will only 
have net capital value to the extent that the deposits 
represent normal day to day operating balances. 

'l'be Division's opinions herein are necesaarily confined 
to the facts as stated; any material change therein may warrant 
a different result and should be _brought to the Division'• 
attention. 

"· If you have any questions, pleaae contact -us. 

Sincerely, 

14,-J..f a.~~"" i. . 
Michael A. Macchiaroli 
Assistant Direc~or · 
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