Pierre R. Smith & Co.

819 ELYRIA SAVINGS & TRUST BLDG

ELYRIA, OHIO 44035

TELEPHONE(800) 362-5308

October 18, 1985

United States Securities and Exchange Commission Washington, D.C..20549
Attention: Michael A. Macchiaroli

Dear Mr. Macchiaroli:

| am writing to you because Mr. Bill Jackson of the NASD, Cleveland office,
suggested you might be able to help with a problem we arehaving with a recent
interpretation, | believe, of SEC Rule 15¢3-1, involing adjasted net capital
calculations particularly haircutting of securities: Enclesed are copies of both your
SEC letter and a NASD interpretation of thathetter:

Before | proceed further with the praplem, | shieuld give a brief description of my
firm and my position. | am presidént of Pierre R. Smith & Co., a SEC Registered
Broker-Dealer, NASD member;ahd a-Rhiladelphia Stock Exchange member. Our
firm was founded in 1924-byymy fattyer. We became a NASD member in 1937.
Presently, the firm has $472,000:xet capital before adjustments. Last month's
liabilities/net capitatratio adjusted was about 25%. Records will show that we have
run month-by-month one of the lowest liability to net capital ratios. We intend to
follow this same’positiofin the future.

We, for years, hawve-worked with our local bank stocks striving to maintain a
reas@nhable forum for the exchange of share interests. For over 50 years, we have
setved our community of Lorain Country, Ohio, in this specialized capacity,
providing without a doubt a very valuable service to the public. Form time to time
we take both trading and investment positions in the shares. Now concerning SEC
Rule 15¢3-1, as discussed with both Mr. John Matsumoto and Mr. Bill Jackson, the
interpretation as outlined in John's letter as of July 31, 1985, leaves us in a very
serious dilemma. In that letter he outlined 3 methods we could use in haircutting
local stocks at the end of every monthly reporting period:



No. 1. Method-show existence of inter-dealer trades within 5 business days period
No. 2. Method-100% haircut all issues

No. 3. Method-contact dealers requesting bids and size

Regarding No. 1 -Inter-dealer trades-Under most circumstances there may be few
trades and even if there were | doubt if we could obtain this information becalse
this is "classified" information that dealers would not be willing to share.

Regarding No. 2 -100% haircut-Obviously, we would be filing an inaccotate adjusted
net capital report because bona-fide bids are published in Ohio D€alers Service Inc.
Just as "NASDAQ published bona-fide bids and ask at the end_of every day:

Regarding No. 3 -substantiating bids and size from otherdealers-kwould have to
call possibly every dealer in the yellow or pink sheets-atithe end ¢f every month and
request his position as to size and range. But underinter-déaljer traditions or rules |
would then have to trade with him. This cannot@hd will-oot be done:

Obviously, all these methods, regardless which onelwe.use, is incorrect or
impractical without a doubt. To add furthet to thisdilemma, John's letter states SEC
may not accept NASD's interpretations whighdeturns us right back to ground 'o'.
The problem appears to arise inPOssiblycatnew interpretation of how to hair cut, in
our case, at the end of each month-th€se over-the-counter non-NASDAQ shares.

When | made inquiry, 12to15 yeats-ago, both from the Philadelphia Stock Exchange
examiner, and the SEG,'the examiner and the SEC indicated it would be
unreasonable angd\unfair.tothold strictly to the interpretation of the SEC's definition
of "market-maker" dealer (who will take at all times a position in a security whether
long or sheért, hthat.any service which would provide bona-fide published quotations
if only bid’pricéswwould be acceptable in determining whether the hair cut should
be 30% or 40%.

Jhe statement as | recall, was as follows: The SEC recognizes that many regional
issues exist such as local bank stocks in which bids for the stocks exist but with few
shares available or floating for an offer. Therefore, any current publication which
would list bona-fide quotations even if only bid prices would be acceptable in
calculating the proper hair cuts.



Such a publication, which is printed daily, does exist. Enclosed is one of the daily
issues for your perusal. In many cases only bids are published here because
dealers generally will not take positions on both sides, as to take a short position on
local bank stock could prove to be very costly. The shares of a bank, though there
may be a fair number of shareholders, are usually in very "good hands".

In July, 1985, an SEC examiner followed the footsteps of the NASD examineriDran
this same matter by him. His feeling was that our haircutting was correct/and that |
should continue with that method even though it didn't follow the stfict
interpretation of a market-maker-(if one or two other than ourself:40% haircut; if
three or more other than ourselves-30%).

In studying your letter (enclosed) | note that you were specifically.reférring to the
pink sheets which currently carry few quotations- Bid or-Ask. -don't believe you
were considering other publications such as Ohioss Yellow Skeets which publishes
quotations on all the listed issues and at least.bids on the‘Ohio banks. In order to
resolve this matter, since "NASD interpretatign’is not\guaranteed to be that of the
SEC's", | believe, we should have a no agtion-tettersupporting our stated method of
haircutting because, no doubt, | beligve) it to pe-the only correct and just one.

Would it be possible that you cetld give us-this, or if not, the SEC's exact position on
this matter?

With best regards,
Pierre R. Smith &C6@.

John F. Smith Pcesident

August-19, 1986

Mr. John F. Smith

President

Pierre R. Smith & Co. 819 Elyria Savings & Trust Building

Elyria, Ohio 44035



Dear Mr. Smith:

This is in response to your letter dated September 18, 1985, in which you request,
on behalf of Pierre R. Smith & Co., an interpretation of the Uniform Net Capital Rule
as it relates to over-the-counter ("OTC") traded securities. Specifically, you inquire
as to the appropriate haircut treatment for certain local bank securities that are
held in proprietary or other accounts of Pierre Smith & Co., pursuant to Rule.D5c3-1
(17 CFR §240. 15¢3-1).

| understand the pertinent facts to be as follows: Pierre R. Smith & Coxis a
registered broker-dealer, National Association of Securities Dealers; Inc, ("NASD")
member, and Philadelphia Stock Exchange member. Pierre R\Smith & €o0., from
time to time, holds in its proprietary account securities isstred by banks located in
Ohio. You state in your letter, that only limited numbehof secutities have been
authorized and issued the local banks in questionsand consequently there are few
shares of securities of those banks available foroffer. Fatthermore, no dealer is
currently willing to act as a "market makerijn‘thesé-QFC, non-NASDAQ securities
because taking a position on both sides-0fithe market could be very costly.

In your letter you request that the Division‘¢ohsider the Ohio Dealer Data Service,
Inc., ("ODDS") a quotation servieefor Ohig“market makers, to qualify pursuant to
the provisions of subparagrapb(c)(2)¢«)(K) of Rule 15¢3-1 as a valid "inter-dealer
qguotation system" wherg(there existregular quotations which represent bona fide
offers to both buy andsell seeurities in reasonable quantities at stated prices. In
the alternative, yeuxequestthat the staff issue an opinion to the effect that a
"ready market{;as thattarm is defined in Rule 15¢3-1(c)(11)(l), exists for the shares
of the localbanks in‘\guestion, that are quoted in ODDS and that they qualify for
haircut treatment\tnder subparagraph (c)(2)(vi)(K) of Rule 15¢3-1.

Based on the information in a letter from ODDS dated February 25, 1986 to the
Staff of the Division it appears that the quotations published by dealers in the Ohio
Yellow Sheets contain only a bid side or ask side quotation. A dealer who does offer
a quotation in ODDS is not required to trade a minimum number of shares in the
security quoted. Moreover, there is no set time involved for the updating of quotes
for securities, although dealers are periodically called to check if a quote should be



updated. Any and all quotes changes are made within 24 hours and duly recorded
on each dealer's listing sheet.

Under the circumstances, it is the view of the Division of Market Regulation that Q)&.
ODDS cannot qualify for purposes of Rule 15¢3-1 subparagraph (c)(2)(vi)(K) as an @
inter-dealer quotation system, nor as a recognized established securities mar@
required by the "ready market" definition in subparagraph (c)(11)(i) of Rulgék -1.

| trust this letter is responsive to your questions. Please contact us if n be of
further assistance. >
Sincerely, Antonio J. Santos Staff Attorney 6\0‘) 6\:
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