and maintenance of, the track on which
the accident occurred.

(¢) Each notification required by
paragraph (a) of this section shall be
made by (toll-free) telephone to the
Board at Area Code 800-424-0201.

§ 840.4 Information to be given in noti-
fication.

The notice required by § 840.3 shall
include the following information:

(a) Name and title of person report-
ing.

(b) Name of railroad.

(¢) Location of accident (relate to
nearest city).

(d) Time and date of accident.

(e) Description of accident.

(f) Casualties—

(1) Fatalities.

(2) Injuries.

(g) Property damage (estimate).

(h) Name and telephone number of
person from whom additional informa-
tion may be obtained.

Signed at Washington, D.C. this 30th
day of January, 1976.

[SEAL] JonN H. REED,

Acting Chairman.
[FR Doc.76-3421 Filed 2-4-76;8:45 am|]

SECURITIES AND EXCHANGE
COMMISSION

[ 17 CFR Part 240 ]
[Release No, 34-11969]

UNIFORM NET CAPITAL RULE AND
CUSTOMER PROTECTION RULE

Notice of Proposed Amendments

The Securities and Exchange Commis-
sion today announced proposed amend-
ments to Rule 15¢3-1 [17 CFR 240.15¢3-
1], the uniform net capital rule, and Rule
15¢3-3 (17 CFR 240.15¢3-31, the cus-
tomer protection rule, under the Securi-
ties Exchange Act of 1934 (“the Act”).

INTRODUCTION

Section 15(c) (3)* of the Act requires
the Commission to regulate brokers and
dealers respecting, inter alia, the cus-
tody, carrying and use of customers’
funds and securities, and the mainte-
nance of reserves against customers’ de-
posits or credit balances. In 19727 the
Commission, acting under Section 15(c)
(3), adopted Rule 15¢3-3 [17 CFR 240.15
¢3-31," a customer protection rule. Rule
15¢3-3 [17 CFR 240.15¢3-31 obliges bro-
kers and dealers to obtain possession or
control over fully paid or excess margin
customers’ securities and, through the
Formula for Determination of Reserve
Requirements of Brokers and Dealers

115 U.S.C, § 780(c) (3) (Supp. 1V, 1975).

* Securities Exchange Act Release No. 9856
(Nov. 10, 1972), 37 FR 25224 (Nov. 29, 1972).

17 CFR § 240.15¢3-3 (1975). Rule 15¢3-3
was adopted pursuant to § 15(c)(8) as it
existed prior to the Securities Acts Amend-
ments of 1975. See 15 U.S.C. § 78o(c) (3)
(1970), as amended, 15 U.S.C. § 780(c)(3)
(Supp. IV, 1975).

PROPOSED RULES

(“the Reserve Formula”) ' requires bro-
kers and dealers o maintain reserves
with respect to customers’ funds and
funds realized through the utilization of
customers’' securities. The Securities
Acts Amendments of 1975 amended Sec-
tion 15(¢) (3)" to require the Commis~
sion to adopt minimum financial re-
sponsibility standards for all brokers
and dealers. The Commission adopted
amendments to Rule 15¢3-1 [17 CFR
240.15¢3-11 on June 26, 1975." Rule 15¢3~
1 [17 CFR 240.15¢3-11 requires substan-
tially all brokers and dealers to main-
tain specified levels of net capital com-
puted in accordance with the rule’s pro-
visions, which are intended to provide
safeguards with respect to the financial
responsibility of brokers and dealers.
Rule 15¢)-1 [17 CFR 240.15¢3-1] as
amended preserves the traditional ag-
gregate indebtedness concept, but also
provides an alternative capital require-
ment based on aggregate debit items in
the Reserve Formula.

The Commission has determined that
amendments to Rule 15¢3-1 [17 CFR
240.15¢3-11 and the Reserve Formula are
necessary and appropriate for the pro-
tection of investors. First, recent experi-
ences of certain broker-cealers demon-
strate the desirability of reducing the ex-
posure of customers' funds and securities
which arises when a broker or dealer
regularly maintains for extended periods
short security positions in fail to receive
or stock loan accounts, as well as in
special omnibus accounts established
under section 4(b) of Regulation T of
the Federal Reserve Board [12 CFR
220.4(b) 1 or otherwise. Accordingly, the
Commission proposes amendments to
Rule 15¢3-1 [17 CFR 240.15¢3-1] and the
Reserve Formula which effectively would
require brokers and dealers to reflect
such exposure in the computation of net
capital or mark to the market these
short positions. Second, experience with
the rapidly developing options market-
place suggests the necessity of certain
proposed amendments to these rules to
reflect more appropriately the risks as-
sociated with transactions in options.
Finally, the need for certain other pro-
posed amendments to Rule 15¢3-1 [17
CFR 240.15¢3-1]1 and the Reserve For-
mula became apparent during efforts on
the part of the Commission and self-
regulatory organizations to assist brok-
ers and dealers in understanding and
implementing Rule 15¢3-1 [17 CFR

240.15¢3-11.7

4+ The Reserve Formula constifutes Exhibit
A to Rule 15¢3-3, 17 CFR 240.15¢3-3a (1975).

S Act of June-4, 1975, Pub, L. No. 94-29,
§ 11(3), 89 Stat. 126.

¢ Securities Exchange Act Release No, 11497
(June 26, 1975), 40 FR 20795 (July 26, 1975).

7Since this rule’s adoption on June 26,
1975, the Commission has cooperated with all
the self-regulatory organizations in programs
and procedures designed to provide brokers
and dealers a smooth transition to uniform
net capital regulation. The New York Stock
Exchange sponsored a series of two-day
seminars on the uniform rule in New York,
Chicago, Dallas, San Francisco and Los
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PROPOSED AMENDMENTS TO RULE 15¢3-1
AND RULE 15¢3-3

Pursuant to sections 15(e¢) (3), 17(a)
and 23(a) of the Securities Exchange Act
of 1934, the Commission proposes to
amend § 240.15¢3-1 and § 240.15¢3-3 in
Part 240 of Chapter II of Title 17 of the
Code of Federal Regulations as set forth
below.

PROPOSED AMENDMENTS WITH RESPECT
TO CERTAIN DEFICIT CONDITIONS

The Commission nofes that recently
certain broker-dealers have engaged in
regular and substantial short sales of
securities for their own accounts. In one
such case, the broker-dealer was able to
conceal his short sales through “dummy"”
customer accounts, representing that the
broker-dealer was selling long customer
securities. The broker-dealer would,
through an agent, borrow securities from
an institution to cover its short position.
The broker-dealer was able to continue
this scheme largely because other broker-
dealers and institutions failed to protect
themselves by requiring adequate secur-
ity in the form of marks to market in
stock loan and special omnibus accounts,
or by allowing fails to receive from the
broker-dealer to remain outstanding for
extended periods of time. When, in a
rising market, the broker-dealer was un-
able to meet demands for additional col-
lateral or marks to market, a number of
brokers and dealers and institutions suf-
fered substantial losses. These practices
are inconsistent with the public interest
and the protection of investors.

The Commission has determined to
propose certain amendments to Rule
15¢3-1 [17 CFR 240.15¢3-1] and the Re-
serve Formula to require brokers and
dealers fo maintain adequate security in
stock loan and special omnibus accounts,
and to provide for fails to receive. Thus,
Rule 15¢3-1(e)(2)(iv)(B) [17 CFR
240.15¢3-1(e) (2) (iv) (B) ] would be
amended to require a deduction from net
worth for deficits in special omnibus ac-
counts maintained pursuant to section 4
(b) of Regulation T [12 CFR 220.4(b) 1,
or similar accounts carried for another
broker or dealer, after application of
marks to market or other required de-
posits outstanding five business days or

less, as well as a deduction for the excess

Angeles. Members of the Commission stafl
participated as panelists at these semlinars.
The National Assoclation of Securities Deal-
ers sponsored one-day seminars in no less
than thirty-four cities from coast to coast.
Other self-regulators distributed a great deal
of detalled information concerning the uni-
form net capital rule to their memberships.
As a result of this extensive dialogue with
the public, the Commission became aware of
the need to proposecertain technical amend-
ments to Rule 15¢3-1, designed to clarify
several provisions of the rule. Similarly, com=-
ments received from the public and the self-
regulatory organizations during the course
of this educational process led to the modifi~
cations of certaln interpretations concerning
allocation procedures applicable to computa-
tions under the Reserve Formula. See 41 FR
5277 (Feb. 5, 1976) .

FEDERAL REGISTER, VOL. 41, NO., 25-——THURSDAY, FEBRUARY 5, 1976




3300

of the market value of stock loaned over
the value of any collateral received there-
for, Rule 15¢3-1(e) (2) (iv) (E) [17 CFR
240.15c3-1(c) (2) GV (E) ] would ‘be
amended to require a deduction from net
worth Tor the excess of the market value
over the contract value of securities
failed to receive outstanding longer than
thirty calendar days. The Reserve For-
mula would be amended to require inchu-
sion therein of amounts equal to the de-
ductions from net worth stipulated in the
proposed amendments to Rule 15¢3-1 [17
CFR 240.15¢3-11.

1. The proposed amendments to the
Reserve Pormula are set out later in this
release. The text of the proposed amend-
ments to Rule 15e3-1(c)(2) (i) (B) &
(E) [17 CFR 240.15¢3-1(c) (2)(iv) (B),
(E)] is as follows:

§ 240.15¢3-1 [Amended]
» * - » *
(d) % » .
(2) . o=
(). /0= v

(B) All unsecured advances and loans;
deficits in customers’ and non-custom-
ers’ unsecured and partly secured notes;
deficits in special omnibus ‘accounts
maintained in compliance with the re-
gquirements of 12 CFR 220.4(h) of Regu-
lation T under the Securities Exchange
Act of 1934, or similar accounts carried
on behalf of another broker or dealer,
after application of calls for margin,
marks to the market or other required
deposits which are outstanding 5 busi-
ness days or less; deficits in customers’
and noncustomers’ unsecurad and partly
secured accounts after application of
calls for margin, marks to the market or
other reguired deposits which are out-
standing 5 business days or less, except
deficits in cash accounts as defined in
12 CFR 220.4(c) of Regulation T under
the Securities Exchange Act of 1934 for
which not more than one extension re-
specting a specified securities transac-
tion has been requested and granted, and
deducting for securities carried in any of
such accounts the percentages speci-
fied in paragraphs (c)(2)(vi) or {(f) of
this section or Appendix (A), 17 CFR
240.15¢3-1a; the market value of stock
loaned in excess of the value of any col-
lateral received therefor; receivables
arising out of free shipments .of securi-
ties (other than mutual fund redemp-
tions) in excess of $5,000 per shipment
and all free shipments (including mutual
fund redemptions) woutstanding more
than 7 business days; and collateral de-
ficienties in secured demand notes as de-

fined in Appendix D), 17 CFR
240.15¢3-1d;
o~ - » - -

(E) AN other unsecured receivables;
all assets doubtful of collection less any
reserves established therefor: the
amount by which the market value of
securities failed to receive outstanding
longer than thirty «30) calendar days
exceeds ‘the contract value of such fails
to receive outstanding longer than thirly
(30) «calendar days, and the funds on
deposit In a “segregated trust account”

PROPOSED RULES

in accerdance with 17 CFR 270.2%d-1
under the Investment Company Act of
1940, but only to the extent that the
amounts on deposit in such segregated
trust account exceeds the amount of li-
ability reserves established and main-
tained for refunds of charges required
by Sections 27(d) amd 27(f) of the In-
vestment Company Act of 1940; pro-
vided, that any amount deposited in the
“Special Reserve Bank Account for the
Exclusive Benefit of Customers” -estab-
lished pursuant to 17 CFR 240,15¢3-3
and clearing depesits shall not be so
deducted.

- - . - .

RuLEe 15¢3-1(b) (2) —ALTERNATIVE FINAN-
CIAL RESPONSIBILITY STANDARD FOR
FLOOR BROKERS

In Securities Exchange Act Release No.
11624 (Aug. 29, 1975), 49 FR 41520
(Sept. 8, 1975), the Commission adopted
paragraph (b) (2) of Rule 15¢3-1 [17 CFR
240.15¢3-11, an alternative financial re-
sponsibility standard for brokers who act
solely as floor brokers on a national se-
curities exchange. Rule 15¢3-1(h)(2) 117
CFR 240.15c3-1(b)(2) 1 is predicated on
certain exchange rules governing the pri-
ority of claims against the proceeds of
the sale of an exchange membership.
Rule 15¢3-1(b)(2) - [17 CFR 240.15¢3-1
(b) (2) ] is available only where the value
of the exchange membership is not less
than $25,000, as of current bid or last
sale. Several national securities ex-
changes have commented that insofar as
their membership values are less than
this amount, their floor brokers are pre-
cluded from operating under Rule 15¢3-
1(b)(2) [17 CFR 240.15¢3-1(b)(2) 1. The
Commission has determined that it is
appropriate to make Rule 15¢3-1(b) (2
[17 CFR 240.15¢3-1(b) (2) ] available (o
floor brokers of all national securities ex-
changes who are able to meet financial
responsibility standards necessary for
the protection of investors. Accordingly,
the Commission proposes to amend Rule
15¢3-1(b) (2) [17 CFR 240.15¢3-1(b) (2) 1]
to allow floor brokers to operate there-
under if the wvalue of their exchange
membership is held in escrow by an inde-
pendent agent.

2. The text of the proposed amend-
ments to Rule 15¢3-1(b) (2) is asfollows:

(’b) L

12) A member in good standing of a
national securities exchange who acts as
a floor broker (and whose activities do
not require compliance with other provi-
sions of this rule) may elect to comply,
in Jieu of the other provisions of this
section, with the following financial re-
sponsibility standard: the value of the
exchange membership of the member
(based on the lesser of the most recent
sale price or current bid price for an ex-
hange membership) is mot less than
$15,000, or an amount equal to the excess
of $15,000 over the value of the exchange
membership is held by an independent
agent in escrow; provided that the rules
of such exchange require that the pro-
ceeds from the sale of the exchange

membership of the member and the
amount held in escrow pursuant to this
paragraph shall be subject to the prior
claims of the exchange and its clearing
corporation and those arising directly
from the closing out of contracts entered
into on the floor of such exchange.

- - - * -

RuLe 15¢3-1(¢) (2) (vi) (M) and (f) (3)
(iii) —UnDUE CONCENTRATION

Rule 15¢3-1(e) (2) (wid(M) [17 CFR
240.15¢3-1(¢) (2) (vi) (M) ] essentially
provides that, for purposes of computing
net capital, an additional deduction from
net worth equal to one-half the appro-
priate haircut shall be taken against all
positions of a broker or dealer in the se-
curities of an issuer of a sinecle class or
series with a value exceeding ten percent
of tentative net capital. A similar provi-
sion, Rule 15e3-1(f)«(3) ({ii) [17 CFR
240.15¢3-1(f) (3) (iii) 1, applies to compu-
tations under the alternative net capital
requirement. These provisions =are in-
tended to provide a hedge against down-
side market risk, which increases propor-
ticnately with the size and consequent
possible illiquidity of such substantial
positions. Since the adoption of Rule
15¢3-1 [17 CFR 240.15¢3-1], members of
the public have commented that these
provisions may not bz appropriate as ap-
plied to redeemable shares of registered
investment companies. Since such securi-
ties are fully redeemable, they remain
readily convertible into cash. Accord-
ingly, the Commission proposes to amend
paragraphs (c)(2) (vi) M) and «f)(3)
(iii) of Rule 15¢3-1 [17 CFR 240.15¢3-1]
to exempt therefrom positions in re-
deemable securities® of investment com-
panies registered pursuant to Section 8
of the Investment Company Act of 1940."

Other proposed amendments to Rule
15¢23-1(f) (3) (dii) [17 CFR 240.15¢3-1(f)
(3) (iii) 1 would conform this provision to
Rule 15¢3-1(e) (2) (vi) (M) [17 CFR 240.-
15¢3-1(e) (2) (vi) (M) 1 by subjecting se-
curities collateralizing a secured demand
note to this undue concentration provi-
sion, and by excluding positions of rela-
tively small size or value from undue con-
centration charges.

3. The text of the proposed amend-
ments to Rule 15e3-1{e) (2)«(vi) (M) and
(£ (3)@il) 117 CFR 240.15¢3-1(c) (2) {vi)
(MDD, D) (3) (i) 1 follows:

- - - - -
(c) LA

- . - - -
(z) . x»

- - . . -
(vD LR B

- * - . -

(M) In the case of money market in-
struments or securities of a single class
or series of an issuer, including any op-
tion written, endorsed or held to pur-
chase or sell securities of such a single

8Tt is intended that the term “‘redeemable
security’ shall carry its statutory meaning.
See §2(a) (32) of the Investment Company
Act of 1940, 15 U.S.C. § 80a-2(a)(32) (1970).
vId. § 80a-8.

FEDERAL REGISTER, VOL. 41, NO. 25—THURSDAY, FEBRUARY 5, 1976




class or series of an issuer (other than
“exempted securities” and redeemable
securities of an investment company
registered pursuant to the Investment
Company Act of 1940), which are long
or short in the proprietary or other ac-
counts of a broker or dealer, including
securities which are collateral to secured
demand notes defined in Appendix (D),
17 CFR 240.15¢3-1d, for more than 11
business days and which have a market
value of more than 10 percent of the
“net capital” of a broker or dealer before
the application of subparagraph (c) (2)
(vi) or Appendix (A), 17 CFR 240.15¢c3-
1a, there shall be an additional deduction
from net worth and/or the Collateral
vValue for securities collateralizing a
secured demand note defined in Appendix
(D), 17 CFR 240.15¢3-14d, equal to 50 per-
cent of the percentage deduction other-
wise provided by this subparagraph (c)
(2)(vi) or Appendix (A), 17 CFR
240.15¢3-1a, on that portion of the
securities position in excess of 10% of
the “net capital” of the broker or dealer
before the application of subparagraph
(¢) (2) (vi) and Appendix (A), 17 CFR
240.15¢3-1a. This provision shall apply
notwithstanding any long or short posi-
tion exemption provided for in subdivi-
sion (I or (J) of this subparagraph (ex-
cept for long or short position exemptions
arising out of the first proviso to sub-
division (e) (2) (vi) (J)) and the deduc-
tion on any such exempted position shall
be 15% of that portion of the securities
position in excess of 10% of net capital
before the application of subparagraph
(¢)(2) (vi) and Appendix (A), 17 CFR
240.15¢3-1a. Provided, that such addi-
tional deduction shall be applied in the
case of equity securities only on the
market value in excess of $10,000 or the
market value of 500 shares, whichever is
greater, or $25,000 in the case of a debt
security. Provided, further, that any
specialist which is subject to a deduction
required by this subdivision (M), respect-
ing his specialty stock, who can demon-
strate to the satisfaction-of the Examin-
ing Authority for such broker or dealer
that there is sufficient liquidity for such
specialists’ specialty stock and that such
deduction need not be applied in the
public interest for the protection of in-
vestors, may upon a proper showing to
such Examining Authority hayve such un-
due concentration deduction appropri-
ately decreased, but in no case shall the
deduction prescribed in subdivision (J)
above be reduced. Each such Examining
Authority shall make and preserve for a
period of not less than 3 years a record
of each application granted pursuant to
this subdivision, which shall contain a
summary of the justification for the
granting of the application. Provided
further, that until June 1, 1976, this sub-
paragraph shall not apply to municipal
securities.
L - . - -

(f) * % »

(3)im %38

(iii) In the case of money market in-
struments, or securities of a single class
or series of an issuer, including any

PROPOSED RULES

option written, endorsed or held to pur-
chase or sell securities of such a single
class or series of an issuer (other than
“exempted securities” and redeemable
securities of an investment company reg-
istered pursuant to the Investment Com-
pany Act of 1940) and securities under-
written (in which case the deduction
provided for herein shall be applied after
11 business days) which are long or short
in the proprietary or other accounts of a
broker or dealer, including securities
which are collateral to secured demand
notes defined in Appendix (D), 17 CFR
240.15¢3-1d, and which have a market
value of more than 10 percent of the
“net capital” of a broker or dealer be-
fore the application of subparagraphs
() (2) (vi), (f)(3) or Appendix (A), 17
CFR 240.15¢3-1a, there shall be an ad-
ditional deduction from net worth and/
or the Collateral Value of securities col-
lateralizing a secured demand note de-
fined in Appendix (D), 17 CFR 240.15¢3-
1d, equal to 50 percent of the percentage
deduction otherwise provided by this sec-
tion or Appendix (A), 17 CFR 240.15¢3-
1a (in the case of securities described in
subparagraph (f) (3) (i) which receive a
30% deduction or securities described in
subparagraph (f) (3) (ii) the deduction
required by this subdivision (f)(3) (iii)
shall be 15%) on that portion of the
securities position in excess of 10 per-
cent of the “net capital” of the broker
or dealer before the application of sub-
paragraphs (c) (2) (vi), (£)(3) (i) and
(ii) and Appendix (A), 17 CFR
240.15¢3-1a. This provision shall apply
notwithstanding any long or short posi-
tion exemption provided for in subpara-
graphs (¢) (2) (v) (I) or (f) (3) (i) (ex-
cept for a long or short position exemp-
tion arising out of the first proviso to
subparagraph (f) (3) (i)) and the de-
duction on any such exemption position
shall be 15% of that portion of the po-
sition in excess of 10% of net capital
before the application of subparagraph
(e) (2) (vi), subparagraphs (f) (3) (i) and
(ii) and Appendix (A), 17 CFR 240.15¢3-
la. Provided that such additional deduc-
tions shall be applied in the case of
equity securities only: on the market
value in excess of $10,000 or the market
value of 500 shares, whichever is greater,
or $25,000 in the case of a debt security.
Provided further, that any specialist who
is subject to a deduction required by this
subdivision (f)(3) (iii) respecting his
specialty stock, who can demonstrate to
the satisfaction of the Examining Au-
thority for such broker or dealer that
there is sufficient liquidity for such spe-
cialist’s specialty stock and that such
deduction need not be applied in the
public interest for the protection of in-
vestors may on a proper showing to such
Examining Authority have such undue
concentration deduction appropriately
decreased but in no case shall the deduc-
tion preseribed in subdivision (f) (3) (i)
above be reduced. Each such Examining
Authority shall make and preserve for
a period of not less than 3 years a record
of each application granted pursuant to
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this subdivision, which shall contain a
summary of the justification for the
granting of the application. Provided
further, that until June 1, 1976, this sub-
paragraph shall not apply to municipal
securities.

- - - - L4

RuLE 15¢3-1(e) (2) (xiii) —INDEBTEDNESS
COLLATERALIZED BY EXEMPTED SECURITIES

Rule 15¢3-1(e¢) (2) (xiii) [17 CFR 240.~
15¢3-1(e) (2) (xiii) ] provides that a
broker or dealer may, at his option, in-
clude indebtedness collateralized by ex-
empted securities in aggregate indebted-
ness or deduct four percent of such in-
debtedness from net worth. The proposed
amendments to this provision would
clarify that the option of deducting four
percent of such indebtedness from net
worth is available only if the indebted-
ness would be otherwise includable in
aggregate indebtedness.

4. The text of the proposed amendment
to Rule 15¢3-1(c) (2) (xiii) [17 CFR 240.-
15¢3-1(e) (2) (x1ii) ] is as follows:

. . L L] »
(c) .« o @
(2) . & 9
(xiii) Deducting, at the option of the
broker or dealer, in lieu of including such
amounts in aggregate indebtedness, 4
percent of the amount of any indebted-
ness secured by exempted securities or
municipal securities if such indebtedness
would otherwise be includable in aggre-
gate indebtedness. Provided, with re-
spect to indebtedness collateralized by
municipal securities, that such option
shall be available until June 1, 1976.

- - . . »
RuULE 15¢3-1(¢) (13) —DEFINITION OF
“EqQuITY”’

Rule 15¢3-1(¢) (13) [17 CFR 240.15¢3-
1(e) (13) ] provides that, for purposes of
the deductions from net worth specified
in Rule 15¢3-1(c) (2) (x) [17 CFR 240.-
15¢3-1(c) (2) (x)]1 relative to certain
transactions in options, equity shall be
computed by adding the credit balance in
the account to the current market value
of all long positions in the accounts spec-
ified in Rule 15¢3-1(c) (2) (x) [17 CFR
240.15¢3-1(c) (2) (x) 1, and deducting the
debit balance in the account and the
current market value of all short posi-
tions in such accounts. The Commission
proposes to amend Rule 15¢3-1(¢) (13)
{17 CFR 240.15¢3-1(c) (13)]1 to clarify
that all securities positions (including
listed options positions) in accounts
specified in Rule 15¢3-1(c) (2)(x) [17
CFR 240.15¢3-1(e) (2) (x) 1 must be hair-
cut pursuant to Rule 15¢3-1(¢) (2) (vi)
[17 CFR 240.15¢3-1(c) (2) (vi) 1, (e¢) (2)
(x) [17 CFR 240.15¢3-1(c) (2)(x)]1, ot
Appendix A to the rule, as appropriate
The proposed amendments would also
reflect the deletion of Rule 15¢3-1(¢) (2)
(xi) [17 CFR 240.15c¢3-1(c) (2)(xi)] by
Securities Exchange Act Release No.
11624 (Aug. 29, 1975), 40 FR 41520
(Sept. 8, 1975).

5. The text of the proposed amend-
ments to Rule 15¢3-1(¢) (13) [17 CFR
240.15¢3-1(c) (13) ] is as follows:

- L J L -
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(c) (13) For purposes of subparagraph
{e) (2) (x) of this section equity shall be
computed by adding the credit balance
(if any) in the account to the current
market value of all securities (including
listed options) after the application of
subparagraph (e¢) (2) (vi), (¢) (2)(x) (to
the extent applicable) or Appendix A, 17
CFR 240.15¢3-1a, carried long in the ac-
counts specified in subparagraphs (e) (2)
(x) of this section and by deducting the
debit balance (if any) in the account and
the current market value of all securities
(including listed options) after the ap-
plication of subparagraph <(c)(2)(vi,
(c) (2) (x) (to the extent applicable) or
Appendix A, 17 CFR 240.15¢3-1a, carried
short in such accounts.

Rure 15c¢3-1a(c) (8) —Harrcurs ON LoNG
LasTED OPTIONS

Paragraph (¢)(8) of Appendix A to
Rule 15¢3-1 [17 CFR 240.15¢3-1a(¢) (8) 1
requires brokers and dealers carrying
long listed options for which there is no
offsetting security position to apply a
thirty percent haircut to the long posi-
tions. This provision is intended to pro-
vide a sufficient capital cushion against
the downside market risk relating to the
underlying equity security. Since the
market value of an option is a leverage
function of the value of the underlying
security, the haircut on- long Ilisted
options positions should be higher than
the haircut applied to the underlying
equity security in order to secure the
needed capital cushion. Since positions in
most equity securities are given a thirty
percent haircut pursuant to Rule 15¢3-1
(e) (2) (vi) (J) [17 CFR 240.15¢3-1(c) (2)
(vi) (J) 1, it is necessary to provide a
higher haircut for a corresponding
options position. The Commission has de-
termined that it is appropriate to raise
the haircut on long listed options posi-
tions not offset by a security position to
fifty percent, and proposes to amend
paragraph (c¢) (8) of Appendix A to Rule
15¢3-1 [17 CFR 240.15¢3-1] accordingly.

8. The text of the proposed amend-
ment to Rule 15c3-la(c) (8) 117 CFR
240.15¢3-1a(c) (8) ] is as follows:

ArPENDIX A TOo RuneE 15¢3-1, 17 CFR
240.15¢3-1a

(c) - & =

(8) Where a broker or dealer is long
listed options and there is no offsetting
security position, deducting 50 percent of
the market value of any net long posi-
tions in options in the same underlying
security, with the same exercise price and
the same expiration date. Where a
broker-dealer has a net short position in
an option in the same underlying secu-
rity, with the same exercise price and the
same expiration date and for which the
broker or dealer does not have a related
position in the underlying security or an
option position otherwise provided for in
this Appendix (A), the deduction shall be
determined as provided in subparagraph

(c) (1) or (2) of this Appendix (A).

PROPOSED RULES

RuLE 15c3-3a—RESERVE FORMULA

Since the advent of trading in listed
options, brokers and dealers effecting
options transactions have developed new
methods of financing their margin re-
quirements at the clearing corporation
level which were not anticipated when
Rule 15¢3-3 [17 CFR 240.15c3-31 was
adopted. These developments dictate
amendments to the Reserve Formula in
Exhibit A to Rule 15¢3-3 (17 CFR 240.-
15¢3-31, to ensure that the reserve re-
quirements continue to secure the con-
templated standard of protection for
customers’ funds and securities, and to
provide an appropriate computational
basis for the alternative net capital re-
quirement provided in Rule 15¢3-1(1)
[17 CFR 240.15¢3-1(f) 1. Accordingly, the

serve Formula to include as a credit item
the principal amount of restricted letters
of credit obtained by members of the
Options Clearing Corporation (“OCC")
and collateralized by customers’ securi-
ties. It is also proposed to amend the Re-
serve Formula to include as debit items
margin deposited with OCC to the ex-
tent such margin is represented by cash,
proprietary cqualified securities, or re-
stricted letters of credit collateralized by
customers’ fully paid or excess margin
securities.

The text of the proposed amendments
to the Reserve Formula, including those
discussed earlier relating to certain
deficit conditions, is as follows:

§ 240.15¢3-3a Exhibit A—formula for
determination of reserve requirement

of brokers dealers under
Commission proposes to amend the Re- § 240.15¢3-3.
Credits  Debits
. Free credit balances and other credit balances in customers' security accounts. (Seemote A) . $xxx

M?}uies borrowed collsteralized by securities carried for the account of customers. {Sce note

Customers' securities failed to receive. (See note D).

1

% )

2. Monfes payabic against customers’ securitios loaned. (See note C.)._.
g Credit balances in firm saecounts which are attributable to principal sales to customers.....

. Market value of stock dividends, stock splits and similar distributions receivable out-

standing over 30 calendar days. - ... . ... . ..

SHSpense accounts over 30 calendar days. ... ... ..

7. Market value of short security count differences over 30 ealendardaysold. ... ... ... .
B. Market value of short securities and credits (not to be offset by longs or by debits) in:all
9

. Market value of securities which are in transfer in excess of 40 ralendar days and have net SSEaGls

been confirmed to be in transfer by the transfer agent or the {ssuer during the last 40 d. ..

10. Débit balances in customers’ cash and margin sccounts excluding unsecurad accounts and

necounts doubitinl of coliection. (Seenote KE.) . -

11. Becurities borrowed o effectuate short sales by customers and secorities borrowed to make
delivery 09 customers’ securities {afled 10 deliver. ..
12, Failed to deliver of-customers® securities not older than 30 calendardays. .. ... ..........
13. Margin required and on deposit swith the Options Clearing Corporation for all option co
tracts written or purchased in customer accounts. (See noie F.g ____________________________________

14, Excess of total credits (sum of items 1 Lo 9) over total debits (sum of ifams 10 to 13) required
to be on deposit in the Reserve bank sccount (sec. 210.15¢3-3(¢)). If the computation is

mademontnly as
excessof total ¢

rmitted b this seotion, the deposit shall be not less than 105 potof the
its overgotaldebits. ... o ...

Nore A. Item 1 shall include all outstand-
ing drafts payable to customers which have
been applled against free credit balances or
other credit balances and shall also include
checks drawn in excess of bank balances per
the records of the broker or dealer.

Nore B. Item 2 shall include the principal
amount of Restricted Letters of Credit ob-
tained by members of Options Clearing
Corporation which are collateralized by
customers’ securities.

Nore C. Item 3 shall include in addition to
monies payable against customers' securities
loaned the amount by which the market
value of securities loaned exceeds the col-
lateral walue received from the lending of
such securities.

Nore D. Item 4 shall include in addition
to customers’ securities failed to receive the
amount by which the market value of securi-
ties falled to recelve and outstanding more
than thirty (30) calendar days exceeds theilr
contract value,

Note E. (1) Debt balances in margin ac-
counts shall be reduced by the amount by
which a specific security (other than an
exempted security) which is collateral for
margin accounts exceeds in aggregate value
15 percent of the aggregate value of all
securities which collateralize all margin ac-
counts receivable; provided, however, the re-

quired reduction shall nof be in excess

of the amounts of the debit balance required
to be ‘excluded because of this concentration
rule. A specified security is deemed to be
collateral for a margin account only to the
extent it represents In value not more than
140 percent of the customer debit balance
in & margin account.

(2) Debit balances in special omnibus ac-
counts, maintalned in compliance with the
requirements of Section 4(b) of Regulation
T under the Act (12 CFR 220.4(b) ) or similar
accounts carried on behalf of another broker
or dealer, shall be reduced by any deficits in
such accounts (or if a credit, such credit
shall be increase) less any calls for margin,
marks to the market, or other required de-
posits which are outstanding 5 business days
or less.

(8) Debit balances in customers' cash and
margin accounts included in the formula
under Item 10 shall be reduced by an amount
equal to 1 percent of their aggregate value.

Note F. Item 13 shall include the amount
of margin deposited with Options Clearing
Corporation to the extent such margin Is
represented by cash, proprietary qualified
securities, and restricted letters of credit
collateralized by customers' fully paid or ex-
cess margin securities. The amount of margin
secured by restricted letters of credit col-
lateralized by margin securities shall not be

included as a debit in Item 13,
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StaTuTORY Basts AN COMPETITIVE
CONSIDERATIONS

These proposed amendments to Rule
15¢3-1 [17 CFR 240.15¢3-1]1 and Rule
15¢3-3 [17 CFR 240.15¢3-3] are proposed
pursuant to the Securities Exchange Act
of 1934 (the *“Act”), particularly Sec-
tions 2, 6, 10, 15, 17 and 23 thereof. The
Commission finds that any burden upon
competition imposed by the proposed
amendments is necessary and appropri-
ate in furtherance of the purposes of the
Act, and is necessary and appropriate
to implement the Commission’s continu-
ing mandate under this Act, and par-
ticularly section 15(¢) (3) thereof, to pro-
vide safeguards with respect to the
financial responsibility and related prac-
tices of brokers and dealers, and to pro-
tect customers’ funds and securities.

REQUEST FOR COMMENTS

All interested persons are invited to
submit their views and comments on the
proposed amendments to Rule 15¢3-1
[17T CFR 240.15¢3-11, and Rule 15¢3-3
[17 CFR 240.15¢3-31. All communica-
tions should be addressed to George A.
Fitzsimmons, Secretary, Securities and
Exchange Commission, 500 North Capitol
Street, Washington, D.C. 20549, no later
than February 29, 1976. Reference should
be made to File No, S7-609.

All comments received will be available
for public inspection.

By the Commission.

[sEAL] GEORGE A, FITZSIMMONS,
Secretary.
JaANUARY 2, 1976.

IFR Doc.76-3388 Filed 2-4-76;8:45 am])

VETERANS ADMINISTRATION
[38CFRPart1]
PRIVACY ACT OF 1974

Safeguarding Personal Information in
Veterans Administration Records

The Administrator of Veterans’ Af-
fairs proposes a regulatory change pro-
viding that a request to amend or cor-
rect a record pursuant to section 552a
(d), title 5, United States Code (Privacy
Act of 1974, 88 Stat. 1896), will normally
be completed within 30 working days.
This action is proposed in accordance
with Office of Management and Budget
guidelines for the Privacy Act imple-
mentation (Circular No. A-108, subsec-
tion (d) Access to Records, Actions Re-
quired on Requests fo Amend Records,
40 FR 28958, July 9, 1975) .

Section 1.577(b) of Title 38, Code of
Federal Regulations, contains the re-
quirements for an individual to request
amendment of any VA record pertaining
to him or her. This proposed amend-
ment provides that reviews requested to
amend or correct a record normally be
completed within 30 days from the re-
ceipt of the request (excluding Satur-
days, Sundays, and legal public holidays)
unless unusual circumstances preclude
completing action within that time.
Promulgation of such an amendment was

PROPOSED RULES

recommended by the Office of Manage-
ment and Budget in a letter of Novem-
ber 28, 1975 following a review of agency
rules and notices under the Privacy Act
by an Ad Hoc Interagency Task Force
on Privacy Act Imwlementation. Adop-
tion of the proposed amendment will
bring § 1.577(b) into closer conformity
with the Office of Management and
Budget guidelines.

Interested persons are invited to sub-
mit written comments, suggestions, or
objections regarding the proposal to the
Administrator of Veterans Affairs
(271A), Veterans Administration, 810
Vermont Avenue NW., Washington, DC
20420. All relevant material received be-
fore March 8, 1976 will be considered.
All written comments received will be
available for public inspection at the
above address only between the hours of
8 am. and 4:30 p.m. Monday through
Friday (except holidays), during the
mentioned 30-day period and for 10 days
thereafter. Any person visiting Central
Office for the purpose of inspecting any
such comments will be received by the
Central Office Veterans Assistance Unit
in room 132. Such visitors to any VA field
station will be informed that the records
are available for inspection only in Cen-
tral Office and furnished the address and
the above room number.

Notice is given that it is proposed to
make this amendment effective Septem-~
ber 27, 1975, the effective date of section
3, Pub. L. 93-579.

In section 1.577, paragraph (b) is re-
vised to read as follows:

§ 1.577 Access to records.

(b) Any individual may request
amendment of any Veterans Administra-
tion record pertaining to him or her. Not
later than 10 days (excluding Saturdays,
Sundays, and legal public holidays) after
the date of receipt of such request, the
Veterans Administration will acknowl-

edge in writing such receipt. The Vet-
erans Administration will complete the
review to amend or correct a record as
soon as reasonably possible, normally
within 30 days from the receipt of the
request (excluding Saturdays, Sundays,
and legal public holidays) unless unusual
circumstances preclude completing ac-
tion within that time. The Veterans Ad-
ministration will promptly .eit.her:

Ll - L3 L]

Approved: January 30, 1976.
By direction of the Administrator.

[sEAL) Operr W, VAUGHN,
Deputy Administrator,

[FR Doc.76-3458 Filed 2-4-76;8:45 am]

[38CFRPart3]
VETERANS BENEFITS
Apportionments
The Administrator of Veterans’ Affairs
proposes regulatory changes to Part 3 of
Title 38, Code of Federal Regulations,
resulting from Pub. L. 94-71 (89 Stat.

5303

385) which effected general inereases in
rates of disability compensation and
rates of dependency and indemnity com-
pensation for widows, widowers and chil-

Section 3.461 of Title 38, Code of Fed-
eral Regulations, specifies thé conditions
under which awards of dependency and
indemnity compensation will be appor-
tioned for children not in the custody of
the widow or widower. Paragraph (b) of
the section relates to the rates payable
as apportionments. Because of the in-
creases in the overall rates payable to
widows (widowers) with children, it is
proposed to amend subparagraph (1) to
increase the share payable to a child as
an apportionment from $35 to $40. It is
also proposed to revoke subparagraph
(4) which provides that when a widow
(widower) elects dependency and in-
demnity compensation instead of death
compensation the share for an entitled
child will be either the rate of depend-
ency and indemnity compensation or the

rate which would be payable as death

compensation, whichever is greater.
Under the increased rates provided by
Public Law 94-71 the death compensa-
tion rate cannot be greater than the de-
pendency and indemmnity compensation
rates payable for children over age 18.
Therefore, apportionment will no longer
be involved in such cases since the child
would be awarded dependency and
indemnity compensation in its own right.
Since the provision in paragraph (b) (4)
constitutes the only exception to the rule
that dependency and indemnity com-
pensation will not be apportioned for
children over age 18, paragraph (a) is
amended to delete the exception stated
therein,

Interested persons are invited to sub-
mit written comments, suggestions, or
objections regarding the proposal to the
Administrator of Veterans' Affairs
(27T1A) Veterans Administration, 810
Vermont Avenue, NW., Washington,
DC 20420. All relevant material received
before March 8, 1976 will be considered.
All written comments received will be
available for public inspection at the
above address only, between the hours of
8 am and 4:30 pm Monday through
Friday (except holidays), during the
mentioned 30-day period and for 10 days
thereafter. Any person visiting Central
Office for the purpose of inspecting any
such comments will be received by the
Central Office Veterans Assistance Unit
in room 132. Such visitors to any fieid
station will be informed that the
records are available for inspection only
in Central Office and furnished the ad-
dress and the above room number. Notice
is giyen that the amendments to § 3.461
will be effective August 1, 1975, the effec-
tive date of Pub. Law 94-71.

1. In § 3.460, paragraphs (a), (b) and
(c) are revised to read as follows:

§ 3.460 Death pension.

- - - . -

(a) Civii and Indian wars; on and
after October 1, 1967.

Each additional child. .. ...
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