



















































































LIQUIDATION PROCEEDINGS

General Nature of a SIPC Liquidation

Section 6 of the 1970 Act sets forth the purposes
of a proceeding in which a trustee has been ap-
pointed, the procedures to be followed, the powers
and duties of the trustee, and the rights and priori-
ties of the customers of the debtor firm.

The proceeding is essentially a liquidation pro-
ceeding, and the 1970 Act denominates it as such.
In order to assure that only a liquidation will take
place, Congress provided that, even though the pro-
ceeding is to be governed to a very large extent by
those provisions of the Bankruptcy Act (11 U.S.C.
§ 1 et seq.) relating to corporate reorganizations
(Chapter X), in no event is a plan of reorganization
to be formulated.

The powers and duties of the trustee are quite
broad. Section 6(b)(1) gives the trustee the same
powers and title with respect to the debtor and
its property, and the same rights to avoid prefer-
ences, as a trustee in bankruptcy and a trustee under
Chapter X of the Bankruptcy Act would have. In
addition, the trustee is given the right to operate
the debtor’s business so as to complete certain open
contractual commitments and, with SIPC approval,
to hire and fix the compensation of persons deemed
necessary by the trustee for purposes of the liquida-
tion proceedings, all without court approval.

The duties of the trustee, except where inconsist-
ent with the 1970 Act or as otherwise ordered by
the court, are the same as the duties of a trustee in
bankruptcy.¥

A liquidation proceeding is to be conducted:

“in accordance with, and as though it were being
conducted under, the provisions of chapter X and
such of the provisions (other than section 60e) of
chapters | to VII, inclusive, of the Bankruptcy Act
as section 102 of chapter X would make applicable
if an order of the court had been entered directly
that bankruptcy be proceeded with pursuant to the
provisions of such chapters | to VII, inclusive. . . .”

As indicated, where inconsistent with the provisions
of the 1970 Act, the Bankruptcy Act does not apply.

7 However, the trustee in a 1970 Act proceeding has no
obligation to reduce securities to money.
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As a result, the above quoted provision effects a
blending of the 1970 Act, the provisions of the Bank-
ruptcy Act dealing with ordinary bankruptcy (Chap-
ters 1 to VII, inclusive) and the provisions of the
Bankruptcy Act dealing with corporate reorganiza-
tions (Chapter X). Such a blending was intended to
provide the court and the trustee with the flexibility
necessary to the proper conduct of a complex pro-
ceeding.®

The 1970 Act specifically excludes Section 60e of
the Bankruptcy Act which heretofore had governed
the bankruptcy liquidation of stockbrokers.*®

Prior to enactment of Section 60e in 1938, the
rights of customers of stockbrokers depended upon
the law of the state in which the transactions in
question took place, and most cases involved the
rights of margin customers. Two doctrines, the
“Massachusetts’” rule and the ‘‘New York’ rule,
emerged. Under the Massachusetts rule, a broker
who carried stock in a margin account for customers
was treated as the owner of that stock. The relation-
ship between the parties was said to be that of
debtor and creditor, with the customer treated as a
general creditor. Under the New York rule, which
was followed in most jurisdictions, the relationship
was viewed as one of pledgor-pledgee, and a cus-
tomer who could find similar securities in the posses-
sion of the stockbroker or the stockbroker’s pledgee
could reclaim them. Thus under the New York rule
some customers might fare well and others fare
poorly, depending simply upon which customers were
lucky enough to discover that the stockbroker had
in his possession some of the kinds of securities in
which they had an interest.

* However, the blending also creates certain problems, in
that there are conflicts between certain provisions of Chap-
ters | through VII of the Bankruptcy Act and Chapter X of
that Act. In addition, the major purpose of a Chapter X
proceeding (the rehabilitation of the debtor) is inconsistent
with one of the major purposes of a SIPC proceeding (the
liquidation of the debtor), while certain provisions of Chap-
ters | through VII which conflict with provisions of Chapter X
are perfectly consistent with the purposes of a SIPC pro-
ceeding. SIPC is attempting to resolve these conflicts as
they appear in any particular case.

¥ Section 60e continues to govern a bankruptcy liquidation
of a stockbroker not a member of SIPC.




Section 60e of the Bankruptcy Act was enacted
primarily to correct the inequities caused by the
operation of the New York rule. The section’s major
feature was the establishment of three classes of
claimants to a stockbroker's assets. These three
classes have been adopted, with minor changes, by
the 1970 Act.

Section 6(c)(2)(C) of the 1970 Act establishes as
one class those customers who are able to “‘spe-
cifically identify’’ their property in accordance with
the terms of that section and who are entitled to the
immediate possession of such property without the
payment of any sum to the debtor. Specifically
identifiable property includes property which ‘‘re-
mained in its identical form in the debtor’'s posses-
sion until the filing date . . . [or which] was allocated
to or physically set aside for such customers on the
filing date.”” § 6(c)(2)(C). Cash, while it can be
specifically identifiable property of a customer (e.g.,
when found in an envelope with the customer’s name
on it or, for instance, an uncashed check or monies
held for a particular payment in a separate account),
usually does not fit within this definition.

The Section 60e definition of specifically identi-
fiable property was very similar, though it required
that property be physically set aside for or allocated
to customers while the stockbroker was solvent or
for four months before bankruptcy. Stock was usually
not considered specifically identified unless tagged
with the customer’s name or account number or seg-
regated individually. The 1970 Act refines and ex-
pands the Section 60e concept of specifically identi-
fiable property to include securities held in “bulk
segregation’’ or as part of a central certificate service.

A second class are those customers entitled to
share pro rata in a “‘single and separate’’ fund.«

Finally, to the extent that a customer’s claim is not
satisfied from the foregoing sources and advances
from SIPC, he shares with other creditors in any
remaining assets in the debtor’s estate.

The 1970 Act attempts to eliminate certain prob-
lems which arose in the application of Section 60e.
For example, while Section 60e deals with insolvent
‘““stockbrokers’, the term ‘‘stockbroker’” is not de-
fined in the Bankruptcy Act. It has been stated that

“ The single and separation fund consists of: ‘‘All property
at any time received, acquired, or held by or for the account
of a debtor from or for the account of customers, except
cash customers, who are able to identify specifically their
property in the manner prescribed in subparagraph (C), and
the proceeds of all customers’ property transferred by the
debtor, including property unlawfully converted.

§6(c)(2)(B).

the term refers only to those holding customers se-
curities as agents, rather than those dealing with
customers as principals. Gordon v. Spalding, 268 F.
2d 327, 330-331 (CA. 5, 1959). The 1970 Act clearly
covers both brokers and dealers.

Another problem arising under Section 60e in-
volved the definition of the term ‘‘customer.” A per-
son leaving cash with a broker for the purpose of
purchasing securities might not be considered a
“customer” if the purchase did not occur prior to
bankruptcy. The 1970 Act remedies this by provid-
ing that the term ‘“‘customer’” “‘. . . shall include any
person who has deposited cash with the debtor for
the purpose of purchasing securities M
§6(c)(2)(A)(ii).

One of the major innovations of the 1970 Act is
the provision for the completion of open contractual
commitments. Section 6d) states that:

“The trustee shall complete those contractual
commitments of the debtor relating to transactions
in securities which were made in the ordinary course
of debtor’s business and which were outstanding on
the filing date—

(1) in which a customer had an interest, except
those commitments the completion of which
the Commission shall have determined by rule
or regulation not to be in the public interest, or

(2) in which a customer did not have an interest,
to the extent that the Commission shall by
rule or regulation have determined the com-
pletion of such commitments to be in the
public interest.”” #

SIPC has been working on drafts of certain pro-
posals for rules under this Section which it is hoped
can be submitted to the Commission in the near
future. As more experience is gained with contractual
commitments, SIPC will develop guidelines for trust-
ees in this aspect of the liquidation process.

Other than specifically identifiable property of cus-
tomers which is not the subject of an open contrac-
tual commitment, all property held by or for the
debtor and all property in the single and separate
fund may be used to complete open contractual com-
mitments. In addition, SIPC may be required to ad-

“'See page 11 for a discussion of the types of brokers
and dealers covered by the 1970 Act.

“2 “For purposes of [Section 6(d)] (but not for any other
purpose of this Act) (i) the term ‘customer’ means any
person other than a broker or dealer, and (ii) a customer
shall be deemed to have had an interest in a transaction if
a broker participating in the transaction was acting as agent
for a customer, or if a dealer participating in the transaction
held a customer’'s order which was to be executed as a part
of the transaction.” § 6(d). In other words, a customer is
deemed to have an interest in a transaction if the broker or
dealer was acting for a customer either in an agency or
principal capacity.
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vance moneys necessary to complete certain open
contractual commitments of the debtor in which cus-
tomers have an interest.

Section 6(e) of the Act prescribes that promptly
after his appointment the trustee will publish a
notice of the commencement of the proceedings in
appropriate newspapers. As promptly as possible the
trustee is to mail a copy of the notice to each of the
customers of the debtor.

Except as the trustee may otherwise permit, claims
for certain specifically identifiable property and cer-
tain claims payable from the single and separate
fund are not to be paid, other than from the general
estate of the debtor, unless filed within such period
of time (not exceeding 60 days) as may be fixed by
the court. No claim may be allowed which has not
been filed within six months, except as provided in
Section 57 of the Bankruptcy Act.

Section 6(f) deals with SIPC advances to trustees,
subsection (1) relating to advances for customers’
claims. To provide for prompt payment and to sat-
isfy the net equities of customers of the debtor, SIPC
is to advance to the trustee monies to satisfy claims
in full of each customer, but not to exceed $50,000
for such customer. The amount advanced by reason
of such claim to cash shall not exceed $20,000.%2

A customer who holds accounts with the debtor in
bona fide separate capacities is considered a differ-
ent customer in each capacity. In October 1971,
SIPC issued Rules Identifying Accounts of Separate
Customers of SIPC Members.

No advance may be made by SIPC to the trustee to
satisfy any claims of any customer who is a general
partner, officer, or director of the debtor, the bene-
ficial owner of 5 percent or more of any class of
stock, or limited partner with a participation of 5 per-
cent or more in net assets or net profits of debtor.
No advance shall be made by SIPC to the trustee to
satisfy the claims of any broker or dealer or bank
unless such claims arise out of transactions for cus-
tomers of such broker or dealer or bank, in which
event, each such customer shall be deemed a sepa-
rate customer of the debtor.

Other Advances

SIPC may advance to the trustee such monies as
may be required to hire and pay all personnel that

“ In other words, advances to cover customer losses may
not exceed $50,000 but if the claim is one for cash the
advance to cover customer losses may not exceed $20,000.
The “filing date’’ (see page 22) is the critical date for com-
puting ‘‘net equities.”
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are necessary for the liquidation proceeding and to
pay proper administrative expenses. SIPC is to ad-
vance to the trustee monies required to complete
open contractual commitments.

Section 6(g) of the Act requires the trustee to
discharge promptly all obligations of the debtor to
each of its customers relating to, or net equities
based upon, securities or cash by the delivery of
securities or the payment of cash to customers inso-
far as such obligations are ascertainable from the
debtor's books and records, or are established to
the satisfaction of the trustee.# The court is em-
powered to (1) authorize the trustee to make pay-
ment out of SIPC advances for claims for securities
or cash; and (2) in respect of claims for securities,
authorize the trustee to the greatest extent prac-
ticable to deliver, in payment of claims of customers
for their equities based on securities held on the
filing date in their accounts, securities of the same
class and series of an issue ratably up to the respec-
tive amounts so held in those accounts. The amounts
and number of such advances are indicated in
Appendix IlI.

Any payment or delivery of property by the trustee
may be conditioned upon requiring claimants to file
in support of their claims appropriate receipts, sup-
porting affidavits, or properly executed assignments.
Trustees have generally required copies of confirma-
tions, cancelled checks, and statements of account
in support of claims filed. Trustees have, from time
to time, disallowed various claims. The nature of any
additional data in support of claims has been a mat-
ter for the individual trustee to work out with the
claimant, depending on the specific circumstances
relating to the disallowance.

“ The statute contemplates that in the interest of main-
taining public confidence and minimizing the period during
which investors’ property is not available to them for invest-
ment or other purposes, customer claims should be paid
promptly. SIPC agrees with this objective and believes that
procedures now employed and being developed should re-
sult, in many cases, in the payment of non-disputed claims
within a few months. However, SIPC also has taken the posi-
tion that advances should not be made until the trustee and
SIPC are satisfied that claims are bona fide and accurate. Ex-
perience to date has warned of the need to be watchful for
fraudulent claims or at least erroneous ones. The state of
the books and records frequently is such that it is possible
for claims to be misstated under circumstances making
difficult detection and prevention of overpayments or im-
proper payments. In some cases the staff has been alerted
to the probability that plans have been made to establish
accounts for the purpose of reaching SIPC funds. SIPC has
followed a practice, therefore (which in no way is to be
construed as a reflection on any trustee), of having its own
accountants review debtor accounts on a sample basis or
otherwise as to the validity of claims and the adequacy of
the documentation as a basis for the SIPC advance.




SIPC is entitled to be repaid in priority to all other
claims payable from the single and separate fund the
amounts of all advances made by SIPC to the trustee
to permit the completion of open contractual com-
mitments and, except to the extent that other assets
of the debtor may be available or as otherwise or-
dered by the court to be paid, all costs and expenses
specified in clauses (1) and (2) of Section 64(a) of
the Bankruptcy Act in priority to claims of customers
against the single and separate fund.

The statute also provides that, to the extent that
monies are advanced by SIPC to the trustee to pay
claims of customers, SIPC shall be subrogated to the
claims of such customers.

Basic Causes of Failures of Firms being Liquidated

As of March 31, 1972 SIPC was involved in the
liquidation of 39 securities firms by court-appointed
trustees. These firms were in all stages of the liqui-
dation process. In some cases the claims of cus-
tomers had been settled or substantially settled and
the trustees were involved in the later stages of deal-
ing with the general estates and the claims of other
creditors. In some the trustees had just been ap-
pointed and had not yet had time in which to publish
notices. In the remaining cases assets were being
marshalled, claims processed and customers paid net
equities or delivered specifically identifiable property.
In some, disputed claims were being researched. In
others, it appeared that litigation might be necessary.

It is too early, therefore, to make the studies nec-
essary for a comprehensive determination of the
causes or apparent causes of the failure of these
firms or to make an evaluation of the relative signifi-
cance of each of multiple causes. Furthermore, in the
interest of not causing the trustees problems in addi-
tion to those they already face, it is not believed ad-
visable to publish the details of pending cases.
Accordingly, SIPC has reviewed data so far available
from various records and other sources, including
data furnished by the trustees, and has prepared pre-
liminary conclusions regarding causes for failure
without disclosing the names of the firms or the
trustees and without linking the data with any firm
or persons.

Inadequate, inaccurate or nonexistent books and
records must be mentioned as one of the most sig-
nificant conditions encountered in almost all of these
cases. It is not possible on the basis of present
knowledge to characterize this state of affairs as a
primary cause of failures or an inevitable conse-
quence of failures. It is clear, however, that in the

securities business, perhaps more than in most,
failure of record keeping can result in loss of control
of the business. The work of the trustees in all of
these cases has been impeded in varying degrees by
bad records, no records, false records or non-current
records. In some situations it has been impossible for
trained accountants to reconstruct the books and
records needed by the trustee.

Lack of adequate capital has been mentioned fre-
quently by the trustees as a major factor in firm
failures. Of course, this explanation by itself is not
too revealing as an indication of the reason for fail-
ures. This term can include a number of situations
ranging from too small a capital base to such matters
as temporary illiquidity, overcommitment in a par-
ticular security or venture, inability to absorb an
adverse market movement, too rapid expansion or
improper controls. The initial capital of the firms in
liquidation as reflected in the broker-dealer register
forms filed with the Commission is shown in Appen-
dix lll. Figures were available for 38 of the 39 firms.
The firm reporting the smallest initial capital began
business in 1964 with $4,000. The firm with the
largest initial capital started business in February
1970 with $250,000 and failed within two years.

Thirty of the 38 firms, or approximately 80 per-
cent, reported an initial capital of less than $50,000;
18 of the 38 firms, or approximately 42 percent,
reported an initial capital of less than $25,000; and
8 reported capital of less than $10,000.

Mismanagement likewise has been stated fre-
quently as a major factor. Again SIPC does not yet
have sufficient facts to know whether this springs
from lack of knowledge and experience in the busi-
ness, emphasis on sales to the exclusion of other
aspects of the business, ineptitude, failures of rec-
ords or controls or other matters such as, for exam-
ple, as has been demonstrated in at least one case,
a scale of corporate and personal living which could
not be supported by the available resources, includ-
ing those belonging to customers.

There have been a number of cases where it seems
clear that grossly improper conduct was a major
factor in the failures.

Of the 38 firms in liquidation, 28 began business
in 1968 or later. In other words, 74 percent of the
firms in liquidation failed within four years and 32
percent failed within two years.

Generally, failures have resulted from various
combinations of the foregoing. In most cases there
were multiple causes rather than any single cause.

Although it is dangerous to generalize, particu-
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larly on the basis of a few months of SIPC’s experi-
ence with liquidations, these cases at least would
suggest the need for an upgrading of the qualifica-
tions of principals, improved capital requirements
and closer monitoring of compliance with record
keeping and capital requirements.

Selection of Trustees

As of March 31, 1972, there were 39 trustees en-
gaged in liquidations under the 1970 Act. Of these
trustees, 17 had been receivers appointed by the
courts prior to the time SIPC filed an application.
SIPC designated them as trustees for purposes of
the 1970 Act when the court approved SIPC’s ap-
plications.«

Nineteen trustees serving in 21 cases were not
receivers at the time the SIPC applications were
made. These 19 were selected by SIPC and desig-
nated under Section 5(b)(3). Six of these individuals
were selected on the basis of their prior experience
with banks or broker-dealers. Six others were recom-
mended to SIPC by the SEC’s regional offices; two
had prior trusteeship experience, and three were
recommended by others.

During the past nine months SIPC has been de-
veloping a roster of persons in all parts of the coun-
try reputed or known to have had experience in
various operational aspects of the brokerage busi-
ness. Similarly, the names of prospective accountants
and counsel to assist trustees are being accumulated.
Eventually it should be possible to secure on short
notice the services of highly qualified candidates for
the key roles in SIPC liguidations.

Work to be Done in this Area

It is anticipated that the records and history of
each firm liquidated under the procedures of the Act
will be reviewed and case studies prepared which
should be useful in a number of ways to SIPC and
its staff, and to the Commission and the self-regula-
tory agencies. These case studies should include in-
formation concerning the principal suppliers of firms’
capital, the character of that capital, the nature of
the business attempted or conducted, the causes of

“ See page 31, Review of Proposals for New or Amended
Rules and Regulations of the Commission and Others.

“In one case (Buttonwood), because of special facts,
SIPC designated an individual other than the court-appointed
receiver to be trustee. In one of these cases SIPC designated
the court-appointed receiver to serve as counsel to the SIPC-
designated trustee.
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failures, the qualifications of the personnel, types of
securities handled, and all significant aspects of the
firms’ history and operations as well as significant
aspects of the liquidation process, procedures and
results including costs.

This work can be expected to provide a basis for
assisting SIPC to reach conclusions and make rec-
ommendations concerning such matters as inspec-
tions, reporting, record keeping, qualifications of
principals (Sections 7, 8, 9 and 10), accounting re-
quirements and, with other data to be developed,
with respect to various criteria for determining vary-
ing rates of assessments which must be devised in
due course. These case studies can also be valuable
sources of material for one of SIPC’'s most important
and continuing functions, i.e., the preparation and
updating of guides and instructions for the benefit of
trustees, their employees and our own personnel, in
the various steps and stages of the trustees’ func-
tions in liguidations. Finally, the experience gained
in working with the problems of failing broker-dealers
and their customers will be of value in suggesting
changes in the rules or procedures of the Commis-
sion or the self-regulatory organizations in relation
to the reporting requirements and need for inspec-
tions or monitoring of SIPC member firms.

The long-range objective of the regulatory and
self-regulating structure, in addition to upgrading the
financial responsibility of SIPC member firms gen-
erally, of course, is to identify and correct if possible
the causes of failures or, if that cannot be wholly
realized, to devise a system under which customer
losses and SIPC’s costs may be minimized.

The liquidation process under the Bankruptcy and
the 1970 Acts inevitably is time-consuming, costly
and essentially wasteful. Hopefully, the SEC and the
self-regulatory organizations will be able to develop
within the existing structure effective means, with as
much uniformity, as possible, to reduce the number
of failing firms and improve the operational, financial
and other features which have contributed to the
collapse of many firms.

Litigation

In addition to the litigation in connection with
applications for the appointment of trustees pursuant
to Section 5 of the Act, SIPC has been named as
defendant in two proceedings. The first commenced
in April 1971 in the United States District Court for
the District of Colorado. (Lohf v. Casey, et al., Docket
No. C-3039.) The second commenced in November



1971 in the United States District Court for the
Northern District of Texas (Bohart-McCaslin, et al.
v. Midwestern Securities Corporation, et al., Docket
No. 2-1119.) Both cases basically seek to compel
SIPC to apply to a district court for the appointment
of a trustee for defunct broker-dealer firms. SIPC
filed a motion to dismiss # in the Lohf case, and in
August of 1971 the district court granted that mo-
tion. The plaintiffs filed an appeal which is pending
before the United States Court of Appeals for the
Tenth Circuit. SIPC has filed a motion for summary
judgment and a motion to dismiss in the Bohart-

“ 330 F. Supp 356, D. Colo. 1971.

McCaslin case, and those motions are still pending.
These cases involved questions as to the retroactive
application of the 1970 Act.

One broker-dealer firm for which a trustee had
been appointed pursuant to the 1970 Act appealed
the district court’'s decision granting the SIPC appli-
cation. (Alan F. Hughes, Inc. v. Securities and Ex-
change Commission and Securities Investor Protection
Corporation, Docket No. 72-1196.) The briefs on this
appeal have been filed and oral argument was heard
by the Second Circuit Court of Appeals on March 10,
1972. No decision had been handed down as of
March 31, 1972.

ADVERTISING OF SIPC MEMBERSHIP

AND CUSTOMER PROTECTION

Section 11(e) of the 1970 Act provides as follows:

“*SIPC shall by law or rule prescribe the manner
in which a member of SIPC may display any sign or
signs (or include in any advertisement a statement)
relating to the protection to customers and their ac-
counts, or any other protections, afforded under this
Act. No member may display any such sign, or
include in any advertisement any such statement,
except in accordance with such bylaws and rules.”

In May 1971, the staff transmitted to the national
securities exchanges, the NASD, the Association of
Stock Exchange Firms, the SEC and the SIPC direc-
tors, a first draft of a document outlining, in question
and answer form, many of the provisions of the 1970
Act, together with the advertising regulations of the
Federal Deposit Insurance Corporation, the Federal
Savings and Loan Insurance Corporation and the
National Credit Union Administration, and copies of
the advertising material which each of these organi-
zations permits or requires its members to display
or distribute. Each recipient was requested to submit
comments or suggestions relating to the content of
the SIPC advertising literature and bylaws, or to the
procedural steps which should be foliowed in the
development thereof.

Shortly thereafter an industry committee was
formed under the direction of Leon T. Kendall, Presi-
dent of the Association of Stock Exchange Firms, and
Lawrence B. Morris, Jr., President of Dean Witter &
Co., Inc. On June 30, 1971 this committee submitted
copies of a proposed bylaw, a proposed brochure,
a plan for an advertising and promotional campaign,
and three proposals for the SIPC symbol. The com-
mittee's proposed bylaw was similar in content to the
FDIC regulations which require FDIC member banks
to display an official sign denoting FDIC membership
and to include FDIC's official advertising statement
or symbol in certain of the bank’s advertisements,
and thus would require all SIPC members to utilize
an official SIPC symbol and legend or statement in
their advertising. The descriptive literature or bro-
chure proposed by the committee was in question
and answer form and similar in appearance to the
FDIC brochure.

In August the SIPC Board of Directors determined
that advertising of SIPC by SIPC members should be
permissive rather than mandatory. The Board at the
same time agreed to adopt as the corporate logotype
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the symbol which was preferred by a majority of the
members of the industry committee. The advertising
bylaw became effective in October 1971.

It was decided that the brochure describing SIPC
and the 1970 Act would not be considered to be an
“advertisement’’ and, therefore, that distribution of
the brochure by SIPC members to their customers
would not be in contravention of the bylaw. The
brochure is viewed as the equivalent of a collection
of staff explanations or interpretations with respect
to the subjects covered thereby which may be freely
distributed by all members of SIPC.

During the development of the brochure, it be-
came apparent that it would be necessary to promul-
gate rules defining customer ‘‘account or accounts”
and accounts held by a customer in ‘“‘separate ca-
pacities.” These definitions are important in the
construction of Section 6(c)(2)(A)(iv) of the 1970
Act relating to the definition of customer’'s ‘“‘net

equity’” and in operation of Section 6(f) of the Act
relating to SIPC advances to pay or otherwise satisfy
the net equities of customers.

Account rules, designated as the ‘‘Series 100
Rules,” after submission to the Commission became
effective in October. Shortly thereafter printed copies
of a booklet setting forth these rules were distributed
to all SIPC members, together with copies of the bro-
chure entitled ““An Explanation of the Securities In-
vestor Protection Act of 1970, a one page con-
densation of that brochure, a foldout setting forth
the SIPC bylaw relating to advertising and the SIPC
symbol.

Arrangements were made with the National Asso-
ciation of Securities Dealers, Inc. and the Securities
Industry Association for SIPC members to purchase
these materials as well as signs and posters of
various types at prices representing approximate
cost.

ROLE OF SIPC IN RELATION TO CERTAIN FUNCTIONS
OF THE SELF-REGULATORY ORGANIZATIONS

One of the purposes of the Act was to achieve,
over a period of time, an upgrading of the financial
practices and financial responsibility of members
of the securities industry. SIPC was intended to
participate in this effort in an indirect way, through
certain activities outlined in Section 9, in consulta-
tion and cooperation with the Securities and Ex-
change Commission and the self-regulatory organi-
zations.s

Under Subsections (c), (d) and (e) of Section 9,
SIPC is to designate one of the self-regulatory or-
ganizations, for any SIPC member which belongs to
more than one such organization, to inspect or ex-
amine the member for compliance with applicable

“ ““Your committee has been concerned about the need
for a general upgrading of financial responsibility require-
ments of broker-dealers, and it recognized this when it
stated in its report: “It is clear that the protections provided
by the proposed SIPC fund are really only an interim step.
The long-range solution to these problems is going to be
stated in its report: ‘It is clear that the protections provided
found in the ultimate raising of the financial responsibility
of the brokerage community.” ”’ (Conference Report, Decem-
ber 18, 1970, No. 91-1788, p. 26.)
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financial responsibility rules.# The selection by
SIPC is to be on the basis of regulatory procedures
employed, availability of staff, convenience of loca-
tion, and such other factors as SIPC may consider
appropriate for the protection of customers. In addi-
tion SIPC may, by bylaw or rule, designate the re-
ports of inspections or examinations of SIPC mem-
bers to be filed with SIPC by the self-regulatory
organizations. Furthermore, SIPC is directed to
consult and cooperate with the self-regulatory or-
ganizations with the objective:
1. of developing procedures reasonably designed
to detect approaching financial difficulty upon
the part of any member of SIPC;

2. that examinations of members will be con-
ducted by the self-regulatory organizations
under appropriate standards (as to method

“The term ‘financial responsibility rules” means the
rules and regulations pertaining to financial responsibility
and related practices which are applicable to a broker or
dealer as nrescribed by the Commission under Subsection
(c)(3) of Section 15 of the 1934 Act, or prescribed by a
national securities exchange.



and scope) and that reports of such examina-
tions will, where appropriate, be in standard
form;

3. that as frequently as may be practicable under
the circumstances each member of SIPC will
file financial information and be examined by
the self-regulatory organization which is the
examining authority for that member.

Early in 1971 SIPC determined that for the pres-
ent it would rely upon the then existing allocation
of inspection responsibilities. In general, the New
York Stock Exchange examines its own members and
the National Association of Securities Dealers, Inc.
undertakes to examine all of its members other than
those which are also members of that exchange.

The other exchanges have the responsibility for in-
specting their sole members who are not members
of the National Association of Securities Dealers,
Inc.

In order for SIPC to reach conclusions and at-
tempt to formulate a program under Sections 9(c),
(d) and (e), it was first necessary to review the exist-
ing reporting and examination procedures of the
various exchanges and the National Association of
Securities Dealers, Inc.

In July 1971 SIPC wrote to all national securities
exchanges and the NASD, requesting data regarding
the subject matter of Sections 9(c), (d) and (e). As
of early February, most of the requested material
had been received and is now under study and re-
view by the SIPC staff.

REVIEW OF PROPOSALS FOR NEW OR AMENDED RULES
AND REGULATIONS OF THE COMMISSION AND OTHERS

As 1971 progressed and SIPC began to recruit a
staff, considerable time and effort was devoted to
studying various rules and rule proposals published
for comment by the Commission and the NASD and
determining what, if any, comment or suggestions
SIPC should make in response. In addition, materials
which became available and which were relevant to
the financial problems of the industry were reviewed
from the point of view of SIPC’s role.

In July the staff confirmed by letter certain sug-
gestions made orally at a Commission conference
at which possible actions in the areas of eligibilty
requirements for entrants into the securities business
and stricter capital and reporting requirements, par-
ticularly for NASD and SECO members, were con-
sidered.

In August the staff, at the request of the Commis-
sion, commented upon a Commission memorandum
which had been prepared following a study of the
so-called Lefkowitz Report.s

The SIPC Board considered the Commission’s
proposal, set forth in its release No. 9288, for re-
visions of the Commission’s net capital rule. In a

“ A Report on The Auditors of Wall Street, Attorney Gen-
eral of the State of New York, July 1971.

letter sent on September 21, 1971 the Board sup-
ported the proposal to increase the required net
capital but indicated that further steps would be
desirable in the capital and eligibility rules. The
Board also stated its support of a rule which would
permit over-the-counter brokers or dealers to intro-
duce accounts on a fully disclosed basis s and a
proposed rule 52 which would provide that non-mem-
ber broker-dealers which have been expelled or sus-
pended from a registered national securities asso-
ciation or exchange for conduct inconsistent with
just and equitable principles of trade and individuals
who have been barred or suspended from association
with any such member would not be qualified to
engage in securities activities.

In December a letter and memorandum dealing
with the subject of qualifications of member firms
of SIPC were sent to four of the exchanges and to
the NASD and the Commission.

A staff letter was sent to the Commission in No-
vember with preliminary comments on the Commis-
sion’s proposed rules dealing with reserves and
segregation. In February the Board's reactions to

! Rule 17(a)(3)
> Rule 15b8-2
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ADMINISTRATION

Directors

Information concerning the compensation of
SIPC's Directors is reflected in the bylaws, which are
public documents.

Two directors are employees of their respective
government departments or agencies and as such
are paid their salaries and expenses by their em-
ployers, including those which might be attributable
to SIPC. Neither they nor their employees receive
remuneration or reimbursement from SIPC.

The three industry directors have declined any
compensation from SIPC but are reimbursed by
SIPC for out-of-pocket expenses in connection with
the attendance of SIPC Directors’ meetings. They
have made available to SIPC personnel, staff assist-
ance and data from their firms without charge to
SIPC in connection with SIPC's consideration of
various industry problems.

The Chairman of the Board has been serving SIPC
on a full-time basis as Chief Executive Officer since
January 1971 at an annual salary equal to that paid
a member of the Securities and Exchange Commis-
sion ($38,000) plus reimbursement of out-of-pocket
expenses when away from Washington on SIPC busi-
ness. Chairman Woodside was a commissioner of the
Securities and Exchange Commission from 1960
until 1967. In addition he had served in various
capacities with the Commission since its creation in
1934, including service for 8 years as Director of
its Division of Corporate Finance.

Personnel

The Vice President-Finance, a former chief ex-
aminer of the New York Stock Exchange, Inc., as-
sumed his position with SIPC on March 15, 1971;
and the General Counsel, who previously had been
connected with the Securities and Exchange Com-
mission, the University of Connecticut and the House
Interstate and Foreign Commerce Committee, joined
the staff on March 22, 1971. At the end of March
1972 the staff consisted of 18 persons. Five were
attorneys, and five were accountants, three of whom
had had experience in the operation or liquidation
of brokerage firms. Two of the professional people
had investigative or financial backgrounds, one of
whom had had many years experience at the Securi-

ties and Exchange Commission. The professional
personnel have the support of an excellent secre-
tarial staff.

It is estimated that additional people may be re-
quired in the not too distant future. The Board
wishes to secure the services of an economist. Ex-
perience to date indicates the need for establishing
a fraud unit, and additional lawyers and accountants
will be needed, particularly if, as it appears, SIPC
or the trustees will become increasingly involved in
litigation. During the first year it was necessary to
rely heavily on outside counsel and accountants, par-
ticularly in the initial stages. The general policy has
been to provide for only a small specialized perma-
nent staff and seek the assistance of professional
help on a consulting or temporary basis for some of
the larger or more difficult problems, or when dis-
tance presents difficulties. It would not be feasible
to attempt to have a network of offices around the
country and, accordingly, SIPC relies on local legal
and accounting firms to represent SIPC at distant
points when necessary.

SIPC is developing an employee benefit and re-
tirement plan for the employees which compares
favorably with the United States Government plan.
SIPC’s salary scale also compares in a general way
with the salaries paid by government offices to pro-
fessional people.

Lease

SIPC has a five-year lease running from Septem-
ber 1971 on approximately 4500 square feet of
space in a new building. The office layout was de-
signed to accommodate operations as visualized in
mid-1971. The course of events necessarily will de-
termine whether more or less space will be required.

SIPC Expenditures for 1971

Appendix IV shows the expenditures of the Cor-
poration during the year 1971, appropriately classi-
fied according to functions. The average employment
in 1971 should be considered as 9-10 persons. The
average employment for 1972 will not exceed 21-22
persons since the first quarter of the year has passed
with the employment level below 20 and the recruit-
ing process extends over several months.
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SECURITIES INVESTOR PROTECTION CORPORATION
STATEMENT OF FINANCIAL CONDITION
December 31, 1971

ASSETS
Cash:
Operating and collection accounts . .. ....... .. ... .. ... ... ........... $ 152,834
Compensating balances (Note 2) .......... . ... . . ... . ... . oo, 6,500,000
6,652,834
Member assessments receivable (Note 3) ... ... ... . ... ... ... ... ...... 5,710,000
U. S. Government obligations, at cost, plus accrued interest receivable, approx-
imates market value (face value $20,345,000) ............ ... ... .... 19,852,060
Furniture, equipment and leasehold improvements, at cost, less $1,548 ac-
cumulated depreciation and amortization . ....... ... ... ... ... ... ... 40,472
Advances to trustees less $475,800 provision for possible losses (Note 5) . .. —
Other . e 1,018
$32,256,384
LIABILITIES AND FUND BALANCE
Accounts payable and accrued expenses . .. ... ... . ... $ 355,788
Commitments (Notes 5 and 6)
Fund balance . ..... ... .. . . .. 31,900,596
$32,256,384
STATEMENT OF OPERATIONS AND FUND BALANCE
for the period from December 30, 1970 (inception) through
December 31, 1971
Revenues:
Member assessments (Note 3) .. ..... ... ... . ... . ... .. ..., $29,778,269
Contribution from a prior trust (Note 4) .. .. .. ... ... ... .. ... .. ... 3,011,925
Income from U. S. Government obligations . ... ..................... 490,042
33,280,236
Expenses:
Administrative:
Salaries and employee benefits ... ...... ... ... ... ... ... . ...... 189,878
Assessment collection direct costs .. .......... .. .. ... ... ... .. .. 35,780
Credit agreement commitment fee (Note 2) ... ................... 236,527
Legal fees .. .. . .. 70,987
Accounting fees .. ... .. .. ... .. 22,074
Other . ... . e 64,634
619,880
Preparation costs related to potential major liquidations . ............. 156,328
Start-up expense—attorney’s and accountant’s fees and printing expense
related to credit agreement and assessment procedures . ... ...... ... 127,632
Provision for possible loss on advances to trustees (Note 5) . ........... 475,800
1,379,640
Excess of revenues over expenses and fund balance . . ... ... ... ... ..... $31,900,596

The accompanying notes are an integral part of the financial statements.
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3. Member assessments receivable and assessment
revenues

The Act imposed an initial assessment of 14 of
19, per annum on each member’s 1969 gross re-
venues from the securities business as defined in
the Act, payable within 120 days of enactment
date. Revenues from initial assessments aggregate
$5,669,180.

An annual general assessment was imposed for
1971 payable quarterly at the rate of 1% of 19 per
annum on gross revenues from the securities busi-
ness. SIPC members were also allowed to make esti-
mated quarterly payments based upon 1969 gross
revenues. Any underpayment for the year 1971 is
due by May 1, 1972. Member assessments receiv-
able at December 31, 1971 are based upon collec-
tions received through February 29, 1972, and do
not inglude any additional amounts due by May 1,
1972. Any 1971 overpayment may be credited
against future assessments.

- 4, Contribution from a prior trust

$3,011,925 was contributed from a special trust
fund of the American Stock Exchange Inc., members
of which shall be entitled to a reduction in amounts
payable on future assessments, as provided in the

Act. The Board of Directors has not determined
when and on what basis such reductions may be
made.

5. Advances to trustees and commitments

Trustees have been appointed under the Act for
twenty-four SIPC member firms as of December 31,
1971. As of February 29, 1972 a total of thirty-three
trustees have been appointed. Because of inadequate
and incomplete books and records of these firms,
data presently available from the Trustees are in-
conclusive and no determination of the ultimate
amounts which may be required for advances to
satisfy customer claims nor for the liquidation ex-
penses which will be incurred is possible at this time.

The amounts advanced in connection with these
liquidations represent actual disbursements through
February 29, 1972. SIPC has adopted the policy of
providing a 1009 reserve for all advances made to
Trustees.

6. lease

The Corporation leases office space under a lease
providing for aggregate annual payments of $31,823
through September 1976.
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APPENDICES

April 14, 1970.

Hon. Hamer H. Budge,

Chairman, Securities and Exchange Commission,
Washington, D. C.

Dear Chairman Budge: Various securities industry
groups have been considering for some time new
ways of extending and expanding programs for the
protection of customers’ funds and securities held
by broker-dealers. Last week, the presidents of the
New York Stock Exchange and the Investment Bank-
ers Association informed you that a broad-based se-
curities industry committee had been formed to de-
velop a definitive program for this purpose.

Today, the Committee, composed of the major in-
dustry organizations listed below, met and unani-
mously endorsed a program with the following objec-
tives:

First, to expand the protection available to all cus-
tomers for their funds and securities held by broker-
dealers.

Second, to develop such a program consistent
with the established public policy of self-regulation
in the securities industry.

Third, to develop the program to reflect the partic-
ular needs and circumstances of each industry or-
ganization.

Fourth, to provide an equitable formula of financ-
ing such a program—equitable in terms of both the
size and nature of the risk involved.

Fifth, to present to the Securities and Exchange
Commission and to Congress a unified and construc-
tive approach by the entire securities industry.

Accordingly, within the fabric of self-regulation
and based on appropriate analysis, the securities in-
dustry is undertaking an unequivocal commitment to
develop a plan that will protect public customers of
broker-dealers up to certain defined limits.

APPENDIX 1|

A ‘“‘task force'' composed of the following indus-
try representatives was formed to develop a program
consistent with the objectives agreed upon and to
provide a report by July 1, 1970:

Mr. Ralph D. DeNunzio (New York), New York
Stock Exchange—Chairman.

Mr. Watson B. Dabney (Louisville), National As-
sociation of Securities Dealers, Inc.

Mr. Robert M. Fomon (Los Angeles), Pacific Coast
Stock Exchange.

Mr. Clifford W. Michael (New York), Association
of Stock Exchange Firms.

Mr. Francis R. Schanck, Jr. (Chicago), Midwest
Stock Exchange.

Mr. Robert C. Van Tuyl (New York), American
Stock Exchange.

Mr. Wheelock Whitney (Minneapolis), Investment
Bankers Association of America.

The Committee hopes that the precedent of care-
ful study and consultation between the Securities
and Exchange Commission and the securities indus-
try will be followed to provide a sound program for
the protection of all public investors.

Sincerely,

Ralph S. Saul, President, American Stock Ex-
change; Harold A. Rousselot, Chairman, Associa-
tion of Stock Exchange Firms; James E. Dowd,
President, Boston Stock Exchange; Andrew J.
Meilton, Jr., President, Investment Bankers As-
sociation of America; Michael E. Tobin, President,
Midwest Stock Exchange; Gordon S. Macklin, Jr.,
President, National Association of Securities Deal-
ers: Robert W. Haack, President, New York Stock
Exchange; Robert M. Fomon, Chairman, Pacific
Coast Stock Exchange; Elkins Wetherill, Presi-
dent, Philadelphia-Baltimore-Washington Stock Ex-
change.
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tion (m) modify to some degree the operation of the
provisions of section 60(e) of the Bankruptcy Act as
so incorporated by reference, in order to eliminate
certain anomalies and to accommodate the proce-
dures to changes in the practices of the securities
industry which have developed since 1938 when
section 60(e) was enacted. Thus, the first sentence
of subparagraph (B) makes it clear that the term
!'stock broker’’ includes a securities firm acting as a
dealer as well as a firm acting as a broker. Sub-
paragraph (D) contemplates the completion of open
contractual commitments. Subparagraph (E), to-
gether with other provisions of the bill, provides for
the recovery of certain advances by the Corporation,
and subparagraph (F) includes in the category of
specifically identifiable property which may be re-
covered by customers securities held in bulk segre-
gation or as a part of any central certificate service

of a stock clearing corporation or similar depository
if the identity of the customers entitled 1o these par-
ticular securities is established to the satisfaction
of the trustee. This subparagraph also grants to the
Commission certain rule-making power with respect
to the identification of property as belonging to par-
ticular customers.

In summary, the bill does not in any way amend
the Bankruptcy Act, as such, but rather, provides, a
specialized liquidation procedure for securities firms
in financial difficulties which is designed to accom-
plish the purposes of the bill in a prompt and fair
way, including utilization of any funds advanced by
the Corporation. In so doing, the bill draws heavily
upon the provisions of the bankruptcy laws, many
of which are incorporated by reference, but modifies
these procedures to the extent determined necessary
to accomplish the special purposes of the bill.
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? FOR THE PERIOD FROM DECEMBER 30, 1970 (INCEPTION) THROUGH MARCH 31, 1972

Date Trustee's

Detail of Trustees’ Requests for Advances and Disposition thereof

Number  First Request Open Cash in
of Claims for Advance Request Advance Administration Contractual Lieu of Free Credit
Received Received Received Made Expenses Commitments Securities Balances
128 8/20/71 8/20/71 10/ 1/71 $ 5,755.05 $ 7,020.09
2/ 9/72 2/16/72 2,190.75 11,760.85
2/18/72 2/24/72 $33,006.75
3/ 3/72 3/21/72 50.00
33,056.75 7,945.80 18,780.94
30
22 9/16/71 9/16/71 10/14/71 3,514.78
10/26/71 11/ 9/71 3,119.30 251.04
3/13/72 $15,513.50
40
225 7/26/71 7/26/71 7/30/71 1,800.00
8/31/71 9/ 8/71 25,000.00
9/27/71 9/28/71 2,380.00 5,604.20
10/14/71 10/15/71 478.12
10/11/71 10/19/71 2,908.16
12/ 7/71 12/ 7/71 14,694.37
238 11/18/71 1/18/72 1/20/72 112,437.25 82,001.66
21 8/30/71 8/30/71 10/14/71 18,448.76
10/28/71 10/29/71 10,385.13 351.00
11/19/71 11/24/71 687.50 :
22,521.83 17,893.50 142,687.80 116,471.64
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FOR THE PERIOD FROM DECEMBER 30, 1970 (INCEPTION) THROUGH MARCH 31, 1972

Date Trustee’s

Detail of Trustees’ Requests for Advances and Disposition thereof

Number First Request Open Cash in
of Claims for Advance Request Advance Administration Contractual Lieu of Free Credit
Received Received Received Made Expenses Commitments Securities Balances
181 11/29/71 11/29/71 12/ 2/71 $ 5,598.02
2/28/72 3/ 6/72 4,207.31
30
22 12/17/71 12/17/71 12/22/71 $13,427.66
1/ 3/72 1/14/72 2,571.00
3/13/72 3/14/72 6,560.50
976 12/ 9/71 12/ 9/71 12/13/71 7,266.68
3/27/72
41 3/15/72 3/15/72
6 12/22/71 12/22/71 1/ 6/72 981.10
12/22/71 1/ 6/72 $22,378.13
100
13,357.43 22,378.13 27,254.84
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'R THE PERIOD FROM DECEMBER 30, 1970 (INCEPTION) THROUGH MARCH 31, 1972

Date Trustee’s

Detail of Trustees' Requests for Advances and Disposition thereof

mber  First Request Open Cash in
Jlaims  for Advance Request Advance Administration Contractual Lieu of Balances
eived Received Received Made Expenses Commitments Securities Free Credit
00  2/18/72 2/18/72 2/18/72 $13,179.92
250 11/ 5/71 11/ 5/71 11/12/71 $ 4,802.00
11/26/71 12/ 1/71 7,005.70
11/26/71 3/20/72 $10,229.75
1/13/72 3/20/72 32,912.57 5,974.03
546 L
323 12/22/71 1272271 12/29/71 $17,472.00
193
800 2/25/72 2/25/72 3/ 1/72 13,248.12
80 12/10/71 12/10/71 12/10/71 14,180.00
12/10/71 12/22/71 17,642.57
84
12/27/71 12/27/71 1/ 3/72 2,500.00
200 1/14/72 1/14/72 1/14/72 3,000.00
3/ 2/72 3/ 2/72 3,000.00
3/13/72 3/15/72 5,612.50
32,162.62 49,294.57 43,142.32 26,159.65
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FOR THE PERIOD FROM DECEMBER 30, 1970 (INCEPTION) THROUGH MARCH 31, 1972

Date Trustee’s

Detail of Trustees’ Requests for Advances and Disposition thereof

Number First Request Open Cash in
of Claims for Advance Request Advance Administration Contractual Lieu of Free Credit
Received Received Received Made Expenses Commitments Securities Balances
456
1,626 1/13/72 1/13/72 1/13/72 $ 5,000.00
1/21/72 1/21/72 4,000.00
1/26/72 1/26/72 17,000.00
2/ 2]72 2/ 2/72 3,600.00
2/ 9/72 2/17/72 8,400.00
2/24/72 3/ 6/72 14,500.00
270
2/28/72 2/28/72 3/ 1/72 2,380.00
2/10/72 2/10/72 2/17/72 1,686.00
749
1,798 2/10/72 2/10/72  2/10/72 10,000.00
889
3/27/72 3/27/72
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[ ‘OR THE PERIOD FROM DECEMBER 30, 1970 (INCEPTION) THROUGH MARCH 31, 1972

Detail of Trustees’' Requests for Advances and Disposition thereof

Date Trustee's

Jumber  First Request Open Cash in
f Claims for Advance Request Advance Administration Contractual Lieu of Free Credit
received Received Received Made Expenses Commitments Securities Balances

3/21/72 3/21/72 3/22/72 3,000.00

69,566.00
Totals
$475,799.54 74,980.70 51,674.57 173,011.73 176,132.54
166,874.28 95,683.93 15,513.50 43,142.32 12,534.53
$642,673.82 $170,664.63 $67,188.07 $216,154.05- $188,667.07
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FORMS FOR USE BY SIPC MEMBER FIRMS

1. SIPC members during the year 1971 filed with
their examining authority, pursuant to Section 8 of
the Act, one or more of the following forms adopted
by SIPC for use by members in paying SIPC assess-
ments under Section 4:

SIPC-1 Initial Assessment and Information Form—
filed by members who, in 1970, filed Part
I, I or lll to Form 17A—10 covering calen-
dar year 1969.

SIPC-2 Initial Assessment and Information Form—
filed by members who, in 1970 filed only
the introduction for Form 17A—-10 covering
calendar year 1969.

SIPC—-3 Certification of Exclusion from Member-
ship—filed by a broker-dealer who is ex-
cluded from membership in SIPC under
Section 3(a)(2) of the Act and who does
not wish to apply for voluntary member-
ship under Section 3(f) of the Act.

SIPC—4 Application for Voluntary Membership—
filed by a broker-dealer who is excluded
from membership in SIPC under Section
3(a)(2) of the Act but who wishes to apply
for voluntary membership under Section
3(f) of the Act.

SIPC-5 Initial Assessment and Information Form—
filed by members of SIPC who became
registered broker-dealers or exchange
members subsequent to December 31,

1969 and prior to April 29, 1971 and did
not receive any gross revenues from the
securities business during the calendar
year 1969.

SIPC—6 Quarterly General Assessment Payment
Form—filed by all members of SIPC.

SIPC-7 Annual General Assessment Reconciliation
Form—filed by members of SIPC who file
the Introduction, Part 1, Il or lll of Form
17A-10 covering calendar year 1971.

Each of the above forms, with the exception of
Forms SIPC 3 and 4, are designed to report the
members’ gross revenues from the securities busi-
ness as defined in Section 4(i) of the Act, and to
compute the assessment based on those revenues.

SIPC-3 is a certification by a member that his
business as a broker or dealer is confined exclusively
to one or more of the exclusions set forth in Section
3(a)(2) of the statute.

SIPC—4 is an application for voluntary member-
ship pursuant to Section 3(f) of the Act. The statute
provides that any person who is a broker, dealer or
member of a national securities exchange and is ex-
cluded from membership pursuant to Section 3(a)(2)
may become a member of SIPC under such terms
and conditions as SIPC may require. The Board of
Directors has, for the immediate future, deferred
adopting policies concerning requirements for mem-
bership under Section 3(f).

APPENDIX V
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FORM OF NOTICE ENCLOSED WITH TRUSTEES’
CHECKS IN PAYMENT OF CUSTOMERS’ CLAIMS

54 APPENDIX VI
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