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Index

A
ACAT (Automated Client Account 

Transfer), 97
Acceptance waiver and consent 

(AWAC), 196
Access equals delivery rule, 176
Accounts:

corporate, 91
customer, see Customer accounts
day-trading, 99–100
discretionary, 92
fi duciary, 93–94
foreign, 79
individual, 89
IRAs, 158–162
joint, 89
margin, 98–99
new, 85–87
numbered, 96
omnibus, 17
partnership, 91
prime brokerage, 96–97
special reserve bank, 36–37
TDAs, 163–165
third party, 93–94
TOD, 90
trust, 91
UGMA, 94–95
U.S., 79
UTMA, 96
wrap, 100

Accumulation plans:
contractual, 135–136
for purchasing mutual fund 

shares, 134–136

structured, 134
voluntary, 134

Accumulation units, 147–148
Advertising, 190
Advertising literature:

for investment advisers, 
203–204

as retail communications, 187
Advertising prospectus, 117
Affi  liated companies, 101
Agents:

dividend disbursement, 19
registration of, 74, 185
transfer, 115

Aggregate indebtedness, 33–34
Agreements:

credit, 99
customer, 86
hypothecation, 99
loan consent, 99
temporary subordination, 42

AIR (assumed interest rate), 
149–150, 155

Allegations, resolving, 196
Alternative minimum net capital 

requirement, 31
Analysts, 63–64
Annual compliance review, 77
Annual privacy notices, 101
Annuitizing the contract, 151
Annuities, 143–152

bonus, 145–146
combination, 145
equity-indexed, 146
expenses and guarantees of, 151

factors aff ecting size of payment 
from, 149–150

fi xed, 144
payout options of, 148–149
periodic payment deferred, 147
pretest, 173
purchase options of, 147–148
sales charges for, 151–152
single payment deferred, 147
single payment immediate, 

147
taxation of, 150
TSAs, 163–165
variable, 144–145
withdrawals from, 150–151

Annuity units, 148
Anti-reciprocal rule, 118–119
Antitrust Division (DOJ), 211
Arbitration, 197–199
Asset allocation funds, 55
Assets under management (AUM), 

201–202
Associated persons, 185
Assumed interest rate (AIR), 

149–150, 155
AUM (assets under management), 

201–202
Automated Client Account Transfer 

(ACAT), 97
Automatic reinvestment, of 

distributions, 126
Average cost (method), 130
AWAC (acceptance waiver and 

consent), 196
Awards, under arbitration, 199
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B
Backdating, of letter of intent, 125
Back-end loads, 121–122
Balanced funds, 55
Banks, retail, 206
Benefi ciaries, 169
Bills, due, 20
Blanket bonds, 114
Blanket recommendations, 60–61
Blind recruiting ads, 190
Blotters, 25–26
Blue-sky laws, 207
Board of directors, 113–114
Bonds:

blanket, 114
fi delity, 43
municipal, 162
surety, 202

Bond funds, 55
Bonding, of investment company 

employees, 114
Bonus annuities, 145–146
“Booster shot” research reports, 66
Borrowing money:

brokerage offi  ce procedures for, 7
and investment companies, 112

Box counts, 35
Branch offi  ces, 77
Breakpoint sales, 125
Breakpoint schedule, 124
Brochure delivery, 204
Brokers, prime, 31
Brokerage offi  ce procedures, 1–23

for borrowing and lending 
money, 7

for carrying customer accounts, 
17

for clearly erroneous reports, 10
for close outs, 12–13
for customer account statements, 

16
for customer confi rmations, 

13–14
for delivery of securities, 14–16
for disciplinary actions, 4
for dividend distribution, 17–20
for execution errors, 10
and gift  rule, 6–7
for hiring new employees, 1–2
for marking to the market, 16

for order execution, 8–9
for order tickets, 7–8
for outside employment, 5
and persons ineligible to register, 

3–4
pretest, 21–23
for private securities transactions, 

5–6
for proxies, 20
for purchasing stock, 9–10
and registration exemptions, 3
for resignation of registered 

representatives, 2–3
for securities settlement options, 

11–12
for sharing in customers’ 

accounts, 7
for termination for cause, 5
for violation of Regulation T, 10

Broker dealers:
carrying, 30, 31
clearing, 30, 31
employees of other, 96
at fi nancial institutions, 206
fi nancial requirements for, 30–33
foreign, 184
fully disclosed, 31–32
introducing, 30–32
net capital requirements for, 

30–33
and Regulation T, 180
at retail banks, 206
websites of, 189

broker-dealer exemptions, 38
“B” shares, 122
Business continuity plan, 78
Buy in (term), 13

C
Capping, 59
Carrying broker dealers, 30, 31
Carrying customer accounts, 17
Cash (settlement option), 11
Cashiering department, 9
Caucuses, 197
CDSC (contingent deferred sales 

charge), 121–122
Central Registration Depository 

(CRD), 2, 187
Certifi cates, face-amount, 108

Churning, 59
Clearing broker dealers, 30, 31
Clearly erroneous reports, 10
Closed-end funds, 109–110, 121
Close outs, 12–13
COD (settlement option), 11–12
Code of Arbitration, 182–183, 

197–198
Code of Procedure, 182
College savings plan, 161
Combination annuities, 145
Combination funds, 55
Combination privileges, 126
Commingling, of pledged securities, 

100
Commissions, 185
Commitments:

open contractual, 34–35
underwriting, 34–35

Communications:
correspondence, 189
and ERISA, 169
institutional, 188–189
misleading, 191
with public, 186–191
between research and investment 

banking departments, 63
retail, 187–188
under SEC Regulation M-A, 

209–210
Companies:

affi  liated, 101
DTC, 88
face-amount, 108
investment, see Investment 

companies
management investment, 109–111
nonaffi  liated, 101

Compensation, for analysts, 63
Complaints:

customer, 75–76
industry rules and regulations for, 

195–199
Compliance review, 77
Confi rmations:

customer, 13–14
fi nal, 12
record keeping for, 27
when-issued, 12

Consumers, 101
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Contingent deferred sales charge 
(CDSC), 121–122

Continuing education, 73–74
Continuous primary off ering, 109
Contracts:

delayed delivery, 34–35
fail to deliver, 35

Contract exchange, 156
Contractual accumulation plans, 

for purchasing mutual fund 
shares, 135–136

Contributions:
to IRAs, 160, 161
to Keogh plans, 163
political, 199–200
to TDAs/TSAs, 165
to UGMA accounts, 95

Conversion privileges, 126–127
Cooling-off  period, 176
Coordination Act, 201–202
Corporate accounts, 91
Corporate bond funds, 56
Corporate retirement plans, 165
Corporate securities, 11–12
Correspondence, 189
Cost base, of multiple purchases, 

130–131
Costs of mutual funds, 53
Counterfeit securities, 36
CRD (Central Registration 

Depository), 2, 187
Credit, extension of, 180
Credit agreements, 99
“C” shares, 122
CTRs (Currency Transaction 

Reports), 78
Currency transactions, 78
Currency Transaction Reports 

(CTRs), 78
Current yields (mutual fund), 58
Custodians:

of IRA accounts, 161
of UGMA accounts, 94–95

Custodian banks, 115
Customers:

death of, 90
defi ned by Regulation S-P, 101
established, 195
fair dealings with, 58–62
institutional, 62

investment objectives of, 87
suitability of recommendation 

for, 58
Customer accounts, 85–105

carrying, 17
commingling customers’ pledged 

securities, 100
corporate accounts, 91
day-trading accounts, 99–100
discretionary accounts, 92
and DTC, 88
for employees of other broker 

dealers, 96
fi duciary accounts, 93–94
holding securities for, 87–88
individual accounts, 89
joint accounts, 89
JTIC, 90
JTWROS, 89
mailing instructions for, 89
margin accounts, 98–99
new accounts, 85–87
numbered accounts, 96
ownership of, 89–91
partnership accounts, 91
pretest, 103–105
prime brokerage accounts, 96–97
record keeping for, 26
and Regulation S-P, 100–101
sharing in, 7
third party accounts, 93–94
TOD accounts, 90
trading authorization for, 91–96
transfers of, 97–98
trust accounts, 91
UGMA accounts, 94–95
UTMA accounts, 96
wrap accounts, 100

Customer account statements, 16
Customer agreements, 86
Customer complaints, 75–76
Customer confi rmations, 13–14
Customer coverage, 192
Customer Protection Rule, 36–39

D
Day trading, 99
Day-trading accounts, 99–100
DEA (designated examining 

authority), 179

Death:
of custodian of UGMA account, 

95
of customers, 90
of minor of UGMA account, 95

Death benefi ts (life insurance), 
154–155

Deceptive practices, 59–60
Declaration date (dividends), 18
Deductions, of net capital losses, 131
Deferred compensation retirement 

plans, 166
Defi ned benefi t retirement plans, 166
Defi ned contribution retirement 

plans, 166–167
Delayed delivery contracts, 34–35
Delivery:

of investment adviser brochures, 
204

rejection of, 15
of securities, 14–16

Department of Enforcement (DOE), 
197

Department of Justice (DOJ), 
210–211

Deposit, lump sum, 133
Depository Trust Company (DTC), 

88
Designated examining authority 

(DEA), 179
Direct investment, 145
Direct Registration System (DRS), 

88
Disciplinary actions, 4
Disclosures:

of arbitration awards, 199
by mutual funds, 118
of nonpublic personal 

information, 101
on prospectuses, 118
required, on research reports, 

64–66
Disclosure Reporting Pages (DRPs), 

2
Discretionary accounts, 92
Disputes, in arbitration, 198
Distributions:

automatic reinvestment of, 126
of capital gains in mutual funds, 

128

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



294 WILEY SERIES 26 Exam Review 2015

bind.indd 294 26/09/2014 4:38 AM

Distributions: (continued)
of dividends, 17–20
of mutual funds, 115–116, 

128–129
of no-load mutual fund shares, 

116
from TDAs/TSAs, 165

Diversifi ed mutual funds, 110–111
Dividends:

from mutual funds, 128
selling, 61

Dividend disbursement agent, 19
Dividend distribution, 17–20
Dodd Frank Wall Street Reform Act 

of 2010, 201
DOE (Department of Enforcement), 

197
DOJ (Department of Justice), 

210–211
Dollar-cost averaging, 134–135
DRPs (Disclosure Reporting Pages), 

2
DRS (Direct Registration System), 88
“D” shares, 122
DTC (Depository Trust Company), 

88
Due bills, 20
DVP (settlement option), 11–12

E
Early Warning Rule, 39–40
Education, continuing, 73–74
Educational IRAs, 161
Electronic storage (records), 27, 30
Employees:

bonding of, 114
eligible for Keogh plans, 163
hiring new, 1–2
of other broker dealers, 96
tape recording of, 74–75

Employee Retirement Income 
Security Act of 1974 (ERISA), 
168–169

Employee stock ownership plans 
(ESOPs), 167

Employment, outside, 5
Employment applications, 27
Equity funds, 54
Equity income funds, 54
Equity-indexed annuities, 146

Equity securities, 181
ERISA (Employee Retirement 

Income Security Act of 1974), 
168–169

ESOPs (employee stock ownership 
plans), 167

Established customers, 195
Exams, 203
Exchange privileges, 126–127
Exchange-traded funds (ETFs), 

56–57
Ex dividend date (dividends), 18
Execution errors, 10
Exemptions:

from Hart-Scott-Rodino Act, 211
(k)(2)(A) broker-dealer, 38
(k)(2)(B) broker-dealer, 38
from penny stock cold call rule, 

195
from registration, 3
from SEC Rule 15c3-3, 38
from state registration, 200–201
from Telephone Consumer 

Protection Act of 1991, 194
Expenses, of annuities, 151
Expense ratio:

of ETFs, 56
of mutual fund, 53

Expense risk fee, 155
Extension of credit, 180

F
Face-amount certifi cates, 108
Face-amount companies, 108
Fail to deliver contracts, 35
Fair dealings with customers, 58–62
Fairness opinions, 211–212
Federal Reserve Board (FRB), 10, 98
Federal Trade Commission (FTC), 

210–211
Fees:

expense risk, 155
investment management, 155
mortality expense risk, 151
mortality risk, 154–155
operating expense risk, 151
12B-1, 122–123

Fidelity bonds, 43
Fiduciaries, 93
Fiduciary accounts, 93–94

FIFO (fi rst in, fi rst out), 130
Final confi rmation, 12
Final prospectus, 176–177
Financial institutions, 206
Financial operations principals 

(FINOPs), 71–72
Financial requirements, 30–35, 

40–43
and aggregate indebtedness, 

33–34
and box counts, 35
for broker dealers, 30–33
fi delity bonds as, 43
of FINRA, 40–41
and haircuts, 34–35
pretest, 46–49
and subordinated loans, 41–42

FINOPs (fi nancial operations 
principals), 71–72

FINRA:
fi nancial requirements of, 40–41
membership requirements of, 

183–184
FINRA Rule 2210, 187–189
FINRA Rule 2290, 211–212
FINRA Rule 5130, 178
Firewalls, 193–194
Firm element (continuing 

education), 73–74
First in, fi rst out (FIFO), 130
501(c)(3) organizations, 164
529 plans, 161
Fixed annuities, 144
Fixed dollar amount (systematic 

withdrawal plan), 137
Fixed percentage (systematic 

withdrawal plan), 137
Fixed share (systematic withdrawal 

plan), 137
Fixed time (systematic withdrawal 

plan), 137
FOCUS reports, 38–40
Foreign accounts, 79
Foreign broker dealers, 184
Foreign stock funds, 55
Form 13D, 181
Form 1099, 129
Form 4789, 78
Form ADV, 202
Form ADV Part II, 204
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Form ADV-W, 201
Form G37, 200
Form G38, 200
Form N-CSR, 118
Form N-PX, 118
Form S1, 176
Form U4, 1–2, 27, 185
Form U5, 2–3
Form X-17a-5, 38
45-day free look:

for contractual accumulation 
plans, 136

for variable life insurance 
policies, 156

401k plans, 167
403(b) institutions, 164
Fraudulent acts, 60
FRB (Federal Reserve Board), 

10, 98
Freeriding and withholding rule, 

178
Free services, 191
Front-end loads, 121
Front-end load plans, 136
Front running, 60
FTC (Federal Trade Commission), 

210–211
Full discretionary authority, 202
Full power of attorney, 92, 93
Fully disclosed broker dealers, 31–32
Funds:

asset allocation, 55
balanced, 55
bond, 55
closed-end, 109–110, 121
combination, 55
corporate bond, 56
equity, 54
equity income, 54
ETFs, 56–57
foreign stock, 55
government bond, 56
growth and income, 55
index, 54–55
level-load, 122
money market, 57
municipal bond, 56
mutual, see Mutual funds
open-end, 109–110, 120–121
option income, 55

sector, 54
special situation, 55

Funding (retirement plans), 169

G
Gains, for taxation, 129–130
General ledgers, 26
Gift  rule, 6–7
Government bond funds, 56
Government securities, 12
Gramm-Leach-Bliley Act, 101
Growth and income funds, 55
Guarantees:

of annuities, 151
of a customer’s account, 99
and fair dealings, 62

Guardians, 93–94

H
Haircuts, 34–35
Hart-Scott-Rodino Act, 210–211
Held in street name:

in customer accounts, 88
and dividend disbursement, 19

Hiring, 1–2
Holding securities, 87–88
Hypothecation agreements, 99

I
Index funds, 54–55
Indirect investment, 145
Individual accounts, 89
Individual retirement accounts 

(IRAs), 158–162
Individual retirement plans, 158
Information:

on FOCUS reports, 38
for foreign accounts, 79
investor, 76
material, 193
for new accounts, 85–86
nonpublic, 193
nonpublic material, 193
nonpublic personal, 101
obtained from issuers, 75
sharing, with other companies, 101
for U.S. accounts, 79

Inherited securities, 131
Insiders, 193
Insider trading, 193

Insider Trading & Securities Fraud 
Enforcement Act of 1988, 
193–194

Institutional communications, 
188–189

Institutional customers, 62
Institutional investors, 97
Insurance, fi xed annuities as, 144
Internal Revenue Code Subchapter 

M, 127
Introducing broker dealers, 30–32
Investments:

direct, 145
indirect, 145
in IRA accounts, 161–162

Investment advisers:
industry rules and regulations for, 

200–204
of investment companies, 114–115

Investment banking department, 63
Investment companies, 107–141

and anti-reciprocal rule, 118–119
and automatic reinvestment of 

distributions, 126
and combination privileges, 126
and conversion privileges, 

126–127
defi ned, 107–108
and exchange privileges, 126–127
and mutual fund distribution, 

115–116
and mutual fund prospectus, 

116–118
and mutual fund yields, 133
and portfolio turnover, 133
pretest, 139–141
and purchasing mutual fund 

shares, 133–136
registration of, 111–113
sales charges of, 120–123
and sales charge reductions, 

124–126
specialized functions in, 113–115
and taxation of mutual funds, 

127–132
types of, 108–111
and valuing mutual fund shares, 

119–120
voting rights of investors in, 132
withdrawal plans of, 136–137
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Investment Company Act 
Amendments of 1970, 136

Investment Company Act of 1940:
contractual accumulation plans 

under, 136
guidelines for investment 

companies in, 108
variable life insurance under, 153

Investment Company and Variable 
Contracts Limited Principal 
Exam (Series 26), 72–73

Investment management fee, 155
Investment objectives:

of customers, changes to, 87
of mutual funds, 54–56

Investors:
institutional, 97
retail, 97
voting rights of, 132

Investor information, 76
Investor-to-investor transactions, 9
IRAs (individual retirement 

accounts), 158–162
Irrevocable trusts, 91
Issue, of securities, 175–178
Issuers:

equity securities of, 181
information obtained from, 75

J
Joint accounts, 89
Joint tenants in common (JTIC), 90
Joint tenants with rights of 

survivorship (JTWROS), 89
Joint with last survivor (payout 

option), 149
JTIC (joint tenants in common), 90
JTWROS (joint tenants with rights 

of survivorship), 89

K
(k)(2)(A) broker-dealer exemptions, 

38
(k)(2)(B) broker-dealer exemptions, 

38
Keogh plans (HR-10), 162–163

L
Last in, fi rst out (LIFO), 150
Layering (term), 78–79

Legal list, 93
Lending money:

brokerage offi  ce procedures for, 7
and investment companies, 112

Letter of intent, 125
Level-load funds, 122
Life insurance, 152–157

life settlements from, 157
premiums and death benefi ts of, 

154–155
pretest, 171
sales charges for, 157
universal life, 153
universal/variable life, 153–154
variable life, 153
variable policy features of, 

155–156
variable/universal life, 153–154
whole life, 152

Life only/straight life (payout 
option), 148

Life settlements, 157
Life with period certain (payout 

option), 148–149
LIFO (last in, fi rst out), 150
Limited discretionary authority, 202
Limited power of attorney, 92, 93
Loans:

subordinated, 41–42
against variable life insurance 

policies, 156
Loan consent agreements, 99
Long securities diff erence, 35
Losses, and taxation, 129–131
Lost securities, 35–36
Lump sum deposit (mutual funds), 

133
Lump sum withdrawals (annuities), 

150

M
Mailing instructions, 89
Maintenance requirements, 27–30
Maloney Act of 1938, 181
Management investment 

companies, 109–111
Manipulative practices, 59–60
Margin accounts, 98–99
Margin department, 8
Market:

OTC, 9
primary, 175
secondary, see Secondary market

Market makers, 32
Market manipulation, 61
Marking to the market, 16
Material facts, 62
Material information, 193
Medallion Signature Guarantee 

Program, 15
Mediation, 197
Member offi  ces, 76–78
MFPs (municipal fi nance 

professionals), 199–200
Minors, of UGMA accounts, 94–95
Minor rule violations (MRVs), 

196–197
Misleading communications, 191
Misrepresentations:

and fair dealings, 62
on prospectuses, 177

Missing securities, 35–36
Money, borrowing and lending, 7, 

112
Money laundering, 78–79
Money market funds, 57
Monthly trial balances, 27
Mortality expense risk fee, 151
Mortality risk fee, 154–155
MRVs (minor rule violations), 

196–197
MSRB, 192
MSRB Rule 37, 200
MSRB Rule G-38, 199–200
Multiple purchases, cost base of, 

130–131
Municipal bonds, 162
Municipal bond funds, 56
Municipal fi nance professionals 

(MFPs), 199–200
Municipal securities, 11–12
Mutual funds:

asset allocation funds, 55
balanced funds, 55
bond funds, 55
combination funds, 55
corporate bond funds, 56
current yield of, 58
distribution of, 115–116
diversifi ed, 110–111
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equity funds, 54
equity income funds, 54
foreign stock funds, 55
government bond funds, 56
growth and income funds, 55
index funds, 54–55
and management investment 

companies, 109–111
municipal bond funds, 56
no-load, 116
nondiversifi ed, 110–111
option income funds, 55
prospectuses of, 116–118
purchasing shares of, 133–136
recommendations of, 52–56
sector funds, 54
special situation funds, 55
taxation of, 127–132
valuing shares of, 119–120
yields of, 133

N
Naked short positions, 13
National Adjudicatory Counsel 

(NAC), 197
National Association of Securities 

Dealers (NASD), 181–183
National Securities Market 

Improvement Act of 1996, 
201–202

Net asset value (NAV):
of mutual funds, 115–116
for valuing mutual funds, 

119–120
Net capital:

computation of, 27
tentative, 34

Net capital losses, 131
Net capital requirements:

alternative minimum, 31
for broker dealers, 30–33
for investment advisers, 202

Net investment income, 127
New accounts, 85–87
New account card, 86
New York Stock Exchange (NYSE), 

15
Next day (settlement option), 11
No-load mutual funds, 116
Nonaffi  liated companies, 101

Nondiversifi ed mutual funds, 
110–111

Nonprofi t organizations [501(c)(3)], 
164

Nonpublic information, 193
Nonpublic material information, 

193
Nonpublic personal information, 

101
Nonqualifi ed corporate retirement 

plans, 165
Notices:

privacy, 101
record keeping for, 27

Numbered accounts, 96
NYSE (New York Stock Exchange), 

15

O
OFAC list, 79
Off ering, continuous primary, 109
Offi  ces, member, 76–78
Offi  ce of Foreign Assets Control, 79
Offi  ce of supervisory jurisdiction 

(OSJ), 76–77
Omnibus accounts, 17
Open contractual commitments, 

34–35
Open-end funds, 109–110, 120–121
Operating expense risk fee, 151
Option income funds, 55
Orders, roundtrip, 99
Order execution, 8–9
Order room, 8
Order tickets:

brokerage offi  ce procedures for, 
7–8

record keeping for, 27
OSJ (offi  ce of supervisory 

jurisdiction), 76–77
Outside employment, 5
Over-the-counter (OTC) market, 9
Over-the-counter (OTC) securities, 

32
Ownership, of customer accounts, 

89–91

P
Painting the tape, 60
“Parked” registrations, 3

Participation:
in IRAs, 160
in retirement plans, under ERISA, 

169
Partnership accounts, 91
Patriot Act, 78–79
Payments, from annuities, 149–150
Payment date:

of dividends, 18
of stock, 10

Payout options (annuities), 148–149
Payroll deduction retirement plans, 

165
Pegging, 59
Penny stocks, 195
Penny stock cold call rule, 194–195
Performance, of mutual funds, 53
Periodic payment deferred 

annuities, 147
Periodic payment plans, 57
Personal trading rules, 63–64
Pledged securities, 99, 100
Policy and procedures manual, 71
Policy features (life insurance), 

155–156
Political contributions, 199–200
Pools, 60
POP, see Public off ering price
Portfolio turnover, 133
Positions:

naked short, 13
proprietary, 34

Power of attorney, 92, 93
Predispute arbitration clause, 86
Preliminary prospectus, 176
Premiums (life insurance), 154–155
Prepaid tuition plan, 161
Prerequisites, for supervisors, 72–73
Primary market, 175
Prime brokers, 31
Prime brokerage accounts, 96–97
Principals:

FINOPs, 71–72
requirements for, under 

Sarbanes-Oxley Act, 207–208
role of, in supervision, 71–72
subject to Series 201 

requirements, 74
Privacy notices, 101
Private securities transactions, 5–6
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Privileges:
combination, 126
conversion, 126–127
exchange, 126–127

Profi t-sharing retirement plans, 167
Proprietary positions, 34
Prospectuses:

advertising, 117
fi nal, 176–177
of mutual funds, 116–118
for new issues, 176–177
preliminary, 176
summary, 117

Proxies, 20
Prudent man rule, 93
P&S (purchase and sales 

department), 8
Public appearance, by analysts, 65
Public Company Accounting 

Oversight Board, 207
Public Company Accounting 

Reform and Investor 
Protection Act of 2002, 207

Public Disclosure Program, 199
Public education institutions 

[403(b)], 164
Public off ering price (POP):

to calculate current yield, 58
calculating, 123
for valuing mutual funds, 119

Purchases:
cost base of multiple, 130–131
of mutual fund shares, 133–136
of stock, 9–10

Purchase and sales department 
(P&S), 8

Purchase options (annuities), 
147–148

Q
Qualifi cations, for supervisors, 

72–73
Qualifi ed corporate retirement 

plans, 166

R
Random withdrawals, 150
Reclamation, 15–16
Recommendations, 51–70

blanket, 60–61

of ETFs, 56
and fair dealings with customers, 

58–62
general guidelines for, 51–52
to institutional customers, 62
and issue of research reports, 

63–66
of money market funds, 57
and mutual fund current yield, 58
of mutual funds, 52–56
of periodic payment plans, 57
pretest, 67–70
and Regulation FD, 66
and short sales, 63
suitability of, 58

Records:
electronic storage of, 27, 30
maintenance requirements for, 

27–30
secondary, 26
stock, 26–27
subsidiary, 26

Record date (dividends), 18
Record keeping, 25–30

blotters, 25–26
confi rmations and notices, 27
for customer accounts, 26
employment applications, 27
general ledgers, 26
monthly trial balances, 27
net capital computations, 27
order tickets, 27
pretest, 45, 48–49
requirements under SEC 17a-3 

and 17a-4, 29–30
securities position book (ledger), 

26–27
stock record, 26–27
storage requirements for, 27–30
subsidiary records, 26

Red herring, 176
Registered agents, 74
Registered representatives:

and commissions, 185
disciplinary actions against, 4
resignation of, 2–3
subject to Series 101 

requirements, 74
Registrations:

of agents/associated persons, 185

exemptions from, 3
of investment adviser 

representatives, 202–203
of investment advisers, 200–202
of investment companies, 111–113
“parked,” 3
persons ineligible for, 3–4
state, 186
“tolled,” 3

Registration statement, 175–176
“Regular way” settlement (stock), 9
Regulation FD (Fair Disclosure), 66
Regulation G, 180
Regulation S-P, 100–101
Regulation T:

for broker dealers, 180
regulation of credit by, 98
violation of, 10

Regulation U, 180
Regulatory element (continuing 

education), 74
Reinvestment, automatic, 126
Rejection, of delivery, 15
Reports:

clearly erroneous, 10
CTRs, 78
FOCUS, 38–40
recommendations based on, 51–52
research, 63–66
SARs, 78

Reporting, 35–40
and Customer Protection Rule, 

36–39
and Early Warning Rule, 39–40
of missing and lost securities, 

35–36
pretest, 46–48

Representatives:
registered, see Registered 

representatives
retiring, commissions and, 185

Required disclosures, 64–66
Requirements:

fi nancial, see Financial 
requirements

maintenance, 27–30
membership, of FINRA, 183–184
net capital, see Net capital 

requirements
retention, 27–30
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Research department, 63
Research reports, 63–66
Resignation, of registered 

representatives, 2–3
Resolution, of allegations, 196
Retail banks, 206
Retail communications, 187–188
Retail investors, 97
Retention requirements, 27–30
Retirement plans, 157–169

corporate plans, 165
deferred compensation plans, 166
defi ned benefi t plans, 166
defi ned contribution plans, 

166–167
educational IRAs, 161
and ERISA, 168–169
ESOPs, 167
529 plans, 161
401k plans, 167
individual plans, 158
IRAs, 158–162
Keogh plans (HR-10), 162–163
nonqualifi ed corporate plans, 165
payroll deduction plans, 165
pretest, 171–173
profi t-sharing plans, 167
qualifi ed corporate plans, 166
rolling over, 167–168
Roth IRAs, 159–160
SEP IRAs, 160
TDAs/TSAs as, 163–165
thrift  plans, 167

Retiring representatives, 185
Revocable trusts, 91
Rights of accumulation, 125–126
Rings, 60
Rollover:

of IRAs, 162
of retirement plans, 167–168

Roth IRAs, 159–160
Roundtrip orders, 99
Rule 13D, 181
Rule 15c-3-1 (Uniform Net Capital 

Rule), 39
Rule 17a-5, 38–39
Rule 17a-11, 40
Rules of Conduct (FINRA), 58–59
Rules of Conduct (NASD), 181–182
Rules of Fair Practice (FINRA), 58–59

Rules of Fair Practice (NASD), 
181–182

RVP (settlement option), 11–12

S
Sales:

breakpoint, 125
of dividends, 61
short, 63
of stocks, 9–10
wash, 131

Sales charges:
for annuities, 151–152
for contractual accumulation 

plans, 136
of investment companies, 

120–123
for life insurance, 157

Sales charge percentage, 123
Sales charge reductions, 124–126
Sales literature:

for investment advisers, 
203–204

as retail communications, 187
Sarbanes-Oxley Act, 207–208
SARs (Suspicious Activity Reports), 

78
Satellite offi  ces, 77
Schedule H, 100
SEC, see Securities and Exchange 

Commission
SEC disclaimer, 177
Secondary market:

closed-end fund shares traded 
on, 109

investor-to-investor transactions 
on, 9

regulated by Securities Exchange 
Act of 1934, 178

Secondary records, 26
SEC Regulation M-A, 209–210
SEC Regulation S-K, 208–209
SEC Regulation S-X, 212
SEC Rule 15c2-1, 100
SEC Rule 15c3-3, 38
SEC Rules 15g-2–15g-9, 194–195
SEC Rule 17a-3:

record keeping requirements 
under, 29–30

records defi ned under, 25–27

SEC Rule 17a-4:
record keeping requirements 

under, 29–30
retention requirements for 

records set by, 25
SEC Rule 17a-11, 41
SEC Rule 17f-1, 35
Section 302 (Sarbanes-Oxley Act), 

207
Section 401 (Sarbanes-Oxley Act), 

208
Section 402 (Sarbanes-Oxley Act), 

208
Section 403 (Sarbanes-Oxley Act), 

208
Section 404 (Sarbanes-Oxley Act), 

208
Sector funds, 54
Securities:

corporate, 11–12
counterfeit, 36
delivery of, 14–16
equity, 181
government, 12
holding, 87–88
inherited, 131
issue of, 175–178
lost, 35–36
missing, 35–36
municipal, 11–12
OTC, 32
pledged, 99, 100
private, 5–6
registered in names of 2 or more 

parties, 90
settlement options of, 11–12
stolen, 35–36
when-issued, 12

Securities Act Amendments of 1975, 
192

Securities Act of 1933, 
175–176

Securities and Exchange 
Commission (SEC):

function of, 179–180
investment companies registered 

with, 108, 111
registration statement fi led with, 

175–176
Securities diff erence, 35
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Securities Exchange Act of 1934:
and industry rules and 

regulations, 178–181
and proxies, 20

Securities industry rules and 
regulations, 175–216

for broker dealers at retail banks, 
206

for communications with public, 
186–191

for FINRA membership, 183–184
FINRA Rule 2210, 187–189
FINRA Rule 2290, 211–212
for foreign broker dealers, 184
Hart-Scott-Rodino Act, 210–211
Insider Trading & Securities 

Fraud Enforcement Act of 
1988, 193–194

for investment advisers, 200–204
for issuing securities, 175–178
and NASD, 181–183
penny stock cold call rule, 

194–195
for political contributions, 

199–200
pretest, 213–216
for registration of agents/

associated persons, 185
for retiring representatives, 185
Sarbanes-Oxley Act, 207–208
SEC Regulation M-A, 209–210
SEC Regulation S-K, 208–209
SEC Regulation S-X, 212
Securities Act Amendments of 

1975, 192
Securities Exchange Act of 1934, 

178–181
SIPC, 191–192
for soft  dollars, 204–206
for state registration, 186
Telephone Consumer Protection 

Act of 1991, 194
USA, 206–207
for violations and complaints, 

195–199
Securities Information Center (SIC), 

35–36
Securities Investor Protection 

Corporation Act of 1970 
(SIPC), 191–192

Securities position book (ledger), 
26–27

Self-regulatory organization (SRO), 
179

Seller’s option (settlement option), 
11

Selling away violation, 5–6
Selling group members, 116
SEP (simplifi ed employee pension) 

IRAs, 160
Series 26 (Investment Company and 

Variable Contracts Limited 
Principal Exam), 72–73

Series 101 requirements, 74
Series 201 requirements, 74
Services, free, 191
Settlements:

life, 157
“regular way,” of stock purchases, 

9
of when-issued securities, 12

Settlement date (stock), 9
Settlement options (securities), 

11–12
“Settlor” functions, 168
75-5-10 test, 110
Share identifi cation, 130
Sharing:

in customers’ accounts, 7
of information, with other 

companies, 101
Short positions, naked, 13
Short sales, 63
Short securities diff erence, 35
SIC (Securities Information Center), 

35–36
Signature card, 87
Simplifi ed arbitration, 198
Simplifi ed employee pension (SEP) 

IRAs, 160
Single payment deferred annuities, 

147
Single payment immediate 

annuities, 147
SIPC (Securities Investor Protection 

Corporation Act of 1970), 
191–192

Soft  dollars, 204–206
Special reserve bank accounts, 

36–37

Special situation funds, 55
Spread-load plans, 136
SRO (self-regulatory organization), 

179
Statements:

customer account, 16
registration, 175–176

State registration, 186
State securities administrator, 

203
Stocks:

penny, 194–195
price of, and ex dividend date, 

18–19
purchasing, 9–10
utility, 54

Stockholders, 181
Stock record, 26–27
Stolen securities, 35–36
Storage requirements, 27–30
Structured accumulation plans, 

134
Subordinated loans, 41–42
Subordination agreements, 

temporary, 42
Subsidiary records, 26
Summary prospectus, 117
Supervision, 71–83

of continuing education, 73–74
of currency transactions, 78
and customer complaints, 75–76
of information obtained from 

issuers, 75
of investor information, 76
of member offi  ces, 76–78
and Patriot Act, 78–79
pretest, 81–83
role of principals in, 71–72
supervisor qualifi cations and 

prerequisites, 72–73
and tape recording employees, 

74–75
Supervisor qualifi cations and 

prerequisites, 72–73
Supervisory manual, 71
Surety bonds, 202
Suspensions, trading, 180–181
Suspicious Activity Reports (SARs), 

78
Systematic withdrawal plans, 137

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Index 301

bind.indd 301 26/09/2014 4:38 AM

T
Tape recording employees, 74–75
Taxation:

of annuities, 150
of IRAs, 160
of mutual fund distributions, 

129
of mutual funds, 53–54, 

127–132
of TDAs/TSAs, 165
of UGMA accounts, 95

Tax-deferred accounts (TDAs), 
163–165

Tax-exempt organizations [501(c)
(3)], 164

Tax-sheltered annuities (TSAs), 
163–165

TDAs (tax-deferred accounts), 
163–165

Telephone Consumer Protection Act 
of 1991, 194

Temporary subordination 
agreements, 42

Tentative net capital, 34
Termination for cause, 5
Testimonials, 191
“Th e Act,” 206–207
Th ird party accounts, 93–94
30-day emergency withdrawal, 

132
Th rift  plans, 167
TOD (transfer on death) accounts, 

90
“Tolled” registrations, 3
Tombstone ads:

as communications, 190
industry rules and regulations 

for, 177
Trade date (stock), 9
Trading:

day, 99
insider, 193
unauthorized, 60

Trading ahead, 60
Trading authorization, 91–96
Trading suspensions, 180–181

Transactions:
currency, 78
investor-to-investor, 9
private securities, 5–6

Transfers:
of customer accounts, 97–98
of IRAs, 162

Transfer agents, 115
Transfer and hold in safekeeping, 88
Transfer and ship, 87–88
Transfer on death (TOD) accounts, 90
Trust accounts, 91
TSAs (tax-sheltered annuities), 

163–165
12B-1 fees, 122–123

U
UGMA (Uniform Gift s to Minors 

Act) accounts, 94–95
UITs (unit investment trusts), 

108–109, 135
Unauthorized trading, 60
Underwriters, 115–116
Underwriting commitments, 

34–35
Undue concentration, 34
Uniform Gift s to Minors Act 

(UGMA) accounts, 94–95
Uniform Net Capital Rule (Rule 

15c-3-1), 39
Uniform Practice Code, 9, 182
Uniform Reclamation Form, 15–16
Uniform Securities Act (USA), 

206–207
Uniform Transfer to Minors Act 

(UTMA) accounts, 96
U.S. accounts, 79
Unit investment trusts (UITs), 

108–109, 135
Universal life insurance, 153
Universal/variable life insurance, 

153–154
UPC Rule 11830, 13
USA (Uniform Securities Act), 

206–207
Utility stocks, 54

UTMA (Uniform Transfer to 
Minors Act) accounts, 96

V
Variable annuities, 144–145
Variable life insurance, 153
Variable/universal life insurance, 

153–154
Vesting (retirement plans), 169
Violations:

breakpoint sales as, 125
industry rules and regulations for, 

195–199
MRVs, 196–197
of Regulation T, 10
selling away, 5–6

Voluntary accumulation plans, 134
Voting rights:

of investors in mutual funds, 132
for variable life insurance 

policyholders, 156
and voting by proxies, 20

W
Wash sales, 131
Websites, of broker dealers, 189
When-issued confi rmation, 12
When-issued securities, 12
Whole life insurance, 152
Wire room, 8
Withdrawals:

from annuities, 150–151
lump sum, 150
random, 150
30-day emergency, 132

Withdrawal plans:
of investment companies, 

136–137
systematic, 137

Withholding tax, 131
Wrap accounts, 100

Y
Yields:

current, for recommendations, 58
of mutual fund, 133
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