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INDUSTRY ASSOCIATION 
120 Broadway. New Yark. N.Y. 10271 (212) 608-1500 facsimile: (212) 608-1604 

Yovernber 2 2 ,  1989 

Yr. Yichael  A ,  Wwchiaro l i  
Assistanr Director 
D i v i s i o n  of Yarkec Regulatior. 
Securities and Exchange Comrnissbn 
4 5 0  Fifth Street, N.!L 
Washington, D,C. 2 0 5 4 9  

Dear ~ r ,  : - tacchiaral i :  

This l ecrer  is submitted on b e h a l f  of t h e  Capital Commiccee of 
t h e  Securicies Induscry Associacion ( ' S I A "  )L/. 
seeking a no-action l e t t er  w i t h  respect t o  t h e  applicability of 
t h e  ready narket and h a i r c u t  provisions of Rule 1 5 ~ 3 - 1  of the 
Securities Exchange Xcc of 1 9 3 4  (the . R u l e m )  to securities of 
issuers roc domiciled within t h e  Unirred S t a t e s  and held by rJ+ 
broker-dealers  which have no quoted market w i t h i n  the United 
~ c a t e s .  

S I A  is 

In 1975, che  SEC s t a f f  i s s u e d  a no-accion l e t ter  to rhe 

- I/  The Securicies Industry 4ssacfa~ion i s  t h e  t rade  assocfa- 
cion representing over 600 securicies f i r m s  headquartered 
tbrouqhouc t h e  United Stares and Canada, f c s  members 
i n c l u d e  securities organizations of virtually all 
rypes--investment banks, brokers ,  dea lers  and mutual fund  
companies, as well as other firms f u n e c i o n i n g  on rhe fldors 
of t h e  exchanges. SfA members are  a c t i v e  i n  a l l  e x c h a n g e  
markers, i n  t h e  over-the-counter markec and i n  a l l  phases 
of corporare and public finance, Collectively, they  
p r o v i d e  invescors with a full spectrum of securicies and 
investment services and account for approximately 90% of 
che securities business b e i n g  done in North America, 
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I n t e r n x i o n a l  Cornmitree of S I A  21 incerprer ing  che term 
"ready markeca as defined in subparagraph (c)(ll) of t h e  R u l e  
wit!? respect t o  foreign securicies, In that: l e c t e r ,  t h e  SEC 
s c a f f  s e t  forth certain c r i r e r i a ,  based on the relationship 
becween invescment q u a l i t y  and marketability and the f a c t  of 
l i s t i n q  on an enumerated major f o r e i g n  .exchange, which i n d i c a t e  
marketability and a r e  t o  be aDplied fordpurposes of d e r e r m i n i n g  
value under  the Rule. Those crilceria reflected the l i q u i d i t y  
of t h e  forefan securities market in 1975. 

Since 1975,  new fore ign  securities markets have Seen 
established and the volume of t r a d i n g  in foreign secucicies 
'f . S .  broker-dealers  bas increased sfqnificancly. The  increased 
capitalization, t r a d i n g  and parricipatian in the fore ign  
securities markets has c r e a t e d  a global markerplace in which 
Y . S .  broker -dea lers  arc  now competing. 

F?e i x e r b r e t a t i o n  of "ready merr4ec" contained in the 1975 
I e n e r  disadvantages U.S. broker-dealers  in t h e  g l o b a l  
marketplace because ic no longer accurace ly  assesses the 
liquidity of foreign securicies and tesulcs,  in some cases, in 
O n e r o u s  k i r c u t s  on securities that trade in what are in f a c t  
demonscrably liquid markets .  

As f o r e i g n  securicies markets ha've developed, so have new 
c r i c e z i a  merger! wbich can be ucilized in more accurately 
determining liquidity. We therefore request that che following 
?roposal ,  which we believe s e t s  f o r t h  appropriate s t a n d a r d s  for 
determining t h e  rnarkecabil irj  of f o r e i g n  securities for  
purposes of sacisfying che reauitemencs for  a .ready market' 
i lnder che R u l e ,  be adopted as 3n incetprecation co subparagraph 
( c U l l ) ( i )  of t h e  Rule. 

I. MARKETABILTTY OF FOREIGN EQUITY SECURITIES 

A ready market shall be deemcr! tu axisc for foreign equity 
securicics i f  any one of t h e  c r i t e r i a  in Category A applies Of 
m y  two criteria from Cacegocy R u r e  applicable. 

CATEGORY A 

1. ?he A D R s  of t h e  company a r e  t raded  in t h e  United 
S t a t e s  and ace cfth2c listed on a U,S, exchange 01: 

- 2/ 9ccember 2 9 ,  1975  l e t ter  from Yelson S ,  K f b l e r ,  Assiscanr 
Director, office of Compliance and F i n a n c i a l  Responsibilir 

(Foornare conrinued on n e x t  p d )  
I. 
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quocat ions  are r e p o r t e d  by NASDAQ. 

2 .  ?he issue is t r a d e d  on a f o r e i g n  exchange located In 
an OECD councry or  such exchange has  an annual volume 
I n  excess of 2 5  b i l l i o n  U.S. $&ollqr equivalenr .  

3 ,  Yon-NASDAQ quored, non-U.S. exchanqe listed AD>$ 31: 
non-NASDAQ quored, nOn-UeS, exchange l i s t ed  fore ign  
Pquiries a r e  considerec! readily markelsable up t o  the 
volume of the most rccenc f o u r  week exchange 61: 
inter-dealer tra i l ing  volume, reduced by proprietary 
p u r c h a s e s .  Volume in domestic ant?. foreign markets may 
be aggregated.  

4 .  3 e  issue is included in an internationally recognized 
tlarket: i n d e x . *  

5 e  The company is inclu8ed in t h e  Primary Alpha l ist  in 
Londor. .  

CATEGORY B 

1, The  issue is t r a d e d  on a f o r e i g n  exchange i n  a 
non-OECD country. 

2 .  "he company h a s  over 100 million in U.S .  d o l l a r  
equivalent nec assets .  

3 .  3 e  issue is acceptable as collmceral for margin debr 
under  Tiegularion T. 

4 .  The d e b t  of t h e  company has been rated  in one of t h e  
top  four r a t i n g  categories by at l e a s t  one recognized 
sraciscical racinq organization.+ 

In  he case of all o t h e r  issues not meeting t h e  criraria above, 
where chere are bona f i d e  o f f ers  t o  buy and s e l l  in reasonable 
quamities at s t a t e d  prices, or lisred on a foreign exchange, , 

8erIucc 4 0  percenc of t h e  cartving v a l u e  for  positions h e l d  
under  30 days. Thereafter ,  increase  t h e  applicable nee: c a p k a l  
de9uccion by 5 %  each month until the capital value declines tu 
zero. 

. .. 

(Foocnare continued from prev ious  page) 
t o  h t h o n y  9. O'Connor, Co-Chafrmqn, International  
Carnmftr=ee, Securicies Indus try  Associationa 
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I f .  MARKETABILITY OF FOREIGN DEBT SECWRITIES 

A ready Tnarket shall be deemed cu exisc': .foi  t h e  following 
f o r e i g n  debc securicies: 

I! 3 e b t  securitcfes of a fore ign i s s u e r  not  traded flat or in 
d e f a u l t  as co p r i n c i p a l  m inreres t  which are publicly 
Issue;! in a p r i n c i p a l  fore ign  securities market by ( a )  a 
s o v e r e i g  national qavernmenr: (or an entity guaranteed 
suck: a qovernmenr) or by a multi-governmental organization, 
or by W a Canadian province or municipaliry. 

2 )  qebt e9curicies of a f o r e i g n  i'ssuer nor: t raded  f l a t  or in 
d e f a u l t  a s  co p t i n c i o a l  or interest which were p u b l i c ? v  
issue3 in a principal fore iqn  securicies marker ( a )  which 
3ave  been raced in one of r h e  t o p  four rating categories by 
B C  leasr: two internationally recognized scaristical r a t i n q  
orgacizacions*, o r  ( b )  securicies of rhe  same issuer which 
5ave k e e n  issued in the !Inired S t a t e s  and have been rated 
in 0r.e of che t o p  four rac ing  cateGories by at l easc  cW0 
m t i o n a l l y  recognized statisrical racing organizations* In 
che  ??ired S t a r e s ,  

Ze fau lr  as to p r i n c i p a l  or incsres t  which are: 

\ 

3 1  3ebr securicies of a f o r e i g n  issuer noc t raded  € l a c  o r h  

-7 
/ . ' A )  acceptable as collateral for.marqin debt: under 

c_I_ m- __ --2--;-- -- . -  ?eqular ion T or: -"-- 

4ssociqchqn-pf. Inlc~n-a~.~o-n-~lSond Dealers l t h e  'AI@D!!J-- 
3) lisccd as hav ing  cwo or more market makers by che 

.Irl =.*,-- -.-- "*-a- ------C-CC-L----...--r:_y-r- 

TI A s s u e d  or guaranteed by enricies with cquicy 
securicfes which qualify as marketable under one of 
t 5 e  c r i t e r i a  lister! above orj- 

3 )  issued by companies r e q b t e t e d  wirh one of che 
,,internaeionally tecoanized securitles exchanges in 
countries lisced in Appendix A and whose oucstanding 
sqoun t  att: issuance was greater chan.-$fO mi1lian Q?t 

/ fcj----" auaranceed by an issuer of non-converrfble debt: which 
Is r a t e d  in one of the fou r  highesr.  racing caregOri@S 
by tic least: zwo i n t e r n a r i o n a l l y  recognized racing  
orga? iza t ions .**  ~ I ___,-- ~ 

* "-I_ - -. - - ---_ '- - - .  - I .--- - _.. . - -  - - -- 
i, 

.-- ~ - 
4 )  3erivacfve secut~ties on securities deemed markecahh 

pulsuant tO ( 1 1 4 4 )  above if t h e  counterpart fs U.S.  
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regisrered broker/dealer, a U S .  deposicoty i n s r i c u r i o n  
w i c k  nec a s s e t s  in excess of 100 million, a f o r e i g n  bank 
with nee assets  in excess of 0 100 million which is suhjecc 
co  supervision by an authoricy of a sovere ign  n a t i o n a l  
government, a mulci-governmental o r g a n i z a t f m ,  or a U S .  regulared investment company. ,.s 1 4 

5 )  In t h e  case of debt securities of a foreign issuer nor 
ctaded  f l a t  or in Aefaulc as t o  p r i n c i p a l  or incerescr nor= 
meecing one of c r i c e r i a  l isted above, t r e a t i n g  these 
eecuriries as reae i ly  marketable f o r  a period of thirty 
(301 calendar  days following setrlernerlr: date.  Thereaf ter ,  
in t h e  absence of f u r t h e r  data ,  increasinq the applicable 
nec c a p i t a l  d e d u c t i o r ,  hy 5% each m m c h  u n t i l  t h e  capital 
v a l u e  declines to zero. 

* we ant i c ipace  chat  t h e  SEC will periodically updare the 
l i s c i n q  of che  indices  and rac ing  organizations incIu&-.? in 
r3ese categories .  

* * * * 

S I A  appreciaces c h i s  opportunity to express  i c s  v iews  on this 
issue. If you have a n y  quesrions regarding c h i s  macter, please 
do n o t  hes icace  co concacc t h e  undersigned a t  212 346-5107. 

Very truly yoursl 

Chak ?man 
Cap it a 1  Commit tee  I 

?JI:mq 
1 8 5 2 A / 2 2 2 2 A  

. _ . _  . 
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APPENDIX A 

Recosnized F o r e i u n  Exch’anqes 
.. ., 

Amsterdam 

arzsse l s  

F r a n k f u t  

Jokannesbu rg 

London 

L u x m b o u r a  

??oncraal 

Paris 

Sydney 

Tokyo 

“ o r o n t o  

? w i c k  




