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or reportable conditions. If the audit
did not disclose any material inadequa-
cies or reportable conditions, the sup-
plemental report shall so state.

(l) Accountant’s report on management
controls. The OTC derivatives dealer
shall file concurrently with the annual
audit report a supplemental report by
the certified public accountant indi-
cating the certified public accountant’s
opinion on the OTC derivatives dealer’s
compliance with its internal risk man-
agement controls. The procedures are
to be performed and the report is to be
prepared in accordance with U.S. Gen-
erally Accepted Auditing Standards.

(m) Accountant’s report on inventory
pricing and modeling. (1) The OTC de-
rivatives dealer shall file concurrently
with the annual audit report a supple-
mental report by the certified public
accountant indicating the results of
the certified public accountant’s re-
view of the broker’s or dealer’s inven-
tory pricing and modeling procedures.
This review shall be conducted in ac-
cordance with procedures agreed to by
the OTC derivatives dealer and by the
certified public accountant conducting
the review. The purpose of the review
is to confirm that the pricing and mod-
eling procedures relied upon by the
OTC derivatives dealer conform to the
procedures submitted to the Commis-
sion as part of its OTC derivatives deal-
er application, and that the procedures
comply with the qualitative and quan-
titative standards set forth in
§ 240.15c3–1f.

(2) The agreed-upon procedures are to
be performed and the report is to be
prepared in accordance with U.S. Gen-
erally Accepted Attestation Standards.

(3) Every OTC derivatives dealer
shall file prior to the commencement
of the initial review, the procedures to
be performed pursuant to paragraph
(m)(1) of this section with the Commis-
sion’s principal office in Washington,
DC. Prior to the commencement of
each subsequent review, every OTC de-
rivatives dealer shall file with the
Commission’s principal office in Wash-
ington, DC notice of changes in the
agreed-upon procedures.

(n) Extensions and exemptions. Upon
the written request of the OTC deriva-
tives dealer, or on its own motion, the
Commission may grant an extension of

time or an exemption from any of the
requirements of this section either un-
conditionally or on specified terms and
conditions.

(o) Notification of change of fiscal year.
(1) In the event any OTC derivatives
dealer finds it necessary to change its
fiscal year, it must file a notice of such
change with the Commission’s prin-
cipal office in Washington, DC.

(2) Such notice shall contain a de-
tailed explanation of the reasons for
the change. Any change in the filing
period for the audit report must be ap-
proved by the Commission.

(p) Filing requirements. For purposes
of filing requirements as described in
§ 240.17a–12, these filings shall be
deemed to have been accomplished
upon receipt at the Commission’s prin-
cipal office in Washington, DC.

[63 FR 59401, Nov. 3, 1998]

§ 240.17a–13 Quarterly security counts
to be made by certain exchange
members, brokers, and dealers.

(a) This section shall apply to every
member of a national securities ex-
change who transacts a business in se-
curities directly with or for others
than members of a national securities
exchange, every broker or dealer (other
than a member) who transacts a busi-
ness in securities through the medium
of any member of a national securities
exchange, and every broker or dealer
registered pursuant to section 15 of the
Act; except that a broker or dealer
meeting all of the following conditions
shall be exempt from the provisions of
this section:

(1) His dealer transactions (as prin-
cipal for his own account) are limited
to the purchase, sale, and redemption
of redeemable shares of registered in-
vestment companies or of interests or
participations in an insurance com-
pany separate account, whether or not
registered as an investment company;
except that a broker or dealer
transacting business as a sole propri-
etor may also effect occasional trans-
actions in other securities for his own
account with or through another reg-
istered broker-dealer;

(2) His transactions as broker (agent)
are limited to:
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(i) The sale and redemption of re-
deemable securities of registered in-
vestment companies or of interests or
participations in an insurance com-
pany separate account, whether or not
registered as an investment company;

(ii) The solicitation of share accounts
for savings and loan associations in-
sured by an instrumentality of the
United States; and

(iii) The sale of securities for the ac-
count of a customer to obtain funds for
immediate reinvestment in redeemable
securities of registered investment
companies; and

(3) He promptly transmits all funds
and delivers all securities received in
connection with his activities as a
broker or dealer, and does not other-
wise hold funds or securities for, or owe
money or securities to, customers.

Notwithstanding the foregoing, this
rule shall not apply to any insurance
company which is a registered broker-
dealer, and which otherwise meets all
of the conditions in paragraphs (a)(1),
(2), and (3) of this section, solely by
reason of its participation in trans-
actions that are a part of the business
of insurance, including the purchasing,
selling, or holding of securities for or
on behalf of such company’s general
and separate accounts.

(b) Any member, broker, or dealer
who is subject to the provisions of this
rule shall at least once in each cal-
endar quarter-year:

(1) Physically examine and count all
securities held including securities
that are the subjects of repurchase or
reverse repurchase agreements;

(2) Account for all securities in trans-
fer, in transit, pledged, loaned, bor-
rowed, deposited, failed to receive,
failed to deliver, subject to repurchase
or reverse repurchase agreements or
otherwise subject to his control or di-
rection but not in his physical posses-
sion by examination and comparison of
the supporting detail records with the
appropriate ledger control accounts;

(3) Verify all securities in transfer, in
transit, pledge, loaned, borrowed, de-
posited, failed to receive, failed to de-
liver, subject to repurchase or reverse
repurchase agreements or otherwise
subject to his control or direction but
not in his physical possession, where

such securities have been in said status
for longer than thirty days;

(4) Compare the results of the count
and verification with his records; and

(5) Record on the books and records
of the member, broker, or dealer all un-
resolved differences setting forth the
security involved and date of compari-
son in a security count difference ac-
count no later than 7 business days
after the date of each required quar-
terly security examination, count, and
verification in accordance with the re-
quirements provided in paragraph (c) of
this section. Provided, however, That no
examination, count, verification, and
comparison for the purpose of this sec-
tion shall be within 2 months of or
more than 4 months following a prior
examination, count, verification, and
comparison made hereunder.

(c) The examination, count,
verification, and comparison may be
made either as of a date certain or on
a cyclical basis covering the entire list
of securities. In either case the rec-
ordation shall be effected within 7 busi-
ness days subsequent to the examina-
tion, count, verification, and compari-
son of a particular security. In the
event that an examination, count,
verification, and comparison is made
on a cyclical basis, it shall not extend
over more than 1 calendar quarter-
year, and no security shall be exam-
ined, counted, verified, or compared for
the purpose of this rule less than 2
months or more than 4 months after a
prior examination, count, verification,
and comparison.

(d) The examination, count,
verification, and comparison shall be
made or supervised by persons whose
regular duties do not require them to
have direct responsibility for the prop-
er care and protection of the securities
or the making or preservation of the
subject records.

(e) The Commission may, upon writ-
ten request, exempt from the provi-
sions of this section, either uncondi-
tionally or on specified terms and con-
ditions, any member, broker, or dealer
who satisfies the Commission that it is
not necessary in the public interest
and for the protection of investors to
subject the particular member, broker,
or dealer to certain or all of the provi-
sions of this section, because of the
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special nature of his business, the safe-
guards he has established for the pro-
tection of customers’ funds and securi-
ties, or such other reason as the Com-
mission deems appropriate.

[36 FR 21179, Nov. 4, 1971, as amended at 42
FR 23790, May 10, 1977; 52 FR 22299, June 11,
1987]

§ 240.17a–18 [Reserved]

§ 240.17a–19 Form X–17A–19 Report by
national securities exchanges and
registered national securities asso-
ciations of changes in the member-
ship status of any of their members.

Every national securities exchange
and every registered national securi-
ties association shall file with the
Commission at its principal office in
Washington, DC, and with the Securi-
ties Investor Protection Corporation
such information as is required by
§ 249.635 of this chapter on Form X–17A–
19 within 5 business days of the occur-
rence of the initiation of the member-
ship of any person or the suspension or
termination of the membership of any
member. Nothing in this section shall
be deemed to relieve a national securi-
ties exchange or a registered national
securities association of its respon-
sibilities under § 240.17a–5(b)(5) except
that, to the extent a national securi-
ties exchange or a registered national
securities association promptly files a
report on Form X–17A–19 including
therewith, inter alia, information suffi-
cient to satisfy the requirements of
§ 240.17a–5(b)(5), it shall not be required
to file a report pursuant to § 240.17a–
5(b). Upon the occurrence of the events
described in this paragraph, every na-
tional securities exchange and every
registered national securities associa-
tion shall notify in writing such mem-
ber of its responsibilities under
§ 240.17a–5(b).

[45 FR 39841, June 12, 1980]

§ 240.17a–21 Reports of the Municipal
Securities Rulemaking Board.

(a) Annual Report of the Municipal Se-
curities Rulemaking Board. The Munic-
ipal Securities Rulemaking Board shall
file annual reports with the Commis-
sion as follows:

(1) Prior to October 1, 1976, the Mu-
nicipal Securities Rulemaking Board

shall file with the Commission an an-
nual report for the period from its for-
mation until June 30, 1976 and shall in-
clude whatever information, data and
recommendations it considers advis-
able with regard to matters within its
jurisdiction.

(2) Prior to December 1, 1977, the Mu-
nicipal Securities Rulemaking Board
shall file with the Commission an an-
nual report for the period from July 1,
1976 until September 30, 1977 and shall
include whatever information, data and
recommendations it considers advis-
able with regard to matters within its
jurisdiction.

(3) Prior to December 1 of each year
beginning in 1978, the Municipal Secu-
rities Rulemaking Board shall file with
the Commission an annual report for
the twelve months immediately pre-
ceding October 1 of that year and shall
include whatever information, data and
recommendations it considers advis-
able with regard to matters within its
jurisdiction.

(4) The Municipal Securities Rule-
making Board shall include in its an-
nual report a statement and an anal-
ysis of its expenses and operations in-
cluding:

(i) A balance sheet as of the end of
the period covered by the report and a
statement of revenues and expenses for
the Board for that period;

(ii) The rules of the Board including
any written interpretations of the
rules or staff interpretive letters, ex-
cept that this information may be in-
cluded in the annual report once every
three years and shall be up to date as
of the latest practicable date within 3
months of the date on which this infor-
mation is filed. If the Board publishes
or cooperates in the publication of this
information on an annual or more fre-
quent basis, in lieu of including such
information in the annual report the
Board may:

(A) Identify the publication in which
such information is available, the
name, address, and telephone number
of the person from whom such publica-
tion may be obtained, and the price
thereof; and

(B) Certify to the accuracy of such
information as of its date. If the Board
keeps this information up to date and
makes it available to the Commission
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