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provisions of this section shall apply in 
their entirety. 

[57 FR 32170, July 21, 1992, as amended at 69 
FR 34472, June 21, 2004; 69 FR 34494, June 21, 
2004] 

SUPERVISED INVESTMENT BANK HOLDING 
COMPANY RULES 

PRELIMINARY NOTE: Rules 17i–1 through 
17i–8 set forth a program of supervision at 
the holding company level for supervised in-
vestment bank holding companies. This pro-
gram is designed to reduce the likelihood 
that financial and operational weakness in a 
supervised investment bank holding com-
pany will destabilize broker or dealer or the 
broader financial system. The focus of this 
supervision of the supervised investment 
bank holding company is its financial and 
operational condition and its risk manage-
ment controls and methodologies. 

§ 240.17i–1 Definitions. 
(a) For purposes of §§ 240.17i–1 

through 240.17i–8, the terms investment 
bank holding company, supervised invest-
ment bank holding company, affiliate, 
bank, bank holding company, company, 
control, savings association, insured 
bank, foreign bank, person associated 
with an investment bank holding com-
pany and associated person of an invest-
ment bank holding company shall have 
the same meaning as set forth in sec-
tion 17(i)(5) of the Act (15 U.S.C. 
78q(i)(5)). 

(b) For purposes of §§ 240.17i–2 
through 240.17i–8, the term affiliate 
group shall include the supervised in-
vestment bank holding company and 
every affiliate of the supervised invest-
ment bank holding company. 

(c) For purposes of §§ 240.17i–1 
through 240.17i–8, the term material af-
filiate shall mean any member of the af-
filiate group that is material to the su-
pervised investment bank holding com-
pany. 

[69 FR 34494, June 21, 2004] 

§ 240.17i–2 Notice of intention to be su-
pervised by the Commission as a su-
pervised investment bank holding 
company. 

(a) An investment bank holding com-
pany that owns or controls a broker or 
dealer may file with the Commission a 
written notice of intention to become 
supervised by the Commission pursu-
ant to section 17(i) of the Act (15 U.S.C. 

78q(i)), provided that the investment 
bank holding company is not: 

(1) An affiliate of an insured bank 
(other than an institution described in 
paragraph (D), (F), or (G) of section 
2(c)(2), or held under section 4(f), of the 
Bank Holding Company Act of 1956) (12 
U.S.C. 1841(c)(2)(D), (F), or (G) and 12 
U.S.C. 1843(f)) or a savings association; 

(2) A foreign bank, foreign company, 
or company that is described in section 
8(a) of the International Banking Act 
of 1978 (12 U.S.C. 3106(a)); or 

(3) A foreign bank that controls, di-
rectly or indirectly, a corporation 
chartered under section 25A of the Fed-
eral Reserve Act (12 U.S.C. 611). 

(b) To become supervised as a super-
vised investment bank holding com-
pany an investment bank holding com-
pany shall file a notice of intention 
that includes the following: 

(1) A request to become supervised by 
the Commission as a supervised invest-
ment bank holding company; 

(2) A statement certifying that the 
investment bank holding company is 
not an entity described in section 
17(i)(1)(A)(i)–(iii) of the Act (15 U.S.C. 
78q(i)(1)(A)(i)–(iii)); 

(3) Documentation demonstrating 
that the investment bank holding com-
pany owns or controls a broker or deal-
er that maintains a substantial pres-
ence in the securities business as evi-
denced either by its holding $100 mil-
lion or more in tentative net capital as 
calculated pursuant to § 240.15c3–1 or by 
any other information that the Com-
mission determines is appropriate; and 

(4) Supplemental information includ-
ing: 

(i) A description of the business and 
organization of the investment bank 
holding company; 

(ii) An alphabetical list of each mem-
ber of the affiliate group, with an iden-
tification of the financial regulator, if 
any, by whom the affiliate is regulated, 
and a designation as to whether the af-
filiate is a material affiliate; 

(iii) An organizational chart that 
identifies the investment bank holding 
company, each broker or dealer owned 
or controlled by the investment bank 
holding company, and each material 
affiliate; 

(iv) Consolidated and consolidating 
financial statements of the affiliate 
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group as of the end of the quarter pre-
ceding the filing of the notice of inten-
tion; 

(v) Sample computations for the su-
pervised investment bank holding com-
pany of allowable capital and allow-
ances for market risk, credit risk, and 
operational risk made in accordance 
with § 240.17i–7(a)–(d); 

(vi) A list of the categories of posi-
tions that the affiliate group holds in 
its proprietary accounts and a brief de-
scription of the method that the in-
vestment bank holding company pro-
poses to use to calculate allowances for 
market and credit risk on those cat-
egories of positions pursuant to 
§ 240.17i–7(b) and (c); 

(vii) A description of mathematical 
models that the investment bank hold-
ing company proposes to use to price 
positions and to compute allowances 
for market and credit risk (as specified 
in § 240.17i–7(b) and (c)), including: 

(A) A description of the creation, use, 
and maintenance of the mathematical 
models; 

(B) A description of the internal risk 
management controls over those mod-
els, including a description of each cat-
egory of persons who may input data 
into the model; 

(C) If the mathematical model incor-
porates correlations across risk fac-
tors, a description of the process used 
to measure those correlations; 

(D) A description of the backtesting 
procedures the investment bank hold-
ing company proposes to use to 
backtest the models, including a de-
scription of the backtest and proce-
dures instituted to respond to test re-
sults; 

(E) A description of how each mathe-
matical model satisfies the applicable 
qualitative and quantitative require-
ments listed in § 240.15c3–1e(d); and 

(F) A statement describing the ex-
tent to which each mathematical 
model that it is used to analyze risk 
and report risk to senior management; 

(viii) A description of any positions 
for which the investment bank holding 
company proposes to use a method 
other than Value at Risk to compute 
an allowance for market risk and a de-
scription of how that allowance would 
be determined; 

(ix) A description of how the invest-
ment bank holding company proposes 
to calculate the credit equivalent 
amount and maximum potential expo-
sure (as defined in §§ 240.17i–7(c)(1)(i) 
and 240.17i–7(c)(1)(i)(E), respectively); 

(x) A description of how the invest-
ment bank holding company proposes 
to calculate credit risk weights and in-
ternal credit ratings, if applicable; 

(xi) A description of the method the 
investment bank holding company pro-
poses to use to calculate its allowance 
for operational risk pursuant to 
§ 240.17i–7(d); 

(xii) A comprehensive description of 
the internal risk management control 
system the investment bank holding 
company has established to manage 
the risks of the affiliate group, includ-
ing market, credit, leverage, liquidity, 
legal, and operational risks, and how 
that system satisfies the requirements 
of § 240.17i–4; 

(xiii) Sample risk reports the super-
vised investment bank holding com-
pany regularly provides to the persons 
responsible for managing risk for the 
affiliate group that the investment 
bank holding company proposes to pro-
vide to the Commission pursuant to 
§ 240.17i–6(a)(1)(iv); 

(xiv) A written undertaking, in a 
form acceptable to the Commission and 
signed by a duly authorized person, 
that provides that if the disclosure of 
any information with regard to 
§§ 240.17i–1 through 240.17i–8 would be 
prohibited by law or otherwise, the su-
pervised investment bank holding com-
pany will cooperate with the Commis-
sion as needed, including by describing 
any secrecy laws or other impediments 
that could restrict the ability of the 
supervised investment bank holding 
company or any material affiliate from 
providing information on its operations 
or activities and by discussing the 
manner in which the supervised invest-
ment bank holding company proposes 
to provide the Commission with ade-
quate assurances of access to informa-
tion; and 

(xv) Any other information or docu-
ments relating to the investment bank 
holding company’s activities, financial 
condition, policies, systems for moni-
toring and controlling financial and 
operational risks, and transactions and 
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relationships among members of the 
affiliate group that the Commission 
may request to complete its review of 
the notice of intention. 

(c) Amendments to the notice of inten-
tion—(1) Prior to a Commission deter-
mination. If any of the information filed 
with the Commission as part of the no-
tice of intention described in paragraph 
(b) of this section is found to be or be-
comes inaccurate before the Commis-
sion makes a determination, the in-
vestment bank holding company must 
promptly notify the Commission and 
provide the Commission with a descrip-
tion of the circumstances in which the 
information was found to be or has be-
come inaccurate along with updated, 
accurate information. 

(2) Subsequent to a Commission deter-
mination. A supervised investment 
bank holding company must amend 
and resubmit to the Commission its no-
tice of intention, and obtain Commis-
sion approval of the amendment, as set 
forth in paragraph (d)(2)(ii) of this sec-
tion, before it may make a material 
change to a mathematical model or 
other method used to compute allow-
able capital or allowance for market, 
credit, or operational risk, or its inter-
nal risk management control systems 
as described in its notice of intention, 
as modified from time to time. 

(d) Process for review of notice of inten-
tion—(1) When filed. A notice of inten-
tion to be supervised by the Commis-
sion as a supervised investment bank 
holding company and any amendments 
thereto shall not be complete until the 
investment bank holding company has 
filed with the Commission all the docu-
mentation and information specified in 
this section. The notice of intention, 
and any amendments thereto, shall be 
considered filed when received at the 
Office of the Secretary at the Commis-
sion’s principal office in Washington 
DC. All notices of intention, amend-
ments thereto, and other information 
filed in connection with the notice of 
intention shall be accorded confiden-
tial treatment to the extent permitted 
by law. 

(2) Commission determination. (i) An 
investment bank holding company 
shall become a supervised investment 
bank holding company pursuant to sec-
tion 17(i) of the Act (15 U.S.C. 78q(i)) 45 

calendar days after the Commission re-
ceives a completed notice of intention 
to be supervised by the Commission as 
a supervised investment bank holding 
company pursuant to paragraph (a) of 
this section, unless the Commission 
issues an order determining either 
that: 

(A) The Commission will begin to su-
pervise the investment bank holding 
company prior to 45 calendar days after 
the Commission receives the completed 
notice of intention; or 

(B) The Commission will not super-
vise the investment bank holding com-
pany because supervision of the invest-
ment bank holding company as a su-
pervised investment bank holding com-
pany is not necessary or appropriate in 
furtherance of the purposes of section 
17 of the Act (15 U.S.C. 78q). In addi-
tion, the Commission will not consider 
such supervision necessary or appro-
priate unless the investment bank 
holding company demonstrates that it 
owns or controls a broker or dealer 
that has a substantial presence in the 
securities business, which may be dem-
onstrated by a showing that the broker 
or dealer maintains tentative net cap-
ital of $100 million or more. 

(ii) The Commission, upon receipt of 
an amendment to the notice of inten-
tion submitted by a supervised invest-
ment bank holding company pursuant 
to paragraph (c)(2) of this section, may 
approve the amendment after review-
ing the amended notice of intention to 
determine whether the amendment is 
necessary or appropriate in furtherance 
of the purposes of section 17 of the Act 
(15 U.S.C. 78q). 

[69 FR 34494, June 21, 2004] 

§ 240.17i–3 Withdrawal from super-
vision by the Commission as a su-
pervised investment bank holding 
company. 

(a) A supervised investment bank 
holding company may withdraw from 
supervision by the Commission as a su-
pervised investment bank holding com-
pany by filing a notice of withdrawal 
with the Commission. The notice of 
withdrawal shall include a statement 
regarding whether the supervised in-
vestment bank holding company is in 
compliance with § 240.17i–2(c). 
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(b) A notice of withdrawal from su-
pervision as a supervised investment 
bank holding company shall become ef-
fective one year after it is filed with 
the Commission, unless the Commis-
sion issues an order determining that 
it is necessary or appropriate for the 
Commission to terminate its super-
vision of the supervised investment 
bank holding company within a shorter 
or longer period to help ensure effec-
tive supervision of the material risks 
to the supervised investment bank 
holding company and to any associated 
person of the supervised investment 
bank holding company that is a broker 
or dealer, or to prevent evasion of the 
purposes of section 17 of the Act (15 
U.S.C. 78q). 

(c) Notwithstanding paragraphs (a) 
and (b) of this section, the Commission, 
by order, may discontinue supervision 
of any supervised investment bank 
holding company if the Commission 
finds that: 

(1) The supervised investment bank 
holding company is no longer in exist-
ence; 

(2) The supervised investment bank 
holding company has ceased to be an 
investment bank holding company; or 

(3) Continued supervision by the 
Commission of the supervised invest-
ment bank holding company is not nec-
essary or appropriate in furtherance of 
the purposes of section 17 of the Act (15 
U.S.C. 78q). 

[69 FR 34494, June 21, 2004] 

§ 240.17i–4 Internal risk management 
control system requirements for su-
pervised investment bank holding 
companies. 

(a) A supervised investment bank 
holding company shall comply with 
§ 240.15c3–4 as though it were an OTC 
derivatives dealer with respect to all of 
its business activities, except para-
graphs (c)(5)(xiii), (c)(5)(xiv), (d)(8), and 
(d)(9) will not apply; and 

(b) As part of its internal risk man-
agement control system, a supervised 
investment bank holding company 
must establish, document, and main-
tain procedures for the detection and 
prevention of money laundering and 
terrorist financing. 

[69 FR 34494, June 21, 2004] 

§ 240.17i–5 Record creation, mainte-
nance, and access requirements for 
supervised investment bank hold-
ing companies. 

(a) A supervised investment bank 
holding company shall make and keep 
current the following records: 

(1) A record reflecting the results of 
stress tests, conducted by the super-
vised investment bank holding com-
pany at least once each quarter, of the 
affiliate group’s funding and liquidity 
with respect to the following events: 

(i) A credit rating downgrade of the 
supervised investment bank holding 
company; 

(ii) An inability of the supervised in-
vestment bank holding company to ac-
cess capital markets for unsecured 
short-term funding; 

(iii) An inability of the supervised in-
vestment bank holding company to 
move liquid assets across international 
borders when the events described in 
paragraphs (a)(1)(i) or (ii) of this sec-
tion occur; and 

(iv) An inability of the supervised in-
vestment bank holding company to ac-
cess credit or assets held at a par-
ticular institution when the events de-
scribed in paragraphs (a)(1)(i) or (ii) of 
this section occur; 

(2) The supervised investment bank 
holding company’s contingency plan to 
respond to the events outlined in para-
graphs (a)(1)(i) through (iv) of this sec-
tion; 

(3) A record of the basis for the deter-
mination of the credit risk weight and 
internal credit rating, if applicable, for 
each counterparty; and 

(4) A record of the calculations of al-
lowable capital and allowances for 
market, credit, and operational risk 
computed currently at least once each 
month on a consolidated basis. 

(b) Except as provided in paragraph 
(c) of this section, the supervised in-
vestment bank holding company shall 
preserve for a period of not less than 
three years in an easily accessible 
place using any storage media accept-
able under § 240.17a–4(f): 

(1) The documents created in accord-
ance with paragraph (a) of this section; 

(2) All notices of intention, amend-
ments thereto, and other documenta-
tion and information filed with the 
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Commission pursuant to § 240.17i–2, and 
any responses thereto; 

(3) All reports and notices filed by 
the supervised investment bank hold-
ing company pursuant to § 240.17i–6; 

(4) All notices filed by the supervised 
investment bank holding company pur-
suant to § 240.17i–8; and 

(5) Records documenting the system 
of internal risk management controls 
required to be established pursuant to 
§ 240.17i–4, including written guidelines, 
policies, and procedures. 

(c) A supervised investment bank 
holding company may maintain the 
records specified in paragraph (b) of 
this section either at the supervised in-
vestment bank holding company, at an 
affiliate, or at a records storage facil-
ity, provided that the records are lo-
cated within the United States. If the 
records are maintained by an entity 
other than the supervised investment 
bank holding company, the supervised 
investment bank holding company 
shall file with the Commission a writ-
ten undertaking in a form acceptable 
to the Commission from the entity, 
signed by a duly authorized person at 
the entity maintaining the records, to 
the effect that the records will be 
treated as if the supervised investment 
bank holding company were maintain-
ing the records pursuant to this section 
and that the entity maintaining the 
records undertakes to permit examina-
tion of those records at any time or 
from time to time during business 
hours by representatives or designees 
of the Commission and to promptly 
furnish the Commission or its designee 
a true, correct, complete and current 
copy of all or any part of those records 
in paper, or electronically if the 
records are stored electronically, as 
specified by the Commission’s rep-
resentative or designee. The election to 
store records pursuant to the provi-
sions of this paragraph (c) shall not re-
lieve the supervised investment bank 
holding company from any of its re-
sponsibilities under this section or 
§ 240.17i–6. 

(d) All information created pursuant 
to this section and obtained by the 
Commission from the supervised in-
vestment bank holding company shall 

be accorded confidential treatment to 
the extent permitted by law. 

[69 FR 34494, June 21, 2004] 

§ 240.17i–6 Reporting requirements for 
supervised investment bank hold-
ing companies. 

(a) Monthly and quarterly reports. The 
supervised investment bank holding 
company shall file: 

(1) A report as of the end of each 
month, filed not later than 30 calendar 
days after the end of the month, Except 
that the monthly report need not be 
filed for a month-end that coincides 
with a fiscal quarter-end. The monthly 
report shall include: 

(i) A consolidated balance sheet and 
income statement (including notes to 
the financial statements) and state-
ments of allowable capital and allow-
ances for market, credit, and oper-
ational risk computed pursuant to 
§ 240.17i–7 for the affiliate group, Except 
that the consolidated balance sheet and 
income statement for the first month 
of the fiscal year may be filed at a time 
to which the Commission agrees (when 
making a determination pursuant to 
§ 240.17i–2(d)(2)); 

(ii) A graph reflecting, for each busi-
ness line, the daily intra-month Value 
at Risk; 

(iii) Consolidated credit risk informa-
tion, including: 

(A) Aggregate current exposure and 
current exposures (including commit-
ments) for the 15 largest exposures list-
ed by counterparty; 

(B) Aggregate maximum potential 
exposure and maximum potential expo-
sures for the 15 largest exposures listed 
by counterparty; and 

(C) A summary report reflecting the 
geographic distribution of the super-
vised investment bank holding com-
pany’s exposures, on a consolidated 
basis, for each of the top ten countries 
to which it is exposed (by residence of 
the main operating group of the 
counterparty); and 

(iv) Certain risk reports the super-
vised investment bank holding com-
pany regularly provides to the persons 
responsible for managing risk for the 
affiliate group that the Commission 
may request from time to time. 
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(2) A report as of the end of each fis-
cal quarter, filed not later than 35 cal-
endar days after the end of the quarter, 
which shall include (except as provided 
in paragraph (a)(3) below): 

(i) The information contained in the 
monthly report, as set forth in para-
graph (1) above; 

(ii) A consolidating balance sheet and 
income statement for the affiliate 
group, which shall break out informa-
tion regarding each material affiliate 
into separate columns, but may con-
solidate information regarding affiliate 
group entities that are not material af-
filiates into one column; 

(iii) The results of backtesting of all 
models used to compute allowable cap-
ital and allowances for market and 
credit risk indicating, for each model, 
the number of backtesting exceptions; 

(iv) A description of all material 
pending legal or arbitration pro-
ceedings involving the supervised in-
vestment bank holding company or any 
member of the affiliate group that are 
required to be disclosed by the super-
vised investment bank holding com-
pany under generally accepted ac-
counting principles; and 

(v) The aggregate amount of unse-
cured borrowings and lines of credit, 
segregated into categories, scheduled 
to mature within twelve months from 
the most recent fiscal quarter as to 
each material affiliate. 

(3) For a quarter-end that coincides 
with the supervised investment bank 
holding company’s fiscal year-end, the 
supervised investment bank holding 
company need not include in its filing 
consolidated and consolidating balance 
sheets and income statements. 

(b) Organizational chart. The super-
vised investment holding company 
shall file, concurrently with its quar-
terly report for the quarter-end that 
coincides with the supervised invest-
ment bank holding company’s fiscal 
year-end, an organizational chart, as of 
the investment bank holding com-
pany’s fiscal year end. Quarterly up-
dates should be provided where a mate-
rial change in the information provided 
to the Commission has occurred. 

(c) Additional reports. Upon receiving 
notice from the Commission, the super-
vised investment bank holding com-
pany shall file other information as the 

Commission may request in order to 
monitor the supervised investment 
bank holding company’s financial or 
operational condition, risk manage-
ment system, and transactions and re-
lationships among members of the af-
filiate group. 

(d) Annual audit report. (1) A super-
vised investment bank holding com-
pany shall file an annual audit report 
as of the end of the supervised invest-
ment bank holding company’s fiscal 
year, that includes: 

(i) Consolidated financial statements 
(including notes to the financial state-
ments) for the supervised investment 
bank holding company. The audited fi-
nancial statements must include a sup-
porting schedule containing state-
ments of allowable capital and allow-
ances for market, credit and oper-
ational risk computed in accordance 
with § 240.17i–7. The audit must be con-
ducted by a registered public account-
ing firm (as that term is defined at 15 
U.S.C. 7201(a)(12)) in accordance the 
rules promulgated by the Public Com-
pany Accounting Oversight Board; and 

(ii) A supplemental report entitled 
‘‘Accountant’s Report on Internal Risk 
Management Control System’’ pre-
pared by the registered public account-
ing firm (as that term is defined at 15 
U.S.C. 7201(a)(12)) indicating the results 
of the accountant’s review of the inter-
nal risk management control system 
established and documented by the su-
pervised investment bank holding com-
pany in accordance with § 240.17i–4 and 
utilized by the affiliate group. This re-
view must be conducted by the ac-
countant in accordance with proce-
dures agreed to by the supervised in-
vestment bank holding company and 
the accountant conducting the review. 
The agreed-upon procedures are to be 
performed and the report is to be pre-
pared in accordance with the rules pro-
mulgated by the Public Company Ac-
counting Oversight Board. The purpose 
of the review is to confirm that the in-
ternal risk management control sys-
tem complies with the requirements of 
§ 240.17i–4 and that the supervised in-
vestment bank holding company and 
its affiliate group are adhering to the 
requirements of that internal risk 
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management control system. The su-
pervised investment bank holding com-
pany must file, prior to the commence-
ment of the review, the procedures for 
conducting the audit agreed to by the 
supervised investment bank holding 
company and the accountant (pursuant 
to paragraph (d)(1) of this section). 
Prior to the commencement of each 
subsequent review, the supervised in-
vestment bank holding company shall 
file with the Commission a notice of 
any changes to the agreed-upon proce-
dures. 

(2) Annual audit reports prepared 
pursuant to this paragraph (d) shall be 
prepared as of the same date as the an-
nual audit of the supervised invest-
ment bank holding company’s affili-
ated broker or dealer. 

(3) Annual audit reports prepared 
pursuant to this paragraph (d) shall be 
filed not later than 65 calendar days 
after the end of the fiscal year. 

(e) Consolidating Balance Sheet and In-
come Statement. The supervised invest-
ment bank holding company shall file, 
concurrently with the annual audit re-
port, an unaudited consolidating bal-
ance sheet and income statement, as of 
the supervised investment bank hold-
ing company’s fiscal year-end, for the 
affiliate group. 

(f) Extensions and exemptions. Upon 
the written request of the supervised 
investment bank holding company, or 
on its own motion, the Commission 
may conditionally or unconditionally 
grant or deny an extension of time or 
an exemption from any of the require-
ments of paragraphs (a) through (e) of 
this section to the extent that such ex-
emption or extension of time is nec-
essary or appropriate in the public in-
terest or for the protection of inves-
tors. 

(g) When filed. The reports required 
to be filed pursuant to this section 
shall be considered filed when two cop-
ies are received at the Commission’s 
principal office in Washington, DC. The 
copies shall be addressed to the Divi-
sion of Market Regulation, Office of Fi-
nancial Responsibility. 

(h) Confidentiality. All reports and 
statements filed by the supervised in-
vestment bank holding company with 
the Commission pursuant to this sec-
tion shall be accorded confidential 

treatment to the extent permitted by 
law. 

[69 FR 34494, June 21, 2004] 

§ 240.17i–7 Calculations of allowable 
capital and risk allowances or alter-
native capital assessment. 

(a) Computation of allowable capital. 
The supervised investment bank hold-
ing company must compute allowable 
capital on a consolidated basis as the 
aggregate of the following: 

(1) Common shareholders’ equity on 
the consolidated balance sheet of the 
supervised investment bank holding 
company less: 

(i) Goodwill; 
(ii) Deferred tax assets, except those 

permitted for inclusion in Tier 1 cap-
ital by the Board of Governors of the 
Federal Reserve (12 CFR 225, Appendix 
A); 

(iii) Other intangible assets; and 
(iv) Other deductions from common 

stockholders’ equity as required by the 
Board of Governors of the Federal Re-
serve in calculating Tier 1 capital (as 
defined in 12 CFR 225, Appendix A). 

(2) Cumulative and non-cumulative 
preferred stock, except that the 
amount of cumulative preferred stock 
may not exceed 33% of the items in-
cluded in allowable capital pursuant to 
paragraph (a)(1) of this section, exclud-
ing cumulative preferred stock, pro-
vided that: 

(i) The stock does not have a matu-
rity date; 

(ii) The stock cannot be redeemed at 
the option of the holder of the instru-
ment; 

(iii) The stock has no other provi-
sions that will require future redemp-
tion of the issue; and 

(iv) The issuer of the stock can defer 
or eliminate dividends; and 

(3) The sum of the following items on 
the consolidated balance sheet, to the 
extent that sum does not exceed the 
sum of the items included in allowable 
capital pursuant to paragraphs (a)(1) 
and (a)(2) of this section: 

(i) Cumulative preferred stock in ex-
cess of the 33% limit specified in para-
graph (a)(2) and subject to the condi-
tions of paragraphs (a)(2)(i) through 
(iv) of this section; 

VerDate Aug<31>2005 10:28 Apr 25, 2006 Jkt 208056 PO 00000 Frm 00480 Fmt 8010 Sfmt 8010 Y:\SGML\208056.XXX 208056



471 

Securities and Exchange Commission § 240.17i–7 

(ii) Subordinated debt if the original 
weighted average maturity of the sub-
ordinated debt is at least five years; 
each subordinated debt instrument 
states clearly on its face that repay-
ment of the debt is not protected by 
any Federal agency or the Securities 
Investor Protection Corporation; the 
subordinated debt is unsecured and 
subordinated in right of payment to all 
senior indebtedness of the holding com-
pany; and the subordinated debt instru-
ment permits acceleration only in the 
event of bankruptcy or reorganization 
of the holding company under Chapters 
7 (liquidation) (11 U.S.C. 7) and 11 (reor-
ganization) (11 U.S.C. 11) of the U.S. 
Bankruptcy Code; and 

(iii) As part of the investment bank 
holding company’s notice of intention, 
the investment bank holding company 
may request to include, for a period of 
three years after the adoption of this 
Rule (or such other period as the Com-
mission may approve) long-term debt 
that has an original weighted average 
maturity of at least five years and that 
cannot be accelerated, except upon the 
occurrence of certain events as the 
Commission may approve. As part of 
an amendment to the investment bank 
holding company’s notice of intention, 
the supervised investment bank hold-
ing company may request permission 
to include long-term debt that meets 
these criteria in allowable capital for 
an additional two years; and 

(4) Hybrid capital instruments that 
are permitted for inclusion in Tier 2 
capital by the Board of Governors of 
the Federal Reserve (12 CFR 225, Ap-
pendix A). 

(b) Allowance for market risk. The su-
pervised investment bank holding com-
pany must compute an allowance for 
market risk on a consolidated basis for 
all proprietary positions, including 
debt instruments, equity instruments, 
commodity instruments, foreign ex-
change contracts, and derivative con-
tracts as the aggregate of the fol-
lowing: 

(1) Value at risk. The Value at Risk 
measures obtained by applying one or 
more approved Value at Risk models to 
each position and multiplying the re-
sult by the appropriate multiplication 
factor. Each Value at Risk model shall 
meet the applicable qualitative and 

quantitative requirements set forth in 
§ 240.15c3–1e(d); and 

(2) Alternative method. For each posi-
tion for which there is not adequate 
historical data to support a Value at 
Risk model, the measure obtained by 
computing the allowance for market 
risk using a method described in the 
supervised investment bank holding 
company’s notice of intention that pro-
duces a suitable allowance for market 
risk for those positions. 

(c) Allowance for credit risk. The su-
pervised investment bank holding com-
pany must compute an allowance for 
credit risk for certain assets on the 
consolidated balance sheet and certain 
off-balance sheet items, including 
loans and loan commitments, expo-
sures due to derivatives contracts, 
structured financial products, other ex-
tensions of credit, and credit sub-
stitutes in as follows: 

(1) By multiplying the credit equiva-
lent amount of the supervised invest-
ment bank holding company’s exposure 
to the counterparty, as determined ac-
cording to sub-paragraph (c)(1)(i) 
below, by the appropriate credit risk 
weight of the asset or off-balance sheet 
item or counterparty, as determined 
according to sub-paragraph (c)(1)(ii) 
below, then multiplying the product by 
8%, in accordance with the following: 

(i) Credit equivalent amount: 
(A) Certain loans and loan commitments 

receivable. The credit equivalent 
amount for exposures relating to cer-
tain loans and loan commitments is de-
termined by multiplying the nominal 
amount of the contract by the fol-
lowing credit conversion factors: 

(1) 0% credit conversion factor for 
loan commitments that: 

(i) May be unconditionally cancelled 
by the lender; or 

(ii) May be cancelled by the lender 
due to credit deterioration of the bor-
rower; 

(2) 20% credit conversion factor for: 
(i) Loan commitments of less than 

one year; or 
(ii) Short term self-liquidating trade 

related contingencies, including letters 
of credit; 

(3) 50% credit conversion factor for 
loan commitments with an original 
maturity of greater than one year that 

VerDate Aug<31>2005 10:28 Apr 25, 2006 Jkt 208056 PO 00000 Frm 00481 Fmt 8010 Sfmt 8010 Y:\SGML\208056.XXX 208056



472 

17 CFR Ch. II (4–1–06 Edition) § 240.17i–7 

contain transaction contingencies, in-
cluding performance bonds, revolving 
underwriting facilities, note issuance 
facilities and bid bonds; and 

(4) 100% credit conversion factor for 
loans and bankers’ acceptances, stand- 
by letters of credit, and forward pur-
chases of assets, and similar direct 
credit substitutes; 

(B) Receivables relating to derivative 
contracts, repurchase agreements, reverse 
repurchase agreements, stock loans, stock 
borrows, and other similar collateralized 
transactions. The credit equivalent 
amount for exposures relating to deriv-
ative contracts, repurchase agree-
ments, reverse repurchase agreements, 
stock loans, stock borrows, and other 
similar collateralized transactions is 
the sum of: 

(1) The supervised investment bank 
holding company’s current exposure to 
the counterparty (as defined in para-
graph (c)(1)(i)(D) of this section); and 

(2) The supervised investment bank 
holding company’s maximum potential 
exposure to the counterparty (as de-
fined in paragraph (c)(1)(i)(E) of this 
section) multiplied by the appropriate 
multiplication factor. The initial mul-
tiplication factor shall be one, unless 
the Commission determines pursuant 
to § 240.17i–2(d)(2), based on a review of 
the supervised investment bank hold-
ing company’s internal risk manage-
ment control system and practices, in-
cluding a review of the Value at Risk 
model used to determine maximum po-
tential exposure, that another mul-
tiplication factor is appropriate; 

(C) Credit equivalent amount for other 
assets. The credit equivalent amount 
for other assets shall be the book value 
of the exposure on the supervised in-
vestment bank holding company’s con-
solidated balance sheet or other 
amount as determined according to the 
standards published by the Basel Com-
mittee on Banking Supervision, as 
amended from time to time; 

(D) The current exposure is the cur-
rent replacement value of a 
counterparty’s positions, after apply-
ing the effect of netting agreements 
with that counterparty meeting the re-
quirements of § 240.15c3–1e(c)(4)(iv) and 
taking into account the value of collat-
eral from the counterparty in accord-
ance with § 240.15c3–1e(c)(4)(v); 

(E) The maximum potential exposure is 
the Value at Risk of the counterparty’s 
positions with the member of the affil-
iate group, after applying netting 
agreements with that counterparty 
meeting the requirements of § 240.15c3– 
1e(c)(4)(iv) and taking into account the 
value of collateral from the 
counterparty in accordance with 
§ 240.15c3–1e(c)(4)(v)) obtained using a 
Value at Risk model that meets the ap-
plicable requirements of § 240.15c3–1e(d) 
and the current replacement value of 
the counterparty’s positions with the 
member of the affiliate group, Except 
that for repurchase agreements, reverse 
repurchase agreements, stock lending 
and borrowing, and similar 
collateralized transactions, maximum 
potential exposure shall be calculated 
using a time horizon of not less than 
five days; 

(ii) Credit risk weights. 
(A) General. The credit risk weights 

that shall be applied to certain assets 
and counterparties shall be determined 
according to standards published by 
the Basel Committee on Banking Su-
pervision, as modified from time to 
time; 

(B) Receivables covered by guarantees. 
For the portion of a current exposure 
covered by a written guarantee, where 
that guarantee is an unconditional and 
irrevocable guarantee of the due and 
punctual payment and performance of 
the obligation and the supervised in-
vestment bank holding company or 
member of the affiliate group can de-
mand payment after any payment is 
missed without having to make collec-
tion efforts, the supervised investment 
bank holding company or member of 
the affiliate group may substitute the 
credit risk weight of the guarantor for 
the credit risk weight of the 
counterparty; and 

(iii) Credit derivatives. Upon a deter-
mination by the Commission pursuant 
to § 240.17i–2(d), the supervised invest-
ment bank holding company may use 
credit derivatives to reduce its allow-
ance for credit risk; or 

(2) Upon a determination by the Com-
mission pursuant to § 240.17i–2(d), using 
a calculation consistent with standards 
published by the Basel Committee on 
Banking Supervision in International 
Convergence of Capital Measurement 
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and Capital Standards (July 1988), as 
modified from time to time; 

(d) Allowance for operational risk. A 
supervised investment bank holding 
company shall compute an allowance 
for operational risk on a consolidated 
basis in accordance with the standards 
published by the Basel Committee on 
Banking Supervision, as amended from 
time to time. 

[69 FR 34494, June 21, 2004] 

§ 240.17i–8 Notification provisions for 
supervised investment bank hold-
ing companies. 

(a) A supervised investment bank 
holding company shall send notice 
promptly (but within 24 hours), in ac-
cordance with paragraph (c) of this sec-
tion, after the occurrence of the fol-
lowing events: 

(1) The occurrence of any backtesting 
exception, determined in accordance 
with § 240.15c3–1e(d)(1)(iii) or (iv), that 
would require that the supervised in-
vestment bank holding company use a 
higher multiplication factor in the cal-
culation of its allowances for market 
or credit risk; 

(2) The early warning indications of 
low capital as the Commission may 
agree; 

(3) A material affiliate declares bank-
ruptcy or otherwise becomes insolvent; 

(4) The supervised investment bank 
holding company becomes aware that a 
nationally recognized statistical rating 
organization has determined to reduce 
materially its assessment of the credit-
worthiness of a material affiliate or 
the credit rating(s) assigned to one or 
more outstanding short or long-term 
obligations of a material affiliate; 

(5) The supervised investment bank 
holding company files a Form 8–K 
(§ 249.308) with the Commission; 

(6) The supervised investment bank 
holding company becomes aware that 
any financial regulatory agency or self- 
regulatory organization has taken sig-
nificant enforcement or regulatory ac-
tion against a material affiliate; or 

(7) The supervised investment bank 
holding company becomes ineligible to 
be supervised by the Commission as a 
supervised investment bank holding 
company. 

(c) Every notice required to be given 
or transmitted pursuant to this section 

shall be given or transmitted by tele-
graphic notice or facsimile trans-
mission to the Division of Market Reg-
ulation, Office of Financial Responsi-
bility at the principal office of the 
Commission in Washington, DC. The 
notices filed under this section shall be 
accorded confidential treatment to the 
extent permitted by law. 

(d) Upon the written request of the 
supervised investment bank holding 
company, or on its own motion, the 
Commission may conditionally or un-
conditionally grant or deny an exten-
sion of time or an exemption from any 
of the requirements of this Rule 17i–8 
to the extent that such exemption or 
extension of time is necessary or ap-
propriate in the public interest or for 
the protection of investors. 

[69 FR 34494, June 21, 2004] 

§ 240.17Ab2–1 Registration of clearing 
agencies. 

(a) An application for registration or 
for exemption from registration as a 
clearing agency, as defined in section 
3(a)(23) of the Act, or an amendment to 
any such application shall be filed with 
the Commission on Form CA–1, in ac-
cordance with the instructions thereto. 

(b) Any applicant for registration or 
for exemption from registration as a 
clearing agency whose application is 
filed with the Commission on or before 
November 24, 1975, on and in accord-
ance with the instructions to Form 
CA–1, with respect to the clearing 
agency activities described in the ap-
plication shall, during the period from 
December 1, 1975 until the Commission 
grants registration, denies registration 
or grants an exemption from registra-
tion, be exempt from the registration 
provisions of section 17A(b) of the Act 
and the rules and regulations there-
under and, unless the Commission shall 
otherwise provide by rule or by order, 
the provisions of the Act and the rules 
and regulations thereunder which 
would be applicable to clearing agen-
cies as a result of registration under 
the Act. 

(c)(1) The Commission, upon the re-
quest of a clearing agency, may grant 
registration of the clearing agency in 
accordance with sections 17A(b) and 
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19(a)(1) of the Act but exempt the reg-
istrant from one or more of the re-
quirements as to which the Commis-
sion is directed to make a determina-
tion pursuant to paragraphs (A) 
through (I) of section 17A(b)(3) of the 
Act, provided that any such registra-
tion shall be effective only for eighteen 
months from the date the registration 
is made effective (or such longer period 
as the Commission may provide by 
order). 

(2) In the case of any clearing agency 
registered in accordance with para-
graph (c)(1) of this section, not later 
than nine months from the date such 
registration is made effective the Com-
mission either will grant registration 
in accordance with sections 17A(b) and 
19(a)(1) of the Act, without exempting 
the registrant from one or more of the 
requirements as to which the Commis-
sion is directed to make a determina-
tion pursuant to subparagraphs (A) 
through (I) of section 17A(b)(3) of the 
Act, or will institute proceedings in ac-
cordance with section 19(a)(1)(B) of the 
Act to determine whether registration 
should be denied at the expiration of 
the registration granted in accordance 
with paragraph (c)(1) of this section. 

(d) The filing of an amendment to an 
application for registration or for ex-
emption from registration as a clearing 
agency, which registration or exemp-
tion has not been granted, or the filing 
of additional information or documents 
prior to the granting of registration or 
an exemption from registration shall 
extend to ninety days from the date 
such filing is made (or to such longer 
period as to which the applicant con-
sents) the period within which the 
Commission shall grant registration, 
institute proceedings to determine 
whether such registration shall be de-
nied, or conditionally or uncondition-
ally exempt registrant from the reg-
istration and other provisions of sec-
tion 17A of the Act or the rules or regu-
lations thereunder. 

(e) If any information reported at 
items 1–3 of Form CA–1 is or becomes 
inaccurate, misleading or incomplete 
for any reason, whether before or after 
registration or an exemption from reg-
istration has been granted, the reg-
istrant shall file promptly an amend-
ment on Form CA–1 correcting the in-

accurate, misleading or incomplete in-
formation. 

(f) Every application for registration 
or for exemption from registration as a 
clearing agency or amendment to, or 
additional information or document 
filed in connection with, any such ap-
plication shall constitute a ‘‘report’’ or 
‘‘application’’ within the meaning of 
sections 17, 17A, 19 and 32(a) of the Act. 

[40 FR 52358, Nov. 10, 1975] 

§ 240.17Ac2–1 Application for registra-
tion of transfer agents. 

(a) An application for registration, 
pursuant to section 17A(c) of the Act, 
of a transfer agent for which the Com-
mission is the appropriate regulatory 
agency, as defined in section 3(a)(34)(B) 
of the Act, shall be filed with the Com-
mission on Form TA–1, in accordance 
with the instructions contained therein 
and shall become effective on the thir-
tieth day following the date on which 
the application is filed, unless the 
Commission takes affirmative action 
to accelerate, deny or postpone such 
registration in accord- ance with the 
provisions of section 17A(c) of the Act. 

(b) The filing of any amendment to 
an application for registration as a 
transfer agent pursuant to paragraph 
(a) of this section, which registration 
has not become effective, shall post-
pone the effective date of the registra-
tion until the thirtieth day following 
the date on which the amendment is 
filed, unless the Commission takes af-
firmative action to accelerate, deny or 
postpone the registration in accord- 
ance with the provisions of section 
17A(c) of the Act. 

(c) If any of the information reported 
on Form TA–1 or on the SEC Supple-
ment becomes inaccurate, misleading, 
or incomplete, the registrant shall cor-
rect the information by filing an 
amendment within sixty days following 
the date on which the information be-
came inaccurate, misleading, or incom-
plete. 

(d) Every registration and amend-
ment filed pursuant to this section 
shall constitute a ‘‘report’’ or ‘‘appli-
cation’’ within the meaning of sections 
17, 17A(c), and 32(a) of the Act. 

[40 FR 51184, Nov. 4, 1975, as amended at 51 
FR 12127, Apr. 9, 1986] 
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§ 240.17Ac2–2 Annual reporting re-
quirement for registered transfer 
agents. 

(a) Every transfer agent registered on 
December 31 must file a report cov-
ering the reporting period on Form 
TA–2 (§ 249b.102 of this chapter) by 
March 31 following the end of the re-
porting period. Form TA–2 must be 
completed in accordance with the in-
structions contained in the Form. 

(1) A registered transfer agent that 
received fewer than 1,000 items for 
transfer in the reporting period and 
that did not maintain master 
securityholder files for more than 1,000 
individual securityholder accounts as 
of December 31 of the reporting period 
must complete Questions 1 through 5, 
11, and the signature section of Form 
TA–2. 

(2) A named transfer agent that en-
gaged a service company to perform all 
of its transfer agent functions during 
the reporting period must complete 
Questions 1 through 3 and the signa-
ture section of Form TA–2. 

(3) A named transfer agent that en-
gaged a service company to perform 
some but not all of its transfer agent 
functions during the reporting period 
must complete all of Form TA–2 but 
should enter zero (0) for those ques-
tions that relate to transfer agent 
functions performed by the service 
company on behalf of the named trans-
fer agent. 

(b) For purposes of this section, the 
term reporting period shall mean the 
calendar year ending December 31 for 
which Form TA–2 is being filed. The 
term named transfer agent shall have 
the same meaning as defined in 
§ 240.17Ad–9(j). The term service com-
pany shall have the same meaning as 
defined in § 240.17Ad–9(k). 

(c) As a transition measure, transfer 
agents’ next required Form TA–2 filing 
will be on March 31, 2001, which will 
cover their activities during calendar 
Year 2000. This will eliminate the filing 
for the period ending June 30, 2000, 
which would have been due on August 
31, 2000. 

[65 FR 36610, June 9, 2000] 

§ 240.17Ac3–1 Withdrawal from reg-
istration with the Commission. 

(a) Notice of withdrawal from reg-
istration as a transfer agent with the 
Commission pursuant to section 
17A(c)(3)(C) of the Act shall be filed on 
Form TA-W in accordance with the in-
structions contained thereon. 

(b) Except as hereinafter provided, a 
notice to withdraw from registration 
filed by a transfer agent pursuant to 
section 17A(c)(3)(C) of the Act shall be-
come effective on the sixtieth day after 
the filing thereof with the Commission 
or within such shorter period of time 
as the Commission may determine. If a 
notice to withdraw from registration is 
filed with the Commission at any time 
subsequent to the date of issuance of a 
Commission order instituting pro-
ceedings pursuant to section 
17A(c)(3)(A) of the Act, or if prior to 
the effective date of the notice of with-
drawal the Commission institutes such 
a proceeding or a proceeding to impose 
terms and conditions upon such with-
drawal, the notice of withdrawal shall 
not become effective except at such 
time and upon such terms and condi-
tions as the Commission deems nec-
essary or appropriate in the public in-
terest, for the protection of investors, 
or in furtherance of the purposes of 
section 17A. 

(c) Every notice of withdrawal filed 
pursuant to this rule shall constitute a 
‘‘report’’ within the meaning of sec-
tions 17 and 32(a) of the Act. 

(Secs. 2, 17, 17A, and 23(a) (15 U.S.C. 78b, 78q, 
78q–1 and 78w(a))) 

[42 FR 44984, Sept. 8, 1977] 

§ 240.17Ad–1 Definitions. 

As used in this section and 
§§ 240.17Ad–2, 240.17Ad–3, 240.17Ad–4, 
240.17Ad–5, 240.17Ad–6, and 240.17Ad–7: 

(a)(1) The term item means: 
(i) A certificate or certificates of the 

same issue of securities covered by one 
ticket (or, if there is no ticket, pre-
sented by one presentor) presented for 
transfer, or an instruction to a transfer 
agent which holds securities registered 
in the name of the presentor to trans-
fer or to make available all or a por-
tion of those securities; 
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(ii) Each line on a ‘‘deposit shipment 
control list’’ or a ‘‘withdrawal ship-
ment control list’’ submitted by a reg-
istered clearing agency; or 

(iii) In the case of an outside reg-
istrar, each certificate to be 
countersigned. 

(2) If a ‘‘deposit shipment control 
list’’ or ‘‘withdrawal shipment control 
list’’ contains both routine and non- 
routine transfer instructions, a reg-
istered transfer agent shall at its op-
tion: 

(i) Retain all transfer instructions 
listed on the shipment control list and 
treat each line on the shipment control 
list as a routine item; or 

(ii) Return promptly to the reg-
istered clearing agency a shipment 
control list line containing non-routine 
transfer instructions (together with a 
copy of the shipment control list, an 
explanation for the return instructions 
and all routine transfer instructions 
reflected on the same line) and treat 
each line on the shipment control list 
that reflects retained transfer instruc-
tions as a routine item. 

(3) A deposit shipment control list 
means a list of transfer instructions 
that accompanies certificates to be 
cancelled and reissued in the nominee 
name of a registered clearing agency. 

(4) A withdrawal shipment control list 
means a list of instructions (either in 
paper or electronic medium) that: 

(i) Directs issuance of certificates in 
the names of persons or entities other 
than the registered clearing agency; 
and 

(ii) Accompanies certificates to be 
cancelled which are registered in the 
nominee name of a registered clearing 
agency, or directs the transfer agent to 
reduce certificate or position balances 
maintained by the transfer agent on 
behalf of a registered clearing agency 
under that clearing agency’s transfer 
agent custody program 

(b) The term outside registrar with re-
spect to a transfer item means a trans-
fer agent which performs only the reg-
istrar function for the certificate or 
certificates presented for transfer and 
includes the persons performing simi-
lar functions with respect to debt 
issues. 

(c) An item is made available when 

(1) In the case of an item for which 
the services of an outside registrar are 
not required, or which has been re-
ceived from an outside registrar after 
processing, the transfer agent dis-
patches or mails the item to, or the 
item is awaiting pick-up by, the 
presentor or a person designated by the 
presentor, or 

(2) In the case of an item for which 
the services of an outside registrar are 
required, the transfer agent dispatches 
or mails the item to, or the item is 
awaiting pick-up by, the outside reg-
istrar, or 

(3) In the case of an item for which 
an outside registrar has completed 
processing, the outside registrar dis-
patches or mails the item to, or the 
item is awaiting pick-up by, the pre-
senting transfer agent. 

(d) The transfer of an item is accom-
plished when, in accordance with the 
presentor’s instructions, all acts nec-
essary to cancel the certificate or cer-
tificates presented for transfer and to 
issue a new certificate or certificates, 
including the performance of the reg-
istrar function, are completed and the 
item is made available to the presentor 
by the transfer agent, or when, in ac-
cordance with the presentor’s instruc-
tions, a transfer agent which holds se-
curities registered in the name of the 
presentor completes all acts necessary 
to issue a new certificate or certifi-
cates representing all or a portion of 
those securities and makes available 
the new certificate or certificates to 
the presentor or a person designated by 
the presentor or, with respect to those 
transfers of record ownership to be ac-
complished without the physical 
issuance of certificates, completes reg-
istration of change in ownership of all 
or a portion of those securities. 

(e) The turnaround of an item is com-
pleted when transfer is accomplished 
or, when an outside registrar is in-
volved, the transfer agent in accord-
ance with the presentor’s instructions 
completes all acts necessary to cancel 
the certificate or certificates presented 
for transfer and to issue a new certifi-
cate or certificates, and the item is 
made available to an outside registrar. 

(f) The term process means the ac-
complishing by an outside registrar of 
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all acts necessary to perform the reg-
istrar function and to make available 
to the presenting transfer agent the 
completed certificate or certificates or 
to advise the presenting transfer agent, 
orally or in writing, why performance 
of the registrar function is delayed or 
may not be completed. 

(g) The receipt of an item or a written 
inquiry or request occurs when the 
item or written inquiry or request ar-
rives at the premises at which the 
transfer agent performs transfer agent 
functions, as defined in section 3(a)(25) 
of the Act. 

(h) A business day is any day during 
which the transfer agent is normally 
open for business and excludes Satur-
days, Sundays, and legal holidays, or 
other holidays normally observed by 
the transfer agent. 

(i) An item is routine if it does not (1) 
require requisitioning certificates of an 
issue for which the transfer agent, 
under the terms of its agency, does not 
maintain a supply of certificates; (2) 
include a certificate as to which the 
transfer agent has received notice of a 
stop order, adverse claim, or any other 
restriction on transfer; (3) require any 
additional certificates, documentation, 
instructions, assignments, guarantees, 
endorsements, explanations, or opin-
ions of counsel before transfer may be 
effected; (4) require review of sup-
porting documentation other than as-
signments, endorsements or stock pow-
ers, certified corporate resolutions, sig-
nature, or other common and ordinary 
guarantees, or appropriate tax, or tax 
waivers; (5) involve a transfer in con-
nection with a reorganization, tender 
offer, exchange, redemption, or liquida-
tion; (6) include a warrant, right, or 
convertible security presented for 
transfer of record ownership within 
five business days before any day upon 
which exercise or conversion privileges 
lapse or change; (7) include a warrant, 
right, or convertible security presented 
for exercise or conversion; or (8) in-
clude a security of an issue which with-
in the previous 15 business days was of-
fered to the public, pursuant to a reg-
istration statement effective under the 
Securities Act of 1933, in an offering 
not of a continuing nature. 

(j) The term depository-eligible securi-
ties issue means an issue of securities 

that is eligible for deposit at any secu-
rities depository that is registered with 
the Commission under the Securities 
Exchange Act of 1934 as a clearing 
agency. 

(Secs. 2, 17, 17A and 23(a) (15 U.S.C. 78b, 78q, 
78q–1 and 78w(a)); secs. 3, 17A and 23(a), 15 
U.S.C. 78c, 78q–1 and 78w(a)) 

[42 FR 32411, June 24, 1977, as amended at 49 
FR 40575, Oct. 17, 1984; 51 FR 36551, Oct. 14, 
1986] 

§ 240.17Ad–2 Turnaround, processing, 
and forwarding of items. 

(a) Every registered transfer agent 
(except when acting as an outside reg-
istrar) shall turnaround within three 
business days of receipt at least 90 per-
cent of all routine items received for 
transfer during a month. For the pur-
poses of this paragraph, items received 
at or before noon on a business day 
shall be deemed to have been received 
at noon on that day, and items re-
ceived after noon on a business day or 
received on a day not a business day 
shall be deemed to have been received 
at noon on the next business day. 

(b) Every registered transfer agent 
acting as an outside registrar shall 
process at least 90 percent of all items 
received during a month (1) by the 
opening of business on the next busi-
ness day, in the case of items received 
at or before noon on a business day, 
and (2) by noon of the next business 
day, in the case of items received after 
noon on a business day. For the pur-
poses of paragraphs (b) and (d) of this 
section, ‘‘items received’’ shall not in-
clude any item enumerated in 
§ 240.17Ad–1(i) (5), (6), (7), or (8) or any 
item which is not accompanied by a 
debit or cancelled certificate. For the 
purposes of this paragraph, items re-
ceived on a day not a business day 
shall be deemed to have been received 
before noon on the next business day. 

(c) Any registered transfer agent 
which fails to comply with paragraph 
(a) of this section with respect to any 
month shall, within ten business days 
following the end of such month, file 
with the Commission and the transfer 
agent’s appropriate regulatory agency, 
if it is not the Commission, a written 
notice in accordance with paragraph 
(h) of this section. Such notice shall 
state the number of routine items and 
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the number of non-routine items re-
ceived for transfer during the month, 
the number of routine items which the 
registered transfer agent failed to turn-
around in accordance with the require-
ments of paragraph (a) of this section, 
the percentage that such routine items 
represent of all routine items received 
during the month, the reasons for such 
failure, the steps which have been 
taken, are being taken or will be taken 
to prevent a future failure and the 
number of routine items, aged in incre-
ments of one business day, which as of 
the close of business on the last busi-
ness day of the month have been in its 
possession for more than four business 
days and have not been turned around. 

(d) Any registered transfer agent 
which fails to comply with paragraph 
(b) of this section with respect to any 
month shall, within ten business days 
following the end of such month, file 
with the Commission and the transfer 
agent’s appropriate regulatory agency, 
if it is not the Commission, a written 
notice in accordance with paragraph 
(h) of this section. Such notice shall 
state the number of items received for 
processing during the month, the num-
ber of items which the registered trans-
fer agent failed to process in accord-
ance with the requirements of para-
graph (b) of this section, the percent-
age that such items represent of all 
items received during the month, the 
reasons for such failure and the steps 
which have been taken, are being taken 
or will be taken to prevent a future 
failure and the number of items which 
as of the close of business on the last 
business day of the month have been in 
the transfer agent’s possession for 
more than the time allowed for proc-
essing and have not been processed. 

(e)(1) Except as provided in paragraph 
(e)(2) of this section, all routine items 
not turned around within three busi-
ness days of receipt as required by 
paragraph (a) of this section and all 
items not processed within the periods 
required by paragraph (b) of this sec-
tion shall be turned around promptly, 
and all nonroutine items shall receive 
diligent and continuous attention and 
shall be turned around as soon as pos-
sible. 

(2) A transfer agent that is exempt 
under § 240.17Ad–4(b) and that has re-

ceived 30 days notice of depository-eli-
gibility of an issue for which it per-
forms transfer agent functions shall 
turnaround ninety percent of all rou-
tine items received during a month 
within five business days of receipt. 
Such transfer agent shall devote dili-
gent and continuous attention to the 
remaining ten percent of routine items 
and shall turnaround these items as 
soon as possible. 

(f) A registered transfer agent which 
receives items at locations other than 
the premises at which it performs 
transfer agent functions shall have ap-
propriate procedures to assure, and 
shall assure, that items are forwarded 
to such premises promptly. 

(g) A registered transfer agent which 
receives processed items from an out-
side registrar shall have appropriate 
procedures to assure, and shall assure, 
that such items are made available 
promptly to the presentor. 

(h) Any notice required by this sec-
tion or § 240.17Ad–4 shall be filed as fol-
lows: 

(1) Any notice required to be filed 
with the Commission shall be filed in 
triplicate with the principal office of 
the Commission in Washington, DC 
20549 and, in the case of a registered 
transfer agent for which the Commis-
sion is the appropriate regulatory 
agency, an additional copy shall be 
filed with the Regional or District Of-
fice of the Commission for the region 
or district in which the registered 
transfer agent has its principal office 
for transfer agent activities. 

(2) Any notice required to be filed 
with the Comptroller of the Currency 
shall be filed with the Office of the 
Comptroller of the Currency, Adminis-
trator of National Banks, Washington, 
DC 20219. 

(3) Any notice required to be filed 
with the Board of Governors of the 
Federal Reserve System shall be filed 
with the Board of Governors of the 
Federal Reserve System, Washington, 
DC 20251 and with the Federal Reserve 
Bank of the district in which the reg-
istered transfer agent’s principal bank-
ing operations are conducted. 

(4) Any notice required to be filed 
with the Federal Deposit Insurance 
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Corporation shall be filed with the Fed-
eral Deposit Insurance Corporation, 
Washington, DC 20429. 

(Secs. 2, 17, 17A and 23(a) (15 U.S.C. 78b, 78q, 
78q–1 and 78w(a)); secs. 3, 17A and 23(a), 15 
U.S.C. 78c, 78q–1, and 78w(a)) 

[42 FR 32412, June 24, 1977, as amended at 49 
FR 40575, Oct. 17, 1984; 59 FR 5946, Feb. 9, 
1994] 

§ 240.17Ad–3 Limitations on expansion. 

(a) Any registered transfer agent 
which is required to file any notice 
pursuant to § 240.17Ad–2 (c) or (d) for 
each of three consecutive months shall 
not from the fifth business day after 
the end of the third such month until 
the end of the next following period of 
three successive months during which 
no such notices have been required: 

(1) Initiate the performance of any 
transfer agent function or activity for 
an issue for which the transfer agent 
does not perform, or is not under agree-
ment to perform, transfer agent func-
tions prior to such fifth business day; 
and 

(2) With respect to an issue for which 
transfer agent functions are being per-
formed on such fifth business day, ini-
tiate for that issue the performance of 
an additional transfer agent function 
or activity which the transfer agent 
does not perform, or is not under agree-
ment to perform, prior to such fifth 
business day. 

(b) Any registered transfer agent 
which for each of two consecutive 
months fails to turn around at least 
75% of all routine items in accordance 
with the requirements of § 240.17Ad–2(a) 
or to process at least 75% of all items 
in accordance with the requirements of 
§ 240.17Ad–2(b) shall be subject to the 
limitations imposed by paragraph (a) 
of this section and further shall, within 
twenty business days after the close of 
the second such month, send to the 
chief executive officer of each issuer 
for which such registered transfer 
agent acts a copy of the written notice 
filed pursuant to § 240.17Ad–2 (c) or (d) 
with respect to the second such month. 

(Secs. 2, 17, 17A and 23(a) (15 U.S.C. 78b, 78q, 
78q–1 and 78w(a))) 

[42 FR 32412, June 24, 1977] 

§ 240.17Ad–4 Applicability of 
§§ 240.17Ad–2, 240.17Ad–3 and 
240.17Ad–6(a) (1) through (7) and 
(11). 

(a) Sections 240.17Ad–2, 240.17Ad–3 
and 240.17Ad–6(a) (1) through (7) and 
(11) shall not apply to interests in lim-
ited partnerships, to redeemable secu-
rities of investment companies reg-
istered under section 8 of the Invest-
ment Company Act of 1940, or to inter-
ests in dividend reinvestment pro-
grams. 

(b)(1) For purposes of this section, ex-
empt transfer agent means a transfer 
agent that during any six consecutive 
months shall have received fewer than 
500 items for transfer and fewer than 
500 items for processing. 

(2) Except as provided in paragraph 
(c) of this section, an exempt transfer 
agent that satisfies the requirements 
of paragraph (b)(3) shall be exempt 
from the provisions of §§ 240.17Ad–2 (a), 
(b), (c), (d) and (h), 240.17Ad–3 and 
240.17Ad–6(a) (2) through (7) and (11). 

(3) Within ten business days fol-
lowing the close of the sixth consecu-
tive month described in paragraph 
(b)(1) of this section, an exempt trans-
fer agent shall: 

(i) If its appropriate regulatory agen-
cy is either the Commission or the Of-
fice of the Comptroller of the Cur-
rency, prepare and maintain in its pos-
session a document certifying that the 
transfer agent qualifies as exempt 
under paragraph (b)(1) of this section; 
or 

(ii) If its appropriate regulatory 
agency is either the Board of Gov-
ernors of the Federal Reserve System 
or the Federal Deposit Insurance Cor-
poration, file with the appropriate reg-
ulatory agency a notice certifying that 
it qualifies as exempt under paragraph 
(b)(1) of this section. 

(c) Within five business days fol-
lowing the close of each month, every 
exempt transfer agent shall calculate 
the number of items which it received 
during the preceding six months. 
Whenever any exempt transfer agent 
no longer qualifies as such under para-
graph (b)(1), within ten business days 
after the end of such month: (1) It shall 
prepare and maintain in its possession 
a document so stating, if subject to 
paragraph (b)(3)(i) of this section; or (2) 
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it shall file with its appropriate regu-
latory agency a notice to that effect, if 
subject to paragraph (b)(3)(ii) of this 
section. Thereafter, beginning with the 
first month following the month in 
which such document is required to be 
prepared or such notice is required to 
be filed, the registered transfer agent 
no longer shall be exempt under para-
graph (b) of this section. Any reg-
istered transfer agent which has ceased 
to be an exempt transfer agent under 
this paragraph shall not qualify again 
for exemption until it has conducted 
its transfer agent operations pursuant 
to the foregoing sections for six con-
secutive months following the month 
in which it was required to prepare the 
document or prepare and file the notice 
specified in this paragraph. 

(Secs. 2, 17, 17A and 23(a) (15 U.S.C. 78b, 78q, 
78q–1 and 78w(a))) 

[42 FR 32413, June 24, 1977, as amended at 48 
FR 28246, June 21, 1983] 

§ 240.17Ad–5 Written inquiries and re-
quests. 

(a) When any person makes a written 
inquiry to a registered transfer agent 
concerning the status of an item pre-
sented for transfer during the pre-
ceding six months by such person or 
anyone acting on his behalf, which in-
quiry identifies the issue, the number 
of shares (or principal amount of debt 
securities or number of units if relat-
ing to any other kind of security) pre-
sented, the approximate date of pre-
sentment and the name in which it is 
registered, the registered transfer 
agent shall, within five business days 
following receipt of the inquiry, re-
spond, stating whether the item has 
been received; if received, whether it 
has been transferred; if received and 
not transferred, the reason for the 
delay and what additional matter, if 
any, is necessary before transfer may 
be effected; and, if received and trans-
ferred, the date and manner in which 
the completed item was made avail-
able, the addressee and address to 
which it was made available and the 
number of any new certificate which 
was registered and the name in which 
it was registered. If a new certificate is 
dispatched or mailed to the presentor 
within five business days following re-
ceipt of an inquiry pertaining to that 

certificate, no further response to the 
inquiry shall be required pursuant to 
this paragraph. 

(b) When any broker-dealer requests 
in writing that a registered transfer 
agent acknowledge the transfer in-
structions and the possession of a secu-
rity presented for transfer by such 
broker-dealer or revalidate a window 
ticket with respect to such security 
and the request identifies the issue, the 
number of shares (or principal amount 
of debt securities or number of units if 
relating to any other kind of security), 
the approximate date of presentment, 
the certificate number and the name in 
which it is registered, every registered 
transfer agent shall, within five busi-
ness days following receipt of the re-
quest, in writing, confirm or deny pos-
session of the security, and, if the reg-
istered transfer agent has possession, 
(1) acknowledge the transfer instruc-
tions or (2) revalidate the window tick-
et. If a new certificate is dispatched or 
mailed to the presentor within five 
business days following receipt of a re-
quest pertaining to that certificate, no 
further response to the inquiry shall be 
required pursuant to this paragraph. 

(c) When any person, or anyone act-
ing under his authority, requests in 
writing that a transfer agent confirm 
possession as of a given date of a cer-
tificate presented by such person dur-
ing the 30 days before the date the in-
quiry is received and the request iden-
tifies the issue, the number of shares 
(or principal amount of debt securities 
or number of units if relating to any 
other kind of security), the approxi-
mate date of presentment, the certifi-
cate number and the name in which the 
certificate was registered, every reg-
istered transfer agent shall, within ten 
business days following receipt of the 
request and upon assurance of payment 
of a reasonable fee if required by such 
transfer agent, make available a writ-
ten response to such person, or anyone 
acting under his authority, confirming 
or denying possession of such security 
as of such given date. 

(d) When any person requests in writ-
ing a transcript of such person’s ac-
count with respect to a particular 
issue, either as the account appears 
currently or as it appeared on a spe-
cific date not more than six months 
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prior to the date the registered trans-
fer agent receives the request, every 
registered transfer agent shall, within 
twenty business days following receipt 
of the request and upon assurance of 
payment of a reasonable fee if required 
by such transfer agent, make available 
to such person a transcript, ledger or 
statement of account in sufficient de-
tail to permit reconstruction of such 
account as of the date for which the 
transcript was requested. 

(e)(1) Response to written inquiries con-
cerning dividend and interest payments. 
A registered transfer agent shall re-
spond, within ten business days of re-
ceipt, to current claims that contain 
sufficient detail. A registered transfer 
agent shall respond, within twenty 
business days of receipt, to aged claims 
that contain sufficient detail. The re-
sponse shall indicate in writing that 
the inquiry has been received, whether 
the claim requires further research 
and, if so, a reasonable estimate of how 
long that research may take. If no fur-
ther research is required, the response 
shall indicate whether that claim is 
being or will be paid and, if not, the 
reason for not paying the claim. A reg-
istered transfer agent shall devote dili-
gent attention to unresolved inquiries 
and shall resolve all inquiries as soon 
as possible. 

(2) Misdirected written inquiries con-
cerning dividend and interest payments. 
In the event that a transfer agent is 
not the dividend disbursing or interest 
paying agent for an issue that is the 
subject of a claim under this section, 
but performed those or any transfer 
agent services for that issue within the 
preceding three years, the transfer 
agent shall provide in writing to the 
inquirer, within ten business days of 
receipt of the inquiry, the name and 
address of the current dividend dis-
bursing or interest paying agent. If the 
transfer agent did not perform those or 
other transfer agent services for the 
issue within the preceding three years, 
the transfer agent must respond to the 
inquiry and may respond by returning 
the inquiry with a statement that the 
transfer agent is not the current divi-
dend disbursing or interest paying 
agent and that it does not know the 
name and address of the current divi-

dend disbursing or interest paying 
agent. 

(3) As used in this paragraph: 
(i) A current claim means a written in-

quiry concerning non-payment or in-
correct payment of dividends or inter-
est, the payment date for which oc-
curred within the preceding six 
months. 

(ii) An aged claim means a written in-
quiry concerning non-payment or in-
correct payment of dividends or inter-
est, the payment date for which oc-
curred more than six months before the 
inquiry. 

(iii) Sufficient detail means a written 
inquiry or request that identifies: The 
issue; the name(s) in which the securi-
ties are registered; the number of 
shares (or principal amount of debt se-
curities or number of units for any 
other kind of security) involved; the 
approximate record date(s) or payment 
date(s) relating to the claim; and, with 
respect to registered broker-dealers, 
registered clearing agencies, or banks, 
certificate numbers. 

(f) Telephone response. (1) A transfer 
agent may satisfy the written response 
requirements of this section by a tele-
phone response to the inquirer if: 

(i) The telephone response resolves 
that inquiry; and 

(ii) The inquirer does not request a 
written response. 

(2) When any person makes a written 
inquiry or request that would qualify 
under paragraph (e) of this section ex-
cept that it fails to provide sufficient 
detail as specified in paragraph 
(e)(3)(iii) of this section, a registered 
transfer agent may telephone the in-
quirer to obtain the necessary addi-
tional detail within the time periods 
specified in paragraph (e)(1) of this sec-
tion. If the transfer agent does not re-
ceive the additional detail within ten 
business days, the transfer agent im-
mediately shall make a written request 
for the additional information. 

(g)(1) When any person makes a writ-
ten inquiry or request which would 
qualify under paragraph (a), (b), (c), or 
(d) of this section except that it fails to 
provide all of the information specified 
in those paragraphs, or requests infor-
mation which refers to a time earlier 
than the time periods specified in those 
paragraphs, a registered transfer agent 

VerDate Aug<31>2005 10:28 Apr 25, 2006 Jkt 208056 PO 00000 Frm 00491 Fmt 8010 Sfmt 8010 Y:\SGML\208056.XXX 208056



482 

17 CFR Ch. II (4–1–06 Edition) § 240.17Ad–6 

shall confirm promptly receipt of the 
inquiry or request and respond to it as 
soon as possible. 

(2) When any person makes a written 
inquiry or request which would qualify 
under paragraph (e) of this section ex-
cept that it fails to provide sufficient 
detail as specified in paragraph 
(e)(3)(iii) of this section, a registered 
transfer agent must respond to the in-
quiry within the time periods specified 
in paragraph (e)(1) of this section. A 
registered transfer agent may respond 
to such an inquiry in accordance with 
paragraph (e)(1) of this section as 
though sufficient detail had been pro-
vided, or may return it to the inquirer, 
requesting the additional necessary de-
tails. 

(Secs. 2, 17, 17A and 23(a) (15 U.S.C. 78b, 78q, 
78q–1 and 78w(a))) 

[42 FR 32413, June 24, 1977, as amended at 51 
FR 5707, Feb. 18, 1986] 

§ 240.17Ad–6 Recordkeeping. 
(a) Every registered transfer agent 

shall make and keep current the fol-
lowing: 

(1) A receipt, ticket, schedule, log or 
other record showing the business day 
each routine item and each non-routine 
item is (i) received from the presentor 
and, if applicable, from the outside reg-
istrar and (ii) made available to the 
presentor and, if applicable, to the out-
side registrar; 

(2) A log, tally, journal, schedule or 
other record showing for each month: 

(i) The number of routine items re-
ceived; 

(ii) The number of routine items re-
ceived during the month that were 
turned around within three business 
days of receipt; 

(iii) The number of routine items re-
ceived during the month that were not 
turned around within three business 
days of receipt; 

(iv) The number of non-routine items 
received during the month; 

(v) The number of non-routine items 
received during the month that were 
turned around; 

(vi) The number of routine items 
that, as of the close of business on the 
last business day of each month, have 
been in such registered transfer agent’s 
possession for more than four business 
days, aged in increments of one busi-

ness day (beginning on the fifth busi-
ness day); and 

(vii) The number of non-routine 
items in such registered transfer 
agent’s possession as of the close of 
business on the last business day of 
each month; 

(3) With respect to items for which 
the registered transfer agent acts as an 
outside registrar: 

(i) A receipt, ticket, schedule, log or 
other record showing the date and 
time: 

(A) Each item is (1) received from the 
presenting transfer agent and (2) made 
available to the presenting transfer 
agent; 

(B) Each written or oral notice of re-
fusal to perform the registrar function 
is made available to the presenting 
transfer agent (and the substance of 
the notice); and 

(ii) A log, tally, journal, schedule or 
other record showing for each month: 

(A) The number of items received; 
(B) The number of items processed 

within the time required by § 240.17Ad– 
2(b); and 

(C) The number of items not proc-
essed within the time required by 
§ 240.17Ad–2(b); 

(4) A record of calculations dem-
onstrating the registered transfer 
agent’s monitoring of its performance 
under § 240.17Ad–2 (a) and (b); 

(5) A copy of any written notice filed 
pursuant to § 240.17Ad–2; 

(6) Any written inquiry or request, 
including those not subject to the re-
quirements of § 240.17Ad–5, concerning 
an item, showing the date received; a 
copy of any written response to an in-
quiry or request, showing the date dis-
patched or mailed to the presentor; if 
no response to an inquiry or request 
was made, the date the certificate in-
volved was made available to the 
presentor; or, in the case of an inquiry 
or request under § 240.17Ad–5(a) re-
sponded to by telephone, a telephone 
log or memorandum showing the date 
and substance of any telephone re-
sponse to the inquiry; 

(7) A log, journal, schedule or other 
record showing the number of inquiries 
subject to § 240.17Ad–5 (a), (b), (c) and 
(d) received during each month but not 
responded to within the required time 
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frames and the number of such inquir-
ies pending as of the close of business 
on the last business day of each month; 

(8) Any document, resolution, con-
tract, appointment or other writing, 
any supporting document, concerning 
the appointment and the termination 
of such appointment of such registered 
transfer agent to act in any capacity 
for any issue on behalf of the issuer, on 
behalf of itself as the issuer or on be-
half of any person who was engaged by 
the issuer to act on behalf of the 
issuer; 

(9) Any record of an active (i.e., 
unreleased) stop order, notice of ad-
verse claim or any other restriction on 
transfer; 

(10) A copy of any transfer journal 
and registrar journal prepared by such 
registered transfer agent; and 

(11) Any document upon which the 
transfer agent bases its determination 
that an item received for transfer was 
received in connection with a reorga-
nization, tender offer, exchange, re-
demption, liquidation, conversion or 
the sale of securities registered pursu-
ant to the Securities Act of 1933 and, 
accordingly, was not routine under 
§ 240.17Ad–1(i) (5) or (8). 

(b) Every registered transfer agent 
which, under the terms of its agency, 
maintains securityholder records for 
an issue or which acts as a registrar for 
an issue shall, with respect to such 
issue, obtain from the issuer or its 
transfer agent and retain documenta-
tion setting forth the total number of 
shares or principal amount of debt se-
curities or total number of units if re-
lating to any other kind of security au-
thorized and the total issued and out-
standing pursuant to issuer authoriza-
tion. 

(c) Every registered transfer agent 
which, under the terms of its agency, 
maintains securityholder records for 
an issue shall, with respect to such 
issue, retain each cancelled registered 
bond, debenture, share, warrant or 
right, other registered evidence of in-
debtedness, or other certificate of own-
ership and all accompanying docu-
mentation, except legal papers re-
turned to the presentor. 

(Secs. 2, 17, 17A and 23(a) (15 U.S.C. 78b, 78q, 
78q–1 and 78w(a))) 

[42 FR 32413, June 24, 1977] 

§ 240.17Ad–7 Record retention. 
(a) The records required by 

§ 240.17Ad–6(a)(1), (3)(i), (6) or (11) shall 
be maintained for a period of not less 
than two years, the first six months in 
an easily accessible place. 

(b) The records required by 
§ 240.17Ad–6(a) (2), (3)(ii), (4), (5) or (7) 
shall be maintained for a period of not 
less than two years, the first year in an 
easily accessible place. 

(c) The records required by § 240.17Ad– 
6(a) (8), (9) and (10) and (b) shall be 
maintained in an easily accessible 
place during the continuance of the 
transfer agency and shall be main-
tained for one year after termination 
of the transfer agency. 

(d) The records required by 
§ 240.17Ad–6(c) shall be maintained for a 
period of not less than six years, the 
first six months in an easily accessible 
place. 

(e) Every registered transfer agent 
shall maintain in an easily accessible 
place: 

(1) All records required under 
§ 240.17f–2(d) until at least three years 
after the termination of employment 
of those persons required by § 240.17f–2 
to be fingerprinted; and 

(2) All records required pursuant to 
§ 240.17f–2(e). 

(f) Subject to the conditions set forth 
in this section, the records required to 
be maintained pursuant to § 240.17Ad–6 
may be retained using electronic or 
micrographic media and may be pre-
served in those formats for the time re-
quired by § 240.17Ad–7. Records stored 
electronically or micrographically in 
accordance with this paragraph may 
serve as a substitute for the hard copy 
records required to be maintained pur-
suant to § 240.17Ad–6. 

(1) For purposes of this section: 
(i) The term micrographic media 

means microfilm or microfiche or any 
similar medium. 

(ii) The term electronic storage media 
means any digital storage medium or 
system. 

(iii) The term ARA means your ap-
propriate regulatory agency as that 
term is defined in 15 U.S.C. 78c(a)(34). 

(2) If you as a registered transfer 
agent use electronic storage media or 
micrographic media to store your 
records, you must: 
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(i) Have available at all times for ex-
amination by the staffs of the Commis-
sion and of your ARA facilities to 
project or produce immediately easily 
readable images of such records; 

(ii) Be ready at all times to provide 
such records that the staffs of the Com-
mission and your ARA or their rep-
resentatives may request; 

(iii) Create an accurate index of such 
records, store the index with those 
records, and have the index available 
at all times for examination by the 
staffs of the Commission and your 
ARA; 

(iv) Have quality assurance proce-
dures to verify the quality and accu-
racy of the electronic or micrographic 
recording process; and 

(v) Maintain separately from the 
originals duplicates of the records and 
the index that you store on electronic 
storage media or micrographic media. 
You may store the duplicates of the in-
dexed records on any medium per-
mitted by this section. You must pre-
serve the duplicate records and index 
for the same time that is required by 
this section for the indexed records, 
and you must have them available at 
all times for examination by the staffs 
of the Commission and your ARA. 

(3) Any electronic storage media that 
you use to store your records must: 

(i) Ensure the security and integrity 
of the records by means of manual and 
automated controls that assure the au-
thenticity and quality of the electronic 
facsimile, detect attempts to alter or 
remove the records, and provide means 
to recover altered, damaged, or lost 
records resulting from any cause; 

(ii) Externally label all removable 
units of storage media using a unique 
identifier that allows the manual asso-
ciation of that removable storage unit 
with its place and order in the record-
keeping system; and 

(iii) Uniquely identify files and inter-
nally label each file with its unique 
name, the date and time of file cre-
ation, the date and time of last modi-
fication or extension, and a file se-
quence number when the file spans 
more than one volume. 

(4) If you use electronic storage 
media or micrographic media to store 
your records, you must establish an 
audit system that accounts for the 

inputting of and any changes to every 
record that is stored on electronic stor-
age media or micrographic media. The 
results of such audit system must: 

(i) Be available at all times for exam-
ination by the staffs of the Commission 
and your ARA; and 

(ii) Be preserved for the same time 
that is required by this section for the 
underlying records. 

(5) If you use electronic storage 
media or micrographic media to store 
your records, you must: 

(i) Maintain, keep current, and pro-
vide promptly upon request by the 
staffs of the Commission and your ARA 
all information necessary to access the 
records and indexes stored on elec-
tronic storage media or micrographic 
media; and 

(ii) Place, or have a third party place 
on your behalf, in escrow with an inde-
pendent third party and keep current a 
copy of the physical and logical format 
of the electronic storage or micro-
graphic media, the field format of all 
different information types written on 
the electronic storage media and 
source code, and the appropriate docu-
mentation and information necessary 
to access records and indexes. The 
independent escrow agent must file an 
undertaking signed by a duly author-
ized person with the Commission and 
your ARA stating that: 

‘‘[Name of Third Party] hereby undertakes 
to furnish promptly upon request to the U.S. 
Securities and Exchange Commission, its 
designees, or representatives, upon reason-
able request, a current copy of the physical 
and logical format of the electronic storage 
or micrographic media, the field format of 
all different information types written on 
the electronic storage media and source 
code, and the appropriate documentation and 
information necessary to access the records 
and indexes of [Name of Transfer Agent]’s 
electronic records management system. 

(6) (i) If you use a third party to 
maintain or preserve some or all of the 
required records using electronic stor-
age media or micrographic media, such 
third party shall file a written under-
taking signed by a duly authorized per-
son with the Commission and your 
ARA stating that: 

‘‘With respect to any books and records 
maintained or preserved on behalf of [Name 
of Transfer Agent], [Name of Third Party] 
hereby undertakes to permit examination of 
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such books and records at any time or from 
time to time during business hours by rep-
resentatives or designees of the U.S. Securi-
ties and Exchange Commission, and to 
promptly furnish to said Commission or its 
designee true, correct, complete, and current 
hard copies of any or all or any part of such 
books and records.’’ 

(ii) Agreement with a third party to 
maintain your records shall not relieve 
you from the responsibility to prepare 
and maintain records as specified in 
this section or in § 240.17Ad–6. 

(g) If the records required to be main-
tained and preserved by a registered 
transfer agent pursuant to the require-
ments of §§ 240.17Ad–6 and 240.17Ad–7 
are maintained and preserved on behalf 
of the registered transfer agent by an 
outside service bureau, other record-
keeping service or the issuer, the reg-
istered transfer agent shall obtain, 
from such outside service bureau, other 
recordkeeping service or the issuer, an 
agreement, in writing, to the effect 
that: 

(1) Such records are subject at any 
time, or from time to time, to reason-
able periodic, special, or other exami-
nations by representatives of the Com-
mission and the appropriate regulatory 
agency for such registered transfer 
agent if it is not the Commission; and 

(2) The outside service bureau, rec-
ordkeeping service, or issuer will fur-
nish to the Commission and the appro-
priate regulatory agency, upon de-
mand, at either the principal office or 
at any regional office, complete, cor-
rect and current hard copies of any and 
all such records. 

(h) When a registered transfer agent 
ceases to perform transfer agent func-
tions for an issue, the responsibility of 
such transfer agent under § 240.17Ad–7 
to retain the records required to be 
made and kept current under 
§ 240.17Ad–6(a) (1), (6), (9), (10) and (11), 
(b) and (c) shall end upon the delivery 
of such records to the successor trans-
fer agent. 

(i) The records required by 
§§ 240.17Ad–17(c) and 240.17Ad–19(c) shall 
be maintained for a period of not less 
than three years, the first year in an 
easily accessible place. 

[42 FR 32414, June 24, 1977, as amended at 47 
FR 54063, Dec. 1, 1982; 62 FR 52237, Oct. 7, 1997; 
66 FR 21659, May 1, 2001; 68 FR 74401, Dec. 23, 
2003; 68 FR 75054, Dec. 29, 2003] 

§ 240.17Ad–8 Securities position list-
ings. 

(a) For purposes of this section, the 
term securities position listing means, 
with respect to the securities of any 
issuer held by a registered clearing 
agency in the name of the clearing 
agency or its nominee, a list of those 
participants in the clearing agency on 
whose behalf the clearing agency holds 
the issuer’s securities and of the par-
ticipants’ respective positions in such 
securities as of a specified date. 

(b) Upon request, a registered clear-
ing agency shall furnish a securities 
position listing promptly to each issuer 
whose securities are held in the name 
of the clearing agency or its nominee. 
A registered clearing agency may 
charge issuers requesting securities po-
sition listings a fee designed to recover 
the reasonable costs of providing the 
securities position listing to the issuer. 

(Secs. 2, 17A, and 23(a) (15 U.S.C. 78b, 78q–1, 
and 78w(a))) 

[44 FR 76777, Dec. 28, 1979] 

§ 240.17Ad–9 Definitions. 

As used in this section and 
§§ 240.17Ad–10, 240.17Ad–11, 240.17Ad–12 
and 240.17Ad–13: 

(a) Certificate detail, with respect to 
certificated securities, includes, at a 
minimum, all of the following, and 
with respect to uncertificated securi-
ties, includes items (2) through (8): 

(1) The certificate number. 
(2) The number of shares for equity 

securities or the principal dollar 
amount for debt securities; 

(3) The securityholder’s registration; 
(4) The address of the registered 

securityholder; 
(5) The issue date of the security; 
(6) The cancellation date of the secu-

rity; 
(7) In the case of redeemable securi-

ties of investment companies, an ap-
propriate description of each debit and 
credit (i.e., designation indicating pur-
chase, redemption, or transfer); and 

(8) Any other identifying information 
about securities and securityholders 
the transfer agent reasonably deems 
essential to its recordkeeping system 
for the efficient and effective research 
of record differences. 
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(b) Master securityholder file is the of-
ficial list of individual securityholder 
accounts. With respect to 
uncertificated securities of companies 
registered under the Investment Com-
pany Act of 1940, the master 
securityholder file may consist of mul-
tiple, but linked, automated files. 

(c) A subsidiary file is any list or 
record of accounts, securityholders, or 
certificates that evidences debits or 
credits that have not been posted to 
the master securityholder file. 

(d) A control book is the record or 
other document that shows the total 
number of shares (in the case of equity 
securities) or the principal dollar 
amount (in the case of debt securities) 
authorized and issued by the issuer. 

(e) A credit is an addition of appro-
priate certificate detail to the master 
securityholder file. 

(f) A debit is a cancellation of appro-
priate certificate detail from the mas-
ter securityholder file. 

(g) A record difference occurs when ei-
ther: 

(1) The total number of shares or 
total principal dollar amount of securi-
ties in the master securityholder file 
does not equal the number of shares or 
principal dollar amount in the control 
book; or 

(2) The security transferred or re-
deemed contains certificate detail dif-
ferent from the certificate detail cur-
rently on the master securityholder 
file, which difference cannot be imme-
diately resolved. 

(h) A recordkeeping transfer agent is 
the registered transfer agent that 
maintains and updates the master 
securityholder file. 

(i) A co-transfer agent is the reg-
istered transfer agent that transfers se-
curities but does not maintain and up-
date the master securityholder file. 

(j) A named transfer agent is the reg-
istered transfer agent that is engaged 
by an issuer to perform transfer agent 
functions for an issue of securities but 
has engaged a service company to per-
form some or all of those functions. 

(k) A service company is the registered 
transfer agent engaged by a named 
transfer agent to perform transfer 
agent functions for that named trans-
fer agent. 

(l) A file includes automated and 
manual records. 

(Secs. 2, 17(a), 17A(d) and 23(a) thereof, 15 
U.S.C. 78b, 78q(a), 78q–1(d) and 78w(a)) 

[48 FR 28246, June 21, 1983] 

§ 240.17Ad–10 Prompt posting of cer-
tificate detail to master 
securityholder files, maintenance of 
accurate securityholder files, com-
munications between co-transfer 
agents and recordkeeping transfer 
agents, maintenance of current con-
trol book, retention of certificate 
detail and ‘‘buy-in’’ of physical over- 
issuance. 

(a)(1) Every recordkeeping transfer 
agent shall promptly and accurately 
post to the master securityholder file 
debits and credits containing minimum 
and appropriate certificate detail rep-
resenting every security transferred, 
purchased, redeemed or issued; Pro-
vided, however, That if a security trans-
ferred or redeemed contains certificate 
detail different from that currently 
posted to the master securityholder 
file, the credit shall be posted to the 
master securityholder file and the 
debit and related certificate detail 
shall be maintained in a subsidiary file 
until resolved. The recordkeeping 
transfer agent shall exercise diligent 
and continuous attention to resolve 
the resulting record difference and, 
once resolved, shall post to the master 
securityholder file the debit main-
tained in the subsidiary file. Postings 
of certificate detail shall remain on the 
master securityholder file until a debit 
to a securityholder acount is appro-
priate. 

(2) As used in this paragraph, the 
term promptly means the following 
number of days after issuance, pur-
chase, transfer, or redemption of a se-
curity: 

(i) With respect to recordkeeping 
transfer agents (other than transfer 
agents that perform transfer agent 
functions with respect to redeemable 
securities issued by investment compa-
nies registered under section 8 of the 
Investment Company Act of 1940) that 
are exempt transfer agents under 
§ 240.17Ad–4(b), 30 calendar days; 

(ii) With respect to recordkeeping 
transfer agents (other than transfer 
agents that perform transfer agent 
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functions with respect to redeemable 
securities issued by investment compa-
nies registered under section 8 of the 
Investment Company Act of 1940) that: 

(A) Perform transfer agent functions 
solely for their own or their affiliated 
companies’ securities issues, and 

(B) Employ batch posting systems, 
ten business days; and 

(iii) With respect to all other record-
keeping transfer agents, five business 
days; 

Provided, however, That all securities 
transferred, purchased, redeemed or 
issued prior to record date, but posted 
subsequent thereto, shall be posted as 
of the record date. 

(3) With respect to posting certificate 
detail from transfer journals received 
by the recordkeeping transfer agent 
from a co-transfer agent, the time 
frames set forth in paragraph (a)(2) 
shall commence upon receipt of those 
journals by the recordkeeping transfer 
agent. 

(b) Every recordkeeping transfer 
agent shall maintain and keep current 
an accurate master securityholder file 
and subsidiary files. If such transfer 
agent has any record difference, its 
master securityholder file and sub-
sidiary files must accurately represent 
all relevant debits and credits until the 
record difference is resolve. The record-
keeping transfer agent shall exercise 
diligent and continuous attention to 
resolve all record differences. 

(c)(1) Every co-transfer agent shall 
dispatch or mail promptly to the rec-
ordkeeping transfer agent a record of 
debits and credits for every security 
transferred or issued. For the purposes 
of this paragraph, ‘‘promptly’’ means 
within two business days following 
transfer of each security, and, with re-
spect to transfers occurring within five 
business days of record date, daily. 

(2) Within three business days fol-
lowing the end of each month, every 
co-transfer agent shall mail to the rec-
ordkeeping transfer agent for each 
issue of securities for which it acts as 
a co-transfer agent, a report setting 
forth: 

(i) The principal dollar amount of 
debt securities or the number of shares 
and related market value of equity se-
curities comprising any buy-in exe-
cuted by the co-transfer agent during 

the preceding month pursuant to para-
graph (g) of this section; and 

(ii) The reason for the buy-in. 
(d) Every co-transfer agent shall re-

spond promptly to all inquiries from 
the recordkeeping transfer agent re-
garding records required to be dis-
patched or mailed by the co-transfer 
agent pursuant to § 240.17Ad–10(c). For 
the purposes of this paragraph, 
‘‘promptly’’ means within five business 
days of receipt of an inquiry from a 
recordkeeping transfer agent. 

(e) Every recordkeeping transfer 
agent shall maintain and keep current 
an accurate control book for each issue 
of securities. A change in the control 
book shall not be made except upon 
written authorization from a duly au-
thorized agent of the issuer. 

(f) Every recordkeeping transfer 
agent shall retain a record of all cer-
tificate detail deleted from the master 
securityholder file for a period of six 
years from the date of deletion. In lieu 
of maintaining a hard copy, a record-
keeping transfer agent may comply 
with this paragraph by complying with 
§ 240.17Ad–7(f) or § 240.17Ad–7(g). 

(g)(1) A registered transfer agent, in 
the event of any actual physical 
overissuance that such transfer agent 
caused and of which it has knowledge, 
shall, within 60 days of the discovery of 
such overissuance, buy in securities 
equal to the number of shares in the 
case of equity securities or the prin-
cipal dollar amount in the case of debt 
securities. During the sixty-day period, 
the registered transfer agent shall de-
vote diligent attention to resolving the 
overissuance and recovering the cer-
tificates. This paragraph requires a 
buy-in only by the transfer agent that 
erroneously issued the certificate(s) 
giving rise to the physical 
overissuance, and applies only to those 
physical overissuances created by 
transfers or issuances subsequent to 
September 30, 1983. 

(2) If a transfer agent obtains a letter 
from the party holding the overissued 
certificates that confirms that the 
overissued certificate(s) will be re-
turned to the transfer agent not later 
than thirty days after the expiration of 
the sixty-day period, the transfer agent 
need not buy in securities by the six-
tieth day. If, however, the certificate(s) 
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are not returned to the transfer agent 
within the additional thirty-day pe-
riod, the transfer agent immediately 
must execute the buy-in in accordance 
with paragraph (g)(1) of this section. 

(3) If the certificates involved are 
covered by a surety bond indemnifying 
the transfer agent for all expenses in-
curred as a result of actual 
overissuance, the transfer agent need 
not buy in the securities. The transfer 
agent, however, shall devote diligent 
attention to resolving the overissuance 
and recovering the certificates. 

(4) For purposes of this paragraph, 
discovery of the overissuance occurs 
when the transfer agent identifies the 
erroneously issued certificate(s) and 
the registered securityholder(s). 

(h) Subsequent to the effective date 
of this section, registered transfer 
agents that: 

(1) Assume the maintenance and up-
dating of master securityholder files 
from predecessor transfer agents, 

(2) Establish a new master 
securityholder file for a particular 
issue, or 

(3) Convert from manual to auto-
mated systems, 
must carry over any existing certifi-
cate detail required by this section on 
the master securityholder file. 
A recordkeeping transfer agent shall 
not be required to add certificate detail 
to the master securityholder file re-
specting certificates issued prior to the 
effective date of this section. 

(Secs. 2, 17(a), 17A(d) and 23(a) thereof, 15 
U.S.C. 78b, 78q(a), 78q–1(d) and 78w(a)) 

[48 FR 28246, June 21, 1983, as amended at 51 
FR 5708, Feb. 18, 1986] 

§ 240.17Ad–11 Reports regarding aged 
record differences, buy-ins and fail-
ure to post certificate detail to mas-
ter securityholder and subsidiary 
files. 

(a) Definitions. (1) Issuer capitalization 
means the market value of the issuer’s 
authorized and outstanding equity se-
curities or, with respect to a municipal 
securities issuer, the market value of 
all debt issues for which the transfer 
agent performs recordkeeping func-
tions on behalf of that issuer, deter-
mined by reference to the control book 
and current market prices. 

(2) An aged record difference is a 
record difference that has existed for 
more than thirty calendar days. 

(b) Reports to Issuers. (1) Within ten 
business days following the end of each 
month, every recordkeeping transfer 
agent shall report the information 
specified in paragraph (d)(1) of this sec-
tion to the persons specified in para-
graph (b)(3) of this section, when the 
aggregate market value of aged record 
differences in all equity securities 
issues or debt securities issues main-
tained on behalf of a particular issuer 
exceeds the thresholds set forth in the 
table below. 

Issuer capitalization 

Aggregate market value 
of aged record differences 

exceeds 

For equity 
securities 

For debt se-
curities 

(1) $5 million or less .................. $50,000 $100,000 
(2) Greater than $5 million but 

less than $50 million .............. 250,000 500,000 
(3) Greater than $50 million but 

less than $150 million ............ 500,000 1,000,000 
(4) Greater than $150 million .... 1,000,000 2,000,000 

(2) Within ten business days fol-
lowing the end of each month (or with-
in ten days thereafter in the case of a 
named transfer agent that receives a 
report from a service company pursu-
ant to paragraph (b)(3)(i)(C)), every rec-
ordkeeping transfer agent shall report 
the information specified in paragraph 
(d)(2) of this section to the persons 
specified in paragraph (b)(3) of this sec-
tion, with respect to each issue of secu-
rities for which it acts as record-
keeping transfer agent, concerning any 
securities bought-in pursuant to 
§ 240.17Ad–10(g) or reported as bought-in 
pursuant to § 240.17Ad–10(c) during the 
preceding month. 

(3) The report shall be sent: 
(i) By every recordkeeping transfer 

agent (other than a recordkeeping 
transfer agent that performs transfer 
agent functions solely for its own secu-
rities): 

(A) To the official performing cor-
porate secretary functions for the 
issuer of the securities for which the 
aged record difference exists or for 
which the buy-in occurred; 

(B) With respect to an issue of munic-
ipal securities, to the chief financial 
officer of the issuer of the securities for 
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which the aged record difference exists 
or for which the buy-in occurred; or 

(C) If it acts as a service company, to 
the named transfer agent; and 

(ii) By every named transfer agent 
that is engaged by an issuer to main-
tain and update the master 
securityholder file: 

(A) To the official performing cor-
porate secretary functions for the 
issuer of the securities for which the 
aged record difference exists or for 
which the buy-in occurred; or 

(B) With respect to an issue of munic-
ipal securities, to the chief financial 
officer of the issuer of the securities for 
which the aged record difference exists 
or for which the buy-in occurred. 

(c) Reports to appropriate regulatory 
agencies (1) Within ten business days 
following the end of each calendar 
quarter, every recordkeeping transfer 
agent shall report the information 
specified in paragraph (d)(1) of this sec-
tion to its appropriate regulatory agen-
cy in accordance with § 240.17Ad–2(h), 
when the aggregate market value of 
aged record differences for all issues 
for which it performs recordkeeping 
functions exceeds the thresholds speci-
fied below: 

(i) $300,000 if it is a recordkeeping 
transfer agent for 5 or fewer issues; 

(ii) $500,000 for 6–24 issues; 
(iii) $800,000 for 25–49 issues; 
(iv) $1 million for 50–74 issues; 
(v) $1.2 million for 75–99 issues; 
(vi) $1.4 million for 100–499 issues; 
(vii) $1.6 million for 500–999 issues; 
(viii) $2.6 million for 1,000–1,999 

issues; and 
(ix) An additional $1 million for each 

additional 1,000 issues. 
(2) Within ten business days fol-

lowing the end of each calendar quar-
ter, every recordkeeping transfer agent 
shall report the information specified 
in paragraph (d)(2) of this section to its 
appropriate regulatory agency in ac-
cordance with § 240.17Ad–2(h), con-
cerning buy-ins of all issues for which 
it acts as recordkeeping transfer agent, 
when the aggregate market value of all 
buy-ins executed pursuant to 
§ 240.17Ad–10(g) during that calendar 
quarter exceeds $100,000. 

(3) When the recordkeeping transfer 
agent has any debits or credits for se-
curities transferred, purchased, re-

deemed or issued that are unposted to 
the master securityholder and/or sub-
sidiary files for more than five business 
days after debits and credits are re-
quired to be posted to the master 
securityholder file or subsidiary files 
pursuant to § 240.17Ad–10, it shall im-
mediately report such fact to its appro-
priate regulatory agency in accordance 
with § 240.17Ad–2(h) and shall state in 
that report what steps have been, and 
are being, taken to correct the situa-
tion. 

(d) Content of reports. (1) Each report 
pursuant to paragraphs (b)(1) and (c)(1) 
of this section shall set forth with re-
spect to each issue of securities: 

(i) The principal dollar amount and 
related market value of debt securities 
or the number of shares and related 
market value of equity securities com-
prising the aged record difference (in-
cluding information concerning aged 
record differences existing as of the ef-
fective date of this section); 

(ii) The reasons for the aged record 
difference; and 

(iii) The steps being taken or to be 
taken to resolve the aged record dif-
ference. 

(2) Each report pursuant to para-
graphs (b)(2) and (c)(2) of this section 
shall set forth with respect to each 
issue of securities: 

(i) The principal dollar amount of 
debt securities and related market 
value or the number of shares and re-
lated market value of equity securities 
comprising any buy-in executed pursu-
ant to § 240.17Ad–10(g); 

(ii) The party that executed the buy- 
in; and 

(iii) The reason for the buy-in. 
(e) For purposes of this section, the 

market value of an issue shall be deter-
mined as of the last business day on 
which market value information is 
available during the reporting period. 

(f) A copy of any report required 
under this section shall be retained by 
the reporting transfer agent for a pe-
riod of not less than three years, the 
first year in an easily accessible place. 

(Secs. 2, 17(a), 17A(d) and 23(a) thereof, 15 
U.S.C. 78b, 78q(a), 78q–1(d) and 78w(a)) 

[48 FR 28247, June 21, 1983] 
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§ 240.17Ad–12 Safeguarding of funds 
and securities. 

(a) Any registered transfer agent 
that has custody or possession of any 
funds or securities related to its trans-
fer agent activities shall assure that: 

(1) All such securities are held in 
safekeeping and are handled, in light of 
all facts and circumstances, in a man-
ner reasonably free from risk of theft, 
loss or destruction (other than by a 
transfer agent’s certificate destruction 
procedures pursuant to § 240.17Ad-19); 
and 

(2) All such funds are protected, in 
light of all facts and circumstances, 
against misuse. In evaluating which 
particular safeguards and procedures 
must be employed, the cost of the var-
ious safeguards and procedures as well 
as the nature and degree of potential 
financial exposure are two relevant 
factors. 

(b) For purposes of this section, the 
term securities shall have the same 
meaning as the term securities certifi-
cate as defined in § 240.17f–1(a)(6). 

(Secs. 2, 17(a), 17A(d) and 23(a) thereof, 15 
U.S.C. 78b, 78q(a), 78q–1(d) and 78w(a)) 

[48 FR 28248, June 21, 1983, as amended at 68 
FR 74401, Dec. 23, 2003] 

§ 240.17Ad–13 Annual study and eval-
uation of internal accounting con-
trol. 

(a) Accountant’s report. Every reg-
istered transfer agent, except as pro-
vided in paragraph (d) of this section, 
shall file annually with the Commis-
sion and the transfer agent’s appro-
priate regulatory agency in accordance 
with § 240.17Ad–2(h), a report specified 
in paragraph (a)(1) of this section pre-
pared by an independent accountant 
concerning the transfer agent’s system 
of internal accounting control and re-
lated procedures for the transfer of 
record ownership and the safeguarding 
of related securities and funds. That re-
port shall be filed within 90 calendar 
days of the date of the study and eval-
uation set forth in paragraph (a)(1). 

(1) The accountant’s report shall: 
(i) State whether the study and eval-

uation was made in accordance with 
generally accepted auditing standards 
using the criteria set forth in para-
graph (a)(3) of this section; 

(ii) Describe any material inadequa-
cies found to exist as of the date of the 
study and evaluation and any correc-
tive action taken, or if no material in-
adequacy existed, the report shall so 
state; 

(iii) Comment on the current status 
of any material inadequacy described 
in the immediately preceding report; 
and 

(iv) Indicate the date of the study 
and evaluation. 

(2) The study and evaluation of the 
transfer agent’s system of internal ac-
counting control for the transfer of 
record ownership and the safeguarding 
of related securities and funds shall 
cover the following: 

(i) Transferring securities related to 
changes of ownership (i.e., cancellation 
of certificates or other instruments ev-
idencing prior ownership and issuance 
of certificates or instruments evidenc-
ing current ownership); 

(ii) Registering changes of ownership 
on the books and records of the issuer; 

(iii) Transferring record ownership as 
a result of corporate actions (e.g., 
issuance, retirement, redemption, liq-
uidation, conversion, exchange, tender 
offer or other types of reorganization); 

(iv) Dividend disbursement or inter-
est paying-agent activities; 

(v) Administering dividend reinvest-
ment programs; and 

(vi) Distributing statements respect-
ing initial offerings of securities. 

(3) For purposes of this report, the 
objectives of a transfer agent’s system 
of internal accounting control for the 
transfer of record ownership and the 
safeguarding of related securities and 
funds should be to provide reasonable, 
but not absolute, assurance that secu-
rities and funds are safeguarded 
against loss from unauthorized use or 
disposition and that transfer agent ac-
tivities are performed promptly and ac-
curately. For purposes of this report, a 
material inadequacy is a condition for 
which the independent accountant be-
lieves that the prescribed procedures or 
the degree of compliance with them do 
not reduce to a relatively low level the 
risk that errors or irregularities, in 
amounts that would have a significant 
adverse effect on the transfer agent’s 
ability promptly and accurately to 
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transfer record ownership and safe-
guard related securities and funds, 
would occur or not be detected within 
a timely period by employees in the 
normal course of performing their as-
signed functions. Occurrence of errors 
or irregularities more frequently than 
in isolated instances may be evidence 
that the system has a material inad-
equacy. A significant adverse effect on 
a transfer agent’s ability promptly and 
accurately to transfer record owner-
ship and safeguard related securities 
and funds could result from any condi-
tion or conditions that individually, or 
taken as a whole, would reasonably be 
expected to: 

(i) Inhibit the transfer agent from 
promptly and accurately discharging 
its responsibilities under its contrac-
tual agreement with the issuer; 

(ii) Result in material financial loss 
to the transfer agent; or 

(iii) Result in a violation of 
§ 240.17Ad–2, 17Ad–10 or 17Ad–12(a). 

(b) Notice of corrective action. If the 
accountant’s report describes any ma-
terial inadequacy, the transfer agent 
shall, within sixty calendar days after 
receipt of the report, notify the Com-
mission and its appropriate regulatory 
agency in writing regarding the correc-
tive action taken or proposed to be 
taken. 

(c) Record retention. The accountant’s 
report and any documents required by 
paragraph (b) of this section shall be 
maintained by the transfer agent for at 
least three years, the first year in an 
easily accessible place. 

(d) Exemptions. The requirements of 
§ 240.17Ad–13 shall not apply to reg-
istered transfer agents that qualify for 
exemptions pursuant to this paragraph, 
17Ad–13(d). 

(1) A registered transfer agent shall 
be exempt if it performs transfer agent 
functions solely for: 

(i) Its own securities; 
(ii) Securities issued by a subsidiary 

in which it owns 51% or more of the 
subsidiary’s capital stock; and 

(iii) Securities issued by another cor-
poration that owns 51% or more of the 
capital stock of the registered transfer 
agent. 

(2) A registered transfer agent shall 
be exempt if it: 

(i) Is an exempt transfer agent pursu-
ant to § 240.17AD–4(b); and 

(ii) In the case of a transfer agent 
that performs transfer agent functions 
for redeemable securities issued by 
companies registered under section 8 of 
the Investment Company Act of 1940, 
maintains master securityholder files 
consisting of fewer than 1000 share-
holder accounts, in the aggregate, for 
each of such issues for which it per-
forms transfer agent functions. 

(3) A registered transfer agent shall 
be exempt if it is a bank or financial 
institution subject to regulation by the 
Board of Governors of the Federal Re-
serve System, the Office of the Comp-
troller of the Currency or the Federal 
Deposit Insurance Corporation, pro-
vided that it is not notified to the con-
trary by its appropriate regulatory 
agency and provided that a report simi-
lar in scope to the requirements of 
§ 240.17Ad–13(a) is prepared for either 
the bank’s board of directors or an 
audit committee of the board of direc-
tors. 

(Secs. 2, 17(a), 17A(d) and 23(a) thereof, 15 
U.S.C. 78b, 78q(a), 78q–1(d) and 78w(a)) 

[48 FR 28248, June 21, 1983] 

§ 240.17Ad–14 Tender agents. 

(a) Establishing book-entry depository 
accounts. When securities of a subject 
company have been declared eligible by 
one or more qualified registered securi-
ties depositories for the services of 
those depositories at the time a tender 
or exchange offer is commenced, no 
registered transfer agent shall act on 
behalf of the bidder as a depositary, in 
the case of a tender offer, or an ex-
change agent, in the case of an ex-
change offer, in connection with a ten-
der or exchange offer, unless that 
transfer agent has established, within 
two business days after commencement 
of the offer, specially designated ac-
counts. These accounts shall be main-
tained throughout the duration of the 
offer, including protection periods, 
with all qualified registered securities 
depositories holding the subject com-
pany’s securities, for purposes of re-
ceiving from depository participants 
securities being tendered to the bidder 
by book-entry delivery pursuant to 
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transmittal letters and other docu-
mentation and for purposes of allowing 
tender agents to return to depository 
participants by book-entry movement 
securities withdrawn from the offer. 

(b) Exclusions. The rule shall not 
apply to tender or exchange offers (1) 
that are made for a class of securities 
of a subject company that has fewer 
than (i) 500 security holders of record 
for that class, or (ii) 500,000 shares of 
that class outstanding; or (2) that are 
made exclusively to security holders of 
fewer than 100 shares of a class of secu-
rities. 

(c) Definitions. For purposes of this 
rule, (1) the terms subject company, 
business day, security holders, and trans-
mittal letter shall be given the meanings 
provided in § 240.14d–1(b); (2) unless the 
context otherwise requires, a tender or 
exchange offer shall be deemed to have 
commenced as specified in § 240.14d–2; 
(3) the term bidder shall mean any per-
son who makes a tender or exchange 
offer or on whose behalf a tender or ex-
change offer is made; (4) a qualified reg-
istered securities depository shall mean a 
registered clearing agency having rules 
and procedures approved by the Com-
mission pursuant to section 19 of the 
Securities Exchange Act of 1934 to en-
able book-entry delivery of the securi-
ties of the subject company to, and re-
turn of those securities from, the 
transfer agent through the facilities of 
that securities depository; and (5) the 
term depositary refers to that agent of 
the bidder receiving securities from 
tendering depository participants and 
paying those participants for shares 
tendered. The term exchange agent re-
fers to the agent performing like func-
tions in connection with an exchange 
offer. 

(d) Exemptions. The Commission may 
exempt from the provisions of this 
rule, either unconditionally or on spec-
ified terms and conditions, any reg-
istered transfer agent, tender or ex-
change offer, or class of tender or ex-
change offers, if the Commission deter-
mines that an exemption is consistent 
with the public interest, the protection 
of investors, the prompt and accurate 
clearance and settlement of securities 
transactions, the maintenance of fair 
and orderly markets, or the removal of 

impediments to a national clearance 
and settlement system. 

(Secs. 2, 11A(a)(1)(B), 14(d)(4), 15(c)(3), 15(c)(6), 
17A(a), 17A(d)(1), and 23(a) of the Securities 
Exchange Act of 1934 (15 U.S.C. 78b, 78k– 
1(a)(1)(B), 78n(d)(4), 78o(c)(3), 78o(c)(6), 78q– 
1(a), 78q–1(d)(1) and 78w(a))) 

[49 FR 3071, Jan. 25, 1984] 

§ 240.17Ad–15 Signature guarantees. 

(a) Definitions. For purposes of this 
section, the following terms shall 
mean: 

(1) Act means the Securities Ex-
change Act of 1934; 

(2) Eligible Guarantor Institution 
means: 

(i) Banks (as that term is defined in 
section 3(a) of the Federal Deposit In-
surance Act [12 U.S.C. 1813(a)]); 

(ii) Brokers, dealers municipal secu-
rities dealers, municipal securities bro-
kers, government securities dealers, 
and government securities brokers, as 
those terms are defined under the Act; 

(iii) Credit unions (as that term is de-
fined in Section 19 (b)(1)(A) of the Fed-
eral Reserve Act [12 U.S.C. 461(b)]); 

(iv) National securities exchanges, 
registered securities associations, 
clearing agencies, as those terms are 
used under the Act; and 

(v) Savings associations (as that 
term is defined in section 3(b) of the 
Federal Deposit Insurance Act [12 
U.S.C. 1813(b)]). 

(3) Guarantee means a guarantee of 
the signature of the person endorsing a 
certificated security, or originating an 
instruction to transfer ownership of a 
security or instructions concerning 
transfer of securities. 

(b) Acceptance of signature guarantees. 
A registered transfer agent shall not, 
directly or indirectly, engage in any 
activity in connection with a guar-
antee, including the acceptance or re-
jection of such guarantee, that results 
in the inequitable treatment of any eli-
gible guarantor institution or a class of 
institutions. 

(c) Transfer agent’s standards and pro-
cedures. Every registered transfer agent 
shall establish: 

(1) Written standards for the accept-
ance of guarantees of securities trans-
fers from eligible guarantor institu-
tions; and 
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(2) Procedures, including written 
guidelines where appropriate, to ensure 
that those standards are used in deter-
mining whether to accept or reject 
guarantees from eligible guarantor in-
stitutions. Such standards and proce-
dures shall not establish terms and 
conditions (including those pertaining 
to financial condition) that, as written 
or applied, treat different classes of eli-
gible guarantor institutions inequi-
tably, or result in the rejection of a 
guarantee from an eligible guarantor 
institution solely because the guar-
antor institution is of a particular type 
specified in paragraphs (a)(2)(i)– 
(a)(2)(v) of this section. 

(d) Rejection of items presented for 
transfer. (1) No registered transfer 
agent shall reject a request for transfer 
of a certificated or uncertificated secu-
rity because the certificate, instruc-
tion, or documents accompanying the 
certificate or instruction includes an 
unacceptable guarantee, unless the 
transfer agent determines that the 
guarantor, if it is an eligible guarantor 
institution, does not satisfy the trans-
fer agent’s written standards or proce-
dures. 

(2) A registered transfer agent shall 
notify the guarantor and the presentor 
of the rejection and the reasons for the 
rejection within two business days 
after rejecting a transfer request be-
cause of a determination that the guar-
antor does not satisfy the transfer 
agent’s written standards or proce-
dures. Notification to the presentor 
may be accomplished by making the 
rejected item available to the 
presentor. Notification to the guar-
antor may be accomplished by tele-
phone, facsimile, or ordinary mail. 

(e) Record retention. (1) Every reg-
istered transfer agent shall maintain a 
copy of the standards and procedures 
specified in paragraph (c) of this sec-
tion in an easily accessible place. 

(2) Every registered transfer agent 
shall make available a copy of the 
standards and procedures specified in 
paragraph (c) of this section to any 
person requesting a copy of such stand-
ards and procedures. The registered 
transfer agent shall respond within 
three days of a request for such stand-
ards and procedures by sending the re-
questing party a copy of the requested 

transfer agent’s standards and proce-
dures. 

(3) Every registered transfer agent 
shall maintain, for a period of three 
years following the date of the rejec-
tion, a record of transfers rejected, in-
cluding the reason for the rejection, 
who the guarantor was and whether the 
guarantor failed to meet the transfer 
agent’s guarantee standards. 

(f) Exclusions. Nothing in this section 
shall prohibit a transfer agent from re-
jecting a request for transfer of a cer-
tificated or uncertificated security: 

(1) For reasons unrelated to accept-
ance of the guarantor institution; 

(2) Because the person acting on be-
half of the guarantor institution is not 
authorized by that institution to act 
on its behalf, provided that the trans-
fer agent maintains a list of people au-
thorized to act on behalf of that guar-
antor institution; or 

(3) Because the eligible guarantor in-
stitution of a type specified in para-
graph (a)(2)(ii) of this section is neither 
a member of a clearing corporation nor 
maintains net capital of at least 
$100,000. 

(g) Signature guarantee program. (1) A 
registered transfer agent shall be 
deemed to comply with paragraph (c) 
of this section if its standards and pro-
cedures include: 

(i) Rejecting a request for transfer 
because the guarantor is neither a 
member of nor a participant in a signa-
ture guarantee program; or 

(ii) Accepting a guarantee from an el-
igible guarantor institution who, at 
the time of issuing the guarantee, is a 
member of or participant in a signa-
ture guarantee program. 

(2) Within the first six months after 
revising its standards and procedures 
to include a signature guarantee pro-
gram, the transfer agent shall not re-
ject a request for transfer because the 
guarantor is neither a member of nor 
participant in a signature guarantee 
program, unless the transfer agent has 
given that guarantor ninety days writ-
ten notice of the transfer agent’s in-
tent to reject transfers with guaran-
tees from non-participating or non- 
member guarantors. 

(3) For purposes of paragraph (g) of 
this section, the term ‘‘signature guar-
antee program,’’ means a program, the 
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terms and conditions of which the 
transfer agent reasonably determines: 

(i) To facilitate the equitable treat-
ment of eligible guarantor institutions; 
and 

(ii) To promote the prompt, accurate 
and safe transfer of securities by pro-
viding: 

(A) Adequate protection to the trans-
fer agent against risk of financial loss 
in the event persons have no recourse 
against the eligible guarantor institu-
tion; and 

(B) Adequate protection to the trans-
fer agent against the issuance of unau-
thorized guarantees. 

[57 FR 1095, Jan. 10, 1992] 

§ 240.17Ad–16 Notice of assumption or 
termination of transfer agent serv-
ices. 

(a) A registered transfer agent that 
ceases to perform transfer agent serv-
ices on behalf of an issuer of securities, 
including a registered transfer agent 
that ceases to perform transfer agent 
services on behalf of an issuer of secu-
rities because of a merger or acquisi-
tion by another transfer agent, shall 
send written notice of such termi-
nation to the appropriate qualified reg-
istered securities depository on or be-
fore the later of ten calendar days prior 
to the effective date of such termi-
nation or the day the transfer agent is 
notified of the effective date of such 
termination. Such notice shall include 
the full name, address, telephone num-
ber, and Financial Industry Number 
Standard (‘‘FINS’’) number of the 
transfer agent ceasing to perform the 
transfer agent services for the issuer; 
the issuer’s name; the issue or issues 
handled and their CUSIP number(s); 
and if known, the name, address, and 
telephone number of the transfer agent 
that thereafter will provide transfer 
services for the issuer. If no successor 
transfer agent is known, the notice 
shall include the name and address of a 
contact person at the issuer. 

(b) A registered transfer agent that 
changes its name or address or that as-
sumes transfer agent services on behalf 
of an issuer of securities, including a 
transfer agent that assumes transfer 
agent services on behalf of an issuer of 
securities because of a merger or acqui-
sition of another transfer agent, shall 

send written notice of such to the ap-
propriate qualified registered securi-
ties depository on or before the later of 
ten calendar days prior to the effective 
date of such change in status or the 
day the transfer agent is notified of the 
effective date of such change in status. 
A notice regarding a change of name or 
address shall include the full name, ad-
dress, telephone number, and FINS 
number of the transfer agent and the 
location where certificates are received 
for transfer. A notice regarding the as-
sumption of transfer agent services on 
behalf of an issuer of securities, includ-
ing assumption of transfer agent serv-
ices resulting from the merger or ac-
quisition of another transfer agent, 
shall include the full name, address, 
telephone number, and FINS number of 
the transfer agent assuming the trans-
fer agent services for the issuer; the 
issuer’s name; and the issue or issues 
handled and their CUSIP number(s). 

(c) The notice described in para-
graphs (a) and (b) of this section shall 
be delivered by means of secure com-
munication. For purposes of this sec-
tion, secure communication shall in-
clude telegraph, overnight mail, fac-
simile, or any other form of secure 
communication. 

(d)(1) The appropriate qualified reg-
istered securities depository that re-
ceives notices pursuant to paragraphs 
(a) and (b) of this section shall deliver 
within 24 hours a copy of such notices 
to each qualified registered securities 
depository. A qualified registered secu-
rities depository that receives notice 
pursuant to this section shall deliver a 
copy of such notices to its own partici-
pants within 24 hours. 

(2) A qualified registered securities 
depository may comply with its notice 
requirements under paragraph (d)(1) of 
this section by making available the 
notice of all material information from 
the notice within 24 hours in a manner 
set forth in the rules of the qualified 
registered securities depository. 

(3) A qualified registered securities 
depository shall maintain such notices 
for a period of not less than two years, 
the first six months in an easily acces-
sible place. Such notice shall be made 
available to the Commission or other 
persons as the Commission may des-
ignate by order. 
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(4) A registered transfer agent that 
provides notice pursuant to paragraphs 
(a) and (b) of this section shall main-
tain such notice for a period of not less 
than two years, the first six months in 
an easily accessible place. 

(e) For purposes of this section, a 
qualified registered securities depository 
shall mean a clearing agency reg-
istered under section 17A of the Act (15 
U.S.C. 78q-1) that performs clearing 
agency functions as described in sec-
tion 3(a)(23)(A)(i) of the Act (15 U.S.C. 
78c(a)(23)(A)(i)) and that has rules and 
procedures concerning its responsi-
bility for maintaining, updating, and 
providing appropriate access to the in-
formation it receives pursuant to this 
section. 

(f) For purposes of this section, an 
appropriate qualified registered securities 
depository shall mean the qualified reg-
istered securities depository that the 
Commission so designates by order or, 
in the absence of such designation, the 
qualified registered securities deposi-
tory that is the largest holder of record 
of all qualified registered securities de-
positories as of the most recent record 
date. 

[59 FR 63661, Dec. 8, 1994] 

§ 240.17Ad–17 Transfer agents’ obliga-
tion to search for lost 
securityholders. 

(a)(1) Every recordkeeping transfer 
agent whose master securityholder file 
includes accounts of lost 
securityholders shall exercise reason-
able care to ascertain the correct ad-
dresses of such securityholders. In ex-
ercising reasonable care to ascertain 
for its master securityholder file such 
lost securityholders’ current addresses, 
each recordkeeping transfer agent 
shall conduct two data base searches 
using at least one information data 
base service. The transfer agent shall 
search by taxpayer identification num-
ber or by name if a search based on 
taxpayer identification number is not 
reasonably likely to locate the 
securityholder. Such data base 
searches must be conducted without 
charge to a lost securityholder and 
with the following frequency: 

(i) Between three and twelve months 
of such securityholder becoming a lost 
securityholder and 

(ii) Between six and twelve months 
after the transfer agent’s first search 
for such lost securityholder. 

(2) A transfer agent may not use a 
search method or service to establish 
contact with lost securityholders that 
results in a charge to a lost 
securityholder prior to completing the 
searches set forth in paragraph (a)(1) of 
this section. 

(3) A transfer agent need not conduct 
the searches set forth in paragraph 
(a)(1) of this section for a lost 
securityholder if: 

(i) It has received documentation 
that such securityholder is deceased or 

(ii) The aggregate value of assets 
listed in the lost securityholder’s ac-
count, including all dividend, interest, 
and other payments due to the lost 
securityholder and all securities owned 
by the lost securityholder as recorded 
in the transfer agent’s master 
securityholder files, is less that $25; or 

(iii) The securityholder is not a nat-
ural person. 

(b) For purposes of this section: 
(1) Information data base service means 

either: 
(i) Any automated data base service 

that contains addresses from the entire 
United States geographic area, con-
tains the names of at least 50% of the 
United States adult population, is in-
dexed by taxpayer identification num-
ber or name, and is updated at least 
four times a year; or 

(ii) Any service or combination of 
services which produces results com-
parable to those of the service de-
scribed in paragraph (b)(1)(i) of this 
section in locating lost 
securityholders. 

(2) Lost securityholder means a 
securityholder: 

(i) To whom an item of correspond-
ence that was sent to the 
securityholder at the address contained 
in the transfer agent’s master 
securityholder file has been returned as 
undeliverable; provided, however, that 
if such item is re-sent within one 
month to the lost securityholder, the 
transfer agent may deem the 
securityholder to be a lost 
securityholder as of the day the resent 
item is returned as undeliverable; and 
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(ii) For whom the transfer agent has 
not received information regarding the 
securityholder’s new address. 

(c) Every recordkeeping transfer 
agent shall maintain records to dem-
onstrate compliance with the require-
ments set forth in this section which 
shall include written procedures which 
describe the transfer agent’s method-
ology for complying with this section. 

[62 FR 52237, Oct. 7, 1997; 63 FR 1884, Jan. 12, 
1998, as amended at 68 FR 14316, Mar. 25, 2003] 

§ 240.17Ad–18 Year 2000 Reports to be 
made by certain transfer agents. 

(a) Each registered non-bank transfer 
agent must file Part I of Form TA-Y2K 
(§ 249.619 of this chapter) with the Com-
mission describing the transfer agent’s 
preparation for Year 2000 Problems. 
Part I of Form TA-Y2K shall be filed no 
later than August 31, 1998, and April 30, 
1999. Part I of Form TA-Y2K shall re-
flect the transfer agent’s preparation 
for the Year 2000 as of July 15, 1998, and 
March 15, 1999, respectively. 

(b) Each registered non-bank transfer 
agent, except for those transfer agents 
that qualify for the exemption in para-
graph (d) of § 240.17Ad–13, must file with 
the Commission Part II of Form TA- 
Y2K (§ 249.619 of this chapter) in addi-
tion to Part I of Form TA-Y2K. Part II 
of Form TA-Y2K report shall address 
the following topics: 

(1) Whether the board of directors (or 
similar body) of the transfer agent has 
approved and funded plans for pre-
paring and testing its computer sys-
tems for Year 2000 Problems; 

(2) Whether the plans of the transfer 
agent exist in writing and address all 
mission critical computer systems of 
the transfer agent wherever located 
throughout the world; 

(3) Whether the transfer agent has as-
signed existing employees, has hired 
new employees, or has engaged third 
parties to provide assistance in ad-
dressing Year 2000 Problems; and if so, 
a description of the work that these 
groups of individuals have performed as 
of the date of each report; 

(4) The current progress on each 
stage of preparation for potential prob-
lems caused by Year 2000 Problems. 
These stages are: 

(i) Awareness of potential Year 2000 
Problems; 

(ii) Assessment of what steps the 
transfer agent must take to address 
Year 2000 Problems; 

(iii) Implementation of the steps 
needed to address Year 2000 Problems; 

(iv) Internal testing of software de-
signed to address Year 2000 Problems, 
including the number and description 
of the material exceptions resulting 
from such testing that are unresolved 
as of the reporting date; 

(v) Point-to point or industry-wide 
testing of software designed to address 
Year 2000 Problems (including testing 
with other transfer agents, other finan-
cial institutions, and customers), in-
cluding the number and description of 
the material exceptions resulting from 
such testing that are unresolved as of 
the reporting date; and 

(vi) Implementation of tested soft-
ware that will address Year 2000 Prob-
lems; 

(5) Whether the transfer agent has 
written contingency plans in the event 
that, after December 31, 1999, it has 
computer problems caused by Year 2000 
Problems; and 

(6) What levels of the transfer agent’s 
management are responsible for ad-
dressing potential problems caused by 
Year 2000 Problems, including a de-
scription of the responsibilities for 
each level of management regarding 
the Year 2000 Problems; 

(7) Any additional material informa-
tion in both reports concerning its 
management of Year 2000 Problems 
that could help the Commission assess 
the transfer agent’s readiness for the 
Year 2000. 

(8) Part II of Form TA-Y2K (§ 249.619 
of this chapter) shall be filed no later 
than August 31, 1998, and April 30, 1999. 
Part II of Form TA-Y2K shall reflect 
the transfer agent’s preparation for the 
Year 2000 as of July 15, 1998, and March 
15, 1999, respectively. 

(c) Any non-bank transfer agent that 
registers between the adoption of the 
final rule and December 31, 1999, must 
file with the Commission Part I of 
Form TA-Y2K (§ 249.619 of this chapter) 
no later than 30 days after their reg-
istration becomes effective. New trans-
fer agents whose registration with the 
Commission becomes effective between 
January 1, 1999, and April 30, 1999, 
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would be required to file the second re-
port due on April 30, 1999. 

(d) For purposes of this section, the 
term Year 2000 Problem shall include 
problems arising from: 

(1) Computer software incorrectly 
reading the date ‘‘01/01/00’’ as being the 
year 1900 or another incorrect year; 

(2) Computer software incorrectly 
identifying a date in the Year 1999 or 
any year thereafter; 

(3) Computer software failing to de-
tect that the Year 2000 is a leap year; 
or 

(4) Any other computer software 
error that is directly or indirectly 
caused by paragraph (d)(1), (2), or (3) of 
this section. 

(e) For purposes of this section, the 
term non-bank transfer agent means a 
transfer agent whose: 

(1) Appropriate regulatory agency, as 
that term is defined by 15 U.S.C. 
78(c)(34)(B), is the Securities and Ex-
change Commission; and 

(2) Is not a savings association, as de-
fined by Section 3 of the Federal De-
posit Insurance Act, 12 U.S.C. 1813, 
which is regulated by the Office of 
Thrift Supervision. 

(f) Nature and form of reports. No later 
than April 30, 1999, every non-bank 
transfer agent required to file Part II 
of Form TA-Y2K (§ 249.619 of this chap-
ter) pursuant to paragraph (b)(8) of this 
section shall file with its Form TA-Y2K 
an original and two copies of a report 
prepared by an independent public ac-
countant regarding the non-bank 
transfer agent’s process, as of March 
15, 1999, for addressing Year 2000 Prob-
lems with the Commission’s principal 
office in Washington, DC. The inde-
pendent public accountant’s report 
shall be prepared in accordance with 
standards that have been reviewed by 
the Commission and that have been 
issued by a national organization that 
is responsible for promulgating author-
itative accounting and auditing stand-
ards. 

[63 FR 37693, July 13, 1998, as amended at 63 
FR 58635, Nov. 2, 1998] 

§ 240.17Ad–19 Requirements for can-
cellation, processing, storage, trans-
portation, and destruction or other 
disposition of securities certificates. 

(a) Definitions. For purposes of this 
section: 

(1) The terms cancelled or cancellation 
means the process in which a securities 
certificate: 

(i) Is physically marked to clearly in-
dicate that it no longer represents a 
claim against the issuer; and 

(ii) Is voided on the records of the 
transfer agent. 

(2) The term cancelled certificate facil-
ity means any location where securities 
certificates are cancelled and there-
after processed, stored, transported, de-
stroyed or otherwise disposed of. 

(3) The term certificate number means 
a unique identification or serial num-
ber that is assigned and affixed by an 
issuer or transfer agent to each securi-
ties certificate. 

(4) The term controlled access means 
the practice of permitting the entry of 
only authorized personnel to areas 
where securities certificates are can-
celled and thereafter processed, stored, 
transported, destroyed or otherwise 
disposed of. 

(5) The term CUSIP number means the 
unique identification number that is 
assigned to each securities issue. 

(6) The term destruction means the 
physical ruination of a securities cer-
tificate by a transfer agent as part of 
the certificate destruction procedures 
that make the reconstruction of the 
certificate impossible. 

(7) The term otherwise disposed of 
means any disposition other than by 
destruction. 

(8) The term securities certificate has 
the same meaning that it has in 
§ 240.17f-1(a)(6). 

(b) Required procedures for the can-
cellation, storage, transportation, destruc-
tion, or other disposition of securities cer-
tificates. Every transfer agent involved 
in the handling, processing, or storage 
of securities certificates shall establish 
and implement written procedures for 
the cancellation, storage, transpor-
tation, destruction, or other disposi-
tion of securities certificates. This re-
quirement applies to any agent that 
the transfer agent uses to perform any 
of these activities. 
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(c) Written procedures. The written 
procedures required by paragraph (b) of 
this section at a minimum shall pro-
vide that: 

(1) There is controlled access to any 
cancelled certificate facility; 

(2) Each cancelled certificate be 
marked with the word ‘‘CANCELLED’’ 
by stamp or perforation on the face of 
the certificate unless the transfer 
agent has procedures adopted pursuant 
to this rule for the destruction of can-
celled certificates within three busi-
ness days of their cancellation; 

(3) A record that is indexed and re-
trievable by CUSIP and certificate 
number that contains the CUSIP num-
ber, certificate number with any prefix 
or suffix, denomination, registration, 
issue date, and cancellation date of 
each cancelled certificate; 

(4) A record that is indexed and re-
trievable by CUSIP and certificate 
number of each destroyed securities 
certificate or securities certificate oth-
erwise disposed of, the records must 
contain for each destroyed or otherwise 
disposed of certificate the CUSIP num-
ber, certificate number with any prefix 
or suffix, denomination, registration, 
issue date, and cancellation date, and 
additionally for any certificate other-
wise disposed of a record of how it was 
disposed of, the name and address of 
the party to whom it was disposed, and 
the date of disposition; 

(5) The physical transportation of 
cancelled certificates be made in a se-
cure manner and that the transfer 
agent maintain separately a record of 
the CUSIP number and certificate 
number of each certificate in transit; 

(6) Authorized personnel of the trans-
fer agent or its designee supervise and 
witness the intentional destruction of 
any cancelled certificate and retain 
copies of all records relating to certifi-
cates which were destroyed; and 

(7) Reports to the Lost and Stolen 
Securities Program be effected in a 
timely and complete manner, as pro-
vided in § 240.17f–1 of any cancelled cer-
tificate that is lost, stolen, missing, or 
counterfeit. 

(d) Recordkeeping. Every transfer 
agent subject to this section shall 
maintain records that demonstrate 
compliance with the requirements set 
forth in this section and that describe 

the transfer agent’s methodology for 
complying with this section for three 
years, the first year in an easily acces-
sible place. 

(e) Exemptive authority. Upon written 
application or upon its own motion, 
the Commission may grant an exemp-
tion from any of the provisions of this 
section, either unconditionally or on 
specific terms and conditions, to any 
transfer agent or any class of transfer 
agents and to any securities certificate 
or any class of securities certificates. 

[68 FR 74401, Dec. 23, 2003] 

§ 240.17Ad–20 Issuer restrictions or 
prohibitions on ownership by secu-
rities intermediaries. 

(a) Except as provided in paragraph 
(c) of this section, no registered trans-
fer agent shall transfer any equity se-
curity registered pursuant to section 12 
or any equity security that subjects an 
issuer to reporting under section 15(d) 
of the Act (15 U.S.C. 78l or 15 U.S.C. 
78o(d)) if such security is subject to 
any restriction or prohibition on trans-
fer to or from a securities intermediary 
in its capacity as such. 

(b) The term securities intermediary 
means a clearing agency registered 
under section 17A of the Act (15 U.S.C. 
78q–1) or a person, including a bank, 
broker, or dealer, that in the ordinary 
course of its business maintains securi-
ties accounts for others in its capacity 
as such. 

(c) The provisions of this section 
shall not apply to any equity security 
issued by a partnership as defined in 
rule 901(b) of Regulation S–K 
(§ 229.901(b) of this chapter). 

[70 FR 70862, Dec. 7, 2004] 

§ 240.17Ad–21T Operational capability 
in a Year 2000 environment. 

(a) This section applies to every reg-
istered non-bank transfer agent that 
uses computers in the conduct of its 
business as a transfer agent. 

(b)(1) You have a material Year 2000 
problem if, at any time on or after Au-
gust 31, 1999: 

(i) Any of your mission critical com-
puter systems incorrectly identifies 
any date in the Year 1999 or the Year 
2000, and 

VerDate Aug<31>2005 10:28 Apr 25, 2006 Jkt 208056 PO 00000 Frm 00508 Fmt 8010 Sfmt 8010 Y:\SGML\208056.XXX 208056



499 

Securities and Exchange Commission § 240.17Ad–21T 

(ii) The error impairs or, if uncor-
rected, is likely to impair, any of your 
mission critical systems under your 
control. 

(2) You will be presumed to have a 
material Year 2000 problem if, at any 
time on or after August 31, 1999, you: 

(i) Do not have written procedures 
reasonably designed to identify, assess, 
and remediate any material Year 2000 
problems in your mission critical sys-
tems under your control; 

(ii) Have not verified your Year 2000 
remediation efforts through reasonable 
internal testing of your mission crit-
ical systems under your control and 
reasonable testing of your external 
links under your control; or 

(iii) Have not remediated all excep-
tions related to your mission critical 
systems contained in any independent 
public accountant’s report prepared on 
your behalf pursuant to § 240.17Ad–18(f). 

(c) If you have or are presumed to 
have a material Year 2000 problem, you 
must immediately notify the Commis-
sion and your issuers of the problem. 
You must send this notice to the Com-
mission by overnight delivery to the 
Division of Market Regulation, U.S. 
Securities and Exchange Commission, 
450 Fifth Street, NW, Washington, DC 
20549–1002 Attention: Y2K Compliance. 

(d)(1) If you are a registered non- 
bank transfer agent that has or is pre-
sumed to have a material Year 2000 
problem, you may not, on or after Au-
gust 31, 1999, engage in any transfer 
agent function, including: 

(i) Countersigning such securities 
upon issuance; 

(ii) Monitoring the issuance of such 
securities with a view to preventing 
unauthorized issuance; 

(iii) Registering the transfer of such 
securities; 

(iv) Exchanging or converting such 
securities; or 

(v) Transferring record ownership of 
securities by bookkeeping entry with-
out physical issuance of securities cer-
tificates. 

(2) Notwithstanding paragraph (d)(1) 
of this section, you may continue to 
engage in transfer agent functions: 

(i) Until December 1, 1999, if you have 
submitted a certificate to the Commis-
sion in compliance with paragraph (e) 
of this section; or 

(ii) Solely to the extent necessary to 
effect an orderly cessation or transfer 
of these functions. 

(e)(1)(i) If you are a registered non- 
bank transfer agent that has or is pre-
sumed to have a material Year 2000 
problem, you may, in addition to pro-
viding the Commission the notice re-
quired by paragraph (c) of this section, 
provide the Commission and your 
issuers a certificate signed by your 
chief executive officer (or an individual 
with similar authority) stating: 

(A) You are in the process of remedi-
ating your material Year 2000 problem; 

(B) You have scheduled testing of 
your affected mission critical systems 
to verify that the material Year 2000 
problem has been remediated, and 
specify the testing dates; 

(C) The date by which you anticipate 
completing remediation of the mate-
rial Year 2000 problem in your mission 
critical systems; and 

(D) Based on inquiries and to the best 
of the chief executive officer’s knowl-
edge, you do not anticipate that the ex-
istence of the material Year 2000 prob-
lem in your mission critical systems 
will impair your ability, depending on 
the nature of your business, to assure 
the prompt and accurate transfer and 
processing of securities, the mainte-
nance of master securityholder files, or 
the production and retention of re-
quired records; and you anticipate that 
the steps referred to in paragraphs 
(e)(1)(i)(A) through (C) of this section 
will result in remedying the material 
Year 2000 problem on or before Novem-
ber 15, 1999. 

(ii) If the information contained in 
any certificate provided to the Com-
mission pursuant to paragraph (e) of 
this section is or becomes misleading 
or inaccurate for any reason, you must 
promptly file an updated certificate 
correcting such information. In addi-
tion to the information contained in 
the certificate, you may provide the 
Commission with any other informa-
tion necessary to establish that your 
mission critical systems will not have 
material Year 2000 problems on or after 
November 15, 1999. 

(2) If you have submitted a certifi-
cate pursuant to paragraph (e)(1) of 
this section, you must submit a certifi-
cate to the Commission and your 
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issuers signed by your chief executive 
officer (or an individual with similar 
authority) on or before November 15, 
1999, stating that, based on inquiries 
and to the best of the chief executive 
officer’s knowledge, you have remedi-
ated your Year 2000 problem or that 
you will cease operations. This certifi-
cate must be sent to the Commission 
by overnight delivery to the Division of 
Market Regulation, U.S. Securities and 
Exchange Commission, 450 Fifth 
Street, NW, Washington, DC 20549–1002 
Attention: Y2K Compliance. 

(f) Notwithstanding paragraph (d)(2) 
of this section, you must comply with 
the requirements of paragraph (d)(1) of 
this section if you have been so ordered 
by the Commission or by a court. 

(g) Beginning August 31, 1999, and 
ending March 31, 2000, you must make 
backup records for all master 
securityholder files at the close of each 
business day and must preserve these 
backup records for a rolling five busi-
ness day period in a manner that will 
allow for the transfer and conversion of 
the records to a successor transfer 
agent. If you have a material Year 2000 
problem, you must preserve for at least 
one year the five day backup records 
immediately preceding the day the 
problem was discovered. In addition, 
you must make at the close of business 
on December 27 through 31, 1999, a 
backup copy for all master 
securityholder files and preserve these 
records for at least one year. Such 
backup records must permit the timely 
restoration of such systems to their 
condition existing prior to experi-
encing the material Year 2000 problem. 
Copies of the backup records must be 
kept in an easily accessible place but 
must not be located with or held in the 
same computer system as the primary 
records, and you must be able to imme-
diately produce or reproduce them. 
You must furnish promptly to a rep-
resentative of the Commission such 
legible, true, and complete copies of 
those records, as may be requested. 

(h) For the purposes of this section: 
(1) The term mission critical system 

means any system that is necessary, 
depending on the nature of your busi-
ness, to assure the prompt and accu-
rate transfer and processing of securi-
ties, the maintenance of master 

securityholder files, and the production 
and retention of required records as de-
scribed in paragraph (d) of this section; 

(2) The term customer includes an 
issuer, transfer agent, or other person 
for which you provide transfer agent 
services; 

(3) The term registered non-bank trans-
fer agent means a transfer agent, whose 
appropriate regulatory agency is the 
Commission and not the Office of the 
Comptroller of the Currency, the Board 
of Governors of the Federal Reserve 
System, or the Federal Deposit Insur-
ance Corporation; and 

(4) The term master securityholder file 
has the same definition as defined in 
§ 240.17Ad–9(b). 

(i) This temporary section will expire 
on July 1, 2001. 

[64 FR 42029, Aug. 3, 1999] 

SUSPENSION AND EXPULSION OF 
EXCHANGE MEMBERS 

§ 240.19a3–1 [Reserved] 

§ 240.19b–3 [Reserved] 

§ 240.19b–4 Filings with respect to pro-
posed rule changes by self-regu-
latory organizations. 

PRELIMINARY NOTE: A self-regulatory orga-
nization also must refer to Form 19b–4 (17 
CFR 249.819) for further requirements with 
respect to the filing of proposed rule 
changes. 

(a) Filings with respect to proposed 
rule changes by a self-regulatory orga-
nization, except filings with respect to 
proposed rules changes by self-regu-
latory organizations submitted pursu-
ant to section 19(b)(7) of the Act (15 
U.S.C. 78s(b)(7)), shall be made elec-
tronically on Form 19b–4 (17 CFR 
249.819). 

(b) The term stated policy, practice, or 
interpretation means: 

(1) Any material aspect of the oper-
ation of the facilities of the self-regu-
latory organization; or 

(2) Any statement made generally 
available to the membership of, to all 
participants in, or to persons having or 
seeking access (including, in the case 
of national securities exchanges or reg-
istered securities associations, through 
a member) to facilities of, the self-reg-
ulatory organization (‘‘specified per-
sons’’), or to a group or category of 
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