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Securities Industry Continuing Education Program 

Firm Element Advisory – Spring 2012 
 

Introduction 
 

The Securities Industry/Regulatory Council on Continuing Education (Council) 

publishes the Firm Element Advisory (FEA) semi-annually to highlight current 

regulatory and sales practice topics for possible inclusion in Firm Element training 

plans. The Council has identified the topics from a review of industry, regulatory and 

self-regulatory organization (SRO) announcements, and publications of significant 

events. 

 

The FEA briefly identifies each topic and provides links to relevant documents issued 

about the specified subjects. The FEA is designed for Internet use; however, it can be 

printed. Be advised that each link must be printed separately in order to encompass 

the full document and subjects covered. 

All new material in the FEA is denoted by a “(New)” next to the appropriate title. 

Material from previous editions that the Council has updated is denoted with an 

“(Updated)” next to the appropriate title. A matrix indicating topic coverage in 

previous FEAs is available on the Council’s website at www.cecouncil.com.  

 

The Council suggests that firms use the FEA as an aid in developing and updating 

their Firm Element needs analysis and written training plans. However, firms are 

reminded that they should not rely on the FEA as a comprehensive list of all areas 

they should consider. Firms, among other things, should review current and previous 

FEAs to determine which topics are relevant for inclusion in their training based on 

their product offerings, structure and business line(s). 

 

In response to requests from firms for more resources to help them with Firm Element 

planning, the Council suggests the following tools that firms may use in addition to 

the FEA: 

 

 The Firm Element Guidance Document: Suggestions for effectively performing the 

needs analysis and developing written training plans. 

 

 Quarterly Continuing Education Performance Reports: Quarterly reports that 

compare a firm’s continuing education performance with the industry at large for the 

same programs and modules. Firms should review the performance of their registered 

persons since the last needs analysis to determine if any modules or topics appear to 

http://www.cecouncil.com/publications/council_publications/FEA_Topic_History.pdf
http://www.cecouncil.com/
http://www.cecouncil.com/publications/council_publications/Guide_to_Firm_Element.pdf
http://www.finra.org/Industry/Compliance/ReportCenter/P120788


 

 
2 

warrant additional training. These reports are no longer mailed, but firms may sign up 

to view the reports on FINRA’s Report Center. 

 

 FINRA's 2012 Regulatory and Examination Priorities Letter: Letter issued 

annually by FINRA that highlights new and existing areas of significance to FINRA’s 

examination program and may be useful when developing educational programs 

within a firm.  
 

 FINRA Investor Alerts: Periodic alerts that highlight products and sales practices of 

particular concern, which firms may use to supplement training materials. 

 

 FINRA Online Learning:  Programs that address a range of training topics for 

compliance personnel, registered persons, administrative staff, operations staff and 

those with supervisory responsibilities. Some of these programs offer completion 

tracking and deliver virtual compliance training that may be suitable for Firm 

Element Continuing Education. 

 

The Council recommends using all available tools to make Firm Element planning as 

efficient and effective as possible. 

 

Reminder 

Individuals are now required to use either their Central Registration Depository 

(CRD
®

 system) or FINRA ID number to schedule an exam or CE appointment at 

Prometric or Pearson VUE testing centers. Social Security numbers are no longer 

accepted. 

All non-FINRA candidates who enroll using the Form U10 will be assigned a FINRA 

ID number for scheduling purposes. 

Please note that the Form U10 is now only available for online submission; hardcopy 

forms mailed to FINRA are no longer accepted. 

Questions? 

For more information, contact:  

 cecounciladmin@finra.org; or  

 Roni Meikle, Director, Continuing Education, FINRA, at (212) 858-4084. 

http://www.finra.org/Industry/Compliance/ReportCenter/P005683
http://www.finra.org/web/groups/industry/@ip/@reg/@guide/documents/industry/p125492.pdf
http://www.finra.org/Investors/ProtectYourself/InvestorAlerts/
http://www.finra.org/Industry/Education/OnlineLearning/
mailto:cecounciladmin@finra.org?subject=Request%20for%20Information%20from%20the%20Spring%202012%20FEA
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ALTERNATIVE INVESTMENTS 

Sales Practice Obligations for Commodity Futures-Linked 

Securities 

Firms that offer commodity futures-linked securities must ensure that 

communications with the public about these securities are fair and balanced, that 

recommendations to customers are suitable, and that their registered 

representatives adequately understand and are able to inform their customers 

about these securities before they recommend them. To meet these obligations, 

firms must train registered personnel about the characteristics, risks and rewards 

of each product before they allow registered persons to sell the product to 

investors. Firms must also have adequate written supervisory procedures and 

supervisory controls that are reasonably designed to ensure that sales of 

commodity futures-linked securities comply with the federal securities laws and 

applicable FINRA rules. 

 

 FINRA Regulatory Notice 10-51 (October 2010): Sales Practice 

Obligations for Commodity Futures-Linked Securities 

Reverse Exchangeable Securities (Reverse Convertibles) 

Firms that sell reverse convertibles must ensure that their promotional materials 

and communications to the public regarding these products are fair and balanced, 

and do not understate the risks associated with these products. Firms also must 

ensure that their registered persons understand the risks, terms and costs 

associated with these products, and that they perform an adequate suitability 

analysis before recommending them to any customer. 

 FINRA Investor Alert 7/29/11 (July 2011): Reverse Convertibles—

Complex Investment Vehicles  

 FINRA Regulatory Notice 10-09 (February 2010): FINRA Reminds 

Firms of Their Sales Practice Obligations With Reverse Exchangeable 

Securities (Reverse Convertibles)  

ANTI-MONEY LAUNDERING 

AML Compliance 

Firms must maintain current AML programs and train staff appropriately. 

Information and guidance relating to AML rules, regulations and compliance are 

available from a number of sources, such as the following:  

http://www.finra.org/Industry/Regulation/Notices/2010/P122289
http://www.finra.org/Investors/ProtectYourself/InvestorAlerts/Bonds/P120883
http://www.finra.org/Industry/Regulation/Notices/2010/P120921
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 FINRA Industry Issues Center: Anti-Money Laundering 

 

FINRA updated the AML Template for Small Firms to reflect FINRA Rule 3310 

and provided a three-part podcast series to inform firms of those updates. 

 AML Template for Small Firms 

 Anti-Money Laundering Template (Part 1) 

Listen Now/Download | 11 min. 45 sec. 

 Anti-Money Laundering Template (Part 2) 

Listen Now/Download | 10 min. 35 sec. 

 Anti-Money Laundering Template (Part 3) 

Listen Now/Download | 10 min. 42 sec. 

The SEC updated the AML Source Tool to include guidance on the scope of 

permissible information sharing covered by Section 314(b), the Safe Harbor of the 

USA PATRIOT Act (June 2009). 

 

 SEC AML Source Tool 

(New) SAR Information Accessibility 

The Financial Crimes Enforcement Network (FinCEN) regulations regarding the 

confidentiality of suspicious activity reports (SARs) require a broker-dealer to 

make SARs and supporting documentation available to any SRO that examines 

the broker-dealer for compliance with the requirements of 31 C.F.R. 1023.320 

(the SAR Rule), upon the request of the SEC. The SEC issued a letter to FINRA 

authorizing FINRA staff, effective January 26, 2012, to ask for SARs and SAR 

information from member firms in certain circumstances. On the same date, SEC 

staff also issued a letter to chief executive officers of all SEC-registered FINRA 

member firms requesting that they make SARs and supporting documentation 

available to FINRA. 

 

 FINRA Regulatory Notice 12-08 (February 2012): SEC Requests 

Broker-Dealers Make SARs and SAR Information Available to FINRA    

http://www.finra.org/RulesRegulation/IssueCenter/Anti-MoneyLaundering/index.htm
http://www.finra.org/Industry/Issues/AML/p006340
http://www.accelacast.com/programs/FINRA_podcasts/FINRA_Podcast-AML_Small_Firms_Template-Part1.mp3
http://www.accelacast.com/programs/FINRA_podcasts/FINRA_Podcast-AML_Small_Firms_Template-Part1.mp3
http://www.accelacast.com/programs/FINRA_podcasts/FINRA_Podcast-AML_Small_Firms_Template-Part_2.mp3
http://www.accelacast.com/programs/FINRA_podcasts/FINRA_Podcast-AML_Small_Firms_Template-Part_2.mp3
http://www.accelacast.com/programs/FINRA_podcasts/FINRA_Podcast-AML_Small_Firms_Template-Part_3.mp3
http://www.accelacast.com/programs/FINRA_podcasts/FINRA_Podcast-AML_Small_Firms_Template-Part_3.mp3
http://www.sec.gov/about/offices/ocie/amlsourcetool.htm#fn13
http://www.finra.org/Industry/Regulation/Notices/2012/P125588
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SEC Suspicious Activity Report Alert Message Line 

The SEC maintains a Suspicious Activity Report (SAR) Alert Message Line that 

securities firms can use to voluntarily report the filing of a SAR that may require 

the SEC’s immediate attention. Placing a call to the SEC SAR Alert Message 

Line does not alleviate a firm's obligation to file a SAR or notify an appropriate 

law enforcement authority. 

 SEC SAR Alert Message Line 

Trading Permit Holder AML  

CBOE reminded firms of their obligations under CBOE Rule 4.20 that requires all 

Trading Permit Holder (TPH) or TPH organizations (TPHOs) to conduct 

independent testing during the first calendar year of becoming a TPH or TPHO. 

 CBOE Regulatory Circular RG12-002 (January 2012)  

 CBOE Regulatory Circular RG12-003 (January 2012)  

ARBITRATION RULES 

Arbitration Panel Composition for Promissory Note Disputes 

On June 6, 2011, FINRA began appointing chair-qualified public arbitrators to 

panels resolving promissory note disputes instead of appointing chair-qualified 

public arbitrators also qualified to resolve statutory discrimination claims. In 

2009, FINRA implemented new procedures to expedite the administration of 

cases that solely involved a brokerage firm’s claim that an associated person 

failed to pay money owed on a promissory note. FINRA proposed using statutory 

discrimination qualified arbitrators because of the depth of their experience and 

their familiarity with employment law. However, since implementing the new 

procedures, FINRA found that promissory note cases did not require such 

extensive experience or depth of knowledge. The rule amendments ensure that 

FINRA has a sufficient number of qualified arbitrators readily available to resolve 

promissory note cases. 

 FINRA Regulatory Notice 11-22 (May 2011): Arbitration Panel 

Composition for Promissory Note Disputes 

http://www.sec.gov/about/offices/ocie/amlsourcetool.htm
http://www.cboe.com/framed/PDFframed.aspx?content=/publish/RegCir/RG12-002.pdf&section=SEC_ABOUT_CBOE&title=CBOE%20-%20CBOE
http://www.cboe.com/framed/PDFframed.aspx?content=/publish/RegCir/RG12-003.pdf&section=SEC_ABOUT_CBOE&title=CBOE%20-%20CBOE
http://www.finra.org/Industry/Regulation/Notices/2011/P123599
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Five-Day Period for Replies to Reponses to Motions in 

Arbitration  

On June 6, 2011, amendments to the Customer and Industry Codes of Arbitration 

Procedure went into effect. A party that makes a motion in an arbitration 

proceeding has a five-day period to reply to a response to that motion. This five-

day period gives the parties an opportunity to brief fully the issues in dispute, and 

ensures that arbitrators deciding a motion have all the motion papers before 

issuing a final decision.  

 FINRA Regulatory Notice 11-23 (May 2011): Five-Day Period for 

Replies to Responses to Motions in Arbitration  

Customer Option to Choose an All Public Arbitration Panel in All 

Cases 

On February 1, 2011, amendments to the Customer Code of Arbitration Procedure 

(Customer Code) went into effect. Under the amendments, customers in FINRA 

arbitration have the option to choose an all-public arbitration panel in all cases 

with three arbitrators. FINRA amended the Customer Code to allow customers 

with claims over $100,000 to choose between two panel-composition methods. 

The first method, called the composition rules for majority-public panel, is the 

composition method FINRA used prior to the rule amendments. It provides for a 

panel comprised of a chair-qualified public arbitrator, a public arbitrator, and a 

non-public arbitrator.  

The second method, called the composition rules for optional all-public panel, 

allows any party to select an all-public arbitration panel. FINRA believes that 

providing customers with the right to exclude a non-public arbitrator from the 

panel deciding their case will enhance customers’ perception of the fairness of 

FINRA’s rules and the securities arbitration process. 

 

 FINRA Regulatory Notice 11-05 (February 2011): Customer Option to 

Choose an All Public Arbitration Panel in All Cases 

FINRA also released a podcast describing the rule changes that allow customers 

with claims over $100,000 to choose an all public arbitration panel. 

 

 FINRA Compliance Podcast: Arbitration Panel Composition 

Listen Now/Download | 10 min. 22 sec. 

http://www.finra.org/Industry/Regulation/Notices/2011/P123602
http://www.finra.org/Industry/Regulation/Notices/2011/P122879
http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/FINRAProcesses/P123796
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BOOKS AND RECORDS 

SEC Approves Consolidated FINRA Rules Governing Books and 

Records  

FINRA Rules 2268, 4511, 4512, 4513, 4514, 4515, 5340 and 7440(a)(4), are 

based in part on, and replace provisions in, NASD Rule 3110, NYSE Rule 440 

and NYSE Rule Interpretations 410/01 and 410/02. The new rules, including a 

subsequent amendment to except institutional accounts from the recordkeeping 

requirements of FINRA Rule 4512(a)(1)(C), became effective on December 5, 

2011. 

 FINRA Regulatory Notice 11-19 (April 2011):  SEC Approves 

Consolidated FINRA Rules Governing Books and Records  

 FINRA Books and Records Rules – Part 1 

Listen Now/Download | 10 min. 22 sec. 

 FINRA Books and Records Rules – Part 2 

Listen Now/Download | 10 min. 22 sec. 

BUSINESS CONTINUITY 

Business Continuity Planning 

Business continuity remains a priority for firms and their associated persons. It is 

important that firms maintain adequate business continuity and contingency plans, 

and ensure that employees are aware of and understand these plans. 

 FINRA Industry Issues Center: Business Continuity Planning 

A podcast describes FINRA's Business Continuity Planning (BCP) Template and 

details recent updates, including those that were made to reflect FINRA's BCP 

Rule. 

 FINRA’s Business Continuity Planning Template 

http://www.finra.org/Industry/Regulation/Notices/2011/P123549
http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/OtherFINRARules/P124147
http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/OtherFINRARules/P124233
http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/OtherFINRARules/P124233
http://www.finra.org/Industry/Issues/BusinessContinuity/index.htm
http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/BusinessContinuity/P123009
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COMMUNICATIONS WITH THE PUBLIC 

(New) Advertising Regulation Issues 

FINRA recently provided guidance concerning information provided by a firm to 

participant-directed individual account plan participants pursuant to U.S. 

Department of Labor Rule 404a-5 (DOL rule) under the Employee Retirement 

Income Security Act of 1974 (ERISA). The DOL rule requires the disclosure of 

certain plan and investment-related information to such participants. The guidance 

discusses the application of NASD Rules 2210 and 2211 to these disclosures. 

FINRA also published guidance on certain issues related to the application of 

NASD Rule 2210 and the filing of communications for review with FINRA’s 

Advertising Regulation Department.  

 Regulatory Notice 12-02 (January 2012): FINRA Provides Guidance on 

Application of Communications Rules to Disclosure required by 

Department of Labor 

 Regulatory Notice 11-49 (October 2011): FINRA Provides Guidance on 

Advertising Regulation Issues 

Blogs and Social Networks  

Americans are increasingly using social media websites, such as blogs and social 

networking sites, for business and personal communications. In 2010 and 2011, 

FINRA provided guidance to firms on how FINRA’s rules apply to social media 

sites a firm or registered representative sponsors. The guidance covers 

recordkeeping, suitability, communications with the public, supervision and other 

compliance concerns. 

 FINRA Regulatory Notice 11-39 (August 2011): Guidance on Social 

Networking Websites and Business Communications  

 FINRA Regulatory Notice 10-06 (January 2010):  Guidance on Blogs 

and Social Networking Web Sites 

FINRA offers a podcast on social networking, providing guidance on firms’ use 

of blogs and social networking sites for business communications. 

http://www.finra.org/Industry/Regulation/Notices/2012/P125393
http://www.finra.org/Industry/Regulation/Notices/2011/P124925
http://www.finra.org/Industry/Regulation/Notices/2011/P124187
http://www.finra.org/Industry/Regulation/Notices/2010/P120760
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 FINRA Compliance Podcast: Social Networking 

Listen Now/Download | 06 min. 11 sec. 

CORPORATE FINANCE AND INSTITUTIONAL BUSINESS 

(New) Prohibition Against Offering Favorable Research to Induce 

Investment Banking Business 

FINRA reminds firms of the need for heightened supervision over solicitation and 

research activities in circumstances where an issuer has communicated an 

expectation of favorable research as a condition of participating in an offering.  

 FINRA Regulatory Notice 11-41 (September 2011): FINRA Provides 

Guidance on Prohibition Against Offering Favorable Research to Induce 

Investment Banking Business. 

Allocation and Distribution of New Issues  

FINRA Rule 5131 (New Issue Allocations and Distributions), which further and 

more specifically prohibits certain abuses in the allocation and distribution of new 

issues, went into effect on May 27, 2011, except the “spinning” provision, which 

became effective on September 26, 2011. Among other things, the rule prohibits 

quid pro quo allocations and “spinning,” and addresses the conduct of member 

firms (and associated persons) in the areas of book-building, new issue pricing, 

penalty bids, trading and waivers of lock-up agreements. 

 FINRA Regulatory Notice 11-29 (June 2011):  Frequently Asked 

Questions on Market Orders and Delayed Implementation Date for 

FINRA Rule 5131(b) and (d)(4) 

Processing of Company-Related Actions 

On September 17, 2010, FINRA Rule 6490 (Processing of Company-Related 

Actions) codified the requirements in Exchange Act Rule 10b-17 for issuers of a 

class of publicly trading securities to provide timely notice to FINRA of certain 

corporate actions (e.g., dividend or other distribution of cash or securities, stock 

split or reverse split, rights or subscription offering). Issuers also must provide 

timely notification to FINRA of certain other specified corporate actions. Issuers 

must complete necessary electronic forms and pay the applicable fees within the 

required time periods, or they will be subject to late fees and delayed processing 

http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/Communications/P123079
http://www.finra.org/Industry/Regulation/Notices/2011/P124422
http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p123794.pdf
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of documents to announce corporate actions. Electronic forms can be accessed on 

FINRA’s website at www.finra.org/upc/forms. 

 FINRA Regulatory Notice 11-09 (February 2011): New Electronic 

System for Submitting and Processing Company-Related Actions for Non-

Exchange Listed Securities Under Rule 6490  

CUSTOMER ACCOUNTS 

(New) Emailed Instructions to Transmit or Withdraw Assets from 

Customer Accounts 

FINRA has received an increasing number of reports of incidents in which firms 

have wired customer funds to third-party accounts based on instructions received 

from customers’ email accounts that had been compromised by third parties.  

Typically, the perpetrators of these fraudulent schemes email brokerage firms 

from customers’ personal email accounts with instructions to wire funds to an 

account, often overseas, controlled by the perpetrator. The instructions may be 

accompanied or followed by fraudulent letters of authorization also emailed from 

compromised email accounts. These incidents highlight some of the risks 

associated with accepting instructions to transmit or withdraw funds via email. 

FINRA recommends that firms reassess their specific policies and procedures for 

accepting and verifying instructions to withdraw or transfer customer funds that 

are transmitted via email or other electronic means, as well as firms’ overall 

policies and procedures in this area.  

 FINRA Regulatory Notice 12-05 (January 2012): Verification of 

Emailed Instructions to Transmit or Withdraw Assets From Customer 

Accounts. 

Providing Customers with Consolidated Financial Reports 

The practice of providing customers with consolidated financial account reports 

has become increasingly common in the financial services industry. In many 

cases, these reports offer a single document that combines information regarding 

most or all of the customer's financial holdings, regardless of where those assets 

are held. Firms are reminded that these reports represent communications with the 

public by the firm; the dissemination of these reports must comply with all 

applicable FINRA rules as well as the federal securities laws. 

http://www.finra.org/upc/forms
http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p122961.pdf
http://www.finra.org/Industry/Regulation/Notices/2012/P125462
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 FINRA Regulatory Notice 10-19 (April 2010): FINRA Reminds Firms 

of Responsibilities When Providing Customers with Consolidated 

Financial Account Reports 

FINRA released a podcast that offers guidance on consolidated account reports, 

including applicable rules and other considerations. 

 FINRA Compliance Podcast: Consolidated Account Reports 

Listen Now/Download | 10 min. 51 sec 

Master and Sub-Accounts 

FINRA reminds firms that maintain master/sub-accounts arrangements that, 

depending on the facts and circumstances of such arrangements, a firm may be 

required to recognize the sub-accounts as separate customer accounts for the 

purposes of applying FINRA rules, the federal securities laws and other 

applicable federal laws.  

 FINRA Regulatory Notice 10-18 (April 2010): FINRA Issues 

Guidance on Master and Sub-Account Arrangements  

CBOE provided guidance regarding proprietary trading broker-dealer 

organizations that are structured as limited partnerships (LPs) and/or limited 

liability companies (LLCs), and which offer master and sub-account 

arrangements. 

 CBOE Regulatory Circular RG10-101 (October 2010) 

DUALLY REGISTERED INVESTMENT ADVISERS 

Rule 206(4)-5 (Political Contributions by Investment Advisers) under the 

Investment Advisers Act of 1940 curbs “pay to play” practices by prohibiting an 

investment adviser from providing advisory services for compensation to a 

government client for a period of time after the adviser makes a contribution to 

certain elected officials or candidates.  

 FINRA Information Notice 6/6/11 (June 2011): FINRA Encourages 

Firms to Make Reasonable Efforts to Assist Investment Advisers 

Seeking Information Pursuant to Rule 206(4)-5 Under the  Investment 

Advisers Act of 1940 

http://www.finra.org/Industry/Regulation/Notices/2010/P121246
http://www.accelacomm.com/jump/podcast_204/www.accelacast.com/programs/FINRA_podcasts/FINRA_Podcast-Consolidated_Account_Reports.mp3
http://www.finra.org/Industry/Regulation/Notices/2010/P121248
https://www.cboe.org/publish/RegCir/RG10-101.pdf
http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p123757.pdf
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FACT ACT RED FLAGS RULE  

On January 1, 2011, the Federal Trade Commission (FTC) began enforcing its 

Fair and Accurate Credit Transactions Act of 2003 (FACT Act) Red Flags Rule. 

The Red Flags Rule requires that each ”financial institution” or ”creditor”—which 

includes most securities firms—implement a written program to detect, prevent 

and mitigate identity theft in connection with the opening or maintenance of 

"covered accounts." These include consumer accounts that permit multiple 

payments or transactions, such as a retail brokerage account, credit card account, 

margin account, checking or savings account, or any other account with a 

reasonably foreseeable risk to customers or your firm from identity theft. 

On July 21, 2011, the Dodd-Frank Wall Street Reform and Consumer Protection 

Act (Dodd-Frank Act) transferred responsibility for rulemaking and enforcement 

of identity theft red flag guidelines and regulations to the CFTC and SEC with 

respect to the entities under their respective jurisdiction. On February 28, 2012, 

the SEC and CFTC (the Commissions) jointly proposed for public notice and 

comment identity theft rules and guidelines. The proposed rules and guidelines 

are substantially similar to the current FTC Red Flags Rule and, if adopted, would 

not contain new requirements or include new entities that were not already 

previously covered. The proposed rules and guidelines do contain examples and 

minor language changes designed to help guide entities under the Commissions’ 

jurisdiction in complying with the rules. The comment period is scheduled to 

close on May 7, 2012. 

 FINRA Red Flags Rule Web Page  

 FINRA Compliance Podcast: Red Flags Rule Template  

Listen Now/Download | 7 min. 29 sec 

FINANCE AND OPERATIONS 

SEC Approves Consolidated Financial Responsibility and Related 

Operational Rules 

FINRA Rules 4150, 4311, 4522 and 4523 are new consolidated rules governing, 

among other things, guarantees, carrying agreements, periodic security counts and 

responsibility for general ledger accounts. The rules became effective on August 

1, 2011.  

http://www.finra.org/industry/issues/customerinformationprotection/p118480
http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/OtherFINRARules/P123061
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 FINRA Regulatory Notice 11-26 (May 2011): SEC Approves 

Consolidated Financial Responsibility and Related Operational Rules  

Funding and Liquidity Risk Management Practices 

FINRA expects broker-dealers to develop and maintain robust funding and 

liquidity risk management practices to prepare for adverse circumstances. Further, 

FINRA expects broker-dealers affiliated with holding companies to undertake 

these efforts at the broker-dealer level, in addition to their planning at the holding-

company level. 

 FINRA Regulatory Notice 10-57 (November 2010): Funding and 

Liquidity Risk Management Practices  

INSURANCE/ANNUITIES 

Deferred Variable Annuities 

FINRA’s deferred variable annuities rule (FINRA Rule 2330) establishes broker 

recommendation requirements (including suitability and disclosure obligations), 

principal review requirements, supervisory procedure requirements and training 

requirements.  

FINRA Industry Issues Center: Variable Annuities 

MARGIN AND MARGIN ACCOUNTS 

Treatment of Non-Margin Eligible Equity Securities 

FINRA clarified customer maintenance margin requirements and the application 

of maintenance loan value for equity securities that do not meet the definition of a 

margin equity security under Regulation T. In addition, FINRA revised a 

provision regarding day trading of non-margin eligible equity securities. 

 

 FINRA Regulatory Notice 11-16 (April 2011):  Treatment of Non-

Margin Eligible Equity Securities 

 FINRA Regulatory Notice 11-30 (June 2011): FINRA Revises the 

Treatment of Non-Margin Eligible Equity Securities and Delays the 

Effective Date of Regulatory Notice 11-16 

http://www.finra.org/Industry/Regulation/Notices/2011/P123734
http://www.finra.org/Industry/Regulation/Notices/2010/P122389
http://www.finra.org/Industry/Issues/VariableAnnuities/index.htm
http://www.finra.org/Industry/Regulation/Notices/2011/P123451
http://www.finra.org/Industry/Regulation/Notices/2011/P123829


 

 
14 

Guidance on Low-Priced Equity Securities in Customer Margin 

and Firm Proprietary Accounts 

Price volatility is more often associated with low-priced equities, which tend to 

trade with bid and ask spreads that make up a greater percentage of the security’s 

price. Low-priced equity securities can experience large price swings during a 

given trading day, which translates into greater price risk. Firms are reminded to 

consider the risks associated with low-priced equity securities when extending 

credit in a strategy-based or portfolio margin account. Firms should take into 

account volatility and concentrated positions in a single customer account, as well 

as the daily volume and market capitalization of each security when imposing 

“house” maintenance margin requirements. Increased maintenance margin 

requirements can help to ensure that the equity in each customer account is 

sufficient to cover any large variances in the price of a security.   

 FINRA Regulatory Notice 11-15 (April 2011): Guidance on Low-Priced 

Equity Securities in Customer Margin and Firm Proprietary Accounts 

Margin Requirements for Credit Default Swaps  

FINRA Rule 4240 establishes an interim pilot program with respect to margin 

requirements for certain transactions in credit default swaps (CDS). In July 2011, 

FINRA published Regulatory Notice 11-31 addressing, among other things, 

FINRA approval of the use of the margin methodologies of certain clearing 

agencies for purposes of Rule 4240. Firms should note that, effective March 7, 

2012, FINRA limited Rule 4240 to apply only to CDS that are security-based 

swaps as defined under the Dodd-Frank Act and made certain other revisions to 

update the rule. 

 FINRA Regulatory Notice 11-31 (July 2011):  Interim Pilot Program on 

Margin Requirements for Credit Default Swaps  

Customer Margin Balance Form  

Beginning March 1, 2010, FINRA member firms subject to FINRA Rule 4521(d) 

are required to file FINRA's Customer Margin Balance Form. FINRA reminded 

firms that FINRA Rule 4521(d) governs filing requirements for customer margin 

accounts and became effective on February 8, 2010. The rule, adopted as part of 

the new consolidated financial responsibility rules, replaced Incorporated NYSE 

Rules 421(2) and 421.40, and applies to all FINRA member firms that carry 

customer margin accounts.  

http://www.finra.org/Industry/Regulation/Notices/2011/P123432
http://www.finra.org/Industry/Regulation/Notices/2011/P123889
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 FINRA Regulatory Notice 10-08 (February 2010): Filing Requirements 

for Members that Carry Customer Margin Accounts; New Customer 

Margin Balance Form  

MUNICIPAL SECURITIES 

Auction Rate Securities (ARS) 

Under amendments to MSRB Rule G-34(c), firms acting as Program Dealers for 

auction rate securities (ARS) or as Remarketing Agents for variable rate demand 

obligations (VRDOs) must report certain descriptive information regarding ARS 

and VRDOs to the MSRB’s Short-Term Obligation Rate Transparency System 

(SHORT). Such information is publicly disseminated via SHORT. An ARS 

Program Dealer must submit information about all competitive orders placed with 

the Auction Agent. A VRDO Remarketing Agent must report certain information 

regarding the interest rate resetting mechanism, and the liquidity facilities in place 

for the particular VRDO. Recordkeeping requirements for such obligations were 

incorporated in MSRB Rule G-8. The amendments became effective on May 16, 

2011. Recently, the MSRB reminded firms of their obligation to submit the 

information timely and accurately to SHORT. 

 MSRB Notice 2011-44 (August 2011): Rule G-34(c) ARS and VRDO 

Data Element Clarification and Reminder of Timeliness and Accuracy 

Requirement 

 MSRB Notice 2011-26 (May 2011): Changes to MSRB Rule G-8 and G-

34 to Increase Transparency of Municipal Variable Rate Securities  

Electronic Municipal Market Access System (EMMA) 

The MSRB’s EMMA system is a comprehensive source for municipal 

disclosures, official statements, continuing disclosure information and market data 

for the municipal securities market. Typically, dealers acting as underwriters are 

required to submit official statements and certain other primary market 

information to EMMA. These dealers also must provide EMMA certain 

information regarding the issuer’s or obligated person’s undertakings to make 

continuing disclosures, including whether the issuer or other obligated person has 

undertaken to provide continuing disclosures, the identity of any obligated 

persons other than the issuer, and the timing by which issuers or other obligated 

persons have agreed to provide annual financial and operating data. In general, an 

underwriter may satisfy its obligation to deliver an official statement to a 

http://www.finra.org/Industry/Regulation/Notices/2010/P120912
http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2011/2011-44.aspx
http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2011/2011-26.aspx
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purchaser of municipal securities if the underwriter has submitted the required 

information to EMMA.  

Issuers and obligated persons may submit additional disclosures to EMMA on a 

voluntary basis. Such disclosures include preliminary official statements, other 

pre-sales information, official statements, advance refunding documents, other 

related information, information related to the preparation and timing of the 

submission of annual financial statements and hyperlinks to other financial 

information available on the Internet.  

Amendments to the continuing disclosure service of EMMA became effective on 

November 21, 2011. These amendments allowed for the posting of long- and 

short-term credit rating and related information from Standard & Poor’s and Fitch 

Ratings. Ratings and related information received from these National 

Recognized Statistical Rating Organizations will be posted within 15 minutes of 

receipt during the MSRB business day, and as soon as practicable when received 

thereafter. All information submitted is made available to the public without cost 

through the EMMA Web portal, which can be accessed via www.msrb.org or 

www.emma.msrb.org. 

 MSRB Notice 2011-64 (November 2011): Amendments to EMMA to 

Provide Credit Ratings and Related Information for Municipal Securities 

on EMMA 

 MSRB Notice 2011-27 (May 2011): EMMA Enhancements Providing for 

Additional Voluntary Submissions by Issuers and Obligated Persons   

 MSRB Notice 2011-08 (February 2011): Amendments to Rule G-32 

Related to Submission of Information About Continuing Disclosure 

Undertakings Under Exchange Act Rule 15c2-12  

 MSRB Notice 2010-19 (June 2010): Reminder on Submission of 

Disclosure Documents to EMMA for 529 College Savings Plans 

Municipal Securities Sales Practice and Supervisory 

Requirements 

In September 2010, the MSRB and FINRA jointly issued guidance reminding 

firms of a broad range of sales practice and supervisory obligations when 

selling municipal securities in the secondary market. Brokers, dealers and 

municipal securities dealers must fully understand the bonds they sell in order 

to meet their disclosure, suitability and pricing obligations under the rules of 

the MSRB and the federal securities laws. In response to dealers’ questions 

about this guidance, the MSRB has recently issued a notice addressing 

http://www.msrb.org/
http://www.emma.msrb.org/
http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2011/2011-64.aspx
http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2011/2011-27.aspx
http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2011/2011-08.aspx
http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2010/2010-19.aspx
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frequently asked questions about such issues as the type of disclosure that 

must be provided to customers; the timing of such disclosure; the nature of 

and provision of material information; the meaning of “established industry 

sources”; and the supervisory obligations of dealers that use electronic trading 

platforms.  

 MSRB Notice 2011-67 (November 2011): MSRB Answers Frequently 

Asked Questions Regarding Dealer Disclosure Obligations Under Rule G-

17 

 MSRB Notice 2010-37 (September 2010): MSRB Reminds Firms of 

their Sales Practice and Due Diligence Obligations When Selling 

Municipal Securities in the Secondary Market  

 FINRA Regulatory Notice 10-41 (September 2010): FINRA Reminds 

Firms of Their Sales Practice and Due Diligence Obligations When 

Selling Municipal Securities in the Secondary Market  

FINRA also offers a variety of online learning programs related to municipal 

securities business. These programs include: 

 FINRA Compliance Podcast: Municipal Securities (Part I through III) 

(7 min /45 sec) 

 Municipal Securities Compliance and Enforcement Priorities: 

Disclosures and Other Enforcement Trends  

Please note that only paid users are allowed access to the FINRA webinars. 

FINRA webinars contain FINRA confidential and proprietary information, and 

are intended only for use by authorized paid users. 

Political Contributions and the Solicitation of Municipal 

Securities Business 

In view of the commencement of fundraising efforts for candidates for various 

federal elected offices, the MSRB reminds dealers to review previous guidance on 

the application of Rule G-37, on political contributions and prohibitions on 

municipal securities business, to contributions to certain state or local officials 

seeking elections to federal office, including the offices of President and Vice 

President. Dealers are reminded that, in order to avoid a ban on municipal 

securities business, contributions made by a municipal finance professional 

(MFP) to the official must not exceed $250 per election and the MFP must be 

entitled to vote for the official. Additionally, dealers should be aware of issues 

http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2011/2011-67.aspx
http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2010/2010-37.aspx?n=1
http://www.finra.org/Industry/Regulation/Notices/2010/P122113
http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/Products/P122999
http://www.finra.org/Industry/Education/OnlineLearning/Webinars/P121706
http://www.finra.org/Industry/Education/OnlineLearning/Webinars/P121706
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involving indirect rule violations and contributions to non-dealer associated 

political action committees and payments to political parties.  

 MSRB Notice 2011-56 (September 2011): Reminder Regarding 

Application of Rule G-37 to Federal Election Campaigns of Issuer 

Officials  

(New) Professional Qualifications 

Effective November 7, 2011, the MSRB amended Rule G-3 to establish a new 

category of registration, the Municipal Securities Sales Limited Representative. 

Individuals may attain this category of registration by taking and passing the 

General Securities Sales Representative Examination (Series 7). The creation of 

the Municipal Securities Sales Limited Representative designation resulted, in 

part, from changes in the structure of the Series 7 Examination to focus on a 

broader range of securities products that are now available to registered 

representatives. The effect of these changes is a de-emphasis on the non-sales 

aspects of the municipal securities activities of securities professionals. Therefore, 

the municipal securities activities of individuals who have taken and passed the 

Series 7 on or after November 7, 2011 are limited to sales to and purchases from 

customers. Individuals who wish to perform other types of municipal securities 

activities (e.g., underwriting, trading) must qualify by taking the Municipal 

Securities Representative Examination (Series 52). Individuals who passed the 

Series 7 prior to the effective date of the rule are not affected by the rule change.  

It is important that dealers understand the differences between these designations 

and supervise all associated persons appropriately. 

 MSRB Notice 2011-62 (November 2011):  Changes to Registration of 

Municipal Securities Professionals and Reminder of Supervisory 

Obligations of Principals  

Sales Practice 

The MSRB reminds firms that, depending on the nature of the transaction, certain 

financings called “bank loans” may be placements of municipal securities, and 

certain “direct purchases” by banks of issuers’ securities, if subsequently 

restructured significantly, may constitute primary offerings of municipal 

securities, which must comply with MSRB rules and other federal securities laws 

or regulations applicable to municipal securities. Dealers that play a role in bank 

financings evidenced by a note should consult counsel to determine if the 

transaction involves a municipal security. 

http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2011/2011-56.aspx?n=1
http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2011/2011-62.aspx
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 MSRB Notice 2011-52 (September 2011): Potential Applicability of 

MSRB Rules to Certain “Direct Purchases” and “Bank Loans” 

The MSRB reminds firms that if there is any disruption in the municipal securities 

market that may result from the reduction of the credit ratings of the United States 

by a credit rating agency, or the possible reductions of the ratings of certain states 

and municipalities due to their direct or indirect links to the credit of the United 

States, all MSRB rules continue to apply. The MSRB is particularly concerned 

about the treatment of retail investors. Market disruption does not negate a 

dealer’s duty under MSRB Rule G-30 to purchase bonds from, or sell bonds to, a 

customer at prices that are fair and reasonable, under MSRB Rule G-19 to ensure 

that recommendations are suitable, and under MSRB Rule G-17 to disclose all 

material facts concerning a transaction known to the dealer or available from 

established industry sources prior to or at the time of the transaction.  

 MSRB Notice 2011-40 (August 2011): MSRB Advises Dealers on 

Certain Obligations in Light of Potential Municipal Ratings Actions 

OPTIONS 

(New) Continuing Education Firm Element 

Firm Element of Continuing Education applies to covered persons, as defined in 

CBOE Rule 3.6A. A covered person, for purposes of the Firm Element, is any 

registered person, including but not limited to salespeople, traders, sales 

assistants, investment bankers, and others who have direct contact with customers 

in the conduct of a securities sales, trading, or investment banking business, and 

their immediate supervisors, for as long as they are considered covered persons. 

 CBOE Regulatory Circular RG11-159 (December 2011)  

Options Disclosure Document 

On January 19, 2012, the SEC approved a supplement to the Options Disclosure 

Document (ODD). The ODD contains general disclosures on the characteristics 

and risks of trading standardized options. The January 2012 supplement amends 

the ODD disclosure to accommodate the listing of relative performance index 

options where both components of the underlying relative performance index 

could be an exchange-traded fund (ETF) share. The supplement also clarifies that 

the ETF share components must be non-leveraged.  

 CBOE Regulatory Circular RG12-026 (February 2012) 

http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2011/2011-52.aspx
http://www.msrb.org/Rules-and-Interpretations/Regulatory-Notices/2011/2011-40.aspx
http://www.cboe.com/framed/PDFframed.aspx?content=/publish/RegCir/RG11-159.pdf&section=SEC_ABOUT_CBOE&title=CBOE%20-%20CBOE
https://www.cboe.org/publish/RegCir/RG11-050.pdf
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 FINRA Information Notice 2/9/2012: January 2012  Supplement to the 

Options Disclosure Document 

(New) End of Week Options (EOW) 

On December 2, 2011, CBOE changed the closing time for expiring EOW options 

from 3:15 CT to 3:00 CT on their last day of trading. Any trade that takes place in 

expiring EOW options entered after 3:00 CT on the last day of trading will be 

nullified. 

 CBOE Regulatory Circular RG11-147 (November 2011) 

(Updated) FLEX Options 

CBOE is advising Trading Permit Holders that the FLEX Options trading rules 

have recently been amended to provide that a new FLEX Options series may be 

established on any business day prior to its expiration date, with a maximum term 

of 15 years.  

 CBOE Regulatory Circular RG11-143 (November 2011) 

CBOE announced the effectiveness of a rule change to FLEX Options contract 

specifications, including but not limited to permitting American Style FLEX 

Options that expire on a third Friday-of-the-month. In addition, CBOE reminded 

members of additional requirements that apply to FLEX Options that expire on a 

third Friday-of-the-month. 

 CBOE Regulatory Circular RG10-102 (October 2010) 

Position and Exercise Limits for SPY Options  

On July 8, 2011, CBOE submitted a proposal that was effective and operative 

upon filing that amended Rule 4.11 and 4.12 by increasing the position and 

exercise limits from 300,000 to 900,000 contracts for options on the Standard and 

Poor’s Depository Receipts Trust (SPY).   

 

On July 27, 2011, FINRA filed for immediate effectiveness a rule change that 

amended FINRA Rule 2360 to increase the position limit for options on the 

Standard and Poor’s Depositary Receipts Trust (SPY) to 900,000 contracts.  

 CBOE Regulatory Circular RG11-089 (July 2011) 

http://www.finra.org/Industry/Regulation/Notices/2012/P125579
http://www.cboe.com/framed/PDFframed.aspx?content=/publish/RegCir/RG11-147.pdf&section=SEC_ABOUT_CBOE&title=CBOE%20-%20CBOE
http://www.cboe.com/framed/PDFframed.aspx?content=/publish/RegCir/RG11-143.pdf&section=SEC_ABOUT_CBOE&title=CBOE%20-%20CBOE
https://www.cboe.org/publish/RegCir/RG10-102.pdf
https://www.cboe.org/publish/RegCir/RG11-089.pdf
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Allocation Methodology for Option Exercise Assignment Notices 

FINRA has updated the procedures for firms to designate their method of 

allocating options exercise assignment notices, effective August 8, 2011.  

 FINRA Regulatory Notice 11-35 (July 2011):  FINRA Modifies the 

Process for Firms to Designate Their Allocation Methodology for 

Options Exercise Assignment Notices  

(New) Prearranged Trades 

CBOE restates the Exchange’s policy concerning prearranged trading. TPHs are 

cautioned that any purchase or sale transaction or series of transactions, coupled 

with an agreement, arrangement or understanding, directly or indirectly to reverse 

such transaction, which is not done for a legitimate economic purpose, violates 

Exchange rules.  All transactions must be effected in accordance with applicable 

trading rules, must be subject to risk of the market, and must be reported for 

dissemination.  

 CBOE Regulatory Circular RG11-164 (December 2011) 

(New) Regulatory Informational Tools  

CBOE, C2 and CBSX have launched new informational Web pages, “Compliance 

Highlights,” on their “Legal and Regulatory” sites. These Web pages include 

compliance dates, links to SEC releases, Exchange rules and circulars, contact 

information and other relevant information.  

 CBOE Regulatory Circular RG11-117 (October 2011) 

 C2 Regulatory Circular-RG11-022(October 2011) 

Statutory Disqualifications  

CBOE issued a Regulatory Circular reminding CBOE and CBSX TPHs and 

associated persons of such TPHs of their obligations with respect to persons who 

are or become subject to a statutory disqualification. 

 CBOE Regulatory Circular RG10-105 (October 2010)  

http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p124062.pdf
https://www.cboe.org/publish/RegCir/RG11-088.pdf
https://www.cboe.org/publish/regcir/rg11-117.pdf
https://www.cboe.org/publish/regcir/rg11-117.pdf
https://www.cboe.org/publish/RegCir/RG10-105.pdf
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(New) Transactions Below $1 

CBOE announced a rule change, which extends a pilot procedure in Rule 6.54, 

Accommodation Liquidations (Cabinet Trades), that allows trades to take place in 

open outcry at a price of at least $0 but less than $1 through June 29, 2012.  

 CBOE Regulatory Circular RG12-008 (January 2012)  

REGISTRATION AND DISCLOSURE 

(New) FINRA Revises the Series 7, 17, 37 and 38 Examinations 

Programs  

FINRA periodically reviews the content of qualification examinations to 

determine whether revisions are necessary or appropriate in view of changes—

including laws, and rules and regulations—pertaining to the subject matter 

covered by the examinations. Based on these reviews, FINRA has revised the 

Series 7, 17, 37 and 38 examination programs.  

 FINRA Regulatory Notice 11-45 (September 2011): FINRA Revises 

the Series 7, 17, 37 and 38 Examination Programs. 

Operations Professional Registration Category  

On June 16, 2011, the SEC approved FINRA Rule 1230(b)(6), which establishes 

a new registration category and qualification examination for certain operations 

personnel (Operations Professionals). In addition, amendments to the continuing 

education rule (FINRA Rule 1250) expand the scope of “covered registered 

persons” to require Operations Professionals to be subject to both Regulatory and 

Firm Element programs. Both rules became effective on October 17, 2011. 

 FINRA Regulatory Notice 11-33 (July 2011): SEC Approves 

Operations Professional Registration Category and Consolidated FINRA 

Continuing Education Rule 

 FINRA Regulatory Notice 11-42 (September 2011): Operations 

Professional Qualification Examination, Examination Fee and Initial 

Rollout Period 

A set of Qualifications FAQs is available on the FINRA website that provides 

specific guidance regarding the Operations Professional registration category and 

http://www.cboe.com/framed/PDFframed.aspx?content=/publish/RegCir/RG12-008.pdf&section=SEC_ABOUT_CBOE&title=CBOE%20-%20CBOE
http://www.finra.org/Industry/Regulation/Notices/2011/P124540
http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p123960.pdf
http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p124456.pdf
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the implementation of the new rules.  In addition, a three-part podcast series on 

Operations Professionals is available on the FINRA website. 

 Qualifications FAQ -  Operations Professional 

 FINRA Podcast - Operations Professional Registration Category – Part 1 

Listen Now/Download | 7 min. 52 sec 

 FINRA Podcast - Operations Professional Registration Category – Part 2  

Listen Now/Download | 7 min. 48 sec 

 FINRA Podcast - Operations Professional Registration Category – Part 3  

Listen Now/Download | 8 min. 46 sec 

(Updated) Extension of Registration and Qualification 

Examination Deadline and Additional Information Regarding the 

Waiver Process   

CBOE announced on June 28, 2011, that three new registration categories had 

become available in WebCRD to CBOE and CBSX TPHs. These registration 

categories were made available to TPHs in conjunction with recent changes to 

CBOE Rule 3.6A and other CBOE and CBSX rules regarding registration and 

qualification requirements. CBOE reminded firms that the deadline was extended 

to November 5, 2011, to comply with these registration and qualification 

requirements, subject to a limited extension that permits an individual that failed a 

required examination prior to November 5, 2011, an additional 30 days to retake 

the examination following the date that WebCRD permits the individual to 

reschedule the appropriate qualification examination.   

 CBOE Regulatory Circular RG11-137 (November 2011) 

 CBOE Regulatory Circular RG11-131 (November 2011) 

 CBOE Regulatory Circular RG11- 077 (June 2011)  

BrokerCheck
® 

 

In July 2010, the SEC approved amendments to FINRA Rule 8312 to be 

implemented in phases. On August 23, 2010, the amendments: 

 

http://www.finra.org/Industry/Compliance/Registration/QualificationsExams/P124607
http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/OtherFINRARules/P124705
http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/OtherFINRARules/P124809
http://www.finra.org/Industry/Education/OnlineLearning/Podcasts/OtherFINRARules/P125072
https://www.cboe.org/publish/regcir/rg11-137.pdf
https://www.cboe.org/publish/regcir/rg11-131.pdf
http://www.cboe.com/framed/PDFframed.aspx?content=/publish/RegCir/RG11-077.pdf&section=SEC_ABOUT_CBOE&title=CBOE%20-%20CBOE
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 made publicly available in BrokerCheck all historic customer complaints 

that became non-reportable after the implementation of WebCRD in 

1999; and 

 codified FINRA’s current process for disputing the accuracy of (or 

updating) information disclosed through BrokerCheck. 

 

Effective November 6, 2010, the amendments: 

 

 expanded the BrokerCheck disclosure period for former associated 

persons of a member firm to 10 years from two years; and 

 permanently made publicly available in BrokerCheck certain information 

about former associated persons of a firm if any of the following applies, 

as reported to the CRD system on a uniform registration form: (i) the 

person was convicted of or pled guilty or nolo contendere to a crime; (ii) 

the person was the subject of a civil injunction in connection with 

investment-related activity or a civil court finding or involvement in a 

violation of any investment-related statute or regulation; or (iii) the 

person was named as a respondent or defendant in an investment-related, 

consumer-initiated arbitration or civil litigation, which alleged that the 

person was involved in a sales practice violation and which resulted in an 

arbitration award or civil judgment against the person. 

 FINRA Regulatory Notice 10-34 (July 2010): SEC Approves Changes to 

Expand the Information Released Through BrokerCheck and Establish a 

Process to Dispute (or Update) Information Disclosed Through 

BrokerCheck.  

FINRA reminded member firms of changes to BrokerCheck it implemented on 

August 23, 2010, and the steps firms and individuals could take with respect to 

the changes prior to implementation. 

 FINRA Information Notice 8/3/2010: FINRA Reminds Firms of 

Upcoming Changes to BrokerCheck 

Forms U4 and U5 

FINRA reminded firms about their obligation to provide timely, complete and 

accurate disclosure on Form U5.   

 FINRA Regulatory Notice 10-39 (September 2010): Obligation to 

Provide Timely, Complete and Accurate Information on Form U5  

http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p121765.pdf
http://www.finra.org/Industry/Regulation/Notices/2010/P121848
http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p122040.pdf
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FINRA offers a webcast that explains the process for submitting Form U4 and 

Form U5 filings. 

 What to Expect: The U4 and U5 Filing Process 

SALES PRACTICE AND SUPERVISION 

(New) Supervision of Complex Products 

FINRA published guidance to firms about the supervision of complex products, 

which may include a security or investment strategy with novel, complicated or 

intricate derivative-like features, such as structured notes, inverse or leveraged 

exchanged-traded funds, hedge funds and securitized products, such as asset-

backed securities.  

 FINRA Regulatory Notice 12-03 (January 2012): FINRA Provides 

Guidance on Heightened Supervision of Complex Products 

 (New) Supervision of Registered Persons Using Senior 

Designations 

FINRA reminded firms of their supervisory obligations regarding their registered 

persons’ use of senior designations. Firms are encouraged to adopt practices to 

strengthen their own supervisory procedures, as appropriate to their business. 

 FINRA Regulatory Notice 11-52 (November 2011): FINRA Reminds 

Firms of Their Obligations Regarding the Supervision of Registered 

Persons Using Senior Designations. 

 FINRA Regulatory Notice 07-43 (September 2007):  FINRA Reminds 

Firms of Their Obligations Relating to Senior Investors and Highlights 

Industry Practices to Serve these Customers 

 FINRA Investor Information: Understanding Professional Designations 

 NASAA Model Custody Rule Q&A: Use of Senior-Specific 

Certifications and Professional Designations (March 2008) 

Know-Your-Customer and Suitability Obligations 

FINRA’s new rules governing know-your-customer requirements (FINRA Rule 

2090) and suitability obligations (FINRA Rule 2111) are effective on July 9, 

2012. Although the new rules are based on the core obligations of the NASD and 

http://www.finra.org/web/groups/industry/@ip/@edu/documents/education/p018907.pdf
http://www.finra.org/Industry/Regulation/Notices/2012/P125398
http://www.finra.org/Industry/Regulation/Notices/2011/P125092
http://www.finra.org/Industry/Regulation/Notices/2007/P036815
http://apps.finra.org/datadirectory/1/prodesignations.aspx
http://www.nasaa.org/industry-resources/investment-advisers/nasaa-model-custody-rule-qa/
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NYSE rules that they replace, the new rules include some modified and new 

requirements. The suitability rule, for instance, now explicitly applies to 

recommendations of investment strategies, including recommendations to hold 

securities. The new rule also codifies the three main suitability obligations: 

reasonable-basis, customer-specific, and quantitative suitability. Furthermore, the 

new rule adds to the explicit list of customer-specific factors that firms generally 

must attempt to obtain and analyze when making recommendations. The new 

rule, moreover, makes important changes to the institutional-customer exemption 

to customer-specific suitability. These changes and FINRA’s discussion of risk-

based approaches to evidencing compliance with the suitability rule are discussed 

in the Notices referenced below. In addition, FINRA updated its new account 

application template to reflect changes to the rules. 

 FINRA Regulatory Notice 11-25 (February 2011): New Implementation 

Date for and Additional Guidance on the Consolidated FINRA Rules 

Governing Know-Your-Customer and Suitability Obligations  

 FINRA Regulatory Notice 11-02 (January 2011): SEC Approves 

Consolidated FINRA Rules Governing Know-Your-Customer and 

Suitability Obligations 

 Account Application Template: Revised New Account Application 

Template 

Outside Business Activities 

FINRA Rule 3270 requires registered persons to notify their firms, in writing, 

prior to engaging in outside business activities. The rule requires that firms review 

the notice provided and consider if the proposed activity will interfere with or 

otherwise compromise a registered person’s responsibilities to the firm or its 

customers, or be viewed by customers or the public as part of the firm’s business 

based upon the nature of the proposed activity, and the manner in which it will be 

offered. Based on the review of a proposed outside business activity, firms must 

evaluate whether to impose specific conditions or limitations on an activity, or 

prohibit it altogether. 

 

The effective date of FINRA Rule 3270 (Outside Business Activities of 

Registered Persons) was December 15, 2010. However, for registered persons 

who were actively engaged in an outside business activity prior to December 15, 

2010, firms had until June 15, 2011, to review such pre-existing activities under 

the standards set forth in FINRA Rule 3270, including the requirement that firms 

keep a record of their compliance with such standards. 

http://www.finra.org/Industry/Regulation/Notices/2011/P123702
http://www.finra.org/Industry/Regulation/Notices/2011/P122778
http://www.finra.org/industry/tools/p117268
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 FINRA Regulatory Notice 10-49 (October 2010): FINRA Reminds 

Firms of their Obligation to Monitor Outside Business Activities of 

Registered Persons Under Rule 3270.  

Reporting Requirements Under Rule 4530 

FINRA Rule 4530 requires member firms to report certain events to FINRA, 

including quarterly statistical information regarding written customer complaints, 

and to file certain documents. The rule, which became effective on July 1, 2011, 

is based in large part on former NASD Rule 3070, taking into account certain 

requirements under former Incorporated NYSE Rule 351. The rule applies to all 

FINRA firms and has several new requirements, including a requirement to report 

to FINRA within 30 calendar days after a member firm has concluded, or 

reasonably should have concluded, on its own that the firm or an associated 

person of the firm has engaged in certain violative conduct.  

 FINRA Regulatory Notice 11-06 (February 2011): SEC Approves 

Consolidated FINRA Rule Governing Reporting Requirements  

 FINRA Regulatory Notice 11-10 (March 2011): FINRA Reminds Firms 

of Their Obligation to Electronically Report Specified Events and 

Quarterly Customer Complain Information and Provides Additional 

Guidance on Automated Reporting Under FINRA Rule 4530  

 FINRA Regulatory Notice 11-32 (July 2011): FINRA Provides 

Additional Guidance Regarding Reporting Requirements Under Rule 4530 

Sales Practice and Supervision—Annual Reporting  

TPHs and TPHOs that are approved to conduct business with non-member 

customers are reminded that CBOE Rule 9.8(g) requires that each TPH and 

TPHO submit to the Exchange a written report by April 1st of each year detailing 

the TPHO’s supervision and compliance effort, including its options compliance 

program, during the preceding year as well as reporting on the adequacy of the 

TPHO’s ongoing compliance processes and procedures. 

 CBOE Regulatory Circular RG12-005 (January 2012) 

http://www.finra.org/Industry/Regulation/Notices/2010/P122271
http://www.finra.org/Industry/Regulation/Notices/2011/P122889
http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p123259.pdf
http://www.finra.org/Industry/Regulation/Notices/2011/P123930
https://www.cboe.org/publish/RegCir/RG11-011.pdf
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TRADING PRACTICES AND SUPERVISION 

Clearly Erroneous Trades 

The FINRA Rule 11890 Series, governing clearly erroneous transactions, was 

adopted as part of a marketwide effort by multiple SROs to provide transparency 

and finality with respect to clearly erroneous executions. Among other things, the 

rule series includes a general rule defining "clearly erroneous" transactions, 

separate provisions for the determination of clearly erroneous transactions 

depending upon whether the transaction involves an exchange-listed security or 

an over-the-counter equity security, and procedures for appealing certain FINRA 

clearly erroneous determinations. In addition, the rule series codifies minimum 

numerical criteria necessary for a transaction to qualify as clearly erroneous. 

 

Effective September 10, 2010, FINRA amended Rule 11892 to refine and clarify 

the process for making clearly erroneous determinations for over-the-counter 

transactions in exchange-listed securities, including events involving trading 

pauses and multiple stocks. The amendments to Rule 11892 also, among other 

things, reduced FINRA’s ability to deviate from the objective standards set forth 

in the rule. 

 FINRA Regulatory Notice 10-43 (September 2010): Amendments to 

FINRA Rules on Trading Pauses Due to Extraordinary Market Volatility 

and Clearly Erroneous Transactions in Exchange-Listed Securities  

Risk Management Controls and Market Access 

Exchange Act Rule 15c3-5, adopted by the SEC on November 3, 2010, requires a 

broker-dealer with access to trading securities directly on an exchange or 

alternative trading system (ATS), including those providing sponsored or direct 

market access to customers or other persons, and broker-dealer operators of an 

ATS that provide access to trading securities directly on their ATS to a person 

other than a broker or dealer, to establish, document, and maintain a system of 

risk-management controls and supervisory procedures that, among other things,  

help prevent the entry of erroneous orders, ensure compliance with regulatory 

requirements, and enforce pre-set credit or capital thresholds. The rule also 

requires that the controls and procedures be tested at least annually. Firms were 

required to comply with most provisions of Rule 15c3-5 beginning on July 14, 

2011; however, the SEC extended the compliance date to November 30, 2011, for 

all of the requirements of Rule 15c3-5 for fixed income securities and the 

requirements regarding pre-set credit or capital thresholds for all securities.  

http://www.finra.org/Industry/Regulation/Notices/2010/P122122
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 SEC Adopts New Rule Preventing Unfiltered Market Access 

 SEC Limited Extension of Compliance Date for Certain 

Requirements 

 CBOE Regulatory Circular RG 11-085/C2 Regulatory Circular 

RG11-009: New SEC Rule 15c3-5 Risk Management Controls for 

Brokers or Dealers with Market Access Limited Extension of Compliance 

Date 

 NYSE Information Memo 11-24:  SEC Rule 15c3-5 Governing 

Supervision of Market Access: Additional Limited Extension of 

Compliance Date for Certain Requirements Applicable to Floor Brokers 

TRANSACTION REPORTING AND DATA DISSEMINATION 

(New) Exceptions Under the Trade Reporting Rules 

Amendments to FINRA trade reporting rules clarify that for purposes of the 

exception from trade reporting requirements for transactions that are part of a 

distribution of securities, “distribution” has the meaning set forth under SEC 

Regulation M. Effective November 1, 2011, firms that rely on the exception for 

transactions that are part of an unregistered secondary distribution must provide 

FINRA notice and information relating to the transactions. Additional 

amendments clarify that transfers of securities for the purpose of creating or 

redeeming instruments such as American Depositary Receipts and exchange-

traded funds are expressly excluded from the trade reporting requirements. 

 FINRA Regulatory Notice 11-40 (August 2011): SEC Approves 

Amendments Clarifying Certain Exceptions Under Trade Reporting Rules 

and Adopting Notice Requirement for Transactions that are part of an 

Unregistered Secondary Offering Distribution. 

(Updated) Trade Reporting and Compliance Engine (TRACE)  

Effective May 16, 2011, the definition of TRACE-Eligible Security was expanded 

to include asset-backed securities (ABS), and firms trading ABS must report their 

transactions to TRACE. ABS is broadly defined in FINRA Rule 6710(m), and 

included among the many types of securities are mortgage-backed securities and 

collateralized debt obligations. 

 

In November, 2011, the SEC approved amendments to FINRA Rule 6730 

regarding member firms’ reporting obligations when reporting transactions in 

http://www.sec.gov/news/press/2010/2010-210.htm
http://www.sec.gov/rules/final/2011/34-64748.pdf
http://www.sec.gov/rules/final/2011/34-64748.pdf
http://www.cboe.com/framed/PDFframed.aspx?content=/publish/RegCir/RG11-085.pdf&section=SEC_ABOUT_CBOE&title=CBOE%20-%20CBOE
http://www.cboe.com/framed/PDFframed.aspx?content=/publish/RegCir/RG11-085.pdf&section=SEC_ABOUT_CBOE&title=CBOE%20-%20CBOE
http://www.nyse.com/nysenotices/nyse/information-memos/detail?memo_id=11-24
http://www.finra.org/Industry/Regulation/Notices/2011/P123964
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TRACE-eligible securities other than ABS.  FINRA amended the reporting 

requirements in connection with the consolidation of all TRACE-eligible 

securities transaction processing and data management on a single technology 

platform, the multi-product platform (MPP). 

 FINRA Regulatory Notice 11-53 (November 2011): SEC Approves 

Amendments to TRACE Reporting Requirements to Conform With 

Requirements in the Multi Product Platform. 

 FINRA Regulatory Notice 11-20 (May 2011): SEC Approves 

Amendments to Transaction Reporting and Trading Activity Fee Rules 

Related to the Reporting of Asset-Backed Securities. 

Order Audit Trail System (OATS)  

On October 17, 2011, FINRA began expanding the order recording and reporting 

obligations in the OATS rules to include orders in all NMS stocks, in addition to 

OTC equity securities. The process concluded on November 28, 2011, and the 

OATS recording and reporting obligations now apply to NMS stocks and OTC 

equity securities, as defined in FINRA Rule 7410. 

On December 23, 2011, FINRA published an updated edition of the OATS 

Reporting Technical Specifications that details the reporting changes and is 

available on FINRA’s website at www.finra.org/oats. 

 FINRA Regulatory Notice 11-03 (January 2011):  FINRA Expands the 

Order Audit Trail System to All NMS Stocks  

 OATS Announcements: FINRA Delays the Expansion of OATS to All 

NMS Stocks Until October 17, 2011 

On December 21, 2011, the SEC approved amendments to the OATS rules 

requiring the use of information barrier identification in certain circumstances, 

extending the requirement of the Customer Instruction Flag to all limit orders, and 

codifying the reporting deadline of 8:00 a.m., Eastern Time. The effective date for 

these new requirements is April 16, 2012. 

 OATS Report: SEC Approves Proposed Rule Filing SR-FINRA-2011-

063 Related to Information Barrier ID, Customer Instruction Flag and the 

OATS Reporting Deadline 

http://www.finra.org/Industry/Regulation/Notices/2011/P125155
http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p123565.pdf
http://www.finra.org/oats
http://www.finra.org/Industry/Regulation/Notices/2011/P122786
http://www.finra.org/Industry/Compliance/MarketTransparency/OATS/Announcements/
http://www.finra.org/Industry/Compliance/MarketTransparency/OATS/OATSReport/P125612
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Customer Confirmations 

Generally, FINRA Rule 2232 requires that customer confirmations must conform 

to the requirements of Exchange Act Rule 10b-10 (the SEC’s rule on 

confirmations of transactions). FINRA Rule 2232 also addresses disclosure 

requirements as to the settlement date of transactions and transactions in callable 

equity securities. The effective date of FINRA Rule 2232 was June 17, 2011.  

 FINRA Regulatory Notice 10-62 (December 2010): SEC Approval and 

Effective Date for New Consolidated FINRA Rule  

Trading Pause Pilot  

Beginning August 8, 2011, the trading pause pilot rule was expanded beyond the 

securities in the S&P 500 Index, the Russell 1000 Index and a list of selected 

exchanged-traded products (ETPs) to include all National Market System (NMS) 

stocks. This is an expansion of the original pilot program to halt trading in 

individual securities where the primary listing market has issued a trading pause 

due to extraordinary volatility. On November 21, 2011, the trading pause pilot 

rule was amended to exclude all rights and warrants from the pilot. Most recently, 

on January 24, 2012, the period of operation of the trading pause pilot was 

extended until July 31, 2012. 

 FINRA Regulatory Notice 11-37 (July 2011): Trading Pause Rule 

Expanded to All NMS Stocks (Effective Date: August 8, 2011) 

 FINRA Regulatory Notice 10-30 (June 2010): SEC Approves 

Amendments Permitting FINRA to Halt Trading by Firms Otherwise Than 

on an Exchange Where a Primary Listing Market Has Issued a Trading 

Pause Due to Extraordinary Market Volatility   

 FINRA Regulatory Notice 10-43 (September 2010): Amendments to 

FINRA Rules on Trading Pauses Due to Extraordinary Market Volatility 

and Clearly Erroneous Transactions in Exchange-Listed Securities  

 

http://www.finra.org/Industry/Regulation/Notices/2010/P122639
http://www.finra.org/Industry/Regulation/Notices/2011/P124098
http://www.finra.org/Industry/Regulation/Notices/2010/P121634
http://www.finra.org/Industry/Regulation/Notices/2010/P122122
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Effective October 18, 2010, firms must use the weighted-average price/special 

pricing formula (W) trade modifier on trade reports submitted to the Alternative 

Display Facility or a Trade Reporting Facility reflecting the following types of 

trades: qualified contingent trades, error correction and print protection. Because 

these transactions are not necessarily based on the current market price of the 

security when reported, FINRA believes that they are not appropriate triggers for 

a trading pause and should be marked with the “W” trade modifier. 

 FINRA Trade Reporting Notice 8/19/10: Weighted-Average 

Price/Special Pricing Formula Trade Modifier 

FINRA issued a Trade Reporting Notice to explain the price validation protocol 

of the FINRA trade reporting facilities and to set forth new guidance on the use of 

the price override indicator in trade reports. Firms were required to make systems 

changes necessary to report in accordance with the Notice no later than November 

16, 2010. 

 FINRA Trade Reporting Notice 9/17/10:  Price Validation and Price-

Override Protocol 

More Information and Resources: 

For more information you may visit the cecouncil.com website and/or contact CE 

Council member Organizations: 

 

Regulatory Organization Website  

Chicago Board Options Exchange www.cboe.com 

FINRA www.finra.org 

Municipal Securities Rulemaking Board www.msrb.org 

North American Securities Administrators 

Association 
www.nasaa.org 

U.S. Securities and Exchange Commission www.sec.gov 

 

http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p121938.pdf
http://www.finra.org/Industry/Regulation/Notices/2010/P122105
http://www.cecouncil.com/
http://www.cboe./
http://www.finra.org/
http://www.msrb.org/
http://www.nasaa.org/
http://www.sec.gov/
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