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Index

A
ACAT (Automated Client Account 

Transfer), 180
Accounts. See also specifi c types

corporate, 174
discretionary, 175–176
foreign, 236–237
individual, 172
joint, 172
joint tenants in common (JTIC), 

173
joint tenants with rights of 

survivorship (JTWROS), 173
numbered, 180
option, 180–181
revocable trust, 174
third party, 176–177
transfer on death (TOD), 173
trust, 174–175
Uniform Gift  to Minors (UGMA), 

177–179
U.S., 236

Accumulation units, 136
“Th e Act,” 239
Additional off erings, 25
Adjustment bonds, 43–44
ADRs (American depositary 

receipts), 23
ADSs (American depositary shares), 

23
Advertising, 226–227
Agency issues, 63
Agents:

registration of, 217–218
transfer, 9, 101

Agreements:
credit, 181
customer, 170
fi xed repurchase, 72
hypothecation, 181
open repurchase, 72
repurchase, 72
reverse repurchase, 72

AIR (assumed interest rate), 
138–139, 144

Allegations, resolution of, 232
Alpha, 200–201
Alternative minimum tax (AMT), 

206
American depositary receipts 

(ADRs), 23
American depositary shares (ADSs), 

23
AMT (alternative minimum tax), 

206
Annual compliance review, 237
Annual privacy notices, 182
Annuitization, of the contract, 139
Annuities, 131–141

accumulation units, 136
as allowable IRA investments, 

155
annuitizing the contract, 139
annuity units, 136
assumed interest rate, 138–139
bonus, 133–134
charges for, 140–141
combination, 133
equity indexed, 134–135
expenses and guarantees of, 140

factors aff ecting payment size of, 
138

fi xed, 132
payout options of, 136–137
pretest, 147–149
purchase options for, 135
taxation of, 139
variable, 132–133
withdrawals from, 139

Annuity units, 136
Arbitration process, 233–234
Art, as nonallowable IRA 

investments, 155
Assets, distribution of, 13
Asset allocation funds, 106
Associated persons, 217–218
Assumed interest rate (AIR), 

138–139, 144
Authorized stock, 3
Automated Client Account Transfer 

(ACAT), 180
Average cost, 120, 203
Award(s):

under arbitration, 234
of issue, 26

B
Backdating of letter of intent, 114
Back-end loads, 110–111
Balanced funds, 105–106
Balloon maturity, of bonds, 42
Bankers’ acceptances (BAs), 72
Bank of the Cooperatives, 65
BAs (bankers’ acceptances), 72
Bearer bonds, 36
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Bearish investors, 21
Benefi ciaries, of retirement plans, 

164
Best eff orts underwriting, 25
Beta, 201
Blanket recommendations, 190–191
Blended funds, 106
Blind recruiting ads, 226
Blue-sky laws, 239
Board of directors, 99–100
Bond(s). See also specifi c types

adjustment, 43–44
as allowable IRA investments, 155
bearer, 36
calls for, 49
discount, 38
fi delity, 229
fully registered, 36
industrial development, 66
industrial revenue, 66
issued in book/journal entry, 

36–37
mortgage, 42
open market purchases of, 50
par value of, 38
premium, 38
prerefunding of, 49
principal-only registration, 36
puts for, 49
redemption of, 48
refunding of, 49
registered, 36
revenue, 66
as securities, 1
tender off ers for, 50
unsecured, 43
warrants attached to, 19

Bond certifi cates, 37
Bond funds, 106–108
Bond indenture, 47
Bond maturities, 41–42
Bond pricing, 37–38
Bond yields, 38–41
Bonus annuities, 133–134
Books, inspection of, 9–10
Book entry, 36–37
Book value, 4
Borrowing money, 194
Breakpoint sales, 114
Breakpoint schedule, 113

Broker, dealer vs., 29–30
Broker dealers:

employees of other, 179–180
in Nasdaq market, 29
websites of, 225–226

Broker loan rate, 75
Bullish investors, 21
Business continuity plan, 237
Buyer, 22

C
Call(s):

bearish vs. bullish, 21
for bonds, 49
equity securities, 20

Callable preferred stock, 15
Call risk, 200
Capital gains, from mutual funds, 

117–118
Capital losses, deduction of, 203
Capital risk, 199
Capping, 189
Cash, as dividends, 15–16
CDs (negotiable certifi cates of 

deposit), 72
CDSC (contingent diff ered sales 

charge), 110–111
Certifi cates:

bond, 37
collateral trust, 43
equipment trust, 42–43
negotiable certifi cates of deposit, 

72
Charges. See also Sales charge(s)

for annuities, 140–141
Charity, donation of securities to, 

205
Churning, 189
Claim:

junior, 11
residual, 10

Client’s information, 194
Closed-end indenture (bonds), 47
Closed-end mutual funds:

open-end vs., 95–96
sales charges for, 110

CMOs, see Collateralized mortgage 
obligations

Code of arbitration (FINRA), 
216–217, 233

Code of procedure (FINRA), 216
Coincident indicators, 82
Collateralized mortgage obligations 

(CMOs):
as debt securities, 50–52
interest-only, 51–52
planned amortization class, 52
principal-only, 51
private-label, 52
as securities, 2
targeted amortization class, 52

Collateral trust certifi cates, 43
Collectibles, 155
Combination annuities, 133
Combination funds, 105
Combination privileges, 115
Commercial paper, 72
Commissions, continuing, 221
Common stock:

authorized stock, 3
becoming as stockholder, 11–12
book value of, 4
corporate time line of, 2
CUSIP numbers of, 9
debt securities converted into, 

45–46
dividends from, 11
as equity securities, 2–12
as freely transferable, 8–9
income from, 10
inspection of books and records, 

9–10
issued stock, 3
issued with warrants, 19
junior claim on corporate assets, 

11
limited liability of stockholders, 8
market value of, 4
outstanding stock, 3
par value of, 4–5
payment date of, 12
preemptive rights, 5–6
reasons to purchase, 10
registrar of, 9
residual claim to assets, 10
rights of common stockholders, 

5–6
rights off erings, 6
risks of, 11
as securities, 1
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settlement date of, 12
stock splits of, 6–7
taxation of dividends from, 206
trade date of, 11
transfer agent of, 9
Treasury stock, 3–4
violation of purchase of, 12
voting, 7–8

Common stockholders:
becoming, 11–12
inspection of books and records 

by, 9–10
limited liability of, 8
rights of, 5–6
voting, 7–8

Communication(s):
correspondence, 225
institutional, 224–225
misleading, with public, 228
with public, 222–225
retail, 223–224
of retirement plans, under ERISA, 

164
Complaints:

customer, 195
industry rules and regulations 

for, 232
written, 195

Complex trust accounts, 174
Confi rmations, 2
Consumer price index (CPI), 87
Contingent diff ered sales charge 

(CDSC), 110–111
Continuing commissions, 221
Continuing education, 219–220
Contraction phase (GDP), 80
Contractual accumulation plans, 

122
Contributions:

to Keogh plans, 157–158
to simplifi ed employee pension 

IRAs, 154–155
to TDAs/TSAs, 159
to UGMA accounts, 178

Conversion privileges, 115–116
Convertible bonds, 44–45

issue of, 46
and stock splits, 46–47

Convertible preferred stock, 15
Corporate accounts, 174

Corporate assets, 11
Corporate bond(s), 35, 42–45

pricing of, 38
retirement of, 48–50

Corporate bond funds, 106
Corporate dividend exclusion, 206
Corporate money market 

instruments, 71–73
Corporate retirement plans, 160–162
Corporate securities, 24
Corporate time line, 2
Correspondence, 225
Cost base, of multiple purchases, 

119–120, 202–203
Coverdell IRAs, 156–158
CPI (consumer price index), 87
Credit agreements, 181
Credit risk, 200
CTRs (currency transaction 

reports), 235
Cumulative method (of voting), 8
Cumulative preferred stock, 14
Currency risks, 23
Currency transaction(s), 235
Currency transaction reports 

(CTRs), 235
Current yield:

of bonds, 39–40
of mutual funds, 193

CUSIP numbers, 9
Custodian(s):

death of, of UGMA accounts, 179
of UGMA accounts, 178

Custodian banks:
for investment companies, 

100–101
issue of American depositary 

receipts by, 23
Customer(s):

complaints by, 195
death of, 173–174
fair dealings with, 188–192
institutional, 192
knowledge of, 196–197

Customer accounts, 169–186
commingling customer’s pledged 

securities, 182
corporate, 174
and death of customer, 173–174
discretionary, 175–176

for employees of other broker 
dealers, 179–180

holding securities in, 171–172
individual, 172
joint, 172
joint tenants in common, 173
joint tenants with rights of 

survivorship, 173
mailing instructions, 172
margin, 181–182
numbered, 180
option, 180–181
partnership, 175
pretest, 183–186
Regulation S-P, 182
third party and fi duciary, 

176–177
trading authorization for, 175
transfer on death, 173
transfers of, 180
trust, 174–175
Uniform Gift  to Minors, 177–179
wrap, 182

Customer agreements, 170
Customer complaints, 195
Customer coverage, by SIPC, 

228–229
Customer recommendations, 

187–188, 192–193, 196–201
alpha in, 200–201
beta in, 201
to institutional customers, 

192
investment objectives, 197–199
knowledge of customer, 

196–197
mutual fund current yield, 193
of mutual funds, 192
of periodic payment plans, 193
pretest, 207–211
risk vs. reward in, 199–200

D
Dealer, broker vs., 29–30
Death:

of customer, 173–174
of minor or custodian of UGMA 

accounts, 179
Death benefi ts, 143–144
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Debt securities, 35–58
bond certifi cates, 37
bond indenture, 47
bond maturities, 41–42
bond pricing, 37–38
bond yields, 38–41
collateralized mortgage 

obligations, 50–52
conversion into common stock, 

45–46
convertible bonds and stock 

splits, 46–47
corporate bond pricing, 38
corporate bonds, 35, 42–45
exchange-traded notes, 53
issue of convertible bonds, 46
pretest, 55–58
ratings considerations, 47–48
retirement of corporate bonds, 

48–50
Trust Indenture Act of 1939, 47
types of, 36–37

Deceptive devices, 189–190
Declaration date, 17
Deduction, of capital losses, 203
Deferred compensation plans, 

160–161
Defi ned benefi ts retirement plans, 161
Defi ned contribution retirement 

plans, 161–162
Defl ation, 87
Delivery vs. payment (DVP), 172
Department of Enforcement, 233
Deposit, lump sum, 120–121
Depression, economic, 81
Designated market makers 

(DMMs), 28
Direct investment annuities, 133
Disbursement, of dividends, 19
Disciplinary action, 218
Discount bonds, 38, 40–41
Discount rate, 75, 84
Discretionary accounts, 175–176
Disintermediation, 85
Disputes, larger, 234
Distribution(s):

of assets, with preferred stock, 13
automatic reinvestment of, 115
of dividends, 16–18
from mutual funds, 117–118

of mutual funds, 101, 102
from TDAs/TSAs, 160

Diversifi ed mutual funds, 96–97
Dividends:

as cash, 15–16
from common stock, 11
declaration date of, 17
disbursement of, 19
distribution of, 16–18
ex-dividend date of, 17
payment date of, 17
preferred stock, 13
as property/products, 16
record date of, 17
sale of, 18, 191
as stock, 16
taxation of, 18

DMMs (designated market makers), 
28

Dollar-cost averaging, 121–122
DVP (delivery vs. payment), 172

E
Economic fundamentals, 79–91

consumer price index, 87
depression, 81
economic indicators, 81–83
economic policy, 83
fi scal policy, 86
gross domestic product, 79–81
infl ation/defl ation, 87
international money 

considerations, 88
pretest, 89–91
real GDP, 87
recession, 81
tools of Federal Reserve Board, 

83–86
Economic indicators, 81–83
Economic policy, 83
Educational IRAs, 156–158
EICs (equity indexed contracts), 134
Emergency withdrawals, 116
Employees, of other broker dealers, 

179–180
Employee Retirement Income 

Security Act of 1974 (ERISA), 
163–164

Employer contributions, 154

Employment, outside, 194–195
Equipment trust certifi cates, 42–43
Equity funds, 104
Equity income funds, 104–105
Equity indexed annuities, 134–135
Equity indexed contracts (EICs),

 134
Equity securities, 1–34

American depositary receipts, 23
American depositary shares, 23
award of issue, 26
broker vs. dealer, 29–30
bullish vs. bearish investors, 21
buyer vs. seller, 22
calls, 20
common stock, 2–12
currency risks of, 23
defi nition of, 1–2
exchanges, 28
exercise price of, 22
fourth market, 29
issue of corporate securities, 24
market makers for, 29
NASDAQ market, 28
option characteristics, 21–22
option outcomes, 22
options, 20
over the counter market, 28
preferred stock, 12–20
pretest, 31–34
puts, 20–21
real estate investment trusts, 

23–24
secreties markets, 26–27
selling groups, 26–27
as stock, 2
third market, 29
types of off erings, 25–26
underwriting commitments of, 

24–25
underwriting syndicate, 26

ERISA (Employee Retirement 
Income Security Act of 1974), 
163–164

Estate taxes, 205
ETFs, see Exchange-traded funds
ETNs (exchange-traded notes), 2, 53
Eurodollars, 74
Exchange(s), for equity securities, 28
Exchange privileges, 115–116
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Exchange-traded funds (ETFs):
as allowable IRA investments, 155
sales charges for, 110
as securities, 2

Exchange-traded notes (ETNs), 2, 53
Ex-dividend date:

of dividends, 17
and stock price, 17–18

Exemptions:
to registration, 221
to Telephone Consumer 

Protection Act of 1991, 231
Exercise:

as outcome of option, 22
as outcome of right, 6
as outcome of warrant, 20

Exercise price, 22
Expansion phase (GDP), 80
Expenses, of annuities, 140
Expense risk fees, 144
Expiration:

as outcome of option, 22
as outcome of right, 6
as outcome of warrant, 20

Extension of credit:
industry rules and regulations 

for, 215
regulated by Regulation T, 181

F
FACs (face-amount companies), 

94
Face-amount companies (FACs), 94
Fair dealings with customers, 

188–192
Fannie Mae, 64, 65
Federal Farm Credit System (FFCS), 

64–65
Federal fund loans, 72
Federal funds rate, 75
Federal Home Loan Mortgage 

Corporation (FHLMC), 64
Federal Housing Administration 

(FHA), 63
Federal Intermediate Credit Bank, 65
Federal Land Bank, 65
Federal National Mortgage 

Association (FNMA), 64
Federal Open Market Committee 

(FOMC), 84

Federal Reserve Board:
extension of credit regulated by, 

181, 215
tools of, 83–86

FFCS (Federal Farm Credit System), 
64–65

FHA (Federal Housing 
Administration), 63

FHLMC (Federal Home Loan 
Mortgage Corporation), 64

Fidelity bonds, 229
Fiduciary accounts, 176–177
FIFO (fi rst in, fi rst out), 119, 

202–203
FINRA membership, 217
FINRA Rule 2210, 223–225
Firewalls, 230
Firm commitment underwriting, 

24–25
Firm element, of continuing 

education, 219
First in, fi rst out (FIFO), 119, 

202–203
Fiscal policy, 86
501C3 organizations (nonprofi t/tax 

exempt), 159
529 plans, 157
Fixed annuities, 132

as nonsecurities, 2
variable vs., 134–135

Fixed dollar amount withdrawal 
plan, 124

Fixed percentage withdrawal plan, 
124

Fixed repurchase agreements, 72
Fixed share withdrawal plan, 124
Fixed time withdrawal plan, 124
FNMA (Federal National Mortgage 

Association), 64
FOMC (Federal Open Market 

Committee), 84
Foreign accounts, 236–237
Foreign securities, 206
Form 4789, 235
Form U-4, 218, 219
Form U-5, 218–219
45-day free look:

mutual funds, 123
variable life insurance, 145

401K plans, 162

403B institutions (public 
educational), 158–159

Fourth market, 29
Fraud, 190
Freddie Mac, 64, 65
Free services, 227
Front-end loads, 110, 123
Front running, 189
Full power of attorney, 176
Fully registered bonds, 36
Funds. See also Mutual funds, 

Exchange-traded funds
asset allocation, 106
balanced, 105–106
blended, 106
bond, 106–108
combination, 105
corporate bond, 106
equity, 104
equity income, 104–105
government bond, 107
growth and income, 105
index, 105
money market, 107–108
municipal bond, 107
sector, 105

Funding, of retirement plans, 164

G
Gains:

calculation of, for taxation, 202
from mutual funds, 118–119

GDP (gross domestic product), 
79–81

General obligation bonds (GOs), 65
Generic advertising, 226
Gift  rule, 194
Gift  taxes, 205
Ginnie Mae, 63–64
Globalization, 88
GNMA (Government National 

Mortgage Association), 
63–64

GOs (general obligation bonds), 
65

Government bond funds, 107
Government money market 

instruments, 73
Government National Mortgage 

Association (GNMA), 63–64
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Government securities, 59–65
agency issues, 63
Federal Farm Credit System, 

64–65
Federal Home Loan Mortgage 

Corporation, 64
Federal National Mortgage 

Association, 64
Government National Mortgage 

Association, 63–64
pretest, 69–70
Series EE bonds, 59
Series HH bonds, 60
Treasury bills, 60–61
Treasury bonds, 61–62
Treasury infl ation-protected 

securities, 63
Treasury notes, 61–62
Treasury receipts, 62
Treasury STRIPS, 62

Gross domestic product (GDP), 
79–81

Growth, as investment objective, 
197

Growth and income funds, 105
Guarantees:

of annuities, 140
and fair dealings with customers, 

192
Guaranteed bonds, 44

H
Holding securities, 171–172
Hold in street name, 171
Hypothecation agreements, 181

I
Income:

from common stock, 10
from interest, 204
as investment objective, 197

Income bonds, 43–44
Index funds, 105
Indirect investment annuities, 133
Individual accounts, 172
Individual retirement accounts 

(IRAs), 152
Coverdell, 156–158
death of owners of, 156
educational, 156–158

investments in, 155
municipal bonds in, 155
as nonsecurities, 1
rollover vs. transfer of, 155–156
Roth, 153
simplifi ed employee pension, 

154–156
traditional, 152–153

Individual retirement plans, 151–152
Industrial development bonds, 66
Industrial revenue bonds, 66
Infl ation, 87
Information:

of client, 194
inside, 229–230
of investors, 195
of issuers, 193
material, 229
nonpublic, 229
nonpublic material, 229
required for customer accounts, 

169–170
required for foreign accounts, 

236–237
required for U.S. accounts, 236

Inherited securities, 204–205
Initial privacy notices, 182
Initial public off erings (IPOs), 19, 25
Inside information, 229–230
Insiders, 229–230
Insider Trading and Securities 

Fraud Enforcement Act of 
1988, 229–230

INSTINET, 29
Institutional communication, 

224–225
Institutional customers, 192
Insurance, life, see Life insurance
Interest income, 204
Interest-only CMOs, 51–52
Interest rates:

and collateralized mortgage 
obligations, 50–51

and money market, 74–75
and preferred stock, 14

International money considerations, 
88

International money market 
instruments, 74

Investment(s):

in IRAs, 155
taxation of, 201

Investment advisers, 100
Investment companies:

components of, 99–101
philosophy of, 93–94
registration of, 97–99
types of, 94–95

Investment management fees:
annuities, 140–141
life insurance, 144

Investment objectives:
and customer recommendations, 

197–199
of mutual funds, 104–106

Investor(s):
bearish vs. bullish, 21
information from, 195

IPOs (initial public off erings), 19, 
25

IRAs, see Individual retirement 
accounts

Irrevocable trust accounts, 174
Issue(s):

agency, 63
of American depositary receipts, 

23
award of, 26
of bonds in book/journal entry, 

36–37
of common stock, 3
of common stock with warrants, 

19
of convertible bonds, 46
of corporate securities, 24
of equity securities, 26
of municipal bonds, 67
series, of bonds, 42

Issued stock, 3
Issuers, information from, 193

J
Joint accounts, 172
Joint tenants in common (JTIC), 173
Joint tenants with rights of 

survivorship (JTWROS), 173
Joint with last survivor payout 

option, 137
Journal entry, 36–37
Junior claim, on corporate assets, 11
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K
Keogh plans (HR-10), 157–158

L
Lagging indicators, 82–83
Last in, fi rst out (LIFO), 139
Layering process (money 

laundering), 236
Leading indicators, 82
Legal list, 176
Legislative risk, 200
Lending money, 194
Letter of intent, 113–114
Liability, limited, 8
Life insurance, 141–145

assumed interest rate, 144
death benefi ts of, 143–144
premiums, 143–144
universal life, 142
universal/variable life, 142–143
variable life, 142, 145
variable/universal life, 142–143
whole life, 141–142

Life only/straight life payout option, 
137

Life with period certain payout 
option, 137

LIFO (last in, fi rst out), 139
Limited liability, of common 

stockholders, 8
Limited partnerships, 155
Limited power of attorney, 

175–176
Liquidity, as investment objective, 

198
Liquidity risk, 200
Loan consents, 181–182
Loss(es):

calculation of, for taxation, 202
deduction of capital, 203
from mutual funds, 118–119

Lump sum deposit, 120–121

M
M1 (money supply), 85
M2 (money supply), 85
M3 (money supply), 85
Mailing instructions, 172
Maloney Act of 1938, 215
Management fee, 26–27

Management investment 
companies, 95

Manipulative devices, 189–190
Margin accounts:

as customer accounts, 181–182
as nonallowable IRA investments, 

155
Market(s):

fourth, 29
money, see Money market
NASDAQ, 28
over the counter, 28
secondary, 19
securities, 26–27
third, 29

Market makers, 29
Market risk, 199
Market value, 4
Material facts, omitting, 191–192
Material information, 229
Maturity:

balloon, 42
serial, 41
term, 41
yields to, 40–41

Mediation, 234–235
Military duty, 219
Minor rule violations (MRVs), 

232–233
Minors, death of, 179
Misleading communication with 

public, 228
Misrepresentations, 191
Money:

lending and borrowing, 194
Money laundering, 235–236
Money market, 71–78

corporate money market 
instruments, 71–73

government money market 
instruments, 73

and interest rates, 74–75
international money market 

instruments, 74
money market instruments, 71
municipal money market 

instruments, 74
pretest, 77–78

Money market funds, 107–108
Money market instruments, 71

corporate, 71–73
government, 73
international, 74
municipal, 74

Money supply, 85
Moody’s, 48
Moral suasion, 86
Mortality expense risk fee 

(annuities), 140
Mortality risk fee (life insurance), 

143–144
Mortgage bonds, 42
MRVs (minor rule violations), 

232–233
Municipal bond funds, 107
Municipal bonds, 65–68

capital gains from, 68
insurance for, 66–67
in IRAs, 155
issued in resident state, 67
legal opinions attached to, 66
taxation of, 66
tax equivalent yield of, 67
triple tax-free, 68
types of, 65–66

Municipal money market 
instruments, 74

Mutual funds, 93–129
as allowable IRA investments, 155
automatic reinvestment of 

distributions, 115
bond funds, 106–108
breakpoint sales, 114
breakpoint schedule, 113
calculation of gains and losses 

from, 118–119
calculation of sales charge 

percentage, 111–112
capital gains from, 117–118
and changes in NAV, 109
characteristics of open-end, 

103–104
combination privileges, 115
conversion/exchange privileges, 

115–116
cost base of multiple purchases, 

119–120
customer recommendations of, 

192
distribution of, 101, 102
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Municipal bonds (continued)
diversifi ed vs. nondiversifi ed, 

96–97
emergency withdrawal from, 116
45-day free look, 123
investment company 

components, 99–101
investment company philosophy, 

93–94
investment company registration, 

97–99
investment objectives of, 104–106
letter of intent, 113–114
open-end vs. closed-end, 95–96
pretest, 125–128
prospectuses for, 102–103
public off ering price of, 112
purchasing shares of, 120–122
right of accumulation, 114–115
sales charge reductions, 112–113
sales charges for, 109–111, 123
as securities, 1
selling group members, 101
taxation of, 116–117
taxation of dividends from, 206
types of, 106
types of investment companies, 

94–95
valuation of shares, 108
variable annuities vs., 141
withdrawal plans for, 123–124

N
NAC (National Adjudicatory 

Counsel), 233
NASD (National Association of 

Securities Dealers), 215–217
NASDAQ market, 28
National Adjudicatory Counsel 

(NAC), 233
National Association of Securities 

Dealers (NASD), 215–217
NAV (net asset value), 101, 109
Negotiable certifi cates of deposit 

(CDs), 72
Net asset value (NAV), 101, 109
Net capital requirement, of SIPC, 

228
New account card, 170
New issue off erings, 25

New York Stock Exchange (NYSE), 
28

No-load mutual fund shares, 102
Nominal yield, 39
Noncumulative preferred stock, 14
Nondiversifi ed mutual funds, 96–97
Nonprofi t organizations (501C3), 

159
Nonpublic information, 229
Nonpublic material information, 

229
Nonqualifi ed corporate retirement 

plans, 160
Nonqualifi ed retirement plans, 151
Nonsytematic risk, 199
Nonvoting, preferred stock as, 13
Numbered accounts, 180
NYSE (New York Stock Exchange), 

28

O
OCC (Options Clearing 

Corporation), 21
OFAC list, 236
Off ers, tender, 50
Off erings, 25–26

additional, 25
new issue, 25
primary, 25–26
secondary, 25–26
subsequent primary, 25

Offi  ce of Foreign Assets Control, 
236

Offi  ce of supervisory jurisdiction 
(OSJ), 237

Omission of material facts, 191–192
Open-end indenture (bonds), 47
Open-end mutual funds:

characteristics of, 103–104
closed-end vs., 95–96
sales charges for, 109

Open market purchases, 50
Open repurchase agreements, 72
Operating expense risk fee 

(annuities), 140
Option(s):

characteristics of, 21–22
as equity securities, 20
outcomes of, 22
as securities, 2

Option accounts, 180–181
Options Clearing Corporation 

(OCC), 21
OSJ (offi  ce of supervisory 

jurisdiction), 237
Outside employment, 194–195
Outstanding stock, 3
Over the counter market, 28

P
PAC (planned amortization class) 

CMOs, 52
Painting the tape, 190
Parity price, 45–46
Participating preferred stock, 15
Participation:

in retirement plans, under ERISA, 
164

in simplifi ed employee pension 
IRAs, 154

Partnership accounts, 175
Par value:

of bonds, 38
of common stock, 4–5
of preferred stock, 13

Patriot Act, 235–236
Payment date:

of common stock, 12
of dividends, 17

Payout options, of annuities, 
136–137

Payroll deduction plans, 160
Peak phase (GDP), 80
Pegging, 189
Periodic-payment deferred 

annuities, 135
Periodic payment plans, 193
Perpetual nature, of preferred stock, 

13
Placement process (money 

laundering), 236
Planned amortization class (PAC) 

CMOs, 52
Pledged securities, 182
POP (public off ering price), 101, 112
Power of attorney, 175–176
Preemptive rights, 5–6
Preferred stock:

callable, 15
convertible, 15
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cumulative, 14
dividends, 13, 15–19
as equity securities, 12–20
features of, 13
and interest rates, 14
noncumulative, 14
as nonvoting, 13
participating, 15
par value of, 13
perpetual nature of, 13
as securities, 1
straight, 14
warrants, 19–20

Premiums, life insurance, 143–144
Premium bonds, 38, 40
Premium enhancement, 133
Prerefunding, of bonds, 49
Preservation of capital, as 

investment objective, 198
Price:

exercise, 22
parity, 45–46
public off ering price, 101, 112
of stocks, and ex-dividend date, 

17–18
Pricing:

bond, 37–38
of corporate bonds, 38
of Treasury bonds and notes, 

61–62
Primary off erings, 25–26
Prime rate, 75
Principal(s):

new accounts accepted by, 170
registered option and security 

futures principals, 180–181
role of, 231–232

Principal-only CMOs, 51
Principal-only registration bonds, 

36
Principal-protected notes (PPNs), 53
Privacy notices, 182
Private-label CMOs, 52
Private securities transactions, and 

professional conduct, 195
Privileges:

combination, 115
conversion, 115–116
exchange, 115–116

Products, as dividends, 16

Professional conduct, 188–195
borrowing/lending money, 194
client’s information, 194
customer complaints, 195
fair dealings with customers, 

188–192
gift  rule, 194
investor’s information, 195
issuer’s information, 193
and outside employment, 194–195
pretest, 207, 209–211
and private securities 

transactions, 195
Profi t sharing plans, 162
Progressive taxes, 201
Property, as dividends, 16
Prospectuses:

for mutual funds, 102–103
as nonsecurities, 2

Public:
communications with, 222–225
misleading communication with, 

228
Public Company Accounting 

Oversight Board, 237
Public Company Accounting 

Reform and Investor 
Protection Act of 2002, 237

Public educational institutions 
(403B), 158–159

Public off ering price (POP), 101, 112
Purchase(s):

of annuities, 135
of common stock, reasons for, 10
of mutual funds shares, 120–122
open market, 50
of Treasury bills, 60

Puts:
bearish vs. bullish, 21
for bonds, 49
equity securities, 20–21

Q
Qualifi ed retirement plans, 151, 

161–162

R
Rating agencies, 47–48
Ratings considerations, 47–48
Real estate, 155

Real estate investment trusts 
(REITs), 2, 23–24

Real GDP, 87
Receipt vs. payment (RVP), 172
Recession, economic, 81
Records, inspection of, 9–10
Record date, 17
Redemption, of bonds, 48
Refunding, of bonds, 49
Registered bonds, 36
Registered option and security 

futures principals (ROSFPs), 
180–181

Registered representatives:
disciplinary action against, 218
resignation of, 218–219
retirement of, 221
termination for cause, 220

Registrar, of common stock, 9
Registration:

of agents/associated persons, 
217–218

exemptions to, 221
and military duty, 219
persons ineligible for, 221–222
requirements of, for investment 

companies, 97–99
state, 221

Regressive taxes, 201
Regulation G, 215
Regulation S-P, 182
Regulation T, 181, 215
Regulation U, 215
Regulatory element, of continuing 

education, 220
Reinvestment, of mutual fund 

dividends, 118
Reinvestment risk, 200
REITs (real estate investment 

trusts), 2, 23–24
Reports:

currency transaction, 235
requirements for, 237–239
suspicious activity, 235

Repurchase agreements, 72
Reserve requirement, 83–84
Residual claim to assets, 10
Resignation, of registered 

representatives, 218–219
Resolution, of allegations, 232
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Retail communication, 223–224
Retirement, of registered 

representatives, 221
Retirement plans, 151–167

corporate, 160–162
Coverdell IRAs, 156–158
death of IRA owners, 156
educational IRAs, 156–158
Employee Retirement Income 

Security Act of 1974, 163–164
individual, 151–152
IRAs, 152
as nonsecurities, 1
pretest, 165–167
rolling over, 162–163
Roth IRAs, 153
simplifi ed employee pension 

IRAs, 154–156
traditional IRAs, 152–153
TSAs/TDAs, 158–160

Revenue bonds, 66
Reverse repurchase agreements, 72
Revocable trust accounts, 174
Reward, risk vs., 199–200
Right(s):

of common stockholders, 5–6
outcomes of, 6
as securities, 2
warrants vs., 20

Right of accumulation, 114–115
Rights off erings, 6
Risk(s):

call, 200
capital, 199
of common stock, 11
credit, 200
legislative, 200
liquidity, 200
market, 199
nonsytematic, 199
reinvestment, 200
reward vs., 199–200
timing, 200

Rollovers:
of retirement plans, 162–163
transfers vs., of IRAs, 155–156

ROSFPs (registered option and 
security futures principals), 
180–181

Roth IRAs, 153

Rules of conduct (FINRA), 
215–216

Rules of fair practice (FINRA), 
215–216

RVP (receipt vs. payment), 172

S
Sale(s):

of dividends, 18, 191
as outcome of option, 22
as outcome of right, 6
as outcome of warrant, 20
short, 155
wash, 203–204

Sales charge(s):
annuities, 140
for mutual funds, 109–111, 123

Sales charge percentage, 111–112
Sales charge reductions, 112–113
SARs (suspicious activity reports), 

235
Sarbanes-Oxley Act, 237–239
Savings bonds, 59
SEC (Securities and Exchange 

Commission), 188
Sec (Securities and Exchange 

Commission), 214
Secondary market, 19
Secondary market transactions, 213
Secondary off erings, 25–26
SEC rule 15c2-1, 182
Section 302 (Sarbanes-Oxley Act), 

237–238
Section 401 (Sarbanes-Oxley Act), 

238
Section 402 (Sarbanes-Oxley Act), 

238
Section 403 (Sarbanes-Oxley Act), 

238
Section 404 (Sarbanes-Oxley Act), 

238–239
Sector funds, 105
Secured bonds, 42
Securities. See also Debt securities, 

Equity securities
corporate, 24
defi nition of, 1–2
donation of, to charity, 205
foreign, 206
holding, 171–172

holding in customer accounts, 
171–172

inherited, 204–205
pledged, 182

Securities and Exchange 
Commission (SEC), 188, 214

Securities Exchange Act of 1934, 
213–214

Securities industry rules and 
regulations, 213–245

advertising, 226–227
annual compliance review, 237
arbitration process, 233–234
broker dealer websites, 225–226
business continuity plan, 237
code of arbitration, 233
communications with public, 

222–225
continuing commissions, 221
continuing education, 219–220
currency transactions, 235
disciplinary action against 

registered representatives, 218
extension of credit, 215
FINRA membership, 217
FINRA Rule 2210, 223–225
fi rewalls, 230
foreign accounts, 236–237
free services, 227
Insider Trading and Securities 

Fraud Enforcement Act of 
1988, 229–230

mediation, 234–235
minor rule violations, 232–233
misleading communication with 

public, 228
National Association of Securities 

Dealers, 215–217
Patriot Act, 235–236
persons ineligible to register, 

221–222
pretest, 241–245
registration exemptions, 221
registration of agents/associated 

persons, 217–218
resignation of registered 

representatives, 218–219
resolution of allegations, 232
retirement of registered 

representatives, 221
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role of principal, 231–232
Sarbanes-Oxley Act, 237–239
Securities and Exchange 

Commission, 214
Securities Exchange Act of 1934, 

213–214
Securities Investor Protection 

Corporation Act of 1970, 
228–229

state registration, 221
Telephone Consumer Protection 

Act of 1991, 230–231
termination for cause, 220
testimonials, 227
Uniform Securities Act, 239
U.S. accounts, 236
violations and complaints, 232

Securities Investor Protection 
Corporation (SIPC), 
228–229

Securities Investor Protection 
Corporation Act of 1970, 
228–229

Securities markets, 26–27
Self-regulatory agencies (SROs), 188, 

214
Sellers, 22
Selling concession, 27
Selling groups:

for equity securities, 26–27
for mutual funds, 101

Separate Trading of Registered 
Interest and Principal 
Securities (STRIPS), 62

SEP (simplifi ed employee pension) 
IRAs, 154–156

Serial maturity, of bonds, 41
Series issue, of bonds, 42
Services, free, 227
Settlement date, 12
Share(s):

mutual fund, valuation of, 108
no-load mutual fund, 102
number of, when converting to 

common stock, 45
Share identifi cation, 119, 203
Short sales, 155
Simplifi ed arbitration, 234
Simplifi ed employee pension (SEP) 

IRAs, 154–156

Single-payment deferred annuities, 
135

Single-payment immediate 
annuities, 135

SIPC (Securities Investor Protection 
Corporation), 228–229

S&P (Standard & Poor’s), 48
Specialists, 28
Speculation, as investment 

objective, 198–199
Speculative option trading, 155
Spread loads, 123
SROs (self-regulatory agencies), 188, 

214
Standard & Poor’s (S&P), 48
Standby underwriting, 25
State registration, 221
State securities administrators, 239
Statutory method (of voting), 8
Stock(s). See also Common stock, 

Preferred stock
as allowable IRA investments, 155
authorized, 3
callable preferred, 15
convertible preferred, 15
cumulative preferred, 14
dividends as, 16
equity securities as, 2
issued, 3
noncumulative preferred, 14
outstanding, 3
parity price of, 45–46
participating preferred, 15
price of, and ex-dividend date, 

17–18
straight preferred, 14
Treasury, 3–4

Stock splits:
of common stock, 6–7
and convertible bonds, 46–47

Straight preferred stock, 14
STRIPS (Separate Trading of 

Registered Interest and 
Principal Securities), 62

Structured accumulation plans, 
120

Subordinated debentures, 43
Subsequent primary off erings, 25
Suspicious activity reports (SARs), 

235

T
TAC (targeted amortization class) 

CMOs, 52
Tangibles, 155
Targeted amortization class (TAC) 

CMOs, 52
Taxation, 201–206

alternative minimum tax, 206
of annuities, 139
calculation of gains and losses 

for, 202
corporate dividend exclusion, 206
cost base of multiple purchases 

for, 202–203
deduction of capital losses, 203
of distributions from TDAs/

TSAs, 160
of dividends, 18
donation of securities to charity, 

205
estate taxes, 205
of foreign securities, 206
gift  taxes, 205
of inherited securities, 204–205
of interest income, 204
of investments, 201
of municipal bonds, 66, 67–68
of mutual funds, 116–117
pretest, 207, 209
of simplifi ed employee pension 

IRAs, 154
tax structure, 201
of UGMA accounts, 179
wash sales, 203–204
withholding taxes, 206

Tax benefi ts, 198
Tax-deferred accounts (TDAs), 

158–160
Tax equivalent yield, 67
Tax exempt organizations (501C3), 

159
Tax-sheltered annuities (TSAs), 

158–160
Tax structure, 201
TDAs (tax-deferred accounts), 

158–160
Telephone Consumer Protection Act 

of 1991, 230–231
Tender off ers, 50
Termination for cause, 220
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Term life insurance:
as nonallowable IRA investments, 

155
as nonsecurities, 1

Term maturity, of bonds, 41
Testamentary trust accounts, 

174–175
Testimonials, 227
Th ird market, 29
Th ird party accounts, 176–177
30-day emergency withdrawal, 116
Th rift  plans, 162
Timing risk, 200
TIPS (Treasury infl ation-protected 

securities), 63
TOD (transfer on death) accounts, 

173
Tombstone ads, 226–227
Trade date, 11
Trading:

on inside information, 230
unauthorized, 190

Trading ahead, 190
Trading authorization, 175
Traditional IRAs, 152–153
Transfer(s):

of common stock, 8–9
of customer accounts, 180
rollovers vs., of IRAs, 155–156

Transfer agents:
of common stock, 9
of investment companies, 101

Transfer and hold in safekeeping, 
171

Transfer and ship, 171
Treasury bills, 60–61
Treasury bonds:

government securities, 61–62
Series EE bonds, 59
Series HH bonds, 60

Treasury infl ation-protected 
securities (TIPS), 63

Treasury notes, 61–62
Treasury receipts, 62
Treasury stock, 3–4
Treasury STRIPS, 62
Trough phase (GDP), 81
Trust accounts, 174–175

Trust Indenture Act of 1939, 47
TSAs (tax-sheltered annuities), 

158–160

U
UGMA (Uniform Gift  to Minors 

Act), 177
UGMA (Uniform Gift  to Minors) 

accounts, 177–179
UITs (unit investment trusts), 

94–95, 133, 155
Unauthorized trading, 190
Underwriter’s compensation, 26
Underwriter’s fee, 27
Underwriting commitments, 24–25
Underwriting spread, 27
Underwriting syndicate, 26
Uniform Gift  to Minors (UGMA) 

accounts, 177–179
Uniform Gift  to Minors Act 

(UGMA), 177
Uniform practice code (FINRA), 

216
Uniform Securities Act (USA), 239
Uniform termination notice, 

218–219
Uniform Transfer to Minors Act 

(UTMA), 179
Units, warrants issued as, 19
U.S. accounts, 236
Unit investment trusts (UITs), 

94–95, 133, 155
Universal life insurance, 142
Universal/variable life insurance, 

142–143
Unsecured bonds, 43
USA (Uniform Securities Act), 239
UTMA (Uniform Transfer to 

Minors Act), 179

V
VA (Veteran Aff airs), 63
Valuation, of mutual fund shares, 

108
Variable annuities, 132–133

fi xed vs., 134–135
mutual funds vs., 141
as securities, 2

Variable life insurance, 2, 142, 145
Variable/universal life insurance, 

142–143
Vesting, of retirement plans, 164
Veteran Aff airs (VA), 63
Violation(s):

industry rules and regulations 
for, 232

of purchase of common stock, 
12

Voluntary accumulation plans, 
120–121

Voting:
for common stockholders, 7–8
preferred stock as nonvoting, 

13

W
Warrants:

attached to bonds, 19
outcomes of, 20
rights vs., 20
on secondary market, 19
as securities, 2

Wash sales, 203–204
Websites, of broker dealers, 

225–226
Whole life insurance, 1, 141–142
Withdrawal(s):

from annuities, 139
30-day emergency, 116

Withdrawal plans, for mutual 
funds, 123–124

Withholding taxes, 206
Wrap accounts, 182
Written complaints, 195

Y
Yield(s):

of bonds, 38–41
current, of bonds, 39–40
current, of mutual funds, 193
to maturity, 40–41
nominal, 39
tax equivalent, 67

Z
Zero-coupon bonds, 44
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