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SEC NOTICE RELATING TO FILING OF  
SECURITY OWNERSHIP REPORTS BY OFFICERS, 

DIRECTORS AND PRINCIPAL SHAREHOLDERS 
 

By Andrew D. Pilant 
 
             On August 6, 2002, the SEC announced that it plans to adopt final rules 
no later than August 29, 2002 relating to amendments to Section 16(a) of the 
Securities Exchange Act of 1934.  These rules will implement changes man-
dated by the Sarbanes-Oxley Act of 2002, including a two business day filing 
deadline for trades or transfers of a company's equity securities by a director, 
officer or 10% shareholder of the company (so-called “insiders”). 
 
             Currently, Section 16(a) requires most security transactions by an in-
sider to be reported on a monthly basis on Form 4 within 10 days after the 
close of each calendar month in which the transaction occurred.   
 
             Section 403(a) of the Sarbanes-Oxley Act amends Section 16(a) to re-
quire insiders to report any security transaction within two business days fo l-
lowing the day the transaction was executed.  In the final rules to be adopted 
no later than August 29, 2002, however, the Commission may decide to 
lengthen the filing deadline for narrowly specified transactions where objective 
criteria prevent the insider from controlling the timing of the transaction, such 
as: 
 

• a transaction pursuant to a single market order executed over more than 
one day; 

 
• a transaction involving a pre-existing arrangement where the timing of 

the transaction is unknown to the insider; and  
 
• a transaction involving an employee benefit plan where the filing delay 

would be tied to notice of the transaction.  
 
             The SEC anticipates that the final rules will require certain transactions 
currently required to be reported only following the end of the year on Form 5 
(including the issuance, regrant and cancellation of stock options) to be re-
ported on Form 4 within two business days.   
 
             The Sarbanes-Oxley Act also requires the electronic filing of a Form 4 
with the SEC – and the posting of such form on the relevant company’s web-
site – beginning July 30, 2003.  Currently, the form may be filed in paper fo r-
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mat and thus is less accessible to the public. 
 
             In light of the Section 16(a) amendments discussed above, the SEC 
stated it does not intend to implement the proposed rules discussed in its April 
12, 2002 release that would have required companies to report directors’ and 
executive officers’ securities transactions on Form 8-K within two business 
days.  The SEC will, however, continue to consider the other rules proposed in 
its April release.  (Click here to link to our E*Zine regarding the SEC's April 
release.)  
 
             Any comments on the SEC’s Section 16(a) rulemaking should be deliv-
ered to the SEC no later than August 15, 2002.   
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NASD PROPOSES NEW IPO ALLOCATION RULES  
 

By Amos J. Oelking III 
 
             On July 28, 2002, the NASD announced the approval of new rules gov-
erning the allocation of initial public offering (IPO) securities by broker-
dealers.  The proposed rules will soon be made available for public comment, 
after which they will be submitted to the SEC for approval.  
 
             Specifically, the proposed rules would prohibit broker-dealers from:   
 

• allocating IPO securities in exchange for excessive brokerage commis-
sions or excessive compensation for other investment banking services 
(so-called “quid pro quo” agreements); 

 
• requiring additional secondary market (i.e., post-IPO) purchases of the 

IPO securities at progressively higher prices in return for the allocation 
of securities in the IPO (so-called “laddering” arrangements); 

 
• allocating IPO securities to an executive officer or director of a com-

pany (i) on the condition that the officer or director direct the com-
pany's investment banking business to the firm, or (ii) as consideration 
for investment banking services previously rendered (so-called 
“spinning” arrangements); and  

 
• penalizing registered representatives whose retail customers have 

“flipped” IPO securities when similar penalties have not been imposed 
with respect to flipping done by institutional customers (“flipping” in-
volves the purchase of securities in an IPO and the nearly immediate 
sale thereafter of such securities for a profit).  

 
             The proposed rules would also require broker-dealers that participate in 
IPOs to implement compliance procedures. 
 
 
Please remember that these legal principles may change and vary widely in their application to specific 
factual circumstances.  You should consult with counsel about your individual circumstances.  For further 
information regarding these issues you may contact the head of our Corporate and Securities practice 
group: 
 
                L. Richards McMillan, II 
                Jones Walker 
                201 St. Charles Ave., 51st Fl. 
                New Orleans, LA 70170-5100 
                ph.           504.582.8188 
                email       rmcmillan@joneswalker.com 
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