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June 25, 1998

Mr. Thomas M. Mierswa, Jr.
Associate General Counsel
Gruntal & Co., L.L.C.
Fourteen Wall Street

New York, NY 10005-2176

RE:  S-0058740-NOAC
ARS. §§ 44-1801(20), 44-1842

Dear Mr. Mierswa:

On the basis of the facts set forth in your letter of May 18, 1998, and in reliance upon your
opinion as counsel, the Securities Division will not recommend enforcement action for violation of
the Securities Act of Arizona should Gruntal & Co., L.L.C. administer its “Continuing
Compensation Plan” as set forth in your letter. '

, As this position is premised upon the facts set forth in your letter, it should not be relied on
for any other set of facts or by any other person. Please also note that this position applies only to
the registration requirements of the Act; the anti-fraud provisions of the Act continue 1o be
applicable.

We have attached a photocopy of your letter. By doing this we are able to avoid having to
recite or summarize the facts set forth therein.

Very truly yours,

MICHAEL G. BURTON, /SR.

Director of Securities
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Office of the
General Counsel
May 18, 1998

Ms. Cheryl Farson

Associate General Counsel

Arizona Corporation Commission, Securities Division
1300 West Washington, 3rd Floor

Phonenix, Arizona 85007

Re:  Gruntal & Co., L.L.C. Continuing Compensation Plan
For Retiring Registered Represcntatives

Dear Ms. Farson:

Please accept this letter as a request by Gruntal & Co., L.L.C. (“Gruntal”), a registered broker-
dealer and member firm of the New York Stock Exchange, Inc. (the “NYSE”) and of the National
Association of Securities Dealers, Inc. (the “NASD™), for writien confirmation by the Arizona
Corporation Commission (the “Commission”) that no enforcement action will be undertaken against
Gruntal with regard to the implementation of 2 proposed retirement plan for registered representatives
(the “Continuing Compensation Plan” or the “Plan’), as described in this letter.

Specifically, Grunta] seeks to confirm that the Commission concurs with the view that retiring
registered representatives who participate in the Plan (the “Participants”™) and who adhere to the Plan’s
ehgibility and participation requirements will not need to remain actively registered afier their retirement
from Gruntal. I understand that, by letters, from Dee Riddell Harris, Director of Securities, dated July 17,
1996, to Neil S. Belloff, counsel for Prudential Securities, Inc. (“Prudential”), and dated August 31, 1995
1o Salomon Smith Barney (previously Smith Barney) (“Smith Barney™), respectively, the Commission
previously has provided such assurance with regard to similar retirement plans adopted and maintained by
Prudential (thz “Client Continuity Program™) and Smith Bamey (the “Franchise Protection Plan™). 1
further note that the Securities & Exchange Commission (the “SEC”) has provided assurance of no-action
relative to both of these broker retirement plans. A copy of the Commission’s written assurance of no-
action to Prudential and to Smith Bamey and of the SEC no-action letters, as reported by the Lexis
Reporting Service, are attached collectively hereto for your convenience.

The Continuing Compensation Plan which Gruntal proposes to adopt will permit the orderly and
efficient transfer of client accounts from a retiring Participant to one or more actively registered receiving
employees (individually and collectively, the “Recipient Broker™). The Plan will be administered and
eligibility decisions will be made by a committee of senijor employees (the “Plan Committee™). The Plan
period will be for 3 years from the retirement date of the Participant. During a pre-retirement transition
period, which will range from three to six months in duration, the subject client accounts (the “Core
Accounts,” as described below) will be serviced jointly by the Participant and the Recipient Broker to
provide continuity and to permit the Recipient Broker to become acquainted with the investment needs of
the respective clients.
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Admission into the Plan as a Participant or as a Recipient Broker will be subject to certain
eligibility criteria and the approval of the Plan Commitiee. Each retiring broker applicant must be at least
55 years of age and must agree 10 enter into a writien contract with Gruntal and with the Recipient Broker
(the “Agreement”). The Agreement, among other provisions. will set forth the terms of the Participant’s
cligibility and compensation and will incorporate a non-solicitation and non-compete covenant with
* Gruntal. A Participant must demonstrate that he/she has conducted himself/herself in a manner exhibiting
appropriate standards of professional and ethical conduct. as may be determined by the Plan Commitice.
including (1) a low incidence of investment-related customer complamnts. arbitrations or litigations. (2) a
low error rate on customer transactions. and (3) that he/she is not subject to any sanctions imposed by
regulatory or self-regulatory agencies or 1o any statutorv disqualification. The continued participation and
compensation under the Plan of a Participant will be contingent on his/her continued satisfaction of the
eligibility criteria at the commencement of as well as throughout the Plan period.

The Participant may nominate one or more active employees to be Recipient Brokers. In order to
be accepted into the Plan as a2 Recipient Broker, an actively registered employee must be approved by
management and the Plan Comnutiee. The Recipient Broker must meet certain ehigibility criteriz,
ncluding employment with Gruntz} for 2 minimum of two vears, at Jeast three years tenure as a registered
member of the securities industry and, in the determination of management and the Plan Committee, a
clean legal and compliance history. Any exceptions 10 the eligibility criteria applicable 1o Participants or
Recipient Brokers must be approved in the sole determination of the Plan Commitiee.

Starting with the effective date of the Plan Agreement and continuing for a period of three vears
following the Participant’s actual retirement date, the Participant (or a designated beneficiary. upon the
Participant’s death) will share with the Recipient Broker ehigible gross commissions derived from the
Core Accounts. The Participant’s percentage share of the commissions will decline annually over the
duration of the Plan. as set forth in the Agreement. The Core Accounts that are subject to transfer under
this Plan principally will include Gruntal retail client accounts for which, as of the effective date of the
Agreement, the Participant appears as the listed Account Executive, regardless of whether client funds or
securities are added to the account after the effective date.

As a condiuion of paruicipating in the Plan, the Pariicipant agrees to comply. to the extent
apphicable, with 2]l federal, state and local siatutes and regulations. all policies, procedures and rules of
relevant regulatory and self-regulatorv bodies, including, without limitation, the Securities and Exchange
Commission, the National Association of Securities Dealers, Inc. and the New York Stock Exchange,
Inc., and all prevailing policies, procedures and rules of Gruntal. The Participant further agrees that, after
the retirement date, he/she will not contact former clients, directly or indirectly, for the purpose or with
the effect of soliciting them 1o maintain securities accounts or to engage in securities transactions, will not
discuss securities accounts or securities transactions with former clients, will not maintain any license as a
regisiered person or otherwise be associated with Gruntal or any other broker, dealer, municipal securities
dealer, government securities dealer, investment company or investment advisor or hold himself/herself
out as being so associated and will not engage in the securities industry to any other extent or manner
which would require the Participant to register with any regulatory or self-regulatory organizations,
agencies, commissions or exchanges.
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The failure of a Participant to honor the restrictions contained in the Agreement and in the
convenant not to solicit or compete can cause, in the determination of the Plan Commiittee, a forfeiture of
all past compensation paid under the Plan as wel] as al} rights to future compensation under the Plan. The
Participant will be obligated 1o periodically certify that he/she has adhered to the requirements and
conditions of the Plan. Likewise. the Recipient Broker will be obligated to periodically certify that, to the
best of his’her knowledge, the Participant has not violated any requirement of the Plan. In addition,
Gruntal periodically will contact the account holders of selected Core Accounts to confirm that the
Participant has not provided investment advice or solicited trades in securities in any way.

The New York Stock Exchange, Inc., of which Gruntal is a member firm. and the National
Association of Securities Dealers. Inc.. which promulgated Rule IM-2420-2 authorizing the payment of
conunuing commissions to retring brokers through bona fide contracts, have agreed 1o follow the no-
action position of the SEC regarding the respective plans of Prudential and Smith Barney. Given the
substantial similarities between Gruntal’s proposed plan and these other plans. we believe that the retiring
brokers who are accepted to participate in the Gruntal plan similarly should not be required 1o maintain
their registrations as representatives or associated persons with Gruntal.

I respectfully request that the Commission confirm that it shares this view. Should the
Commission not concur with this opinion or believes that further information is required, ] request an
opportunity to confer with an appropriatc representative of the Commission before a written response 10
this letter is issued. In such latter case. please do not hesitate 10 contact me at the telephone number or the
address listed above. Your prompt response to this request greatly will be appreciated.

Thomias M. Mierswa, Jr.
Associate General Counsel
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