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RHE HORRIFIC terrorist attacks of Sep-
tember 11, 2001, struck at the heart of
Wall Street. The financial community lost

8. thousands of people in the World Trade
Center tragedy. The loss of life is staggering and
the industry’s grief overwhehning.

Beyond the human tragedy, many key Walt
Street businesses were destroved or displaced.
The magnitude of the dislocation is arresting: the
floor of the New York Stock Exchange was shut
down for four days; 31 main offices and 30 branch
offices of securities firms located in the World
Trade Center were decimated, with another 350
companies with offices in the vicinity affected:
commodity trading flocrs were among the rubble;
and several securities regulators also lost their
offices,' While trving to cope with the devastating
physical, emotional and psychological elfects of
the attacks, the financiai services industry also. - -
faced the difficult task of relocating operations,
rebullding systems and reopening markets The
member firm community exhibited a sense of
unity, compassion and purpose never before seen
in the competitive world of Wall Street and should
be applauded. Securities regulators alse have played a key
role in this effort. In this time of crisis, the securities indus-
try's regulatory agencies provided strong leadership in assis?-
ing the industry in its own labors fo restore financial markets,

This article highlights the most significant {and la many
cases coordinated) efforts undertaken by the Securities and
Exchange Commission, the selfregulatory organizations (3ROs)
and the state securities commissions to respond to the attacks
on New York's financial center and to help resume trading.

Reopening Securities Markets

When should the markets reopen? This was the most com
plex question facing the industry and securities regulators i
the immediate aftermath of the attacks. Regulators quickly
came under political pressure to open the markets for trad-
ing as s00n as possible to assuage investor fears. At the same
time, securities firms were concerned about the safety of their
employees, interference with rescue efforts and the capabii~
ties of heavily damaged operations, These problems were cor
pounded by logistical Issucs as a result of the destruction or
displacement of a number of Wall Street’s offices and techn-
cal concerns, which mostly related to whether tracding systems
could be reconnected and function without ghitches. Two kev
regulatory figures emerged during this crucial time: new SEC
Chairman Harvey Pitt and NYSE Chairman Richard Grasso.?

Mr. Fitt was one of the first administration officials to come
to New York, arriving by train on Sept. 122 Over the next severz!
days, Mr. Pitt and the comsmission staff quickly began coord-
nating emergency meetings among regulators, New York State
and City agencies, the major investinent banks and other marke
participants to discuss all of the issues coifronting the indus
try. During these hectic days, Mr. Pitt kept the media and the pub-
dc Informed about the actions taken by regulators and the
industry: While leaving the decision on the timing of the resump-
ton of trading to the ndustry, Me Pl was kistrumnental o facite
tating a careful and considered resolution to the difficult problem
of market reopenings.’ At the end of the debate, the industry deter-
rained that trading would resume in two stiges: the fixed income
and futures markets were slated to reopen on Sept. 13 and trac-
ing i the equities and options markets would begin again on Sept.
172 Although trading was heavy and the market dropped steeply
on Sept, 17, the recpenings were generally hatfed as successiul,

Deciding the timing of reopening was a significant step:
ensuring that the markets functioned properly in light of the
destruction to offices, systems and communications was per-
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haps an even more difficult issue. Mr. Grasso led

the complicated and Intensive effort to restore a

central U5, market — the NYSE (rading floor,

Although the Exclhange floor was not damaged,
_reconnecting its trading and communications Sys-
~tems proved to be a round-theclock task’ Work-
ing tirelessly over several days {even reportedly
grabbing a few hours of steep on his office couch),
Mr. Grasso orchestrated the rebuilding of the
NYSE's operations to ready the market for the
resumption of trading”

With the financial community pulling togeth-
er and the effective stewardship of Mr. Pitt, Mr.
Grasso and their staffs, the industry was able to
strike the appropriate balance among the com-
peting concerns tugging at the markets and to
effect a smooth restoration of trading.

_Easing Trading and Margin Restrictions and

" Facilitating Access to the Capital Markets. The
SEC took several actions in its efforts to assure
.that, once reopened, the markets operated effi-
¢lently and in a fair and orderly manner, As one
example, using its emergency powers for the first
time in its history, the commission issued exernp-
tive orders eliminating certain timing and volume reguire-
ments for issuer repurchases under SEC Rule 10b-18 to
provide liquidity to the market.* Mr. Pitt reported ta Con gress
that on the heels of the commission’s action, major public
companies announced significant buy-back programs.” Addi-
tionaily, during the period ¢overed by the commission’s
actions, the SEC exempted any purchases by a 5§16 insider
from the short swing profits recovery rule with respect toany
sale i the preceding six months.” Finally, the commission
eased restrictions on mutual fund lending and borrowing.”

In the corporate finance area, the SEC announced several
administrative actions to assist the airline and insurance
industries in accessing the capital markets quickly. These
steps included providing telephone and e-mail hotlines to
these industrles to allow issuers and thelr advisers to obtain
prompt staif guidance on financing and disclosure issues and
deveioping expedited protocols for airline and insurance secu-
rities offerings.’

Acting in a coordinated fashion, the industry’s SROs and
the 3EC provided extensive regulatory relief to brokerage
firms. The fist of SRO rules that were modified runs the gamut
from the mundane (permitting firms to temporarily share
olfice space without prior regulatory approval so that trad-
ing desks could reopen and extending the time individuals
had to pass securities examinations and complete continu-
ing education requirements} to the significant {changing the
way in which firms were required to caleulate net capital and
extending the time within which to file financial reports with
regulators).” The cormmission issued three exemptive letters
extending the deadlines for certain new regulatory require-
ments. The exemptions relate to SEC rules requiring market
centers 1o provide reports relating to trade executions and
obligating brokerage firms to report on their order routing
practices.” The SEC, however, did not take action onr all of the
suggestions for relief made 1o the ageacy. Of particular note,
despite calls for prohibiting short selilng, the conundssion did
notimplement such a ban.©

Inlight of the substantial disruptions and dislocations
caused to firms by the attacks, scouritios regalators also oxhil-
ited fiexibility In handling once routine activities, NASD Reg
ulation declared an across-the-board extension for member
responses to regulatory Inquirics, permitting firms to respond
to pending requests that required subnidssion of nforimation
on or after Sept. 11 untdl Oct, 1.7 In a similar show of {lexibil-
ity, Joseph Borg, the newly elected President of the North
American Securities Administrators Association (the umbred
la group for state securitics commissions) announced that
he would urge “stale regulators 1o make alf reasonabie
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The relief and Bexibility repulators afforck
ed to memnber firms was welcomed by Wall
Street ns alwlpful step at atime when many
inthe industry were beset by the traumatic
and damaging events of Sept. 11.

In addition to the extroordinary
actions described above, securities reg-
ulators also provided significant aid and
assistance tothose firms directly affect-
ed by the attacks on the World Trade
Center. The NASD family of companies
announced a donation of $1 million to
ald victims of the terrorist attacks and
their familles and a program to match
employees’ donations." For its part, the
New York Stock Exchange Fallen Heroes
Fund (created in 1999 to honor police
and fire department employees killed in
the line of duty) collected contributions
from Exchange members for the famllies
of those officers lost in the tragedy.™

The SEC and NASD Regulation devel-
oped Web-site pages specifically devot-
ed to providing information to brokerage
firms concerning the fast-changing reg-
ulatory initiatives.” As an exampile, on its
Web site, NASD Regulation posted a list
reflecting specific persons within the SRO
who could be contacted concerning reg-
ulatory reporting issues (e.g, FOCUS, Reg
T, ete) and created a bulletin board to
faciiitate companies listing office space
that was either needed or available.®In
a grim but vital effort, NASD Regulation
provided its data base containing fin-
gerprint cards for securities employees
to memnther firms, law enforcement and
rescue and recovery agencles to assist
in the identification of victims.®

Investigating Potential Wrongdoing

and Rebuilding Enforcement Pro-
grams. In the days after the attacks,
securities regulators around the world
began intensive Investigations to
attempt to determine whether individu-
als or entities used advance Information
to trade in securities prior to Sept. 11,
Various federal agencles {(including the
SEC, FBI and the Department of Trea-
sury) and the Industry’s SROs have each
heen actively engaged in these investi-
gations. According to numerous press
reports, investigations are under way
into possible Improper trading activities
in dozens of stocks and optlons ™ In fact,
some on Wall Street have expressed con-

cern that they have been overwhelmed
with requests for trading records; some
of the requests have reportedly been
duplicative of each other. The regulators
have apparentiy agrecd to coordinate
thelr efforts in collecting information.®
Two departures from longstanding
investigatory protocols are worth not-
ng. First, in addidon to making specific
requests to brokerage firms for trading
datarelating to pre-Sept. 11 transactions,
the SEC asked flnancial institutions to vol-
untarily review their records for any
information concerning the accounts or
transactions of 27 individuals and organ-
izations whose assets were biocked by
President Bush.® Firms were asked to
contact the SEC when they located such
information, Second, notwithstanding the
commission’s longstanding refusal to
acknowledge the existence of any inves-
tigation, In Hght of the importance of its
inquiry into potential securities viola-
tions, Stephen Cutler, the commission's
Acting Director of Enforcernent, issued a
statement announcing that the SEC was
“vigorously pursuing all credible leads”
concerning those who may have sought
ta profit from the terrcrist activities.” To
date, no U.S. regulator has announced
that it has found any evidence of wrong-
doing in the securities markets.
Tharkfully, all employees of the Industry’s
securities regulators were reported safe after
the attacks in New York Several agencies,
however, maintained offices in the World
Trade Center, and the SEC's Northeast
Regional Office, the CFTC's New York office
and the NY3E's Division of Enforcement
premises were completety destroyed. In agkdie
tion, INASD Regulation's New York offices
were displaced. In Hme, the regutators locat-
ed new offices, with the SEC set to move into
new downtown space in the Woolworth
Building and the NYSE attorneys and inves-
tigators landing at 20 Broad St., and NASD
Regulation has returned to 33 Whitehall St,
Fach of these regulators has also
begun the painstaxing process of
attempting to rebuild their enforcement
and regulatory programs. In doing so,
reguiators have been adamant that no
significant investigation will ba affect-
ed by the destruction caused to their
offices. As SEC Chalrman Pitt told Con-
gress, “no-one whom we have sued or
whose conduct we have been investi-
gating should for a single moment doubt

our resolve o continue our pursuit of ©
justice in every such matten”™

In remarks delivered to the Senate
concerning the commission's open lines
of conumunteation with firms secking
relief from varicus regulatory require
ments, My, Pitt noted that the SEC
“agsured ndustry participants that if
they came to us with their problems, we
would work with them te find solutions,
without after-the-fact recriminations,
except in cases of vepal conduct.™ Ina
subsequent interview, Mr. Pitt went fur-
ther, indicating that where securities
firms disclose internal problems to the
commission and convince the SEC that
they have remedied any deficiencies and
repaid investors, enforcement action
would not be instituted. Of course, Mr,
Pitt said that cases of deliberate viola-
tions and fraud would be treated harsh-
Iy.™ To some i the defense bar, these
comments engendered optimism that
the SEC staff was signaling a new attitude
toward how the commission would treat
firms who self-reported violations.

Shortly after the terrorist attacks, reg-
ulators were concerned that scam artists
would try to take advantage of the
tragedy by soliciting fraudulent dona-
tions for relief efforts. While such acts
are difficuit to imagine, SROs and state
regulators tried to alert the public to
these kinds of schemes. NASD Regula-
tion issued an lnvestor Alert warning
brokerage firms and investors about
potential fraudulent schemes that may
be designed to take advantage of the
public's desire to contribute to relief
efforts.™ Simllarly, NASAA cautioned
investors to be wary of possible invest-
ment scams purportedly connected to
disaster assistance programs.”™

An examination of the tremendous
efforts undertaken by securities regulators
in the wake of the Sept. 11 attacks reveals
that these agencies acted promntly and
effectively. Through thoughthul and con-
sidered actions, the regulators alsc fuifilled
their traditional role of protecting investor
interests and ensuring the integrity of the
market. Perhaps NASD President and CEO
Robert Glnuber put it best when he said,
“Countless markets and firms - ordinar-
ity the flercest of competitors — have
cooperated like the closest of friends ™
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