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Executive Summary

On May 11, 1995, the Securities and
Exchange Commission (SEC or
Commission) approved amendments
to its rules that would implement two
alternative methodologies proposed
by the securities industry to expedite
the delivery of final prospectuses on
public offerings of securities to
accommodate the T+3 settlement
cycle under SEC Rule 15c6-1. The
new amendments will become effec-
tive on June 7, 1995, simultaneously
with the effective date of Rule 15c6-1. 

Discussion

The SEC adopted on May 11, 1995,
a number of amendments to its rules
that will permit members to more
more quickly deliver a prospectus in
new offerings of securities after June
7, 1995, when the new T+3 settle-
ment cycle goes into effect pursuant
to Rule 15c6-1. The amendments
address industry concerns regarding
an exemption that was adopted in
Rule 15c6-1 to permit new offerings
to be settled on a T+5 cycle, while
secondary trading in the same securi-
ties will be settled in a T+3 cycle.
The securities industry expressed
concern that a disparate settlement
cycle for primary offerings and sec-
ondary trading results in operational
issues, increased settlement risk, sys-
temic credit risk to members, and
market risk as a result of secondary
market volatility. The primary reason
given by the SEC when it adopted
Rule 15c6-1 as to why settlement of
primary offerings within the T+3 set-
tlement cycle has not been feasible
for many issues was the amount of
time it takes to print and deliver
prospectuses. 

The SEC has approved two approach-
es proposed by the Securities Industry
Association and by a group of four
firms: CS First Boston Corporation;
Goldman, Sachs & Co.; Lehman

Brothers, Inc.; and Morgan Stanley
Co. A copy of the descriptive part of
the SEC release without the final
pages describing the rule language
changes is attached to this Notice. The
main features of the amendments
approved by the SEC are:

• Amendments to Rule 15c6-1 to
require that most offerings underwrit-
ten on a firm-commitment basis set-
tle on a T+3 cycle. The Rule also
permits offerings underwritten on a
firm-commitment basis that are
priced after the close of the market to
settle on a T+4 cycle and permits the
managing underwriter to establish an
alternative settlement cycle for an
entire offering where appropriate. 

• Adoption of new Rule 434 under
the Securities Act that permits all
required prospectus information to be
delivered to investors in the prelimi-
nary prospectus traditionally dissemi-
nated and a “term sheet” delivered
after effectiveness of the offering.
The amendments require that the
term sheet be clearly marked as a
supplement to the preliminary
prospectus and that copies of the pre-
liminary prospectus be available to
investors upon request when the term
sheet is distributed. Closed-end
investment companies and unit
investment trusts also can rely on the
new rule.

• Amendment to Rule 430A to
extend the time period from five to
15 business days in which a prospec-
tus supplement containing pricing
and other related information omitted
from the registration statement must
be filed.

• Amendments to the SEC’s disclo-
sure rules to permit the disclosure
items that are subject to change at the
time of the offering to be placed at
the front or back of the prospectus 
so that the main part of the final
prospectus can be printed in advance
of effectiveness of the offering.
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• Amendments to the SEC’s filing
requirements to permit, for all regis-
tered offerings: 

—the registration of only the title of
the securities to be registered, with-
out designation of the number of
securities, and the proposed maxi-
mum offering price; 

—the registration after effectiveness
of an increase in the size and price of
an offering that together represent no
more than a 20 percent increase in
the maximum aggregate offering

price by using an abbreviated regis-
tration statement that will become
effective upon filing;

—the filing of size or price changes
by fax or EDGAR copy between
5:30 p.m. and 10 p.m. and payment
of the filing fee; and 

—fax or telephone requests for accel-
eration of a registration statement.

The SEC also announced that it is
making available an information
brochure for investors that answers

many of the common questions
raised by retail investors concerning
T+3. Members are encouraged to
provide copies of this information
brochure to their customers. The
brochure can be obtained through the
SEC’s consumer information tele-
phone line at (800) SEC-0330.

Questions regarding this Notice may
be directed to Thomas R. Cassella,
Vice President, Compliance, at
(202) 728-8237 or Charles Bennett,
Director, Corporate Financing
Department, at (301) 208-2736.
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Executive Summary

On May 19, 1995, the Securities and
Exchange Commission (SEC) app-
roved an expansion of the Interpre-
tation to Article III, Section 1 of the
NASD Rules of Fair Practice that
prohibits a member firm from trading
ahead of customers’ limit orders in a
firm’s market-making capacity (com-
monly known as Manning II).1 The
effective date for the expanded
Interpretation is June 21, 1995.

Approval of the expanded limit-order
protection rule expands the coverage
of the existing Interpretation, which
affected the handling of limit orders
from a firm’s own customers, to limit
orders sent to a market maker from
another member firm (member-to-
member trades). The enactment of
this expanded Limit-Order Protection
Interpretation by the NASD reflects
the continuing effort of the NASD
and The Nasdaq Stock Market, Inc.,
to ensure investor protection and to
enhance market quality. The obliga-
tion of a member firm under the new
rule to protect all customers’ limit
orders and to give those same-priced
or better-priced limit orders priority
over its own market-making activity
enhances opportunities for price
improvement, which directly benefits
public investors. However, until
September 1, 1995, a market maker
holding a member-to-member limit
order greater than 1,000 shares may
trade at the same price as such limit
order without protecting the limit
order. 

Background And 
Description Of Rule Change

On June 29, 1994, the SEC approved
an Interpretation to Article III,
Section 1 of the NASD Rules of Fair
Practice that prohibited a member
firm from trading ahead of its own
customers’ limit orders in the firm’s
market-making capacity. When it

was approved, the NASD examined
further the effect that a limit-order
protection rule would have on cus-
tomer limit orders received from
other member firms. After considera-
tion of a limit-order task force report,
and comments from members
regarding a proposed member-to-
member limit-order protection rule
circulated in Notice to Members 94-
79 (September 1994), the NASD
concluded that it was important to
ensure investor protection and to
enhance the market quality of The
Nasdaq Stock MarketSM by expand-
ing the existing limit-order protection
rule to cover all customers’ limit
orders, including member-to-member
orders.

The expanded Interpretation builds
on the existing rule language to
include within its scope not only the
member firm’s customers’ limit
orders, but also customers’ limit
orders that are sent from another
member firm to a market maker for
execution. The member firm han-
dling those limit orders is obligated
under the expanded Interpretation to
treat those limit orders the same as its
own customers’ limit orders. The
member firm may not accept and
hold a customer limit order in a
Nasdaq® security, whether that order
comes from one of its own customers
or the customers of another member
firm, and continue to trade that secu-
rity for its own market-making
account at prices that satisfy the limit
order it is holding.

The expanded Interpretation thus
requires that a member firm holding
a customer limit order must execute
that limit order, in full or in part, to
the extent that the member firm
trades at the limit-order price or at a
price lower than a limit order to buy
or higher than a limit order to sell.
For example, if the member firm is
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quoting a market of 20 bid and 20
1/4 offer, and accepts a limit order of
100 shares to buy at 20 1/8, then the
firm may not purchase stock for its
own account by executing a market
order to sell or a limit order to sell at
a price of 20 1/8 or lower, without
also executing the limit order to buy
at 20 1/8.

However, until September 1, 1995,
for limit orders greater than 1,000
shares in size that are sent from other
member firms, market makers may
trade at the same price as the limit
order without protecting the limit
order. Thus, until September 1, if a
market maker accepts a 2,000-share
limit order to buy at 20 1/8 and the
market is currently 20 bid and 20 1/4
offer, the market maker may execute
sell orders at 20 1/8 without having
to execute the limit order to buy at 20
1/8. However, if the market maker
executes sell orders at 20 1/16 or 20,
the limit order to buy at 20 1/8 must
be executed at 20 1/8. After
September 1, this temporary, limited
exception to the Interpretation no
longer applies.

As with the existing Interpretation,
the new Interpretation does not man-
date that a member firm must accept
limit orders from its own customers
or the customers of another firm. In a
significant change from the language
of the original limit-order Interpre-
tation, however, member firms may
attach terms and conditions only to
limit orders that are either: for insti-
tutional accounts; or orders that are
10,000 shares or greater, regardless
of whether they are for institutional
accounts, provided that the order is
$100,000 or more in value. Institu-
tional limit orders are orders for insti-
tutional accounts as defined in the
Rules of Fair Practice, Article III,
Section 21(c)(4). Section 21(c)(4)
defines an institutional account as an
account for:

• banks, savings and loan associa-

tions, insurance companies, or regis-
tered investment companies;

• investment advisers registered
under Section 203 of the Investment
Advisers Act of 1940; and

• any other entity (whether a natural
person, corporation, partnership,
trust, or otherwise) with total assets
of at least $50 million.

The Interpretation also permits a
member firm to negotiate terms and
conditions with customers who place
limit orders that are 10,000 shares or
greater, unless the value of that order
does not exceed $100,000. This
holds true even if the customer plac-
ing the order does not meet the defi-
nition of an institutional account.
Accordingly, a member firm that
accepts a limit order from a person or
entity that does not fall within the
definition of institutional account or
does not meet the order size require-
ments above may not impose any
terms and conditions on the accep-
tance of that limit order. However, if
the account placing the limit order is
an institutional account or is appro-
priately sized, the firm may negotiate
special terms and conditions with the
customer of that account that permit
the firm to trade ahead of, or at the
same price, as the limit order. The
new terms and conditions language
applies to both the firm’s own cus-
tomers’ limit orders and orders
received in the member-to-member
context.

Questions And Answers

Here are answers to questions fre-
quently asked about the expanded
Interpretation:

Q. When is the new Interpretation
effective?

A. The new Interpretation is effective
on June 21, 1995. However, until

September 1, 1995, member firms
may trade at the same price as the
member-to-member customers’ limit
orders that are greater than 1,000
shares in size. The firm is not permit-
ted to trade at a price that is superior
to the limit order without satisfying
that limit order. Moreover, under the
terms of the existing Interpretation,
the member firm is not permitted to
trade at the same price as or at a price
superior to its own customers’ limit
orders. After September 1, 1995,
member firms accepting member-to-
member limit orders must treat all
customer limit orders the same as
they treat their own customers’ limit
orders. Member firms are encour-
aged, of course, to commence pro-
viding full protection even earlier
than September 1.

Finally, the restriction regarding the
negotiation of terms and conditions
on customers’ limit orders begins on
June 21. This restriction applies to a
member firm’s own customers and to
member-to-member situations.

Q. Are member-to-member limit
orders subject to a separate
Interpretation?

A. No. The language of the original
Interpretation has been revised to
reflect the expansion of the
Interpretation to cover member-to-
member trades. The Interpretation is
in the Rules of Fair Practice, Article
III, Section 1.

Q. What are member-to-member
limit orders?

A. The Interpretation defines mem-
ber-to-member limit orders as cus-
tomer limit orders that are received
by one member firm and are sent to
another member firm, typically a
market maker in the security that is
the subject of the limit order, for han-
dling and execution. Thus, member-
to-member limit orders are customer
orders and not proprietary orders
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from a member firm. In the Rules of
Fair Practice, Article II, Section 1(f),
the NASD definition of  “customer”
does not include a broker or a dealer.
In this respect, then, the protections
of the Interpretation do not apply if a
limit order is placed with a member
by another registered broker/dealer
for that broker/dealer’s proprietary
account.

Q. Must a firm accept a customer’s
limit order?

A. No. The Interpretation specifically
provides that the NASD does not
impose any obligation upon mem-
bers to accept and handle limit orders
from any or all of its customers.

Q. May a member firm handling a
limit order charge the customer
special fees or charges for accept-
ing or executing the limit order?

A. Yes. The Interpretation permits a
member firm to impose commis-
sions, fees, or separate charges for
the handling of a limit order. A cus-
tomer must be adequately informed
by the member firm that such com-
mission, fees, or charges are being
imposed. In so assessing a commis-
sion, fee, or order-handling charge,
the member firm must remain cog-
nizant of Article III, Section 4 of the
NASD Rules of Fair Practice and the
NASD Guidelines on Markups and
Fair Commissions.

Q. Does the Interpretation apply 
to limit orders placed by large
institutions?

A. Yes, but with certain differences
from the earlier Interpretation. As
institutional-sized orders generally
involve best-effort commitments and
substantial capital commitments by
the market maker, institutional-sized
limit orders often have separate exe-
cution parameters. As long as the
member firm handling the orders has
made the terms and conditions clear

to the institutional account customer,
trading along with the institution
should not violate the Interpretation. 

Unlike the previous Interpretation,
however, the new Interpretation dis-
tinguishes between institutional and
retail customers; the new Interpre-
tation allows members to establish
specific terms and conditions on
orders that meet certain new criteria.
A member firm may negotiate terms
and conditions on the acceptance of a
limit order that permits the member
firm to continue to trade along side
of, or ahead of, the limit order only if
the limit order is placed on behalf of
an institutional account or is greater
than 10,000 shares (unless the value
of that order is less than $100,000).
The member firm cannot impose
terms and conditions on orders for
accounts that do not meet the defini-
tion of institutional account or are not
appropriately sized. This prohibition
applies whether they are the accounts
of the member firm’s own customers
or are accounts of another member
firm’s customers.

Q. As to the terms and conditions
that must be disclosed to the cus-
tomer, how should the member
firm disclose such terms and 
conditions to customers of another
member firm?

A. As noted, the new Interpretation
allows member firms to accept limit
orders subject to terms and condi-
tions only with respect to institution-
al accounts or orders that are 10,000
shares or more, as long as the value
of that order is $100,000 or more.
The member firm imposing the terms
and conditions on the limit order
must ensure that those terms and
conditions are clearly communicated
to the customer. Because these orders
received are from investment profes-
sionals typically, the NASD believes
that generalized, arms-length disclo-
sure and acceptance procedures will
suffice, depending on the customer’s

level of sophistication with limit
orders.

The means for disclosure and com-
munication may be arranged between
the market maker holding the limit
order and the member firm initially
accepting the limit order from the
customer. If the firm holding the
order chooses to rely on the order-
entry firm for disclosing and explain-
ing the terms and conditions and
securing the customer’s acceptance,
the market maker must reasonably
believe that an order-entry firm’s dis-
closure and acceptance procedures
are effective and being complied
with.

Q. How do the restrictions on
terms and conditions apply in the
convertible bonds context?

A. Although the Interpretation pro-
vides that a member firm may nego-
tiate terms and conditions with
customers who have limit orders of
10,000 shares or more, so long as the
value of the order is $100,000 or
more, the Interpretation does not
directly address the size limit for
convertible bonds. By implication
there is a comparable-size restriction
for convertible bonds. A unit of trad-
ing for convertible bonds quoted on
Nasdaq is $1,000 original principal
amount. For the purposes of the
Interpretation, an institutional-sized
convertible bond limit order is
$100,000. Therefore, a member firm
can negotiate terms and conditions
with a customer with a convertible
bond limit order of $100,000 or
more.

Q. May a customer place special
conditions on the handling of a
limit order it seeks to place with a
member firm?

A. Yes. Although member firms may
not seek to negotiate special terms
and conditions with non-institutional
customers, any customer may seek to
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qualify or specify certain conditions
regarding the handling of a limit
order. Various customers have differ-
ent needs or expectations in the han-
dling of a limit order and thus, a
customer, whether considered an
institution or not, placing a limit
order may seek special conditions to
minimize execution costs. For exam-
ple, a customer placing a larger-sized
limit order, such as 1,000 shares, may
determine that he or she is best
served if the limit order is handled as
an “all-or-none” (AON) order, or is
not subject to minimal partial fills as
a market maker trades with smaller-
sized market orders at the same or
inferior price as the limit order. Thus,
a customer may seek to have execu-
tions in such situations limited to cir-
cumstances where the market maker
trades at the same price in 500-share
increments.

In addition, nothing in this Interpre-
tation prohibits a customer from vol-
untarily categorizing a limit order as
“not held,” which permits a member
firm to trade at any price without
being required to execute the cus-
tomer order. A broker with a not-held
order must use its brokerage judg-
ment in the execution of the order,
and if such judgment is properly
exercised, the broker is relieved of all
responsibility with respect to the time
of execution and the price or prices
of execution of such an order.

Q. If a customer’s limit order
resides on the books of a market
maker and the market maker, in
interacting with a market order
from another customer, offers to
accept the market order at a price
that improves upon the limit-order
price, does the limit order have to
be executed?

A. No. If the market maker offers to
execute a market order at a price that
improves the limit-order price, the
limit order does not have to be exe-
cuted. For example, the best inside

price is 10 bid and 10 1/4 offer.
Customer A sends in a limit order to
buy at 10 for 500 shares. Customer B
sends to the market maker a market
order to sell 500 shares. If the market
maker offers to execute the market
order at 10 1/16, the market maker
need not execute the limit order to
buy at 10 because the market maker
has offered price improvement at a
price that will not trigger the limit
order. The increment that will be
considered sufficient to qualify for
price improvement is the minimum
increment that can be permitted for
price reporting purposes, that is,
1/64.

Q. Does the member firm that 
does not intend to impose terms
and conditions have to make any
affirmative disclosure to a customer
placing a limit order?

A. No. There is no need to inform the
customer of order-handling tech-
niques as long as the member firm
has not attempted to impose terms
and conditions on the order. Thus,
the member firm is not obliged to
inform the customer that odd-lot
orders are treated differently or that
orders that a customer conditions as
AON may be traded ahead of, if the
size of the order that the member
firm executes at the same or an 
inferior price is not large enough to
fill the AON order.

Q. Does the NASD mandate any
particular methodology for limit-
order handling priorities, and if so,
what disclosure must be made to a
customer regarding the priority of
same-priced limit orders residing
on the member firm’s book?

A. The NASD has not mandated any
particular limit-order handling priori-
ty procedures. Thus, a firm may
choose any reasonable methodology
for the way in which it chooses to
execute multiple limit orders it holds.
However, the NASD requires that a

firm choose a methodology and con-
sistently apply it. Typically, a firm
will choose to award priority to the
best-priced order, followed by the
time priority of each order, and then
establish a ranking based on size of
orders held.

The NASD does not consider the pri-
ority handling mechanism for same-
priced limit orders as a term or
condition to a customer’s limit order.
Accordingly, the NASD does not
require that a member firm make an
affirmative disclosure to the cus-
tomer at the time that a customer
limit order is accepted regarding the
priority that the particular limit order
will be provided. Thus, if two cus-
tomer limit orders for the same size
and price in the same security reside
on the firm’s limit-order book and a
firm fills a market order at a price
and size that satisfies either limit
order but not both, the market maker
may fill as much of one order as it is
obligated to do under this rule. No
allocation between the two limit
orders is necessary. 

For example, the firm has two limit
orders to buy for 500 shares at 10. A
market order to sell 400 shares is
executed by the market maker at 10.
The market maker is obligated to
provide an execution of only one 
of the two limit orders at 10 up to
400 shares. The other limit order will
not receive any execution, partial or
otherwise.

Q. If a firm assesses commission-
equivalent charges on its cus-
tomers’ limit orders, does the
Interpretation require that the
firm not trade ahead of the limit
order at the “gross” limit price
(including the commission-
equivalent charge), or at the 
“net” limit price (excluding the
commission-equivalent charge)?

A. The Interpretation continues to
require that the firm provide protec-
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tion for customer limit orders at the
“net” limit price, exclusive of any
markup, markdown, commission,
commission-equivalent, or service
fee charged. If a member intends to
protect a customer’s limit order at a
price net of an amount equal to a
sales credit or other internal credit
charged, then the price at which the
limit order is to be protected must be
clearly explained to the customer.
Any transaction effected by the
member at a price equal to or inferior
to the price agreed upon with the cus-
tomer for protection of the limit order
will obligate the member to immedi-
ately execute such limit order.

Q. How does a member firm 
determine the price at which it is
trading, such that it must protect 
a customer’s limit order?

A. The customer’s limit order must
be protected when the member firm
executes a trade at a reportable price
that is the same as, or is inferior to,
the limit order price, that is, when the
firm buys at a price lower than a buy
limit order it holds, or sells at a price
higher than a sell limit order it holds.
Such reportable prices are the last-
sale prices reported to Nasdaq trans-
mitted through the Automated
Confirmation Transaction (ACTSM)
service. Such prices are not affected
by ticket, clearing, or other order-
handling charges assessed by a mar-
ket center in executing the reportable
transaction. 

For example, a member firm holds a
customer limit order to buy at 10.
While holding the limit order, the
member firm executes an order to
buy at 10 in a proprietary trading sys-
tem. Based on the fees charged for
use of the system, the operator of the
proprietary trading systems assesses
the member firm a $.02 order fee for
the execution, based on the number
of trades the firm has executed in the
system over the previous month.
Even though the proprietary trading

system assesses the member firm a
$.02-share fee for trading in its sys-
tem, the price reported through the
ACT service is $10, not $10.02.
Therefore, the trade in the proprietary
trading system at $10 triggers the
Interpretation requirement that the
member firm execute the customer’s
limit order to buy at $10.

The NASD notes that firms continue
to have an obligation to report execu-
tions in a timely fashion. Failures to
report executed transactions in accor-
dance with Schedule D to the NASD
By-Laws will be monitored closely
and subject a firm to sanctions.

Q. If a firm holds a customer’s
limit order to buy 500 shares of
XYZ at 20 1/4 and purchases 200
shares of XYZ at 20 1/8 in its 
market-making capacity, must the
market maker execute the full 500
shares at 20 1/4 or only 200 shares
at 20 1/4? Would the answer be the
same if the limit order were an
AON order?

A. The market maker need only exe-
cute 200 shares of the limit order in
this instance. However, the market
maker must continue to protect the
remaining 200 shares. If the limit
order were an AON order, the market
maker would not have to execute the
limit order, unless the market maker
traded in an amount equal to or
greater than the size of the AON
limit order.

Q. Does the Interpretation apply to
odd-lot orders?

A. No.

Q. Do Small Order Execution
System (SOESSM) or SelectNetSM

trades activate the execution of
limit orders?

A. Yes. Any transaction effected by a
member at a price equal to or inferior
to the limit-order price obligates the

member to immediately execute such
limit order. Thus, if a firm executes a
SOES order at a price inferior to a
customer’s limit order it holds, the
firm must immediately provide an
execution for the limit order.

Q. If a non-market maker holds a
customer’s limit order, can it trade
ahead of that limit order?

A. No. Even though the Interpretation
speaks in terms of members trading
in their market-making capacity, it is
inconsistent with a member’s best-
execution obligation if the member
were to trade ahead of a customer’s
limit order when it is not acting as a
market maker in the security. It has
never been the NASD’s position that
members can trade ahead of their cus-
tomer’s limit orders when not acting
as a market maker.

Q. May a trading desk other than
the market-making desk of the
firm trade at the same or inferior
price to that of a limit order held
by the market-making desk?

A. Although the Interpretation
speaks in terms of members trading
in their market-making capacity, it
would be inconsistent with a mem-
ber’s best execution obligations to
knowingly trade ahead of a cus-
tomer’s limit order in any other
capacity in which it may also be trad-
ing. Thus, if a firm has a market-
making desk, a risk-arbitrage desk
and a derivatives desk, among others,
it may be trading in a Nasdaq securi-
ty in a variety of circumstances. As
long as a firm implements and uti-
lizes an effective system of internal
controls, such as appropriate
“Chinese walls,” that operate to pre-
vent the non-market-making desk
from obtaining knowledge of cus-
tomers’ limit orders, those other
desks may continue to trade at prices
the same as or inferior to the cus-
tomers’ limit orders. The NASD will
carefully monitor firms that develop
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such controls and the trading activity
of desks subject to such controls to
determine if the controls are effec-
tive.

Q. Does the Interpretation apply to
all Nasdaq securities or just Nasdaq
National Market® securities?

A. The Interpretation applies to all
Nasdaq National Market and The
Nasdaq SmallCap MarketSM securi-
ties. It does not apply to other securi-
ties traded by means of the OTC
Bulletin Board Service or other
means.

Q. If a market maker holds a day
limit order, may a market maker
trade at prices that would satisfy
the limit order in an after-market
hours trading system without 
protecting the day limit order?

A. Yes. The day limit order expires at
4 p.m., Eastern Time, the time when
official Nasdaq market hours end.
Thereafter, because the limit order
has expired, the member firm may
trade at any price in proprietary trad-
ing systems that operate after the
close of the market. If the limit order
is a good-til-canceled limit order or
other such order, however, the mem-
ber firm may not trade at a price that
triggers its limit-order protection
requirements without executing the
limit order.

Direct questions regarding this
Notice to James Cangiano, Senior
Vice President, Market Surveillance,
at (301) 590-6424 or (800) 925-
8156; Glen Shipway, Senior Vice
President, Nasdaq Market
Operations, at (203) 385-6250;
Robert E. Aber, Vice President and
General Counsel, Office of General
Counsel, at (202) 728-8290; or
Eugene A. Lopez, Senior Attorney,
Office of General Counsel, at (202)
728-6998.

Text Of Interpretation To 
Article III, Section 1 Of The 
NASD Rules of Fair Practice

Effective June 21, 1995

To continue to ensure investor pro-
tection and enhance market quality,
the NASD Board of Governors is
issuing an Interpretation to the Rules
of Fair Practice dealing with member
firm treatment of customer limit
orders in Nasdaq securities. This
Interpretation will require members
acting as market makers to handle
customer limit orders with all due
care so that market makers do not
“trade ahead” of those limit orders.
Thus, members acting as market
makers that handle customer limit
orders, whether received from their
own customers or from another
member, are prohibited from trading
at prices equal or superior to that of
the limit order without executing the
limit order, provided that, prior to
September 1, 1995, this prohibition
shall not apply to customer limit
orders that a member firm receives
from another member firm and that
are greater than 1,000 shares. Such
orders shall be protected from execu-
tions at prices that are superior but
not equal to that of the limit order. In
the interests of investor protection,
the NASD is eliminating the so-
called disclosure “safe harbor” previ-
ously established for members that
fully disclosed to their customers the
practice of trading ahead of a cus-
tomer limit order by a market-
making firm.

Interpretation 

Article III, Section 1 of the Rules of
Fair Practice states that:

A member, in the conduct of his
business, shall observe high
standards of commercial honor
and just and equitable principles
of trade.

The Best Execution Interpretation
states that: 

In any transaction for or with a
customer, a member and per-
sons associated with a member
shall use reasonable diligence to
ascertain the best inter-dealer
market for the subject security
and buy or sell in such a market
so that the resultant price to the
customer is as favorable as pos-
sible to the customer under pre-
vailing market conditions.
Failure to exercise such dili-
gence shall constitute conduct
inconsistent with just and equi-
table principles of trade in viola-
tion of Article III, Section 1 of
the Rules of Fair Practice.

In accordance with Article VII,
Section 1(a)(2) of the NASD By-
Laws, the following interpretation
under Article III, Section 1 of the
Rules of Fair Practice has been
approved by the Board:

A member firm that accepts and
holds an unexecuted limit order
from a customer (whether its
own customer or a customer of
another member) in a Nasdaq
security and that continues to
trade the subject security for its
own market-making account at
prices that would satisfy the
customer’s limit order, without
executing that limit order, shall
be deemed to have acted in a
manner inconsistent with just
and equitable principles of
trade, in violation of Article III,
Section 1 of the Rules of Fair
Practice, provided that, until
September 1, 1995, customer
limit orders in excess of 1,000
shares received from another
member firm shall be protected
from the market maker’s execu-
tions at prices that are superior
but not equal to that of the limit
order, and provided further, that
a member firm may negotiate

310



National Association of Securities Dealers, Inc. June 5, 1995

specific terms and conditions
applicable to the acceptance of
limit orders only with respect to
limit orders that are: (1) for cus-
tomer accounts that meet the
definition of an “institutional
account” as that term is defined
in Article III, Section 21(c)(4)
of the Rules of Fair Practice; or
(2) 10,000 shares or more,
unless such orders are less than
$100,000 in value. Nothing in
this section, however, requires
members to accept limit orders
from any customer. 

By rescinding the safe harbor posi-
tion and adopting this Interpretation
of the Rules of Fair Practice, the
NASD Board wishes to emphasize
that members may not trade ahead of
customer limit orders in their market-
making capacity even if the member
had, in the past, fully disclosed the
practice to its customers prior to
accepting limit orders. The NASD

believes that, pursuant to Article III,
Section 1 of the Rules of Fair
Practice, members accepting and
holding unexecuted customer limit
orders owe certain duties to their cus-
tomers and the customers of other
member firms that may not be over-
come or cured with disclosure of
trading practices that include trading
ahead of the customer’s order. The
terms and conditions under which
institutional account or appropriately
sized customer limit orders are
accepted must be made clear to cus-
tomers at the time the order is accept-
ed by the firm so that trading ahead
in the firms’ market making capacity
does not occur. For purposes of this
Interpretation, a member that con-
trols or is controlled by another
member shall be considered a single
entity so that if a customer’s limit
order is accepted by one affiliate and
forwarded to another affiliate for exe-
cution, the firms are considered a sin-
gle entity and the market making unit

may not trade ahead of that cus-
tomer’s limit order.

The Board also wishes to emphasize
that all members accepting customer
limit orders owe those customers
duties of “best execution” regardless
of whether the orders are executed
through the member’s market mak-
ing capacity or sent to another mem-
ber for execution. As set out above,
the best execution Interpretation
requires members to use reasonable
diligence to ascertain the best inter-
dealer market for the security and
buy or sell in such a market so that
the price to the customer is as favor-
able as possible under prevailing
market conditions. The NASD
emphasizes that order entry firms
should continue to routinely monitor
the handling of their customers’ limit
orders regarding the quality of the
execution received.
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Executive Summary

The NASD® requests member com-
ment on proposed amendments to
Section 2 of Schedule E to the
NASD By-Laws to amend the excep-
tion from the qualified independent
underwriter requirement for offerings
of securities with a bona fide inde-
pendent market. The amendment
would modify:

• the definition of “bona fide inde-
pendent market” by providing for a
national exchange or The Nasdaq
Stock MarketSM listing requirement
and per-share price test, and chang-
ing the trading volume, public float,
and independent market-maker pro-
visions; and

• the definition of “bona fide inde-
pendent market maker” by requiring
registration with The Nasdaq Stock
Market, and requiring that it neither
be affiliated with the issuer nor
receive any portion of the net pro-
ceeds of the offering. Comments
must be received by August 1,
1995.

Background

The NASD adopted Schedule E to the
NASD By-Laws (Schedule E) in
1972 to address concerns that public
investors be protected adequately
when investing in securities issued by
an NASD member, its parent, or an
affiliate of a member that is going
public. To address conflicts of interest
regarding the conduct of due diligence
and the pricing of the securities,
Schedule E requires that a qualified
independent underwriter (that is, a
member with a background in under-
writing and a history of profitable
operations) conduct due diligence;
participate in the preparation of the
prospectus, offering memorandum, or
similar document; and provide an
opinion that the public-offering price
of an equity security is no higher or

the yield of a debt security no lower
than it recommends. Exceptions are
provided to the qualified independent
underwriter requirement where the
offering is of rated investment grade
debt or where the offering is of equity
with a bona fide independent market. 

The NASD Corporate Financing
Committee (Committee) reviewed
the bona fide independent market
exception from the requirement for a
qualified independent underwriter as
in Section 3(c) of Schedule E, which
was part of the original version of
Schedule E adopted in 1972. The
Committee reaffirmed its long-held
view that the standards for determin-
ing a bona fide independent market
should be stringent enough to proper-
ly regulate public distributions where
a member issues its own securities or
a conflict or control relationship with
a parent or affiliate exists, and pro-
vide protection for investors that the
conflicts as to pricing and due dili-
gence are properly addressed. The
criteria in the definition of bona fide
independent market are to assure the
public that a market of sufficient
depth and duration exists to consti-
tute an efficient pricing mechanism
for the securities to be distributed.

The Committee is proposing to
revise the definition of bona fide
independent market and the related
definition of bona fide independent
market maker to incorporate more
current standards for liquidity in a
security. The Committee believes the
proposed new requirements for list-
ing, public float, trading volume,
price, and number of bona fide inde-
pendent market makers vastly
improve the criteria used for deter-
mining the presence of a bona fide
independent market. While still
focusing on investor protection
issues, the Committee believes that
the proposed new definitions will
permit a significant number of
Nasdaq® and exchange-listed issuers
to conduct a secondary offering with-
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out the unnecessary burden and
expense of engaging a qualified inde-
pendent underwriter, while providing
the public with the added protection
of a qualified independent underwrit-
er in situations where the market can-
not be relied on to price the securities
appropriately. 

Description Of 
Proposed Amendments

Bona Fide Independent 
Market Definition

Listing Test

The Committee believes that listing
on a national securities exchange (as
defined by the Securities Exchange
Act of 1934) or The Nasdaq Stock
Market indicates that the security
trades in an efficient, regulated, and
active market. Therefore, the
Committee is proposing that such
listing be made part of the definition-
al requirement of a bona fide inde-
pendent market. The Committee also
believes that a listing requirement
brings to the definition the qualitative
standards of a regulated trading envi-
ronment, such as quote transparency,
real-time transaction reporting, and
corporate governance standards.
Securities quoted on the NASD OTC
Bulletin Board® service and those
traded in the general over-the-counter
market, such as the “pink sheets,”
will be excluded under this test. 

Trading Volume Test

The Committee believes that the cur-
rent aggregate 12-month trading vol-
ume of 100,000 shares requirement
should be raised to a level that is more
indicative of an active, efficient mar-
ket, and the time period over which
trading volume is measured should be
adjusted to reflect the minimum peri-
od necessary to establish that a bona
fide market exists for the security. The
Committee is proposing to raise the

trading volume requirement to at least
500,000 shares in the 90-calendar-day
period before the filing of a registra-
tion statement (which is an average of
8,500 shares daily) to establish a bet-
ter benchmark for justifying an
exemption from the requirement that a
qualified independent underwriter par-
ticipate in the offering. 

Public Float Test

The Committee is proposing to
require a five-million-share public
float, as the minimum necessary to
assure that the market for an issuer’s
securities will not suffer undue
volatility from the dilution that occurs
when a large number of shares is
offered to the public. The Committee
noted that a typical follow-on offering
of a company’s stock places between
one- and two-million additional
shares in public float, which is equal
to a 40 percent dilution, even at the
five-million-share level. 

Price Test

The Committee expressed concern
that a public float test without a cor-
responding standard for the market
price of the securities may be detri-
mental to establishing a valid bench-
mark for a bona fide independent
market. Therefore, the Committee is
proposing to adopt a market-price
requirement of at least $5 a share as
of the close of trading on the day
immediately preceding the filing of
the registration statement, coupled
with the requirement that the security
trade at a price of $5 or more per
share on at least 20 of the 30 trading
days preceding the date on which the
registration statement was filed. The
Committee believes that these
requirements are consistent with the
purpose and intent of the SEC’s
Penny Stock Rules and Rule 10b-6. 

Market-Maker Test

The current definition of a bona fide

independent market requires a securi-
ty to have three bona fide indepen-
dent market makers. Given that a
security may be listed on The Nasdaq
Stock Market with two market mak-
ers, the Committee is proposing to
amend the definition to require only
two bona fide independent market
makers (as defined below), which it
believes are sufficient to demonstrate
the presence of a bona fide indepen-
dent market away from any Schedule
E affiliate that may also be making a
market in the issuer’s securities.

Bona Fide Independent 
Market Maker Definition

The current definition of “bona fide
independent market maker” in
Schedule E focuses on net capital
requirements and the regular publica-
tion of two-sided quotations by the
market maker. This definition was
developed at the time Schedule E
was drafted in 1971. The Committee
is proposing to modify the definition
to provide that a bona fide indepen-
dent market maker must be unaffiliat-
ed with the issuer and beneficially
own—together with its associated
persons and their immediate family,
parent, and affiliates—less than five
percent of the outstanding voting
securities, common equity, preferred
equity, or subordinated debt of an
issuer. The bona fide independent
market maker will also be prohibited
from receiving any of the net pro-
ceeds of an offering. The Committee
believes these amendments provide
investors with greater assurance that
the market maker’s activities are
independent of any influences that
may arise when the ownership of an
issuer’s securities or interest in the
offering become material. These
standards are largely drawn from the
current definition of qualified inde-
pendent underwriter in Schedule E
and from the reporting requirements
imposed on beneficial owners by
Section 13 of the Securities
Exchange Act of 1934. 
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Questions regarding this Notice may
be directed to Richard J.
Fortwengler, Associate Director, or
Paul M. Mathews, Supervisor,
NASD Corporate Financing
Department, at (301) 208-2700.

Request For Comments

The NASD requests all members and
interested persons to comment on
these proposed amendments.
Comments should be directed to:

Ms. Joan C. Conley
Corporate Secretary
National Association of 
Securities Dealers, Inc.
1735 K Street, NW
Washington, DC 20006-1500. 

Comments must be received no later
than August 1, 1995. Comments
will be reviewed by the NASD
Corporate Financing Committee.
Changes to proposed amendments
must be approved by the NASD
Board of Governors and filed with
and approved by the Securities and
Exchange Commission before
becoming effective. 

Text Of Proposed 
Amendments To Section 2 Of
Schedule E To The NASD By-Laws

(Note: New text is underlined; dele-
tions are bracketed.)

Schedule E

Distribution of Securities of
Members and Affiliates—Conflicts
of Interest

Section 1. General

(a) No member or person associated
with a member shall participate in
the distribution of a public offering
of debt or equity securities issued or
to be issued by the member, the par-

ent of the member, or an affiliate of
the member and no member or par-
ent of a member shall issue securities
except in accordance with this
Schedule.

(b) No member or person associated
with a member shall participate in
the distribution of a public offering
of debt or equity securities issued or
to be issued by a company if the
member and/or its associated per-
sons, parent or affiliates have a con-
flict of interest with the company, as
defined herein, except in accordance
with this Schedule.

Section 2. Definitions

For purposes of this Schedule, the
following words shall have the stated
meanings:

(a) and (b) No change.

(c) Bona fide independent market—a
market in a security which:

(1) is registered pursuant to the pro-
visions of Sections 12(b) or 12(g) of
the Securities Exchange Act of 1934
or issued by a company subject to
Section 15(d) of such Act, unless
exempt from those provisions;

[(2) has an aggregate trading volume
for the 12 months immediately pre-
ceding the filing of the registration
statement of at least 100,000 shares;]

[(3) has outstanding for the entire
twelve-month period immediately
preceding the filing of the registra-
tion statement, a minimum of
250,000 publicly held shares; and]

[(4) in the case of over-the-counter
securities, has had at least three bona
fide independent market makers for a
period of at least 30 days immediate-
ly preceding the filing of the registra-
tion statement and the effective date
of the offering.]

(2) has a market price as of the close
of trading on the trade date immedi-
ately preceding filing of the registra-
tion statement or offering circular of
five dollars or more per share, and
which has traded at a price of five
dollars or more per share in at least
20 of the 30 trading days, immediate-
ly preceding the filing of the registra-
tion statement or offering circular;
and

(3) (i) for at least 90 calendar days
immediately preceding the filing of
the registration statement with the
Department has been listed on and is
in compliance with the listing
requirements of a national securities
exchange; or

(ii) for at least 90 calendar days
immediately preceding the filing of
the registration statement with the
Department has been listed on and is
in compliance with the listing
requirements of The Nasdaq Stock
Market and has had at least two bona
fide independent market makers for a
period of at least 30 trading days
immediately preceding the filing of
the registration statement and the
effective date of the offering; and

(4) (i) has an aggregate trading vol-
ume of at least 500,000 shares over
the 90 calendar day period immedi-
ately preceding the filing of the regis-
tration statement (Trading Volume
Test); or

(ii) has outstanding for the 90 calen-
dar day period immediately preced-
ing the filing of the registration
statement or offering circular, a mini-
mum of 5,000,000 publicly held
shares.

(d) Bona fide independent market
maker—a market maker which:

[(1) continually maintains net capital
as determined by Rule 15c 3-1 of the
General Rules and Regulations under
the Securities Exchange Act of 1934
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of $50,000 or $5,000 for each securi-
ty in which it makes a market,
whichever is less;]

[(2) regularly publishes bona fide
competitive bid and offer quotations
in a recognized interdealer quotation
system;]

[(3) furnishes bona fide competitive
bid and offer quotations to other bro-
kers and dealers on request; and]

[(4) stands ready, willing and able to

effect transactions in reasonable
amounts, and at his quoted prices,
with other brokers and dealers.]

(1) is registered as a Nasdaq market
maker in the security to be distribut-
ed pursuant to this Schedule; 

(2) is not an affiliate of the entity
issuing securities pursuant to Section
3 of this Schedule and together with
its associated persons and their
immediate family, parent and affili-
ates, does not in the aggregate benefi-

cially own, at the time of the filing of
the registration statement and at the
commencement of the distribution,
five percent or more of the outstand-
ing voting securities, common equity,
preferred equity or subordinated debt
of such entity which is a corporation
or beneficially own a partnership
interest in five percent or more of the
distributable profits or losses of such
entity which is a partnership; and

(3) is not a recipient of any of the net
proceeds of the offering.
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Executive Summary

On May 5, 1995, the Securities and
Exchange Commission (SEC)
approved amendments to the
Interpretation of the Board of
Governors—Forwarding of Proxy
and Other Materials under Article III,
Section 1 of the NASD® Rules of
Fair Practice1 (Interpretation). The
amendments allow a beneficial
owner of stock to designate a regis-
tered investment adviser to vote and
receive proxy and related issuer
material in lieu of the beneficial
owner, and to allow certain invest-
ment managers of ERISA2 plans to
vote proxies. The rule change took
effect May 5, 1995.

Background And Description

The NASD Rules of Fair Practice
currently do not permit a beneficial
owner of stock to designate a regis-
tered investment adviser to vote
proxies and receive proxy and related
material in lieu of the beneficial
owner, except as permitted under
rules of a national securities
exchange to which the NASD mem-
ber that is the holder of record also
belongs. The New York Stock
Exchange, Inc. (NYSE) recently
amended its rules to allow a benefi-
cial owner of stock to designate a
registered investment adviser to vote
proxies and receive proxy and related
issuer material in lieu of the benefi-
cial owner. Upon review, the NASD
has added similar provisions to the
Interpretation. The NASD believes
that providing owners with the right
to make this type of designation ben-
efits investors, and that uniformity
between NASD rules and NYSE
rules on this subject is appropriate.

Designated Registered 
Investment Advisers

The amendments allow the beneficial
owner of any issuer’s stock to inform

an NASD member that the beneficial
owner has authorized a designated
registered investment adviser to
receive and vote proxies and to
receive related issuer material in lieu
of the beneficial owner.

The amendments provide that a “des-
ignated investment adviser” is a per-
son registered under the Investment
Advisers Act of 1940 who exercises
investment discretion pursuant to an
advisory contract for the beneficial
owner and has been designated in
writing by the beneficial owner to
receive and vote the proxy, and to
receive annual reports and other
material sent to stock holders. The
beneficial owner’s written designa-
tion to the member has to be signed
by the beneficial owner; be addressed
to the member; and include the name
of the designated investment adviser.
The beneficial owner has an unquali-
fied right at any time to rescind des-
ignation of the investment adviser to
receive materials and to vote proxies.
The rescission has to be in writing
and submitted to the member.

The amendments require that a mem-
ber who receives a written designa-
tion from a beneficial owner must
ensure that the beneficial owner’s
designated investment adviser is reg-
istered under the Investment Advisers
Act of 1940; is exercising investment
discretion pursuant to an advisory
contract for the beneficial owner; and
is designated in writing by the benefi-
cial owner to receive and vote proxies
for stock that is in the possession of
the member. Members will be
required to keep records substantiat-
ing this information.3
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2 See, Employee Retirement Income Security
Act of 1974.
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Information Memo No. 94-41 (September 7,
1994)].
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ERISA Investment Managers

The amendments provide that any
member designated by a named
ERISA plan fiduciary as the invest-
ment manager of stock held as assets
of the ERISA plan may vote the
proxies according to the ERISA plan
fiduciary responsibilities, if the
ERISA plan expressly grants discre-
tion to the investment manager to
manage, acquire, or dispose of any
plan asset, and has not expressly
reserved the proxy voting right for
the named ERISA plan fiduciary.

Questions regarding this Notice may
be directed to John H. Pilcher,
Assistant General Counsel, Office of
General Counsel, at (202) 728-8287.

Text Of Amendments 
To Interpretation

(Note: New text is underlined; dele-
tions are bracketed.)

NASD Rules of Fair Practice
Business Conduct of Members

Article III, Section 1

Interpretation of the Board of
Governors—Forwarding of Proxy
and Other Materials

Introduction

A member has an inherent duty in
carrying out high standards of com-
mercial honor and just and equitable
principles of trade to forward (i) all
proxy material which is properly fur-
nished to it by the issuer of the secu-
rities or a stockholder of such issuer,
to each beneficial owner (or the ben-
eficial owner’s designated investment
adviser) of shares of that issue which
are held by the member for the bene-
ficial owner thereof and (ii) all annu-
al reports, information statements
and other material sent to stockhold-
ers, which are properly furnished to it

by the issuer of the securities to each
beneficial owner (or the beneficial
owner’s designated investment advis-
er) of shares of that issue which are
held by the member for the beneficial
owner thereof. For the assistance and
guidance of members in meeting
their responsibilities, the Board of
Governors has promulgated this
interpretation. The provisions hereof
shall be followed by all members and
failure to do so shall constitute con-
duct inconsistent with high standards
of commercial honor and just and
equitable principles of trade in viola-
tion of Article III, Section 1 of the
Rules of Fair Practice of the
Association.

Interpretation

Sec. 1. No member shall give a
proxy to vote stock which is regis-
tered in its name, except as required
or permitted under the provisions of
Section 2 or 3 hereof, unless such
member is the beneficial owner of
such stock.

Sec. 2. Whenever an issuer or stock-
holder of such issuer soliciting prox-
ies shall timely furnish to a member:

(a)[1] sufficient copies of all solicit-
ing material which such person is
sending to registered holders, and

(b)[2] satisfactory assurance that he
will reimburse such member for all
out-of-pocket expenses, including
reasonable clerical expenses incurred
by such member in connection with
such solicitation, such member shall
transmit promptly to each beneficial
owner (or the beneficial owner’s des-
ignated investment adviser) of stock
of such issuer which is in its posses-
sion or control and registered in a
name other than the name of the ben-
eficial owner of all such material fur-
nished. Such material shall include a
signed proxy indicating the number
of shares held for such beneficial
owner and bearing a symbol identify-

ing the proxy with proxy records
maintained by the member, and a let-
ter informing the beneficial owner (or
the beneficial owner’s designated
investment adviser) of the time limit
and necessity for completing the
proxy form and forwarding it to the
person soliciting proxies prior to the
expiration of the time limit in order
for the shares to be represented at the
meeting. A member shall furnish a
copy of the symbols to the person
soliciting the proxies and shall also
retain a copy thereof pursuant to the
provisions of Rule 17a-4 of the
General Rules and Regulations under
the Securities Exchange Act of 1934,
17 C.F.R. 240.17a-4. Notwithstand-
ing the provisions of this section, a
member may give a proxy to vote
any stock pursuant to the rules of any
national securities exchange to which
the member is also responsible pro-
vided that the records of the member
clearly indicate which procedure it is
following.

This section shall not apply to benefi-
cial owners residing outside of the
United States of America though
members may voluntarily comply
with the provisions hereof in respect
to such persons if they so desire.

Sec. 3. A member may give a proxy
to vote any stock registered in its
name if such member holds such
stock as executor, administrator,
guardian, trustee, or in a similar rep-
resentative or fiduciary capacity with
authority to vote. 

A member which has in its posses-
sion or within its control stock regis-
tered in the name of another member
and which desires to transmit signed
proxies pursuant to the provisions of
Section 2, shall obtain the requisite
number of signed proxies from such
holder of record.

Notwithstanding the foregoing,

(a) any member designated by a
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named ERISA Plan fiduciary as the
investment manager of stock held as
assets of the ERISA Plan may vote
the proxies in accordance with the
ERISA Plan fiduciary responsibilities
if the ERISA Plan expressly grants
discretion to the investment manager
to manage, acquire, or dispose of any
plan asset and has not expressly
reserved the proxy voting right for
the named ERISA Plan fiduciary;
and

(b) any person registered as an
investment adviser under the
Investment Advisers Act of 1940
who exercises investment discretion
pursuant to an advisory contract for
the beneficial owner and has been
designated in writing by the benefi-
cial owner to vote the proxies for
stock which is in the possession or
control of the member, may vote
such proxies.

Sec. 4. A member when so requested
by an issuer and upon being fur-
nished with:

(a)[1] sufficient copies of annual

reports, information statements or
other material sent to stockholders,
and

(b)[2] satisfactory assurance that it
will be reimbursed by such issuer for
all out-of-pocket expenses, including
reasonable clerical expenses, shall
transmit promptly to each beneficial
owner (or the beneficial owner’s des-
ignated investment adviser) of stock
of such issuer which is in its posses-
sion and control and registered in a
name other than the name of the ben-
eficial owner of all such material 
furnished. 

This section shall not apply to benefi-
cial owners residing outside of the
United States of America though
members may voluntarily comply
with the provisions hereof in respect
to such persons if they so desire.

Sec. 5. For purposes of this
Interpretation, the term “designated
investment adviser” is a person regis-
tered under the Investment Advisers
Act of 1940 who exercises invest-
ment discretion pursuant to an advi-

sory contract for the beneficial owner
and is designated in writing by the
beneficial owner to receive proxy and
related materials and vote the proxy,
and to receive annual reports and
other material sent to stock holders.
The written designation must be
signed by the beneficial owner; be
addressed to the member; and include
the name of the designated invest-
ment adviser.  Members who receive
such a written designation from a
beneficial owner must ensure that the
designated investment adviser is reg-
istered with the SEC pursuant to the
Investment Advisers Act of 1940 and
that the investment adviser is exercis-
ing investment discretion over the
customer’s account pursuant to an
advisory contract to vote proxies
and/or to receive proxy soliciting
material, annual reports and other
material. Members must keep records
substantiating this information.
Beneficial owners have an unquali-
fied right at any time to rescind desig-
nation of the investment adviser to
receive materials and to vote proxies.
The rescission must be in writing and
submitted to the member.
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Executive Summary

On May 25, 1995, the Securities and
Exchange Commission (SEC)
approved an amendment to the
Uniform Practice Code (UPC)
adding new Section 72 requiring a
member or its agent who is a partici-
pant in a registered clearing agency
to use the facilities of such registered
clearing agency for the clearance of
eligible transactions in corporate debt
securities. The new section is intend-
ed to reduce or eliminate the risks
and inefficiencies associated with
broker-to-broker clearing of transac-
tions in corporate debt securities. The
new section takes effect on June 30,
1995.

Background

On May 25, 1995, the SEC approved
an amendment to the UPC adding
new Section 72 requiring a member
or its agent who is a participant in a
registered clearing agency to use the
facilities of such registered clearing
agency for the clearance of eligible
transactions in corporate debt securi-
ties. The new section takes effect on
June 30, 1995. The text of the new
section follows this Notice.

Recently, the NASD® has observed
that a significant percentage of all
transactions in corporate bonds is
being compared, cleared, and settled
broker-to-broker, or ex-clearing; that
is, without using the facilities of a
registered clearing agency. Clearing
such transactions broker-to-broker is
labor intensive, requires more time to
complete, and results in more fails
than transactions processed through a
clearing agency. The labor-intensive,
manual nature of broker-to-broker
processing is error prone; such as,
keystroke errors, manual document
handling errors, delivery errors, and
payment errors, among others. In
addition, because such broker-to-
broker clearance is labor intensive, it

also generally requires more time to
complete. All of these factors
increase the systemic clearance risk
by increasing the number of trade
fails and the potential financial expo-
sure to members.

The NASD is concerned that the
problems associated with broker-to-
broker clearance of corporate bond
trades is creating avoidable risks and
inefficiencies, as described above, in
the clearance and settlement process.
In addition, the implementation of
T+3 settlement of securities transac-
tions on June 7, 1995, will likely
exacerbate the risks and inefficien-
cies inherent in clearing corporate
bond transactions broker-to-broker.
Accordingly, the NASD is amending
the UPC to add a new Section 72
requiring a member to submit its
interdealer transactions in corporate
debt securities to a registered clear-
ing agency if the member or its agent
is a participant in a registered clear-
ing agency. By doing so, members
will be able to view their compared
corporate bond trades on T+1 and
more readily comply with the accel-
erated settlement cycle.

The amendment also provides that the
NASD may exempt any transaction or
class of transactions in corporate debt
securities from the provisions of the
rule as may be necessary to accom-
modate special circumstances related
to the clearance of such transactions
or class of transactions. The NASD
anticipates that this provision will be
used only if the special pricing and
processing problems related to par-
ticular corporate debt securities made
using the facilities of a registered
clearing agency difficult or impos-
sible and outweighed the benefits of
using the facilities of a registered
clearing agency.

Questions regarding this Notice may
be directed to the NASD Uniform
Practice Department at (203) 375-
9609.
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Text Of Amendment To 
Uniform Practice Code

(Note: New text is underlined.)

UNIFORM PRACTICE CODE

Clearance of 
Corporate Debt Securities

Sec. 72

Each member or its agent that is a
participant in a registered clearing

agency, for purposes of clearing over
the counter securities transactions,
shall use the facilities of a registered
clearing agency for the clearance of
eligible transactions between mem-
bers in corporate debt securities. The
Association may exempt any trans-
action or class of transactions in cor-
porate debt securities from the
provisions of this rule as may be
necessary to accommodate special
circumstances related to the clear-
ance of such transactions or class of
transactions.
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Executive Summary

On April 20, 1995, the Securities and
Exchange Commission (SEC)
approved an NASD® proposal to
amend Section 33(b)(3) of the NASD
Rules of Fair Practice to increase the
position and exercise limits for cer-
tain equity securities that are not sub-
ject to standardized options trading.1

Specifically, with the amendment, if
a security qualifies for a position
limit of 7,500 contracts or 10,500
contracts, it will be subject to that
higher position limit, regardless of
whether it has standardized options
traded on it or not.

Background And Description

Pursuant to Section 33(b)(3) of the
NASD Rules of Fair Practice, posi-
tion and exercise limits for exchange-
listed options traded by access firms2

or their customers are determined
according to a “three-tiered” system,
where, depending upon the float and
trading volume of the underlying
security, the position limit for options
on that security is 4,500, 7,500, or
10,500 contracts.3 For conventional
equity options trading by any NASD
member,4 if the underlying security is
subject to standardized options trad-
ing, the NASD’s position limit for
conventional options on that security
is the same position limit imposed by
the options exchange(s) trading the
option. However, if the security
underlying the option is not subject
to standardized options trading, the
applicable position limit for conven-
tional options on the security is the
lowest tier, that is, 4,500 contracts.

Thus, in the past, even though a secu-
rity may have qualified for an options
position limit of 10,500 or 7,500 con-
tracts based on its public float and 
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rule provides that the position limit estab-
lished by an options exchange(s) for a partic-
ular equity option is the applicable position
limit for purposes of NASD rules. Under the
rules of the options exchanges, if the security
underlying a standardized option has trading
volume of 40 million shares over the most
recent six months or trading volume of 30
million shares over the most recent six
months and float of 120 million, it is subject
to a position limit of 10,500 contracts; if the
security underlying a standardized option has
trading volume of 20 million shares over the
most recent six months or trading volume of
15 million shares over the most recent six
months and float of 40 million, it is subject to
a position limit of 7,500 contracts; and, if the
underlying security is ineligible for a 10,500
or 7,500 contract position limit, it is subject
to a 4,500 contract position limit. See, Inter-
pretation and Policy .02 to Chicago Board
Options Exchange (CBOE) Rule 4.11.
4 Conventional equity options are defined in
Section 33(b)(2)(GG) of the NASD Rules of
Fair Practice as “any option contract not
issued, or subject to issuance, by The
Options Clearing Corporation.”

1 Position limits impose a ceiling on the num-
ber of option contracts in each class on the
same side of the market (that is, aggregating
long calls and short puts and long puts and
short calls) that can be held or written by an
investor or group of investors acting in con-
cert. Exercise limits restrict the number of
options contracts that an investor or group of
investors acting in concert can exercise with-
in five consecutive business days. Under
NASD rules, exercise limits correspond to
position limits, such that investors in options
classes on the same side of the market are
allowed to exercise, during any five consecu-
tive business days, only the number of
options contracts set forth as the applicable
position limit for those options classes. See
Sections 33(b)(3) and (4) of the NASD Rules
of Fair Practice.
2 “Access” firms are NASD members that
conduct a business in exchange-listed
options, but are not members of any of the
options exchanges upon which the options
are listed and traded.
3 In this connection, NASD rules do not
specifically govern how a specific equity
option falls within one of the three position-
limit tiers. Rather, the NASD’s position-limit
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trading volume, it was subject to a
position and exercise limit of 4,500
contracts because it did not underlie a
standardized option. Because these
securities qualified for higher posi-
tion limits but were not eligible for
them solely because there was no
corresponding standardized option
traded on them in the United States,
NASD members’ legitimate hedging
activities were unduly constrained.
Accordingly, the NASD proposed,
and the SEC approved, an amend-
ment to Section 33(b) that provides
that the position limit for an option
shall be determined by the position-
limit tier the security falls under,
regardless of whether the security is
subject to standardized options trad-
ing. As with any other conventional
equity option, if standardized options
were subsequently listed on the
stock, conventional options positions
and standardized options positions
overlying that stock would have to be
aggregated. 

Monitoring And Setting 
Position-Limit Procedures

Following are the procedures that the
NASD will use to monitor and set
position limits under the revised
position-limit rule. These proce-
dures only apply to the establish-

ment of position limits for conven-
tional options overlying securities
not subject to standardized options
trading.

Notifying Members 
Before Establishing 
Conventional Option Position

To ensure that the higher position
limits for conventional options over-
lying securities not subject to stan-
dardized options trading are only
available for securities qualifying for
a position limit of 7,500 or 10,500
contracts, a member must demon-
strate to the NASD Market
Surveillance Department that the
security satisfies the standards for
such higher options position limit
before establishing an unhedged
options position on that security in
excess of 4,500 contracts.5 The mem-
ber must also demonstrate that the
underlying security satisfies the ini-
tial listing standards for standardized
options trading.6 Based on this infor-
mation and after conducting its own
review, the NASD will set a higher
position limit for the stock or keep
the position limit at 4,500 contracts.
Thereafter, from the date the NASD
establishes the original position limit
until the Monday following the third
Friday of the next January or July,
whichever occurs first, the position

limit applicable to that stock will
remain the same for all other conven-
tional options positions established
on that stock.7

Monitoring Position-Limit Levels

In each successive January and July,
the NASD will review the trading
volume and float of each stock to
determine if the applicable position
limit should be raised, lowered, or
left unchanged.8 Any changes to the
position limits will become effective
on the Monday following the third
Friday of January or July.9 In addi-
tion, if the periodic review reveals
that a position limit for a stock must
be changed, each member that has an
outstanding conventional option
position on that stock will be notified
of the change. If a position limit is
lowered, while a firm (or its cus-
tomer) will not be able to increase its
conventional option position on that
stock if its position is greater than the
new limit, it will not be required to
liquidate any pre-existing outstand-
ing options position to a level equal
to the new position limit. If a position
limit is changed as a result of the six-
month review, the position limit will
remain at such new level until the
next review.

In each successive January and July,
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contracts on March 1, 1995, the position limit
would remain at 10,500 contracts until the
Monday after the third Friday of July 1995.
8 In particular, the NASD will use data from
July 1 through December 31 to review 
position-limit levels in January and data from
January 1 to June 30 to review position-limit
levels in July. 
9 However, if subsequent to a six-month
review, an increase in trading volume and/or
outstanding shares would make such stock
eligible for a higher position limit before the
next review, the NASD, at its discretion, may
increase immediately such position limit.

5 For foreign securities, however, the NASD
will not establish a position limit greater than
4,500 contracts (that is, 7,500 or 10,500 con-
tracts) until: (1) it has in place a comprehen-
sive surveillance sharing agreement with the
primary exchange in the home country where
the foreign security is primarily traded; or (2)
the combined trading volume of the foreign
security (and other related securities) occur-
ring in the U.S. markets represents at least 50
percent of the combined world-wide trading
volume in the underlying security (including
other related securities).
6 The initial listing standards for standardized
equity options provide that the underlying
equity security must: (1) be listed on a
national securities exchange or be a Nasdaq

National Market® security; (2) have a public
float of at least 7 million shares; (3) have at
least 2,000 shareholders; (4) have a trading
volume of at least 2.4 million shares during
the preceding 12 months; and (5) have a mar-
ket price per share equal to or greater than
$7.50 for the majority of the business days
during the three preceding calendar months,
as measured by the lowest closing price
reported in any market in which the underly-
ing security traded on each of the subject
days. In addition, the issuer must be in com-
pliance with any applicable requirement of
the Securities Exchange Act of 1934. See,
CBOE Rule 5.3. 
7 For example, if the NASD determined that
the position limit for stock XYZ was 10,500
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the NASD also will review whether
the underlying stock continues to
meet the options exchanges’ mainte-
nance standards for standardized
options trading.10 If a stock fails to
meet the maintenance standards, the
position limit will become 4,500 con-
tracts effective on the Monday fol-
lowing the third Friday of January or
July, regardless of whether the trad-
ing volume and float of the stock
warrant a higher position limit. If the
position limit is lowered, members
(or their customers) will not have to
liquidate pre-existing outstanding
options positions to a level equal to
4,500 contracts.

NASD members and their customers
who establish conventional options
positions in reliance on the NASD’s
amended position-limit rule should be
aware that they may be in technical
violation of an options exchange’s
position-limit rule, should that
exchange introduce standardized
options on the same underlying secu-
rity with a lower position limit subse-
quent to establishing the conventional
options position.11 While the NASD
will most likely provide the market
participant with a position-limit
exemption in this instance and pro-

hibit the investor from increasing its
options position, there is the possibili-
ty that an options exchange may not
also grant a corresponding exemption
from its position-limit rule.

Questions regarding this Notice
should be directed to Joseph Alotto,
Regulatory Specialist, NASD Market
Surveillance, at (301) 590-6845, or
Thomas R. Gira, Assistant General
Counsel, Office of General Counsel,
at (202) 728-8957.

Text Of Amendments To 
Section 33(b)(3) Of The 
NASD Rules Of Fair Practice

(Note: New text is underlined.)

Section 33(b)(3) Position Limits

(A) No change.

(1) No change.

(2) 7,500 options contracts of the put
class and the call class on the same
side of the market covering the same
underlying security, providing that
the 7,500 contract position limit shall
only be available for option contracts

on securities which underlie or 
qualify to underlie1 Nasdaq or
exchange-traded options qualifying
under applicable rules for a position
limit of 7,500 option contracts; or

(3) 10,500 option contracts of the put
class and the call class on the same
side of the market covering the same
underlying security, providing that
the 10,500 contract position limit
shall only be available for option
contracts on securities which under-
lie or qualify to underlie1 Nasdaq or
exchange-traded options qualifying
under applicable rules for a position
limit of 10,500 option contracts; or

(4) and (5) No change.

1 In order for a security not subject to stan-
dardized options trading to be eligible for a
higher options position limit of 7,500 or
10,500 contracts, a member must first demon-
strate to the NASD Market Surveillance
Department that the security meets the stan-
dards for such higher options position limit
and the initial listing standards for standard-
ized options trading
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(3) a market price per share of $3 or more on
a majority of the business days during the
preceding six calendar months, as measured
by the highest closing price reported in any
market in which the security traded; and (4)
the market price per share is at least $3 at the
time of the review (alternative maintenance
standard). Thereafter, if the stock did not sat-
isfy the basic maintenance standards at the
next six-month review, it would only retain a
position limit greater than 4,500 contracts if
it satisfied the alternative maintenance stan-
dard using a maintenance price of $4 instead
of $3. For subsequent reviews, the stock will
have to satisfy the basic maintenance stan-
dards. See, CBOE Rule 5.4. 
11 For example, a market participant may
establish a conventional options position of
10,500 contracts on a stock in February 1996

pursuant to the NASD proposal, and there-
after an options exchange may choose to list
options on the stock on May 1, 1996, with a
position limit of 7,500 contracts. In this case,
the trading volume and/or float of the stock
would have declined since February, such
that the stock was no longer eligible for the
10,500 contract position limit. Assuming the
options exchange takes the position that stan-
dardized and conventional options positions
must be aggregated for position-limit 
purposes, the market participant would be in
violation of the options exchange’s position-
limit rule because its conventional options
position would be 3,000 contracts in excess
of the 7,500-contract-position limit.

10 The maintenance listing standard for stan-
dardized equity options provides that the
underlying security must have: (1) a public
float of at least 6.3 million shares; (2) at least
1,600 shareholders; (3) trading volume of at
least 1.8 million shares (in all markets in
which the underlying security trades) during
the preceding 12 months; and (4) a market
price per share equal to or greater than $5 on
a majority of the business days during the
preceding six calendar months, as measured
by the highest closing price reported in any
market in which the security traded (basic
maintenance standards). However, a stock
will continue to meet the maintenance listing
standards for an additional six months if it
had: (1) a market value of at least $50 mil-
lion; (2) trading volume of at least 2.4 mil-
lion shares during the preceding 12 months;
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Executive Summary

The Department of the Treasury
(Treasury) recently approved amend-
ments under the Government
Securities Act of 1986 (GSA) that
establish risk assessment rules for
government securities broker/dealers
registered under Section 15C (Section
15C broker/dealers) of the Securities
Exchange Act of 1934. The rules par-
allel similar Securities and Exchange
Commission (SEC) rules already in
place for broker/dealers that conduct
a general or municipal securities busi-
ness. The effective date for the
amendments is June 30, 1995, but the
rules are being implemented on a
multi-month phase-in schedule.

Background And General
Description Of Amendments

Risk assessment rules are intended to
provide greater warning of situations
that can affect significantly the func-
tioning of the markets and investors
in general. The Market Reform Act
of 1990 (the Reform Act) was passed
by Congress to provide authorization
for such rules.

Specifically, the Reform Act autho-
rized the SEC to promulgate risk
assessment rules for broker/dealers
holding company structures and
authorized Treasury to promulgate
risk assessment rules for registered
government securities broker/dealers.
The SEC adopted its risk assessment
rules in July 1992. Treasury’s rules,
which were recently approved, incor-
porate SEC Rules 17h-1T and 17h-2T,
with minor modifications.

In general, the recordkeeping amend-
ments require Section 15C broker/
dealers to maintain and preserve
records concerning the financial and
securities activities of affiliates whose
business activities are reasonably like-
ly to have a material impact on the
financial or operational condition of

the Section 15C broker/dealers. The
reporting amendments require
Section 15C broker/dealers to file
with the SEC quarterly summary
reports of this information. Treasury’s
rules also provide exemptions identi-
cal to those provided by the SEC. In
addition, Treasury is adopting the
SEC’s special provisions for affiliates
that are already subject to supervision
by certain U.S. or foreign financial
regulatory authorities.

Recordkeeping Requirements

Treasury’s rules require that Section
15C broker/dealers keep two general
categories of records:

• information concerning the holding
company organization, risk manage-
ment policies, and material legal pro-
ceedings; and

• financial and securities information
pertinent to assessing risk in the
holding company system (such as,
consolidating and consolidated finan-
cial statements and positions in vari-
ous financial instruments).

The information required under the
recordkeeping rules will be subject to
routine inspection by the SEC and
self-regulatory organizations.

Reporting Requirements

Under the reporting rules, Section
15C broker/dealers must file with the
SEC quarterly summaries of the
information maintained under the
recordkeeping rules. These quarterly
summaries must be filed on SEC
Form 17-H.

The information required to be main-
tained and reported by the firms per-
tains only to the firms’ “material
associated persons” (MAPs). Several
factors that should be considered
when determining which affiliates, or
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associated persons, might have a
“material” impact on the broker/
dealer’s financial or operational con-
ditions are incorporated as guidelines
in SEC Rule 17h-1T. The initial des-
ignation of MAPs will be made by
the Section 15C broker/dealers.
“Associated persons” is based on the
definition at 3(a)(18) of the Exchange
Act [(15 U.S.C. 78c(a)(18)], except
that natural persons are excluded for
the risk assessment rules (which
automatically excludes natural per-
sons from the definition of MAPs).
Consistent with the SEC approach,
partnerships will not be treated as
natural persons and, depending on
the circumstances, may be deemed to
be MAPs. However, Subchapter S
corporations may be treated as natu-
ral persons for the amendments if the
Subchapter S corporation is owned
by one natural person.

Exemptions

Treasury’s rules exempt a Section
15C broker/dealer if it:

• does not carry customer accounts
and maintains capital (equity capital
plus subordinated debt) of less than
$20 million;

• maintains capital of less than
$250,000 (regardless of whether it
carries customer accounts or not); and

• has an affiliated registered broker/
dealer that is subject to, and in com-
pliance with, the SEC’s risk assess-
ment rules, provided that all of the
MAPs of the Section 15C broker/
dealer are also MAPs of the regis-
tered broker/dealer.

A Section 15C broker/dealer that has
no affiliates or holding company is
not subject to Treasury’s risk assess-
ment rules.

Special Provisions

Treasury’s rules allow affiliated
Section 15C broker/dealers to request
in writing that Treasury permit one of
the firms (a “Reporting Registered
Government Securities Broker/
Dealer”) to maintain and report risk
assessment information on behalf of
the other firms.

Treasury also is adopting the SEC’s
special provisions for affiliates that are
already subject to supervision by cer-
tain U.S. or foreign financial regulato-
ry authorities. With respect to such
affiliates, Section 15C broker/dealers
are deemed in compliance with the
financial and securities recordkeeping
requirements by maintaining copies of
reports that such affiliates already sub-
mit to other regulators; however, they
are required to maintain organization-
al charts, risk management policies,
and records of legal proceedings, and
submit that information on Form 17-H
to the SEC.

Implementation Schedule

Recordkeeping Requirements

Effective June 30, 1995, Section 15C
broker/dealers must maintain records
of an organizational chart, written
risk management procedures, and a
description of material legal or arbi-
tration proceedings. The entire
recordkeeping provisions are effec-
tive September 30, 1995.

Reporting Requirements

Section 15C broker/dealers must file
the organizational chart, the written
risk management procedures, and the
description of material legal or arbi-
tration proceedings (Part I, Item 1-3
of Form 17-H) by July 1, 1995.

The entire reporting provisions (that
is, the remaining portion of Form 
17-H) are effective for the period
ending September 30, 1995. Firms
have 60 calendar days after
September 30, 1995, to file the
remaining portions of Form 17-H.
Firms have 60 calendar days after
each subsequent fiscal quarter to file
Form 17-H.

Members should note that following
the first filing of the organizational
chart, the written risk management
procedures, and the description of
material legal or arbitration proceed-
ings, they are not required to include
this information in subsequent quar-
terly filings unless a material change
in the information has occurred,
except that the organizational chart is
required in each year-end filing.

The cumulative year-end financial
statements required pursuant to
Section 404.2(b)(4) must be filed
within 105 calendar days of the end
of the fiscal year.

Members interested in reviewing
Treasury’s release in its entirety
should refer to the April 26, 1995,
Federal Register. Questions concern-
ing this Notice may be directed to
Janet Marsh, District Coordinator,
NASD® Regulation Department, at
(202) 728-8228.
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Executive Summary

The NASD® is publishing this Notice
to clarify its position on the use of
logos and names of banks and other
financial institutions under the current
NASD rules and regulations and the
federal securities laws generally.

Discussion

In the November 1994 account state-
ment, the NASD Advertising Regu-
lation Department notified each
member currently filing material with
the Department of, among other
things, the use of bank logos on
advertisements and sales literature for
member firms. This memorandum is
to clarify the NASD’s position on the
use of logos of banks and other finan-
cial institutions under the current
NASD rules and regulations and the
federal securities laws generally.

The NASD views a logo as represen-
tative of the name of an entity. Thus,
in communications containing the
name of an NASD member, the use
of any logo of a nonmember (includ-
ing banks and other financial institu-
tions) is subject to the same rules and
regulations that are applicable to the
use of the name of a nonmember.
Article III, Sections 35(d)(1)(D)(i)
and (ii) of the NASD Rules of Fair
Practice require that, in judging
whether the communication, in
whole or in part, is misleading, the
overall context in which a statement
is made and the audience to which a
communication is directed must be
considered. Article III, Section
35(f)(2) requires that, in communica-
tions where a nonmember is named,
the relationship between the member
and the nonmember shall be clear, no
confusion shall be created as to
which entity is offering which prod-
ucts and services, and securities
products and services must be clearly
offered by the member. The existing
rules also recognize that the position

of any disclosure can create confu-
sion, even if the disclosure is accu-
rate. If in fact such confusion occurs,
it will violate NASD rules.

The current NASD rules under
Article III, Section 35 of the Rules of
Fair Practice on the use of nonmem-
bers’ names have been supplemented
by the terms and conditions in the
Securities and Exchange Commis-
sion’s (SEC) no-action letter issued to
Chubb Securities Corporation in
November 1993 (Chubb letter),
which was distributed in Notice to
Members 94-47, dated June 1994.
The Chubb letter sets forth the SEC’s
Division of Market Regulation policy
regarding third-party networking bro-
ker/dealers operating on the premises
of financial institutions. The Chubb
letter says that references to the finan-
cial institution “will be for identifying
the location where brokerage services
are available only, and will not appear
prominently in such materials.” The
NASD believes that, consistent with
Chubb and the NASD’s view that
NASD rules have equal applicability
to the logos and actual name of the
nonmember, the misuse of a logo of a
financial institution will raise the
same question of prominence as the
actual name of the institution.

The logo of a nonmember that is rep-
resentative only of the nonmember
entity (such as, a bank logo that is
recognized solely as representative of
the bank and not of the bank’s hold-
ing company, affiliates, or other relat-
ed entities), may be used in a
communication on behalf of an
NASD member, provided that it is
used only to identify the nonmember
entity, in accordance with the provi-
sions of the Chubb letter and the
applicable NASD Rules of Fair
Practice. Additionally, the logo may
not be used in a way that is mislead-
ing or confusing, such as appearing
in a disproportionate size so that it is
unclear as to which entity is offering
broker/dealer services. This applica-
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tion is consistent with the general
requirement that the context and
audience to which the communica-
tion is directed be considered.

The logo of a financial conglomerate,
such as a bank holding company, may
be used in a communication on behalf
of an NASD member, provided, once

again, that the logo is not used in a
way that is misleading or confusing,
consistent with the general require-
ment above. 

While this memorandum specifically
addresses the clarification of the use
of bank and/or financial institution
logos and names, please note that the

position set forth applies to the use of
logos and names for any non-member
entity. Any questions regarding this
Notice should be directed to Thomas
A. Pappas, Assistant Director,
Advertising Regulation Department,
(202) 728-8330.
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Executive Summary

The Securities and Exchange
Commission recently approved a
new NASD® qualification examina-
tion that may be used to qualify reg-
istered representatives for options.
The Registered Options Limited
Representative (Series 42) is avail-
able immediately. This test supplants
the Put and Call Questionnaire
administered by Senior Registered
Options Principals for NASD equity
option qualification purposes, and
provides an alternative to the Interest
Rate Options Examination (Series 5)
and the Foreign Currency Options
Examination (Series 15) for NASD
qualification purposes.

Background

Until this time, the NASD primary
qualification examination for options
was the General Securities Repre-
sentative Examination (Series 7). In
keeping with its alternative modular
representative qualification program,
the NASD will now offer the
Registered Options Limited Repre-
sentative Examination (Series 42) as
well. Because this is solely an options
test, registration as a registered
options representative under Section
2(d) in Part III of Schedule C to the
NASD By-Laws will require a con-
current registration as a Corporate
Securities Limited Representative
(Series 62). The Series 62 co-requisite
is necessary to demonstrate functional
understanding of the securities prod-
ucts underlying the option contracts.
The Series 42 examination contains
50 questions with 90 minutes of test-
ing time allowed for its completion. A
candidate must answer a minimum of
35 questions correctly (70 percent) for
a passing grade.

Questions on handling option
accounts, equity, debt, foreign cur-
rency, and index options are on each
test. Application for registration is

made on Form U-4. The fee for the
exam is $60. Study outlines may be
ordered for $4 each by mailing pay-
ment and request to NASD
MediaSourceSM, PO Box 9403,
Gaithersburg, MD 20898-9403; 
or by credit card by calling 
(301) 590-6578.

Qualification Requirements

With the availability of the Series 42
examination, the NASD will no
longer recognize the Put and Call
Questionnaire as continuing to satis-
fy equity option qualification require-
ments for NASD representatives.
The Put and Call Questionnaire has
been administered by Senior
Registered Options Principals at
member firms. The Series 42 exami-
nation will now be required. This
requirement, with respect to equity
options, only applies to those repre-
sentatives who qualified as General
Securities Representatives before
May 1977, have not yet taken the Put
and Call Questionnaire, but who now
wish to conduct an equity options
business. The Interest Rate Options
Examination (Series 5) and the
Foreign Currency Options
Examination (Series 15), however,
remain viable qualifying examina-
tions for those option products and
alternatives to the Series 42 for
NASD qualification purposes.
Foreign currency and debt options
have been covered on Series 7 since
June 1986.

The Series 42 is the last of four
NASD and one Municipal Securities
Rulemaking Board (MSRB) limited
representative examinations to
become effective. The following five
examinations, when completed as a
group, will now convey NASD
General Securities Representative
status:

• Investment Companies and Variable
Contracts Limited Representative
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Examination (Series 6)

• Direct Participation Programs
Limited Representative Examination
(Series 22)

• Registered Options Limited
Representative Examination 
(Series 42)

• MSRB Municipal Securities
Representative Examination 
(Series 52)

• Corporate Securities Limited
Representative Examination 
(Series 62)

Using the Series 7 examination or
combining these five modular exami-

nations now offers members more
flexibility in satisfying NASD regis-
tration requirements.

Questions regarding this Notice
should be directed to David
Frandina, Qualifications Analyst,
NASD Qualifications and Exams, 
at (301) 208-2787.
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The Nasdaq Stock MarketSM and the securities exchanges will be closed on
Tuesday, July 4, 1995, in observance of Independence Day. “Regular way”
transactions made on the business days noted below will be subject to the 
following schedule:

Trade Date Settlement Date Reg. T Date*

June 28 July 3 July 6

29 5 7

30 6 10

July 3 7 11

4 Markets Closed —

5 10 12

*Pursuant to Sections 220.8(b)(1) and (4) of Regulation T of the Federal Reserve Board, a 
broker/dealer must promptly cancel or otherwise liquidate a customer purchase transaction in a
cash account if full payment is not received within five business days of the date of purchase or,
pursuant to Section 220.8(d)(1), make application to extend the time period specified. The date
by which members must take such action is shown in the column titled “Reg. T Date.”

Brokers, dealers, and municipal securities dealers should use these
settlement dates to clear and settle transactions pursuant to the NASD®

Uniform Practice Code and Municipal Securities Rulemaking Board Rule 
G-12 on Uniform Practice.

Questions regarding the application of these settlement dates to a particular
situation may be directed to the NASD Uniform Practice Department at
(203) 375-9609.
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As of May 25, 1995, the following 47 issues joined the Nasdaq National
Market®, bringing the total number of issues to 3,781:

SOES
Entry Execution

Symbol Company Date Level

REPS Republic Engineered Steels, Inc. 4/28/95 500
PLSIA Premier Laser Systems, Inc. (Cl A) 5/1/95 500
PLSIW Premier Laser Systems, Inc. (Cl A Wts 

11/30/99) 5/1/95 500
PLSIZ Premier Laser Systems, Inc. (Cl B Wts 

11/30/99) 5/1/95 500
PSIX Performance Systems International, Inc. 5/2/95 500
TSXX TSX Corporation 5/2/95 500
ANET ACT Networks, Inc. 5/3/95 500
CRAA CRA Managed Care, Inc. 5/3/95 1000
RSTOV Rose’s Stores, Inc. (WI) 5/3/95 200
FNBF FNB Financial Services Corp. 5/4/95 200
FFOX Firefox Communications Inc. 5/4/95 200
PGLD Phoenix Gold International, Inc. 5/4/95 200
AGMIF Cominco Fertilizers, Ltd. 5/5/95 500
STMD StorMedia Incorporated (Cl A) 5/5/95 1000
USBN United Security Bancorporation 5/5/95 200
NALF NAL Financial Group, Inc. 5/8/95 200
VUPDA Video Update, Inc. (Cl A) 5/8/95 200
VUPDW Video Update, Inc. (Cl A Wts 7/20/99) 5/8/95 200
VUPDZ Video Update, Inc. (Cl B Wts 7/20/99) 5/8/95 200
ACCUF Accugraph Corporation 5/9/95 200
ALRIR Allergan Ligand Retinoid 

Therapeutics, Inc. 5/9/95 200
GRDG Garden Ridge Corporation 5/9/95 200
OSYS OccuSystems, Inc. 5/9/95 500
CVBK Central Virginia Bankshares, Inc. 5/10/95 200
LANPF Plaintree Systems, Inc. 5/10/95 500
SVRNP Sovereign Bancorp, Inc. (Cum. Conv. 

Pfd Ser B) 5/10/95 1000
ASBP ASB Financial Corp. 5/11/95 200
BMLS Burke Mills, Inc. 5/11/95 200
BIORF Biomira Inc. (Rts) 5/12/95 200
PRNS Prins Recycling Corp. 5/12/95 200
VCNBR Ventura County National Bancorp (Rts 

6/21/95) 5/15/95 200
AGAI AG Associates, Inc. 5/16/95 500
MFSTP MFS Communications Company, Inc. 

(Dep. Shrs.) 5/16/95 1000
ERDI ERD Waste Corp. 5/17/95 1000
LTUS Garden Fresh Restaurant Corp. 5/17/95 200
IKOSD IKOS Systems, Inc. (New) 5/17/95 200
TRAV Intrav, Inc. 5/18/95 500
OPAL Opal, Inc. 5/18/95 200
BAANF Baan Company N.V. 5/19/95 200
ODWA Odwalla, Inc. 5/19/95 500
PIONA Pioneer Companies Inc. (Cl A) 5/19/95 200
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SOES
Entry Execution

Symbol Company Date Level

PHNXY Phoenix Shannon plc (ADR) 5/22/95 200
UNMG The UniMark Group, Inc. 5/22/95 200
UNMGW The UniMark Group, Inc. (Wts 8/12/99) 5/22/95 200
HLIT Harmonic Lightwaves, Inc. 5/23/95 500
INTE Interactive Group, Inc. 5/23/95 200
SLCMC The Southland Corp. 5/23/95 200

Nasdaq National Market Symbol And/Or Name Changes

The following changes to the list of Nasdaq National Market securities occurred since April 28, 1995:

New/Old Symbol New/Old Security Date Of Change

EBCP/VFBK Eastern Bancorp, Inc./Eastern Bancorp, Inc. 5/1/95
INSO/INSO INSO Corporation/InfoSoft International, Inc. 5/1/95
FFPC/FFPC Florida First Bancorp, Inc./Florida First Federal Savings Bank 5/2/95
GTOS/GTOS Gantos, Inc./Gantos, Inc. (New) 5/3/95
GNPT/GNPT GreenPoint Financial Corp./GP Financial Corp. 5/8/95
TUNE/TUNE DMX Inc./International Cablecasting Tech., Inc. 5/8/95
HAND/HAND Handex Corp./Handex Environmental Recovery, Inc. 5/9/95
TRFI/TRFI Trans Financial Inc./Trans Financial Bancorp Inc. 5/10/95
HFSIW/CACSW Hospitality Franchise Systems, Inc. (Wts 8/10/98)/Casino & Credit 

Services, Inc. (Wts 8/10/98) 5/11/95
FBAI/FBAI Foodbrands America, Inc./Doskocil Companies, Inc. 5/17/95
FUND/FUND All Seasons Global Fund, Inc./America’s All Season Fund, Inc. 5/18/95
HAVA/HAVAB Harvard Industries, Inc. (Cl B)/Harvard Industries, Inc. (Cl B) 5/18/95
KIDD/KIDD The First Years, Inc./Kiddie Products, Inc. 5/19/95
ACOL/ACOL AMCOL International Corp./American Colloid Co. 5/22/95
JEFF/SBNP JeffBanks, Inc./State Bancshares, Inc. 5/22/95

Nasdaq National Market Deletions

Symbol Security Date

CSPK Chesapeake Energy Corporation 4/28/95
PACO Paco Pharmaceutical Services, Inc. 4/28/95
INVS Investors Bank Corp. 5/1/95
NREC NAC Re Corp. 5/1/95
OLCC Olympus Capital Corp. 5/1/95
RSTOQ Rose’s Stores, Inc. 5/1/95
RSTBQ Rose’s Stores, Inc. (Cl B) 5/1/95
CMBI Central Mortgage Bancshares, Inc. 5/2/95
GOLD Goldenbanks of Colorado, Inc. 5/2/95
PXREZ PXRE Corp. (Dep. Shrs.) 5/2/95
KHGI Keystone Heritage Group, Inc. 5/5/95
PBBUF Pacific Basin Bulk Shipping (Uts) 5/5/95
SHUR Shurgard Storage Centers, Inc. 5/5/95
SKYB SkyBox International Inc. 5/5/95
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Symbol Security Date

BWSLE BioMedical Waste Systems, Inc. (Cl B Wts 6/4/96) 5/11/95
CACS Casino & Credit Services, Inc. 5/11/95
CCXLA Contel Cellular Inc. 5/12/95
PARC Park Communications, Inc. 5/12/95
BPIX Broadcasting Partners, Inc. (Cl A) 5/15/95
ONCR Oncor, Inc. 5/15/95
ZLOG Zilog, Inc. 5/17/95
ENRGB DEKALB Energy Company (Cl B) 5/18/95
FRMLQ Freymiller Trucking, Inc. 5/19/95
GLYC Glycomed Incorporated 5/19/95
WCTI WCT Communications, Inc. 5/19/95
SCBC Security Capital Bancorp 5/22/95
VICF Victoria Financial Corp. 5/23/95

Questions regarding this Notice should be directed to Mark A. Esposito, Nasdaq Market Services Director, Issuer
Services, at (202) 728-6966. Questions pertaining to trade-reporting rules should be directed to Bernard Thompson,
Assistant Director, NASD Market Surveillance, at (301) 590-6436.
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As of May 31, 1995, the following bonds were added to the Fixed Income
Pricing System (FIPSSM). These bonds are not subject to mandatory quotation:

Symbol Name Coupon Maturity

OTY.GA Coty Inc. 10.250 5/1/05
SCK.GC Sea Containers 12.500 12/1/04
OI.GI Owens - Ill. 10.000 8/1/02
SVN.GB Spectravision Inc. 11.650 12/1/02
NOE.GA North Atlantic Energy 9.050 6/1/02
DWCR.GA Dow Corning 9.375 2/1/08
CMZ.GC Cincinnati Milacron 8.373 3/15/04
TNC.GA Town & Country 13.000 5/31/98
CITI.GA Citicasters Inc. 9.750 2/15/04
KCAS.GA Kloster Cruise Ltd. 13.000 5/1/03
BDEN.GA Bordern Chem. & Plas/B 9.500 5/1/05
GAP.GA Gr Atlantic & Pacific 9.125 1/15/98
GAP.GB Gr Atlantic & Pacific 7.700 1/15/04
TRCK.GA Truck Components 12.250 6/30/01
RPMB.GA Rapap New Brunswick 10.625 4/15/05
RCCA.GC Rogers Cable System Ltd. 10.000 3/15/05
WAX.GB Waxman Industries Inc. 13.750 6/1/99
TDY.GA Teledyne Inc. 10.000 6/1/04
HSRB.GB HealthSouth Rehabilitation 9.500 4/1/01
MDFG.GB Midland Fdg Corp. I 10.330 7/23/02
SCAL.GA Health-O-Meter Inc. 13.000 8/15/02
IHS.GA Integrated Health Services 10.750 7/15/04
HHI.GA Home Holdings 8.625 12/15/03
HHI.GB Home Holdings 7.750 12/15/98
EVI.GA Energy Venture 10.250 3/15/04
CYCL.GB Cenntenial Cellular 10.125 5/15/05
CVXP.GK CVX Power 9.500 5/15/05
DOMP.GA Doman Industries Ltd. 8.750 3/15/04
CUSI.GA Consoltex USA Inc. 11.000 10/1/03
CANC.GA Calmar Inc. Del. 12.000 12/15/97
BALD.GA The Baldwin Company 10.375 8/1/03
GOU.GB Gulf Canada Resources Ltd. 9.000 8/15/99
BVID.GA Blockbuster Entertainment 6.625 2/15/98
PARA.GA Paramount Communications 7.000 7/1/03
PARA.GB Paramount Communications 7.000 7/1/03
PARA.GC Paramount Communications 7.500 1/15/02
PARA.GD Paramount Communications 8.250 8/1/22
PARA.GE Paramount Communications 5.875 7/15/00
PARA.GF Paramount Communications 7.500 7/15/23
PODX.GA Poindexter (J.B.) 12.500 5/15/04
FD.GA Federated Department Stores 10.000 2/15/01
WBN.GA Wanban Inc. 11.000 5/15/04



NASD Notice to Members 95-53 June 1995

As of May 31, 1995, the following bond was deleted from FIPS:

Symbol Name

TNV.GA Tennessee Valley Authority

All bonds listed above are subject to trade-reporting requirements. Questions pertaining to trade-reporting rules should
be directed to Bernard Thompson, Assistant Director, NASD Market Surveillance, at (301) 590-6436.
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DISCIPLINARY
ACTIONS

Disciplinary Actions
Reported For June

The NASD® has taken disciplinary
actions against the following firms
and individuals for violations of the
NASD Rules of Fair Practice; securi-
ties laws, rules, and regulations; and
the rules of the Municipal Securities
Rulemaking Board. Unless otherwise
indicated, suspensions will begin
with the opening of business on
Monday, June 19, 1995. The infor-
mation relating to matters contained
in this Notice is current as of the fifth
of this month. Information received
subsequent to the fifth is not reflected
in this edition.

Firm Expelled, 
Individual Sanctioned

Patten Securities Corp. (Far Hills,
New Jersey) and John L. Patten
(Registered Principal, Far Hills,
New Jersey) submitted an Offer of
Settlement pursuant to which they
were fined $15,000, jointly and sev-
erally. In addition, the firm was
expelled from NASD membership
and ordered to pay $5,215.64 in resti-
tution to public customers. Patten
was suspended from association with
any NASD member in any capacity
for three years (suspension deemed
served). Without admitting or deny-
ing the allegations, the respondents
consented to the described sanctions
and to the entry of findings that they
effected transactions and induced the
purchase and sale of a stock by means
of manipulative, deceptive, and other
fraudulent devices and contrivances
resulting in a stock price increase of
316 percent over the public-offering
price. 

Firms And Individuals Fined

Heidtke & Company, Inc.
(Nashville, Tennessee) and Lyman
O. Heidtke (Registered Principal,
Nashville, Tennessee) submitted a
Letter of Acceptance, Waiver and
Consent pursuant to which they were

fined $25,000, jointly and severally.
Without admitting or denying the
allegations, the respondents consent-
ed to the described sanction and to
the entry of findings that the firm,
acting through Heidtke, failed and
neglected to verify pricing for pur-
chase and sales transactions executed
by an individual at the firm in the
accounts of public customers, at
prices that were not reasonably relat-
ed to the then-current market prices
for the securities. The NASD also
found that the firm, acting through
Heidtke, allowed the same individual
to cancel a sell transaction of munici-
pal bonds in the account of a public
customer and re-execute the sale at a
price unrelated to the then-current
market price. Furthermore, the find-
ings stated that the firm, acting
through Heidtke, failed and neglect-
ed to exercise reasonable and proper
supervision over the same individual
and failed to supervise properly
trades initiated and executed by the
individual.

Mitchum, Jones & Templeton, Inc.
(Durango, Colorado) and William
A. Lupien (Registered Principal,
Durango, Colorado) submitted a
Letter of Acceptance, Waiver and
Consent pursuant to which they were
fined $10,000, jointly and severally.
Without admitting or denying the
allegations, the respondents consent-
ed to the described sanction and to
the entry of findings that the firm,
acting through Lupien, participated
in a private offering of its parent cor-
poration’s securities and failed to
deposit investor funds received in
connection with the offering into a
bank escrow account. Instead, the
funds were deposited into a separate
special bank account established by
the firm’s parent corporation that was
not the subject of any agreement con-
ditioning the release of the funds
upon satisfaction of events stated in
the private placement memorandum
for the offering. 
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Individuals Barred Or Suspended

Nathan B. Batalion (Registered
Principal, Upper Nyack, New
York) and Joseph Marasciullo
(Registered Principal, Flushing,
New York) submitted an Offer of
Settlement pursuant to which
Batalion was fined $2,500, suspend-
ed from association with any NASD
member in any capacity for two
months, and required to requalify by
examination as a principal.
Marasciullo was suspended from
association with any NASD member
in any capacity for 14 days and
required to appear for an NASD staff
interview. Without admitting or
denying the allegations, the respon-
dents consented to the described
sanctions and to the entry of finding
that Marasciullo executed transac-
tions in and moved the quotes in a
common stock that resulted in the
price manipulation of the stock from
$2.50 to $5.25 per share. The find-
ings also stated that Batalion failed to
enforce his member firm’s written
supervisory procedures and failed to
supervise reasonably Marasciullo to
detect and deter the above conduct. 

Marasciullo’s suspension will begin
July 1, 1995, and end July 14, 1995.

Larry E. Brewer (Registered
Representative, Memphis,
Tennessee) submitted an Offer of
Settlement pursuant to which he was
fined $15,000 and barred from asso-
ciation with any NASD member in
any capacity. Without admitting or
denying the allegations, Brewer con-
sented to the described sanctions and
to the entry of findings that he
entered 16 purchase orders to his
member firm for shares of a common
stock in the accounts of public cus-
tomers that were not paid for by the
customers and subsequently can-
celed, without having a reasonable
basis for entering the orders for eight
of the customers.

Gustavo A. Buenrostro (Registered
Representative, Chicago, Illinois)
was fined $10,000, barred from asso-
ciation with any NASD member in
any capacity, and required to pay
$591 in restitution to a member firm.
The National Business Conduct
Committee (NBCC) imposed the
sanctions following appeal of a
Chicago District Business Conduct
Committee (DBCC) decision. The
sanctions were based on findings that
Buenrostro received $791 in cash
from insurance customers with
instructions to use the funds to pur-
chase insurance policies. Buenrostro
failed to follow the customers’
instructions, used only $26.70 as
instructed, and used the remaining
funds for some purpose other than
for the benefit of the customers. In
addition, Buenrostro failed to
respond to NASD requests for infor-
mation.

Joseph D. Burleson (Registered
Principal, Durango, Colorado) and
Iris Suzanne Burleson (Registered
Representative, Durango,
Colorado) J. Burleson was fined
$62,250, suspended from association
with any NASD member in any
capacity for three months, and must
requalify by examination in all
capacities before reassociation with a
member firm. I. Burleson was fined
$10,000, suspended from association
with any NASD member in any
capacity for three months, and must
requalify by examination in all
capacities. The sanctions were based
on findings that J. and I. Burleson
were identified as market makers in a
common stock that resulted in I.
Burleson submitting buy and sell
orders to her member firm’s agency
desk and directing the agency trader
to execute the transactions with J.
Burleson’s member firm. Through
the scheme, J. and I. Burleson were
able to dominate the market and set
arbitrary prices for the stock. 

Jon R. Butzen (Registered
Representative, Clearwater,
Florida) was fined $12,500 and
barred from association with any
NASD member in any capacity. The
NBCC affirmed the sanctions follow-
ing appeal of a Chicago DBCC deci-
sion. The sanctions were based on
findings that Butzen failed to disclose
on his Uniform Application for
Securities Industry Registration or
Transfer (Form U-4) that he was the
subject of a pending NASD com-
plaint. In addition, Butzen executed
unauthorized transactions in the
account of a public customer without
the customer’s knowledge or consent
and in the absence of authorization to
exercise discretion in the account.
Butzen also failed to respond timely
to NASD requests for information.

Butzen has appealed this action to
the Securities and Exchange
Commission (SEC), and the sanc-
tions, other than the bar, are not in
effect pending consideration of the
appeal. 

David F. Connare (Registered
Representative, Manchester, New
Hampshire) submitted a Letter of
Acceptance, Waiver and Consent
pursuant to which he was fined
$200,000 and barred from associa-
tion with any NASD member in any
capacity. Without admitting or deny-
ing the allegations, Connare consent-
ed to the described sanctions and to
the entry of findings that he received
from public customers $150,270
intended by the customers for securi-
ties investment and, without their
knowledge or consent, he misappro-
priated their funds for his own use
and benefit.

Gerald Edward Donnelly
(Registered Representative,
Lafayette, California) was fined
$25,000, suspended from association
with any NASD member in any
capacity for 16 business days, and
required to requalify by examination
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before reassociating with any NASD
member. The NBCC imposed the
sanctions following appeal of a San
Francisco DBCC decision. The sanc-
tions were based on findings that
Donnelly recommended and effected
the purchase and sale of securities in
the accounts of public customers that
were excessive and unsuitable. In
addition, Donnelly exercised discre-
tionary power in the accounts without
obtaining prior written authorization
from the customers and without his
member firm’s acceptance of the
accounts as discretionary. 

Donnelly has appealed this action to
the SEC, and the sanctions are not in
effect pending consideration of the
appeal. 

John F. Fulone (Registered
Representative, Mashpee,
Massachusetts) submitted a Letter
of Acceptance, Waiver and Consent
pursuant to which he was fined
$10,000 and barred from association
with any NASD member in any
capacity. Without admitting or deny-
ing the allegations, Fulone consented
to the described sanctions and to the
entry of findings that he forged dis-
bursement forms requesting a $3,000
loan and a $1,200 dividend from a
customer’s life insurance policy. The
findings also stated that Fulone
forged that customer’s signature,
cashed the checks, and held the
monies for four months.

Timothy P. Graham (Registered
Representative, Friendship, New
York) submitted a Letter of
Acceptance, Waiver and Consent
pursuant to which he was fined
$5,000, barred from association with
any NASD member in any capacity,
and required to pay $315 in restitu-
tion to his member firm. Without
admitting or denying the allegations,
Graham consented to the described
sanctions and to the entry of findings
that he obtained from a public cus-
tomer checks and cash totaling $420

that was to be applied to the cus-
tomer’s insurance policy. According
to the findings, Graham failed to
apply $315 of the funds as requested
and used the funds for some purpose
other than for the benefit of the cus-
tomer.

Darrell B. Hall (Registered
Representative, Catlettsburg,
Kentucky) was fined $2,500 and
suspended from association with any
NASD member in any capacity for
six months. The NBCC affirmed the
sanctions following review of a New
Orleans DBCC decision. The sanc-
tions were based on findings that
Hall received from an insurance cus-
tomer $10,000 to be invested in life
insurance policies. Instead, Hall mis-
appropriated $981 of the customer’s
funds by applying the funds to three
policies of other customers.

Philip M. Hiestand (Associated
Person, Villanova, Pennsylvania)
submitted an Offer of Settlement pur-
suant to which he was fined $2,500
and barred from association with any
NASD member in any capacity with
a right to apply after five years.
Without admitting or denying the
allegations, Hiestand consented to
the described sanctions and to the
entry of findings that, while taking
the Series 6 examination, he retained
in his possession notes relating to the
subject matter of the examination.
Hiestand also failed to respond to
NASD requests for information. 

Richard N. Jensen (Registered
Representative, St. Petersburg,
Florida) submitted an Offer of
Settlement pursuant to which he was
fined $10,000, barred from associa-
tion with any NASD member in any
capacity, ordered to disgorge com-
missions in the amount of $7,650,
and required to pay restitution to
public customers. Without admitting
or denying the allegations, Jensen
consented to the described sanctions
and to the entry of findings that he

engaged in private securities transac-
tions outside the regular course or
scope of his association with his
member firm, without providing
prior written notice to and obtaining
approval from the firm.

Daniel Steven Katz (Registered
Representative, Woodland Hills,
California) was fined $50,000, sus-
pended from association with any
NASD member in any capacity for
six months, and required to requalify
by examination in any registered
capacity in which he intends to func-
tion. In addition, Katz must pay
$7,000 in restitution to a customer.
The NBCC imposed the sanctions
following review of a Los Angeles
DBCC decision. The sanctions were
based on findings that Katz executed
unauthorized purchases of stock in
the accounts of public customers. 

Donald R. Krueger (Registered
Representative, Seminole, Florida)
was fined $20,000, barred from asso-
ciation with any NASD member in
any capacity, ordered to disgorge
$31,841.19, and required to pay resti-
tution to public customers. The sanc-
tions were based on findings that
Krueger induced public customers to
make investments in a security out-
side the regular course or scope of
his association with his member firm
without providing prior written
notice of his involvement to the firm
and without obtaining approval from
the firm. In addition, Krueger failed
to respond to an NASD request for
information.

Richard Arlen Osborne
(Registered Representative, San
Antonio, Texas) was fined $20,000
and barred from association with any
NASD member in any capacity. The
sanctions were based on findings that
Osborne failed to respond to NASD
requests for information in connec-
tion with an investigation regarding
transactions made with a public cus-
tomer.
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Thomas A. Pinataro (Registered
Representative, Brandon, Florida)
submitted an Offer of Settlement pur-
suant to which he was fined $7,500
and suspended from association with
any NASD member in any capacity
for 15 business days. Without admit-
ting or denying the allegations,
Pinataro consented to the described
sanctions and to the entry of findings
that he forged the signatures of two
public customers on Individual
Retirement Account Distribution
Request Forms.

Robert A. Shepherd (Registered
Principal, Oklahoma City,
Oklahoma) submitted a Letter of
Acceptance, Waiver and Consent
pursuant to which he was fined
$5,000 and suspended from associa-
tion with any NASD member in any
capacity for 30 days (suspension
deemed served). Without admitting
or denying the allegations, Shepherd
consented to the described sanctions
and to the entry of findings that, at
the request of a public customer, he
signed the name of a customer’s
daughter to an annuity application
that was to be submitted to his mem-
ber firm. In addition, the NASD
found that Shepherd, at the request of
a public customer, signed the cus-
tomer’s name to a letter authorizing
the wire transfer of funds to the cus-
tomer’s account.

Richard Pierce Steele (Registered
Representative, Pleasanton,
California) submitted an Offer of
Settlement pursuant to which he was
fined $10,000, suspended from asso-
ciation with any NASD member in
any capacity for one year, and
required to requalify by examination
in any registered capacity in which
he intends to function. Without
admitting or denying the allegations,
Steele consented to the described
sanctions and to the entry of findings
that he made unsuitable recommen-
dations of securities to public cus-
tomers. 

Ramiro Jose Sugranes (Registered
Representative, Miami, Florida)
was fined $16,988.38 and suspended
from association with any NASD
member in any capacity for three
months. The SEC affirmed the sanc-
tions following appeal of a May 1994
NBCC decision. The sanctions were
based on findings that Sugranes pro-
vided an institutional customer with a
letter in which he falsely stated that a
certificate of deposit the customer
purchased was backed by a letter of
credit from a bank. In addition,
Sugranes provided that same cus-
tomer with copies of wires indicating
that the bank issued irrevocable
standby letters of credit for certifi-
cates of deposits when, in fact, the
wires were prepared by Sugranes and
the bank had no such standby letters.

Sugranes has appealed this action to
a U.S. Court of Appeals, and the
sanctions are not in effect pending
consideration of the appeal.

John O. Woodring, Jr. (Registered
Representative, York, Pennsylvania)
was fined $20,000 and barred from
association with any NASD member
in any capacity. The sanctions were
based on findings that Woodring
failed to respond to NASD requests
for information concerning his finan-
cial dealings with customers. 

Robert James Yu Loo (Registered
Representative, Foster City,
California) submitted an Offer of
Settlement pursuant to which he was
fined $18,000 and suspended from
association with any NASD member
in any capacity for 15 days. Without
admitting or denying the allegations,
Yu Loo consented to the described
sanctions and to the entry of findings
that he exercised effective control
over the account of a public customer
and recommended to the customer
purchases and sales of securities that
were unsuitable for the customer
considering the size and frequency of
the transactions and the facts dis-

closed by the customer as to her
other security holdings, financial sit-
uation, and needs. 

Firms Expelled For Failure 
To Pay Fines, Cost, And/Or 
Provide Proof Of Restitution In
Connection With Violations

Barrett Day Securities, Inc.,
New York, New York

Dallas/Park Cities Securities, Inc.,
Dallas, Texas

Firms Suspended

The following firms were suspended
from membership in the NASD for
failure to comply with formal written
requests to submit financial informa-
tion to the NASD. The actions were
based on the provisions of Article IV,
Section 5 of the NASD Rules of Fair
Practice and Article VII, Section 2 of
the NASD By-Laws. The date the
suspension commenced is listed after
each entry. If the firm has complied
with the requests for information, the
listing also includes the date the sus-
pension concluded.

Austin Fairchok Incorporated,
Puyallup, Washington (May 16,
1995)

Chestnut Hill Securities, Inc., San
Francisco, California (May 5, 1995)

Cire Securities, Los Angeles,
California (May 5, 1995)

Suspensions Lifted

The NASD lifted suspensions from
membership on the dates shown for
the following firms, because they
have complied with formal written
requests to submit financial informa-
tion.
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Boston International Group
Securities Corp., Boston,
Massachusetts (May 17, 1995)

Cameron, Phillips Securities
Group, Inc, New York, New York
(April 27, 1995)

Harold Pastron–Funded
Investment, Northbrook, Illinois
(April 25, 1995)

Mayfair Planning Associates,
Randolph, New Jersey (April 17,
1995)

N.W. Securities, San Francisco,
California (May 2, 1995)

Seaport Capital Securities, Inc.,
New York, New York (May 10,
1995)

Individuals Whose Registrations
Were Revoked For Failure To Pay

Fines, Costs, And/Or Provide Proof
Of Restitution In Connection With
Violations

James M. Bowen, Boulder,
Colorado 

Howard M. Crosby, Spokane,
Washington

Michael J. DiMartino, Huntington
Station, New York

Robert A. Edwards, Garland, Texas

Charles R. Goodbread, Dallas,
Texas

William D. Harrison, Delaware,
Ohio

Francis Hodsoll, Sommerville,
Massachusetts

Louis J. Horkan, Jr., Englewood,
Colorado

Donald E. James, Atlanta, Georgia

Michael B. Lavigne, Spokane,
Washington

Andrew T. Poulterer, Richmond,
Virginia

Joel P. Preston, Phoenix, Arizona

Van Dell Sharpley, Lubbock, Texas

Ronald K. Shimkus, Houston,
Texas

Robert C. Symes, Sterling Heights,
Michigan

Lincoln T. Tedeschi, Willington,
Connecticut

Douglas J. Wilponen, Medical
Lake, Washington

345



National Association of Securities Dealers, Inc. June 1995

FOR YOUR
INFORMATION

NASAA Implements New Uniform
Combined State Law Exam

Effective July 1, 1995, the North
American Securities Administrators
Association (NASAA) will imple-
ment the Uniform Combined State
Law Examination (Series 66). This
examination has been developed by a
Committee of NASAA representa-
tives to satisfy the agent and invest-
ment adviser qualification testing
requirements. Before the implemen-
tation of the Series 66, candidates
required to register as agents of 
broker/dealers and as investment
advisers had to pass two qualifica-
tions examinations—the Uniform
State Law Examination (Series 63)
and the Investment Adviser Law
Examination (Series 65). This new
test will provide brokerage firms
with a way to comply more efficient-
ly with these state qualification
requirements. After July 1, candi-
dates will have the option of taking
the individual examinations (Series
63 and Series 65) or of taking the
combined Series 66.

Candidates may use the Series 63
and Series 65 training materials to
prepare for the Series 66. The testing
time for this new examination is two
and one-half hours and consists of
100 multiple-choice questions based
on the Uniform Securities Act and

the Uniform Investment Adviser Act.
There are four major sections on the
Uniform Combined State Law
Examination (see box below).

The test will be graded on the basis
of two group scores—Group 1
includes Section 1 and Group 2
includes the remaining three sections.
Candidates will be required to
achieve a score of at least 70 percent
in each group to pass the Series 66.
Candidates who fail either group or
both groups will receive a fail for the
entire test and will have to retake the
entire Series 66.

The Series 66 will be administered
by the NASD® at the 55 PROCTOR®

Certification Testing Centers, as well
as at the 13 paper-and-pencil loca-
tions. Candidates will submit a Page
1 of Form U-4 and the $105 exami-
nation fee to request the test. The
enrollment period will be valid for 90
days. There will be no waiting period
between failed attempts. 

Direct any questions to Sheila Cahill,
Chair, NASAA Exams Advisory
Committee, at (402) 471-3445 or Jeff
Himstreet, Associate Counsel,
NASAA, at (202) 737-0900.

Also effective July 1, 1995, the
examination fee for the Series 63 will
increase to $65.
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Number Of
Section Title Questions

1 Uniform Securities Act 54

2 Federal Acts 26

3 SEC Release IA-1092 11

4 Unethical Business Practices of 
Investment Advisers 9

Total 100



NASD Notice to Members—For Your Information June 1995

Enhanced Score 
Report For Series 7

Starting in June, a second page will
be added to the score report candi-
dates receive at PROCTOR
Certification Testing Centers after
completing the General Securities
Representative Examination 
(Series 7). The second page will
show a detailed list of the topics in
each of the section scores that appear
on the first page.

The first page will continue to show
the candidate’s overall number cor-
rect, percentage correct, and a grade.
National averages will continue to be
shown. Using enhanced scoring
statistics, subscores for each section
of the test will be reported in a
from/to percentage range format. 

Questions regarding these changes
may be directed to David Uthe,
Assistant Director, NASD
Qualifications and Exams, at (301)
590-6695.

NASD Manual, Notices to 
Members, and Disciplinary Actions
Now Available Through Lexis

To view all documents—the NASD
Manual, Notices to Members, and
Disciplinary Actions—through
Lexis, users with Lexis accounts can
go to the FEDSEC library, and type
in the filename NASD. Each docu-
ment can be accessed directly using

its individual filename:

• MANUAL for the NASD Manual;

• NOTICE for Notices to Members;
and

• DISCIP for the Disciplinary
Actions.

Users do not have to use all capital
letters when typing in filenames.

Direct questions about how to access
NASD information via Lexis to the
Lexis/Nexis Customer Service
Hotline at (800) 543-6862.

Continuing Education Program:
$75 Regulatory Element Fee

In February 1995, the SEC approved
amendments to Schedule C of the
NASD By-Laws to add new Part XII
prescribing requirements for the con-
tinuing education of certain regis-
tered persons subsequent to their
initial qualification and registration
with the NASD.1 The rule takes
effect on July 1, 1995, and establish-
es a formal two-part Securities
Industry Continuing Education
Program for securities industry pro-
fessionals that require uniform peri-
odic training in regulatory matters
(the Regulatory Element) and ongo-
ing programs by firms to keep
employees informed of the products,
services, and investment strategies of
their firms (the Firm Element).

To cover the costs incurred by the
NASD for the administration of the
Regulatory Element, the NASD filed
with the SEC for immediate effec-
tiveness an amendment to Section 2
to Schedule A of the NASD By-Laws
to assess a $75 session fee against
each individual required to complete
the Regulatory Element. The fee will
apply to recoup the expenses of the
Council and to cover the develop-
ment, start-up, and on-going opera-
tional costs of administering the
Regulatory Element. The amendment
will be effective July 1, 1995.

New PROCTOR Certification Testing
Center Opens In Sacramento, CA

The PROCTOR Certification Testing
Center in Emeryville, CA, will be
closing on June 30, 1995.

Effective July 10, 1995, a new testing
center will open in Sacramento, CA:

American College Testing
555 Capitol Mall
Suite 550
Sacramento, CA 95814

The telephone number will be avail-
able in July.

1 See, Securities Exchange Act Release No.
34–35341 (February 8, 1995); 60 FR 8426
(February 14, 1995).
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