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The National Association of Securities Dealers, Inc. is the
not-for-profit, self-requlatory organization for the over-the-
counter securities market. More than 5,700 broker-dealer
firms, or virtually all firms which do a securities business
with the public, belong to the NASD and agree to abide by
its rules as a condition of membership. Some 330,000 regis-
tered representatives of these organizations are subject to
NASD regulation.

As a requlatory organization whose activities are geared
to protect investors and to promote fair business practices,
the NASD determines the compliance of its broker-dealer
members with applicable governmental regulations and its
own Rules of Fair Practice. The NASD also provides a
number of key services, such as cooperating with the gov-
ernment and federal agencies on policies and legislation that
affect the investment banking and securities business.

The NASD also has two subsidiaries. NASDAQ, Inc.
operates the nationwide electronic NASDAQ System that
collects price quotations from more than 450 dealers in over
4,700 NASDAQ securities and it disseminates this data fo
NASDAQ subscribers and information vendors worldwide.
NASD Market Services, Inc. provides a variety of market-
related services. The principal services offered include sys-
tems for the automatic execution of orders, computerized
facilities for comparison of trades and for reconciliation of
uncompared trades, and last-sale information reports. Also,
subject to SEC approval, NASD Market Services, Inc.
will soon offer a NASDAQ Options Program.

ABOUT THE COVER:

Competition . . . Innovation . . . Technology . . . These are the 1984
hallmarks of the NASDAQ market and the many services and programs
offered by the NASD. On the front cover, “competition” is depicted by a
scene from the trading room of a typical NASDAQ market maker, “inno-
vation” by a close-up view of a member firm subscriber using the newly
enhanced Trade Acceptance and Reconciliation Service, and “technology”
by a look at a trader who is handling a customer’s order using the new
Small Order Execution System.
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1984 HIGHLIGHTS

BNASD membership reaches an all-time high of 5,726
member firms, branch offices climb to an unprecedented
14,296, and the number of registered representatives soar
to 330,000.

B The Securities and Exchange Commission adopts a
far-reaching NASD proposal, without modification,
amending the criteria for admitting stocks into the
NASDAQ National Market System. |

®The Federal Reserve Board approves automatic margin for
all NASDAQ/NMS securities.

¥ Georgia grants NASDAQ/NMS securities an exemption
from blue-sky registration giving them parity with
exchange-listed securities.

®122.2 million shares are traded in the NASDAQ market on
August 3, setting a new single-day trading record.

®The NASD launches the Small Order Execution System,
a pioneering system for rapid, automatic execution of
customer orders up to 500 shares in NASDAQ stocks.

B AIl 48 contiguous states, plus Alaska, the District of
Columibia and Puerto Rico, now participate in the
Central Registration Depository.

®More than 150 firms participate in the Firm Access Query
System enabling them to update their registration records
and schedule qualification exams by computer.

® The NASD enhances its requlatory programs with new,
sophisticated automated surveillance systems.
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CHAIRMAN'S AND PRESIDENT'S REPORT

To Members, Issuers and Friends:

Your organization and market
achieved dimensions of growth,
vitality, prominence and promise
in 1984 that few of us would have
thought likely a decade ago.

At year-end 1984, the number of
NASD member firms totaled 5,726,
highest in the NASD’s 45-year
history and a 17 percent increase
over year-end 1983. The number
of branch offices reached a record
14,296, up 22 percent since last
year. NASD firms employed nearly
330,000 registered representatives
— another record, and a 12 percent
gain over 1983.

An all-time high of 4,097 com-
panies were represented in the
NASDAQ market in 1984, a gain
of 196 over 1983, and the num-
ber of NASDAQ securities rose to
4,723, up 256 over 1983. NASDAQ
logged the second-highest annual
volume in its 14-year history — 15.2
billion shares — compared to 15.9
billion in 1983, the record year. On
August 3, 122.2 million shares were
traded, the largest single-day vol-
ume in this, the world’s fastest-
growing stock market.

Most dynamic and far-reaching
was the growth of the NASDAQ
National Market System, which
combines last-sale reporting char-
acteristics of the major stock ex-
changes with the competing market
maker system unique to NASDAQ.
NASDAQ National Market System
issues almost doubled to 1,180 and
volume totaled 7.6 billion shares,
or about half of total NASDAQ
volume.

U.S5. and international recognition
of the NASDAQ market grew sub-
stantially. Greater investor interest,
evidenced by the 9.2 percent growth
in ownership of NASDAQ stocks
between mid-1981 and mid-1983,
continued also to be reflected in the
dramatically expanding coverage of
the NASDAQ market by the print
and broadcast media. Overseas, the
London Stock Exchange announced
a decision to model its new equity
trading system after the NASDAQ
market, with competing multiple
market makers connected by a
computerized network.

Critical decisions affecting our
market by regulators reflected

i

Gordon 5. Macklin, President (left) and Carl P. Sherr, Chairman.

recognition of the quality of corpora-
tions represented on NASDAQ —
companies that formerly listed on
exchanges. In September, the Fed-
eral Reserve Board determined to
grant automatic marginability to all
securities designated for inclusion
in the NASDAQ National Market
System. In November, the SEC
approved, without change, an
NASD proposal to amend the
voluntary inclusion criteria for
issues in the NASDAQ National
Market System, making about
1,500 additional securities in the
NASDAQ National Newspaper
List eligible for admission to the
NASDAQ National Market System.




Georgia, in a precedent-setting
action, adopted an exemption from
its “blue-sky” registration for
NASDAQ/NMS securities, thus
putting them on a par with ex-
change-listed securities.

The NASD contributed signifi-
cantly to the administrative and
operational efficiency of the securi-
ties industry through the introduc-
tion and expansion of several key
labor-saving and cost-effective
member services. All 48 contiguous
states plus Alaska, the District of
Columbia and Puerto Rico now
participate in the Central Registra-
tion Depository (CRD), a computer-
ized system which has streamlined
the registration and licensing proce-
dures for industry professionals.
Participants in the Firm Access
Query System (FAQS), which
permits firms to update their regis-
tration records and to schedule
qualification examinations for their
employees by remote computer
terminals, grew considerably in
1984. Also, a greater percentage of
the qualification examinations
administered by the NASD were
administered on the Association’s
avtomated testing system.

Subscribers accounting for almost
75 percent of all cleared OTC trades
are now participating in the Trade
Acceptance and Reconciliation
Service (TARS). This on-line data
base of trade information assists
members in resolving uncompared
trades promptly. In December, the
Small Order Execution System

(SOES), a system that automates
the execution of all small orders
handled between broker-dealers in
NASDAQ securities, was inaugu-
rated for transactions of 500 or
fewer shares. SOES provides faster
executions at the best available price
for investors and at substantial sav-
ings for securities firms. At the end
of the year, 50 NASDAQ National
Market System stocks were being
traded in SOES and, by early 1985,
all NMS stocks are scheduled to be
added to the system.

Amid this growth, an excellent
degree of compliance was main-
tained by member firms with fed-
eral securities regulations and the
NASD’s own Rules of Fair Practice.
1984 marked the establishment of
a special Surveillance Committee,
consisting of NASD Governors and
former Governors. This Committee
administers Section 38 of the
NASD’s Rules of Fair Practice, a
new rule which empowers the
Association to limit the activities of

members who are in or approaching
financial or operational difficulties.

Regulation of the NASDAQ
market was also strengthened by
the creation of a new Market Sur-
veillance Committee. This Commit-
tee is now the single disciplinary
authority for the review of all
trading-related complaints. Re-
sponsibility for these matters
was formerly divided among the
Trading Committee and the vari-
ous District Committees.

Reflecting the growth in the
Association’s activities and respon-
sibilities, the full-time staff of the
NASD was increased by 107 to

1,121 in 1984, and the operating
budgets for Fiscal Year 1985 for the
NASD and its two subsidiary com-
panies amounted to $83.5 million.
Due mainly to higher levels of
activity in the NASDAQ market,
the NASD was able to accom-
modate this added growth while
providing members with a discount
of 50 percent in the existing rate

of membership assessments.

QOur objectives for 1985 are to
continue to promote the explosive
growth of the NASDA(Q market
domestically and internationally,
believing as we do that it is a mar-
ket of almost unlimited potential,
and to enhance our operational
and regulatory services to NASD
firms and investors in an increas-
ingly competitive investment
environment.

We are confident that the NASD
will address the challenges of 1985
as it has those in years past because
it is guided by a corps of dedicated
volunteers — on the Board, on its
national committees and District
Committees — augmented by a
skilled professional staff.

Carl P. Sherr
Chairman

o SR,

Gordon S. Macklin
President
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examinations for itself, other sélf-
multiple registrations and licenses regulatory organizations, the states,
with the NASD and the states. In a number of the commodity ex-
1984, CRD’s coverage was expanded  changes and other certifying organi-
to include Alaska, Arizona; Califor-  zations. This was 7.6 percent higher
record of 5,726 firmis, up 17.2 per- nia, Maine, Puerto Rico, Tennessee  thanin 1983 and 75 percent higher
cent over 1983. The mimber of and Vermont.-A total'of 49 states, than the number of examinations
registered personnel also increased  the District of Columbia and Puerto  in 1982.
dramatxcally to 330,000 from Rico now participate m the CRD. To handle the sharp rise in quali-
296,000 in 1983 — as did the number Also, 31 states now use the CRD for fication examinations, the NASD
of branch offices — t0 14,296 from . their year-end renewal of the licenses  has increased the amount of testing
11,681 in 1983. At year-end, another  of securities salesmen'and principals. ~ done through its automated system
699 firms had submitted applications CRD has significantly simplified and has integrated the operation of
and were awaiting approval of their ~ what had béen a biurdensome pro- this network with the recordkeep-
membership in the NASD. cess for members. ing functions of the CRD. Fully
Although firms of virtually every automated testing accounted for
type and size joined the NASD in FAQS 74 percent of examinations admin-
1984, the major categories of firms ~ The Firm Access Query System istered in 1984. Use of the NASD
added to the membership rolls (FAQS) is a relatively new NASD automated testing system expedites
were those selling securities with service which permits memEers the precess by providing daily test
: flow-through tax benefits and gen-  to access their registration and ac- administration on an appointment
‘ eral securities firms which clear counting records in the CRD and to  basis, video display of the exami-
their trades through others. Also, schedute qualification examinations  nation questions and immediate
the greatest influx of registered through remote terminals. In 1984,  scoring at the conclusion of each
representatives came from na- participation in FAQS grew dramati- candidate’s examination session.
tional full-line firms and insur- cally — from 51 firms in 1983 to
ance company members. National 151 firms by year-end 1984.
full-line firms also accounted for . :
the largest number of branch offices TAT
opened during the year.

one form with one check to effect

With the addition of 841 new
member firms in 1984, the NASD's
; membership climbed to an all-time

Arbitration Services

The NASD Arbitration facilities

: are increasingly being used by hoth
fer ' investors and members as a mgre

‘ prompt and less expensive altgrna-

tive to the courts. In 1984, member

firms and public customers fijed

810 regular claims and 298 srpall

claims. The cases — 1,108 — reflect

a 44 percent increase in filings over

1983 and represent more than $61

million in amounts clairnegl. A total

program (TAT), Jai
MEMBER SERVICES permits a membi;e
In 1984, the NASD expanded and
enhanced many of its regulatory-
related member services and it
introduced several new ones.
Among the more significant of

|Qn

these are: of 503 regular and 244 small claims
‘were closed in 1984,
CRD To incorporate changeg recom-

The Central Registration Depository
(CRD) is the computerized system
of the NASD and the North Ameri-
can Securities Administrators Asso-
ciation which has streamlined the
application and licensing procedures
for registered industry personnel.

During 1984, the

tered over 216, 000

mended by the Securitigs Industry
Conference on Arbitration (an h
industry committee with public
representatives in which the NASD
participates), the NASDY's Code of
Arbitration Procedure was amended
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Washington, D.C. — An NASD employee demonstrates
NASDAQ's state-of-the-art Market Surveillance systems.

Washington, D.C. — Market Surveillance staff
monitor newswires,

The NASD adopts, administers and enforces
Rules of Fair Practice to promote high stan-
dards of commercial honor and the observance
of just and equitable principles of trade by

its members. Member compliance with re-
quirements is determined through a com-
prehensive, nationwide field-inspection
program carried out by staff in 14 District
Offices and by centralized, computer-based
monitoring of the NASDAQ market by
Market Surveillance personnel in the
NASD's Washington, D.C. headquarters.




New

York — NASD District 12 staff review examination reports of members.
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on October 1, 1984. The amend-
ments accomplished two purposes:
They increase from $2,500 to $5,000,
the dollar amount of claims eligible
for submission under the Code’s
small claims provisions; and, they
madify the procedural rights af-
forded the parties to an arbitration
proceeding.

Advertising Reviews

The volume of advertising and sales
literature reviewed by the Associa-
tion continued an eight-year upward
spiral. Members filed 15,164 items
for review, representing a 6 percent
increase over 1983. Another 2,905
iterns were reviewed in response to
spet checks.

Group Fidelity and

Surety Bond Programs

Since their inception in 1983, the
NASD's two group bond-buying
programs have continued to attract
considerable member interest. At
the end of 1984, some 2,800 mem-
bers were participating in the fidelity
bond program, while 1,800 firms
had obtained surety bonds. On the
November 1, 1984, renewal date,

the premium rate of the fidelity
bonds program was increased by

20 percent, which favorably com-
pares to industry-wide rate increases
of 100 percent or more.

REGULATORY DEVELOPMENTS

Improved Automated Surveillance
Among the improvements in regu-
latory programs in 1984 was the
decision of the NASD's Board to
proceed with the development of

a NASDAQ equity audit trail. A
multi-phased project, the audit trail
will, for the first time, provide a

fully integrated data base of second-
by-second quotation, transaction
and clearing detail for all NASDAQ
securities on a firm-by-firm basis.
This historical record of trading in
NASDAQ securities will be used in
a broad range of NASD surveillance
systems and will result in an even
more efficient and effective means
of overseeing trading activity in the
NASDAQ market.

Other automated surveillance
system enhancements implemented
in 1984:

The Insider Exception System a
monitoring system designed to
detect insider trading;

Volumewatch an automation en-
hancement that monitors real-time,
intra-day volume fluctuations in
NASDAQ/NMS securities; and,

Blockwatch a system that provides
real-time notifications of block-size
trades complete with trade detail.

New Committees

A Market Surveillance Committee
was established in 1984 to function
as the central review body for mat-
ters developed by the Market Sur-
veillance Section. Composed of
industry representatives with ex-
pertise in areas such as trading,
options, corporate finance and
compliance, the Committee has the
responsibility of determining mem-
ber compliance with NASDAQ
market-related NASD and SEC
rules. As a disciplinary committee,
the Market Surveillance Committee’s
authority is identical to that of the
District Business Conduct Commit-
tees. It is empowered to authorize
all forms of disciplinary actions,
including formal and summary

complaints, Letters of Acceptance,
Waiver and Consent, and Offers
of Settlement.

The Board of Governors also
created a National Surveillance
Committee during the year. Its
purpose is to intervene, when
necessary, and guide and direct the
activities of members experiencing
financial or operational difficulties.
The authority to provide this direc-
tion is derived from newly adopted
Section 38 to the NASD's Rules of
Fair Practice. Under this rule, the
NASD may restrict a member from
expanding its business activities
when certain early-warning financial
criteria are exceeded. The rule also
empowers the NASD to compel a
member to reduce or eliminate cer-
tain business activities when other
criteria with lower tolerances
are exceeded.

Two other policy-level advisory
groups were formed: an Ad Hoc
Committee on Limit Orders, which
is examining members’ responsibil
ities in the handling of customers’
limit orders, and a new subcom-
mittee of the National Business
Conduct Committee, which is ex-
amining order flow arrangements
among members,

Improved Field Surveillance

As part of its program of automating
various regulatory and administra-
tive functions, the NASD complet:-d
the installation of micro-computers
in each of its 14 District Offices.
These computers are being used

to assist the staff in the monitoring ;
of the financial and operational con= 4
dition of members through such
functions as the automated analysis
of the monthly FOCUS Report.




With the addition of 841 new member firms in 1984

the NASD's membership climbed to an all-time record of
5,726 firms, up 17.2 percent over 1983. The number

of registered personnel also increased dramatically — to

~ 330,000 from 296,000 in 1983 — as did the number of -
branch offices —.to 14,296 from 11,681 in 1983. At -
year-end, another 699 firms had. submztted applzcatzo S
and were awmtmg membership approval -
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‘ ”Tf’fhr’bugh'its subsidiary com-

panies, NASDAQ, Inc.

and NASD Market Services,
Inc., the NASD provides its
members and the NASDAQ
market with a variety of
technology-based services.
They include the nationwide,
electronic NASDAQ System
which serves the fastest-
growing and second-largest
stock market in the nation;
SOES which provides for
the automatic execution of
customers’ agency orders;
and TARS which automates
the comparison of trades and
the reconciliation of uncom-
pared trades.

L > > .
The Small Order Execution System is used to automatically
execute customers’ agency orders of 500 shares or less.

Barbara Tringali of Bernard L. Madoff Securities resolves an uncompared trade
using the Trade Acceptance and Reconciliatfon Service.
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MNASDAQ COMPANIES

John Sculley, right, is President and
Chief Executive Officer of Apple Com-
puter, Inc., an established leader in the
personal computer industry. The $5.4
billion volume of trading in Apple
Computer’s stock in 1984 topped all
others in the NASDAQ market.

William G. McGowan, left, is Chair-
man and Chief Executive Officer of
MCI Communications Corporation, an
innovative provider of telecommunica-
tions-based services. With over 360
million shares traded, MCI Communica-
tions was the most actively traded stock
in the NASDAQ market in 1984.




William E. Phillips is the Chairman-Chief Executive
of Ogiloy & Mather International Inc., one of the world's
lnrgest advertising agencies. In July 1984, Ogilvy & Mather
Became the 1,000th company to enter the NASDAQ
National Market System.

“ . NASDAQ companies represent the fastest-growing
segments of the world economy. They ate the innovators,
the challengers and the changers. Much of NASDAQ's
record-breaking performance is a direct reflection of the rapid
growth of the companies in our market. Added growth by
these companties and further improvements in the market
for their securities will insure a continuation of NASDAQ)'s
dramatic growth.”

—Gordon S. Macklin
NASD President



In November, the SEC approved, without change, the
NASD's suggested amendments to the voluntary-inclusion
criteria fOr the NASDAQ National Market System, the
effect of which was to make all NASDAQ National News-
paper List securities eligible to enter NASDAQ/NMS.
Another landmark development occurred when the FRB
adopted a rule which grants automatic margin status to all

. securities admitted to trading in the NASDAQ National

- Market System. .




Throughout the year, the NASD
also participated in several interna-
tional conferences, meetings and
seminars sponsored by other opera-
tors of world markets.

London Stock Exchange to Build
NASDAQ-Like System

After many months of studying

. various securities markets, the

“ London Stock Exchange Council

* announced its decision in July 1984
" to pattern its new equities trading
system after the NASDAQ market
with its competing market makers

and computerized quotation systern.

The London system is scheduled to
debul in 1986.

Arrong the reasons cited by the
Exchange’s Council in adopting a
NASDAQ-like system were: the
efficiencies that computer technol-
ogy can bring to a dealing environ-
ment; the advantage of placing all
members on an equal basis irrespec-
tive of geographical location; its lack
of reliance on the quality and state
of mind of one individual for the
continuity of the market in any
given share; and its ability to lend
itself readily to the concept of a
24-hour international market.

" Comprehensive NASDAQ

' Rate Study Gets Underway

- During the last several years, the
information services offered by the
Assaociation’s subsidiary corpora-
tions have experienced substantial
growth and diversification. The
pn‘cing of these services has become.
increasingly complex by virtue of
the integrated nature of the systems
utilized to provide these services
and the difficulty of allocating

the cost of the shared technical
resources utilized. The SEC's deci-
sion in Instinet, described elsewhere
in this report, has accelerated the
need for more precise measurement
and allocation of shared services.

In an effort to comply with the
Commission’s directives in the
Instinet decision and to continue
to assure the fair and equitable allo-
cation of costs among all service
sectors, an independent consultant,
Coopers & Lybrand, was retained
to perform a comprehensive study
of all related costs and current
services offered by NASDAQ, Inc.
and NASD Market Services; Inc.
The study is expected to be com-
pleted early in 1985.

Institutional Investor Comimnittee

to Be Formed

Recognizing the increasing institu-
tional participation in the NASDAQ
market, the NASD Board of Gover-
nors in 1984 approved the creation
of a new NASD committee to be
composed of institutional investors
and professional portfolio managers.
This committee, which will become
operational in 1985, wili be responsi-
ble for advising the NASD Board on
policy matters relating to NASDAQ

market operations and regulation. It

will also assist the NASD in broad-
ening the investment community’s
awareness and understanding of the
NASD and the NASDAQ market.

REGULATORY DEVELOPMENTS

SEC Approves Expansion

of NASDAQ/NMS

In Naovember, the Securities and
Exchange Commission approved,
without change, the NASD's
suggested amendments to the vol-

- NASD
- Aniothier landmark development for

* status to all securities admitted to
. trading jh the NASDAQ National

untary-inclusion criteria for the
NASDAQ National Market System,
the effect of which was to make all
NASDAQ National Newspaper List
securities eligible to enter NASDAQ/
NMS. This brings the number of .
secuirities eligible for participation in
NASDAQINMS to nearly 2,600.

The amendments allow two new
alternative sets of criteria for vol-
untary inclusion in the system.

The basis for being included in
NASDAQ/NMS has been changed
from market activity standards
where share volume was the pri-
mary qualification filter to quali-
tative criteria which have a focus
on earnings and net worth.

The SEC action coricluded a 10-
month rule-making process. During
that time, more than 350 NASDAQ
companies and Association mem-
bers endorsed the criteria in letters
to the Commission; the stock ex-
changes generally opposed it.

Beginning in January 1985, the
NASD will implement the SEC
decision by adding additicnal securi-
ties at arate of up to 200 a month
until all éligible securities that have

applied for NASDAQ/NMS desig-
_nation are included.

Ajfomatic Margin for
Q/NMS Issues

the NA! ;DAQ market occurred in
September when tthFRB adopted a
ch grants gutpmatic margin

Market System. |

{The Board's action was in re-
sponse {0 an eatlier request by the
NASD that all stocks included in

" the NASDAQ National Newspaper



NASDAQ MARKET MAKERS
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Trading room — Merrill Lynch,
Pierce, Fenner & Smith Incorporated,
New York City.

Patrick F. Davern, Cantor, Fitzgerald & Co., Inc., Beverly Hills, Californta.

Patrick C. Ryan, Johnston, Lemon &

Co. Incorporated, Washington, D.C.

The multiple market-maker
system is a unique feature of
the NASDAQ market and
the source of its superior
liquidity. In 1984, more
than 450 firms — large
national firms, wholesale
matrket makers, regional
firms and local firms —
made markets across the
country in over 4,700
NASDAQ securities. The
typical NASDAQ stock
has more than eight
market makers.
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At right, a retail investor discusses his
investments with his registered repre-
sentative. Interest in the NASDAQ
mariet by retail investors has groum
significantly in recent years. According
to a recent survey, between 1981 and
1982, NASDAQ had the largest gain
among LLS. markets in the percentage
increase in shareouners. Individual
shareowners in NASDAQ securities
now number in excess of 10,000,000.

Alex Hammond-Chambers, at left, is
Joint Deputy Chairman of Fvory &
Sime, an investment trust firm in
Edinburgh, Scotland. He is also the
first overseas Governor of the NASD.
His firm manages investments in excess
of $2 billion of which approximately
one-half is invested in the U.S. More
than §500 million of that amount is in-
vested in NASDAQ securities. fvory &
Sime’s investment practices illustrate
the worldwide participation by institu-
tional investors in the NASDAQ mar-
ket. Institutions now account for more
than 40 percent of NASDAQ/NMS
volume.




WHITE HOUSE MEETING

LN

RS

In November 1984, the senior Governors of the NASD met with President Reagan
at The White House. From left to right: Edmund ]. Cashman, [r., Legg Mason
Wood Walker, Incorporated, Baltimore, Maryland; Russell H. Baumgardner, Apogee
Enterprises, Inc., Minneapolis, Minnesota; L. H. Bayley, David A. Noyes &
Company, Indianapolis, Indiana; Carl P. Sherr, 1984 NASD Chairman, Carl P
Sherr and Comparny, Worcester, Massachusetts; President Reagan; Gordon S.
Macklin, NASD President; Bill T. Wall, Stern Brothers & Co., Kansas City,
Missouri; David M. Underwood, Underwood, Newhaus & Co., Incorporated,
Houston, Texas; Peter K. Loeb, Paine Webber Incorporated, New York, New York;
and Donald W. Crowell, Crowell, Weedon & Co., Los Angeles, California,
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SECtg . - ‘the Computer Assisted Execution  wag appointed its receiver. The

ns prop al * System are also automatically re- NASD filed a Motion to Dismiss
in 1985, thereby paving ay for  porte TARS to the National which was granted by the District
the start-up of a pilot.éy . Securities Clearing Corporation. Court which held that the FDIC
; 0: { VIS, S : had-no common law cause of action
' $1,400,000 Rebate - against the NASD for its alleged

negligence in failing to adequately
R T N screen and monitor the activities of
New TARS Features - 1. fees related to the distribution of - - the broker-dealer. In a per curigm
At the end of 1984; e in)  opinion filed November 13, 1984,
, \ -the United States Court of Appeals
. for'the 8th Circuit affirmed the
" judgment of the District Court and
dismissed the FDIC’s complaint.

Service Fee Dispute
~On’April 17, 1984, the'SEC issued
-an Qrder disapproving a proposed
- fee for a new NASDAQ service.
~ This fee had been challenged by
‘ _{Ih‘étitl'itionaINetwork Corporation
Imosttwo - (Instinet). This new service would
hs’ worth of charges, - permit subscribers to receive in-
[ dividual market maker quotations
in NASDAQ/NMS securities on
terminals supplied by commercial
securities information vendors. The
* Commission held that the proposed
fee; upon resubmission, must be
‘ost-based and include only those
osts related. to the quofation col-
Hon'fun on, In so holding, the

|of cettain ‘osts relating to the
DAQ S tem’s query func-
which the NASD believes are

tter of which remains pend-
5. Also, the NASD has filed
lon for Review of the Com-
sion’s Order with the u.s,
Court of Appeals for the District i
Columbia Circuyit. 1
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1984 NASD OFFICERS AND BOARD OF GOVERNORS

To Serve Until January 1985
(from left to right}

RUSSELL H. BAUMGARDNER*
Apogea Enterprises, Inc.
Minneapolis, Minnesota

L. H. EAYLEY (seated)
David A. Noyes & Company
Indianapolis, Indiana

RUTH S. BLOCK®* (seated)
The Ecuitable Life Assurance
Society of the United States
New York, New York

BILL T. WALL
Stern Brothers & Co.
Kansas City, Missouri

EDMUND J. CASHMAN, Jr.
Legg Mason Wood Walker, Incorporated
Baltimore, Maryland

RICHARD R. WEST*
New York University
Graduate School of Business
New York, New York

GORDON S. MACKLIN
President and Member
of the Board

PETER K. LOEB
Paine Webber Incorporated
New York, New York

CARL P SHERR
Carl 2 Sherr and Company
Worcester, Massachusetts

DONALD W, CROWELL
Crowell, Weedon & Co.
Los Angeles, California

DAVID M. UNDERWOOD
Underwood, Newhaus & Co., Incorporated
Houston, Texas

*Governor-at-Large




1984 NASD QFFICERS AND BOARD OF GOVERNORS

To Serve Until January 1986
{from left to right)

HEREERT A. SARKISIAN, JR.
Moors & Cabot, Inc.
Boston, Massachusetts

J. PHILIP BOESEL, jR.

R. G. Dickinson & Co.

Des Moines, lowa

Vice Chairman-Finance, 1985

PETER D. BYRNE

Dean Witter Reynolds Inc.
New York, New York
Chairman, 1985

DOUGLAS E. DETATA
Prudential-Bache Securities Inc.
San Francisco, California

JAMES C. STONE, III (seated)

J. J. B. Hilliard, W. L. Lyons, Inc.
Louisville, Kentucky

Vice Chairman, 1985

JOHN F COGAN, JR.*
The Pioneer Group, Inc.
Boston, Massachusetts

LEONARD MAYER
Mayer & Schweitzer, Inc.
Jersey City, New Jersey

WILLIAM G. MCGOWAN* (seated)
MCI Communications Corporation
Washington, D.C.

ROLAND M. TRAFTON*
SAFECO Corporation
Seattle, Washington

DAVID C. GROVE
Somers, Grove & Co., Inc.
Portland, Oregon

*Governor-at-Large



To Serve Until January 1987
{from leff to right)

LARRY D. HAYDEN
Hanifen, Tmhoff, Inc.
Denver, Colorade

ALEX HAMMOND-CHAMBERS* (seafed)
Ivory & Sime PLC
Edinburgh, Scottand

BERNARD L. MADOFF
Bernard L. Madoff
New York, New York

B. LEE KARNS* (seated)
Comprehensive Care Corporation
Newpor: Beach, California

DAVID W, HUNTER
Parker/Hunter Incorporated
Pittsburgh, Pennsylvania

MURRAY L. FINEBAUM
Cantor, Fitzgerald & Co., Inc.
Beverly Hill, California

ROBERT P. RITTEREISER
Merrili Lynch, Pierce, Fenner
& Smith Incorporated

New York, New York

JOHN L. WATSON, Il
Robinson Humphrey/
American Express Inc.
Atlanta, Ceorgia

JOHN B. LEVERT, JR.

Howard, Weil, Labouisse, Friedrichs
Incorporated

New Orleans, Louisiana

ALAN B. LEVENSON*
Fulbright & Jaworski
Washington, D.C.

*Governor-at-Large



1984 NASD OFFICERS AND BOARD OF GOVERNORS

To Serve Until January 1988
(from left to right)

THOMAS W. BORDEN
Stone & Youngberg
San Francisco, California

WILSON C. WEARN~
Multimedia, Inc.
Greerwille, South Carolina

CHARLES E. ZIVNEY
Paine Webber Incorporated
Fort Worth, Texas

JAMES M. DAVIN
The First Boston Corporation
New York, New York

JOHN NAISBITT*
The Naisbitt Group
Washington, D.C.

JOHN G. HIGGINS
Kidder Peabody & Co. Incorporated
Boston, Massachusetts

BILL T. WALL (seated)
Stern Brothers & Co.
Kansas City, Missouri

JOSEPH R. HARDIMAN
Alex. Brown & Sons, Inc.
Baltimore, Maryland

RICHARD C. ROMANQ (seated)
Romano Brothers and Company
Evanston, Illinois

WALTER B. GERKEN*
Pacific Mutual Life Insurance Company
Newport Beach, California

*Governor-at-Large
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1984 NATIONAL COMMITTEES

Members of the National Commit-
tees, who are appointed by the
NASD Board of Governors, make
recommendations to the Board on
their various areas of responsibility.
The Executive, Finance and National
Business Conduct Committees meet
before each Board meeting; all other
Committees meet as necessary.

EXECUTIVE
*Carl P. Sherr, Chairman
*Russell H. Baumgardner
*L. H. Bayley
*Peter D. Byrne
*Douglas E. DeTata
*Peter K. Loeb
*David M, Underwood
*Gordon S. Macklin, President

FINANCE
*Peter K, Loeb, Chairman
*L. H. Bayley
*Ruth S. Block
*]. Philip Boesel, Jr.
*Edmund J. Cashman, Jr.
*John E Cogan, Jr.
*Donald W. Crowell
*Carl I. Sherr
B. Mills Sinclair
*Davicl M. Underwood
*Richard R. West
*Gordon 5. Macklin, President
Jack A. Schindel, Treasurer
(Ex Officio)

NATIONAL BUSINESS CONDUCT
*Douglas E. DeTata, Chairman
*James C. Stone, III, Vice Chairman
*Murray L. Finebaum
* Alex Hammond-Chambers
*Larry D. Hayden
*Davicl W. Hunter
*B. Lee Karns
*Alan B. Levenson
*John B. Levert, Jr.

*Bernzrd L. Madoff
*Robert I Rittereiser
*Tohn L. Watson, III

NATIONAL NOMINATING

*Carl P. Sherr, Chairman
James E Keegan
L. C. Petersen
Ernest E Rice, Jr.
Norman T. Wilde, Jr.
*Gordon S. Macklin, President
(Ex Officio)

ARBITRATION

B. Mills Sinclair, Chairman
*L. H. Bayley

Bernard R. Bober

Philip J. Hoblin
*David W. Hunter

A. James Jacoby
*Alan B. Levenson
*Leonard Mayer

David W. Mesker

John E X. Peloso
*James C. Stone, 111

Walter N. Trulock, HI
*David M. Underwood
*Richard R. West

BLUE RIBBON
*Robert P. Rittereiser, Chairrnan
*Peter D. Byrne
Richard Del Bello
Benjamin H. Griswold, IV
John E. Herzog
Richard E Lynch
*Bernard L. Madoff
*Leonard Mayer
David W. Mesker
Jeremiah A. Mullins
Thomas J. Peltier
Thomas C. Schneider
Glenn R. Shipway
John N. Tognino
*John L. Watson, Il
*Richard R. West
Norman T. Wilde, Jr.

CAPITAL & MARGIN
Frank E. Witt, Chairman
Vincent P. Fay

*Murray L. Finebaum
Joseph A. Gottlieb

*Larry D. Hayden
Nelson S. Kibler
Edward C. Ruff
B. Mills Sinclair

*James C. Stone, II1

CORPORATE ADVISORY BOARD

*Russell H. Baumgardner, Chairman
E. Eugene Bishop
Ray J. Groves

*B. Lee Karns
John C. Kikol

*William G. McGowan
Roy H. Park
Harold W. Patton, Jr.
James E. Thornton

*Roland M. Trafton
Walker M. Treece
Wilson C. Wearn

CORPORATE FINANCING
*Peter K. Loeb, Chairman
Andrew M. Blum
*]. Philip Boesel, Jr.
*Edmund J. Cashman, Jr.
*Donald W. Crowell
James M. Davin
William J. Grant, Jr.
*Alan B. Levenson
*John B. Levert, ]Jr.
Joseph McLaughlin
G. Peter O'Brien
Norman H. Pessin
*Herbert A. Sarkisian, Jr.

DIRECT PARTICIPATION
PROGRAMS
*Edmund ]. Cashman, Jr., Chairman
*L. H. Bayley
Samuel M. Chase, Jr.
*John E Cogan, Jr.
C. Andrew Graham
Jjohn G. Gray
*David C. Grove
Carl Hohnbaum
J. Stephen Putnam
*Herbert A. Sarkisian, Jr.
William Stark
Stephen Treadway
Linda Wertheimer
Stanley Witkowski

FIDELITY BONDING

Frances D. Boesel, Chairman
*L. H. Bayley
*Larry D. Hayden
*Bill T. Wall

INFORMATION

*Russell H. Baumgardner, Chairman
Nancy M. Bacon
Andrew M. Blum
George Casey
Bruce D. Cowen

*Douglas E. DeTata

*B. Lee Karns
Frank E. Lawatsch, Jr.
L. Kendall Palmer, Jr.
H. Lawrence Parker
Robert L. Reich
Lawrence W, Schoch

*John L. Watson, 111
William R. Woodworth

INSURANCE TRUSTEES AND
INSURANCE
James J. McCormack, Chairman
*]. Philip Boesel, ]r.
*Edmund J. Cashman, Jr.
David B. Coates
B. Mills Sinclair

29
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1984 NATIONAL COMMITTEES

INTERNATIONAL
*Peter K. Loeb, Chairman
*Alex Hammond-Chambers
*John B. Levert, Jr.
*Bernard L. Madoff

Bruce A. Mann

Lecnard A. Marotta

Alvin M. Zubasky

INVESTMENT COMPANIES
*John E Cogan, Jr., Chairman

John W. Bachmann

John M. Butler

James J. Hagerty

David A. Hughey

Charles M. Kierscht

Harry J. Lister

W. Gary Littlepage

Ronald F. Lynch

Martin H. Proyect

James S. Riepe

Richard P. Strickler

LONG-RANGE PLANNING
L. C. Petersen, Chairman
Carl Hohnbaum
Bruce A. Mann
*Witliam G. McGowan
John A. Orb
james W. Ratzlaft
Ernest E Rice, Jr.
*Robert I, Rittereiser
*Carl . Sherr
Norman T. Wilde, Jr.

MARKET SURVEILLANCE
*Carl P Sherr, Chairman

James 1. Berkowitz

James E. Brucki, Jr.

James Hageney

John C. Kikol

Alexander Lamont

Walter Rosley

William R. Rothe

Patrick C. Ryan

Owen L. Saddler, Jr.

Basil G. Witt

Arnold P. Wolter

MUNICIPAL SECURITIES
Stephen Kenny, Chairman
Richard J. Ackerman
Robert H. Atkinson, Jr.
Bill B. Beavers
Bernard R. Bober
William C. Boinest
W. Pat Conners
J. Kevin Kenny
*John B, Levert, Jr.
Walter N. Trulock, III
*Bill T. Wall

NATIONAL MARKET SYSTEM
SECURITIES QUALIFICATIONS
James E Keegan, Chairman
*Russell H. Baumgardner
Robert D. Hedberg
.M. Hill
A James Jacoby
*B. Lee Karns
William B. Madden
*Leonard Mayer
*William G. McGowan
David W. Mesker
Jeremiah A. Mullins
L. C. Petersen
*Carl P Sherr
John N. Tognino
*John L. Watson, II1
*Richard R. West

OPTIONS

*Peter D. Byrne, Chairman
James E. Brucki, Jr.
John E. Herzog
Peter Madoff
Carroll W. Owens, Jr.
Thomas J. Peltier
Richard Purkiss
James Quarto
James B. Raphalian
Robert I. Schulman
Judith G. Shepard

*James C. Stone, I
Thomas W. Sullivan
John N. Tognino

QUALIFICATIONS
James J. McCormack, Chairman
Thomas J. Asher
Bruce Avedon
Lewis W. Brothers, Jr.
John V. Campana
*John E Cogan, Jr.
Shannon M. Drew
Frances D. Boesel
*Larry D. Hayden
Thomas J. McAllister
Allan Pessin
*David M. Underwood
*Bill T. Wall

REAL ESTATE

Samuel M. Chase, Jr., Chairman
*L. H. Bayley
*]. Philip Boesel, Jr.
*David C. Grove
Carl Hohnbaum
Richard L. Howell
*B. Lee Karns
William Stark
Stephen Treadway
Walter A. Turner, Jr.

REGISTRATION

James J. McCormack, Chairman
*]. Philip Boesel, Jr.

George E. Hartz
*Larry D. Hayden

Renee B. Pazan
*James C. Stone, IlI

William J. Szilasi

Michael Unger

RETIREMENT PLAN REVIEW
*Edmund J. Cashman, Jr., Chairman
J.M. Hill i
B. Mills Sinclair i
*Roland M. Trafton
Norman T. Wilde, Jr.

A. James Jacoby, Chairman
*Russell H. Baumgardner

James I. Berkowitz
*Murray L. Finebaum

E.E. Geduld

James Hageney
*Bernard L. Madoff
*Leonard Mayer

Jeremiah A. Mullins

Hugh J. Quigley

Rupert M. Richards

William R, Rothe

Owen L, Saddler, Jr,

Kenneth ]. Wessels

Basil G. Witt

Victor Wright

|
TRADING i

UNIFORM PRACTICE

B. Mills Sinclair, Chairman
*John B. Levert, Jr.
*Leonard Mayer

Charles M. Viviano

Joe C. Weller

VARIABLE CONTRACTS
John Longmore, Chairman
*Ruth 5. Block
Lee Bodenhamer
Robert Butler
James J. Hagerty
W. Gary Littlepage
John M. Smith
*Roland M. Trafton
Edward N. Wadsworth

*Member, NASD Board of Governors
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1984 DISTRICT COMMITTEES

Members of the District Commit-
tees, who are elected by NASD
member firms in their respective
areas, supervise NASD programs in
the Districts and serve on Business
Conduct Committees. In this capac-
ity, they review reports of NASD
examiners, investigate complaints
against members, conduct disci-
plinary proceedings and impose
penalties for violations of federal
and state laws and the NASD’s
Rules of Fair Practice. The Chair-
men of the District Committees
make up the Advisory Council to
the Board of Governors.

DISTRICT1 &

Alaska 201 Members
Idaho 764 Branches
Montana

Qregon

Washington

Richard L. Hinton, Chairman

Campbell, Waterman [nc.

Seattle, Washington

Don D. Strand, Vice Chairman

Blakely, Strand & Williams, Inc.

Great Falls, Montana

James A. Bishop

Smith Barney, Harris Upham & Co.
Incorporated

Seattle, Washington

William O, Hammerbeck

A.G. Edwards & Sons, Inc.

Portland, Oregon

L. Bruce Madsen

D.A. Davidson & Co.

Great Falls, Montana

Earl C. May

May & Camp, Inc.

Lake Oswego, Oregon

R. H. Peterson

Peterson & Company, Inc.

Spokane, Washington

Dorna Price

KM5 Financial Services, Inc.

Seattle, Washington

Alan T. Robertson

Piper, Jaffray & Hopwood Incorporated

Seartle, Washington

Bradford M. Patterson, Director
One Union Square, Suite 1911
Seattle, Washington 98101

(206) 624-0790

DISTRICT?2 &

California 832 Members
Nevada 2,865 Branches
Hawaii

Gilman G. Rabinson, Co-Chairman (left)

Judy & Robinson Securities, Inc.

Menlo Park, California

Jeffrey P. Shackett, Co-Chairman (right)

Crowell, Weedon & Co.

Los Angeles, California

Douglas A. Campbell

D.A. Campbell Company, Inc.

Los Angeles, California

James I Cliffton

E. F Hutton & Company Inc.

Los Angeles, California

H. Michael Collins

San Diego Securities Incorporated

San Diego, California

William R. Dixon, Jr.

Capital Concepts Investment Corp.

San Francisco, California

Miles Z. Gordon

Financial Network Investment Corporation

Torrance, California

Berkeley W. Johnston

Riordan, Johnston & Javadizadeh, Inc.

Pasadena, California

Stephen R. Miller

Dean Witter Reynolds Inc.

San Francisco, California

D. Craig Palmer

Bateman Eichler, Hill Richards, Incorporated

Los Angeles, California

Melvin L. Peterson

Emmett A. Larkin Company, Inc.

San Francisco, California

Arthur P. Rowsell

Cantor, Fitzgerald & Co., Inc.

Beverly Hills, California

John T. Schmidt

The First Boston Corporation

San Francisco, California

G. Stuart Spence

Kidder, Peabody & Co. Incorporated

San Francisco, California

E Van Kasper

Van Kasper & Company

San Francisco, California

John B. Weingart

Smith Barney, Harris Upham & Co.
Incorporated

San Francisco, California

Theodore E Schmidt, Director
425 California Street, Room 1400
San Francisco, California 94101
(415) 781-3434

Kye Hellmers, Director

727 W. Seventh Street

Los Angeles, California 90017
(213) 627-2122
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DISTRICT3 m

Arizona 294 Members
Colorado 892 Branches
New Mexico

Utah

Wyoming

J. Wendell Garrett, Chairman

J. W. Garrett and Company

TPhoenix, Arizona

Marilyn Daly Sandbak, Vice Chairman

First Western Securities of Wyoming, Inc.

Casper, Wyoming

John L. Brown

Wall Street West, Inc.

Denver, Colorado

Keith A. Cannon

Cannon Securities, Inc.

Salt Lake City, Utah

Reo B. Cutler

First Equities Corp.

Salt Lake City, Utah

Stanley R. Fallis

Boettcher & Company, Inc.

Denver, Colorado

James M. Finn

A. G. Edwards & Sons, Inc.

Albuquerque, New Mexico

Thomas W. $chneider -

Rauscher Pierce Refsnes, Inc.

Denvet, Colorado

Robin M. Snider

Drexel Burnham Lambert Incorporated

Denver, Colorado

William J. Wood

Merrill Lynch, Pierce, Fenner & Smith
Incorporated

Tucson, Arizona

Frank J. Birgfeld, Director

1401 17th Street, Suite 700

Denver, Colorado 80202

(303) 298-7234



1984 DISTRICT COMMITTEES

DISTRICT 4 W

Kansas 209 Members
Missouri 661 Branches
Nebraska

Oklahoma

Nortnan Frager, Chairman

Scherck, Stein & Franc, Inc.

St. Louis, Missouri

Gerald A. Geiger, Vice Chairman

Woo.sey & Company, Incorporated

QOklahoma City, Oklahoma

Peter C. Barnes

Kidder, Peabody & Co. Incorporated

Kansas City, Missouri

Craig 1. Beach

George K. Baum & Company

Kansas City, Missouri

Ernest C. Dippel

E. E Hutton & Company Inc.

Kansas City, Missouri

J. Jerry Dolan

R. Rowland & Co., Incorporated

St. Louis, Missouri

Gordan Evans

Security Distributors, Inc.

Topeka, Kansas

Cornelius W, Krentz

Kreritz, Meyer & McClelian
Investment Corporation

St. Louls, Missouri

Robert L. Smart

Smart, Moreland, Neuner & Soden,
Incorporated

Kansas City, Missouri

Floyd Steiner

First Securities Company of Kansas,
Incorporated

Wichita, Kansas

James T. Warren

Paine Webber Incorporated

Omaha, Nebraska

Jack Rosenfield, Director

911 Main Street, Suite 2230

Kansas City, Missouri 64105

(816) 421-5700

DISTRICTS =
Alabama 217 Members
Arkansas 579 Branches

R. Baxter Brown, Chairman
Brown, Geary & Mclnnes, Incorporated
Jackson, Mississippi

Bill R. Carty, Vice Chairman
Carty & Company, Inc.
Memphis, Tennessee

William “Bo” Flanders, Jr.

First Birmingham Securities Corporation
Birmingham, Alabama

Philip Montelepre

Montelepre Securities, Ltd.
New Orleans, Louisiana
Marvin G. Perry

Berney Perry & Company
Birmingham, Alabama

W. W, (Bick} Satterfield

Powell & Satterfield, Inc.
Little Rock, Arkansas

Michael B. Smuck

Equity Group Investments, Inc.
Metairie, [.ouisiana

Clifton M. {Mike) Spruell
UMIC, Inc.

Memphis, Tennessce

William L. Tedford, Jr.
Stephens, Inc.

Little Rock, Arkansas

Edward ]. Newton, Director
1004 Richards Building

New Orleans, Louisiana 70112
(504) 522-6527

DISTRICT 6 W

Texas 406 Members
931 Branches

Y

John H. Williams, Chairman
Schrieider, Bernet & Hickman, [nc.
Dallas, Texas

David H. Rubin, Vice Chairman
Rotan Mosle Inc.

Fort Worth, Texas

Thomas M. Anderlitch
Rausher Pierce Refsnes, Inc.
San Antonio, Texas

Don A. Buchholz

Southwest Securities, Inc.
Dallas, Texas

Robert A. Jones

E. FE Hutton & Company Inc.
Houston, Texas

William E. Read

William E. Read & Co., Inc.
Dallas, Texas

M. David Standridge

Shearson Lehman/American Express Inc.

San Antonio, Texas

Robert 5. Strevell

American Capital Companies
Houston, Texas

Larry A. Weil

Eppler, Guerin & Turner, Inc.
Dallas, Texas

Peter M. Walker, Director
1999 Bryan Street, 14th Floor
Dallas, Texas 75201

(214) 969-7050

DISTRICT7 W

Florida 482 Members
Georgia 1,507 Branches
South Carolina

Eastern Tennessee

Puerto Rico

Canal Zone

Virgin Islands

Raphael M. Kelly, Chairman

E. FE Hutton & Company Inc.
Jacksonville, Florida

Richard T. Barksdale, Vice Chairman
Wiley Bros., Inc.

Nashville, Tennessee

Thomas M. Ayres

Cumberland Securities Company Inc.
Knoxville, Tennessee

james R. Baynes

The First Boston Corporation
Atlanta, Georgia

Alan D. Bush

Alan Bush Brokerage Co.

Boca Raton, Florida

Harold W. Clark

J.].B. Hilliard, WL. Lyons, Inc.
Nashville, Tennessee

John 5. McNally

Dean Witter Reynolds Inc.
Orlando, Florida

B. H. Rutledge Mocore

Johnson, Lane, Space, Smith & Co., Inc.
Savannah, Georgia

Edgar M. Norris, Jr.

Edgar M. Norris & Co., Inc.
Greenville, South Carolina

Bennett Whipple, Director

250 Piedmont Avenue, N.E.

Atlanta, Georgia 30308
404 ARR-G191



DISTRICTS m DISTRICTY m

Tilinois 665 Mentbers Kentucky 142 Members
Indiana 2,058 Branches Ohio 552 Branches
Iowa ;

Michigan
Minnesota
North Cakota
South Dakota
Wisconsin

DISTRICT 10 m

District of Columbia 247 Memurs
) Maryland 769 Branches
4 North Carolina

Virginia
David L. Baker, Chairmamn c
Caker & Co., Incorporated
Cleveland, Ohio
Robert A. Greenberg, Vice Chairman
Robert W, Baird & Co. Incorporated
Columbus, Ohio

Victor Elting, 11, Chairman A. Edgar Aub

The Chicago Corporation A.E. Aub & Co.

Chicago, lllinois Cincinnati, Chio

James A. Richter, Vice Chairman Richard A. Evans - )
Roney & Co. Vercoe & Company, Inc. Joseph R. Hardiman, Chairman

Columbus, Ohio Alex. Brown & Sons, Inc.

Detroit, Michigan .
Baltimore, Maryland

Eugene P. Albers, Jr. C. James McCloy i ) i

Smuth, Hague & Co., Incorporated Cowen & Co. Wendie L. Wachtel, Vice Chatrman
Detroit, Michigan Cincinnati, Ohio wﬂcg_{el & (—-06 IC“C-

Jack A. Bloomfield Jack A, Moss astungton, o

E. F Hutton & Company Inc. Prescott, Ball & Turben, Inc. J. Murrey Atkins, Jr. .
Milwaucee, Wisconsin Louisville, Kentucky lCn}:erstate Securities Corporation
Robert A. Cooper James C. Redinger _ arlo‘“e’ North Carolina

The Milwaukee Company McDonald & Company Securities, Inc. John C. Engler .
Milwauxee, Wisconsin Cleveland, Chio M“I’n’l“ Lynch, Pierce, Fenner & Smith
Donald L. Condon Alexander S. Taylor neorporated

Charlotte, North Carolina

Dain, Bosworth Incorporated Kidder Peabody & Co. Incorporated ‘

Minneapolis, Minnesota Cleveland, Ohio Af}fh%ﬂ)’ J,}I'rank

Michael P Dry W. Everett Thomas E‘;s;:;(;nca" ’\%ﬂ & C;)mpany
Freehlirg & Co. The Ohio Company ond, Virginiz

Chicagg, Iliinois Toledo, Chio ﬁom_lﬁi_c-/?/[CMllkt?ﬂ - ‘
C b Goome W N, 1 Dt e o™
Kemper Financial Services, Inc. 1940 East Sixth Street, 5th Floor ? © rtn k- @
Chicagg, Illinois Cleveland, Ohio 44114 John G. Mergner .

Gary W. Griffin (216) 694-4545 Riviere Securities Corporation

Washington, D.C.
Robert T. Reeves
Ferris & Company, Incorporated
Annapolis, Maryland
John I> Rodler
Plato A. Mavroulis Folger Nolan Fleming Douglas, Incorporated
john G. Kinnard and Company Incorporated Washmgtor:, D-€.
Minneapolis, Minnesota Coleman Wortham, Il
Sheldon M. Pekin Davenport and Co. of Virginia, Inc.
Mesirow & Company, Incorporated Richmond, Vu'glma.
Chicago, Illinois Thomas P. Forde, Director

1125 15th Street, N.W., 5th Floor

Robert 5. Petersen, Jr. .
William. Blair & Company gg;;‘;g%fg?oo[)c 20005

Chicago, lllinois

George B. Steel, Jr.

Planned Investment Co., Inc.
Indianapolis, Indiana
Thomas B. Summers
Summers & Company, Inc.
Fort Weyne, Indiana

E. Craig Dearborn, Director
Three First National Plaza, Suite 1680
Chicago, Illinois 60602

(312) 2267222

Griffin, Kubik, Stephens & Thompson, Inc.
Chicago, lllinois

John N. Knapp

Securities Corporation of lowa

Cedar Fapids, lowa
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DISTRICT 11 |

Delaware 367 Members
Fennsylvania 823 Branches
West Virginia

Mew Jersey (except counties
adjacent to New York City)

William O. Schach, Chairman

Merrill Lynch, Pierce, Fenner & Smith
Incorporated

Pittsburgh, Pennsylvania

Peter Bedell, Vice Chairman

W. H. Newbold’s Son & Co., Inc.

Philadelphia, Pennsylvania

James . Anfang

Cunningham, Schmertz & Co., Inc.

Pittsburgh, Pennsylvania

Edward T. Borer

Hopper Soliday & Co., Inc.

Philadelphia, Pennsylvania

David C. Boyer

Dean Witter Reynolds Inc.

Wilmington, Delaware

Francis C. Doyle

Butcher & Singer Inc.

Philadelphia, Pennsylvania

Arthur Judson, IfI

Collings Legg Mason, Inc.

“hiladelphia, Pennsylvania

Nicholas D. Meyer

N. D. Meyer & Co., Inc.

Philadelphia, Pennsylvania

Frank J. Murray, Jr.

Prudential-Bache Securities Inc.

Philadelphia, Pennsylvania

William R. Radetzky

Janney Montgomery Scott Inc.

Philadelphia, Pennsylvania

George G. Sofis

Arthurs, Lestrange & Short

McKeesport, Pennsylvania

Clarence Z. Wurts

Edward C. Rorer & Co., Inc.

Philadelphia, Pennsylvania

John P. Nocella, Director

1818 Market Street, 12th Floor

Philadelphia, Pennsylvania 19103

(215) 665-1180

DISTRICT 12 &

New York City
(including
adjacent New York
and New Jersey counties)

1,217 Members
1,020 Branches

James M. Davin, Chairman

The First Boston Corporation
New York, New York

Timothy E. Barnes, Vice Chairman
Tucker, Anthony & R. L. Day, Inc.
New York, New York

Gene Apruzzi

Cytus J. Lawrence Incorparated
New York, New York

James ). Bauman

L. E Rothschild, Unterberg, Towbin
New York, New York

Howard L. Blum, Jr.

Ladenburg, Thalmann & Co., Inc.
New York, New York

Edward T. Braniff

Oppenheimer & Co., Inc.

New York, New York

Peter A. Fried

Rothschild Inc.

New York, New York

Donald V. Hanson
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New York, New York
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Pruco Securities Corporation
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J. J. Kenny Co., Inc.

New York, New York
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Spear, Leeds & Kellogg Corporation
New York, New York
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New York, New York
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New York, New York
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New York, New York

Charles T. Peterson
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Goldman, Sachs & Co.
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George ]. Bergen, Vice President, Director
Two World Trade Center

South Tower, 98th Floor

New York, New York 10048

(212) 839-6200

DISTRICT 13 &

Connecticut 447 Members
Maine 875 Branches
Massachusetts
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New York (except New York City and
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! B A

John G. Higgins, Chairman
Kidder Peabody & Co. Incorporated
Boston, Massachusetts

Sheldon M. Fechtor, Vice Chainnan
Fechtor, Detwiler & Co., Inc.
Boston, Massachusetts

Ernest E. Dunbar

Colonial Investment Services, Inc.
Boston, Massachusetts

Alan P Goldberg

Hawthorne Securities Corporation
Boston, Massachusetts

Richard Hilliker

5. C. Parker & Co., Inc.

Buffalo, New York

Vincent J. McCauley

Conning & Company

Hartford, Connecticut

Daniel L. Murphy

Burgess & Leith Incorporated
Boston, Massachusetts

Daniel R. Overcash, Jr.

Bodell Overcash Anderson & Company, Inc.

Jamestown, New York

Gregory P Plunkett

First New England Securities Corporation
Boston, Massachusetts

Frank D. Romano

Equity Services, Inc.

Montpelier, Vermont

Thomas J. Tagliamonte

NEL Equity Services Corporation
Boston, Massachusetts

Robert N. Unsworth

Brown, Lisle & Marshall Incorporated
Providence, Rhode Island

Allen Weintraub

Advest, Inc.

Hartford, Connecticut

William S. Clendenin, Director
50 Milk Street

Boston, Massachusetts 02109
{617) 482-0466



CONSOLIDATED BALANCE SHEETS

National Association of Securities Dealers, Inc.

Septeraber 30 {in thousands)

ASSETS

Current assets
Cash
Marketable debt securities, principally U.S. Government, at cost
{approximate market value for 1984: $57,083; for 1983: $35,756)
Receivables and other current assets

Total current assets

Fixed assets
Land, buildings and improvements
Diata processing, subscriber equipment and software
Furniture, equipment and leasehold improvements

Less accumulated depreciation and amortization

Other assets

LIABILITIES AND EQUITY

Current liabilities
Accounts payable and accrued expenses
Deferred fee income and deposits
Current portion of obligations under capital leases

Total current liabilities
Obligations under capital leases
Other liabilities

Total liabilities
Equily
Commitments and contingencies

TIEINTE UL T LA AT L T P L e LT L T R e R B R L R T T R YL R T S

The accompanying rotes are an integral part of these financial statements.

1984

$ 853

57,329

5,281

63,463

9,544
33,776

5,124

48,444
20,323

28,121

1,779
$93,363

$ 9,637
6,020
1,109

16,766
1,977
1,145

19,888
73,475

$93,363

$ 964

35,668
3,438
40,070

8,941
27,914
3,758

40,613
12,016

28,597

1,580
$70,247

$ 6,482
4,559
1,055

12,096
3,086
1,172

16,354
53,893

$70,247
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CONSOLIDATED STATEMENTS OF OPERATIONS AND EQUITY

Netional Association of Securities Dealers, Inc.

Year Ended September 30 (in thousands)

INCOME

NASDAQ and MSI service fees

Member assessments
Registration and examination fees
NASDAQ issuers fees

Interest and other

Corporate finance fees
Regulatory fees

EXPENSES

Salaries and employee benefits

Data processing and transmission

Depreciation and amortization
Professional and other services

Office expense

Publications, supplies and postage

Travel, meetings and investigations
Interest and other

Income before provision for income taxes and extraordinary item
Provision for income taxes

Income before extraordinary item
Extraordinary itern — utilization of tax loss carryforward

Net income

Equity at beginning of year

Equity at end of year

The accompanying notes are an integral part of these financial statements.

1984 1983
$31,254 $21,410
20,257 18,998
17,975 14,756
8,867 7,351
7,554 4,671
3,968 6,110
1,603 1,805
91,478 75,101
35,475 30,170
8,909 6,939
8,410 5,866
5,683 4,613
5,161 4,385
3,905 3,360
3,521 3,227
832 411
71,896 58,971
19,582 16,130
1,496
18,086 16,130
1,496
19,582 16,130




CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL PQSITION

National Association of Securities Dealers, Inc.

‘ Year Ended September 30 (in thousands) 1984 1983
| FINANCIAL RESOURCES WERE PROVIDED BY:
5 Income before extraordinary item $18,086 $16,130
Add items not affecting working capital
Depreciation and amortization 8,410 5,866
Loss on disposal of equipment 4 151
Working capital provided by operations 26,500 22,147
Extraordinary item — utilization of tax loss carryforward 1,496
Proceeds from sale of fixed assets 64 29
Increase in obligations under capital leases 886
28,060 23,062

FINANCIAL RESOURCES WERE USED FOR:

Additions to fixed assets 8,002 7,710
Decrease in long-term obligations under capital leases 1,109 891
Increase in other assets 199 357
Decrease in other liabilities 27 27
9,337 8,985

INCREASE IN WORKING CAPITAL $18,723 $14,077

ANALYSIS OF CHANGES IN WORKING CAPITAL

Increase {decrease) in current assets

Cash $ @11 $ 561

Marketable debt securities 21,661 14,380

| Receivables and other current assets 1,843 467
| 23,393 15,408

Decrease (increase) in current iabilities

Accounts payable and accrued expenses (3,155) (286)

} Deferred fee income and deposits (1,461) (852)
‘ Current portion of obligations under capital leases (54) (193)
(4,670) (1,331)

INCREASE IN WORKING CAPITAL

T et R AR LI I RNt T A o tieh et TR T S A SER b R

$18,723 $14,077

N B L L S A T T R R AT T R R

The accompanying notes are an integral part of these financial statements.

W
~



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS SEPTEMBER 30, 1984 AND 1983

National Assoctation of Securities Dealers, Inc.

NOTE 1: SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Principles of Consolidation and Business Segiments

The consolidated financial statements include the
accounts of the National Association of Securities
Dealers, Inc. (NASD) and its wholly owned subsid-
laries, including NASDAQ, Inc. and NASD Market
Services, Inc. (MSI), after elimination of all signifi-
cant intercompany transactions.

NASD is a membership association established to
regulate the over-the-counter securities market.

NASDAQ, Inc. owns and operates the nationwide,
electronic NASDAQ quote information system.

M1 provides national market facilities to assist the
NASD in carrying out its regulatory responsibilities
and for the benefit of NASD members in their pursuit
of efficient execution of securities transactions.

Depreciation and Amortization
Fixed assets are depreciated on a straight-line basis
over useful lives as follows:

Buildings 30 to 38 years

Building improvements 10 vears

Data processing, subscriber equipment

and software 4 to 6 years

Furniture and equipment 4 to 10 years

Leasehold improvements Term of lease

Equipment acquired under capital leases is amortized
on a straight-line basis over the terms of the leases.

Software Costs

Purchased software, developed by others, is capitalized
if it has a continuing value and is considered an integral
part of purchased hardware. All other software devel-
opment costs are charged tc expense as incurred.

Income Taxes

NASD and NASDAQ), Inc. are tax-exempt, not-
for-profit organizations. MSI is a taxable entity and
recognizes certain expenses, principally start-up ex-
pencdlitures and depreciation, in different periods for
income tax purposes than for financial reporting pur-
poses. Investment tax credits, to the extent available,
are accounted for under the flow-through method.

NOTE 2: BUSINESS SEGMENTS

(in thousands) NASD NASDAQ MsSE Consolidated
1984

Income $59,282 $25,788 § 8,682 $91,478
Expenses o 44,394 24,346 ) 5,_439_ 71,896
Net income $14,888 $ 1,442 $3,252 $19,582
Total assets $68,796 $24,069 $ 3,285 $93,363
Equity (deficit) $57,243 518,532 $(1,149) $73,475
1983

Income $53,556  $20,408 $ 3,211 $75,101
Expenses 37,355 19658 4,032 8,971
Net income {loss) $16,200  § 750 $ (821) $16,130
Total assets $50,610  $24,029 $ 1,955 $70,247
Equity (deficit} N $42,355 B 7%17,090 $(4’40]),,, B $53,893

Intercompany billings, payables and receivables have
been eliminated from the consolidated financial data.

In 1984, NASDAQ, Inc. reduced the estimated useful
life for subscriber equipment from 5 to 4 years in recog-
nition of advancing technological developments in the
field of telecommunications equipment. The effect of
this change was to reduce 1984 net income by approxi-
mately $1,600,000.

NOTE 3: CAPITALIZED LEASES

Data processing, subscriber equipment and software at
Septernber 30, 1984 and 1983 includes the capitaliza-
tion of computer leases of $6,233,000. Amortization
expense was $1,075,000 and $910,000 in 1984 and 1983,
respectively, and related accumulated amortization at
Septernber 30, 1984 is $3,268,000. The initial terms of
the leases are 60-76 months. Minimum lease payments
are $1,283,000 per year in 1985 and 1986, $628,000 in
1987 and $249,000 in 1988, The present value of future
minimum lease payments is $3,086,000, resulting in
imputed interest of $357,000.



NOTE 4: RETIREMENT BENEFITS

NASD maintains a savings plan and a defined
benefit pension plan for the benefit of all eligible
employees. Current service costs are funded as
they accrue. Unfunded prior service costs are
being funded over a period of 30 years.

Savings plan expense for the years 1984 and 1983
was $458,000 and $401,000, respectively.

Pension expense for the years 1984 and 1983 ag-
gregated $1,963,000 and $1,316,000, respectively. The
increase in the pension expense in 1984 results princi-
pally from certain plan changes since the previous plan
valuation, primarily related to an increase in the vari-
ous benefit formulas. A comparison of accumulated
pension plan benefits and net pension plan assets as of
the most recent valuation dates is presented below:

famaary 1. . ___ 1% 1383
Actuarial present value of
accumulated plan benefits:
Vested $4,426,000 $3,182,000
N Ngnvested - 1,572,000 ] 882,000
$5,998,000 $4,064,000
Net assets available for plan benefits -$.9.,1-i[)4.,000 $7,492,660

The average assumed rate of return used in determin-
ing the actuarial present value of accumulated plan
benefits was 7% for 1984 and 6% for 1983.

NOTE 5: INCOME TAXES

The extraordinary item in 1984 reflects the elimina-
tion of the 1984 federal income tax provision of MSI
through the utilization of tax loss carryforwards.

MBSI has tax-basis net operating loss and investment
tax credit carryforwards available for future utilization
as follows:

Year Expires _ Net Operating Loss Investment Tix Credit
1995 $ 25,000
199 20,000
1997 2,000
1998 $682,000 83,000
1999 L 128,000

$258,000

MSI's net operating loss and investment tax credit
carrvforwards for financial statement purposes are
$2,299,000 and $258,000, respectively.

NOTE 6: COMMITMENTS AND CONTINGENCIES

In connection with its operations, NASD incurred
office and equipment rental expense of $3,291,000 and
$2,977,000 during the years ended September 30, 1984
and 1983, respectively. Minimum lease payments for
the succeeding fiscal years are as follows: $3,363,000 in
1985, $3,190,000 in 1986, $1,834,000 in 1987, $1,352,000
in 1988, $1,290,000 in 1989 and $4,669,000, in aggregate,
from 1990 through 1995. No lease extends beyond 1995.
The majority of these leases contain escalation clauses
based on increases in property taxes and building
operating costs.

During the current year the NASD entered into
contractual agreements for the purchase of computer
hardware and software. At September 30, 1984, the
amount outstanding on these agreements was approxi-
mately $477,000.

There are legal proceedings pending against
the NASD separately or with others. Management
believes, based upon the opinion of counsel, that
liabilities arising from these proceedings, if any,
will not have a material effect on the NASD.

REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Governors of
National Association of Securities Dealers, Inc.

In our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of oper-
ations and equity and of changes in financial position
present fairly the financial position of the National
Association of Securities Dealers, Inc. and its subsidi-
aries at September 30, 1984 and 1983, and the results
of their operations and the changes in their financial
position for the years then ended, in conformity with
generaily accepted accounting principles consistently
applied. Our examinations of these statements were
made in accordance with generally accepted auditing
standards and accordingly included such tests of the
accounting records and such other auditing procedures
as we considered necessary in the circumstances.

Price Waterhouse

Washington, D.C.
January 4, 1985
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