July 30, 1986

TO: All NASD Members, NASDAQ Issuers and Other Interested Persons
RE: Request for Comments on Proposed Revisions to Schedule D of the NASD
By-Laws

LAST DATE FOR COMMENTS: SEPTEMBER 15, 1986.

The National Association of Securities Dealers, Inc. (NASD), requests
comments on proposed revisions to Schedule D of the NASD By-Laws. Schedule D
governs the operations of the NASDAQ System. The text of the proposed revisions
is included as Attachment I. The text of the current Schedule D is included as
Attachment II

BACKGROUND

The proposed revisions are the result of a comprehensive review of
Schedule D undertaken by the NASD Board of Governors Ad Hoc Committee on
Schedule D. The committee's major goal in reviewing Schedule D was to increase
the Schedule's usefulness as a reference tool for NASDAQ issuers, NASDAQ market
makers and other NASD members.

In addition to making ecertain organizational changes and editorial
revisions, the committee has attempted to update Schedule D to reflect current
practice and procedure and to incorporate in the Schedule material that now
appears in the NASDAQ Symbol Directory and other NASD publications and
notices. The Schedule will also contain a Table of Contents and a definitional
section.

To facilitate review of the proposed revisions, the following is a summary
of the changes made to each part.

PART I
Part 1 is new. It provides definitions for the terms used in Schedule D,

with the exception of terms relating to options which, for the present time, will
remain in the options section of Schedule D, renumbered as Part VIIL



PARTI

Part II contains the qualification requirements for domestic and foreign
NASDAQ securities. The major changes to these requirements are summarized as
follows:

e Firm commitment offerings may be included in NASDAQ upon the
effective date of the registration statement, while offerings conducted on a "best
efforts" basis may be included only upon the closing of the offering.

e Annual reports filed with the NASD must contain audited finanecial
statements prepared in accordance with generally accepted accounting principles.

e Assets that are temporary in nature or severely restricted in their use
shall not be included in determining an issuer's total assets.

e Convertible debentures and redeemable preferred stock with a
demption provision under the sole control of the holder shall not be included in
e

e Foreign issuers shall be required to register pursuant to Section 12(g)
of the Securities Exchange Act of 1934 to be eligible for initial inclusion in the
NASDAQ System.

e Minimum average daily trading volume requirements for foreign
shares during the first 90 days of trading have been eliminated.

e The number of market makers required for a foreign issue's initial
inclusion in NASDAQ has been reduced to two from three.

e Requirements of 100,000 shares of float and 300 shareholders for
foreign issues have been added.

e NASDAQ issuers involved in bankruptey proceedings or whose
financial statements contain a disclaimer opinion may be suspended or terminated
from inclusion in the NASDAQ System.

PART NI

Part I is new. It contains the qualitative and quantitative qualification
requirements for NASDAQ National Market System securities that are currently
part of the NASD's National Market System Designation Plan. In addition to setting
forth the application procedures for NASDAQ/NMS designation, this part includes
the alternative Tier 2 quantitative criteria now contained in SEC Rule 11Aa2-1.
The Tier 1 mandatory designation criteria are eliminated. Corporate governance
criteria, which have already been approved by the NASD Board and are on file with
the Securities and Exchange Commission, will be included in this part.

PARTS IV and V

Parts IV and V were formerly numbered as Parts VI and VII. No changes
have been made at this time.
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PART VI

Part VI, formerly Part I, contains the requirements applicable to NASDAQ
market makers. This part now includes:

e Registration requirements for NASDAQ market makers.

® An explicit requirement for market makers to maintain a two-sided
market.

e NASD authority to suspend the quotations of a market maker whose
quotations are not reasonably related to the market and who fails to update its
quotations.

e The table of maximum allowable spreads currently located in the
NASDAQ Symbol Directory.

.
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makers are permitted to withdraw their quo tatlons as long as they obtain excused
withdrawal status prior to re-entering quotations. The revised procedures require a
market maker to obtain excused withdrawal status prior to withdrawing
quotations. New limits are also placed on the length of excused withdrawals.
Excused withdrawals based on illness, vacations or physical circumstances beyond
the market maker's control may be granted for up to five days, unless extended.
Excused withdrawals based on a firm's investment banking activities may be
granted for up to 60 days.
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PART VII

Part VII, formerly Part III, contains the requirements applicable to market
makers participating in the Consolidated Quotations Service (CQS). The changes
made to this part parallel those made to new Part VI with respect to NASDAQ
market makers. This part now includes:

e Registration procedures for market makers participating in CQS.

® An explicit statement of the requirement of SEC Rule 11Acl-1 that
quotations in reported securities be firm for a normal unit of trading or for the size
displayed.

e A requirement that quotations displayed in both CQS and the
NASDAQ System be identical.

e Revised procedures for withdrawing quotations in CQS securities.
Market makers will be required to obtain excused withdrawal status prior to
withdrawing quotations in CQS securities. New limits are also placed on the length
of an excused withdrawal. An excused withdrawal based on illness, vacations or
physical circumstances beyond the market maker's control may be granted for up to
five days. An excused withdrawal based on a firm's investment banking activities
may be granted for up to 60 days.
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PART VIl

Part VIII was formerly numbered as Part IV. No changes have been made
at this time.

PART IX

Part IX was formerly numbered as Part V., No changes have been made at
this time.

PARTS X THROUGH XIII

Parts X through XIII were formerly numbered as Parts VIII through XI. No
changes have been made at this time.

All members and other interested persons are invited to submit written
comments on the proposed revisions to Schedule D. Comments should be received
no later than September 15, 1986, and should be directed to:

Mr. Lynn Nellius, Secretary

National Association of Securities Dealers, Inec.
1735 K Street, N.W.

Washington, D.C. 20006

Comments received by the indicated date will be considered by the NASD
Board of Governors. Any rule changes approved by the Board must be filed with
and approved by the Securities and Exchange Commission before becoming
effective.

Questions concerning this notice may be directed to S. William Broka,
Vice President, NASDAQ Operations-Companies, at (202) 728-8050, or Mary S.
Head, Senior Attorney, NASD Office of General Counsel, at (202) 728-8284.

Sincerely,

——,

Frank J. Wilson
Executive Vice President
and General Counsel

Attachments
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PART1
DEFINITIONS

For purposes of Schedule D, unless the context requires otherwise:
(1) "Act" means the Securities Exchange Act of 1934.

(2) "Association” means the National Association of Securities
Dealers, Inec.

(3) "Best efforts offering" means an offering of securities by
ne ubers of a selling group under an agreement that imposes no financial

itment on the members of such group to purchase any such securities except
may elect to do so.

(4) "CQS market maker" means a dealer registered as such that,
with respect to a reported security, holds itself out as being willing to buy and sell
such security for its own account on a regular and continuous basis otherwise than
on a national securities exchange in amounts of less than block size.

(5) "Capital and surplus" means total stockholders' equity as
presented in acecordance with generally accepted accounting principles as reflected
on the issuer's statement of financial condition or a comparable statement.

(6) "Consolidated Quotations Service" or "CQS" means the
consolidated quotation collection system for listed securities implementing SEC
Rule 11Aecl-1.,

(7 "Firm commitment offering" means an offering of securities by
participants in a selling syndicate under an agreement that imposes a financial
commitment on participants in such syndicate to purchase such securities.

(8) "Member" means a broker or dealer admitted to membership in
the Association.

(9 "NASDAQ market maker" means a dealer registered as such
that, with respect to a security, holds itself out (by entering quotations in the
NASDAQ System) as being willing to buy and sell such security for its own account
on a regular and continuous basis.

(10) "NASDAQ National Market System security"” or "NASDAQ/NMS
securlty" means any authorized security that (i) substantlally meets the criteria set
forth in Part III, Sections 2 and 5 of this Schedule D and is subject to a transaction
reporting plan approved by the Securities and Exchange Commission; (ii) is a right
to purchase such security; or (iii) is a warrant to subscribe to such security, and has
been so designated by the Association upon application of the issuer of the security.

(11) "NASDAQ System" means the electronic interdealer quotation
system operated by NASDAQ, Inc., a subsidiary of the Association.
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(12) "Normal unit of trading™ means 100 shares of a security unless,
with respect to a particular security, the Association determines that a normal unit
of trading shall constitute other than 100 shares. If a normal unit of trading is
other than 100 shares, a special identifier shall be appended to the issue's NASDAQ
symbol.

(13) "Penalty bid" means a stabilizing bid that permits the managing
underwriter to reclaim a selling concession granted to a syndicate member in
connection with the sale of securities in an underwritten offering when the
syndicate member resells such securities to the managing underwriter.

(14) "Pre-effective stabilizing bid" means a stabilizing bid entered
prior to the effective date of an offering.

(15) "Reported security," as used in Part VII, means an equity
security for which quotations are entered into the Consolidated Quotations Service.

(16) "Stabilizing bid" means a bid entered for the purpose of
supporting the price of a security to facilitate an offering of such security as
permitted by SEC Rules 10b-6 and 10b-7.

Sec. 1. Qualification Requirements for Domestic Securities

To qualify for inclusion in the NASDAQ System, a security shall satisfy
all applicable requirements contained in subsections (a) or (b), and (e) herein.

(a) A security other than a security distributed in connection with
an initial public offering shall be considered for inclusion in the NASDAQ System
provided that it is:

(1) registered pursuant to Section 12(g)(1) of the Securities
Exchange Act of 1934 (Act); or

(2) registered on a national securities exchange pursuant to
Section 12(b) of the Act; or

(3) issued by an insurance company pursuant to Section
12(g)(2)(G) of the Act; or

(4) issued by an investment company registered under the
Investment Company Act of 1940, provided that the issuer or underwriter of or any
dealer in the security is not currently engaged in a distribution of such security that
subjects such issuer, underwriter or dealer to the provisions of Section 22(d) of the
Act, and provided further that transactions in such shares, other than redemptions
or repurchases by or on behalf of the issuer, are exempted from or not subject to
Rule 22c¢-1 adopted under the Act.
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(b) (1) A new issue offered on a firm commitment basis shall be
considered for inclusion on the day that its registration statement is declared
effective by the Securities and Exchange Commission. A new issue offered on a
best efforts basis shall be considered for inclusion upon the closing of the offering.
Qualification under this paragraph shall automatically terminate 120 days after the
last day of the issuer's fiscal year during which the registration statement became
effective.

(2) A new issue for which a registration statement is not
required to be filed with the Securities and Exchange Commission under Section
3(a) of the Securities Act of 1933 shall be considered for inclusion upon the
effectiveness of its registration statement or an equivalent document filed with the
appropriate regulatory authority if the offering is conducted on a firm commitment
basis or, if conducted on a best efforts basis, at the closing of the offering.
Qualification under this paragraph shall automatically terminate 120 days after the
effective date of the offering.
quirements
a security s

(e) In addition to the n n
all satisfy the following criteria

v
above, and unless otherwise indicated,
for inclusion in the NASDAQ System:
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(1) For initial inclusion, the issue shall have two registered
and active market makers, one of which may be a market maker entering a
stabilizing bid. For continued inclusion, the issue shall have one registered and

active market maker.

(2) For initial inclusion, the issuer shall have total assets of
at least $2 million. For continued inclusion, the issuer shall have total assets of at
least $750,000. An issuer's total assets will be determined on the basis of a balance
sheet prepared in accordance with generally accepted accounting prineiples. Assets
that are temporary or restricted in their use will be excluded from the

determination of total assets.

(3) For initial inclusion, the issuer shall have capital and
surplus of at least $1 million. For continued inclusion, the issuer shall have capital
and surplus of at least $375,000. Only issues of common and preferred stock will be
included in capital and surplus. Debentures and redeemable securities with the
redemption provision within the sole control of the holder will be excluded from the
determination of capital and surplus.

(4) In the case of a convertible debt security, for initial
inelusion, there shall be a principal amount outstanding of at least $10 million. For
continued inclusion, there shall be a principal amount outstanding of at least $5
million.

(5) The issuer shall have, in the case of common stock, at
least 300 holders of the security. An account of a member that is beneficially
owned by a customer (as defined in Article II, Section 1(f) of the NASD Rules of
Fair Practice) will be considered a holder of a security upon appropriate
verification by the member.

(6) In the case of common stock, there shall be at least
100,000 publicly held shares. Shares held directly or indirectly by any officer or
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director of the issuer and by any person who is the beneficial owner of more than 10
percent of the total shares outstanding are not considered to be publicly held.

7 In the case of rights and warrants, for initial inclusion
only, there shall be at least 100,000 issued and the underlying security shall be
included in the NASDAQ System or listed on a national securities exchange.

(8) In the case of units, all component parts shall meet the
requirements for initial and continued inclusion.

9) The security shall not currently be suspended from
trading by the Securities and Exchange Commission pursuant to Section 12(k) of the
Act.

(10) The issuer shall certify, at or before the time of
qualification, that all applicable inclusion criteria have been satisfied.

, (11) The issuer shall pay the }
described in Part IV.

(12) The issuer shall file with the Association three copies of
all reports and other documents filed or required to be filed with the Securities and
Exchange Commission. Issuers that are not required to file reports with the
Securities and Exchange Commission shall file with the Association three copies of
reports required to be filed with the appropriate regulatory authority. All required
reports shall be filed with the Association on or before the date they are required
to be filed with the Securities and Exchange Commission or appropriate regulatory
authority. Annual reports filed with the Association shall contain audited financial

statements. all tain

(13) The issuer shall make prompt disclosure to the publie of
any material information that may affect the value of the securities or influence
investors' decisions.

(14) The issuer shall comply with any obligation of any person
regarding filing or disclosure of information material to the issuer or the security,
whether such obligation arises under the federal securities laws and the regulations
promulgated thereunder or other applicable federal or state statutes or rules.

Sec. 2. Qualification Requirements for Foreign Securities and American
Depositary Receipts

To qualify for inclusion in the NASDAQ System, a security of a foreign
issuer, an American Depositary Receipt (ADR) or similar security issued in respect
of a security of a foreign issuer shall satisfy the requirements of paragraphs (a), (b)
or (e), and (d) and (e) herein.

(a) A security of a foreign issuer, an American Depositary Receipt
(ADR) or similar security issued in respect of a security of a foreign issuer, other
than a newly issued security, shall be considered for inclusion provided that it is
registered pursuant to Section 12(g) of the Act.
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(b) A new issue of foreign securities conducted on a firm

AW 2220 url et cOor

commitment basis shall be considered for inclusion on he day that its registration
statement is declared effective by the Securities and Exchange Commission. A new
issue of foreign securities conducted on a "best efforts" basis shall be considered
for inclusion upon the closing of the offering. Qualification under this paragraph
shall automatically terminate 120 days after the last day of the issuer's fiscal year
during which the registration statement became effective.

(@) A foreign issuer whose securities or underlying ADRs were
included in the NASDAQ System on or before October 5, 1983, and whose securities
are exempt from registration under Section 12(g) of the Act pursuant to SEC Rule
12g3-2(b), shall continue to be included in the NASDAQ System, provided that all
applicable requirements of SEC Rule 12g3-2(b) are met.

(d) Notwithstanding its exemption from registration pursuant to
SEC Rule 12g3-2(b), a foreign security or ADR shall not be qualified for inclusion in
the NASDAQ System if:

(1) the issuer of the security or of the security underlying
the ADR fails to make available to its shareholders and the Association on a timely
basis an annual balance sheet and statement of operations prepared in accordance
with the generally accepted accounting practices of the issuer's country of
domicile, including certification, if applicable; or

(2) the principal marketplace of the issuer's securities fails
regulatory activities with the Association in a manner sufficient to
and orderly market in the security and protection of investors and the

to coordinat
assure a fair a
puuul., intere

€
~b
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(e) In addition to the requirements contained in subsections (a), (b)
or (e), and (d), the security shall satisfy the following criteria for inclusion in the
NASDAQ System:

(1) For initial inclusion, the issue shall have two registered
and active market makers, one of which may be a market maker entering a
stabilizing bid. For continued inclusion, the issue shall have one registered and
active market maker.

(2) For initial inclusion, the issuer shall have total assets of
at least U.S. $2 million. For continued inclusion, the issuer shall have total assets
of at least U.S. $750,000. An issuer's total assets will be determined on the basis of
a balance sheet prepared in accordance with U.S. generally accepted accounting
principles or those accompanied by detailed schedules quantifying the differences
between U.S. accounting principles and those of the issuer's country of domicile.
Assets that are temporary or restricted in their use will be excluded from the
determination of total assets.

(3) For initial inclusion, the issuer shall have capital and
surplus of at least U.S. $1 million. For continued inclusion, the issuer shall have
capital and surplus of at least U.S. $375,000. Only issues of common, preferred or
equivalent stock will be included in capital and surplus. Debentures and redeemable
securities with a redemption provision under the sole control of the holder will be
excluded from the determination of capital and surplus.



-6 -

(4) In the case of a convertible debt security, for initial
inclusion, there shall be a prineipal amount outstanding of at least U.S. $10 million;
for continued ineclusion, there shall be a prinecipal amount outstanding of at least
U.S. $5 million.

(5) In the case of foreign shares, the issuer shall have at
least 300 holders of the security. An account of a member that is beneficially
owned by a customer (as defined in Article II, Section 1(f) of the NASD Rules of
Fair Practice) will be considered a holder of a security upon appropriate
verification by the member.

(6) In the case of foreign shares, the issuer shall have at
least 100,000 publicly held shares. Shares held directly or indirectly by any officer
or director of the issuer and by any person who is the beneficial owner of more than
10 percent of the total shares outstanding are not considered to be publicly held.

(7) In the case of rlghts, warrants and ADRs, for initial

inclusion only, at least 130,000 shall be issued
(8) In the case of rights and warrants, the underlying security
shall be included in the NASDAQ System or listed on a national securities exchange.

security shnll not currently be suspended from

sion pursuant to Section 12(k) of the
of the issuer's country of domicile.

trading by the Secur

Act or by the nnm'nnr
(11) The issuer shall certify, at or before the time of
qualification, that all applicable inclusion criteria have been satisfied.

(12) The issuer shall pay the NASDAQ Issuer Quotation Fee,
described in Part IV.

(13) The issuer shall file with the Association three copies of
all reports required to be filed with the Securities and Exchange Commission. All
required reports must be filed with the Association on or before the date they are
required to be filed with the Securities and Exchange Commission.

(14) The ‘issuer shall make prompt disclosure to the public in
the United States through international wire services or similar disclosure media of
any material information that may affect the value of the securities or influence
investors' decisions.

(15)  The issuer shall comply with any obligation of any person
regarding filing or disclosure of information material to the issuer or the security,
whether the obligation arises under the securities laws of the United States or the
issuer's country of domicile, or other applicable federal or state statutes or rules.
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Sec. 3. Suspension or Termijnation of Inclusion of a Security and Exceptions to

Inclusion Criteria &/

(a) The Association may, pursuant to procedures set forth in the
NASD Code of Procedure, apply additional or more stringent criteria for the initial
or continued ineclusion of a particular security or suspend or terminate the inclusion
of an otherwise qualified security if:

(1) an issuer files for protection under any provision of the
federal bankruptey laws;

(2) an issuer's independent accountants issue a disclaimer
opinion on financial statements required to be certified; or

(3) the Association deems it necessary to prevent fraudulent
and manipulative acts and practices, to promote just and equitable principles of
trade or to protect investors and the public interest.

(b) If the Association determines that a security's inclusion shall be
suspended or terminated because of its noncompliance with the provisions of
Sections (1) or (2) hereof, or by the operation of subsection (3)(a) hereof, the
Association shall so notify the issuer prior to suspension or termination or as soon
as practicable thereafter.

(@ The Association may request any additional information or

tion, public or nonpublic, deemed necessary to make a determination

regarding a security's initial or continued inclusion, including, but not limited to,
any material provided to or received from the Securities and Exchange Commission

or other appropriate regulatory authority. Information requested pursuant to this
paragraph shall be submitted within a reasonable period.

(@) The Association may make exceptions to the application of the
criteria contained in Sections (1) or (2) hereof, where it is deemed appropriate.

(e) A security that has been suspended shall be required, prior to re-
inclusion, to comply with the requirements for continued inclusion. A security that
has been terminated shall be required, prior to re-inclusion, to comply with the
requirements for initial inclusion.

§9) Securities issued in connection with the merger or consolidation
of at least one issuer of qualifying securities shall be promptly included in the
NASDAQ System, provided the conditions of subsections (1)(c) or (2)(e) hereof for
securities that have already been included are satisfied.

1/ The NASD is currently considering a proposal that would authorize the
initiation of trading halts in the over-the-counter market in NASDAQ and
listed securities to permit the release and dissemination of material news.
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Notwithstanding the eligibility standards set forth in Part I of
Schedule D, the Association may at any time authorize the use of the NASDAQ
System on a test basis for whatever studies it considers necessary.

PART I
DESIGNATION OF NASDAQ NATIONAL MARKET SYSTEM SECURITIES

Sec. 1. Applications for Designation

(a) Application for designation shall be on a form supplied by the
Association and signed by a corporate officer of the issuer. Compliance with the
designation criteria will be determined on the basis of information filed with the
appropriate regulatory authority and the records of the Association as of the
application date. The Association may require the issuer to submit such other
information as is relevant to a determination of designation as a national market
system security.

(b) Designation of a security shall be declared effective within a
reasonable time after determination of qualification. The effective date of
designation shall be determined by the Association giving due regard to the
requirements of the NASDAQ System, the media and market makers. Effectiveness
of de31gnatlon may be delayed upon written request by the issuer. An issuer that

PR SN . a1 ~t ha

has been determined to be quauucu but is pt—:uuuxg effectiveness shall not be
required to meet the designation criteria prior to effectiveness.

(e) The Association may make exceptions to the criteria contained
in this Part III where it deems appropriate.

Sec. 2, Quantitative Designation Criteria

In order to be designated, an issue shall be required to substantially
meet the criteria set forth in paragraph (a), (b) or (c) below.

Initial publie offerings (IPOs) are eligible for immediate inclusion in
NASDAQ/NMS upon prior application and with the written consent of the managing
underwriter that immediate inclusion is desired. All other qualifying issues,
excepting special situations, are included on regularly scheduled phase-in dates.

(a) Alternative 1

(1) The issuer of the security had annual net income of at
least $300,000 in the most recently completed fiscal year or in two of the last three
most recently completed fiscal years.

(2) There are at least 350,000 publicly held shares.

(3) The market value of publicly held shares is at least $2
million.
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(4) The price per share on each of the five ousiness days
prior to the date of application by the issuer is $3 or more.

(5) At least two dealers act as NASDAQ market makers with
respect to the security on each of the five business days preceding the date of

application by the issuer.

(b) Alternative 2

(1 The issuer of the security has capital and surplus of at
least $8 million.

(2) There are at least 800,000 publicly held shares.

(3) The market value of publicly held shares is at least $8
million.

(4) At least two dealers act as NA
respect to the security on each of the five business da
application by the issuer.
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(5) The issuer has a four-year operating history.
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wa
provided, however, that they shall ot be required to meet the criteria set forth in
paragraph 1(B).

(2) Immediately after the distribution, there are at least
450,000 warrants outstanding.

(a) The computations required by paragraph (a)(1) and (b)(1) shall be
taken from the issuer's most recent financial information filed with the
Association. The computations required in paragraphs (a)(2), (a)(3), (b)(2) and (b)(3)
shall be as of the date of application of the issuer. Determinations of beneficial
ownership for purposes of paragraphs (a)(2) and (b)X2) shall be made in accordance
with SEC Rule 13d-3. In the case of American Depositary Receipts, the
computations required by paragraphs (a)(1) and (b)(1) shall relate to the foreign
issuer and not to any depositary or any other person deemed to be an issuer for
purposes of Form S-12 under the Securities Act of 1933.

Sec. 3. Registration Standards

In addition to meeting the quantitative criteria for NASDAQ/NMS
inclusion, the issue must also be:

(a) registered under Section 12(g)(1) of the Securities Exchange Act
of 1934 (Act); or

(b) issued by an insurance company meeting the conditions of
Section 12(g)(2)(G) of the Act; or
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(e) registered under the Securities Act of 1933 and issued by a
closed-end investment management company registered under Section 8 of the
Investment Company Act of 1940; or

(@) an American Depositary Receipt issued against the equity
security of a foreign issuer if such equity security is registered pursuant to Section
12 of the Act; or

(e) registered under Section 12(b) of the Act and listed on a national
securities exchange, or admitted to unlisted trading privileges on an exchange,
provided that:

(1) no rule, stated policy or practice of such exchange shall
prohibit or condition, or be construed to prohibit or condition, or otherwise limit,
directly or indirectly, the ability of any member to effect any transaction in such
security otherwise than on such exchange; and

(2) such exchange shall permit NASDAQ market makers
elephone access to exchange trading facilities with respect to transactions in NMS
securities to the same extent that exchange market makers are permitted access to
NASDAQ market makers; and '

3) transaction reports in such security are not collected,
processed and made available pursuant to the plan submitted to the Securities and
Exchange Commission pursuant to Rule 11Aa3-1 under the Securities Exchange Act
of 1934, as amended, (the "CTA Plan") which was declared effective as of May 17
1974,

(f) Foreign securities and American Depositary Receipts where
either the issuer is required to file reports pursuant to Section 15(d) of the Act or
the security is exempt from registration under Section 12(g) of the Act by reason of
the applicability of Rule 12g3-2(b) are not eligible for designation in
NASDAQ/NMS.

Sec. 4. Quantitative Maintenance Criteria

After designation as a NASDAQ National Market System security, a
security must substantially meet the criteria set forth below to continue to be
designated as a national market system security. Failure to meet any of the
maintenance criteria may result in the termination of an issue's designation in
NASDAQ/NMS upon notice by the Association.

(a) Common Stock, Preferred Stock, Shares or Certificates of
Beneficial Interest of Trusts and Limited Partnership Interests
in Foreign or Domestic Issues

(1) 200,000 shares publicly held.
(2) Market value of publicly held shares of $2 million.
(3) Either annual net income of $200,000 for the previous

fiscal year or in two of the last three fiscal years or net worth of at least $1
million,
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(b) Rights and Warrants — Common stock of the issuer must
continue to be designated.

(e) Market Makers — At least two authorized NASDAQ market

makers.

(d) Bankruptey and/or Liquidation

Should an issuer file under any of the sections of the Bankruptey
Act or announce that liquidation has been authorized by its board of directors and
that it is committed to proceed, its securities shall not remain designated unless it
is determined that the public interest and the protection of investors would be
served by continued designation.

(e) Termination Procedure

(1) An issuer that is subject to termination of its designation
may request a review by a Commitiee of the NASD Board of Governors. If a
review is requested, the issuer is entitled to submit materials and arguments in
connection with such review.

(2) The Committee may grant or deny continued designation
on the basis of the written submission by the issuer and whatever other data it

anma nalavanéd

1inations by the Committee mav be apnesaled t
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the NASD Board of Governors by any aggrieved person. An appeal to the Board
ha t o

perate as a stay of the decision of the Committee
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Sec. 5. Non-Quantitative Designation Criteria

(This section is identical to the language in a proposed rule on
corporate governance currently pending approval by the SEC.)

PART IV
NASDAQ ISSUER QUOTATION FEES

No change.

PART YV

PUBLICATION AND DISSEMINATION OF QUOTATIONS
TO THE NEWS MEDIA

No change.
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PART V1
REQUIREMENTS APPLICABLE TO NASDAQ MARKET MAKERS

Sec. 1. Registration as a NASDAQ Market Maker

(a) Quotations and quotation sizes may be entered into the
NASDAQ System only by an NASD member registered as a NASDAQ market maker
or other entity approved by the Association to function in a market-making capa-
city.

(b) An NASD member seeking registration as a NASDAQ market
maker shall file an application with the Association. The application shall certify
the member's good standing with the Association and shail demonstrate compliance
with the net capital and other financial responsibility provisions of the Securities
Exchange Act of 1934. A member's registration as a NASDAQ market maker shall
become effective upon receipt by the member of the notice of approval of registra-
tion from the Association.

(e) A NASDAQ market maker may become registered in a newly

authorized issue by contacting NASDAQ Operations-Members. If registration is
requested within five business days after the issue is authorized, and the require-
ments of paragraph (b) above are satisfied, registration shall become effective at
the time the registration request is entered.
DAQ market maker may become registered in an issue
already incl in the NASDAQ System by entering a registration request via a
NASDAQ terminal. If i ion is requested in an issue included in NASDAQ for
more than five days, and the requirements of paragraph (b) above are satisfied,
registration shall become effective at the opening of the NASDAQ System on the
second business day after the registration request is entered.
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(e) A NASDAQ market maker's registration in an issue shall be
terminated by the Association should the market maker fail to enter quotations in
the issue within five business days after the market maker's registration in the issue
becomes effective.

Sec. 2. Character of Quotations

(a) Two-Sided Quotations. For each security in which a member is
registered as a market maker, the member shall be willing to buy and sell such
security for its own account on a continuous basis and shall enter and maintain two-
sided quotations in the NASDAQ System, subject to the procedures for excused
withdrawal set forth in Section 7 below.

(b) Firm Quotations. A market maker that receives an offer to buy
or sell from another member of the Association shall execute a transaction for at
least a normal unit of trading at its displayed quotations as disseminated through
the NASDAQ System at the time of receipt of any such offer. If a market maker
displays a quotation for a size greater than a normal unit of trading, it shall, upon
receipt of an offer to buy or sell from another member of the Association, execute
a transaction at least at the size displayed.
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(e) Quotations Reasonably Related to the Market. A market maker
shall enter aad maintain quotations that are reasonably related to the prevailing
market. Should it appear that a market maker's quotations are no longer reasonably
related to the prevailing market, the Association may require the market maker to
re-enter its quotations. If a market maker whose quotations are no longer reason-
ably related to the prevailing market fails to re-enter its quotations, the Associ-
ation may suspend the market maker's quotations in one or all securities.

(1) In the event that a market maker's ability to enter or
update quotations is impaired, the market maker shall immediately contact
NASDAQ Operations-Members to request the withdrawal of its quotations.

(2) In the event that a market maker's ability to enter or
update quotations is impaired and the market maker elects to remain in the
NASDAQ System, the market maker shall execute an offer to buy or sell received
from another member of the Association at its quotations as disseminated through
the NASDAQ System.

(@ Excess Spreads. A market maker shall not enter quotations into
the NASDAQ System that exceed the parameters for ma:gi;num allowable spreads as
may be published from time to time by the Association. =

2/ The following are the current maximum allowable spreads approved by the
NASD Board of Governors.

MAXIMUM ALLOWABLE SPREADS

Average Spread Maximum Allowable Spread
1/8 or less 1/4
1/4 1/2
3/8 3/4
1/2 1
5/8 1
3/4 11/2
7/8 1172
1 1172
11/8 15/8
11/4 13/4
13/8 17/8
11/2 2
15/8 2
13/4 3
17/8 3
2 3
21/8 3
21/4 3
23/8 3
21/2 3
25/8 4
23/4 4
27/8 4

For an average spread of 3 or more, the maximum allowable spread is 125
percent of the average spread rounded to the next highest whole number.
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(e) Locked and Crossed Markets. A market maker shall not, except
under extraordinary circumstances, enter or maintain quotations in the NASDAQ
System during normal business hours if:

(1) the bid quotation entered is equal to or greater than the
asked quotation of another market maker entering quotations in the same security;
or

(2) the asked quotation is equal to or less than the bid
quotation of another market maker entering quotations in the same security.

A market maker shall, prior to entering a quotation that locks or
crosses another quotation, make reasonable efforts to avoid such locked or crossed
market by executing transactions with all market makers whose quotations would
be locked or crossed.

Sec. 3. Stabilizing Bids

(a) Eligibility. A market maker may enter a stabilizing bid in the
NASDAQ System, which will be identified with the appropriate identifier on the
NASDAQ quotation display. Only one market maker in an issue may enter a
stabilizing bid. A stabilizing bid will not be displayed unless one market maker, in
addition to the market maker entering the stabilizing bid, is registered in the issue

is register ssue
and enters quotations.

(b) Character. A stabilizing bid, a pre-effective stabilizing bid and
a penalty bid may be entered into the NASDAQ System. A stabilizing bid must be

available for all freely tradeable outstanding securities of the same class being
offered.

(e) Notice to Association

‘ 4)] A market maker that wishes to enter a stabilizing bid
shall so notify NASDAQ Operations-Members in writing prior to the first day on
which the stabilizing bid is to appear in the NASDAQ System. The notice shall
include (i) the name of the security and its NASDAQ symbol; (ii) the date on which
the registration will become effective, if the security is already included in
NASDAQ; (iii) whether the stabilizing bid will be a penalty bid or a penalty-free
bid; and (iv) a copy of the preliminary prospectus or shelf registration statement,
unless the Association determines otherwise.

(2) In the case of a pre-effective stabilizing bid, the notice
shall include (i) the name of the security and its NASDAQ symbol; (ii) the
contemplated effective date of the offering; (iii) whether it is contemplated that
the pre-effective stabilizing bid will be converted to a stabilizing bid and, if so,
whether the stabilizing bid will be a penalty bid or a penalty-free bid; and (iv) a
copy of the preliminary prospectus, unless the Association determines otherwise.

(3) A market maker that has provided the written notice
prescribed above shall also contact NASDAQ Operations-Members for authorization
on the day the market maker wishes to enter the stabilizing bid.
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(@ Dual Bids in the Same Issue. A market maker shall not enter a
stabilizing bid at the same time that it is quoting any other bid or offer in the issue.

(e) Volume Reporting for Stabilizing Bids. @A market maker
entering a stabilizing bid shall report all purchases made on the stabilizing bid and
enter "zero volume" for sales during the period in which the stabilizing bid is in
effect.

Sec. 4. Reports

(a) Daily. A market maker shall report to the NASDAQ System
each business day no later than 5 p.m. Eastern Time its total daily volume
(purchases and sales) relating to NASDAQ securities in which it is a market
maker, If the market maker has not executed transactions in a security in which it
is registered as a market maker, it shall report "zero volume."

Daily volume report In
cases of equipment malfunction or fallure, volume reports shall be telephoned to
NASDAQ Operations-Members.

A market maker shall also report to the NASDAQ System each business
all other data relating to securities quoted in the NASDAQ System, as the
ciati

tion shall require.

da
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(b) Monthly. A market maker shall report monthly to the NASDAQ
System such data on securities quoted in the NASDAQ System, as the Association
shall require.

(e) Other. A market maker shall make such other reports to the
Association as may be prescribed from time to time by the Association.

Sec. 5. Normal Business Hours

A NASDAQ market maker shall be open for business as of 9:30 a.m.
Eastern Time and shall close no earlier than 4 p.m. Eastern Time. Should a market
maker wish to remain open for business later than 4 p.m. Eastern Time, it shall so
notify NASDAQ Operations-Members via a NASDAQ terminal and shall close only
on the hour or the half hour, but no later than 6:30 p.m. Eastern Time.

Sec. 6. Clearance and Settlement

(a) A market maker shall clear and settle transactiuns in NASDAQ
securities through the facilities of a registered clearing agency where clearing
facilities are located within 25 miles of the market maker.

(b) Notwithstanding its proximity to a particular clearing facility, a
market maker may also clear and settle transactions through any registered
clearing facility using a continuous net settlement system; enter into a
correspondent clearing arrangement with a member that clears through a
continuous net settlement clearing facility; settle transactions "ex—clearmg"
provided that both parties to the transaction agree; or use direct clearing services.



-16 -

Sec. 7. Withdrawal of Quotations

(a) A market maker that wishes to withdraw quotations in a
security shall contact NASDAQ Operations-Members to obtain excused withdrawal
status prior to withdrawing its quotations.

(b) Excused withdrawal status based on illness, vacations or physical
circumstances beyond the market maker's control may be granted for up to five
business days, unless extended by NASDAQ Operations-Members. Excused
withdrawal status based on investment banking activity or the advice of legal
counsel, accompanied by a representation that the condition necessitating the
withdrawal of quotations is not permanent in nature, may be granted for not more
than 60 days. The withdrawal of quotations because of pending news, a sudden
influx of orders or price changes, or to effect transactions with competitors shall
not normally constitute acceptable reasons for granting excused withdrawal status.

Sec. 8. Voluntary Termination of Registration

A market maker may voluntarily terminate its registration in a
security by withdrawing its quotations from the NASDAQ System. A market maker
that voluntarily terminates its registration in a security may not re-register as a
market maker in that security for two business days.
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Sec. 10. Termination of NASDAQ Service

The Association may, upon notice, terminate NASDAQ service in the
event that a market maker fails to qualify under specified standards of eligibility or
fails to pay promptly for services rendered by the NASDAQ System.

PART VII
CONSOLIDATED QUOTATIONS SERVICE (CQS)

Sec. 1. Registration as a CQS Market Maker

(a) Quotations and quotation sizes in reported securities may be
entered into the Consolidated Quotations Service (CQS) through the NASDAQ
System only by an NASD member registered with the Association as a CQS market
maker.

(b) An NASD member seeking registration as a CQS market maker
shall file an application with the Association. The application shall certify the
member's good standing with the Association and shall demonstrate compliance
with the net capital and other financial responsibility provisions of the Securities
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Exchange Act of 1934. A member's registration as a CQS market maker shall
become effective upon receipt by the member of the notice of approval of
registration from the Association.

(e) A CQS market maker may become registered in a reported
security by entering a registration request via a NASDAQ terminal. Registration
shall become effective at the time the registration request is entered.

(d) An NASD member that becomes registered as a CQS market
maker in an issue shall enter quotations in the issue on the effective date of the
issue's authorization. If quotations are not entered on the effective date of
authorization and the CQS market maker remains inactive in the issue for five
business days, the CQS market maker's registration in the issue will be
terminated.

Sec. 2. Obligations of CQS Market Makers

Pursuant to SEC Rule 11lAci-i, a CQS market maker’s quotations in
reported securities are required to be firm for the size displayed or, if no size is
displayed, for a normal unit of trading. If a market maker displays quotations in
both CQS and the NASDAQ System, the market maker shall maintain identical
quotations in each service.

A CQS market maker shall be onen fo

g Mo Vppsad A2

b of 9.¢ . T
Time and shall close no earlier than 4 p.m. Eastern T ime. A CQS market maker
shall designate a closing time for each security between 4 p.m. an
Eastern Time. A de51gnated closing time may be set only on the hour o alf hour.
A CQS market maker whose market is closed may re-open its market as late as 6:30

p.m. Eastern Time upon appropriate notification to the Association.

Sec. 4. Withdrawal of Quotations

(a) A CQS market maker that wishes to withdraw quotations in a
reported security shall contact NASDAQ Operations-Members to obtain excused
withdrawal status prior to withdrawing its quotations.

(b) Excused withdrawal status based on illness, vacations or physical
circumstances beyond the CQS market maker's control may be granted for up to
five business days, unless extended by NASDAQ Operations-Members. Excused
withdrawal status based on investment banking activity or advice of legal counsel,
accompanied by a representation that the condition necessitating the withdrawal of
quotations is not permanent in nature, may be granted for not more than 60 days.
The withdrawal of quotations because of pending news, a sudden influx of orders or
price changes, or to effect transactions with competitors shall not normally
constitute acceptable reasons for granting excused withdrawal status.

Sec. 5. Voluntary Termination of Registration

A CQS market maker may voluntarily terminate its registration in an
reported security by withdrawing its quotations from the NASDAQ System. A CQS
market maker that voluntarily terminates its registration in a reported security
may not, however, reregister as a CQS market maker in that security for two days.
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Sec. 6. Suspension and Termination of Quotations by Association Action

The Association may, pursuant to the procedures set forth in the NASD
Code of Procedure, suspend, condition, limit, prohibit or terminate a CQS market
maker's authority to enter quotations in a reported security for violations of the
applicable requirements or prohibitions of this Schedule.

PARTS VIl - XHI

No change.
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