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Management Report on
Fmoncnol Operations

" Revenues of $215.6 million in 1991 increased

- 18.1% from 1990’s $182.6 million, The $33
million revenue gain resulted from the strong
performance of and active trading in The
Nasdaq Stock Market™ (Nasdaq) and a high
volume of public offerings. Market information
and transaction fees rose $12.8 million or nearly
20% over 1990. Nasdaq’s record trading volume
of 41.3 billion shares surpassed that of 1990 by
nearly 24% and automated system trades rose
over 70% from the previous year. Nasdaq®
issuer fees accounted for $11.8 million of the
increased revenues, reflecting the dollar volume
of initial public offerings at more than three
times the 1990 level as well as the effect of a
higher fee schedule for initial listing on Nasdagq.
Fees for review of underwriting arrangements
rose $4.6 million as a result of a doubling of the
dollar value of pubhc deals. Revenues from
members in the form of assessments and
registration and examination fees declined a
total of $2.6 million or 4%, resulting from lower
assessable gross income and a 4% decline in
Tegistered representative population.

Expenses in 1991 were held to a rise of 6.2% or
$10.9 million over 1990. The growth, in part,
reflects the full cost of operating the
 certification testing centers acquired in 1991,
Much of the remaining increase was attributable

to staff salaries and benefits, although employee
levels, exclusive of testing centers, were reduced

2% from 1990. Employee hiring and other

selected cost areas were tightly controlled early

" in the year when the U.S. military conflict in the

Middle East threatened the stability of the
economy and the markets. The National
Association of Securities Dealers, Inc. (NASD)
spent an additional $4.4 million in significandy
expanding its media advertising progiam,
directed at increasing the recognition and

“enhancing the image of The Nasdaq Stock
~ Market. :

Consolidated income for the NASD and its
wholly owned subsidiaries in 1991 of $29.9
million, before provision for income taxes, rose
nearly fourfold from the 1990 level of $7.8
million.

Working capital of $128.2 million increased
from $96.1 million at the end of 1990. This will
assist in funding the forthcoming NASD and
Nasdaq technology restructuring program as
well as other strategic and tactical initiatives
necessary to carry out the commitment of the
NASD to provide investors, companies, and .
members access to well-regulated, fair, efficient,

- and liquid securities markets.




/\/\ohogemenr Report on
Financial Reporting Responsibility

Management is responsible for the preparation,
integrity, and objectivity of the consolidated
financial statements of the National Association
of Securities Dealers, Inc. (NASD) and its
subsidiaries. This responsibility includes the
selection of accounting procedures and
practices, which are in accordance with
generally accepted accounting principles. The
consolidated financial statements have been
prepared in conformity with these procedures
and practices applied on a consistent basis.
These consolidated financial statements reflect
informed judgments and estimates, which
management believes to be reasonable, in the
determination of certain data used in the
accounting and reporting process. -

The NASD maintains an effective system of
internal accounting controls that is periodically
modified and improved to correspond with
changes in NASD’s operations. This system of
internal controls is designed to provide
assurance that the assets of NASD are
“safeguarded against loss from unauthorized use
or disposition and that the books and records,
from which the consolidated financial
statements were prepared, properly reflect the
financial transactions of NASD. Important

elements of the internal control system include

capital and operating budgets, which are
subjected to continuous review throughout the
year; an organizational structure providing
segregation of responsibilities; established
policies and procedures; careful selection and
training of qualified personnel; and a program
of periodic internal audits developed and
carried out by NASD’s independent auditors to
ensure that the internal control systems are
functioning properly. It should be recognized
that even an effective internal control system,
no matter how well designed, can provide only
reasonable assurance with respect to the
preparation of reliable financial statements;

further, because of changes in conditions,
internal control system effectiveness may vary
over time. It is management’s opinion that the
system of internal control as of December 31,
1991, is effective in providing reasonable
assurance that the consolidated financial
statements are free of material misstatement.

The Board of Governors establishes directives
for its Audit and Finance committees, which
monitor the aécounting and financial
operations of NASD through the review and
discussion of periodic financial plans and
current operational results; proposed changes,
if any, in significant accounting policies; reports
prepared by NASD’s independent auditors
covering the basis of their engagement and an
annual review of their indeperidence; and all
other financial or accounting matters. The
Audit Committee and the Finance Committee
(with the exception of the NASD President)
consist exclusively of external governors who
have, in the opinion of the Board of Governors,
no association or relationship that would
interfere with the exercise of independent
judgment as a committee member.

The NASD's independent auditors, Ernst &
Young, have conducted an audit in accordance
with generally accepted auditing standards of
the consolidated financial statements of NASD
for the years ended December 31, 1991 and
1690. Their audits included a review of internal
accounting controls and appropriate tests of
transactions to the extent they considered
necessary to form an opinion on the fairness of
the consolidated financial statements,
Representatives of Ernst & Young have met with
NASD management and with members of the
Audit Committec of the Board of Governors
with and without management present to
discuss the results of their audits and other
accounting, auditing, and financial matters.
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Audited Consolidated Financial Statements

National Association of Securities Dealers, Inc.

Consolidared Balance Sheers

ASSETS
CURRENT ASSETS
Cash and cash equivalents

Investments, principally U.S. government securities, at

cost (approximate market value $157,328 and

$111,019 at December 31, 1991 and 1990, respectively)

Receivables and other current assets
Total Current Assets

PROPERTY AND EQUIPMENT
Land, buildings, and improvements
Data processing, subscriber equipment, and software
Furniture, equipment, and leasehold improvements

Less accumulated depreciation and amortization

OTHER ASSETS

LIABILITIES AND MEMBERS’ EQUITY
CURRENT LIABILITIES

Accounts payable and accrued expenses
Deposits and deferred revenue

Current portion of obligations under capital leases
Total Current Liabilities

OBLIGATION UNDER CAPITAL LEASES
ACCRUED PENSION COSTS
QOTHER LIABILITIES

Total Liabilities

MEMBERS® EQUITY

See accompanying noles.

December 31
1991 1990

(in thousands)

$ 10,603 $ 16,498
150,490 109,245
18,004 13,568
179,097 136,311
34,687 32,369
84,664 77,626
34,484 28,123
153,835 138,118
80,455 63,760
73,380 74,358
2764 2653
$255,241 $216,322
$ 34,901 $ 26,629
14,924 14,834
1,026 1,704
50,851 43,167
141 1,005
7,342 5,040
11,946 8,616
70,280 57,828
184,961 158,494
$255,241 $216,322




National Association of Securities Dealers, Inc.

Consolidated Srarements of Income and Members EQuity

REVENUE
. Market information and transaction service fees
-Member assessments
Nasdaq issuer fees. ,
Registration and examination fees
. Interest and other -
Corporate finance fees
Arbitration fees’

EXPENSES
Salaries and employee benefits
Professional and other services
Depreciation and amortization
Office expense
Equipment maintenance and data communications
Travel and meetings
Publications, supplies, and postage
Other

Income before provision for income taxes
Provision for income taxes

NET INCOME

Members’ equity at beginning of year
MEMBERS’ EQUITY AT END OF YEAR

See accompanying notes.

Year Ended
December 31

1991

1990

(in thousands)

$ 79,361 $. 66,526
. 35,272 36,923
31,408 19,597
28,739 29,684
- 23,803 19,950
11,130 6,498
5,880 3,441
~ 215,593 182,619
. 96,846 88,887
22,919 91,454
19,139 17,137
17,101 14,968
14,024 15,591
6,907 7,283
4,654 5,310
4,082 4,156
185,672 174,786
29,921 7,833
3,454 712
26,467 7,121
158,494 151,373
$184,961 $158,494




National Association of Securities Dealers, Inc.

Consclidared Starements of Cash Flows

OPERATING ACTIVITIES
Cash received from fees and assessments
Interest received from investments
Cash paid for operating expenses
Net cash provided by operating activities

INVESTING ACTIVITIES
Proceeds from redemptions of investments
Purchases of investments
Purchases of property and equipment
Net cash used in investing activities

FINANCING ACTIVITIES
Principal payments on obligations under capital leases
Net cash used in financing activities
{Decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

RECONCILIATION OF NET INCOME TO NET CASH
PROVIDED BY OPERATING ACTTIVITIES

Net income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization
Amortization of premiums/discounts on investiments
Provision for losses on accounts receivable
Increase (decrease) in deposits and deferred revenue
Increase in accounts payable and accrued expenses
(Increase) decrease in receivables
Other

Net cash provided by operating activities

See accom{}a nymg notes.

Year Ended
December 31

1991

1990

(in thousands)

$ 199,100 $ 162,515
10,038 9,797
(162,527) (146,403)
46,611 95,909
45,000 58,115
(85,675) (64,436)
(10,220) (14,009)
T (50,895) 20,330)
(1,611) (1,781)
(1,611) (1,781)
(5,895) 3,798
16,498 12,700
T §10603_ $ 16498
$ 26,467 $ 7121
19,139 17,187
(586) (1,150)
1,460 1,280
90 (19,995)
6,824 10,729
(6,867) 10,010
84 777
$ 46,611 $ 25,909




National Association of Securities Dealers, Inc. |
Notes to Consolidared Financial Sratements
December 31,‘1991 and 1990 : _ - : : | )

1. SUMMARY OF SIGNIFICAI:IT ACCOUNTiNG POLICIES

Principles of Consolidation and Business Segments

The consolidated financial statements include the accounts of the National Association of -

Securities Dealers, Inc. (NASD) and its wholly owned subsidiaries, including NaiSdaq, Inc.,
- NASD Market Services, Inc. (MSI), and Nasdaq International, Ltd (Nasdaq [nternaﬂonal)

after elimination of all 51gn1ﬁcant intercompany transactions.

NASD is a membership association established to regulate the Nasdaq and over-the~ounter
securities markets. Nasdaq, Inc. owns and operates the domestic and international electronic
Nasdaq quote information system. MSI provides national market facilities to assist NASD in
carrying out its regulatory responsibilities and for the benéfit of NASD members and investors
in their pursuit of efficient execution of securities transactions. Nasdaq International
promotes the Nasdaq market worldwide and coordinates regulatory maiters within the
European community.

Cash and Cash Equivalents :
Cash and cash equivalents include demand cash and all investments purchased with a
remaining maturity of three months or less at the time of purchase.

Property and Equipment, Depreciation, and Amortization

Property and equipment are recorded at cost. Equipment acquired under capital leases is
recorded at the lower of fair market value or the present value of future lease payments.
Depreciation and amortization are provided on the straight-line method over the estimated
“useful lives of the assets. Leasehold improvements are amortized over the period of the
applicable lease, - :

Software Costs

Purchased software is capitalized if it has a continuing value and is considered an integral part
of purchased hardware. Software amortization is provided on the straight-line method over
the estimated useful life of the related hardware. All other software development costs are
charged to expense as incurred.

Income Taxes
NASD and Nasdagq, Inc. are tax-exempt organizations under the Internal Revenue Code
Section 501 (c) (6), and MSI and Nasdaq International are taxable entities.



National Association of Securities Dealers, Inc.
Nores ro Consolidared Financial Starements
" 1. SUMMARY OF SI(_‘,NI_F"IGANT ACCOUNTING POLICIES (continued)
Reclassifications | | |

Certain amounts in the 1990 consolidated financial statements have been reclassified to
conform with the 1991 presentation. .

2. MAJOR BUSINESS SEGMENTS :
NASD Nasdaq ‘MSI  Consolidated

<]

Year Ended December 31, 1991 . - (tn.thousands)

Revenue - $132,442 $47,361  $35,957  $215,593
Expenses, including income taxes 119,882 38,480 30,931 189,126
Net income : $ 12,560 - § 8,881 $ 5026 $ 26,467
Total assets $161,848 $68,365 $27,880  $255,241
Members’ equity $107,952 $60,748 $17,412 $184,961
Year Ended December 31, 1990 - . '
Revenue _ $113,372 $45,238 : $24,116  $182,619
Expenses, including income taxes _ 111,347 41,108 23,150 175,498
Net income * : ~$ 2,095 $4130  $ 966 $ 7,121
Total assets $140,950 $60,921 $16,478 . $216,322
Members’ equity B : $ 95,302 $51,867 $12,386  $158,494

Intercompany revenue, expenses, and receivables have been eliminated in determining the
consolidated amounts, '

3. LEASES

Data processing, subscriber equipment, and software inclide the folowing amounts relating
to leases that have been capitalized. The initial term of the capitalized leases is 60 months.

Year Ended
December 31
1991 . 1990
(in thousands)

Data processing equipment $6,270 $7,608
Less accumulated depreciation 4,575 4,160
$1,695 $3,448




National Assocmﬂon of Securifies Dealers, lnc

Nor@s o Comsohdored Fmonool Srorememrs

3. LEASES (contmued)

NASD leases certain office space and equipment in connection with its operations. The
majority of these leases contain escalation clauses based on increases in property taxes and
building operating costs. Certain of these leases also contain renewal options. Future
minimum lease payments under the capital leases and noncancellable operating leases with
initial or remaining terms of one year or more consisted of the following at December 31,

1991:
. Capital Operating
N . . Leases Leases
Year ending December 31: (in thousands)
1992 Co $1,044 $10,465
1993 ' , : 36 9,579
1994 36 - 9,242
1995 ' A .37 6,834
1996 37 5,037
Remaining years 3 26,318
Total minimum lease payments ‘ 1,193 $67,475
Less: Amount representing interest 26
Present value of net minimum
lease payments ' 1,167
Less: " Amounts due ini one year 1,026
$ 141

Future minimum operating lease commitments will be offset by approximately $6,549,000 of
sublease income. Rent expense for operating leases, net of sublease income, was

approximately $9,273,000 in 1991 and $7,049,000 in 1990.

NASD entered into a 60-month equipment lease with ElectroRep DataComm Products, Inc.
on December 27, 1991. Total estimated future minimum lease payments over the next five
years {balance of equipment to be received in 1992 and early 1993) will be approximately
$1,275,000.

4. RETIREMENT BENEFITS

NASD maintains a noncontributory, defined-benefit pension plan for the benefit of all eligible
employees. The benefits are based on years of service and the employee’s average salary-
during the highest 60 consecutive months of employment.



National Association of Securities Dealers, Inc.

Notes ro Comsolidored Financial Sroremenrs

10

4. RETIREMENT BENEFITS (continued)
NASD’s funding policy is to contribute annually the minimum requirement under ERISA,
subject to the full funding limitation imposed by the Internal Revenue Service. Pension

expense was $2,302,000 and $1,365,000 for 1991 and 1990, respectively.. As permitted under

ERISA guidelines, determination of the co_ntribution for 1991 will be made in 1992, No
contribution has been made since 1988 as the plan is subject to the full funding limitation.

The following table sets forth the plan’s het pensmn cost for the years ending December 31,
1991 and 1990:

1991 1990
(in thousands)

Net pension cost consisted of the following:

Service cost $ 2,475 $ 2,128
Interest cost ‘ 2,556 2,159
Actual return on plan assets (6,014) (432)

- Deferral of net plan asset gains (losses) R
and amortization - 3,285 (2,490)
Net pension cost $ 2,302 $ 1,365

The following table sets forth the plan’s funded status and amounts recogmzed in NASD’s
financial statements at December 31, 1991 and 1990:

1991 1990
(in thousands)

Actuarial present value of
benefit obligations:
Accumulated benefit obligation,
including vested benefits of
$16,857 in 1991 and
$16,978 in 1990 $20,557 $15,136

Projected benefit obligation . $35,185 $26,362
Less plan assets at fair value, primarily
common stocks and U.S. government

and agency bonds _ 30,625 25,580
4,560 782

Unrecognized net asset ' 3,412 3,627
Unrecognized net gain 1,615 997
Prior service cost ' (2,245) (366)
Accrued pension cost $ 7,342 $ 5,040




National Association of Securities Dealers, Inc. . ,
Nores ro Conso_lidored Financial Starements

14, RETIREMENT BENEFITS (continued) :
The weighted-average discount rate and rate of increase in future compensation levels used in
determining the actuarial present value of the projected benefit obligation were 8.5% and 6%,
respectively, at Decémber 31, 1991, and 9% and 6%, respectively, at December 31, 1990. The '
expected long-term rate of return on plan assets was 10% for both 1991 and 1990. The
unrecognized net asset is being recognized over 20 years, the average remaining service. period
of employees expected to receive benefits under the plan. ‘ :

NASD also maintains a Savings Plan for employees. Eligibility for the Savings Plan is based on
length of service. Participation in the Savings Plan is voluntary. NASD makes a mafching
contribution of one half of the first 6% of salaries contributed by covered employees. ' Savings
plan expense for the years 1991 and 1990 was $1,460,000 and $1,298,000, respectively.

During 1990, NASD accrued the present value of estimated costs for providing medical and
life insurance coverage to current retirees. This amount was approximately $623,000.

NASD plans to adopt Statement of Financial Accounting Standards No. 106, ;‘Fmployers'
Accounting for Post-Retirement Benefits Other Than Pensions” (SFAS 106), as required by
1993. SFAS 106 mandates that the cost of certain postretirement benefits be recognized
under an accrual method of accounting instead of the current practice of expensing the cost
of such benefits as paid. NASD provides post-retirement life insurance benefits to retirees in
declining amounts of annual coverage. It is estimated that immediate recognition of the
transition liability as of January 1, 1991, would have resulted in a one-time charge to net
income of $900,000. Upon adoption, the increase in the annual expense resulting from SFAS
106 is not expected to have a material effect on consolidated net income,

5. COMMITMENTS AND CONTINGENCIES

There are certain legal proceedings pending against NASD and its subsidiaries. Management
believes, based on the opinion of counsel, that any liabilities arising from these proceedings
will not have a material effect on the operations of NASD and its subsidiaries.
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Reporf of Ernst & Young, lhdependenr Auditors

Board of Governors

National Association of

Securities Dealers, Inc.

We have audited the accompanying consolidated balance sheets of the National Association of Securities
Dealers Inc. and subsidiaries as of December 31, 1991 and 1990, and the related consolidated statements
-of income and members’ equity, and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Association’s management. Qur responsibility is to express an
oplmon on these consolidated financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as-evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion. :

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of the National Association of Securities Dealers, Inc. and
subsidiaries at December 31, 1991 and 1990, and the consolidated results of their operations-and their
cash flows for the years then ended in conformity with generally accepted accounting principles.

Gamet

Washington, D.C.
February 21, 1992

12
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the state south or east of the
counties of Monterey, San Benito,
Fresno, and Inyo) and southern
Nevada (that part of the state
south or east of the counties of
Esmeralda and Nye); 460
members, 2,610 branches

Frank L. King, Chairman

Kenneth [. Rosenblum, Vice
Chairman

Paul Arentsen

Alan D. Browning

George H. Casey

Ronald J. Consiglio

Steven R. Fletcher

Douglas M. McKnight,

Charles A. Partain

Surveillance

Donald A, Buchholz
Ronald E. Buesinger
Daniel J. Cristofano
Sheldon M. Fechtor
Miles Z. Gordon
Richard L. Hinton
A. James Jacoby
Charles B. Johnson
Glenn R. Oxner
Richard C, Romano
Patrick C. Ryan -
Carl P. Sherr |
James C. Stone, II1
L. Gene Tanner
Kenneth J. Wessels
Norman T. Wilde, Jr.

District 3

Alaska, Arizona, Colorado,
Idaho, Montana, New Mexico,
Oregon, Utah, Washington, and
Whyoming; 372 members, 3,158
branches '

L. Hoyt DeMers, Chairman

Thomas Delnoce, Vice
Chairman

Peter H. Baker

Burton L. Beahm

Edwird DiGiacomo

Donald L. Eder

Marc N. Geman

James W. Kays

Steven R. Larson

Dan L. Mauss

Todd M. Milliken

Burt F. Mugavero

Martin Nelson, Jr.

Richard Pacholski

Vincent M. Purpura

George Raines

James Stark

Trading

William R. Rothe, Chairman
Alfred W. Anderson, Jr.
Ronald P. Curtis

Sheldon M. Fechtor

Austin George

George K. Jennison

Peter B, Madoff

.Robert Morrison

Jerrold B. Newman
Aldo Parcesepe

“Hugh Quigley
" Hedi Reynolds

Malcom Selver
Ralph Valentino
Jack Wertheim

District 4

Towa, Kansas, Minnesota,
Missouri, Nebraska, North
Dakota, and South Dakota; 295
members, 2,672 branches

William H. Coughlin,
Chairman
Thomas . Sanders, Sr., Vice
Chatrman
Larry D. Armel
Steven ]. Berghs
Kenneth A. Bretthorst
Mary Alice Brophy
Carol 8. Bunch
Cynthia M. Carlson
Robert L. Cram
Neil T. Douthat
Anthony L. Guerrerio
Jimmie L. Rice
Robert T. Slezak
Steven B. Vecchio
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District Commirrees

District 5

Alabama, Arkansas, Kentucky,
Louisiana, Mississippi,
Oklahoma, and Tennessee; 264
members, 1,777 branches

Philip Gensler, Jr., Chairman

Gearge W. Porter, Jr., Vice
Chairman

Dor:ald B. Clanton

E. Douglas Johnson, Jr.

Robert W. McInnes

Douglas W. McQueen

Warren A. Stephens

Louis B. Todd

Kenneth L. Wagner

Robert H. Young, Jr.

District 6

Texas; 362 members, 1,497
branches

John W. Ferguson, Chairman

David M. Glatstein, Vice
Chairman

Edward R. Anderson

George R. Duilnig

Robert G, Gunn, III

Claude H. Montgomery

William J. Mosley

Michael |.C. Roth

Tullis C. Thomas, 11

District 7

Flovida, Georgia, North
Caroling, South Carolina, Puerto
Rico, the Canal Zone, and the
Virgsn Islands; 450 members,
3,378 branches

Thomas A. James, Chairman

Robert M. Balentine, Vice
Chairman

H. Keith Brunnemer, Jr.

Jose R. Fernandez

Ben E. Fisher

S. Rawls Fortenberry

Bert C. Madden

G. Bruce McPherson, Jr.

Mary Allison Mullis
David A. Smith .
Raymond H. Smith, Sr.
Grady G. Thomas

District 8

Hllinois, Indiana, Michigan,
Ohio, Wisconsin, and part of
upstate New York (the counties of
Monroe, Livingston, and
Steuben, and the remainder of the
state west of such counties); 713

members, 5,542 branches

Jonathan S. Raclin, Chairman

Eugene W. Barrett, Vice
Chairman

F. Scott Brown

James C. Bylenga

Roland A. Catalano

Mary Lee Corrigan

John H. Finn, III

Malcolm J. Irving

Daniel C. Kriser

J. Will Paull

Larry E. Peters

Norman L. Reiter

William A. Rogers

Richard J. Sillitoe

G. Donald Steel

Rodney E. Trautvetter

Richard M. Wachterman

Thomas B. Watterson

District @

Delaware, District of Columbia,
Maryland, Pennsylvania,
Virginia, West Virginia, and
southern New Jersey (the counties
of Atlantic, Burlington, Camden,
Cape May, Cumberland,
Glocester, Mercer, Ocean, and
Salem;, 434 members, 2,403
branches

J. Hamilton Scherer, Jr.,
Chairman

Marvin A. Welsch, Vice
Chairman’

James W. Brinkley

Carlton M. Collins

John N. DiPucci

K. Philip Dresdner
Samuel D. Ewing, Jr.
Michael C. Foley
Alexander 1. Heckman
William W, Knobloch
Paul R. Meese

Dale A. Pope

H. Rodney Scott
Gilbert S. Simons
Bonnie K. Wachtel
John T. West IV

District 10

The five boraughs of New York
City and the adjacent counties in
New York (the counties of
Nassau, Orange, Putnam,
Rockland, Suffolk, and
Westchester) and northern New
Jersey {the state of New Jersey,
excepl for the counties of Atlantic,
Burlington, Camden, Cape May,
Cumberland, Gloucester, Mereer,
Ocean, and Salem); 1,316
members, 2,058 branches

Robert I. Kleinberg, Chairman

Erik D. Aschenbrenner, Vice
Chairman

Jonathan Auerbach

Lionel C. Bandler

Richard L. Bove

Anthony T. Geraci

Jonathan J. Groveman

Richard Harriton

Dennis C. Hensley

Peter T. Kujawski

Alan Maxwell

John F. McCann

Richard G. McDermott, Jr.

Fdward Necarsulmer

Leslie C. Quick, III

Herbert Schweitzer

Malcolm C. Selver

Philip Skidmore

Timothy P. Sullivan

0. Ray Vass

District 11

Conneclicut, Maine,
Massachusetts, New Hampshire,
Rhode Island, Vermont, and New
York (except for the counties of
Nassau, Orange, Putnam,
Rockland, Suffolk, and
Westchester; the counties of
Monroe, Livingston, and
Steuben; the remainder of the
state west of such counties; and
the five boroughs of New York
City); 435 members, 1,843
branches

Duane E. Waldenburg,
Chairman

Robert L. Thomas, Vice
Chairman

Julian F. Baum, Jr.

Paul G. Cuomo

Harold ]J. Dixon

Robert M. Porter

Gerald H. Powers

Todd A. Robinson

Henry L. Schmelzer

Gary H. Sherr

Charles E. Spconer, Jr.
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SERVING
INVESTORS,

PuBLIC COMPANIES,
AND MEMBER FIRMS
WORLDWIDE . . .

Our mission is to help the public and private sectors raise capital
by developing, operating, and regulating securities markets that arc
fair, efficient, and liquid. Through effective self-regulation,
technological innovation, and a commitment to quality service, we
have established ourselves as a pre-eminent regulator in the
securities industry and a leader in applying information-age
technology to markets of the future. The result is markets that are
open and credible, markets that are deserving of the trust and
confidence of the many customers we serve — investors, public
companies, and member firms worldwide.
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1991: A Memorable Year
For the NASD and Nasdaq

The Nasdag Compasite Index rese
56.8 percenr during 1891, almaosr
160 Nosdaa C ‘ rriple the 20.3 percent increase of
— Aﬁfef&um‘_’\?é."ui rhe Dow Jones Indusrrial Average,
150 N oy mposite and more than double the 26.3
==a Dow Jones industrials percenr of te Srandard & Poor's
140
Market 500, the 27.1 percenr of the New
Performance 130 York Stock Exchange Compaosire
As a Percentage . Index, and rhe 28.2 percent of the
120 :
Of 1990 Close ) NN e e i American Stock Exchange Marker
110 ' Value Index.

100
o0

g
s

Nasdag's share volume jumped o
41 3 billion as irs dollar volume of
rrading soared 10 3694 billion,
surpassing rhe previous highs of
37.9 billion shares and $500 bil-
lion, respectively, ser in 1987, The
! ) new dollar volume figures firmly
Nasdaq ; " esrabiish Nosdag as the second
Shore : largest equiry marler in the Unired

Volume
(Billions) Stares and the rhird fargesr in the
world.




Growth as a

~= Nasdaq Dollar Volume
== Nasdaq Share Volume

== NYSE Doflar Volume
== NYSE Share Volume
- Amex Dollar Volume
== Amex Share Volume

Percentage
Of 1930 Close

‘80 ‘81 '82 '83 '84 '85

Membership

5,401 member firms

29,137 branch offices
406,106 registered

representarives

Compliance

3,194 main- and branch-
office examinations
conducted

3,994 customer complaints
resclved

Disciplinary Actions

901 formal compiaints
filed
484 discipiinary decisions
rendered
249 settlement offers
accepted
298 acceprance, waiver
and consent
proceedings
resolved
98 firms expelled from
membership
465 individuals barred
from the industry
17 firms suspended
fromm membership

Automated Market Surveillance

3,529 price and volume
alerts
7 formal investigarions
conducted
42 cases referred to the
SEC

‘86 '87 '86 '69 '90

Arbitration

4,150
4,037
2,242

371
1,419

775

claims received
cases closed
disputes resolved
berween parties
without arbitrafion
industry cases
arbitrated
customer cases
arbitrated

cases decided in
favor of customer

Qualifications

158,323

registered
representative and
principal resrs
administered

Advertising

20,027
3,696

1,215

filings reviewed
spor checks
conducred
investigations
conducted

Corporate Financing

1,847

$155.1

underwriting
arrangements
reviewed

billion roral public
offerings

‘o1

The Nasdaq Sroclk Market is the
fastesr growing equiry marker in
the Unired Stares. From the begin-
ning of e last decade through
19@1, share volume on Nasdag
increased 517.3 percent, while
thar of the New York Srock
Exchange increased 208.7 percenr
and rhar of the American Srocls
Exchange 107.7 percent. During
rhis same period, dollar volurme on
Nasdag increased 910.4 percent,
while rhar of the NYSE increased
305.5 percenr and that of rhe
Amex 14.3 percent.

The NASD is the largesr self-
regularory organizarion in the
Unired Srares. Approximarely 1,300
of e 1,900 men and women

“working for the NASD direcrly or

indirectly perform regulatory func-
rions. The NASD carries our its regu-
lotory responsibitities Through
member educarion; on-sire exami-
nations of member firms 1o derer-
mine their compliance with
federal securities laws and NASD
rules and requlations; continuous
auromared surveillance of the
markers ir operares; the registra-
rion and testing of securities profes-
sionals; the review of members'
adverrising and sales lirerature; the
review of underwriting arrange-
ments proposed by members in
connecrion with new offerings of
securiries; cooperanve programs
with governmensal agencies ond
industry organizarions o solve
probiems affecring investors, public
companies, and member firms;
and providing forums for invesrors
and members o arbirrare dispures.




FROM THE CHAIRMAN

AND PRESIDENT

William B. Summers, jr.
1991 Chairman, NASD Board of Governors

Customer Service:
The Foundation for Success

A Joint Lerrer From the NASD's Top Execurives

Customers — we all have them, whether we are a member firm offering a full range or limited mix of invest-
ment services; a public company with products to sell or services to offer; or an investor who works for, provides
services to, or runs a business. Our success depends on the extent to which we are able to satisfy the needs of our
customers and increase our value to them.

The NASD has customers as well, many of them: investors, both individual and institutional; listed compa-
nies; subscribers to information services; and the brokers, analysts and strategists, market makers and traders,
investment bankers, and diverse support staffs that make up our member firms. The activities of the NASD —
education, regulation, arbitration, information dissemination, and market operation — are essentially services we
provide our customers in answer to their needs.

On behalf of investors, for example, we examine the financial and operating condition of our member firms
to make sure they comply with rules requiring them to have the capital and reserves necessary to support their
business operations. We impose registration and qualification requirements on industry representatives to estab-
lish their competence and professionalism. We supervise the sales practices of persons associated with our member
firms to see that they are dealing fairly with customers. We surveil markets with automated systems to maintain
their integrity and fairness.

For public companies, we develop and operate technologically advanced securities markets based on compe-
tition among market makers to assure that the markets are efficient, fair, and liquid. In doing so, we create an
environment that facilitates the ability of companies to raise capital at cost-effective rates to finance growth and
create jobs. And as our companies expand globally with their products and services, we have taken steps to export
our markets overseas to provide an international reach for their securities,



Joseph R. Hardiman
NASD President and CEO
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“The activities of the NASD — education, regulation, arbitration, information

2 >
dissemination, and market operations — are essentially services we provide our customers
in answer lo their needs.”

For our member firms, we work to build investor confidence in our securities markets as well as in the integri-
tv of America’s capital markets by standardizing the industry’s principles and practices and enforcing federal securi-
ties laws and the broader ethical requirements of NASD rules. At the same time, we seek to craft rules that are fair
and workable — rules that enhance rather than diminish the viability and vitality of our members’ businesses.

Although the NASD has had a service orientation for many years, we are committed to doing more on behalf
of our customers in the years ahead. We believe that the key to quality service is knowing our customers — giving
them a voice and then listening carefully to what they say about how we can best fill their needs. In the following
pages, we have invited our customers to tell us about their personal and professional involvement in our securities
markets and how they view the quality of service the NASD and The Nasdag Stock Market™ provide.

At the NASD, we are dedicated to serving all of our customers by satisfying their needs as we fulfill our regula-
tory and market-operating responsibilities. We would appreciate your thoughts and comments on how we migh( be
of betler service to you in the years ahead.

Ll L

William B. Summers, Jr.
1991 Chairman




I have been a farmer all of my life.
The land I work was originally

When my wife and I decided to buy
more land and erect new livestock

buildings, we were able to pay for
them in part with money we had

made in the stock market. And

when our four children were re:

or college, our investments made it

al goals have always
my net worth in
efficient way sible and
for my family. As
an investor for some 20 years now, I
have found that stocks, over time,
outperform other investments. For
this reason, I now invest in the
securities of
about 100
Minnesota farmer John Denn has made diffe
stock investments an important part of

rent com-
panies. [ am by
nature a lc

his overall strategy for long-term secur

term investor
— I have held most of my stocks
more than a year and in many cases

at least five years.

QOver the
my broker at Piper, Jaffra
Hoy d, has given me sound
investment advice. 1 also get useful
information from analysts and

market commentators on the
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THE INDIVIDUAL
INVESTOR

For John Denn, long-term investing in equities
provides money for farm and family needs.

various business programs on telev-
sion such as “Wall $treet Week” and
“The Nightly Business Report.”
Normally, I follow my broker’s
recommendations on specific
stocks. [ will, however, pick a few of
my own — companies that are fea-
tured in the news and those that
make the most active list.
Companies that are stable but in a
slump or have fallen out of favor or
companies that
are developing
products with
high sales
potential usually

catch my atten-
tion. When the
price of one of
these 1ssues
levels out, 1

bring it to my
broker’s attention. He will then
research the stock and give me his
opinion. I buy when I see something
attractive.

[ make it a practice to check
many of my stocks in the newspaper
every day. Then, each month 1
review my entire portfolic and, in
concert with my broker, make my
buy, sell, and hold decisions.

‘While the price performance
of a stock is extremely important,
my broker and T will also look at
earnir.gs and earnings growth rates.

In terms of investment methods, [
will frequently use limit orders to
lock in a nice profit or acquire
stock that I have been following
that is approaching a good buy
price.

My experience has been that
my Nasdaqg® stocks have often out-
performed other stocks in my port-
folio. It appears to me that the
growth stock opportunities are
more plentiful in
this market, and
the financial
rewards can be
very great.

Much is said
these days about
the volatility of the
stock market. The
fact is that the
market is more
volatile. But I have learned to live
with it. As the market gets higher, it
has a tendency to become more
volatile — it’s just that the fluctua-
tions of the past have become more
exaggerated. Even with the
increased volatility, I feel that the
market as a whole will make money
for me over time.

What happened in 1987 illus-
trates my point. When I came home
that October evening to discover
that the market dropped 500
points, I did not panic. Althoughy

my portfolio had gone down a great
deal, I thought it was probably a
fluke. T did not make any moves at

the time — I chose not to sell my
stocks. Shortly thereafter, [ conclud-
ed that here was a good opportunity
to buy more stocks. And I was right.
The stocks I bought while the mar-
ket was depressed as well as those 1
owned before the sell-off have per-
formed well ever since.

In a down market, an investor
must not panic. You have to learn to
live with volatility. If you're in the
market for the long haul, periodic
declines should not be a major
concern. You learn to accept them
as a way of life. As a matter of fact,
market declines are often buying
opportunities that you can use to
continue building your net worth.




THE INDIVIDUAL

INVESTOR

Investing for My Family's

Financial Health

Dr. H. George Levy

kar, Nose, and Throar Plastic Surgeon

Michigan

[ have been investing in the stock
markets for about as long as I have
been practicing medicine, some 192
vears, | invest primarily to ensure
my family’s long-term {inancial
security. This incluces making
certain my four daughters will have
the best education and also secur-
ing the retirement of myself and
my wife. And, hopefully, I will have
enough to help with subsequent
generations,

I think that the stock markets
are, perhaps, the best place o
participate meaningfully in the
growth of the emerging areas of
the economy. As an imres_t()r, Ido
not have to be directly
involved in developing a
company. Through equi-
ty ownership, [ can bene-
fit from the growth being
achieved by the experts
who are developing com-
panies in fields other
than my own.

I get my investment
ideas from many sources.
For example, as a sur-

+  geon and physician in a
large hospital, I notice when medi-
cal trends are occurring — the use
of certain machines like surgical
staplers, certain types of bandages,
certain medications or pharmaceu-

ticals. | notice too if these are par-
ticularly effective. When I discover a
superior product, [ assume that
other physicians are discovering this
as well. | check into the fundamen-
tals of the company that made the
product and discuss it with my bro-
ker, John Bernard of Shearson
Lehman Brothers in Detroit. He
gets additional information, and
then we make a decision.

Also, I am an avid reader. [
getinformation from reading that
adds to what I see in the market-
place. I learn from the medical
Jjournals about new endoscopic
techniques, surgical equipment and
supplies, and medications that are
particularly effective. I also read
business newspapers and magazines
like The Wall Street Journal, Business
Week, and Forbes, among others.

I pick specific stocks based on
their potential for growth; the
financial stability of the company;
the history, if any, of the company
and the behavior of its stock; and
the potential acceptability of this
company in the general market-
place or on Wall Sureet, including
whether the research is favorable or
whether I believe that it is going to
be favarable.



1 do not follow the stocks that
I own on a daily basis. [ cannot
spend an awful lot of time following
them because my profession is such
that it does not allow me to do that.

When [ was younger and just
starting out, I was a much more
aggressive investor. Now [ am
becoming more conservative. My
favortte stocks are those that have
excellent medium-term growth
potential. I am not necessarily look-
ing for very high income or
extreme security. I buy when a par-
ticular company comes to my atten-
tion that I like, am comfortable

Dr. Levy finds that superior, innovative
products used on the job point to poten-

with, and that
has tremen-
dous potential for growth.

The factors that are involvecd
in my buying are good expectations
of future earnings, future growth,
and a still relatively low P/E (price-
to-earnings ratio). I am particularly
interested if the company has come
out with an innovative or “niche”
product that has potential for sig-
nificant revenue enhancement. [
generally sell if the P/E starts get-
ting too high, unless the long-term
growth outlook remains spectacu-
lar. It I have significant apprecia-
tion of my initial investment or if it
has reached a certain percentage
return on an annual basis, I also

consider selling.

tial stock invesiments.

I invest in

Nasdaq stocks

because they frequently have more
significant or more dramatic
growth. I can find more hidden
values there, particularly in the
pharmaceutical, medical technolo-
gy, genetic engineering, and com-
puter software fields. In general,
Nasdaq is the market for growth
companies. The companies that I
have followed on Nasdaq have
usually performed well.




A BROKER FORUM

Adﬂsmg and Protecfmg
The Indlwduol Investor

Stock investment sirategies are being tatlored more cmd more to an
mdzvzdual s particular financial needs. A discussion featuring William P,
éylo Senior Vice President, Investments, Advest, Inc., Dublin, Ohio,
Duwight Emanuelson, Vice President and SemorFmanczal Consultant
Memll Lynch Pierce, Fenner & Smith, Incorpomted Dallas, Texas

How important are stocks to the personal asset growth of individual investors?

William Cseplo: Every investor needs to overcome the
two components that adversely affect rates of return —
inflation and taxes. Historically, equities have outper-
formed other investments. According to Ihbotson
Associates Inc., equitie ve a compounded return of
10.3 percent per year after accounting for an average
rate of inflation of 3.1 percent during the period from
1926 to the present. By comparison, U.S. Treasury long-
term bhond ded only 4.7 percen ymmon stock is
still one of the great tax opportunities because your tax
Hability is incurred only when you sell. Hopefully, dur-
ing the next 12 months, we will see some favorable capi-
tal gains tax treatment, which is all the more reason to
buy and hold now.

Dwight Emanuelson: Stocks are most important.
Recently, during a program at Merrill Lynch's corporate
campus, Professor Jeremy Siegel of the Wharton
Business School presented some astounding statistics
about long-term compounded returns. One dollar
invested in the stock market of 1802, adjusted for taxes
and inflation, would be worth $46,300 today. Stocks’
nearest competitor is long-term government bonds at
$223. Gold would be worth only $1.75.




Cseplo: You need to determine what will solve the
investrnent needs of your client and tailor your recom-
mendations accordingly. Today’s broker is really a finan-
cial consultant, asking in-depth questions about time
horizons and risk tolerance. The transactional basis for
investing in the 1980s has given way to a more measured
approach. I consider how equities will affect their other
assets and portfolio mix.

How do you ensure that you are giving sound investment advice to your clients?

Emanuelson: I consult a broad spectrum of investment
research to make an objective buy or sell decision. I
begin with Merrill Lynch Economics — our fundamen-
tal, technical, and market strategy departments. Also, [
obtain and review all financial information from the
individual company. Lastly, I use independent
research, such as Value Line, Standard & Poor’s, and
the Bloomberg News Service.

How long do you advise clients to hold a stock? How soon should they trade it? What determines these decisions?

Cseple: I normally recommend that my clients use a
time horizon of three to five years. I believe they are
better served by a long-term approach. A number of my
clients are holding original positions in Nasdaq compa-
nies taken on my buy recommendations some 12 to 15
years ago. Because they arc sound companies and, even
though economic times have changed, the investiments
still make good sense. Some clients, by their very nature,
are traders and will want to sell after a 10 percent gain
no matter how great the company may be. In some
cases, clients will trade half their position after it rises to
a certain level and hold the balance as a long-term
investment or until a stop-loss point is violated.

iy B et

Emanuelson: [ advise my clients to hold a stock as long
as their investment objectives have not changed, the
company is achieving its forecasted earnings growth,
and the stock has not declined mere than 25 percent
from the date of purchase. If such a decline occurs, 1
advise selling at least a third of the issue, and, at a 40
percent loss, I urge getting out of the issue entirely.
Theoretically, if the stock continues to perform well,
the investor should not sell at all. In fact, I find that too
many investors like to sell their best stocks while
remaining with their biggest losers, expecting a
rebound in the future. I recommend selling the losers
and finding other stocks that resemble your best per-
formers,

11




Do you see any advantages of Nusdaq stocks over securities traded in other markets?

Cseplo: The Nasdaq Stock Market, in my mind, repre-
sents the growth of America and of American capitalisin.
Nasdaq stocks are the future large-cap companies, and all
that is required for a good number of them is time and
patience. Over the years, my clients have tasted the
rewards of seeing a small company grow 5 or 10 times its
size and seeing their investments multiply many times.
This is a great time to buy small- and medium-cap compa-
nies because I firmly believe that we are in an extended
period where company growth will be rewarded. Not that
all companies will do well, and some will certainly fail, but
“diversifying and setting downside parameters on each
individual holding should enable investors to be reward-
ed handsomely over the next three to five years.

Emanuelson: The Nasdag Stock Market has many com-
panies in their high-growth years. Investors who huy
these stocks are greatly rewarded when the stocks
become large enough to attract the attention of institu-
tional investors. Look at the performance of the Nasdaq
market in 1991, Nasdaq also has a number of companies
that have become large-cap stocks and that still have
potential — for example, Amgen, MCI, Microsoft,
Novell. Another advantage is the multiple market-maker
system in which Nasdaq stocks are traded. The compet-
tion usually results in deeper, more liquid markets. The
average number of market makers per stock is 10, but
many have 25 or more. That gives investors greater confi-
dence that they’re obtaining the best possible prices.

You must have confidence in the Nasdaq market to bring your clients into it. On what is that confidence based?

Cseplo: Nasdaq has evolved into a technologically
sophisticated market. Real-time electronic reporting of
transaction information on the Nasdaq National Market
has allowed brokers to respond more quickly to market
movements on behalf of their clients. Automated execu-
tion of trades through Nasdaq’s Small Order Execution
System [SOES]™ enables brokers to guarantee continu-
ous market access to their clients. SOES can execute a
client’s order electronically without a phone call by the
trader, resulting in an instantaneous, locked-in transac-
tion at the best price available and a fast report back to
the client.

“If the retail broker. ..
chooses a methodical,
consistent approach- - -
fo equity investing:
basgd 02’1‘ sound: g o
research, mamny dol
lars are saved by the:
client and compliance
nightmares are .
avoided.” o
— Duwight -
Emanuelson
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Emanuelson: Nasdaq National Market stocks have
identical trading information to exchange-traded
stocks. For example, they have up-to-the-minute vol-
ume, last sale, open, high-low, and the current bid-ask
spread. Also, the NASD, as the overseer of the entire
marketplace, works to ensure the integrity of the mar-
ket. When questionable activities are detected, the
NASD investigates.
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Cseplo finds time to serve his commu-
nity as president of Dublin, Ohio
Youth Athletics.

Has investor confidence been eroded by recent insider trading scandals?

Cseplo: Itis to the credit of the NASD as a self-regulatory Emanuelson: Even though numerous scandals have
body zhat it has controlled and policed improprieties hit Wall Street in the past (ew years, they have had a
effectively, As far as restoring investor confidence, clearly minor impact on my business. If the retail broker

itis improving. In the publications that I read on disci- ignores the hot tips and rumors and, instead, chooscs
plinary actions, the NASD has shown the ability to expel a mecthodical, consistent approach to equity investing
the brokers who abuse the systern and allow the brokers based on sound research, many dollars are saved by
who work within the system 1o operate very well. the client, and compliance nightrnares are avoided. As

to insider trading, the NASD has done a good job in
working with federal authorities to identify violators
and prosecute them quickly.

Do you still find self-regulation in the securities industry to be effective in today’s climate?

Cseplo: Self-regulation, in my opinion, has been, and will Emanuelson: It seems to be very effective. We at Merrill
continue to be, very effective. When professionals are Lynch cooperate with the NASD and maintain internal
clected by their peers to enforce the rules that they all controls to make sure we comply with all regulations.
follow, they have a real incentive for keeping their profes- These efforts industry-wide make Nasdag all the more
ston free of abusers. Rute breakers reflect unfairly on the sustainable, competitive, and effective as a securitics
vast majority of the brokers who adhere to the regulations market anrd the securities business a safer and more
and put their clients’ best interests first. profitable cnterprise for all concerned.
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How has the role of The Nasdaq Stock
" Market changed in recent years?

Nasdaq is no longer the province of
. . smaller issues awaiting the opportu-
nity to list on an exchange. It has
E prdvx*n 0 -be; the market of choice
for numerous ‘publicly held compa-
nies, both small and large. Nasdaq .
“has always been the home of some
-of the fastest growing companies
and industries, providing dramatic
gains to investors. These innovative
companies tend to come to market
on Nasdaq and stay with Nasdaq as
they become leaders in their indus-
tries.

Why did Nasdag stocks perform so well
in 19912

There are two compelling reasons.
irst, they had a number of years of
“underperformance versus the over-
.all market, which made their valua- -
vtio-hs:\"ery cheap. Second, we finally
goL over that anomaly in the stock
market in the 1980s by which a 6t
~of investment value was created

through mergers, acquisitions, and
LBOs [leveraged buyouts]. With the
end of that era of junk bonds and

Mary Farrell on the set of “Wall
Street Week With Louis Rukeyser,”
where she frequently discusses devel-

corporate restructurings, investors
apmenis in secuzities markets looked for growth again because
growt has historically been the best
way (¢ make money in the stock

market.
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What is the outlook for Nasdag stocks?

I think they are in a unique position
in the 1990s. We've had very dra-

_ matic growth in the economy in the
1970s and 1980s becatse of stbstan-
tial labor force growth, among
other factors. Fueled by baby
boomers coming of age, women

- returning to the workforce in

unprecedentéd numbers, and a lot .

i )of illegal i immigration, dramatic

s growth in.the labor force meant big-

.-gainsin personal income, dispos-

"able income, and a boorming econo-
my. We’re now a much more
mature economy as the population

ages. That means we’ll see consider-

_ably slower growth in the 1990s,

“making growth stocks much more
difficult to find. As a consequence,
investors are likely to pay more for
growth. Therefore, the issues that
have a niche in the marketplace,
some pricing power, or a competi-
tive advantage should get superior
valuations in the market.

What does increased institutional par-
ticipation in The Nasdaq Stock Market
mean for the individual investor?

Renewed institutional interest in
growth stocks works to the benefit
of the individual investor. After
years of underperformance, growth
stocks were not a strong preoccupa-
tion of institutions. Now that they
offer the prospect for terrific gains,
we've seen a substantial increase in
institutional participatien, and that
will continue to have a positive
effect on stock prices. Individual
investors really do have an advan-
tage in the Nasdaq market. Because
they are buying and selling in small-
er quantities, they are able to move
in and out of this market much
more casily than institutions. So, [
think individual ownership in the
Nasdaq market will continue to
increase, as will ownership by insid-
ers of the company, which is a very
positive development. When the

‘ larly software. Nearl ?80 percent of

rewards. Comp ter*techno ogy
should also contmue 1o produce
some very exciting stones particu-

our employment is in'the service -
sector. And software technology

does offer the potentlal for dramane -

gains in productlwty hich has
been the problem th
sector. So, even th

and creative and can solve soine of
America’s business problems

When should an investor buy growth
stocks?

After analyzing the company to
make sure that he or she 1s comfort-
able with it. If there is one common
denominator among successful
companies, it's good management.
Certainly looking at a company’s
managein’ent — its‘achievements,
goals, stability -— would be a good
start. Second, make sure the compa-
ny has a balance sheet strong

-enough’ to finance future growth
and to prevent financial problems

down the road. The third thing, and
the most difficult, is to analyze the
company’s future growth prospec(s.
Here lies the potential for making
the money. When an investor is
comfortable on all three levels, he
or she should view the investment as
a good long-term holding.

ing near their all-time lows. But

lﬂVCStOI‘S have to I‘CCOganF tha

growth rates. Ir. th}s very slow-
growth environment growth

best performer‘ You will see §

earnmgs ratios expand modes
the:market, but for growth stoc
mgmﬁcantly more. That’s why tods y
we would look for value in growth
companies, anc we would not be. "
afraid to pay a higher mulriple to .
get that growth




Growth Stocks

Propel the

Large
Portfolio

An inferview wirh
John H. LaPorre,

T. Rowe Price Associares;
President of the T. Rowe Price
New Horizons Fund and the
New America Growrh Fund

What do you look for in a stock?

Strong growth p

nies that are growing much faster

l)ECtS _— mpa-

than the overall economy and that
operate in fertile markets. Nascdaq
has the growth companies of the
future. Many Nasdaq companies are
aster gl‘('m-'ing. and more
preneurial than those of the
New York Stock Exchange or the
American Stock Exchange.
institutional investor, such as myself,
ted in finding the next gen-
eration of ma

growth companies

at an ear , and that usually

means on the Nasdag market.

What kinds of stocks do you buy?

The funds that I run at T. Rowe
Price focus on small-growth compa-
nies — generally, companies with
market capitali

)-million range and with a mini-
mum of 20 percent earnings growth
expectations. [ also tend (o focus on
companies with high return on

and companies that generate

significant excess cash flow.

Are there particular kinds of stocks that
you do not buy?

Yes. Some companies are 1all

and too illiquuid for me to be able to

take a reasonably sized position in
them. It’s harder to move in and out
of companies with a market capital-
izaton of less than $50 million. So, |
don’tinvest as much in that range.
Would those stocks still be atiractive for
individual investors?

Sure. 1t is here that the individual
investor has an advantage over the
large investor., It is difficult for an
institutional investor to own enough
one of these small companies to
make a difference in a very large
portfo io. But small companies can
be a very fertile area for the individ-

ual investor to hunt and acquire




THE INSTITUTIONAL
INVESTOR

According to LaPorte, companies that exceed the growth
rale of the overall economy and operate in feriile markets
attract the institutional inpestor to Nasdag.

before they grow large enough for
mstitutions Lo become interested.

How long do you hold a particular
stock, and what triggers a sell decision?

We have no automatic sell discipline
when a company reaches some arbi-
trary size. Many of our most success-
ful investments are Nasdaq stocks
we’ve held five, six, eight, even ten
years. The turnover of the funds that
I manage averages about 40 percent,
which implies that the average hold-
ing period is two to three years.
However, in truth, the longer the
holding period, the better. For
example, the largest holding of the
funds I manage today is Medco
Containment Services. We've owned
Medco since 1984 and have seen the
stock go from 2 to 30, adjusted for
splits, in that time frame.

Do you use indexing as an investnent
approach to the market?

I do not. I'm a believer in the value
of first-nand research. We have a
large research staft that combs the
country for exciting, small compa-
mes. Our style is to visit the compa-
nies that we’re considering and
meet w.th the management before
we invest.

How would you compare the companies
listed on Nasdaq with those on the New
York Stock Exchange?

There are fine companies in both
markets. New York Stock Exchange
companies tend to be larger, more
mature, and more multinational,
although Nasdaq has its share of
these companies as well. But the
exciting, most rapidly growing U.S.-
based companies — the stars of the
future — often are in The Nasdaq
Stock Market.

Does the multiple marketanaker system
offer any advantages to the investor?

Yes. The main advantage is liquidity.
We have found that the liquidity of
most of the mid-
dle-sized and
larger Nasdaq
companies is
better than the
liquidity of com-
parably sized companies on the
exchanges. Also, the competition
among dealers often yields better
prices. Another important advan-
tage is that Wall Street firms usually
provide research on a company
along with their market making.
Sometimes that research coverage
actually lapscs when a company
moves from Nasdaq to one of the

T. Rowe Price’s Jack LaForte takes a break
at Baltimore’s Harborplace, developed by
The Rouse Company, a Nasdag firm.

exchanges because the specialist is
not interested in doing any research
— he’s just matching the buyers
with the sellers.

How does the availability of informa-
tion on the Nasdagq market compare
with that on the exchanges?

I have an advantage with the Nasdaq
market because I can see the bid

and offering price of each market
maker. All T have on an exchange is
the last sale and the bid and the ask
on the floor, which may not show
the true picture of the depth of the

market that
really exists,
that 1s, the
number of

participants
who want to
buy or sell the
securities.
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THE STOCK TRADER

The New World of
Screen-Dased Trading

An interview with J. Pafrickk Campbell,
Senior Execurive Vice Presidenr, Head of
Equity Trading, and Thomas G. Terry, Senior
Vice President, Head Trader, Nasdaq
Stocks, of The Ohio Company
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How does stock trading differ on
Nasdaq and the exchanges?

Tom Terry: There are two basic
differences. First, Nasdaq centralizes
trading information and channels it
via computers and telecommunica-
tions to those who need it. The
traditional floor-based exchange
centralizes people in a single loca-
tion where trading is conducted face
to face. Second, Nasdaq utilizes a
system of multiple market makers,
that is, dealers, who provide liquidity
by competing with one another for
customer orders. The average
Nasdagq stock has 10 market makers.
The exchanges offer an auction-type
market where customers’ imit and
market orders are often matched
against one another, When
customer orders cannot be
matched, a single specialist will act
as dealer and be the contra side to a
market order or, in the case of a
limit order, hold it until a price
change permits execution.

Pat Campbell: With Nasdaq's mult-
ple market-maker system, the
amount of capital that is committed
to support a single issue, as well as
competition among many dealers,

provide customers, both individuals

and Institutions, with the best of all
worlds — liquidity and efficient
trade execution.

Another point worth noting is
that when order imbalances occur
on an cxchange, due to pressure
either on the up side or the down
side, trading halts are commonly
imposed to enable the specialist to
sort through the orders and reopen
the maket. One of the principal
advantages of the Nasdaq market,
with its multiple market-maker
system, is that tracling is never halt-
ed for this rcason.



Do you prefer an electronic market such
as Nasdag or a floorbased market like
the exchanges?

Terry: I prefer Nasdaq, where you
have the opportunity to communi-
cate directly with other dealers mak-
ing the markets and to engage in
automated trading and comparison.
With the advent of SelectNet,"M a
new electronic service for the
Nasdaq market, firms are now able
to send, negotiate, and execute
orders over the computer. This gives

traders an opportunity to buy or sell
sccurities for their customers and
their firm at the best bid and ask
prices being quoted on Nasdaq at
the time. In addition, traders can
broadcast orders electronically at
prices between the bid and ask
spread to each market maker in the
stock and they, in turn, can accept,
reject, or reply with a counter offer.

Campbell: Another benefit of
SelectNet 15 that as soon as a trade
has taken place, the price and num-
ber of shares are locked in hetween

the parties to the trade and autonat-

ically sent to the clearing corpora-
tion for clearance and settlement.
Nasdaq has the most advanced trade
comparison and clearing mecha-

nism of any market.

The new Nasdag Workstation® is the
third generation of Nasdagq trading
terminals. How does it compare with
the earlier versior? Is it meeting your
needs?

Terry: While it is a sophisticated
piece of equipment that provides
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substantially more information, it is
very easy to use. Through a dynami-
cally updated screen, we now can
see when markets are moving one
way or another. This gives us the
ability to react immediately and
execute trades for our customers or
our firm. Also, we can monitor indi-
vidual stocks for changes in last sale
or bid and ask prices through mar-
ket-minding and customized-ticker

{eatures.

&
Pat Campbell

Campbell: From a management
point of view, the enhanced Nasdaq
Workstation service has made possi-
ble a dramatic increase in productiv-
ity and profitability per trader —
not only in terms of the amount of
stocks they can trade, but also in
their effectiveness in trading those
stocks and reacting to markets.

What are the regulatory implications of
an electronic market?

Campbell: The comhination of
Nasdug market trading services —
the Small Order Execution System,
SelectNet, and the Automated
Confirmation Transaction [ACT],5M
which enables traders to lock in
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telephone orders — coupled with
Nasdaq’s StockWatch Automated
Tracking system provide NASD with
an outstanding set of tools to over-
see the Nasdaq market and monitor
all trading activity in it.

How would you compare the amount
and quality of information provided by
an electronic market versus a floor
based market?

Campbell: The electronic market
gives you more information. With
the multiple market-maker system in
Nasdaq, there is the ability to view
the entire market in one glance, see
market trends and individual stock
movements, recognize whao is affect-
ing that market, and negotiate with
them directly. Because it is a live,
hands-on environment, we can react
immediately for our customer. The
electronic market ensures and facili-
tates the transparency that broker/
dealer, trader, and investor are look-
ing for when it comnes to market
information. In the auction-type
environment of the exchanges, you
do not know whether it is the spe-
cialist offering, whether it is the
public offering, or what 1t is.

Does information come faster on an
electronic or floorbased market?

Tom Terry

Terry: You get information faster in
an electronic market. Everyone has
the same access. Everyone has the
ability to see the bid and ask and
last-sale prices at the same time. It is
immaterial whether the person
behind the terminal is in Los
Angeles, in New York, or in
Columbus —- everyone is on the
same level playing field.

What steprs has the NASD taken to
ensure the integrity of trading in OTC
stocks not listed on Nasdaq both for the
trader and the investing public?

Campbell: The startup of the OTC
Bulletin Board® has brought
improved price discovery and firm
quotes to thousands of stocks in this
market. This is a definite benefit to
these companies, their investors,
and the -egulators. A series of
enhancements to the Bulletin Board
in 1991 has increased the opportu-
nity for small companies to have
their securities brought Lo the atten-
tion of investors.

Terry: What the Bulletin Board has
done is to move the National
Quotation Bureau’s “Pink Sheets”
into the 21st century. It has created
an efficient over-the-counter market
facility that will sexrve as a seasoning
ground for companies until they
qualify for listing on The Nasdag
Stock Market. The pre-Bulletin
Board OTC market had day-old
information printed on paper
sheets. The new OTC Bulletin Board
market has real-time data that ehmi-
nate the need for traders to obtain
quotes by phone. Real-time data and
ready access are the reasons why we
have scen considerable interest and
activity in this market among indi-
vidual investors and market profes-
sionals.



THE INVESTMENT
BANKER

Corporations Seeking Capital
Return fo the Equity Marketfs

An inrerview wirh W. Carter McClelland, Managing Direcror,
Corporare Finance, Morgan Sranley & Co., Incorporared

What kind of a year was 1991 for IPOs
[initial public offerings | and secondary
offerings on The Nasdaq Stock Market?

A record number of issues came to
market in 1991 due mainly to the
tremendous upswing and renewed
interest in equities. Nasdaq compa-
nies accounted for well over half of
all domestic equity issues and close
to 75 percent of domestic IPO offer-
ings.

What is ii that afiracts companies to
the Nasdaq market?

For the most part, a Nasdaq listing
provides a greater opportunity to
cultivate continued investor interest
because rrading is carried out by the
actual market makers and not disin-
terested specialists. Also, listing on
Nasdaq can be accomplished with a
relatively minimal administrative
burden.

Are there any disadvantages to a
Nasdag listing?

There are no disadvantages. There
is, however, the misconception by a
few that it’s a market for smaller-
capitalization companies only.

While Nasdaq does provide an excel-
lent place for emerging growth
companies to begin life as publicly
traded entities, it has a solid register
of billion-dollar companies as well.
think that Nasdaq’s success in recent
years has greatly reduced this mis-
conception.

What accounts for the recent surge in
equity financing?

The greatest motivation for the
surge in equity issues has been the
widespread trend toward deleverag-
ing. Corporations began to realize
that the higher levels of debt taken

on in recent years did not necessari-

ly provide a better overall capital
structure. This created a tremen-
dous need for equity. The only real
disadvantage behind the accelerated
trend toward equity issuance is that,
for some companies, equity may not
be the least expensive form of
financing.

Those companies that were not
caught up in the leveraging of the
1980s, or for which a certain level of
debt has proven to be sustainable,
found the fixed-income marketplace
quite receptive in 1991 as well.
Declining interest rates have made
debt financing an attractive source
of capital. But corporations that are
small, or those for which interest
payments would represent an undue
burden, are better off participating

in the equity markets.
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What factors are considered in
the timing of a primary or sec-
ondary offering?

The past and expected future
financial performance of the
issuing company are always of
prime concern in either type
of offering. Equally important
is the strategy that the compa-
ny has to expand its business
against encroaching competi-
tors. The overall health of the
equity market must also be
taken into account. Even the
most well-positioned offerings
can be adversely affected by
poor market conditions.

What challenges do investment
bankers currently face in the
distribution of primary and
secondary offerings?

When Morgan Stanley partici-
pates in an offering as a lead
manager, it is the overseer of a
transaction involving three
entities: the issuing company,
the underwriting syndicate,
and the potential investors.
The overall goals are to pro-
vide the company and/or its
mvestors with a certain level of
funding, to leave some room
on the upside for investors,
particularly for IPOs, and to
allow the underwriters a fair
profit for the risk they take.
However, these goals often
conflict and must be governed
by the lead manager, The
issuer obviously wants to get
the highest possible price for
its stock, while leaving some
“room for growth” to continue
attracting investors. Some
potential syndicate members
may not be asked to partici-
pate in a particular offering
because of necessary strengths
found in other underwriters.
Those underwriters that do

participate will desire an equi-
table distribution of the stock to
be sold among the syndicate
members, but various market
factors may override this. For
example, a brokerage house locat-
ed near the company may receive
a disproportionate amount of
stock to sell because of high local
demand — this can be especially
true for a company’s [PO. Finally,
syndicate members must take
care to place the bulk of the stock
with investors who will be long-
term holders — “supporters” —
of the company.

When investment banking firms
bring companies public, what insid-
er trading
precautions
do they take?

A Nasdaq lzstmg
.. pTOUZ ., es a g')"edteT additional

restricted from entering areas
where sensitive information may
be found. Finally, some firms,
such as Morgan Stanley, actually
restrict their investment banking
employees from effecting trades
in any company’s securities to
avoid even the appearance of
impropriety.

How can companies enhance the
value of their shares?

If a company has a fairly steady
cash flow, it can implement a
recurring dividend to reward its
stockholders. If a one-time cash
influx oceurs but regular cash
flow is less steady, a one-time
dividend can
help share-
holders realize

Securities - value.
firms main- Opﬁort;’MRZty tO Although not
tain a C’u,ltl’vate Contln- . as equitable to
;szhi:lese e d inv est or aE.l st-c;ckhold-
all” to _ ers, companies
scparate ZnteTBSt be(,‘ause may engage in
their invest- t?”adzng is CCZTTZEd a stock buy-
ment bank- back program.
ing activites out by the actual Such a pro-
from their m a,rk el m ak 2rs gran’{ is eco-
research and nomically
sales and . a'nd nOt dzsznte?"- . identical to a
trading dividend dec-
operations. laration. A
A special stock split is
supervisory another way

group controls what information
can pass between individuals on
opposite sides of the wall. In this
way, inside information cannot
inadvertently pass beyond the
boundaries of the firm’s invest-
ment banking division. Any per-
son on the investment banking
side of the wall is, of course, pro-
hibited from trading the securi-
ties of companies for which such
knowledge is material. In addi-
tion, members of the research
and sales and trading arms of a
securities firm are often physically

companies can potentially deliver
increased value to sharcholders.
Although this doesn’t really cre-
ate new value, experience has
shown that a split delivers a posi-
tive signal to the market that can
ultimately increase a company’s
worth. Finally, companies may
reposition themselves bv engag-

* ing in various types of mergers,

acquisitions, and divestitures, and
thus create value for stockhold-
ers.
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Customer Service in the 1990s

Aarnour A. Loudon, Akzo N.V. A
John Sculley, Apple Compurer, Inc.
William K. Coors, Adolph Coors Company
Bert Roberrs, MCl Commmunications Corporarion
Bruce A. Nordstrom, Nordstrom, Inc.

Bruce Llewellyn: The decade of the
19905 seems to have brought with it
few corporate vanguard: customer
service. Why is there so much talk
about the customer at this point in
time?

John Sculley: The increasingly per-
vasive commitment that companies
are raking to customer service is
more than a passing fad. Companies
in a variety of industries are realiz-
ing this focus is vital to their survival
in the international marketplacc. In
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the personal computer industry in
particular, customers now place a
much higher vatue on support.
Whereas only two years ago, a sys-
tem’s price/ performance, the avail-
ability of applications, and
networking capabilities were key
criteria in the purchase decision,
potential buyers are now asking,
“What is the service policy?” and

- “Who will answer my questions?”

Several PC companies have been
able to gain significant presence in _
the industry by making highly differ-

 GEOs of Nasdag

stomer service. Th,
es are.

entiated service features an integral
part of their product offering.

Bert Roberts: We have a similar
situation in the telecommunications
industry. Itis becoming increasingly
important to differentiate yourself
from the competitors, and there are
a lot of ways you can do that in
products, merchandising, and sales.
At MCI, we believe that the real
winner is going to be the company
that, in fact, has the close identity
with the customer and offers the
most complete customer service.




Liewellyn: Granted that the key to the
*90s will be the customer, is @ customer

service orientation new to your respec-
tive companies?

William Coors: We at Coors have
always focused on the customer.
The brewing business is about as
competitive as a business can be,
and if yoit are not pleasing the cus-
tomer, you are going to be out of

business.

Bruce Nordsirom: We feel the same
way. Nordstrom’s roots as a compa-

ny go back to 2 little shoe store in
Seattle at the turn of the century.
Our whole emphasis has always
been on customer service. There is
no business more custorner-sensitive
than selling shoes. It's very personal
regarding style and fit. We’ve all
been raised on this one-on-one
selling, so we understand that cus-
tomer service is fundamental to any
success we might have.

Sculley: Apple also has had a cus-
tomer service orientation since its

founding in terms of our products.
They have always been designed
from the user's point of view. Easc of
use, friendliness, easy configurabili-
ty, even enjoyment have been our
goals. When customers did have
questions, most often they turned to
computer resellers. As the
economics of the distribution chan-
nel have changec and resellers have
fewer resources, customers are
expecting the manufacturers to
answer their questions,
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Llewellyn: fust how basic is the focus
on customer service to the way your
company does business — to its
sirategic decision making, organization-
al structure, product development?

Aarnout Loudon: Akzo has been
engaged in a fundamental reorgani-
zation over the past few years with
the customer in mind. We've intro-
duced a business-unit structure o
create a more decentralized organi-
zation that would better meet the

Corvtesy The Philadetphia Coat Colre Bouting Company

demands of the market. We believe
the flexibility, shorter decision-mak-
ing lines, and greater market prox-
imity offered by our new
organization will enable the Akzo
business units to serve its customers
optimally in the 1990s and beyond.
Within the new organizational
framework, the business units have
been given greater responsibilities
to bring them into closer contact
with their various markets.
Organized into well-defined prod-
uct/market combinations, they have
the task of concentrating on their
core activities: R&D, production,
marketing and sales, and human
resources.
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Roberts: Although MCI has always
had a customer service orientation,
over the last couple of years we've
intensified our focus through orga-
nizational changes as well. On the
consumer side, we've centralized
our various customer service centers
so that they report to a single execu-
tive whose strategic goal is favorable
customer perceptions of the compa-
ny. And we’ve done it on the busi-
ness and the national account side
again by appointing an executive
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NASD Board of Governors ~ *
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Company of Wilmingfon; Inc.
Queen City Broadcasting, Inc.
Garden Srare Cablevision, Inc.

who is responsible for coordinating
the achievement of customer satis-

faction targets in our business divi-
sions.

Coors: At Coors, our companies
have addressed customer service
through a combination of training
as well as a “trans-organizational”
element, if you will. At the brewing
company, for example, we have a
formal customer satisfaction
improvement program that employs
an innovative and flexible team
concept used throughout the com-
pany. Every new emplovee reccives

eight hours of training in customer
satisfaction improvernent. Work
units are expected to meet with
customers regularly to get feedback
on how our products and services
can be improved. As problems with
customer satisfaction are identified,
teams corne together to solve them.
Continuous customer input is inte-
gral to the problem-solving process.
It’s pushed decision making down-
ward in the organization, and it
gives the people closest to the cus-
tomer more authority in responding
directly to customer needs without
going through levels of our bureau-

Cracy.

Sculley: In Apple Computer’s case,
we now acddress customer service in
the earliest stages of the product
design process. [ncreasingly, our
design decisions are influenced by
factors like ergonomics, ease of
reassembly, and commonality of
components among different prod-
ucts. Focusing on these enables us
to increase customer satisfaction
while holcing down costs. As we
prepare for Apple to enter new
product categories such as
consumer electronics, customer
service is being addressed in the
marketing plans — that is, in
advance of the product coming to
market,

Loudon: The product itself is the
focus of customer service at Akzo as
well, and we develop educational
programs 1s a supplement. Let me
give an illustration. Akzo’s Pharma
Division subsidiary Organon is one
of three pharmaceutical companies
actively involved in contraceptive
research and product development.
Most companies are not willing to
take the rizks that go together with
research and development, especial-
ly since there are already a number



of very good contraceptives on the
market. But Akzo is constantly look-
ing for better compounds that can
make contraception safer, more
effective. and more convenient.
Organon believes that the responsi-
bility of a health-care company to
improve the health and quality of
life of the people it serves goes
beyond the provision of drugs. To
this end, we sponsor and implement
contraceptive education programs
in developed as well as various devel-
oping countries. And we recently
started in Russia and Ukraine.

Roberts: MCI is making still anoth-
er kind of commitment to customer
service. We're investing substantial
capital in the information systems
that support our customer service
operation. It is important for a cus-
tomer service representative with a
telephone call from a customer to
have right there at his or her finger-
tips the information necessary to
respond immediately. It may be as
simple as bringing up an invoice on
the screen, or as technologically
sophistizated as calling up the actual
image of a letter a customer scnt us.
At the same time, when a large
account calls with a network prob-
lem, auromated computer systems
can identify exactly what that prob-
lem is and correct it. But equally
important, we are being proactive in
our approach to customer service.
For example, if we do have a prob-
lem wita a specific circuit, we’re now
frequer.tly identifying it before the
customers experience it, re-routing
the traffic, and calling the customers
to tell them of the action.

Llewellyn : Given that you are all
genuinely committed to customer ser-
vice, how do you measure customer
satisfaction, and how often?

Nordstrom: Measuring customner
satisfaction is normally a day-to-day
process at Nordstrom. Part of being
a merchant is being close to your
customer. All of us in the executive
offices are merchants, and we
answer our own phones, open out
own mail, and respond to any cus-
tomer input.

Roberts: I agree. It's important
that the measure of customer satis-
faction at MCI should not be dele-

Courrtesy Ak NV
gated downward through the
organization. I call on large
accounts to ask how we are treating
them, and [ am personally involved
in monitoring the complaints that
are addressed directly to my office.

Sculley: We measure customer
satisfaction on a continual basis for
similar reasons. Thanks to cur
large, in-house technical assistance
function, we have ongoing contact
with our customers. The people
involved in designing our user man-
uals analyze the types of questions

customers ask about specific com-
puter tasks. In other areas, statisti-
cal measures are important. For
example, for manufacturing, we
measure the percentage of products
returned because of malfunction.

Nordstrom: We also, on occasion,
hire outside people to come in and
shop our Nordstiom stores to see if,
in fact, our opinion or observation is

valid.

Sculley: Apple takes into account
outside measurements as well,
Several organizations monitor the
customer satisfaction levels of all the
major PC manufacturers on a quar-
terly basis. We watch such external
surveys closely.

Roberts: At MCI, we have an ongo-
ing in-house customer survey pro-
gram. For individual customers, we
survey monthly a random sample of
2,000 customers who have had con-
lact with our customer service cen-
ter, We examine the daia for a whole
series of parameters — Were they
satisfied? Was the problem handled
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in one call? Did they find the person
courteous? — and make corrections
if we see problems. We survey the
large national accounts quarterly,
asking them to comment on their
contact with our sales deparunent,
operations group, or customer ser-

vice — How did we respond to their
problem? How do they like our
products? Are we serving their
needs? We then conduct a
telephone follow-up with a subset of
these customers.

Courtasy Apjle ()nnfmj‘rri. fue.
Coors: Such direct customer feed-
back plays an integral role at Coors,
not only in terms of measurement,
but also in terms of compensation.
At the Coors Brewing Company,
customer satisfaction is a formal
part of each person’s job descrip-
tion and performance appraisal.
The work units meet with customers
at least once a year and many have
formal, written evaluations that are
completed annually by the customer
graups. At Golden Aluminum,
customer satisfaction is woven into
the company’s Perpetual Quality
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Improvement Program. Employees
set annual quality and customer
satisfaction improvement targets,
and receive bonuses when they
achieve them. With Graphic
Packaging Corporation, the
company factors consumer response
into its total quality management
process.

Llewellya: It sounds as if you have
established a kind of pariership with
your customers.

John Sculley

Chairman, Chief ,
Execurive Officer, and .
Chief Technology Officer
Apple Compurer, Inc.

Coors: At Coors, we do place a very
high value on customer relation-
ships, and they have been central,
really, to our ongoing success. For
example, Graphic Packaging has
received Eastman Kodak’s Quality
First gold award for six years in a
row. And over the past years, as a
result of working closely with Kodak,
we have dropped the defect rate on
a particular package we supply for
them by well over 1,000 times to
practically the zero level. Coors
Ceramics Company has also

routinely bieen recognized for its
ability to create technical solutions
that directly address customer
problems.

Roberts: At MCI, we are moving in
a similar direction by establishing a
customer service “report card,” if
you will. We are starting to measure
our executives in terms of customer
satisfactior, just as we take into
account budgets, revenues, employ-
ee attitudes, network performance,
and so forth.

Liewellyn: Now let’s turn the tables.
How do you find the NASD s and
Nasdag’s customer service efforts? Are
your needs as issuers being met?

Nordstrom: My observation is, in
short, absolutely. Like anything
else, there nave been a couple of
ups and downs. I do recall one com-
puter problem, but what I've been
impressed with is that Nasdaq has
responded promptly to these situa-
tions over the years. I know my chief
financial officer and the people in
our financial division are very com-
plimentary of the service they get
from Nasdzaq.

Loudon: For our part, Akzo is very
pleased with the services rendered
by the staff of Nasdaq's London
office and also enjoys the coopera-
tion of Nasdaq’s Washington and
New York szaff.

Sculley: At Apple, we've been grati-
fied by the increased attention
Nasdaq has paid to the service needs
of its listed companies. The ready
access to a variety of Nasdagq staff,
both regior ally and at the national
level, has been useful to us on



several occasions. Our investor
relations staff also finds the reports
that Nasdaq generates on Apple,
both the standard formats and the
customized requests, helpful in
monitoring our stock’s
performance.

Coors: We've been most apprecia-
tive at Coors of Nasdaq’s attention
to our needs as an issuer over the
years. Nasdaq's customer service is
certainly competitive with the
exchanges. The monthly statistical
summaries seem to get better each
year and offer more information,
which is very useful to us.

Roberts: MCI's answer to that ques-
tion is “very good.” Nasdaq has set
up an crganization in which there is
an individual who is responsible for
MCI who initiates meetings with our
CFO a couple of times a year and
who is accessible should we have any
problems. [ certainly know that Joe
Hardiman has taken an active inter-
est, and [ feel that if there were an
issue critical to MCI that I wanted o
raise, I would have direct access to
his office.

Liewellyn: Now, all of your companies
qualify for listing on the New York Stock
Exchange [NYSE]. Why have you

chosen Nasdaq as your market?

Loudon: Akzo’s situation may be a
little different from the other com-
panies’. The listing on Nasdaq was a
logical extension of Akzo’s investor
relations program in the USA. After
obtaining a sufficiently large share-
holders’ hase in this country, Akzo
was more or less expected to apply
for a listing. For most institutional
investors, it makes no difference
whether the listing is on Nasdaq or

7 the New York Stock Exchange. The

point is that a listing in the U.S. is
necessary to further widen the share-
holders’ base. Akzo already had a
good relationship with many of the
country’s brokerage firms that pro-
vided coverage of the company, and
they are the market makers on
Nasdaq. However, the Nasdaq listing
has improved the awareness of Akzo
in the United States.

Llewellyn: Your experience once on
Nasdaq may have something in

Courtesy Adolph Coors Compirny

common with that of other companies.
It is often said that The Nasdagq Stock
Market is particularly effective in
increasing a company’s visibility
because of its multiple market-maker
system. Are multiple market makers a
factor in your choice of market?

Nordstrom: To answer that ques-
tion, I have to refer to the history of
our company. When Nordstrom
went public 20 years ago, we were
doing approximately $40 million
annually in volume. Of course, now
we’re quite a bit over $3 billion. It
seemed appropriate to us to start
with Nasdaq when we werc a relative-

ly small, regional company, and 1
think regional is an important word
here. The Nasdag market seems to
lend itself to regional companies
because of the many local and
national market makers that you
can have there. Now we’re more
than local — a large, national com-
pany — and, as you say, we do
qualify for the other exchanges. But
we stay with Nasdaq because of the
service and because we’ve been
satisfied with the price-earnings

ApoLPH COORS COMPANY

William K. Coors
Chairman and Fresident.
Adolph Coors Company

ratio of our stock over the years and
felt that, in some measure, this is
due to the Nasdaq market.

Coors: We at Coors feel that
Nasdaq is 2 more efficient market in
terms of liquidity and speed because
of the multiple market-maker system
as opposed to one specialist.

Sculley: We also continue 1o
believe, based on our own research,
that Nasdaq's liquidity berefits our
sharcholders. The high level of
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liquidity is due to the approximately
40 firms making markets in Apple.

Roberts: MCI feels very strongly
that liquidity in our stock must be
maintained for our shareholders,
and in such a way that trading in our
stock doesn’t stop. We feel that the
liquidity that Nasdaq provides
through its multiple market makers

1s superior to the exchanges, which
basically have a single individual
who'’s trying to balance the imbal-

Courtesy MO Communications. Frc,

ance of orders. I think the prime
example of that was in 1987 when
the stock market crashed. MCI's

stock
terrns of its value — but it didn’t

ves, it was depressed in

stop trading. On the other hand,
trading int the stock of some very
premier companies on the New York
Stock Exchange was tocked up for
many hours if not longer, I think
that alone was a test of why Nasdaq
works better as a market.

Coors: All of this points to one
conclusion. The argunment that
moving to an cxchange is a natural
evolutionary step for a public com-
pany no longer makes sense, not

30

when you see the large number of
Fortune 1000 companies staying on
Nasdaq. Not enly are exchanges
costly, but they're difficult to get off
of as well,

Roberts: That's very true. Ifyou
become a member of the New York
Stock Exchange, you can’t get off
without two-thirds of your stock-
holders’ approval and 10 percent
can’t object. You ask yourself, if
that's such a good place to be, why

f Execunive Officer
Communicarions

- Corporafion

do they have to have the impedi-
ments for leaving. Maybe as a com-
pany it would be nice if we could
say, if you join MCI as a customer,
you can't leave us without paying
$100 million, or something like
that. But that’s not the way we wani
to treat customers, and I would note
that impediment is not there with
Nasdaq.

Sculley: If I could mention one
other reason for Apple’s presence
on Nasdag — as a company, we want
to be associated with technology
leaders. We view Nasdaq, with its

screen-based, computerized trading,
as such.

Roberts: Iwould agree that
Nasdaq's automation gives it a fun-
damental leadership role in terms of
how the stock markets are position-
ing themselves for the future. This
also is a reason why MCI lists on
Nasdaq.

Llewellyn: The advent of Nasdag
International>™— the extension of The
Nasdaq Stock Market as a service that
enables shares of U.S. companies to be
traded during hours when the London
Stock Excharge is open —— 3:300 9
a.m., Eastern Time — has us all
thinking about the possibility of our
companies’ stock being traded 24 hours
a day by investors all over the world.
How importunt is it to your company to
diversify its shareholder base overseas?

Sculley: Agpple is an international
company, with an international base
of customers, suppliers, and
investors. We want to make it easy
for people to own Apple stock and
participate in our future. Qutside
the U.S., our shares are traded on
the Tokyo and Frankfurt exchanges.
Nasdaq International will be anoth-
er important way to facilitate owner-

ship of Apple stock.

Roberts: As the international mar-
ket for MCI's products and services
has grown, it has become increasing-
ly important for us to broaden the
ownership of our stock internation-
ally as well. We’ve got to have inter-
national markets for stock.
Obviously, the step that Nasdag has
taken is eritical to larger companies
like MCI that require this visihility
overseas.



Coors: Well, Coors has always had a
following outside of the United
States. As we expand our operations
internationally, certainly Nasdaq
International will be an excellent
tie-in with our investor relations
efforts to broaden that sharcholder
base even further.

Nordstrom: I don’t think it’s real
important to Nordstrom at this
point ir. time. But we do have some
important holders of our stock over-
seas. We have discovered that, at
least in our case, those people that
do hold our stock around the world
seem on the average to be more
patient than people in this country,
s0 it’s in quiet hands, and we appre-
ciate that.

Loudon: For Akzo, the situation, of
course, is reversed. In geographical
terms, about 20 percent of Akzo’s .
activities are based in the U.S. We
are plezsed that this is currently
reflected by our shareholder base
there. The majority is held in ADRs

[American Depositary Receipts], but

.S, investment in our common
shares has increased since the
listing.

Llewellyn: One final question: In your
opinion, what would the stack market
of the future look like?

Nordstrom: For me, the Nasdaq
market obviously is the basis for
whatever stock trading evolves into
in the future. And it would seem to
me, and I would guess to most peo-
ple, that the floor-based exchange is
something that witl be phased out.

Loudon: Akzo is listed on all major

European stock exchanges as well as
on Nasdaq and is, therefore, familiar
with both the floor-based exchanges
and the electronic computerized

screen-based markets. In view of the
concurrent trends toward further
globalization and 24-hour trading,
we expect that screen-based
exchanges will take the lead in the
future. Floor-based trading
exchanges, like the Amsterdam
Stock Exchange, may have a long
life, however.

Coors: It’s all rather subjective.
There's no doubt in my mind that
the exchange floor will go the way of

Caurtesy Novedsirom, e

the dinosaur. Nasdaq's electronic
trading system is a natural model for
securities markets to emulate in
today’s computerized global market-
place. The photograph of paper
being thrown in the air with hun-
dreds of traders running around on
a wooden floor may be in a musewm
pretty soon. I can’timagine seeing
it in person for very long because [
don’t see that archaic system com-
peting in today’s world.

Sculley: We at Apple believe the

future is already here. Computer-

ized, automated, round-the-clock
trading will soon meet the needs of
increasingly sophisticated investors.
As we move forvard, we believe the
variety of financial products, such as
derivatives, that will be available for
trading in this manner will increase.

Roberts: We're probably already
close to the point where companies
that have issued equity instruments
are basically going to be in a posi-
tion where those shares will be trad-

NORDSTROM
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ed worldwide, 24 hours a day. That
means that you must have the
underlying technological infrastruc-
ture around the world so that there
won'’t be any restrictions in terms of
time or geography on trading
activity.

I think that speaks well for Nasdaq,
which has had the insight ro take a
leadership role in technology and
automated systemns and not, if you
will, constrain izself to an exchange
and a location.
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Achieving Efficiency, Fairness,
And Performance in 1991

Market Performance

The Nasdaq Stock Market

Breaks Numerous Records

In 1991, The Nasdaq Stock Market broke many records
as a result of a rediscovery of equities by investors,
renewed interest in growth stocks, and a substantial
increase in initial public offerings.

The Nasdaq Composite Index rose 56.8 percent during
1991, almost triple the 20.3 percent increase of the Dow
Jones Industrial Average, more than double the 26.3
percent of the Standard & Poor’s 500, and well above
the 43.7 percent of the Russell 2000. The Nasdaq
Composite’s gain was more than double the rise in the
composite indexes of cither the New York Stock
Exchange or the American Stock Exchange.

Nasdaq Share Volume, Dollar Volume,
Market Capitalization Soar

Nasdaq’s share volume jumped to 41.3 billion as its
dollar volume of trading soared to $694 billion, surpass-
ing the previous highs of 37.9 billion shares and $500
billion, respectively, set in 1987. The new dollar volume
figures firmly establish Nasdaq as the third largest equity
market in the world.

The market capitalization of Nasdaq companies also
grew dramatically, finishing the year at $508.3 billion.
The major industry categories that propelled Nasdaq's
advance in 1991 were pharmaceuticals, which rose 177

percent during the vear; health services, 127 percent;
computer and data processing services, 107 percent;
medical instruments and supplies, 102 percent; and
business services, 85 percent. The most actively
traded stock was Intel Corporation, with a volume

of 553.4 million shares. Microsoft Corporation was
the market-value leader at $19.5 billion as of
December 31,

Marker Quality and Services

Nasdaq International Becomes World’s First
Intercontinental Stock Market

‘The SEC approved Nasdaq Iniernational, the trans-
Atlantic extension of The Nasdaq Stock Market, for a
two-year pilot operation. Nasdaq International’s
European trading session, which runs from 3:30 to

9 am., ET, is a first step toward the coming 24-hour
global equity market. Both NASD member firms and

- their approved United Kingdom affiliates can be

eligible market makers. Securities qualifying for
quotation in Nasdaq International are Nasdaq
National Market issues, regular Nasdag foreign secu-
rities (except Canadian) and American Depositary
Receipts {ADRs), and equity securities listed on a
U.S. securities exchange.

Short-Sale Rule Aims

To Limit Abusive Short Selling

Responding to issuer, investor, and member con-
cerns, the NASD Board approved and submitted for
membership vote a short-sale rule for Nasdaq

32




National Market securities. The proposed rule was
developed by a consensus among various NASD com-
mittees and has the overwhelming support of Nasdag
companies. Comparable to the short-sale rule for
exchange-listed securities, the new rule would pro-
hibit short sales at or below the current inside bid
when the inside bid is lower than the preceding bid.
In effect during normal domestic market hours, the
rule would include an exemption for shortsale trans-
actions by qualified market makers. The rule has
been crafted to assure both issuers and investors that
they are subject to at least equivalent protection from
inappropmate short selling in the Nasdaq market as
they are on an exchange.

Rule Changes Preserve SOES

As Service for Individual Investors
Expanded definitions under the rules to the Small
Order Execution System (SOES) were approved by

the SEC. They preserve the system as an automated
paperless service that ensures the small retail investor
etficient, fast, and inexpensive executions in The
Nasdaq Stock Market. The rule changes essentially
prohibit professional traders from executing orders
through SOES. Accounts may be designated as pro-
fessional trading by the NASD if there are onc or
more factors present such as excessive frequency of
short-term trading and short-sale transactions, the
exercise of discretionary authority over the account
by a broker, and physical access by the owner to a
terminal with SOES execution capability.

SelectNet Automated Negotiation Trading
Service Completes Successful First Full Year
| SelectNet, the screen-based negotiation and execu-
tion trading service for the Nasdaq market, complet-
ed a highly successtul first full year of operation.
Traders entered 3.44 million trades representing
6.87 billion shares and executed 1.07 million trades

totaling 1.65 billion shares. By eliminating the tele-
phone in trade negotiation, SelectNet is significantly
increasing execution efficiency.

Higher Basic Listing Standards Reflect
Stature of The Nasdaq Stock Market

The basic entry and maintenance standards for com-

panies seeking to list on Nasdaq were increased,

while Nasdaq National Market listing standards, which
exceed these requirements, remained unchanged.
The new entry standards, approved by the SEC, now
require a minimum per-share bid price of $3, two
market makers, a public float of 100,000 shares, §1
million in market value of public fioat, $4 million in
total assets, and $2 million in capita. and surplus.

After listing, a company must contirue to satisfy vari-
ous objective criteria known as maintenance stan-
dards. Under the new requirements, a company must
maintain a minimum per-share bid price of §1, have
$2 million in capital and surplus and a market value
of public float of $200,000, and maintain two market
makers. The higher standards reflec: the increased
stature of The Nasdaq Stock Market as well as the
quality of Nasdaq companies and the strength of
investor interest in them.

Additional Nasdaq enhancements are imminent.
Pending SEC approval, transactions in the 1,600-plus
Nasdaq securities not listed on the Nasdaq National
Market will soon be reported within 90 seconds. This
real-time reporting, which already exists for Nasdaq
National Market issues, will provide additional market
information for the investing public and trading com-
munity as well as enhance the NASD'’s regulatory over-
sight of this market.

OTC Bulletin Board Enhanced

For Investors, Traders, Issuers

A number of enhancements for all participants has
improved the OTC Bulletin Board, the electronic,
screen-based market for quoting securities not listed
on The Nasdaq Stock Market or any U.S. exchange.
The most important of these is that all quotations on
domestic stocks entered by market makers, whether
one- or two-sided, must be firm for 4 minimum of one
unit of trading. In approving this proposed change,
the SEC said that “the NASD is furthering the execu-
tion of customer orders at the best available price and
fair dealing among the service market makers.”
Quotations displayed in the service for foreign securi-
ties (including Canadian stocks) and ADRs remain
indicative and subject to twice daily npdates only.
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Other OTC Bulletin Board changes were imple-
mented as well. They include: (1) the calculation of
the inside (best bid and ask) quotation based on bids
and offers entered by registered market makers in a
particular security; (2) an improved query capability
that provides ranked bids and offers for individual
securities and corresponding market-maker identi-
fiers; and (3) faster access to the OTC Bulletin Board
through the NASD’s Workstation service.

in addition, a vendor feed of OTC Bulletin Board
inside quotations and individual market-maker
quotes, including an identifier for nonfirm prices in
tareign and ADR issues, is available to almost
200,000 broker terminals. This gives the stocks quot-
ed on it the potential for worldwide visibility.

The PORTAL™ Market Seeks Conversion
Into Open Information and Trading System
Awaiting SEG approval is an NASD plan to transform
The PORTAL Market, the automated electronic mar-
ket for private placements, from a closed regulatory
mechanism with narrow participation to an open
information and trading system. The new

PORTAL will be more useful to issuers, investors,
and securities professionals who have little interest in
the safe-harbor provisions of the original PORTAL
design. As a quotation and transaction reporting
facility, PORTAL would overcome the historic frag-
mentation, obscurity, and inefficiency of the restrict-
.ed securities market without excluding certain firms
and qualified investors from participation as the
current system may.

Regulatory Iniriarives

Regulators Show That They're

Winning the War on Penny-Stock Fraud
The “war on penny stock fraud,” initiated in 1986
and intensified beginning in 1990, notched major
victories in 1991. During the past two years, the
NASD, SEC, and other regulators stepped up
enforcement efforts of existing prohibitions against
frandulent practices. In addition, the SEC enacted a
new rule imposing explicit suitability and record-

keeping requirements on penny-stock broker/
dealers. The SEC also amended a rule to now require
broker/dealers to review, maintain, and confirm the
accuracy of certain financial and operating informa-
tior: on companies whose non-Nasdaq OTC securities
they inidally quote or resume quoting in an interdeal-
er quotation medium, such as the OTC Bulletin
Board.

NASD Adopts Rules on DPP Rollup
Solicitation Compensation, Expenses

Direct participation program (DPP) rollup rules
adopted by the NASD require compensation arrange-

~ments that reinforce the commitment of member

broker/dealers to advise their clients according to the
investor’s best interests. Under the new NASD rules,
compensation for the solicitation of DPP rollups must
be payable and equal in amount whether the limited
partners vote for or against the proposed transactions.
In addition, such compensation cannot exceed, in the
aggregate, 2 percent of the exchange value of the
newly created securities. Moreover, the general part-
ner or sponsor proposing the rollup must pay all solic-
itation expenses if the transaction is not approved by
the limited partmers. DPP rollups are the acquisition,
merger, or consolidation of an unlisted DPP into
another public DPP, corporat.on, or trust.

In a related development, the NASD issued a Notice To
Members to remind members of their responsibility to
ensure compliance with relevant regulatory require-
ments when engaging in secondary-market trading in
DPPs. The comprehensive Notice made clear that
NASD rules regarding markups, the suitability of rec-
ommendations, and best execution are applicable to
secondary-market trading in these products. Members
were informed that the NASD intends to surveil this
market closely to determine member compliance with

., all relevant rules and regulations.

Continuing Education for Brokers

Would Reassure Investing Public

The NASD Board announced plans to develop an
industry-wide program of continuing education and
assessment for securitics professionals registered with
the NASD. Member firms will have the option of
adopting an NASD-approved program for their regis-
tered representatives that must include an assessment
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feature, or requiring their personnel to undergo
periodic assessment by the NASD. The program is
being designed to increase the standards of profes-
sionalism for industry practitioners and to reassure
the investing public that securities industry profes-
sionals have a thorough knowledge of the investment
products they sell, the rules they must follow, and the
increasingly complex financial markets in which they
operate.

Proposed Change to Rule 10b-6 Would
Ensure Pre-Offering Liquidity and Depth
The NASD has proposed a modification to SEC Rule
10b-6 to reduce the negative impact that the rule has
on the market for securities of an issuer immediately
prior to a secondary offering. The exception would
permit market makers involved in secondary distri-
butions to engage in “passive market making” in the
securiries being underwritten during the pre-offering
“cooling oft” period up until termination of the
offering. Under the NASD proposal, bids or purchas-
es could be made by an underwriter so long as they
are at a price no higher than the highest indepen-
dent bid and for a quantity no greater that the
largest independent size. Adoption of the NASD
proposal would reduce market volatility and improve
the depth and liquidity in Nasdaq-listed stocks during
the two-day period prior to a secondary offering
when market makers underwriting the offering must

- now withdraw from making a market.

Report Completed on

Inducements for Order Flow

Inducements for order flow do not impair fair, effi-
cient competition, concluded a report prepared by a
special NASD committee that conducted a compre-
hensive study of payment for order flow in the indus-
try. According to the committee’s report, induce-
ments are commonplace throughout the securities
industry and are an inherently competitive strategy
in the current market structure. The report found
that order-flow inducements actually encourage
lower execution costs and enhance services to
investors because they are often related to technolog-
ical improvements and economic savings.

The report, “Inducements for Orcler Flow,” examined
the impact on investors of such inducements as pay-
ment, discounts, credit, and free services provided by
dealers to brokers in exchange for their aggregated
small orders for execution. The committee was head-
ed by former SEC Chairman David S. Ruder.

Enhanced Surveillance and Data

Planned for Fixed-Income Markets

The NASD discussed with the SEC and Congress vari-
ous plans to enhance oversight, surveillance, and mar-
ket transparency for the fixed-income markets to
address existing regulatory vacuums, the problems in
the high-yield debt market of the iate 1980s, and the
recent impropricties in the government bond market.
The NASD has proposed to the SEC the development
of an automated surveillance system for the corporate
debt market that would involve comprehensive trade
reporting for surveillance purposes. In addition, the
NASD has formed an Ad Hoc High Yield Debt
Committee that is responding to SEG proposals for
increased transparency in the high-yield debt market.
As a result of the Ad Hoc Committee's efforts, the
NASD is considering the developroent of an electron-
ic system for the public dissemination of quote and
periodic trade summary information in high-yield
debt securities.

The NASD is also working closely with the relevant
congressional committees on new legislation pertain-
ing to government securities. One of the key provi-
sions of the legislation would fill an existing
regulatory gap by giving the NASD sales-practice
authority over members’ activity in the government
securities market. Another provision contained in the
legislation under consideration would provide the
SEC with “fall-back” authority to ensure public dis-
semination of quote and trade information in govern-
ment securities are being considered.
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THE BOARD OF

GOVERNORS
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