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“If we want to continue
to be a leader in
market innovation and
in self-regulation, we
must aggressively seek
out challenges and
turn them into

opportunities.”



“For Nasdaq, a fair and
orderly market 1S not
a static market.
Every improvement
1s merely a step
toward the next

improvement.”
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3 7 1995 Consolidated Financial Statements Mission

Our mission is to facilitate cap-
ital formation in the public and
private sectors by developing,
operating, and regulating the
most liguid, efficient, and fair
securities markets for the ulti-
mate benefit and protection of

the investor,
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National Association of Securities Dealers, Inc.

Established under authority granted by the 1938
Maloney Act Amendments to the Securities
Exchange Act of 1934, the NASD® is the self-regu-
latory organization of the securities industry
responsible for the regulation of The Nasdaq Stock

Market™ as well as the vast over-the-counter

tion; registration and testing of securities profes-
sionals; on-site examinations of member firms to
determine their compliance with federal securities
laws, the rules of the Municipal Securities Rule-
making Board, and NASD rules and regulations;

continuous automated surveillance of the markets

securities market and the
many products traded in it.
The NASD, which operates Member Firms
subject to  Securities and
Exchange Commission (SEC) 5,451
oversight, is the largest self-
regulatory organization (SRO)
in the United States, with a
membership that includes vir-
tually every broker/dealer in
the nation that does a securi-
ties business with the public,
Utilizing a nationwide system
of local and standing commit-
tees composed of securitics

professionals, the NASD con-
ducts regulatory reviess of
members’ business activities,
develops rules and regula- .

Branch Offices
tions, and designs and oper-
ates marketplace services and | 58,119
faciliies. The NASD carries
out its regulatory responsibili-

ties through member educa-

operated by its subsidiary;
review of members’ advertis-
soo0 | ing and sales literature;
review  of  underwriting
50001 arrangements  proposed by
members in connection with
o new securities offerings; and
3000 | cooperative programs with

governmental  agencies and

20001 industy  organizations  to
ropp | solve  problems  affecting

investors, public companies,
0 and member firms. The
N NASD also offers a variety of

services, including arbitration
and mediation, to enable
investors and members to
resolve  disputes, and a
gooo0 | telephone number  inquiry
(800-289-9999)  to

50000 | provide investors with back-

service

ground information on mem-
40,000 . .
bers and their registered

30000 | representatives.
20,000

10,000
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1995 Statistical Highlights o

a

Membership Arbitration .

5,451 Member firms 6,055 Cases filed -

58,119 Branch offices 5,680  Cases closed >

505,047 Registered representatives 3,834 Disputes resolved between parties >

without arbitration ~

Campliance 323 Industry cases arbitrated o

2384  Main and branch office 1,523 Customer cases arbitrated N

examinations conducted 788 Cases decided in favor of customers h

4,580 Customer complaints resolved =

Qualifications o

Disciplinary Actions 241,051 Registered representative and i

1,075 Formal actions filed principal tests administered -

313 Disciplinary decisions rendered 0;

201 Offers of Settlement accepted Can[inuing Education >
440  Acceptance, Waiver, and Consent 27,968 Training sessions delivered

proceedings resolved (beginning July 2, 1995)

8 Firms expelled from membership
412 Individuals barred from the industry Adverﬁsing

9 Firms suspended from membership 47,665 Ttems reviewed from filings, spot
196  Individuals suspended checks, and investigations
Automated Market Surveillance Corporate Financing
7,859 Price and volume alerts 2,285 Underwriting arrangements reviewed
221 Formal investiga- $277.7  Billion of public
tions conducted offerings reviewed
113 Cases referred Registered 600,000 Intormation reflects data as of
to the SEC Representatives December 31, 1995.
500,000
505,647
400,000

300,000

200,000

406,106 100,000
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The Nasdaq Stock Market, Inc.

The Nasdaq-Stock Market™, the premier securities
market operated and regulated by the NASD, is
the largest electronic, screen-based equity market
in the world. Using advanced computer and
telecommunication technologies to unite its partic-
ipants, Nasdaq® enables securities firms every-
where to execute transactions for investors and

for its innovative, forward-looking growth compa-
nies, Nasclag has two tiers: the Nasdaq National
Market®, with more than 3,700 of Nasdaqs larger
companies whose securities are typically more
actively traded; and The Nasdaq SmallCap
Market™. with over 1300 smaller, emerging
growth companies. Founded in 1971, Nasdaq

themselves within an envi-

ronment of real-time trade
. Billions
reporting and  automated 120

market surveillance. In

100

addition to its use of

sophisticated  technology, a0

Nasdaq is distinguished

from traditional exchanges 60

by its use of multiple mar-

. 40
ket makers—independent
dealers who openly com- 20
pete with one another for
investor orders in each 0

Nasdaq security. Known

§ Trillion
25

20

today accounts for more
than one-half of all equity
Share Volume shares traded in our nation
each day and is the second
largest stock market in dol-
lar value of trading in the
world. More companies—
domestic and foreign—TIist
their securities on Nasdaq
than on all other US. stock
markets combined. Nasdaq
continues to be the fastest
growing securities market

in the country.

Dollar Volume




1995 Statistical Highlights °
N
Annual share volume 101.2 hillion
Annual dollar volume $2.4 trillion N
Average daily share volume 401.4 million 5
Average daily dollar volume $9.5 billion Ny
Market capitalization $1.16 trillion [N
Companies listed 5,122 ;
Issues listed 3,955 .
Market makers 912 I
Fareign securities and American Depositary Receipts (ADRs) 395 N
International share volume (foreigns and ADRs) 6.6 billion Z
International dollar volume (foreigns and ADRs) $100.4 billion ”
Number of initial public offerings 476
Value of initial public offerings $16.7 billion
Number of secondary public offerings 375
Value of secandary public offerings $25.0 billion

Information reflects data as of December 31, 1995,

mmum N3Saag Composite
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[EHRTETHI] S&/D

y Ll -t\‘\\\
\\“\\-\\\\\\LM.":'w'-“l"wwv“m”’lm,Mm?\:\\\“' NI ¥
Ly 1)
. ““‘“"WMMMM“M' L
A“wvvu\.\w"
December 31, 1990 = 100% December 31, 1995



Chairman’s & President’s Letter

=~
W
~
-~
Rt
~

For the NASD, 1995 was a year in which sweeping
structural changes were set in motion.

el

-

® Since its very beginning, the NASD has embraced hillion, a record for any U.S. stock market; this

? change. finding innovative ways to address was three times the volume of shares traded on

= marketplace trends and emerging industry issues. Nasdaq in as recent a year as 1990.

: But the change initiated in 1995 is unprecedented

) for our organization. It offers a new model for a e The Nasdaq Composite™ Index crossed 1,000,

© self-regulatory organization. It sets new standards closing at a record 1052.13; its gain of 39.9 per-
for public representation in regulatory and market cent was greater than that of any other broad
policy. And it will provide significant new price market index.

improvement opportunities for investors buying

and selling securitics on The Nasdaq Stock Market. o Nasdaq market capitalization exceeded $1 tril-
lion, closing at $1.16 tillion, a one-year gain of

Policy decisions made by the NASD Board of 475 percent; the aggregate marker value of

Governors in 1995 will have a profound

impact on the conduct of self-regulation

Chairman's

of the securities industry, the structure
of The Nasdaq Stock Market, and the
extent of public representation in policy

decisions affecting both.

We believe these changes, as they move
from approved concepts to realities, will
benefit all the constituencies we serve:
the millions of investors worldwide who
are active in The Nasdaq Stock Market
and other markets regulated by the
NASD: the more than 5,100 Nasdag
companies and the hundreds of compa-

nies who join Nasdaq in record numbers
every year; and the more than 5400
securities firms regulated by the NASD.

From an economic perspective, 1995
was also exceptional. It was a year in
which The Nasdaq Stock Market set
new records for trading volume, price
performance, and growth.

¢ Nasdaq share volume exceeded 100

lan B. Davidson
Board of Governors Chairman




Nasdaq companies was more than three and
one-half times that at year-end 1990.

In many respects, 1995 reflects a culmination of
more than two decades of growing investor recog-
nition of this country’s dynamic new economy rep-
resented by the companies on Nasdaq,

That recognition has been well rewarded. From
the start of the Nasdaq market in February 1971 to
year-end 1993, the Nasdaq Composite™ Index has
grown at an average annual compound rate of 9.9
percent versus 7.9 percent and 7.5 percent for the
S&P 500 and Dow Jones Industrial Average,
respectively, for that same period.

In the last five years alone, $1,000 invested in the
Nasdaq Composite at the end of 1990 would have

been worth over $2,800 at the end of 1995. That
same $1,000 would have grown to only $1,943 if
invested in the Dow, and $1,865 if invested in the
S&P 500.

By operating at the leading edge of economic
change, Nasdaq companies have created whole
new industies; brought about breathtaking inno-
vation in technology, healthcare, retailing, financial
services, and other fields; and redefined the word
competition. In the process, these companies have
created millions of new jobs—an estimated one of
every six in the U.S. economy in the first four and
one-half years of the 1990s.

Following the 1995 recommendations of a Select
Committee headed by former Senator Warren Rud-
man, the NASD will separate responsibility for the
operation of the Nasdaq market and the
regulation of the nation’s broker/dealers
into two distinct and independent—but
related—companies, each with signifi-
cant public representation in their gov-
erning structures.

A new entity, NASD Regulation, Inc,
will assume a substantial portion of the
NASD's role in carrying out the respon-
sibilities of the securities industry’s pri-
mary self-regulator. Its governing board
will have at least 50 percent representa-
tion from outside the securities industry.
NASD Regulation will oversee the activi-
ties of more than 5400 securities firms,
more than 58,000 branch offices, and in
excess of 505,000 registered securities
professionals. It will also regulate the
markets operated by its sister subsidiary,
The Nasdaq Stock Market, Inc.

To deal with the growing complexity of
disciplinary matters, NASD Regulation
will integrate professional hearing

Joseph R. Hardim$§
President and Chief Executive Officer
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at a September 19, 1995 press
briefing in Washington, D.C.

in disciplinary proceed-

ings. While industry
volunteers will contin-

ue to constitute the majority on disciplinary panels,
hearing officers will chair, and be voting members
of, all hearing panels.

Overall, the NASD's regulatory resources will be
strengthened. In 1995, the NASD Board of Gover-
nors approved a budget that includes an 18 per-
cent increase in the NASD's 1996 outlays for
regulation and related technology support.

In December, Mary L. Schapiro, former chair of the
Commodity Futures Trading Commission and a
former commissioner of the Securities and
Exchange Commission, was named President of
NASD Regulation. She assumed her responsibilities
in February 1996. Her experience, knowledge, and
skills will serve the industry well as she leads our
efforts in regulating the broker/dealer profession.

The Nasdaq Stock Market will also operate under
a new president in a separate subsidiary encom-
passing the vast technology complex at the heart
of the market, an on-line StockWatch unit respon-
sible for trading halts, and the extensive services
provided to Nasdag companies and Nasdaq mar-
ket participants. Like the Board of NASD Regula-
tion, the Nasdaq Board will have at least 50 percent
representation from outside the securities industry.

The NASD, the parent organization, will help
establish and coordinate the policy agendas of
its two subsidiaries, provide essential corporate
services, and oversee the effectiveness of each

“ombudsman” for regulatory or market concerns
and complaints; and a new Office of Investor Ser-
vices to act as liaison with, and to monitor and
advance the views and interests of, individual
investors.

The NASD parent will have a governing board with
a majority of outside governors—a first in the secu-
rties industry. All three boards and a new nomi-
nating committee will be structured to provide
balanced representation of investor, Nascaq com-
pany, member firm, and other constituent interests.

This restructuring, approved in early 1996 by a
vote of the NASD membership, follows in every
major respect the landmark recommendations of
the seven-member Select Commitiee in its 400-
page report.

The NASD and Nasdaq Boards also acted
decisively to expand investor opportunities for
price improvement in buying and

selling securities on
Nasdaq. In September,
the NASD and Nasdaq
filed with the SEC a pro-
posal called NAgcess™.
NAqcess will feature a
unique limit-order file in
which customer orders
on opposite sides of the
market will be automati-
cally executed whenever
they are at prices better
than the best market-maker
bid or offer on Nasdaq,

RUDMAN REPORT-— L o ‘ . . . o

- officers into its process.  organization as it carries out its respective =
Joseph R. Hardiman, NASD o . ] e N
. .| These individuals will  responsibilities. -
President and CEO (lefY) and | pjay 4 key role in man- ~
Jormer US. Senator Warren B, | aging cases and han-  The NASD parent will house two key oversight and S
Rudman discuss the Select | dling the many legal  liaison operations: a much-strengthened Office of i
Committee’s Report and ﬂg_e o . and procedural issues  Internal Review to conduct regular internal audits =
NASD's response wztbreporters that increasingly arise  and reviews of NASD Regulation and act as “
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Chairman's

Not all major initiatives in 1995
involved structural change. Sev-
eral deserve special mention.

At year-end, Nasdaq'’s capacity
was expanded to handle one

billion shares a day as part of | o
COmmission.

NEW NASD REGULATION
SUBSIDIARY CREATED~—
The first chairman of NASD
Regulation, Inc. is Mary Alice Brophy
(left) of Dain Bosworth Incorporated
and the company’s first President is
Mary Schapiro, forméi Chair of the
Commodity Futures Trading

want to pay special tribute
to the members of the
NASD Select Committee on
Structure and  Governance:
the Honorable Warren B.
Rudman, Chair; Jean W.
Gleason; Stephen L. Ham-

merman; Peter S. Lynch;

an ongoing, $180 million sys-
tems migration that represents the largest and most
complex single technology project undertaken by
any major U.S. stock market.

Elements inchude the conversion of the vast Nasdaq
telecommunications network from an analog to a
digital base, upgrade of the industry’s first fully
redundant system in case of primary system failure,
a complete hardware changeover, and the upgrade
and integration of software driving Nasdaq’s
unique trading systems. The new systems will also
enhance the NASD's advanced market surveillance
capability and other regulatory programs.

The NASD in 1995 took regulatory leadership
in proposing new rules governing customer-
complaint and significant-event reporting, cus-
tomer cold calls, mutual fund sales practices, and
brokerage activities conducted by NASD members
in banks; in changing non-cash compensation prac-
tices to reduce the potential for conflict of interest
between brokers and their customers; in strength-
ening compliance with trade-teporting and firm-
quote rules; and in continuing eclucation for
securities industry professionals, among other areas.

In closing this summary of a remarkable year, we

lan B. Davidson
1995 Chairman

10

Robert H. Mundheim; Irving R. Pollack; and A A.
Sommer, Jr. Ably assisting the Committee in its
work was its counsel, Mark Belnick. The work of
this Committee is truly shaping the future of the
NASD and The Nasdaq Stock Market.

In looking to the future, we would like to offer a
perspective from the past. In 1971, the first year of
Nasdaqs operation, the personal computer did
not exist. Biotechnology was more of an idea than
an industry. Telecommunications and computer
software were in their infancy. Revolutionary
changes that would reshape healthcare, retailing,
and financial services were yet (0 come.

For the past two and a half decades, Nasdaq com-
panies, with their innovative spirit, have led in the
creation or reengineering of these industries so
pivotal to our nation’s new economy. Contributing
to their success has been the capital formation
expettise of member firms and the foresight of
investors who recognized their potential. As Nas-
daq marks its 25th year of operation in 1996, Nas-
dag companies, investors, and member firms
should feel a special pride in the role that they all
have played in this economic revolution. Like

them. we believe our best days are ahead.

Joseph R. Hardiman
President and CEO
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1995-The

For the NASD. 1995 was a year of substantial
change. It was also a year in which the NASD
vigorously carried out its responsibilities of reg-
ulating the broker/dealer profession and the
securities markets it operates.

Significant Enforcement

Actions Taken in 1995

The mix of major cases brought by the NASD in
1995 spanned the full spectrum of sales-practice
abuse and involved a wide range of securities
products, including derivatives, mutual funds,
and new ofterings of equity securities, A total of

954 cases were decided, resulting in the expul-
sion from membership of eight firms and the
suspension of another nine. Moreover, 412 reg-
istered persons were barred from the securities
industry and another 196 were suspended. The
monetary sanctions imposed totaled $46.9 mil-
lion, of which $17.1 million was in the form of
restitution directed to investors.

NASD Participates in Cooperative
Enforcement Initiatives

During 1995, the NASD participated in several
cooperative enforcement programs with the SEC,
other government agencies, other SROs, and
state regulators. These included a Joint Regulato-
ry Sales Practice Sweep with the SEC, the New
York Stock Exchange (NYSE), and the North
American Securities Administrators  Association
(NASAA). The purpose of this effort was (o iden-
tity problem brokers, review their sales practices,
and assess whether adequate hiring, retention,
and supervisory practices existed at the firms
employing them. Some 347 brokers from 101
tecun‘ties firms were selected for review.

F National Association of Securities Dealers,

1995-The Year In Review

More broadly, in 1995 the NASD continued to
work side by side with state and federal law
enforcement  agencies, including the Federal
Bureau of Investigation, the Internal Revenue
Service, and various US. Atorneys around the
country. These cooperative efforts have led to a
number of criminal prosecutions, convictions,
and imprisonment for serious sales-practice and
other abuses.

In late 1995, the NASD joined the SEC, the
NYSE, the American Stock Exchange (Amex),
the Chicago Board Options Exchange, and
NASAA in signing a Memorandum of Under-
standing to promote cooperation and coordina-
tion among the SROs and state securities
commissions that have authority to examine the
financial condition and business practices of
securities firms.

NASD Introduces Innovative
Enforcement Programs

During 1995, the NASD completed work on a
new examiner training and performance sup-
port system. Designed to assist the regulatory
staff in keeping abreast of trends, the program
relies on computer-based training, self-paced
training, performance support technology, and
on-site mentors.

The program, designated CornerStone, repre-
sents a radical departure from traditional
training methods by providing examiners with
on-line access to databases on various
securities-related products and provides “just-in-
time” training capabilities that are available 1o
users on demand.

12



National Association of Securities Dealers, Inc.

The NASD also inuoduced a National Regula-  to the NASD's surveillance capabilities and its
tory Plan to provide for timely identification  investor protection programs.
of high-risk firms, individuals, practices, and
new products and to prescribe an appropriate
regulatory response that cuts across individual — Mediation Program Launched
District and Department boundaries. To complement its dispute resolution services
and provide an alternative to litigation, the
NASD in 1995 developed and launched a medi-
Market Surveillance ation program. The NASD currently operates the
Capabilities Strengthened most active arbitration forum in the securities
The NASD's automated market surveillance sys-  industry for dispute resolution, now processing
tem was significantly improved in 1995 with the ~ some 86 percent of all cases filed. During the
implementation of RADAR™, the Research and  first six months of the mediation program, over
Data Analysis Repository™. This totally new sys- 80 percent of the cases submitted resulted in set-
tem was made possible by the new Nasdagq  tlements. Further, cases are being resolved with-
technology and its open architecture design.  in an average of 30 days from the parties
RADAR consists of a market surveillance — agreement t©o mediate.
“superstation” that combines a powerful work-
station interacting with a local database utilizing ~ Mediation has the potential o become  as
local applications. popular as arbitration because it is as fair, but
more simple, and more costeffective than
RADAR provides immediate access to market — arbitration. Tt provides the parties, typically
data and other related information, dramatically  investors and members, with a way to resolve dis-
increasing the speed and flexibility with which  putes more quickly and less expensively. By
large quantities of data are ana- design, it is less formal than arbitration or litiga-
lyzed. Whenever Nasdag’s Stock- tion, does not impose a decision,

Watch  Automated  Tracking™ and creates a non-

adversarial environ-
ment that is controlled
by the disputing parties.
The mediator facilitates

(SWAT™) system detects unusual
price or volume movements in a
stock’s trading, RADAR assists
market surveillance analysts by
rapidly pinpointing the s
identity of the securities NASD

negotiations between the
patties within a flexible

) ‘Mediition ! )
firms responsible for the .,y format  determined by
‘ o ¥ - .
trading, the precise time ¥ them, hopefully helping
D

at which trades took them find a mutually

place, how much was acceptable resolution of their
bought or sold and for dispute.
whose account. RADAR

is a major enhancement

13
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administered by the
all persons on the

MANDATORY
TRAINING FOR
BROKERS BEGINS—

The Continuing Education

Program bas been designed
to belp securities profession-
als earn the trust and confi-

dence of investors by main-

taining high minimum stan-

dards of competence and

professionalism.

Continuing Education
Program Begins
During the past two years, the NASD and five
other self-regulatory organizations, along with a
representative group of 13 member firms, devel-
oped a Continuing Education Program that is
uniform across the entire industry. Designed to
build investor trust and confidence, the program
has two parts: a Regulatory Element and a Firm

Launched in July 1995, the Regulatory Element
takes the form of

computer-based  training
NASD. It is required for
second, fifth, and tenth
anniversaries of their ini-
tial securities registration.
The training focuses on
their  knowledge of
applicable requirements
relating to registration
and reporting; ethics and
sales practices; business
conduct; trade and settle-
ment practices; and secu-
rities distributions.

The Firm Element, effec-
tive January 1, 1996, sup-
plements the Regulatory
Element. Each
required to prepare and

firm is

implement an annual training plan to provide
training to all registered persons having direct
contact with customers, and the immediate
supervisors of those registered persons. The
training must meet minimum standards and
focus on the particular investment products and
services that each firm offers its customers.

National Association of Securities Dealers, Inc.

Member Suitability Obligations

To Institutions Clarified

To provide guidance to members making rec-
ommendations to institutional the
NASD filed for SEC approval a new interpreta-
tion to its rule that requires firms to have reason-

Investors,

able grounds for believing their investment
recommendations are suitable for customers.
The two most important considerations under
the interpretation are the customer’s capability to
evaluate investment risk independently and the
extent to which the customer is exercising inde-
pendent judgment in evaluating a member's rec-
ommendation.

Relevant considerations in determining an institu-
tional investor’s capability to evaluate risk could
include the use of consultants, investment advis-
ers, or bank trust departiments; the general level of
experience in financial markets and specific expe-
rience with the type of instrument being recom-
mended; the ability to understand the economic
features of the security; the ability to indepen-
dently evaluate how market developments would
affect the security; and the complexity of the secu-
rity itself.

Considerations for determining whether an
investor is making independent investment cleci-
sions include the understanding between the
member and the customer regarding their rela-
tionship and the services to be provided;
whether the customer has accepted the mem-
ber's recommendations in the past; the cus-
tomer’s use of investment advice obtained from
other member firms or professionals; and the
extent of the information the customer has pro-
vided the member firm for discussing recom-
mended transactions.

15
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National Association of Secvurities Dealers, Inc.

New Restrictions on Broker/

Dealer Incentives Planned

In 1995, the NASD took steps to restrict the cash
and non-cash compensation received by bro-
ker/dealers and their associated persons who sell
investment company and variable contract secu-
rities. This action was in response (o the increds-
ing use of non-cash compensation as an incentive
to encourage the sale of these products.

For the most part, the proposed rule would pro-
hibit associated persons from receiving any
compensation, cash or non-cash, from anyone
other than the NASD member with which the
person is associated. The rule would require
that members maintain records of compensa-
tion received by the firm and/or its associated
persons from offerors. It would prohibir mem-
bers from receiving cash compensation for the
sale of investment companies, unless the
arrangement is described in the current
prospectus. With certain exceptions, the rule
would prohibit members and associated per-
sons from accepting any non-cash compensa-
tion that they are offered.

Exceptions would permit, under specific restric-
tions, in-house sales incentive programs for a
member’s associated persons, and sales incen-
tive programs of a non-member for the associ-
ated persons of its broker/dealer subsicliary.
Additional exceptions to the prohibition would
permit payment or reimbursement for training
and educational meetings held for associated
persons of broker/dealers, gifts of up o $100
per person annually, and an occasional meal,
ticket to a sporting event or theater, or compa-
rable entertainment for associated persons and

their guests.

New Rules for Braker/Dealers
Operating on Premises of Financial
Institutions Proposed

The NASD filed a proposed new rule with the
SEC in 1995 to eliminate the confusion that may
arise when both insured deposit instruments
and securities products, such as mutual funds,
are offered to retail customers from a single
location on the premises of a bank or other
financial institution.

A major feature of the rule is the requirement
that a member firm located at a financial insti-
tution (e.g., bank, savings and loan, or credit
union) conduct its securities business in a loca-
tion distinct from the area where deposits are
taken, whenever possible, and in all situations
clearly distinguish the member’s broker/dealer
services from the financial institution’s deposit-
taking activities. Further, the member must pro-
vide customers orally and in writing an
explanation of the differences in insurance cov-
erage and risks between securities and non-
securities procucts.

The rule requires that registered broker/dealers
ensure that written agreements governing bro-
kerage arrangements with financial institutions
stipulate that the SEC and NASD be given
access to the financial institution in order to
inspect the books and records maintained by
the member.

Finally, members would be prohibited from
using the confidential financial information of
the institution’s customers unless the customer
grants prior written approval. All communica-
tions with customers must clearly indicate that
the brokerage services are provided by the
NASD member, not the financial institution.
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The Nasdagq Stock Market, Inc.
The Nasdaq Stock Market Sets Performance Records

In 1995, investor participation in The Nasdaq
Stock Market surged to record levels as total
share volume passed the 100 billion mark, mak-
ing Nasdaq the first U.S. market to reach this
milestone. For the year, share volume reached
101.2 billion, up from the previous record of
74.4 billion set in 1994.

The depth and breadth of investor participation
in the Nasdaq market was similarly evident in
average daily share volume, which reached 401.4
million shares in 1995, surpassing by 36 percent
the prior record of 295.1 million shares, also set
in 1994. There was yet another record: total dol-
lar volume skyrocketed in 1995, reaching $2.4
trillion, an increase of 65 percent over 1994.

Other new Nasdaq records were set as well
The market capitalization of the record 35,122

companies listed on Nasdaq crossed the $1 wil-
lion mark for the first time

The Nasdag-100* Index, an index of the 100
largest non-financial companies on Nasdaq, per-
formed impressively, ending up 42.5 percent at
576.23. The market’s best-performing sector
indexes were the Nasdaq Biotechnology Index,
up 885 percent, and the Nasdaq Computer
Index, up 56.5 percent.

Last year established a new record for foreign
listings on Nasdaq. More foreign-based compa-
nies listed on Nasdaq than on all other U.S. stock
markets combined. The listing on Nasdaq of 14
American Depositary Receipts and 55 ordinary
share securities during 1995 brought the totals to
115 and 280, respectively, both new records.

Nasdag Companies Raise Record
Amounts of Capital, Create Jobs

This past year was an excellent year for compa-
nies raising capital. A total of 476 first-time-to-

in 1995, closing the year '
with an aggregate market $l’,f’§’§§
value of $1.16 trillion.
1,000
In terms of price perfor-
mance, the Nasdaq Com-
posite crossed the 1,000
mark for the first time on
July 17 and set its all- 400

time high of 1069.79 on

800

600

December 4. It closed 200
1995 at 1052.13, up 399 9
percent, the best petfor- S
mance of this index in a N

single year since it record-
ed a 57 percent gain in
1991.

market companies raised
$16.74 billion, the highest
single-year total for com-

Nasdaq
Market
Capitalization

panies new to Nasdaq.
Another 375 Nasdaq com-
panies raised nearly $25
billion through secondary
offerings, also a record.

—$1.16 trillion

L gs0abiion | According to a study con-

ducted by Cognetics, Inc.,
Nasdaq companies are
“powerhouses in creating
new jobs, far out of pro-
portion to their number
and size.” In its study, “The
Role of Nasdaq Companies
in the US. Economy,”
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NASDAQ COMPANIES
ARE RESPONSIBLE
FOR 1 IN 6 NEW
JOBS IN THE U.S.—
The prolific job creation of

Cognetics found that
from January 1990 to
June 1994, Nasdag
companies created
500,000 new jobs, or
more than one in
every six new jobs
Nasdaq companies is attribut- created in the Ameri-
can economy during

able in large part to their :
' k that period. This is a

relatively rapid gfowtb,

remarkable accom-
plishment, given that the 4,000 Nasdaq compa-
nies studied represented less than one percent
of all U.S. businesses.
The prolific job creation of Nasdaq companies is
attributable in large part to their relatively rapid
growth. According to Cognetics, 51 percent of
all Nasdaq companies are growing at rates it
defines as “explosive,” based on such factors as
growth in sales and employment, compared to
a national average of only 3 percent. Moreover,
the study found that Nasdaq companies tend to
grow over their entire lives relative to other com-
panies that were started at the same time.

Greater Price Improvement

The Nasdagq Stock Market,

orders that are at prices better than the best
market-maker bids and offers on Nasdaq.

NAqcess will also permit customer limit orders
that are at prices equal to or better than the best
market-maker bid and offer prices to become
part of the best bid/best offer quotation distrib-
uted throughout the entire Nasdaq system.

The new service will enable investors to get the
best available prices for their orders. They will
be able to specify the prices at which they are will-
ing to buy and sell Nasdaq securities and they will
have greater control over the prices they pay.

NAqcess has been filed with the SEC and awaits
Commission action. The concepts embodied in
NAqcess appear to be compatible with those
contained in a concept release on the subject of
handling and execution of customer limit orders
which was issued by the SEC in September 1995.
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The Nasdagq

Limit-Order Protection Extended

A new rule proposed by the NASD and
approved by the SEC in 1995 further increases
the protections afforded limit orders placed by
individual investors in Nasdaq securities.
Through prior rulemaking, the NASD acted to
prohibit member firms from trading for their
own accounts at the same or at better prices
than limit orders they carry for their own cus-
tomers. In 1995, the application of this rule was
extended to limit orders sent to a market
maker from another member firm (so-called
“member-to-member” orders). The new rule
provides flexibility in executing limit orders
placed by institutions or institutional-size
orders (those greater than 10,000 shares or
$100,000 in value).

Technology Migration Accelerated
While share volume has tripled since 1990, the
number of transactions processed by Nasdaq dur-
ing 1995 has increased nearly fivefold to more
than 55 million. This unprecedented growth in
the Nasdaq market led to a mid-year decision in
1995 to accelerate Nasdaq’s $180 million technol-
ogy migration. By year end, more than 5,300 tracl-
ing workstations were upgraded and running on
a new telecommunications network with new
central mainframe computers, half a year ahead
of schedule. Nasdaq is the first major stock mar-
ket to replace all of its technology and to do so
while continuing to operate a dynamic trading
system doing unprecedented volume. The new
technology can now handle more than 500 trans-
actions per second and trading volume of one bil-
lion shares daily while maintaining the response
times required by the marketplace.

The centerpiece of the new technology is

Nasdaq Workstation I, a windows-based trade-
execution,  transaction-reporting, and market-

information software designed to run on
Pentium-grade workstations. The system utilizes a
UNIX-based server interfacing with the central
system. This provides securities firms with flexi-
bility to use a variety of workstation hardware
and software and to customize trader-screen
displays.

Nasdaq's new central data complex employs
powerful, highly reliable Unisys 2200 and Tan-
dem enterprise-wide servers. These computers
handle many complex transactions simultaneous-
ly, including the updating of quotes, the handling
of inquiries, the entering of orders, the execution

20
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The Nasdagq Stock Market, Inc.

of orders, the generation of trade repoits, the
sending of information to the clearing corpora-
tion, and the updating of market indexes.

The new system’s open, clientserver architec-
ure gives it the flexibility to accommodate a
variety of different technologies, enabling Nas-
daq to respond promptly to the rapidly growing
needs of investors and securities firms for new
trading and market information services.

A digital telecommunications network leased
from MCI Communications Corporation links
the central data complexes at Trumbull and
Rockville to Nasdaq Workstations in the United
States and Canada. The digital system transmits
more information at greater speeds than the
analog network it replaced. The speed of the
new network is 56,000 bits per second, com-
pared to the old network’s 9,600 bits per second,
which results in a five-fold increase in commu-
nications capacity.

International Consulting
Activities Expanded

During its first full year of operation,
Nasdaq International Market Ini-
tiatives (NIMID) was both busy
and productive. Utilizing
the knowledge, experi-
ence, and expertise of
the professional staff
of the NASD and
Nasdaq, NIMI offers
a variety of consulting
services to  assist
emerging and estab-

21

lished securities markets around the world with
both technology applications and regulation.

During 1995, NIMI assisted in the creation of an
Australian small-cap market—the Australian Deal-
ers Automated Quotes, Ltd. (AUSDAQ)—featuring
competing dealers, electronic trading and simulta-
neous settlement, and delivery of securities not list-
ed on The Australian Stock Exchange. Through
NIMI, Nasdaq licensed its Automated Confirmation
Transaction Service™ (ACT™) software to the Soci-
ete des Bourses Francaises (SBF). NIMI also
worked with the securities practitioners of the
Russian Federation to create its first national self-
regulatory organization, PAUFOR, located in
Moscow and modeled on the NASD.

During 1995, The Nasdaq Stock Market worked
with Furopean venture capitalists, issuers, and
dealers in support of the development of a pan-
European, Nasdaqglike, dealer-driven, electronic
stock market for growth companies. The Euro-
pean Commission and an increasing group of
European investors and market professionals
recognize that the presence of a Nasdag-like
market will significantly enhance the capital for-
mation process in Europe for growth
companies. The formation of
the European Association of
Securities Dealers  Auto-
mated Quotation sys-
tem (Fasdag) and its
related trade associa-
tion, the Furopean
Association of Securi-
ties Dealers (EASD),
is a direct response to
this need.
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of overseas-hased institutional
investors.

Headquartered in London,
Nasdaq] International provides
an array of services to both
domestic and foreign compa-
nies. With representatives
based throughout the world,
this office assists foreign com-
panies in accessing the U.S.
capital markets and in gaining
a listing on The Nasdaq Stock
Market. On behalf of US.
issuers, Nasdaq International
arranges overseas investor
seminars to help companies

NASDAQ IS AN
INTERNATIONAL
MARKETPLACE—
Nasdagq lists hundreds of
companies from ;
around the world
and attracts thous-
ands of overseas
investors.

The Nasdaq Stock Market is an international
marketplace with hundreds of company listings
from around the world. It is also a market that
has attracted active participation by thousands

of shareholders.

Foreign Securities
and ADRs

500 Listings
400 g\

300 ’4\ \

20 4@ | 785280
100 (.

Foreign
" Securities N3

(T ADRs

—— 115

Billions
7.0

6.0
5.0
40 — 6.6

20 k L33

Nasdagq International Lid.
Serving Companies Worldwide

in their efforts to expand their international base

In 1995, senior officers from a

number of companies headquartered in the
United States met with over 200 institutional

investors across Europe in
meetings organized by Nasdaq
International.

To help The Nasdaq Stock
Market stay in touch with
emerging global trends, an
NASD International Markets
Advisory Board (IMAB) meets
twice a year to provide the
Nasdaq Board with insights
and judgments on develop-
ments in the major internation-
al markets of the world.
In 1995, the IMAB met in
Buenos Aires, Argentina and in
New York.
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The Nasdoeg Stock Market Educational Foundation, Inc.
Foundation Grants Advance Economic Literacy

Established in 1993 as an independent entity,
The Nasdaq Stock Market Educational Founda-
tion provides financial support to programs and
projects that foster economic literacy, promote
understanding of the capital formation process,
and provide an education on how securities
markets operate and function.

In 1995, its second year of operation, the Foun-
dation awarded a number of general support
grants to various financial research centers of
major universities and the National Council on
Economic Education. In addition, the Foundation
issued grants to fund an assortment of specific
projects. Georgetown University's School of Busi-
ness received a grant for the development of cur-
ricula for two courses: an MBA course designated
“Emerging Companies™ and an executive pro-
gram course entitled “The Functioning and Regu-
lation of Capital Markets.” The High School of
Economics and Finance in New York City was
awarded a grant to establish a comprehen-

Sive incentive  system (o promote
academic achievement among a
student body that con-
sists mainly of inner

city children from low-income families. To Mem-
phis State University’s Institute for the Study of
Securities Markets, the Foundation awarded a
grant 1o fund the development of software to
enable academics to conduct research on per-
sonal computers with data from all of the stock,
futures, options, and commodities markets in the
United States.

The Foundation also awarded a grant to the
National Academy Foundation to enhance the
programs of the Academy of Finance (AOF) at its
high school sites in Baltimore, Maryland;
Broward County, Florida; and San Francisco, Cal-
ifornia. These locations will serve as demonstra-
tion sites for the directors at other AOF high
schools to observe and replicate. Finally, the
Foundation awarded a grant to the Securities
Industry Foundation for Economic Education to
develop a site on the Internet World Wide Web
for The Stock Market Game™. This simulation
exercise, in which more than one-half million
participate annually, introcuces elementary and
secondary school students to the fundamentals
of economics, finance, capital formation, and
securities markets.
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“Self-regulation
works because the
industry recognizes it 1s
a privilege,

not a right.”
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Michael Brown
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Edward Goldberg
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Manuel H. Johnson

Johnson Smick International
Washington, D.C.
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Fredric M. Roberts

FM. Roberts & Co., Inc.
Los Angeles, California

Michael 0. Sanderson

Instinet Corporation
New York, New York

John N. Tognino
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New York, New York
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D.A. Davidson & Company
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1995 NASD Corporate Committees

Executive

lan B. Davidson, Chairman
Mary Alice Brophy

Bruce C. Hackett

Joseph R. Hardiman
James S. Holbrook, Jr.
Richard G. McDermott, Jr.
Bert C. Roberts, Jr.
William R. Rothe

John E. Schmidt

AA. Sommer, Jr.
Raymond E. Wooldridge

Auddit

AA. Sommer, Jr., Chairman
Carl E. Lindros

Alfred E. Osborne, Jr.

James A Richter

Madelon DeVoe Talley
Thomas R. Powers, Ex officio

New York, New York

lan B. Davidson
Chairman, 1995

Finance

Richard G. McDermott, Jr., Chairman
Richard F. Brueckner
Parks H. Dalton

Edward L. Goldberg
Joseph R. Hardiman
Dennis C. Hensley
James S. Holbrook, Jr.
John W. Rogers, Jr.
William A. Rogers
Raymond E. Wooldridge

Management Compensation/
Development

Bert C. Roberts, Jr, Chairman
Edward L. Goldberg

Richard G. McDermott, Jr.

Alfred E. Osborne, Jr.

James S. Riepe

David Brooke, Ex officio

National Nominating
lan B. Davidson, Chairman
Richard M. DeMartini

Joseph J. Grano, Jr.
Joseph R. Hardiman
Charles B. Johnson
Robert 1. Kleinberg

Bert C. Roberts, Jr.
Fredric M. Roberts
John W. Ragers, Jr.
William B. Summers, Jr.

Strategic Planning
Fredric M. Roberts, Chairman
David Brooke

lan B. Davidson

Richard M. DeMartini
Stephen J. Friedman
Joseph J. Grano, Jr.
Joseph R. Hardiman
John W. Lavery

Peter B. Madoff

John E. Schmidt

AA. Sommer, Jr.
William B. Summers, Jr.

Richard G. McDermott, Jr.
Vice Chairman, 1995
Chapdelaine & Company

New York, New York

Ariel Capital Management, Inc.
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Christian Strenger
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Dr. Marzuki Usman
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Francis TF. Yuen
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David S. Ruder, Chairman
James H. Cheek, 1l

Faith Colish
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Jerry R. Roberts
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Stephen J. Friedman
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Edward B. Stead
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Carl P Sherr
James C. Stone, Il
L. Gene Tanner
John B. Weingart
Kenneth J. Wessels

William A. Rogers
Wayne Hummer & Co.
Chicago, Hlinois

Bruce C. Hackett
Salomon Brothers, inc.
New York, New York
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Corporate Financing
Fredric M. Roberts, Chairman
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John A. (Tony) Ehinger
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Programs
Lawrence A. Cohen, Chairman

Philip S. Cottone
Richard J. DeAgazio
John D. Elisworth
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E. Davisson Hardman, Jr.
Kye Hellmers

Mark G. Lopez

J. Davenport Mosby
John S. Simmers

Robert A. Stanger
Jeanne A. Wall

Fixed Income Securities
Mitch Merin, Chairman
James P Fitzgerald

Kreg Jones

Robert £. Maina

David Master
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Richard G. McDermott, Jr.
Timothy M. McKenna
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Ronald M. Pyle
Howard Schneider
J. Richard Sipes
Zack Snow

Institutional Investors
Stephen W O'Neil, Chairman
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Raymond E. Hirsch
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William J. Lippman
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James B. Otness

James F. Rothenberg
Peter Schliemann
Jonathan Simon
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Madefon DeVoe Talley
Kenneth B. Weeman, Jr.
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Vice Chairman, 1996

Southwest Securities
Group, Inc.

Dallas, Texas
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Carl E. Lindros
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New York Life Insurance Company
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Insurance Affiliated Leopoldo E. Guzman
Members Robert Melzler
Cynthia M. Orcutt, Chairman H. Nicolaas Miliward
John L. Dixon fra Robins
Dennis Hess Bryant Seaman
Edward E. Hill Robert K. Steel
Alice T. Kane
Barbara A. Kelley Investment Companies
Richard M. Reilly James S. Riepe, Chairman
Christine S. Rizzo David C. Conine
Todd A. Robinson John L. Dixon
Richard V. Silver Paul G. Haaga, Jr
John S. Simmers G. John Hurley
Robert H. Watts William G. Papesh
Thomas R. Powers
International John W. Rogers, Jr.
Robert H. Mundheim, Chairman William N. Shiebler
Carter Beese Marianne K. Smythe
David Brooke Mary Ann Tynan
Alan D. Browning Donald E. Westop
Robert N. Gordon Mark H. Williamson

Issuer Affairs
Bradley E. Sparks, Chairman
Robert S. Attiyeh
Dan A. Boone
Michael Brown

P Michael Brumm
Mary Ann Cusenza
Don Deluca

Bruce C. Edwards
Edwin Gillis, Sr.
Barry Porter

William Ruehle
Bernard W. Schotters
Barry J. Sharp

Arvid Sodhani
Gerald Taylor
Anthony Thornley
James Tolonen
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Douglas A. Wilson
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Detroit, Michigan
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Market Operations
Review

Alfred W. Anderson, Jr.
James Bellini

Daniel J. Cristofano
Gary Fender

Arthur J. Keamney
Anthony J. Manzo
James Miller

Edgar M. Norris, Jr.
Hedi Reynolds
Patrick C. Ryan
Murray H. Sandler
Richard Shenkman
Richard Sorrentino

Marketing

William B. Summers, Jr.,

Chairman
Dennis Hess
James W. Jarrett
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Jeffrey Lyons

Jerome S. Markowitz
Roger McNamee
Austin “Wing" Mayer
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John E. Schmidt
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L. Gene Tanner, Chairman
Howard L. Blum, Jr.
Sheldon M. Fechtor
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Norman H. Pessin
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John E. Schmidt
Brian Stanley
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National Arbitration
Philip S. Cottone, Chairman
Robina F. Asti

W. Reece Bader
Stephanie Brown

Alice T Kane

William S. Lapp

Joan L. Lavell

J. Boyd Page

J. Richard Sipes
Thomas W. Smith
Francis 0. Spalding
Gary L. Tidwell

Walter C. Wallace
Raymond E. Wooldridge

National Business
Conduct

Mary Alice Brophy, Chairman
Richard F. Brueckner

Edward L. Goldberg

Carl E. Lindros

Edgar M. Norris, Jr.

James A. Richter

Todd A. Robinson

William A. Rogers
R. Brian Williamson
Robert A. Woeber

Operations

Jonhn Cirrito, Chairman
Jeffrey Bernstein

Peter D'Angelo

Dennis Donnelly
Anthany Geraci

John Haynie

Edward H. Jones
George J. Minnig

State Liaison
Orestes J. Minhaly, Chairman
David J. Barrett

F. Daniel Bel!, {1}
Lewis Brothers
Richard J. DeAgazio
F. Lee Liebolt, Jr.
Jack D. Mackey
Bruce A. Mackenzie
A. Edward Moulin
Wesley L. Ringo
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Martin S. Weber
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James Bellini, Chairman

William Booker
John Braniff
Andrew Brooks
Richard Bruno
Antonio Cecin
Joseph Della Rosa
Leonard Hefter
Peter W. Jenkins
Matthew Johnson
Jerry Logan
Richard Lynch
Mark Madoff
Grace M. Mcloughlin
Robert Moore
William R. Rothe
Murray H. Sandler
Thomas Terry
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District 1

Northern California (the counties
of Monterey, San Benito, Fresno,
and fnyo, and the remainder of
the stale north or west of such
counties), northern Nevada (the
counties of Esmeralda and Nye,
and the remainder of the state
north or west of such counties),
and Hawaii; 275 members, 4.329
branches

John F Luikart, Chairman

Thomas J. 0'Connell,
Vice Chairman

Robert S. Basso
Kenneth F. Bochat
Gibbs W. Brown
Nicholas C. Cochran
John C. Helmer
Nicholas F. McClanahan
George A. Montes

District 2

Southern California (that part

of the state south or east of the
counties of Monterey, San Benito,
Fresno, and Inyo), southern
Nevada (that part of the state south
or east of the counties of
Esmeralda and Nye), and the
former U.S. Trust Territories; 434
members, 5,158 branches

Kaye M. Woltman, Chairman
Jerry M. Gluck, Vice Chairman

F. Brian Cerini

Michael A. Davis
Donald G. Gloisten
Richard B. Gunter
Benjamin £ Hammon
William A. Hawkins
Clifford P Huffman
Steven C. Jackson
Joan B. Seidet
Thomas R. Weinberger

District 3

Alaska, Arizona, Colorado, Idaho,
Montana, New Mexico, Oregon,
Utah, Washington, and Wyoming:
328 members, 6,551 branches

Otiver W. Hickel, Il Cha/‘rmaﬁ
Marilyn M. Canale, Vice Chairman

James T. Bunch
Timothy R. Chervenak
Michag! Forbes
Steven D. Frink

David A. Geaslen
William F. Groszkruger
James P. Kerr

Paul D. Murray
Richard A. Royse
Forrest D. Smith

District 4

lowa, Kansas, Minnesola,
Missouri, Nebraska, North Dakota,
and South Dakota; 298 members,
4,850 branches

Samuel M. Davidson, Chairman
Edward L. Poth, Vice Chasrman
Donald E. Walter, Vice Chairman

Patricia S. Bartholomew
Edward J. Berkson
John K. Boyd, i
Robert E. Brady

Edward J. Hentges
Kevin P Howe

J. Kenneth Ogdon
Barry Pollara

Richard S. Sims
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District 5

Alabama, Arkansas, Kentucky,
Louisiana, Mississippi, Okiahoma,
and Tennessee; 239 members,
3582 branches

Robert L. Lanford, Chairman
V. Hugo Marx, IIl, Vice Chairman

H. Kenneth Bennett
Bill Carty

Phitip J. Dorsey
Gary L. Lazarini
Colin A.P. McNease
Michaefa Dale Myers
TomR. Steele
Barbara L. Weaver

District 6
Texas; 340 members, 3,314
branches

William D. Felder, Chairman
Ed Ford, Vice Chairman

Myron H. Bond
Henry H. Clines
Kenneth R. Hanks
Paul L. Larkin
Daniel R. Leland
David Standridge
George Stark

District 7

Florida, Georgia, North Carofina,
South Carolina, Puerto Rico, the
Canal Zone, and the Virgin
Islands; 441 members, 6,463
branches

Howard Guggenheim, Chairman
Frank Inman, Vice Chairman

James W.C. Daniel

John W. Davis, Il

John L. Dixon

Jose (Andy) R. Fernandez
Mary S. Harper

James C. Hill, Jr.

W. Robb Hough, Jr.
Richard V. McGaltiard
Roy H. Seay, Jr.

Herbert Sunshine
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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
suech counties); 745 members,
10,629 branches

David H. Slavik, Chairman
Anthony J. Hyatt, Vice Chairman

Leonard L. Anderson
R. Gerald Baker

Kathy J. Birk

Ronald D. Brooks
Lewis H. Echlin, i
James P. Fitzgerald
Ruth C. Hannenberg
Thomas A. Harenburg
Wayne F. Holly

Earl Clifford Cberlin, 11}
Ronald R. Rzonca
James J. Titak
Christopher J. Whybrow

District 9

Delaware, District of Columbia,
Maryland, Pennsylvania, Virginia,
West Virginia, and southern New
Jersey (the counties of Atlantic,
Burlington, Camden, Cape May,
Cumberland, Gloucester Mercer,
Ocean, and Salem); 404 members,
5,138 branches

L. Kendall Palmer, Jr., Chairman
Allen B. Lang, Vice Chairman

Frederick J. Arnold
Michael D. Botte
Michae!l P. Bova
John J. Gray
Norman L. Hancock
John A Keeley
Scott W. Ryan
Linda D. Simon
Anthony E. Smith
Theodore W. Urban

District 10

The five boroughs of New York
City and the adjacent counties in
New York (the counties of Nassau,
Orange, Putnam, Rockland,
Suffolk, and Weslchester) and
northern New Jersey (the state

of New Jersey, except for the
counties of Atlantic, Burlington,
Camden, Cape May, Cumberland,
Gloucester, Mercer, Ocean, and
Salem); 1,444 members, 3,875
branches

Dennis Marino, Chairman
Richard D. Griffiths, Vice Chairman

Lionel C. Bandler
Howard M. Brenner
Roger J. Cohen
Florence A. Davis
James F Doolin
Michael F Dura
Michael Gironta
Joyce L. Kramer
Michae! S. Martin
Frank Masi

Blair D. Mitchell
Edwin F. Payne
Benita Pierce
Stephen F. Schwartz
Robert B. Sculthorpe
Guy G. Woelk
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District 11

Connecticut, 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): 518
members, 4,157 branches

Arthur F. Grant, Chairman
Robert H. Watts, Vice Chairman

Richard C. Fannon
John A Goc

Susan M. Goning
Edward S. Gozonsky
Grant Kurtz

Thomas M. Lewry
Francis W. Murphy
Leonard M. Rush
Mary Toumpas
James F. Twaddell

Market Surveillance
Patrick C . Ryan, Chairman
Michael Barone

J. Patrick Campbell
George H. Casey
Richard T. Chase

Gary D. Fender

Rob Gales

Roger A. Levine
Anthony J. Manzo
Robert L. Padala

Gary Sherr

Louis B. Todd, Jr.



Corporate Officers
National Association of Securities
Dealers, Inc.

Joseph R. Hardiman

President and Vice President and Treasurer Vice President
Chief Executive Officer Finance Membership !
O

Richard G. Ketchum Frank J. Birgfeld David T. Miller >
Chief Operating Officer and Vice President Vice President :‘”
Executive Vice President District Director Technology Services o
Corporate Services [

William D. Bone Willis H. Riccio o
James P. 0’Donnell Vice President Vice Fresident
Executive Vice President Technology Services District Director
Member Services

Warren A. Butler Jack Rosenfield
John E. Pinto Vice President Vice President
Executive Vice President District Director District Director

Regulaiion

James M. Cangiano Vice President and Vice President
Senior Vice President General Counsel Information Systems
Market Surveifiance

Thomas R. Cassella William R. Schief
Gerard F. Foley Vice President Vice President
Senior Vice President Compliance Enforcement/Regional Attorneys
Member Services

Seth Chamberlain Catherine Tighe
Wendell Jones Vice President Vice President
Senior Vice President Software Engineering Administrative Services
Technology Services

Frank J. Formica Beth E. Weimer
John P. Nocella Vice President Vice President
Senior Vice President Congressional and State Liaison Internal Review/CEQ

District Director

Douglas F. Parrillo
Senior Vice President

Corporate Communications

James F. Peck
Senior Vice President
Human Resources and
Service Quality

Alden S. Adkins
/ice President

James R. Allen

T. Grant Callery

R. Clark Hooper
Vice President
Advertising/Investment
Companies

Samuel E. Laughery
Vice President
Froduction Services

Deborah Masucci
Vice President
Arbitration

Frank J. McAuliffe

J. Jack Samarias

Stuart M. Fishkin
Assistant Treasurer

Joan C. Conley
Corporate Secretary
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Strategic Planning and Research
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Officers

The Nasdag Stock Market, Inc.

Joseph R. Hardiman
President and
Chief Fxecutive Officer

Richard G. Ketchum
Executive Vice President
Corporate Services

John T. Wall
Executive Vice President
Market Services

Charles Balfour
Managing Director
International Services

Andrew M. Blum
Managing Director
Member Firms and
Institutional Relations

S. William Broka
Senior Vice President
Trading and Market Services

Alberto C. Casanava
Senior Vice President
Planning and Analysis

Dean Furbush
Senior Vice President,
Chief Economist
Economic Research

John M. Hickey
Senior Vice President
Technology Services

L. Brian Holland
Senior Vice President
Issuer Services

Douglas F. Parrillo
Senior Vice President
Corporate Communications

Robert N. Riess
Managing Director
Nasdaq International
Market Initiatives

Glen R. Shipway
Senior Vice President
Trading Services

Robert E. Aber
Vice President,
General Counsel and Secrefary

James R. Allen
Vice President and Treasurer
Finance

Richard Bayha

Vice President

Market Access
Software Development

Donald Bosic
Vice President
Issuer Services

Mark DeNat
Vice President
Product Development
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Glenn C. Faulkner
Vice President
Issuer Services

Virginia T. Glenn
Vice President
Issuer Services

Richard P. Gonzalez
Vice President
Production Services
Administration

Stephen D. Hickman
Vice President
Trading and Market Services

Perry Peregoy
Vice President
Nasdaq Listing Qualification

Hilary Reilly
Vice President
Data Administration

S. Brian Wilson
Vice President
Issuer Services

William Wicek
Vice President
Computer Operations

Stuart M. Fishkin
Assistan! Treasurer



National Association of Securities Dealers, Inc.

1995 CONSOLIDATED FINANCIAL STATEMENTS
Management Report on Financial Operations

The National Association of Securities Dealers, Inc. (NASD) and
its wholly owned subsidiaries achieved record revenues of $438
million in 1995, an 18 percent increase over 1994’ level of $372
million. The $66 million revenue gain was primarily attributed to
the record share and dollar volume activity of The Nasdaq Stock
Market (Nasdaq) in 1995. Beneficial revenues included market
data fees, listing fees, charges for execution and comparison system
usage and regulatory fees.

Over one-half or $36 million of the revenue growth arose from
market information and transaction service fees. Specifically, rev-
enues from execution and comparison systems rose $17 million as
Nasdaq registered record trading volume of 101.2 billion shares, a 36
percent increase over 1994. Revenue growth was also fueled by an 11
percent increase 10 a record 295,800 in professional retail, dealer and
institutional Nasdaq market information users, as well as by the intro-
duction of value-added services and capacity through the Nasdaq
Workstation IT service. Revenues from Nasdaq issuers rose $13.5 mil-
lion as a record nurmnber of companies and issues traded on Nasdag
in 1995, and raised a record dollar volurne of $41.7 billion from ini-
tial and secondary public offerings. On the regulatory side, member
assessments were §5.7 million higher from increased net assessment
rates in 1995. Regulatory service fees grew by approximately $5 mil-
lion, mostly attributed to the volume surge in Nasdaq trading.

Expenses in 1995 increased by 20 percent to $411 million or nearly
$70 million over 1994, driven by cost growth associated with the tech-
nology upgrade of the Nasdag market systems, professional fees related
to various external studies and reviews, and development of a number
of enhanced regulatory and market applications. Specifically, during
1995 Nasdag completed a significant component of its systerns technol-
ogy upgrade by installing new and fully redundant mainframe systerns,
completed installation of a new high speed digital communications
network, and introduced a state-of-the-art trader workstation for
access to Nasdaq’s quotation and trading systerns. These develop-
menits were accelerated to significantly increase Nasdagq system
capacity in rapid response to the rising volumes experienced
throughout the year Substantial resouirces were also devoted in 1995
to designing and developing landmark systems. These included the
unique NAqeess limit-order trading system, which will provide greater
price improvernent opportunities and enhanced liquidity for
investors, as well as a number of new market surveillance systems, in
particular, the Research and Data Analysis Repository (RADAR),
which allows for markedly increased speed and flexibility to analyze
large quantities of trading data through a powerful workstation plat-
form. 1995 also saw the inauguration of a watershed Continuing
Education training program intended to enhance investor trust and
confidence in industry representatives, and an extensive data integrity

effort and conversion of disciplinary and related information on
industry professionals as reflected in the Central Registration Deposi-
tory system in preparation for roll-out of the new system in 1996.

These efforts required increased spending on technology-based
resources, including a nearly 14 percent increase in technology
staff, outsourcing of certain development and related activities to
consultants and contractors, higher communications and training
costs, and greater depreciation fron1 record levels of capital spend-
ing in 1994 and 1995. Outside of technology, staff growth rose 6
percent. The Regulation and Member Services business lines
accounted for 60 percent of these additions, with particular
increases in market surveillance staffing, to bolster case analysis
activities, and in the arbitration service, as case close-outs rose 25
percent in a concentrated effort to address rising caseloads. Head-
count levels for Nasdaq services to traders and other market partici-
pants and Nasdaq companies also rose to meet the growth in
market volumes, subscriber terminals and companies.

Considerable progress was also made in 1995 in other aspects of
the NASD's technology migration program, aimed at upgrading the
hardware and software components and systems development
methodologies for our market and corporate/regulatory systems to
improve responsiveness and flexibility for users. Spending on the
program reached $30.7 million in 1995, compared to $29.1 million
in 1994. Cumulative program expenditures since inception have
totalled approximately $142 million, including capital outlays of $53
million. The principal development efforts during the year focused
on the Integrated Quotation Management Service (IQMS), the even-
tual successor to Nasdaq's current quotation system, for which sub-
stantial development was completed and is now in quality assurance;
and the Integrated Registration and Testing Service (IRTS), which
will provide centralized qualification, registration and renewal ser-
vices to the industry as a replacement for CRD, now planned for roll-
out in 1996.

Consolidated income for NASD and its wholly-owned subsidiaries
of $27 million in 1995, before provision for income taxes, declined
$4 million or 13 percent from 1994. Net income of $17.1 million was
likewise lower by $4 million

Working capital, including the non-current portion of invest-
ments, of §181.2 million fell $13.1 million from the end of 1994, as
capital spending of $59 million followed last year's record level of $63
million. Approximately 70 percent of the capital investments over the
last two years relate to mainframe computer; communications and
desktop devices to expand systems capacity and improve throughput
for system users and enhance the productivity of the staff. Working
capital levels will continue to be prudently managed to ensure that
capital needs to fulfill NASD's mission can be readily met.
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National Association of Securities Dealers, Inc.

Management 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 state-
ments reflect informed judgments and estimates, that 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 the 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 an inter-
nal audit program developed and carried out by NASD's Internal

38

Review Department. It is management’s opinion that the system of
internal control as of December 31, 1995, 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 accounting 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 the
NASD's independent auditors covering the basis of their engage-
ment and an annual review of their independence; and all other
financial or accounting matters. The Audit and the Finance Com-
mittee (with the exception of the NASD President) consist exclusive-
ly 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 judgement as a committee member

The NASD's independent auditors, Ernst & Young LLP, have con-
ducted an audit in accordance with generally accepted auditing
standards of the consolidated financial statements of NASD for the
years ended December 31, 1995 and 1994. Representatives of Emst
& Young LLP have met with NASD management and with mem-
bers of the Audit Committee of the Board of Governors with and
without management present to discuss the results of their audits
and other accounting, auditing and financial matters.



National Association of Securities Dealers, Inc.

Report of Independent 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, 1995 and 1994, and the related consolidated staternents of income and mermbers’ equity; and cash flows for the years then
ended. These consolidated financial statements are the responsibility of the Association’s management. Our responsibility is to express an opin-
ior: 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
audit 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 statenents. 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 referved to above present fairly in all material respects, the consolidated financial posi-
tion of the National Association of Securities Dealers, Inc. and subsidiaries at December 31, 1995 and 1994, and the consolidated results of their
operations and their cash flows for the years then ended in conformity with generally accepted accounting principles.

Saret + LLP

February 23, 1996
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; National Association of Securities Dealers, Inc.
o Avdited Consolidated Financial Statements
: Consolidated Balance Sheets
= i December 31
= 1995 1994
~ (In Thousands)
N Assets
N Current assets:
‘\*' Cash and cash equivalents $ 19,476 $ 14177
~ Investments — current 67,059 43158
: Receivables and other current assets 51,555 44,829
s Total current assets 138,090 102,164
ac_» Investments — non-current 171,563 202,914
- Property and equ@pment: .
N Land, buildings and improvements 47,652 46,695
N Data processing equipment and software 153,888 124,947
h Furniture, equipment and leasehold improvements 77,226 63,068
278,766 234,710
Less accumulated depreciation and amortization (134,067) (121,064)
144,699 113,646
Other assets 4,237 4,051
$458,589 $422,775
Liabilities and Members’ Equity
Current liabilities:
Accounts payable and accrued expenses $81,732 $59,263
Deposits, refunds due and deferred revenue 46,700 51,407
Total current liabilities 128,432 110,670
Accrued pension costs 15,690 14,768
Other liabilities 7,581 7,595
Total liabilities 151,703 133,033
Members' equity 306,386 289,742
$458,589 $422.775

See accompanying notes to consolidated Sinancial statements,
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National Association of Securities Dealers, Inc.

Consolidated Statements of Income and Members’ Equity

Year ended December 31
1995 1994

(In Thousands)

SIvIouUp ULy pPoivpriosuon S66 1

Revenue
Market information and transaction service fees $171,220 $135,082
Nasdaq issuer fees 92,700 79,219
Member assessments 49,831 44,152
Registration and examination fees 45,076 45,761
Interest and other 28,636 25,988
Regulatory service fees and fines 23,557 18,406
Corporate finance fees 16,891 15,787
Arbitration fees 9,660 7592
Tofal Revenue 437,57 371,987
Expenses
Compensation 150,127 132,444
Professional and outside services 96,374 67,142
Computer operations and data communications 44,052 31,355
Depreciation and amortization 28,345 20,380
Occupancy 21,005 19,840
Travel, meetings and training 16,306 16,121
Publications, supplies and postage 13,884 10,996
Other 9,817 13,598
379,910 311,876
Systems Technology Migration expenses 30,658 29,053
Tofal Expenses 410,568 340,929
Income before provision for income taxes 27,003 31,058
Provision for income taxes 9,859 9,927
Net income 17,144 21131
Members' equity at beginning of year 289,742 268,611
Members’ equity at end of year $ 306,886 $289,742

See accompanying notes to consolidated Jfinancial statements.
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National Association of Securities Dealers, Iinc.

Consolidated Statements of Cash Flows

1995

Year ended December 31

1994

{(In Thousands)

Net income $ 17144 $ 21,131
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 29,687 22,681
Increase in receivables (6,726) {19.097)
(Increase) decrease in other assets (186) 2,067
Increase in accounts payable and accrued expenses 22,469 14,926
(Decrease) increase in deposits and deferred revenue (4,707) 9,792
Increase (decrease) in accrued pension and other liabilities 908 (1,937)
Net cash provided hy operating activities 58,589 49,563
Investing activities
Proceeds from redemptions of investments 50,749 68,571
Purchases of invesiments (43,299) (64.239)
Purchases of property and equipment, net (60,740) (59,909)
Net cash used in investing activities (53,290) (65,577)
Increase (decrease) in cash and cash equivalents 5,299 (6,014)
Cash and cash equivalents at beginning of year 14,177 20191
Cash and cash equivalents at end of year $ 19,476 $ 14177

See accompanying notes to consolidated financial statements.
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National Association of Securities Dealers, Inc.

Notes to Consolidated Financial Statements
December 31, 1995 and 1994

1. Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts of the National
Association of Securities Dealers, Tnc. (NASD) and its wholly owned subsidiaries
{collectively “the Company”), including The Nasdaq Stock Market, Inc. (Nasdaq),
Nasdaq Intemational, Ltd. (Nasdaq International), Securities Dealers Insurance
Company Ltd. (SDIC), and the Securities Deales Risk Puschasing Group, linc.
(SDRP) after efimination of all significant intercompany transactions.

NASD is 2 membership association established to regulate the Nasdaq and over-
the-counter securities markets. Nasdaq owns and operates the domestic and intema-
tional electronic Nasdaq quote and trade information system and provides national
rarket facilities to benefit NASD members and investors in their pussuit of efficient
execution of securities transactions and to help issuers reduce their cost of capital.
Nasdaq Intemational promotes the Nasdaq market worldwide, SDIC is a captive
insurance company established to reinsure risks associated with the member fidelity
bond program. SDRP is 4 risk purchasing group formed to make available profes-
sional liability insurance for NASD members,

As an association established to regulate the Nasdaq and the overthe-counter
sccuirities markets and provide information and trading services to market pattici-
pants, the Company’s receivables are concentrated with firms in the broker/dealer
industry.

Awholly owned subsidiary, NASD Regulation, Inc. (NASDR) was incorporated on
January 25, 1996. NASDR was created to assist the NASD in fulfilling its self-regulato-
ry responsibilities as set forth in Section 154 of the Securities Exchange Act of 1934

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect the amounts reported in the financial statements and accompanying
notes. Actual results could differ from those estimates.

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.

Investments

Management delermines the appropriate classification of debt securities at the
timme of purchase and reevaluates such designation as of each batance sheet date.
Debt securities are classified as held-to-maturity in accordance with the investment
policy of the Company to hold secunities to matirity. Held-to-maturity securities are
stated at amortized cost, adjusted for amortization of premium and accretion of dis.
COURIS 10 maturity.

Property and Equipment, Depreciation and Amortization

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

Software and Advertising Costs

Significant purchased application software, and operational software that is an
integral part of computer hardware, are capitalized and amortized on the straight-
line method over their estimated useful fives. All other software development costs are
charged to expense as incurred. The Company expenses adveatising costs in the peri-
ods in which the costs are incurred.

Income Taxes

NASD is & tax-exempt organization under the Internal Revenue Code (IRC) Sec-
tion 501(c)(6). NASDR is currently in the progess of applying for tax exempt status
under IRC Section 501(c)(6). All other subsidiaries of NASD are taxable entities. The
provision for income taxes includes amounts currently payable and amounts
deferved to or from other years as a result of differences in the timing of income or
expenses for financial reporting and tax puposcs.

2. Investments
Investments are made in U.S. Treasury securities and obligations of U.S. Govern-
ment sponsored enterprises and are classified as held-to-maturity in accordance with
the investment policy of the Company Throughout the year, up to 5 percent of the
investments may be classified as available for sale to satisfy cash management needs.
The amortized cost and estimated fair value of debt securities at December 31,
by contractual maturity, are shown below (in thousands):

1995 1994
Estimated Estimated
Fair Fair
Cost Value Cost Value

Due in one year orless $ 67,059 $ 67,599 $ 43158 § 43121

Due after one year

through five years 171,563 173,946 202914 194,263
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$238,622 $241,545 $246,072 $237384

The gross unrealized gains and (losses) of the investments at December 31, 1995
were $3,056,000 and (§133,000), respectively. The gross unrealized gains and (losses)
at December 31, 1994 were $113,000 and (§8.801,000), respectively

3. Leases

Furniture, equipment and leasehold improverments include the following
amounts relating to leases which have been capitalized. The initial terms of the capi-
talized leases are 60 months.

December 31

1995 1994
(In Thousands)
Fumniture, equipment and
leasehold improvements $3,371 $1,606
Less accumulated depreciation 1,271 881
$2,100 $ 725

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. Rent expense for operating leases was $10,185,000 in 1995 and $10,646,000
in 1994. Future minimum lease payments under noncancellable operating leases with
initial ot remaining terms of one year or rmore consisted of the following at December
31,1995:
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19 95 Consol zdate d Financials

Neational

Associntion of

Capital Operating
Leases Leases
(In Thousands)
Year ending Decenber 31:
1996 $ 787 $10,369
1997 410 9,222
199¢ 410 7,965
1999 410 7,182
2000 373 7,072
Remaining years — 15,446
Total minimurn lease payments 2,390 $57,256
Less: Amount representing interest 279 -
Present value of net minimum lease payments 2,111
Less: Amounts due in one year 685
$ 1,426

4. Income Taxes

‘The income tax provision includes the following amounts for the year ended

December 31

1995 1994

Current liability: (In Thousands)

Federal income taxes $ 3,328 $ 8505

State income taxes 768 2981
Total current liability 4,096 11,486
Deferved expense (bencfit):

Feceral income tixes 4,802 (1,420)

State income taxes 961 (139
‘Total ceferred expense (benefit) 5,763 (1,559)
Total provision $ 9.859 § 9
Income taxes paid during the year $ 6,891 § 15901

The effective tax rates for the taxable entities were 37% percent and 36% percent

for 1995 and 1994, respectively.

Components of the net deferred asset (liability) consisted of the following as of

December 31:

1995 1994

Defened tax assets: (In Thousands)

Network installation $ — $ 3669

Deferved entry fees 1,275 820

Compensation and benefits 1,683 1652

Otler 826 745
Total deferred tax assets 3,784 6,886
Deferred tax liability:

Depreciation 1,360 1699
Net deferred tax asset (liability) $ (576) $ 5187

5. Retirement Benefils

NASD miaintains a noncontributory, defined-benefit pension plan, along with
other arrangerents, for the benefit of eligible employees. 'The benefits are primarily
based on vears of service and the employee’s average salary during the highest 60

consecutive months of employment.

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. Contributions of $5,625,000 and $4,333,000 were required for 1995 and
1994, resyectively. The entire 1995 contribution is due by September 13, 1996.

The following table sets forth the plans™ net pension cost for the years ended

December 31

1995 1994
(In Thousands)
Service cost $ 5,029 § 507
Interest cost 5,004 4341
Actual return on plan assets (11,224) 1,223
Deferred net asset gain (loss) 8,177 (3.939)
Net pension cost $ 6,986 $§ o9
44
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The following table sets forth the plans’ funded status and armounts recognized in
the balance sheets as of December 31:

1995 1994

Actuarial present value of benefit obligations: (In Thousands)

Accumnulated benefit obligation, including

vested benefits of $37,452 in 1995 and

$26,833 in 1994 $ 43,934 $ 31829
Projected benefit obligation $ 73,993 § 57,558
Less plan assets at fair value, principally common

stocks, U.S. Government and agency bonds 45,921 37,130

28,072 20428

Unrecognized net asset 2,483 2,606
Unrecognized net (loss) (5,278) BN
Prior service cost (3,524) (3,841)
Accrued pension cost $ 21,753 15476
Less current portion 6,063 708
Long:-term accrued pension cost $ 15,690 $ 14768

The weighted-average discount rate and rate of increase in future salary levels
used in determining the actuarial present value of the projected benefit obligation
were 7.25 percent and 5.5 percent, respectively, at December 31, 1995, and 8.75 per-
cent and 6 percent, respectively, at December 31, 1994. The expected long-term rate
of returm on plan assets was 9 percent for 1995 and 1994. The unrecognized net asset
is being recognized over 20 vears, the average remaining service period of employees
expected to receive benefits under the plan.

NASD also maintains a voluntary savings plan for employees. Employees are
immediately eligible to make contributions to the plan and after one year of service
are also eligible for an employer contribution match at an amount equal to 50 per-
cent of the first 6 percent of eligible employee contributions. Eligible plan partici-
pants may also receive an additional discretionary match from NASD. Savings plan
expense for the years 1995 and 1994 was $3,998,000 and $3,522,000, respectively

The expense included a discretionary match authorized by the Board of Gover-
nors totaling $1,542,000 for 1995 and $1,387,000 for 1994.

The 1995 discretionary match was paid in full on January 31, 1996.

6. Systems Technology Migration

NASD and Nasdaq are in the midst of 4 multi-year technology migration pro-
gram to establish a technical architecture and system development environment
aimed at materially improving the responsiveness, flexibility and integration of its
market, regulatory and corporate systems for the ultimate benefit of users. In 1995,
Nasdaq completed the rollout of the new enterprise-wide network in conjunction
with the introduction of the new Nasdaq workstation service, NWIF*. In 1995, NASD
and Nasdaq incurred and expensed $30,658,000 for this program compared to
$29,053,000 in 1994. The primary expenses incurred under the program relate to
compensation, professional and outsicle services, and depreciation and amortization.
Capital purchases for this program totaled $10,870,000 for 1995 compared to
$31,400,000 in 199%4.

7. Commitments and Contingencies

There are certain legal proceedings, and investigations, pending against NASD
and its subsidiaries. Management believes, based upon the opinion of counsel, that
any liabilities or settlements arising from these proceedings will not have a materi-
al effect on the financial position or results of operations of NASD and its sub-
sidiaries.

In 1993, NASD entered into an agreement with a major telecommunications
company to provide the Nasdaq network communication links to the broker/dealer
industry. This contract has a minimum guarantee of $30,000,000 to be incurred by
July 1997. As of December 31, 1995 $19,741,000 has been incurred against this
commitment.

The Company had purchase commitments at December 31, 1995 of approxi-
mately $5,800,000 for computer equipment purchases and software licensing
charges.
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