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Profile

The National Association of Securities Dealers, Inc. (NASD®) is the largest securities industry self-regulatory organization in the
Un‘ited States. It operates and regulates The Nasdag Stock Market"—the world's largest screen-based stock market and the sec-
ond Iargest securities market in dollar value of trading—and other screen-based markets. The NASD also oversees the activities
of the U.S. broker/dealer profession and regulates Nasdag® and the over-the-counter securities markets through the largest self-
regulatory program in the country. e '

The NASD consists of a parent corporation that sets the overall strategic direction and policy agendas of the entire organization
and ensures that the organization’s statutory and self-regulatory obligations are fulfilled. Through a subsidiary, The Nasdag Stock
Market Inc., the NASD develops and operates a variety of marketplace systems and services and formulates market policies and
listing criteria. Through another subsidiary, NASD Regulatlon Inc., the NASD carries out its regulatory functions, including on-
site examinations of member firms, continuous automated surveillance of markets operated by the Nasdaq subsidiary, and dis-
ciplinary actions against broker/dealers and thelr professionals.

Origin
The NASD was organized under the 1938 Maloney Act amendments to the Securities Exchange Act of 1934 by the securities
industry in cooperation with the U.S. Congress and the U.S. Securities and Exchange Commission (SEC). Securities industry

representatives—recognizing the need for, and actively seeking the responsibilities of, self-regulation—worked with the SEC to
obtain this legislative authority. -

Putting into practice the principle of cooperative regulation, the Maloney Act authorized the SEC to register voluntary national
associations of broker/dealers for the purpose of regulating themselves under SEC oversight. The NASD is the only securities
mdustry association to have been established under the Maloney Act amendments. Presently, all securities firms in the United
States that transact business with the public are reqmred by law fo be a member of the NASD.

The NASDs founding mandate was to standardlze the securities industry’s principles and pracﬂces to promote high standards
of commerc;al honor, to advance just and equntable pnncnples of trade for the protection of mvestors to adopt and enforce rules
of falr practice, and to foster observance by |ts members of federa! and state securities laws

The NASD taking dlrectuon from the SEC in 13 fas also adopted as another tenet of its self-regulatory mandate, the promo-
tion: of capital formation by developing, operatlg an fegulatmg fair and efficient screen- based securities markets. The Nasdag
Stock Market was founded in 1971 to fulfill th|s mandate

©1997 National Association of Securities Dealers, Inc. All rights reserved. NASD is a registered trademark and service mark of
the National Association of Securities Dealers, Inc.'CornerStone is a registered service mark of NASD Regulation, Inc: NASD

Regulation, NASDR , Research and Data Analysis Repository, RADAR, Order Audit Trail System, and OATS are service marks of

NASD Regulation, Inc. Nasdag, Nasdaq National Market, Nasdag-100. Nasdag-100 Index, and OTC Bulletin Board are registered

service marks of The Nasdaq Stock Market, Inc. The Nasdag Stock Market, The Nasdaq SmallCap Market, Nasdaq Composite,
SelectNet, StockWatch Automated Tracking, SWAT, OTCBB, Nasdaq Online, PORTAL, and logos identifying Nasdaq products

are service marks of The Nasdag Stock Market, Inc. Nasdag Workstation Il is & registered trademark of The Nasdaq Stock
Market, Inc. Central Registration Depository is a service mark of the NASD and the North American Securities Administrators
Association, Inc. (NASAA).
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MISSION

To facilitate capital
formation in the
public and private
sectors by devel-
oping, operating,
and regulating the

most liquid, effi-
cient, and fair
securities markets

for the ultimate
benefit and protec-
tion of the investor.




Serving Investors
And Companies
Worldwide

Facilitating Economic Growth

The NASD is the largest self—regulatéry orgaruza—

The National Association of Securities
Dealers, Inc. (NASD®) facilitates capital forma-
tion by providing fair, efficient, and liquid
securities markets for the benefit of compa-
nies and investors worldwide. These
Information Age markets have a solid techno-
logical foundation and are well regulated for
the safety and protection of the providers of
capital—investors.

The United States is fortunate to have the most
efficient and best regulated markets in the
world. A national network of self-regulatory
organizations operating under the oversight of
the U.S. Securities and Exchange Commission
(SEC) plays a central role in providing rquality
markets deserving of investors’ trust.

tion for the securities industry in the United States.
Presently, every broker/dealer in the nation that
conducts a securities business with Ehe public is
required by law to be a member of iﬂle NASD.
The NASD’s membership is comprised of more
than 5,500 securities firms which opei?gte over
60,000 branch offices and employ mofg than
535,000 registered representatives. The NASD
serves companies anid investors on all contments

of the globe.

B R o B

For over one-half century, the NASD has pro-
tected investors through the enforcement of
federal securities laws as well as the broader

~ ethical requ‘frements of its own rules, which
~ obligate members to observe high standards

of commercial honor.
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Managing an Economic Institution

Fulfilling its mission of helping the private sector
raise capital to finance growth and create jobs, the
NASD, through its subsidiary, The Nasdaq Stock
Market, Inc., develops, operates, and regulates a
variety of marketplace systems and services. Its flag-
ship market, The Nasdaq Stock Market™, is interna-
tionally recognized as an engine of economic

growth.

Today, The Nasdaq Stock Market accounts for more
than one-half of all equity shares traded in the
United States cach day and is the second largest
stock market in dollar value of trading in the world.
More companies—domestic and foreign—list their
securities on Nasdag® than on all other U.S. stock

markets combined.

Presently, EVERY broker/
dealer in the nation that
conducts a securities

business with the public IS
REQUIRED by LAW to be a
member of the NASD,

The Nasdaq market is the largest electronic, screen-
based stock market in the world, capable of handling
trading levels in excess of one billion shares a day and
eventually two billion in 1998. Trading in the Nasdaq
market is supported by multiple Market Makers—inde-
pendent dealers who openly compete with one
another for investors’ orders in each Nasdaq security.

Founded in 1971, the very design of the Nasdaq
market takes advantage of Information Age tech-
nologies, many of which its listed companies devel-
oped. Using advanced computer and telecommuni-
cation systems, the Nasdaq market enables securities
firms to execute transactions from anywhere they
are located in an environment of real-time trade

reporting and automated market surveillance.

Known for its innovative, leading-edge growth compa-
nies, Nasdaq has two tiers: the Nasdaq National
Market*, with Nasdaq’s larger corporations whose secu-
rities are the most actively traded, and The Nasdaq
SmallCap Market™, with emerging growth companies.

A pioneer in applying advanced technologies to
securities trading, Nasdaq employs a wide range of
sophisticated, interactive facilities to collect, process,
and disseminate trade and quotation information; a
complement of order-execution and negotiation sys-
tems; an on-line MarketWatch unit for automated
market surveillance; and a variety of on-line informa-
tional and other services provided to Nasdaq compa-
nies and Nasdaq market participants.



air and efficient

securities markets

are the foundation
upon which investment
capital is raised to help
companies produce
new products and ser-
vices, create jobs, con-
duct research, and inno-
vate. In so doing, they
make a better life possi-
ble, raising the standard
of living for the citizens
of the world.

The NASD, as the
owner, operator, and regulator of The Nasdaq
Stock Market, plays a vital role in the global
economy as the prime economic engine for capi-
tal formation. It will continue to perform this criti-
cal function as the demand for capital continues
to rise. Everything we do is carefully evaluated in
terms of how it will ultimately affect the investor.
We know that when regulation protects investors
and markets serve them, everyone benefits—not
just investors but companies and financial inter-
mediaries alike.

To retain and enhance their relevancy, all signifi-
cant institutions, particularly those serving a
broad public responsibility, must periodically
undergo critical evaluation. The great ones are
continually learning and responding, growing
better and stronger. The NASD is that kind of
institution, always seeking to improve upon what
it does. We believe in ourselves and our mission.

We respond with deeds, not words. We demon-
strate our values through the ways in which we
regulate our industry and run our markets.

Our goal for the future is to set the standard for
market quality, regulatory fairness, and technolo-
gy application. As the largest self-regulatory
organization in the United States and the one that
pioneered screen-based trading—building
Nasdag into the most active securities market in
the United States and the second largest in the
world—we have assumed for ourselves the role
of caretaker of a public trust. This is a responsi-
bility we aggressively sought and willingly carry
out under the oversight of the SEC.

As we look to the future, all of our initiatives—
regulatory and market—will be pursued with a
common vision. Leadership at the NASD will con-
sist of many people pulling in the same direction,
mutually supporting each other, mutually support-
ive of our common goals. | am extremely proud
to have been chosen to lead this organization at
this important time in its continuing evolution.

As the world’s economies become more interde-
pendent, the NASD welcomes the opportunity to
serve the world’'s growth companies with mar-
kets that are open, fair, and efficient—markets
that will facilitate growth and a better tomorrow
for each of us.

Frank G. Zarh
Chairman, Chief Executive.Officer and President
The National Association of Securities Dealers, Inc.




Guiding an Industry

The NASD is also the primary self-regulator of the In addition, the NASD provides a variety of regula-
securities industry in the United States. Through tory-related services, including arbitration and
NASD Regulation, Inc., it regulates both the mediation, to enable investors and broker/dealer
broker/dealer profession and the markets operated firms to resolve disputes, as well as a telephone-
by The Nasdaq Stock Market, Inc. Many of the and Web-based service to provide investors with
NASD’s responsibilities go beyond the purview of background information on securities firms and
other self-regulatory organizations. their sales personnel.

The NASD protects investors and strengthens market integrity
through a variety of programs and activities, including:

J f,ﬁreg’istration, testing, and education of securities professionals;

< on-site examination of securities firms to determine and enforce their compli-
ance with federal securities laws, the rules of the Municipal Securities
Rulemaking Board (MSRB), and NASD rules and regulations;

* continuous autqmated surveillance of the markets operated by The Nasdag
Stock Market, Inc.; |

* review of advertising and sales literature as well as underwriting arrange-
ments proposed by securities firms in connection with new securities offerings;

* disciplinary actions against broker/dealer firms and their professionals who fail
to comply with NASD rules, MSRB rules, or the federal securities laws;

* operation of a dispute resolution forum that provides mediation and arbitration
services; and ,

* cooperative programs with governmental agencies and industry organizations
to solve problems affecting investors, public companies, and securities firms.



S anew century
approaches and
a new informa-

tion-driven economy
emerges, securities
investing has become
increasingly important
in the lives of millions
of people around the
world. There are more
individual investors,
with more invested.
Because an increasing
number are funding
their own retirements,
the markets are more
important than ever for
the future economic security of people around the
world.

At the same time, companies with global reach are
seeking greater amounts of capital to respond to the
increased pace of technological change. They look to
raise money to improve productivity, create new jobs,
and turn ideas into new industries and new products.

In today’s environment of burgeoning investment,
the NASD is firmly committed to meeting the needs
of both providers and seekers of capital. In the last
12 months alone, it has established new standards
for self-regulation, market efficiency, and fairness,
continuing to earn the trust and confidence of
investors and companies alike.

The en;raordinary growth of The Nasdaq Stock
Market has continued unabated since its founding in

1971. Nasdaq is now recognized internationally as a
key global market for growth companies. Its unique
combination of Information Age technology and
dealer competition forged a new paradigm in the
way stocks would be traded. Indeed, the Nasdaq
experience is now replicated around the world. As a
CNN market commentator said, Nasdaq is one of the
most powerful financial market stories of our time.

For the future, Nasdaq is focusing on ways to
improve liquidity, immediacy of trading, and other
features of the market that have enabled it to grow
and serve a diverse mix of market participants. Work
has already begun on the next generation of systems
that will enlarge trading capacity well beyond the
present one-billion-share daily capacity.

On the regulatory front, the NASD is working to
anticipate changes in markets, securities products,
and technology that will require measures to edu-
cate and protect investors. The NASD is also build-
ing on a culture of vigorous enforcement and high
professional standards, strengthening its processes
of adjudication and dispute resolution.

The future of the global economy depends on the
viability of our securities markets. The NASD is
doing its part by striving for regulatory excellence
and building markets that are the fairest and most
efficient for investors and companies throughott
the world.

Daniel P. Tully
Former Chairman and Chief Executive Officer
Merrill Lynch & Co.; Inc.




% Today the NASD is at the forefront of applying

advanced technology to the securities industry.
The NASD recognized early on that technological
enhancements to securities trading, market sur-
veillance, and regulatory oversight could pro-
vide real benefits to investors and companies.

The application of technology to securities trad-
ing was originally envisioned to enhance both
regulation and market functionality. In 1963, in
a special study of the securities markets submit-
ted to the U.S. Congress, the SEC recommended
that “the Commission and the NASD should
jointly consider possibilities for developing and
coordinating automation programs in such man-
ner as to fulfill their respective regulatory needs,
as well as operational needs of the markets.”

The NASD'’s answer to that mandate was The
Nasdaq Stock Market. The NASD's design for
Nasdaq proved to be so successful that in just
two decades Nasdaq emerged as the world’s
largest screen-based stock market.

Over the years, the NASD has developed a vast

array of trading services to complement the

Nasdaq market’s basic quotation service. The

most recent trading service developed, in re-

sponse to the new SEC Order Handling Rules,

automates the display of pgivate trading system
botes when better thag ‘

 better prices

when buying and selling in The Nasdaq Stock
Market.

Nasdaq’s automated market surveillance systems
are among the most advanced in the world.
Developed with the help of two Nobel laure-
ates, the StockWatch Automated Tracking™ sys-
tem (SWAT™) records every bid and offer quota-
tion and every trade in every security in the
market as well as the computer from which the

quote was entered or the trade was made.

Cun'ehtly the NASD is completing a technology
system that will virtually revolutionize market




surveillance. The Order Audit Trail System™
(OATS™) will track electronically the handling
of an investor order from the moment the firm
receives it through its execution and settlement.
This system will enable NASD Regulation™ staff
to determine more efficiently whether a cus-
tomer’s order is executed promptly and given
priority and best execution.

Perhaps the most dramatic demonstration of the
NASD’s ability to design and deploy advanced
technological systems is the recent migration of
The Nasdaq Stock Market to an entirely new
computer system and telecommunications net-
work. This the NASD was able to achieve while
the market continued normal trading operations
and services, handling record levels of volume.

This project represented the largest single tech-
nology conversion undertaken by a major stock
market.

The NASD is already preparing the next
phase of Nasdaq’s trading system expansion,
taking the next step in a continuing process
to anticipate and meet investor demand. To
maintain its leadership in market technology,
the NASD broke ground in 1996 for the con-
struction of a state-of-the-art, $33 million
expansion of the Nasdaq data center located
in Trumbull, Connecticut. One of the objec-
tives in building this addition, two-and-a_j
times larger than the current facility, js

to increase Nasdaq trading capagil

tially as the 21st century appg
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A Global Market for
Growth Companies

Capital-Raising Potential

The fastest growing stock market in the United States,
The Nasdaq Stock Market has drawn the attention of
companies and investors the world over. During the
last 10 years (1987-1996), annual share volume
increased 264 percent to 138.1 billion, the record for
any U.S. securities market, while market capitalization
expanded 343 percent to $1.52 trillion. The number
of trades executed in the Nasdaq National Market
grew 392 percent to over 79 million a year.

For companies, this growth signifies a market that
offers them substantial capital-raising potential. Over
the past 10 years, 3,691 companies have gone public
on the Nasdaq market, raising $101.3 billion. In sec-
ondary public offerings, companies raised an addi-
tional $102.2 billion.

Companies headquartered outside of the United
States also take advantage of the Nasdaq market’s
capital-raising potential. For many years Nasdaq has
listed the shares of more foreign-based companies
than any other US. stock market. The number of
foreign securities listed on Nasdag grew to 318 in
1996, with an additional 142 as American Depositary
Receipts.

Over the past few years, a number of foreign com-
panies have, in fact, chosen Nasdaq as their primary
market, a trend on the rise. In Europe and Israel, for
instance, some 64 companies chose to go public on
Nasdaq rather than on their home market.

What drives the growth of Nasdaq is the phenome-
nal growth of the companies that list on this market.
A recent study conducted by Cognetics, Inc., found
that, from January 1990 through June 1994, Nasdaq
companies were responsible for creating one in six
new jobs in the United States, though they repre-
sented less than 1 percent of all U.S. businesses.
Some 51 percent of Nasdaq companies were grow-
ing at an “explosive” rate (45 percent or greater
growth in employees during study period) com-
pared to a national average of 3 percent.

Investors who have looked to the Nasdaq market for
growth companies of this caliber have, in tum, been
amply rewarded. During the past decade, the
Nasdaq Composite™ Index increased over 290 per-
cent. The Nasdag-100 Index® grew 426 percent dur-
ing the same period of time and has risen 42.5 per-
cent in each of the past two years.




Structured for Growth

A system of multiple Market Makers serves as
Nasdaq's foundation. Nasdaq Market Makers make a
fundamental commitment to the success of the
shares they trade beyond that of any other market,
In addition to strong trading support, their Sponsor-
ship activities give Nasdaq stocks maximum visibility
o create investor interest.

Each Nasdaq company has, on average, 10 Market
Makers that commit their capital to support the trad-
ing of Nasdaq shares. In aggregate, this capital com-
mitment provides substantial market depth and con-
tinuous trading opportunities for investors.

The combined capital support provided by multiple
Market Makers gives the market stability and
superior liquidity. Numerous academic

studies have found

that it generally takes a much higher dollar volume
of trading to cause a price change on Nasdaq.

As critical as trading support is for a stock, the
multiple-Market-Maker structure of Nasdaq offers
another dimension of service beyond that of other
kinds of markets—sponsorship. Market Makers
write and distribute research reports to support
their retail broker network and institutional sales
force. Through these efforts, Nasdaq Market
Makers increase visibility and generate demand for
the stocks of the companies they trade.
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With the advantages of multiple Market Makers and
an electronic, screen-based system that links all trad-
ing in Nasdaq securities throughout the world and
permits participation anywhere, Nasdaq is often
described as the market of the future. Testimony to
this fact is the number of markets around the world
that have adopted screen-based trading. According
to the Federation Internationale des Bourses de
Valeurs, Paris, of the 45 developed

stock markets in the

world today, only three still rely exclusively on a
trading floor. The rest either are entirely screen-
based (28) or employ screen-based

trading to supplement transac-

tions done on a trading

floor (14).

635900
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Market Quality

The Nasdaq Stock Market is committed to being
the fairest, most effective, and most efficient market
in the world. We recognize that there are millions
of investors—and millions more to come—who
look to securities investing to create wealth that
will be needed to finance education, achieve finan-
cial independence, and provide for retirement in a
new, knowledge-driven economy.

Nowhere is this commitment more evident than in
Nasdaq’s continuing effort to improve market
quality. Nasdaq has a long history of applying

the most advanced technology to the trading of
securities to enhance access and competitive pric-
ing. For investors, a quality market is one in which
all investors, both individual and institutional, can
compete on an equal footing for the best price
when buying or selling stock.

Nasdag Market Capitalization

$ Trillions
1.75

0 . t

1987 1968 1989 1990 1991 1992 1993 1994 1995 1996

Nasdaq took a major step to improve the market

for investors when, in 1997, it used advanced tech-
nology to implement the new SEC Order Handling
Rules. Working closely with the SEC, Nasdaq intro-
duced structural changes that improved prices for
investors.

Nasdaq has empowered investors as never before.
Today customers’ orders participate directly with
those of Market Makers. Specifically, investors’ limit
orders are now displayed by Market Makers in their
quotes when they are priced better than the quote
of the Market Maker receiving the order. This gives
investor limit orders greater visibility, making them
more likely to be executed.

Through Nasdaq technology and the new SEC
rules, the world of proprietary institutional trading
systems has also been opened to all investors.
Market Makers now display their most competitive
quotes publicly as well as over proprietary elec-
tronic trading systems. This enables investors to
trade at the best prices that Market Makers offer.

Nasdaq will seek regulatory approval for a single,
integrated order delivery and execution trading sys-
tem to automate the features of the new SEC Order
Handling Rules to make their implementation even
more efficient for investors and more convenient
for other market participants. This advanced trading
system will allow investors to reach the best price,
whether displayed by a Market Maker or private
trading system.



0 compete in
today's global econ-
omy, companies

need prompt and efficient
access to capital. They
must constantly stay
ahead of the curve—
putting their capital to
work to bring new prod-
ucts to market—or fall
behind their more nimble
, A international competitors.
‘ In today's information-
driven economy, companies require capital to
implement the latest technology to create razor-
edge efficiencies and instantaneous communication.

The Nasdaq Stock Market is a leading economic
engine of capital formation. Over 85 percent of
newly public domestic companies list their shares
on Nasdaq, and a growing number of international
growth companies are bypassing their home mar-
kets, electing a U.S. distribution and a Nasdaq list-
ing as the preferred choice for raising capital. The
reasons for this are clear.

First, Nasdag is a securities market that is in tune
with the times. It capitalizes on computers and
telecommunications and electronic networks to
gather and provide market information in real time
to investors, broker/dealers, issuers, regulators, and
other constituents around the world. Many technol-
ogy companies list on Nasdaq because they relate
well to a market that is itself based on technology.

Second, The Nasdaq Stock Market employs a system
of competing Market Makers, securities firms that

openly compete with one another, on-line, for investor
orders. Itis a system that works and works well
because it is efficient, timely, and competitive—the
average Nasdaq company has 10 Market Makers
working for it. Also, the combined capital of multiple
Market Makers brings tremendous depth and liquidity
to the market in a security. The sponsorship that
Market Makers provide by linking issuers with
investors through their retail distribution networks and |
research reports helps a security compete with thou-
sands of other financial products for investor interest.

For Microsoft, The Nasdaq Stock Market has proven
to be an effective market in which to have our stock
trade. Nasdaq has established a reputation for growth
around the world and is associated with growth com-
panies, the kind of "company" we like to keep. Since
going public on Nasdaq in 1986, our market capital-
ization has grown to well over $100 billion.

A product of the Information Age, Nasdaq serves
as a model for emerging stock markets around the
world that want to fit in with the 21st century.
Nasdagq is, in fact, built out of the advanced tech-
nology products of many of the companies whose
stock is traded on it—companies, | like to think,
that are helping to build the future.

Microsoft has traded its common stock on the
Nasdag market ever since our initial public offering as
well as our recently issued preferred stock. Speaking
from experience, | know Nasdaq has served us well.

Michael W. Brown
Chief Financial Officer
Microsoft Corporation




Using Technology to Inform Investors

Making trading information accessible to all market

participants quickly and completely is Nasdaq’s core

business. Built totally out of telecommunications net-
works and computers, Nasdaq’s Information Age

technologies provide the fastest possible transmis-
sion of market information. Transaction and volume

information is disseminated instantaneously for the

entire market.

Recently Nasdaq used advanced technology to

increase significantly the level of market information

available to the individual investor. Nasdaq applied

the most sophisticated Web development tech-

niques and supperting technology to create one of

the most extensive, yet easily navigable

Internet sites delivering
securities
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information. Popular since its inception, the Nasdaq

World Wide Web site (www.nasdaq.com) is current-

ly one of the most active electronic information cen-

ters for investors in the world.

Nasdaq launched its Internet site to provide timely,

institutional-quality market information to the general

public. The site offers stock quotes, index values,

and the latest wire service company and business

news stories. It also features a free portfolio tracking

service to enable investors to construct and follow

the performance of a portfolio of Nasdaq, New York

Stock Exchange, and American Stock Exchange

securities on the Nasdaq Web site.
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Market Integrity

An honest market is important to both investors
and companies. To promote market integrity,
Nasdaq works closely with its affiliate, NASD
Regulation, to maintain effective surveillance and
a rigorous examination and enforcement program.

Nasdaq requires its listed companies to meet an
increasingly demanding set of initial listing and
maintenance standards, including financial criteria
pertaining to assets and earnings, trading criteria
relating to public float and share price, and corpo-
rate governance criteria.

To enhance market integrity, Nasdaq recently
boosted the financial and minimum price criteria
required for a company to begin or continue trad-
ing on its market. Nasdaq also extended its Nasdaq
National Market corporate governance requirements
to The Nasdaq SmallCap Market™ companies.

To strengthen enforcement of companies’ compli-
ance with Nasdag's listing and maintenance stan-
dards, Nasdaq recently created a new unit dedicated
to examining the accuracy of pertinent information
that corporations report.
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Fair Markets Through
Effective Regulation

Enhancing Markets Through Regulation

Regulation makes a valuable contribution to the to the marketplace for the best execution of
quality of the markets Nasdaq operates and to their orders. Regulation also protects the interests
the securities industry in general by fostering fair  of investors by monitoring business practices
and equitable competition for capital for all par- and trading activity for fair dealing and by swiftly
ticipants. Regulation facilitates capital formation detecting and disciplining participants who
by giving investors confidence to enter the mar- violate the rules. The NASD carries out these
ket and invest their money. regulatory responsibilities through its subsidiary,
- o , NASD Regulation, Inc.
Securities regulation in the United States today 2 i
is designed to ensure that investors have time- “ B -

ly, accurate, and complete market and product

information to make informed investment
decisions as well as prompt access




Setting and Enforcing High Standards

tory mandate. Over the years, these additional respon-

For over 30 years, the NASD has set and enforced
high standards of professional conduct in the U.S.
securities industry. According to SEC statistics, in
each of the past five years, the NASD has brought
twice as many disciplinary actions against securities
firms and their professionals as all other U.S. self-
regulatory organizations combined.

NASD Regulation writes rules to protect the public
and obtains broad comment on those rules, from
both industry and non-industry. NASD Regulation
responds to more than 5,000 customer complaints
annually, examines over 3,000 firms, handles more
than 5,000 arbitration cases, teaches compliance to the
industry, provides continuing education, and adminis-
ters more than 260,000 qualification examinations.

Due to the scope of the NASD's regulatory responsibili-
ties and the breadth of its membership, the U.S.
Congress has repeatedly broadened the NASD's regula-

sibilities have included the regulation of the municipal
securities activities of broker/dealers and, more recently,
member firms’ activities in government securities. As
part of a regulatory program for government securities,
during the past year the NASD introduced a new quali-
fication examination for the sale of these issues.

NASD Regulation has strengthened its enforcement
program as the securities industry has grown.
Regulatory personnel increased 9 percent and disci-
plinary actions brought by NASD Regulation are up
12 percent over last year. Also, NASD Regulation has
recently proposed expanding its Public Disclosure
Program—which makes available, for investor protec-
tion, a wide range of employment, criminal, civil-
judgment, disciplinary, and arbitration information on
brokers—to include, among other things, pending
customer complaints and arbitrations.
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Redefining Self-Regulation

The success of securities regulation in the United
States owes much to self-regulatory organizations
like the NASD that enable industry professionals

to participate in formulating rules of fair business
practice and market operation and in promoting

compliance with those rules as well as securities

laws.

In an industry that innovates quickly, whose
products and services can be technically complex,
the participation of securities professionals is
important. Because of their day-to-day involve-
ment in the securities business, securities practi-
tioners are in a position to provide reliable infor-
mation and expert insight. From experience, they
help identify new products or services requiring
special regulation, current business practices call-
ing for revised rules, and what regulatory
approaches will be most effective.

Self-regulation works well because of the ethical
commitment and economic interest that industry
professionals have in effective regulation and
because of effective SEC oversight. Securities
professionals want their industry to enjoy a repu-
tation for fair dealing, for its very future depends
upon customer satisfaction and repeat business.

To make the regulatory system even more effec-
tive in the United States as we approach a new
century, the NASD is making a major additional
investment in self-regulation. What will not
change is the NASD's reliance on the participation

of hundreds of industry volunteers who serve on
the boards of the organization and its advisory
and disciplinary committees. The industry’s own
expertise and sense of fairness have contributed
enormously in helping create rules that protect
investors and in achieving a high level of compli-
ance with those rules.

While industry participation in the process is vital
to the success of self-regulation, the NASD has
taken steps to balance this industry voice with
greater public representation and with other pro-
fessional expertise. In particular, the NASD Board
of Governors is now composed of a majority of
non-industry representatives.

The NASD’s regulatory subsidiary, NASD
Regulation, has also strengthened the role of
public participation in the decision-making
process by soliciting public comment on signifi-
cant proposed rules before they are filed with
the SEC. In addition, to better balance the
enforcement process, professional staff will
determine when to institute a disciplinary pro-
ceeding. Also, staff members with legal expertise
will serve as hearing officers and chair discipli-
nary panels with two other members from the
industry.
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Reaching Out to Investors

NASD Regulation believes that one of the most
effective ways to protect individual investors is to
involve them more in the regulatory process and
provide them with information essential to making
sound decisions about brokers and investment alter-
natives, To do this, NASD Regulation is continually
enhancing its investor outreach program.

The foundation of this program is the NASD
Regulation Web site (www.nasdr.com), providing
investors with timely regulatory information, and the
on-line ability to request disciplinary histories of bro-

kers, file complaints, and comment on proposed rules.

TR
0 CSCO 28 471
1s: ~.. TAGIt CcSCOQ !"ln

L
SCO 28 Q
SFT 68 Q .._S00 MSIT 89178 O

The NASD Regulation Web site is complemented
by the NASD’s Individual Investor Services site
(www.investor.nasd.com), which offers training
on investment basics, guidance on working with
a broker, market research, a financial calculator
to analyze investment performance, and a calen-
dar of investor events. In addition, the NASD
publishes an investor newsletter, makes presenta-
tions and provides information at investor
forums, and airs public service announcements
on investor protection over television and radio
in English and Spanish.
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Advantages and Challenges of Technology

The development of technological systems to to provide greater coverage of members’ use of
enhance regulatory capabilities using the latest the Internet in their businesses.

information technologies will continue to be one ‘
Concurrent to this

technology initia-
tive, NASD
Regulation

of the NASD’s top priorities.

For instance, the NASD has under development

several systems to detect late-trade reporting, pric-

ing/size conventions, and market participant began an

coordination. investor edu-

cation pro-
Perhaps the most challenging area gram regard-
for future regulatory surveillance ing the use of

is cyberspace itself. NASD information

Regulation has begun obtained from the
surveilling the
World Wide
Web for on-

line invest-

Internet for investment
purposes. NASD Regulation also
clarified for member firms and
their brokers the appropriate use of
ment scams electronic media for communicating
and viola- with customers.

tive conduct .
NASD Regulation will continue to monitor the

by its mem- _ . S _
Internet closely for its use in securities investing

bers and oth- . 1 . 1
and respond promptly with any necessary rules or
ers. In the com- P promptly y y

ing year, NASD surveillance systems.

Regulation will implement an automated system In all its activities, NASD Regulation will fulfill its
that will greatly increase the range, speed, and commitment to investor protection. It will regulate
early warning capabilities of our surveillance. The effectively and will be responsive to the needs of
field examination program will also be expanded investors.
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1996 Consolidated Financial Statements

Management Report on Financial Operations

The National Association of Securities Dealers, Inc. (NASD™) and its whol-
ly owned subsiciaries experienced the best financial year in their history
in 1996. Consolidated income before provision for income taxes reached
a record $82.7 million, while net income of $54.8 million also set a new
high. Both amounts more than tripled their levels from 1995.

Record revenues of $556.1 million were achieved in 1996, an
increase of 27 percent over the 1995 total of $437.6 million. Revenues
associated with The Nasdaq Stock Market, Inc. (Nasdaq®) again led the
growth trend, accounting for 60 percent or $70 million of the increase.
Specitically, the sale of market information grew by approximately $30
million as the population of professional retail, dealer, and institutional
Nasdaq subscribers rose over 15 percent to a record 343,900, and Nasdaq
Workstation [T service recipients benefited from value-added services and
significantly increased capacity. Also, Nasdaq trading and comparison
service fees jurmped over $20 million as average trading volume hit an
historical high of 544 million shares per day or 35.5 percent above the
vear earlier period. Nasdaq issuer fees surged $19 million as the number
of listed companies grew by 434 to an all-time high of 5,556 with a total
market capitalization of $1.5 trillion. 1996 also saw Nasdaq derive higher
revenue by attracting a pinnacle of 655 initial public offerings which,
along with a landmark number of secondary offerings, resulted in a
record capital formation of $51.8 billion for Nasdaq companies. On the
regulatory side, member assessments climbed $15.4 million, fueled by the
sharp rise in member firm revenues in 1995 (basis for 1996 NASD rev-
enue). Registration and qualification activity income moved up $12.8
million from a 13 percent favorable trend in qualification exam enroll-
ments, the first full year of the continuing education training program
and targeted higher fee rates. Regulatory transaction fees strengthened by
$83 million or 35 percent, matching the volume surge in Nasdaq share
trading volume.

The year 1996 was a landmark period in the NASD' history, marked
by substantial change in its organization and governance structure, and
implementation of tactical initiatives targeted at improvements in regula-
tory, market, and dispute resolution operations in response to several
external reviews of the NASD. Despite these watershed changes, expense
levels advanced just over one-half the rise in revenues, or a net of 15.3
percent. Of particular significance, in August 1996 the Securities and
Exchange Commission concluded its two-year investigation of, and
reached a settlement with, the NASD. As part of this settlement, the SEC
acknowledged the NASD's conmitment to spend $100 million over the
next five years to enhance its systems for market surveillance, including
the development and implementation of an enhanced audit trail, and to
increase its staffing in the areas of examination, surveillance, enforce-
ment, and internal audit. As part of this commitment, staff resources
were added in 1996 to address intensified efforts involving our member

regulation program and to maintain and enhance the organization’s
technology-based systems. Staff were also augmented to respond to orga-
nizational structure changes and dispute resolution service needs based
on the independent studies of the NASD's operations.

Compensation costs were also boosted by incentive compensation
reflective of the organization’s achievement of its corporate goals for the
year. The NASD's expanding cost base continues to be acutely driven by
the impact of its technology investments. Specifically, heightened cost
levels reflect the full-year cost impact of initiatives completed in 1995 to
upgrade Nasdaq market systems and network capacities and reliability,
the continued development of new market regulation systems, including
the construction of the Order Audit Trail System™ the first of its kind in
any major market; the development of an assessment and plan to modify
all continuing systems to be Year 2000 compliant; and the development of
enhanced Nasdaq trading systems, including monumental changes to
Nasdaq’s quotation and execution facilities to incorporate customer limit
orders, which were successfully implemented on January 20, 1997.

An important development in 1996 involved the execution of a long-
term contract for outsourcing the administration of the NASD's qualifica-
tion program, which is expected to generate considerable cost savings over
its term. Finally, the robust financial results for 1996 have enabled a sig-
nificantly higher contribution in the amount of $5 million to The Nasdaq
Stock Market Educational Foundation to promote its economic and
capital market educational support grants.

Capital spending on property and equipment also reached a peak
of $74.3 million inx 1996, marked by significant outlays for computer
mainframe/server, facilities and client/desktop acquisitions in support of
the growth of NASD's services. During 1996 Nasdaq embarked on a major
expansion of its primary data center; scheduled for completion in 1997, 1o
provide ample capacity for handling substantial escalation in transaction
volumes.

Working capital of §204. 1 million, including the non-current por-
tion of investments, expanded by $22.9 million from the end of 1995.

The organization’s working capital position has declined only slightly
from its peak at the end of 1993, despite capital investments of approxi-
mately §197 million over the last three years. Nearly two-thirds of these
outlays have involved technology assets which have been added to accom-
modate cxpanded systems capacity and applications, user and staff
growth, as well s to enhance staff productivity. Continued prudent man-
agement of working capital, a key measure of the organization’s liquidity
is essential to fund expected high levels of capital spending over the next
several years as the NASD continues to respond to even higher capacity
and related requirerments.



1996 Consolidated Financial Statements

Management Report on Financial Reporting Responsihility

Management is responsible for the preparation, integity, and objectivi-
ty 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 consol-
idated financial statements have been prepared in conformity with these
procedures and practices applied on a consistent basis. These consolidat-
ed financial staternents 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 con-
trols that is periodically modified and improved to correspond with
changes in the 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 the NASD. Important ele-
ments of the internal control system include capital and operating bud-
gets, which are subjected to continuous review and reporting throughout
the year; an organizational structure providing segregation of responsibil-
ities; established policies and procedures; careful selection and training of
qualified personnel; and an internal audit program developed and carried
out by the NASD's Internal Review Department. It is management’s opin-
ion that the system of internal control as of December 31, 1996, is effective

in providing reasonable assurance that the consolidated financial state-
ments ate free of material misstatement.

The Board of Governors of the NASD and Boards of Directors of its sub-
sidiaries establish charters for their Audit and Finance Committees, as
applicable, which monitor the accounting and financial operations of
NASD and/or its subsidiaries through the review and discussion of periodic
financial plans and current operational resuls; proposed changes, if any
in significant accounting policies; reports prepared by the NASD's inde-
pendent auditors covering the basis of their engagement and an annual
review of their independence; and all other financial or accounting mat-
ters. The Audit Committee and the Finance Commuittees (with the excep-
tion of the Presidents of the subsidiaries) consist exclusively of external
governors/directors who have, in the opinion of the Boards of
Governors/Directoss, no association or relationship that would interfere
with the exercise of independent judgment as commiittee members.

The NASD's independent auditors, Emst & Young LLP, have conducted
an audit in accordance with generally accepted auditing standards of the
consolidated financial statements of the NASD for the years ended
December 31, 1996 and 1995. Representatives of Emst & Young LLP have
met with NASD management and with members of the Audit Committee
of the Board of Governors, with and without management present, to dis-
cuss the results of their audits and other accounting, auditing, and finan-
cial matters,



1996 Consolidated Financial Statements

Report of Ernst & Young LLP, 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., as of December 31, 1996, and 1995, and the related consolidated statements of income and
members’ equity, and cash flows for the vears then ended. These consolidated financial statements are the
responsibility of the Association’s managerment. Our responsibility is to express an opinion on these consoli-
dated 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 state-
ments 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 s evaluating the overall financial
staternent presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referted to above present fairly, in all material
respects, the consolidated financial position of the National Association of Securities Dealers, Inc., at
December 31, 1996, and 1995, and the consolidated results of its operations and its cash flows for the years
then ended in conformity with generally accepted accounting principles.

St + LLP

Washington, DC
February 24, 1997



Audited Consolidated Financial Statements

Consolidated Balance Sheets

December 31

1996 1995
Assets {In Thousands)
Current assets:
(ash and cash equivalents $ 37,193 $ 19476
Investments — current 74,762 67,059
Receivables and other current assets 63,699 51555
Total current assets 175,654 138,090
Investments — non—current 192,076 171563
Property and equipment;
Land, buildings and improvements 61,761 47,652
Data processing equipment and software 174,242 153,888
Furniture, equipment and leasehold improvements 106,407 77,226
342,410 278,766
Less accumulated depreciation and amortization (165,374) (134,067)
177,036 144 699
Other assets 3,450 4,237
$ 548,216 $ 458,589
Liahilities and Members' Equity
Current liabilities:
Accounts payable and accrued expenses $ 109,596 $ 81732
Deposits, refunds due and deferred revenue 54,007 46,700
Total current Habilities 163,603 128,432
Accrued pension costs 14,040 15,690
Other liabilities 8,840 7,581
Total liabilities 186,483 151,703
Members' equity 361,733 306,886
$ 548,216 $ 458,589

See accompanying notes to consolidated financial staternents.



Consolidated Statements of Income and Members™ Equity

Year ended December 31

1996 1995
Revenue {In Thousands)
Market information and transaction service fes $ 222,459 $171220
Nasdag issuer fees 111,832 92,700
Member assessments 65,252 49,831
Registration and qualification fees 59,970 47,160
Reguilatory fees and fines 31,859 23557
Interest and other 29,525 26,552
Corporate finance fees 21,932 16,891
Arbitration fees 13,275 9,660
Total Revenue 956,104 437,571
Expenses
Compensation 198,094 164,479
Professional and outside services 94,075 106,223
Computer operations and data communications 65,078 46,458
Depreciation and amortization 40,509 29,687
Publications, supplies and postage 20,238 18,862
QOccupancy 19,579 17,281
Travel, meetings and training 19,464 17,761
Other 16,338 9,817
Total Expenses 473,375 410,568
Income before provision for income taxes 82,729 27,003
Provision for income taxes 27,882 9859
Net income 54,847 17144
Members' equity at beginning of year 306,886 289,742
Members’ equity at end of year $361,733 $ 306,886

See accompanying notes to consolicated financial statements.




Consolidated Staterments of Cash Flows

Year ended December 31

1996 1995
(In Thousands)
Net income $ 54,847 $ 17144
Adjustments to reconcite net income to net cash
provided by operating activities:
Depreciation and amortization 40,509 29,687
Gain on sale of property and equipment {1,958) —
Provision for deferred income taxes 1,038 5,763
Increase in receivables (12,144) {6,726)
(Increase) decrease in other assets 787 {186)
Increase in accounts payable and accrued expenses 27,864 22,469
(Decrease} increase in deposits and deferred revenue 7,307 (4,707)
Decrease in accrued pension and other liabilities (1,429) (4,855)
Net cash provided by operating activities 116,821 58,589
Investing activities
Proceeds from redemptions of investments 127,960 50,749
Purchases of investments (156,176) (43,299)
Proceeds from sale of property and equipment 4,274 —
Purchases of property and equipment (75,162) (60,740)
Net cash used in investing activities (99,104) {53,290)
Increase in cash and cash equivalents 17,717 5,299
Cash and cash equivalents at beginning of year 19,476 14177
Cash and cash equivalents at end of year $ 37,193 $ 19476

See accompanying notes to consolidated financial statements.



Notes to Consolidated Financial Statements

1. Summéry of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts of the
National Association of Securities Dealers, Inc. (NASD) and its wholly
owned subsidiaries (collectively "the Company"), including The Nasdag
Stock Market, Inc. (Nasdaq), NASD Regulation, Inc. (NASDR™), Nasdag
International, Ltd. (Nasdaq International), Securities Dealers Insurance
Company Ltd. (SDIC), and the Securities Dealers Risk Purchasing Group,
Inc. (SDRP) after elimination of all significant intercompany transactions.

NASD is a membership association established to regulate the Nasdag

and the over-the-counter securities markets. Nasdagq owns and operates
the domestic and international electronic Nasdaq quote and trade infor-
mation system and provides national market facilities to benefit NASD
members and investors in their pursuit of efficient execution of securities
transactions and to help issuers reduce their cost of capital. The NASDR
(incorporated on January 25, 1996) was created to assist the NASD in ful-
filling its self-regulatory responsibilities as set forth in Section 154 of the
Securities Exchange Act of 1934. Nasdaq International promotes the
Nasdaq market worldwide. SDIC is  captive insurance company estab-

lished to reinsure risks associated with the member fidelity bond program.

SDRP is a risk purchasing group formed to make available professional
liability insurance for NASD members.

As an association established to regulate the Nasdaq and the
overthe-counter securities markets and provide information and trading
setvices to market participants, the Company's receivables are concentrat-
ed with firms in the broker/dealer industry

Use of Estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates
and assumnptions that affect the amounts reported in the financial state-
ments and accomnpanying 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 matusity of three months or less at the time
of purchase.

Investments

Management determines the appropriate classification of debt securities
at the time of purchase and reevaluates such designation as of each bal-
ance sheet date. Debt securities are classified as held-to-maturity in accor-
dance with the investment policy of the Company to hold securities to
maturity. Investments are stated at amortized cost, adjusted for amortiza-
tion of premium and accretion of discounts to maturity.

Property and Equipment

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 and Advertising Costs

Significant purchased application software, and operational software
that is an integral pat of computer hardware, are capitalized and amor-
tized on the straight-line method over their estimated useful lives. All
other sofiware development costs are charged 1o expense as incurred. The
Company expenses advertising costs in the periods in which the costs are
incurred.

Income Taxes

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

Classification

Expenses totaling $30,658,000 in 1995 related to the system technology
migration and other 1995 amounts have been reclassified to their respec-
tive components for the 1996 presentation. k



2. Investments

Tnvestments are made in U.S. Treasury securities and obligations of U.S.
Government-sponsored enterprises and are classified as held-to-maturity in
accordance with the securities policy of the Company. Throughout the
year, up to five percent of the investments may be classified as available-for
sale to satisfy cash management needs.

The amottized cost and estimated fair value of debt securities at
December 31, by contractual maturity, are shown below (in thousands):

1996 1995
Estimated Estimated
Cost Fair Value Cost Fair Value
Due in one year or less ~ $ 74,762 $ 74,885 $ 67,059 $ 67599
Due after one year
through five years $192,076 $ 192,545 $ 171,563 $173,946
$ 266,838 $ 267,430 $ 238,622 $241,545

The gross unrealized gains and (losses) of the investments at December
31,1996, were $1,275,000 and (§683,000), respectively. The gross unrealized
gains and (losses) at December 31, 1995, were $3,056,000 and (§133,000),
respectively.

Notes to Consolidated Financial Statements

3. Leases

Furniture, equipment, and leasehold improvements include the follow-
ing amounts relating to leases which have been capitalized. The initial
terms of the capitalized leases are 60 months.

December 31
1985 1996
(In Thousands)
Furniture, equipment, and
leasenold improvements $1,765 $ 3,371
Less: accumulated depreciation
and amortization 382 1,271
$1,383 $2,100

The Company 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 $13,318,000 in 1996 and $10,185,000 in 1995. Future mini-
mum lease payments under noncancelable operating leases with initial or
remaining terms of one year or more consisted of the following at
December 31, 1996:

Capital Operating
Leases Leases
(In Thousands)
Year ending December 31
1997 $ 410 $ 12399
1998 410 11,531
1999 40 10,425
2000 374 10,022
2001 - 8,834
Remaining years - 11,877
Total minimum lease payments 1,604 $ 65,088
Less: amount representing interest 177
Present valug of net minimum lease payments 1427

Less: amount dug in one year 333
$1.094




Notes to Consolidated Financial Statements

4. Income Taxes 3. Retirement Benefits
The income tax provision includes the following amounts for the The Company maintains a noncontributory, defined-benefit pension
year ended December 31: plan, along with other arrangements, for the benefit of eligible employees.
The benefits are primarily based on years of service and the employees
1996 1995 average salary during the highest 60 consecutive months of employment.
(In Thousands) The Company's funding policy is to contribute annually the minimum
Curtent incorme taxes requirement under ERISA, subject to the full funding limitation imposed
Federal $ 21,630 $33%8 by the Internal Revenue Service. Contributions of $6,533,000 and
State 5,214 768 $5,025,000 were required for 1996 and 1995, respectively.
Totaf current income faxes 26,844 409 The following table sets forth the plans’ net pension cost for the years
Defarred income faxes: ended December 31:
Federal 865 4,802 1996 1995
State 173 961 (In Thousands)
Total deferred income taxes 1,038 5763 Service cost $6,301 $ 5029
Total provision for income taxes $27,882 $ 9.859 Interest cost 5,364 5004
Income taxes paid during the year $25,133 $ 6,891 Actual return on plan assets (8,461) (11.224)
Net deferral and amortization 4,655 8177
The effective tax rates for the taxable entities were 40 percent and 37 Nt pension cos! $7,859 $ 6386

percent for 1996 and 1995, respectively.

The following table sets forth the plans’ funded status and amounts
(]Omponems of the net deferred tax llablllty consisted of the fO“Ong l‘ecognized in the balance sheets as of December a1

as of December 31:

1996 1995 1996 1995
(In Thousands) (In Thousands)
Deferred tax assets: Actuarial present value of benefit obligations:
Daferred entry fees $2,624 $ 1275 Accumulated benefit obligation, including
Compensation and bensfits 2,016 1683 vested benefits of $40,748 in 1996 and
Other 356 626 $37.452 in 1995 $47471 $43,934
Total deferred tax assets 4,996 3,784 Projected benefit obligation $ 81,288 $73993
Deferred tax liability
Depreciation (6,610) {4.360) Less plan assets at fair value, principally
Net deferred tax liability $(1,614) $ (576) common stocks, U.S. Government and
agency bonds 56,054 45921
25234 28072
Unrecognized net asset 2,335 2483
Unrecognized nel gain (loss) 1231 {5.278)
Prior service cost (3.208) (3.524)
Accrued pension cost 25592 21753
Less current portion 11552 6,063
Long-term accrued pension cost $14.040 $ 15690




The weighted-average discount rate and rate of increase in future
salary levels used in determining the actuarial present value of the pro-
jected benefit obligation were 7.75 percent and 5.5 percent, respectively, at
December 31, 1996, and 7.25 percent and 5.5 percent, respectively, at
December 31, 1995. The expected long-term rate of return on plan assets
was 9 percent for 1996 and 1995. The unrecognized net asset is being
recognized over 20 years, the average remaining service period of employ-
ees expected to receive benefits under the plan.

The Company 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
maich at an amount equal to 50 percent of the first 6 percent of eligible
employee contributions. Eligible plan participants may also receive an
additional discretionary match from the Company. Savings plan expense
for the years 1996 and 1995 was $5,004,000 and $3,998,000, respectively
The expense included a discretionary match authorized by the Board of
Govemors totaling $2,422,000 for 1996 and $1,542,000 for 1995.

Notes to Consolidated Financial Statements

6. Commitments and Contingencies

There are certain legal proceedings pending against the Company.
Management believes, based upon the opinion of counsel, that any liabili-
ties or settlements arising from these proceedings will not have a material
effect on the financial position or results of operations of the Company

In 1996, the Company acquired adjacent land and initiated a major
expansion of its data center facility in Trumbull, Connecticut. As of
December 31, 1996, there were approximately $23 million in construction
contract commitments to complete the expansion.
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1996 NASD Statistical Highlights

5,993 Member firms
60,151 Branch offices

534,989 Registered representatives

Information reflects data as of December 31, 1996.
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The Nasdag Stock Market, |

Inc.
Review of Operations, 1996

The Nasdag Stock Market Breaks Performance Records

The Nasdaq Stock Market') the nation’s most active securities mar-
ket, set 2 new share volume record in 1996, trading 138.1 billion
shares, surpassing by 36 percent the previous record of 101.2 billion
shares set in 1995. On average, 544 million shares were traded daily,
compared with 401.1 million in 1995, an increase of 35 percent.

The Nasdaq Composite™ Index reached an all-time high of 1316.27
on December 9, 1996, and closed the year at 1291.03. The Nasdaq
Composite outperformed most major U.S. and world indexes, except
for the Dow Jones Industrial Average. The Nasdaq Composite grew
22.7 percent for the vear, compared with 26 percent for the Dow and
20.3 percent for the S&P 500 Index.

The Nasdag-100° continued to be the fastest growing major index
in the U.S. equities markets in 1996, up 42.5 percent, the same
increase that it achieved in 1995. The Nasdaq® market's three best
performing industry indexes during 1996 were Computer, up 41.7
percent, Other Finance, up 28.5 percent, and Bank, up 26.2 percent.

In 1996, 655 Nasdaq market initial public offerings (IPOs) raised
$24.1 billion, more than any other equities market in the U.S. This is a
37.6 percent increase in number of IPOs and a 44 percent increase in
value of IPOs over 1995. The number of secondary public offerings
also reached a new high in 1996: 428 secondary offerings (up 14.1
percent) and raised $27.7 billion (up 11 percent). Almost half of the
capital raised in the U.S. secondary markets was raised by companies
listed on the Nasdaq market.

In 1996, 102 non-U.S. issues listed on the Nasdaq market, a 41
percent increase over the previous record of 71 set in 1995,

Public Representation Expanded in Nasdag Governance

Acting on the recommendations of the Select Committee chaired by
former Senator Warren Rudman, Nasdaq reconstituted its Board of
Directors to balance its industry and non-industry representation. The
non-industry directors represent a broad cross-section of individuals
who have either held or currently hold senior positions in investor orga-
nizations, publicly traded companies, venture capital firms, government,
consulting firms, and investment management companies. In 1996, the
Board of The Nasdaq Stock Market, Inc., consisted of eight non-industry
directors, six industry directors, and the Nasdaq president. This govern-
ing structure has provided the public ample representation in decisions
affecting investors and the operation of Nasdaq markets.

1996 Year In Review

Alfred R. Berkeley, 1lI

President, The Nasdiaq Stock Market, Inc

Nasday Market Structure Changed to Implement New SEC
Order Handling Rules

In recent years, The Nasdaq Stock Market has taken a number of
steps to level the playing field for investors. It adopted rules that pro-
hibit member firms from “trading ahead” of customer orders and it is
developing an enhanced system, most recently a voluntary limit order
file, to automate the matching of investors’ limit orders and market
orders and proposed companion rules to provide market-wide limit-
order price protection.

The new Order Handling Rules adopted by the Securities and
Exchange Commission (SEC) in 1996 increase market transparency
and substantially improve the ability of investors to achieve best execu-
tion of their orders. It was for that reason that Nasdaq embraced the
SEC rules and committed significant resources to preparing its systems
to accommodate the most fundamental change to be made to Nasdaq
in its 25-year history.

The rules, which went into effect in January 1997, provide for the
interaction of the buying and selling interest of investors with Nasdaq
Market Makers and independent electronic trading systems to achieve
the best price for all investors. The rules require a Market Maker to
incorporate customer limit orders into its quote, publicly displayed on
terminals worldwide, if those orders improve upon the Market
Maker’s bid-ask price displayed on Nasdag. In effect, the new rules
allow customer limit orders to affect the price and size of quotes dis-
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played by Market Makers. Moreover, if a Market Maker displays
orders on a private trading network priced better than its bid-ask quote,
such orders must be disseminated to all investors through Nasdag.
These rules, now being phased in, allow individuals as well as other
market participants to access orders they could not previously see.

Because of their significant effect, Nasdag is closely monitoring the
impact of the rules on spreads, liquidity, immediacy of execution, and other
elements of transaction costs, and the various operating aspects of Nasdaq.

Separately, the SEC approved Nasdaq's proposed rule to allow Market
Makers and investors to place quotations in increments of 1/16 of a
dollar for all securities listed on Nasdaq whose bid price is $10 or above.
Stocks under 810 are already quoted in increments as small as 1/32.

Nasdaq believes the narrower quote increment will enhance market
transparency and provide investors with improved opportunity for best
execution. The change would also make it possible for Nasdaq to accom-
modate and reflect orders entered into Electronic Communication
Networks (ECNs) that are priced narrower than the minimum quotation
increment currently allowed for Nasdaq securities quoted at or above $10.

Investor Information Provided on Nasdag Internet Site

Nasdaq is leveling the playing field for the individual investor. In April
1996, Nasdaq launched a World Wide Web site (www.nasdag.com) to
provide individual investors easy access to institutional-quality informa-
tion on the companies in its market. The Nasdaq Web Site is the only
Web site with a direct link to a major stock market's trading system for
pricing information.

Currently, the Nasdaq Web Site provides investors access to delayed
quotes for Nasdaq, New York Stock Exchange and American Stock
Fxchange securities, and end-of-day pricing on over 0,000 mutual
funds. Users can also use an advanced portfolio tracking feature to fol-
low the performance of up to 300 securities, mutual funds, and
options. Market activity is tracked graphically throughout the trading
day for the major U.S. indices, including the Nasdaq Composite,
Nasdag-100 Index®, Dow Jones 30, S&P 500, New York Stock
Exchange, and the American Stock Exchange.

Investors have access to more in-depth and timely information on
all 5,600 Nasdaq-listed securities, encompassing on-line financial
summary tear sheets, intraday and historical charting, company-specif-
ic news and press, on-line audio through MSNBC, and direct links to
SEC EDGAR filings. Traffic to the Nasdaq Web Site has grown steadily
since its launch, and with over four million hits per day, it is now one
of the world's most active electronic information centers for investors.

To learn more about the informational needs of investors, Nasdag
hecame a partner in an exciting new investor education project with Money
magazine, Microsoft Corporation, and Fidelity Investments. Nasciaq will be

providing the city of Elgin, Ilinois with investor information resources, mak-
ing the city, in effect, 2 living laboratory that will help determine investor
information requirements and how best they can be met.

Nasdaq Developed State-0f-The-Art Information Service
for Companies

In 1996, Nasdaq developed Nasdaq Online®) a Web-based service to
deliver on-line market information. Nasdaq Online will serve as a tool
for planning investor relations and provide insights into market behav-
for for Nasdag-listed companies. This on-line service will help compa-
nies manage relationships with analysts, identify institutional investors,
and provide board members with concise information quickly. It will
also allow Nasdaq companies to see at a glance how their stock is
trading, how competitors are trading, and whether the market is up or
down at any given moment.

Listing and Maintenance Standards Upgraded for the
Entire Nasdag Market

To balance its role in facilitating legitimate capital formation for com-
panies and provide the appropriate protection to public investors,
Nasdaq has filed with the SEC & proposal to adjust its listing require-
ments for companies. It raised the financial standards for listing as well
as continued listing and it extended its governance standards to all list-
ed companies. The following is a short summary of the major changes:

Governance Standards. The Nasdaq SmallCap Market companies
will be required to maintain the same governance standards as Nasdaq
National Market companies, which include having two independent
directors, an audit committee with 2 majority of independent direc-
tors, an annual shareholders meeting, and shareholder approval for
large issuances of securities at below-market value.

Auditor Review. Auditors of all Nasdaq companies will be subject
to peer review of their audit and accounting practices every three
years by organizations such as the American Institute of Certified
Public Accountants (AICPA)or the SEC Practice Session.

Financial Criteria. Key financial qualifications such 4s net tangible
assets, pre-tax earnings, public float and market value of public float are
increased by 50 percent or more for Nasdaq National Market companies
and substantially more for Nasdaq SmallCap Market companies.

Minimum Price. All Nasdag companies must trade at $1 a share
or more. Delisting proceedings will be initiated for any company
whose stock price falls below $1 for 30 days if that price does not
close at or above $1 for 10 consecutive days within a2 90-day compli-
ance period.
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Information reflects data as of December 31, 1996.

Mutual Fund Quotation List Expanded to Include Small
Mutual Funds

To provide investors with more comprehensive and timely informa-
tion on mutual funds, Nasdaq increased the number of mutual funds
and money market funds included on its Mutual Fund Quotation
Service. The Service provides for the collection and dissemination of
prices of mutual funds.

Nasdaq pubtishes two mutual fund lists daily. The News Media List,
which is not being amended, contains the net asset values for approxi-
mately 5,500 funds. The Supplemental List, which is being expanded
from 450 to 1,400 mutual fund and money market funds, is distributed
to more than 280,000 quotation terminals worldwide. To qualify for this
list, 2 mutual fund must have net assets at the time of application of §10
million or more, or the fund must have been operating for two full years.

Next Phase of Nasdaq Trading Capacity Expansion Planned

In 1996, Nasdaq continued its technology migration, giving it an
increased trading capacity of more than one billion shares daily. This
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138.1 hillion
$3.3 trillion
543.7 million
$13.0 hillion
$1.52 trillion
5,556

6,384

541

460

1.7 hillion
$125.2 billion
655

$24.1 hillion
428

$21.7 hillion

project represented the largest single technology conversion under-
taken by a major stock market and was accomplished while the mar-
ket continued normal operations handling record levels of volume.

In addition, work began on the next phase of Nasdaq trading system
expansion as Nasdaq prepared to take further steps in a continuing process
of anticipating and preparing to meet projected investor demand.

To maintain its leadership in market technology, Nasdaq broke
ground in 1996 for the construction of a state-of-the-art, $33 million
data center expansion focated in Trumbull, Connecticut. One of the
objectives in building this addition, two-and-a-half times larger than the
current facility, is to prepare for the technological demands of the mar-
ketplace as the 21st century approaches.

NIMI Undertook Major International Market Projects
Nasdaq International Market Initiatives, Inc. (NIMI), a separate unit of
Nasdag, uses the knowledge, experience, and expertise of the professional
staff of The Nasdaq Stock Market to offer a variety of consulting services to
assist emerging and established securities markets around the world with
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both technology applications and regulation.

NIMI, working in partership with the U.S. Agency for International
Development (USAID) and the Romanian government, completed con-
struction of the Romanian Stock Market (Rasdaq) in 1996, a project that
was begun the previous year. Rasdag licensed for use Nasdaq’s proprietary
trading technology known as PORTAL, customized by NIMI to meet the
nieeds of the Romanian marketplace. In doing so, Rasdaq brings together a
wide array of today’s most sophisticated communications technologies.

NIMI also developed the regulatory blueprint and infrastructure for
the design and operation of the Romanian Assoctation of Securities
Dealers (ANSVM), the self-regulatory organization that oversees Rusdaq
and governs the securities market for company shares offered through
Romania’s Mass Privatization Program. NIMI worked closely with
ANSVM and the Romanian National Commission of Securities (CNVM) to
fashion a full spectrum of trading rules, from membership qualifications
to requirements for market making, using the self-regulatory model.

NIMI also made significant progress in 1996 on a major project for
Harmonization of Capital Markets in the Caribbean. NIMI first assessed
the current market models in Jamaica, Barbados, Trinidad & Tobago,
and the Dominican Republic. From this assessment, together with plans
for a new exchange to be established in The Bahamas, NIMI's team pro-
duced a framework design for automated trading and depository facili-
ties for the markets, and a request for proposal for computers and sofi-
ware to support this regional initiative. In 1997, this project will pro-
duce additional legal and organizational enhancements as well as rollout
and implementation of the automated trading and central securities
depository systems.

In addition, NIMI in 1996 became the prime contractor for the second
time in the Capital Market Development project for the Pakistani financial
markeis. Working with the Asian Development Bank (ADB), the Jargest
donor bank in Asia, and the Aries Group, Ltd,, an international consulting
firm, NIMI is preparing the outline structure for the remodeling of the
Pakistani capital markets, including the stock exchanges, mutual fund
industry, and the leasing industry. NIMI is overseeing the work performed
by the team of consultants in addition to guiding the Corporate Law
Authority in Pakistan on the overall process of privatization.

Nasdaq Celebrates 25th Anniversary With Essay Contest
for Students

The Nasdaq Stock Market chose to celebrate its 25th anniversary
in 1996 by encouraging the younger generation to learn about stock
markets and the role they play in America’s economy. To accomplish
this, Nasdaq organized an essay contest for students in five age cate-
gories from 5 to 18 years of age. The topic of the essay was “What
Stock Markets Mean to America.” In all, more than 2,200 children

from 49 states, Washington, D.C., Puerto Rico, British Columbia, and
Japan submitted essays. The essays were judged by more than 60 staff
volunteers from the NASD and its subsidiaries.

Six grand prize winners (there was a tie in one category) and a
special grand prize winner were awarded $1,000 to invest and a
three-day trip to Washington with two family members. At the presen-
tation ceremony the winners read their essays and were presented
their awards by the Presidents of the NASD, NASD Regulation, and
Nasdaq as well as former NASD President Gordon Macklin. In addi-
tion to the grand prize winners, 18 other winners from around the
country received $1,000 for their efforts.

The grand prize winners and their age categories
were as follows:

Name Hometown Age Group

Matthew Hostetter Frederick, Maryland 5-6
Emily Kuster Johnston, lowa 7-9
Herman Galatas, Jr. Gretna, Louisiana
Stephanie Kelly Bordentown, New Jersey
Jonah Lehrer Los Angeles, California

Brooklyn, New York

Kelly McClintock

Jeremy Herrn!ann Pepper Pike, Ohio

* Special Grand Prize Winner



The Nasdag Stock Market
Educational Foundation, Inc.

The Nasdaq Stock Market Educational Foundation, Inc., provides
financial support to programs and projects that foster economic litera-
¢y, promote understanding of the capital formation process, and pro-
vide an education on how securities markets operate and function.
The Foundation was established in 1993 as an independent nonprofit
entity wholly funded by The Nasdaq Stock Market, Inc.

In 1996, the third year of operation, the Foundation 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 assort-
ment of specific projects.

*  Columbia University Graduate School of Journalism—a grant
for the endowment of the Knight-Bagehot Fellowship for mid-
career professional development of journalists reporting on busi-
ness and economics.

Council on Economic Education in Maryland—funds to pur-
chase computer equipment to promote the computerized version
of the Stock Market Game.

»  George Washinglon University's Financial Markels Research
Center of the School of Business and Public Management—a
grant to develop an MBA course module covering financing alter-
natives for emerging companies and the strategic considerations
of an IPO.

o Georgelown University School of Business—a grant to offer a
course on the process of taking a company public and an execu-
tive program on the functioning and regulation of capital markets.

o Philadelphia’s Julia De Burgos Bilingual Middle Magnet
School—funds to support its Program for Economic
Development that teaches students about free enterprise, invest-
ment, stock markets, and generation of capital.

o Museum of American Financial History—a general support
grant to help the Museurn preserve and display artifacts and testi-
mony related to the nation’s financial heritage, organize exhibi-
tions, produce publications, and provide research facilities.
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* Academy of Finance of the National Academy Foundation—a
grant to support the Academy’s works introducing students to the
securities and financial services industry through curriculum stud-
jes, paid student internships, and mentoring programs.

*  National Press Foundation—a grant for its Washington Seminar
on Finance and Economics, providing journalists, chosen through
a nationwide competition, the opportunity to discuss contempo-
rary financial issues with experts from economics, finance, gov-
ernment, agencies, and research institutions in Washington, D.C.

o New York University’s Leonard N. Stern School of Business—
funds to develop and offer a course on global equity markets cov-
ering trading and market structure.

*  Securities Industry Foundation for Economic Education—
funding to support the Stock Market Game, an on-line simulation
exercise that teaches elementary and secondary school students
the basic principles of economics, finance, capital formation, and
securities markets.

* Research Institute for Small and Emerging Business—a grant
to create a fellowship in capital formation for small business that
will bring an established academic to Washington, D.C. for a
semester to serve on the staff of a Congressional committee that
sets policies and develops legislation on the funding of small busi-
ness and to meet with appropriate agencies, trade associations,
and research institutes.

o University of Maryland, the Maryland Business School—a grant
to develop and offer 4 course in equity markets structure and eco-
nomics, covering, among other topics, comparative market struc-
ture, aperations, regulation, trading mechanisms, order taking,
performance, and the roles of various market participants.

In addition to these grants, the Foundation awarded Ph.D. disserta-
tion fellowships to New York University, Carnegie Mellon University,
and the University of California at Berkeley. The Foundation also fund-
ed the second year of 4 full four-year Ph.D. fellowship awarded to the
University of Chicago in 1995. The respective universities select the
recipients of these grants from among full-time doctoral students in
finance or economics whose dissertations and/or research involve
aspects of the capital formation process or the operation and function-
ing of securities markets.
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NASD H‘egulation, Inc.
Review of Operations, 1996

Structural Changes Focused on Regulatory Mission

Governance Revised

To ensure that the public is adequately represented in NASD
Regulation’s affairs, a board structure was chosen that halances indus-
trv and non-industry dirvectors. A major accomplishment of NASD
Regulation™ in 1996 was assembling 4 board of highly competent and
dedicated directors, one that is committed to the company’s mission of
investor protection and capable of successfully guiding it through its
critically important first year.

Organization Streamlined

In 1996, NASD Regulation moved to make its regulatory and over-
sight functions more efficient by implementing a streamlined organiza-
tional structure. Three separate departments responsible for most of
the regulation of the nation’s securities firms and their registered rep-
resentatives were created—Enforcement, Member Regulation, and
Market Regulation. In addition, five operating offices were created to
administer NASD Regulation programs and policies—Dispute
Resolution, Disclosure and Investor Protection, Disciplinary Policy,
Technology Services, and General Counsel.

During 1996, NASD Regulation assembled a strong senior manage-
ment team to lead the company. In addition to NASD® veterans, this
team includes former senior executives from the SEC and the
Commodity Futures Trading Commission.

Regulatory Resources Increased

A multi-million dollar budget increase in 1996 made it possible for
NASD Reguiation to expand significantly the number of staff dedicated
to regulation and enforcement. In all, a total of 137 new positions,
largely dedicated to member firm examination and market surveil-
lance, were added to the NASD Regulation workforce, which totaled
1,635 at the end of 1996. The NASD Board has made a major addi-
tional commitment to enhance its regulatory program. Over the next
five years, the NASD also plans to spend more than $100 million to
enhance its systems for market surveillance and increase examination,
surveillance, enforcement, and internal audit staff.

Mary L. Schapiro

President, NASD Regulation, Ing.,

Solid Regulatory Results Achieved

Disciplinary Actions Increased

In 1996, NASD Kegulation sent a strong message that it will not tol-
erate violations of NASD and MSRB rules and federal securities laws.
Disciplinary actions brought by NASD Regulation reached 1,200 in
1996, an increase of 12 percent over 1995, and collected disciplinary
fines increased by almost two-thirds. Among the most significant
actions concluded were the expulsion from NASD membership of
Hibbard Brown & Co., Inc., in February and Stratton Oakmont, Inc., in
December. Twelve other firms were either expelled or suspended from
membership, while 598 individuals were either barred or suspended.

District Office Examination Program Broadened

During 1996, NASD Regulation District Office examiners conducted
almost 2,400 routine examinations of NASD members, an increase of
54 percent over the previous year. In addition to reviewing members’
financial and operational condition, NASD Regulation examinations
also focused heavily on sales practices and supervision involving arcas
such as suitability, churning, best execution, fairness of markups and
commissions, and fraudulent activity.

Close to 10,500 special cause matters were investigated and
resolved by the Districts, which included customer complaints and ter-



minations for cause of persons associated with members. Further, the
District Offices, in coordination with NASD Regulation’s Enforcement
Department, concluded a number of major sales-practice
investigations.

Registered Representatives Barred for Cheating

During 1996, NASD Regulation barred from the securities industry
atotal of 21 registered representatives for having paid impostors to
take qualification examinations on their behalf, These examinations
are a critical component of the investor protection program. NASD
Regulation worked closely with the Manhattan District Attorney's office
in the indictments of 52 impostors and others implicated in this mat-
ter.

Joint Operation Uncovers Illegal Payments

In October 1996, the Justice Department charged 45 stock promot-
ers, company officials, and current or former brokers with conspiracy,
securities fraud, and criminal contempt following extensive investigations
into illegal payments made to securities brokers o induce them to sell
particular securities. In concert with the United States Attorney’s Office
for the Southern District of New York, the Federal Bureau of
Investigation (FBI), and the SEC, NASD Regulation was an active partici-
pant in this investigation, contributing hundreds of hours of staff time as
well as market information, technical expertise, and other assistance
crucial to the success of this undercover sting operation,

Investigation of Penny Stock Fraud Leads to Convictions

In another joint regulatory initiative, NASD Regulation assisted the U.S.
Attorney in New Jersey obtain criminal convictions of a large
number of individuals for illegal activities in low-priced stocks. For
the past several years, NASD Regulation has had full-time examination
staff assigned to work with the FBI in Newark, New Jersey, too.

In commenting on this case, FBI Director Louis Freeh commended
NASD Regulation for the “vital role” it played *“during several substantial
investigations involving the securities markets.” Freeh called the work of
NASD Regulation staff over the last several years ‘‘tireless,” and added
that they “contributed immensely to the convictions of more than 30
persons.”

Outreach to Individual Investors Undertaken

NASD Regulation Launches World Wide Web Site

Using the latest technology to facilitate investor access, NASD
Regulation established a site on the World Wide Web (www.nasdr.com)
that provides investors a basic primer on how the regulatory process
works, how investors can avoid problems before they occur, and steps
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they can take should they run into difficulty. The site contains an
overview of NASD Regulation’s activities, information on investing wisely;
timely messages on current regulatory developments, and descriptions
of the arbitration and mediation process. It also allows investors the on-
line ability to request information on the disciplinary histories of securi-
ties firms and their brokers, and to file complainis electronically

Public Participation Solicited in NASD Rule Comment Process

In November, NASD Regulation boosted the voice of investors in its
rule-making process by being the first self-regulatory organization to give
investors the opportunity to comment on its rule proposals via its Web
site, well in advance of their publication by the SEC in the Federal
Register.

NASD Regulation Proposes Expansion of Disciplinary History
Available Through Public Disclosure Program

In 1996, the NASD Public Disclosure Program responded to over
133,000 telephone requests from the general public for the discipli-
nary histories of NASD member firms and their brokers through its
toll-free hotline (800-289-9999). In addition to information provided
over the telephone, NASD Regulation mailed over 102,000 reports in
response to these requests.

This reportable information inctudes a wide range of criminal and
disciplinary information, arbitration decisions, and civil judgments. In
1996, NASD Regulation proposed to expand the information available
to include, among other things, pending customer complaints and
arbitrations, and suspension or revocation to act in a professional
capacity.

Communications with Investors Improved

Regulation of Broker/Dealers' Use of Electronic Media
Clarified

The use of electronic media—including Internet and other on-line
commercial services' sites, chat rooms, bulletin boards, and e-mail—
to disseminate securities-related information and communicate with
customers saw explosive growth in 1996. Concerned about the protec-
tion of investors, NASD Regulation undertook an informational pro-
gram for NASD member firms to clarify how certain current standards
for hard copy and telephone communications also apply to electronic
media. These standards include the application of rules governing
suitability of investment recommendations, supervisory review of cer-
tain communications, and NASD Regulation review of advertising
material.
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Investors Internet Education Program Introduced

During 1990, NASD Regulation observed a correlation between
sharp increases in the number of electronic messages relating to cer-
tain low-priced securities and dramatic increases in their price,
volatility, and trading volume. Often, these messages are sent without
attribution to 2 large, undifferentiated universe of Internet or on-line
service subscribers and contain unverified or potentially misleading
information.

To alert investors to potential fraud, NASD Regulation initiated an
Internet Education Program, the key element of which is 4
brochure—Possibilities and Pitfalls: The Internet as an Investment
Tool—distributed free to investors through the NASD and its member
firms either on-line or by mail. The brochure provides guidelines for
using securities information on the Internet safely. In addition, NASD
Regulation has arranged with on-line services and operators of Internet
sites, bulletin boards, and chat rooms containing securities information to
display a warning message to users. NASD Regulation will vigorously
enforce NASD rules in any situation involving the use of the Internet to
commit fraud.

Additional Telemarketing Rules Created to Protect Investors

In 1995, the NASD adopted a “cold call rule requiring NASD member
firms to keep “do not call” lists of persons who do not wish to receive tele-
phone solicitations from the securities firm or its brokers. In addition, to pro-
tect investors from deceptive or abusive telephone calls from brokers, NASD
Regulation proposed new telemarketing rules in 1996 that the SEC approved.
Under the new rules, securities firms and their brokers may not telephone an
individual’s residence to solicit the purchase of securities or related services
at any time other than between 8 a.m. and 9 p.m. local time, unless they have
the prior consent of the person.

In making sales calls, member firms and brokers must immediately give
their names, the name of their firm, their telephone number or address,
and state that the purpose of the call is to sell securities or related prod-
ucts. Finally, securities firms and their brokers may not use telephone
authorization for obtaining demand drafts drawn on a customer’s account.
Written authorization is required.

Dispute Resolution Refined for Investors

Arbitration Task Force Malkes Historic Recommendations

The NASD provides a forum for over 87 percent of the arbitration
claims brought in the securities industry each year. In 1990, an NASD
Arbitration Policy Task Force, chaired by former SEC Chairman David S.
Ruder, presented to the NASD more than 70 recommendations, represent-
ing the most comprehensive revamping of securities industry arbitration
since 1989. The recommendations related primarily to 13 areas of the dis-
pute resolution program, including predispute arbitration agreements, the

six-year eligibility rule, punitive damages, mediation and early neutral eval-
uation, a revised three-tier system, discovery, management of the arbitrator
pool, arbitration of employment related disputes, standards for representa-
tion of parties in securities arbitration, financing and staffing, and gover-
nance of the arbitration process.

During the past year, NASD Regulation staff and the National Arbitration
and Mediation Committee reviewed and developed the Task Force recom-
mendations in three stages: customer-industry disputes, employee-member
firm disputes, and member firm-member firm disputes. In July 1996, the
NASD Regulation Board approved increases in staff to support & number of
the proposed initiatives, including staff dedicated to case administration.
The Board also approved an initiative to accelerate appointment of arbitra-
tors to resolve discovery and other preliminary motions and to schedule
evidentiary hearings. In September 1996, the Board endorsed the list
selection method for the appointment of arbitrators and adopted a rule to
expand the cases that could be decided by a single arbitrator. In November,
the Board approved a rule allowing punitive damage awards in public cus-
tomer arbitrations; the rule caps available damages at the lesser of
$750,000 or two times compensatory damages.

In 1997, the NASD Regulation Board will act on Task Force recommen-
dations to improve the discovery process, clarify the contents of predispute
agreements signed by public customers, and modify the eligibility rule so
that investors will have a single forum (court or arbitration) in which to
assert all their claims, no matter when the transaction took place. All of
these rules will have to be approved by the SEC, after a period of notice
and comment.

More Qualified Arbitrators Added and Training Upgraded

In 1996, NASD Regulation substantially increased its roster of qualified
arbitrators to accommodate the increase in cases and to give investors a
wider choice among arbitrators. Also, the NASD Regulation Board
approved increases in staff dedicated to the recruitment and training of
arbitrators.

In addition, following a recommendation by the NASD Arbitration Task
Force, NASD Regulation completely revamped its required arbitrator train-
ing programs and materials. The new two-part training program increases
arbitrator education by combining the benefits of self-paced home study
and participatory classroom-style instruction. In 1997, NASD Regulation
will continue the process of updating existing materials and will develop
new training tools and methodologies.

Mediation Proves to Be A Successful Alternative

NASD Regulation’s mediation program completed its first full year
of operation in 1990. For the year, more than 82 percent of the claims sub-
mitted to mediation setfled. The claims brought to mediation ranged from
$10,000 to $5 million. In all, 428 mediation cases were closed, with 351
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1996 NASD Regulation Statistical Highlights

Gompliance

2,359 Main office routine examinations conducted
3,892 Terminations for cause received

4,103 Terminations for cause resolved

1,121 Other cause examinations completed

5,262 CGustomer complaints received

5,221 Customer complaints resolved

Disciplinary Actions

1,200 Formal actions filed
1,045 Formal actions resolved
7 Firms expelled from membership
394 Individuals barred from the industry
7 Firms suspended from membership
204  Individuals suspended

Automated Market Surveillance

6,247 Price and volume alerts
230 Formal investigations conducted
136 Cases referred to the SEC

Advertising

53;241 items reviewed from filings, spot checks,

and investigations ‘

Information reflects data as of December 3 1, 1996

being settled. In view of the success and popularity of the mediation pro-
gram, in 1996 the NASD approved increases in staff dedicated to mediation.

Regulatory and Compliance Capabilities Strengthened

Sales-Practice Rules Applied to Government Securities
Transactions

To safeguard the interests of investors, the SEC approved NASD rule
changes providing the NASD with fuller authority and expanding the
scope of its sales-practice requirements to broker/deaters engaged in
a government securities business. These rules address matters of fair
dealing, sitability of recommendations to customers, accurate and
firm quotations, best execution of customer orders, and reasonable
charges for services performed. Previously, NASD regulation of govern

Gorporate Financing

2,718  Underwriting arrangements reviewed
$337.8 Billion of public offerings reviewed

Arhitration

5631 Cases filed
6,331 Cases closed
4,119  Disputes resolved between parties without
arbitration
397 Industry cases arbitrated
1,815 Customer cases arbitrated
977 Cases decided in favor of customers

Mediation
651 Cases brought
428 Cases closed
351 Cases settled
Qualifications
267,754 Registered representatives and principal tests
administered
Gontinuing Education
103,000 Training sessions delivered

ment securities was limited to financial and operational activities,
advertising requirements, and certain recordkeeping and supervision
rules.

Bank Broker/Dealer Rules Emphasize Product Differentiation

The NASD filed a new rule with the SEC in 1996 designed to elimi-
nate the confusion that may arise when both insured deposit instru-
ments 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 an NASD mem-
ber firm located at a financial institution (e.g,, bank, savings and
loan, or credit union) conduct its securities business in a location
distinct from the area where deposits are taken, whenever possible,
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and in all situations clearly distinguish the member’s broker/dealer
services from the financial institution’s deposit-taking activities.
According to another requirement, the NASD member must provide
customers orally and in writing an explanation of the differences in
insurance coverage and risks between securities and non-securities
products.

Restrictions and Disclosure of Broker/Dealer Incentives
Refined and Expanded

In 1996, the NASD built on the steps it took the previous vear to
restrict the cash and non-cash compensation received by broker/
dealers and their associated persons who sell investment company
and variable contract securities. These actions are in response to the
increasing use of non-cash compensation as an incentive to encourage
the sale of these products.

Amendments proposed in 1996 to the original 1995 rule currently
pending before the SEC would require, among other things, that any
cash or non-cash compensation that is or may be received by the mem-
ber or its associated persons when selling investment company securi-
ties be disclosed in a current prospectus of the investment company.

Another set of amendments proposed in 1996 would, among other
items, prohibit an NASD member firm from favoring or disfavoring the
sale of a variable life insurance or variable annuity contract on the
basis of brokerage commissions that it would receive, and require this
compensation to be disclosed in the prospectus.

Payment for Quotation or Listing Prohibited

To ensure market integrity, NASD Regulation proposed a rule that
would prohibit any payment by an issuer or the issuer’s affiliates and
promoters, directly or indirectly, to an NASD member firm for pub-
lishing a quotation, acting as a Market Maker, or submitting an
application to be a Market Maker. This rule is designed, among
other things, to ensure that NASD members act in an independent
capacity when publishing a quotation or making 4 market in an
issuer’s securities.

New Regulatory Technology Applications Underway

In 1996, NASD Regulation moved forward to construct an automat-
ed Order Audit Trail System™ to enable it to determine more efficiently
whether a customer’s order is executed promptly and given priority
and best execution under SEC and NASD rules and regulations.
Overall, this comprehensive, computerized recordkeeping system will
greatly reduce the time currently required for data collection, on-site
inspections, and examination of hard copy trading records.

Using cutting-edge technology to stay ahead of the regulatory chal-
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lenges that advanced technology poses, NASD Regulation also started
work on developing an Automated Internet Surveillance capability
using a customized search engine. This system will notify market sur-
veillance analysts of promotional activity on the Internet in advance of
market movements and enable NASD Regulation to integrate Internet
surveillance more fully into its overall surveillance program and
systems.

In addition, NASD Regulation began development in 1996 of several
automated trade-abuse detection systems—Late-Trade Reporting
Detection, Pricing/Size Convention, and Market Participant Coordination.

NASD Regulation Receives Technology Awards for Regulatory
Systems

Indicative of the quality and sophistication of its systems, NASD
Regulation received several awards in 1996 for the application of tech-
nology to market surveillance and examiner training. For the Research
and Data Analysis Repository™ (RADAR™) system, NASD Regulation
received an award from the annual Computerworld Smithsonian
Awards Program, and the system’s descriptive materials were made
part of the Smithsonian Institution's Permanent Research Collection.
Deployed in 1995, RADAR provides market analysts immediate access
to market data and other related information, dramatically increasing
the speed and flexibility with which large quantities of data are
processed and analyzed.

The CornerStone® Examiner Training Program and Performance
Support System wvas recognized by the International Society for
Performance Improvement (ISPI) as the Outstanding Human
Performance Support System for 1996. CornerStone is a combination
of print- and computer-based training, along with classroom and on-
the-job education used in teaching examiners.

The Automated Examination Modules (AEM), an automated tool
augmenting CornerStone, was awarded first prize for Outstanding
Custom Application by Microsoft Corporation. AEM allows NASD
Regulation’s national compliance and examination staff to conduct on-
site examinations of member firms using a laptop computer applying
software that contains all NASD Regulation examination policies and
procedures along with on-line product information.

Professionalism of the Industry Improved

Continuing Education Services Enhanced

To help NASD member firms to comply with the Firm Element of
the mandated Continuing Education Program for industry profession-
als, NASD Regulation offered members a new software release to assist
them in completing a training needs analysis and developing and
implementing a written training plan.
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Also in 1996, NASD Regulation instituted a notification program
through the Central Registration Depository™ to provide NASD mem-
ber firms with advisory messages when significant disciplinary
actions involving their registered representatives require them to be
entered into the Regulatory Element of the Continuing Fducation

Program.

Number of Testing/Training Sites Increased

To enhance the effectivencss of the Continuing Education Program
and the operation of the testing process, NASD Regulation entered into
a strategic relationship with Sylvan Learning Systems, Inc., to increase
by more than fivefold the number of centers available to test, train, and
certify the nation’s more than 530,000 registered hrokers. The number
of secure, computerized facilities will increase from 56 across the
country to over 250 in all 50 states over the next two years. NASD
Regulation will continue to guard the integrity and security of the testing
process, and will register candidates and prepare computerized tests
for delivery. Sylvan will manage and operate the training/testing centers.

New Examinations to Be Introduced

The NASD Regulation and NASD Boards approved the creation of
two new examinations for government securities and corporate securi-
ties traders. Adding these examinations will help educate the thou-
sands of brokers who specialize in selling government securities and
traders who specialize in trading corporate equities at a time when the
market for both, and their complexity, is growing,

The government securities examination is made possible by, and is
an appropriate implementation of, the expansion by Congress of NASD
regulatory authority. The corporate securities trading examination will
ensure that traders have a more consistent understanding of securities
industry rules, especially in light of the rapid regulatory and structural
changes in the marketplace.
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J.C. Bradford & Company
Nashville, TN

Lawrence A. Cohen
Capital Senior Living Corporation
New York, NY

F. Daniel Gorkery
PaineWebber Incorporated
New York, NY

Lawton W. Fitt
Goldman, Sachs & Co.
New York, NY

Dennis C. Hensley

JP. Morgan & Co., Incorporated

New York, NY

Ralph L. Pellecchio
Morgan Stanley & Company
New York, NY

John J. Sanders, Jr.
Robertson, Stephens & Co., LP.
San Francisco, CA

Thomas R. Weinberger
Sutro & Co. Incorporated
Los Angeles, CA

1997 Financial
Responsihility
Committee

William A. Rogers, Chairman
Wayne Hummer & Co.
Chicago, 1L

Jeffrey Bernstein
Bear Stearns & Co.
Brooklyn, NY

Stephanie Brown
Linsco/Private Ledger Corp.
Boston, MA

John Cirrito
Gruntal & Company
New York, NY

John Haynie
Interstate/JTohnson Lane
Charlotte, NC

Fergus Henehan
Principal Financial Securities, Inc
Dallas, TX

Thomas Lockburner
Deloitte & Touche LLP
New York, NY

George E. Montes
Emmett A. Larkin Co., Inc.
San Francisco, CA

James A. Richter
Roney & Co. LL.C.
Detroit, MI

Art Thomas

Menrill Lynch, Pierce, Fenner
& Smith Incorporated
Jersey City, NJ

Grace B. Vogel
J.P. Morgan Securities, Inc.
New York, NY

1997 Fixed Income
Committee

Zack Snow, Chairman
Salomon Brothers, Inc.
New York, NY

James P. Fitzgerald
Fitzgerald, Davis & Associates, L.
Chicago, IL

Kreg Jones
D.A. Davidson & Company
Great Falls, MT

F. Van Kasper
Van Kasper & Company
San Francisco, CA

Robert E. Maina

Merrill Lynch, Pierce, Fenner
& Smith Incorporated

New York, NY

Gerald P. McBride
Prudential Securities
New York, NY

NASD Regulation, Inc.

Ronald M. Pyle
Stephens, Inc.
Little Rock, AR

Robert Santora
Dean Witter Reynolds, Inc.
New York, NY

R. Charles Shufeidt
SunTrust Capital Markets, Inc.
Atlanta, GA

J. Richard Sipes
PaineWebber Incorporated
Weehawken, NJ

John R. Tormonsdon
Goldman, Sachs & Co.
New York, NY

1997 Independent
Dealer/Insurance
Affiliate Committee

Todd A. Robinson, Chairman
Linsco/Private Ledger Corp.
Boston, MA

Ellyn L. Brown
Baltimore, MD

Herbert H. Brown
Washington, D.C.

Priscilla S. Brown
LNC Equity Sales Corporation
Fort Wayne, IN

Bob Cogan
Capital Analyst, Inc.
Racinor, PA

Miles Gordon
Financial Network
Investment Corporation
Torrance, CA

Arthur F. Grant
Cadaret, Grant & Co., Inc.
Syracuse, NY

M. Anthony Greene
Investment Management
& Research, Inc.

Atlanta, GA

Gerard A. Rocchi
W.S. Griffith & Company, Inc.
Hartford, CT
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Don Saxon

Office of Compuroller
State of Florida -
Tallahassee. FL

Richard V. Silver

The Equitable Life Assurance Society
of the U.S.

New York, NY

Mary Toumpas
Chubb Securities Corporation
Concord, NH

1997 Investment
Companies
Committee

James S. Riepe, Chairman
T. Rowe Price Associates, Inc.
Baltimore, MD

Daniel E. Carper
Lordl, Abbett & Co.
New York, NY

David C. Conine

Merrill Lynch, Pierce Fenner
& Smith Incorporated
Plainsboro, NJ

Lynda L. Faber
Payden & Rygel Distributors
Los Angeles, CA

Robert R. Glauber

Harvard University

Center for Business and Government
Cambricdge, MA

Paul G. Haaga, Jr.
Capital Research and
Management Company
Los Angeles, CA

Thomas W. Miltenberger
Edward Jones
St. Louis, MO

Todd A. Robinson
Linsco/Private Ledger Corp.
Boston, MA

William N. Shiebler
Putnam Mutual Funds
Boston, MA

Marianne K. Smythe
Wilmer, Cutler & Pickering
Washington, D.C.

Mary Ann Tynan
Wellington Management Company
Boston, MA

1997 Market
Begulation Committee

Rob Gales, Chairman
Wessels, Armold & Henderson, LL.C.
Minneapolis, MN

Erik D. Aschenbrenner
NationsBank Corporation
Charlotte, NC

Preston G. Athey
T. Rowe Price Associates, Inc.
Baltimore, MDD

Michael A. Bird

Dain Boswarth Incorporated
Minneapolis, MN

Richard T. Chase
Lehman Brothers, Inc.
New York, NY

John C. Coffee, Jr.
Columbia University
School of Law
New York, NY

Gary D. Fender
Jefferies & Company, Inc.
Dallas, TX

Sharon A. Gannon
State of Wisconsin Investment Board
Madlison, W1

Edward J. Johnsen
J.P. Morgan & Co., Incorporated
New York, NY

James M. Martin
Alex. Brown & Sons, Inc.
Baltimore, MI>

Todd Petzel

The Common Fund
Westport, CT

Scott Schellhammer
Pilgrim Baxter & Associates
Wayne, PA

A. A. Sommer, Jr.
Morgan, Lewis & Bockius
Washington, D.C.

Susan Woodward
Menlo Park, CA

1997 Membership
Committee

Mary Alice Brophy, Chairman
Dain Bosworth Incorporated
Minneapolis, MN

Robert M. Balentine, Jr.
Balentine & Company
Atlanta, GA

Lewis W. Brothers
PaineWebber Incorporated
Richmond, VA

John L. Dixon
Mutual Service Corporation
West Palm Beach, FL

Brewster Ellis

Financial Institutions Division of
Robert Thomas Securities, Inc.
Kansas City, MO

J. Wendell Garrett

J.W. Garrett & Co.

Phoenix, AZ

Erick R. Holt
Citibank
Stamford, CT

William H. Hudnut Il]
The Urban Land Institute
Washington, D.C.

Joyce L. Kramer
Oppenheimer & Co., Inc.
New York, NY

Edgar M. Norris, Jr.
Edgar M. Norris & Co, Inc.
Greenville, SC

Ray Vass

Merrill Lynch, Pierce, Fenner
& Smith Incorporated
Plainshoro, NI

Robert A. Woeher

Arthurs, Lestrange & Co. Inc.
Pittsburgh, PA

1997 National
Arhitration
And Mediation
Committee

Phitip S. Cottone, Chairman
Property Trust Aclvisory Corporation
Wayne, PA

W. Reece Bader
Orrick, Herrington & Sutclitfe
Menlo Park, CA

Herbert H. Brown
Washington, ID.C.

Stephanie Brown
Linsco/Private Leclger Corp.
Boston, MA

Corbet F. Bryant, Jr.
Carrington, Coleman, Sloman &
Blumenthal, LLP

Dallas. TX

William M. Cockrum
Los Angeles, CA

Joel E. Davidson
PaineWebber Incorporated
Weehawken, NJ

Roger M. Deitz
New York, NY

Justin P. Klein
Ballarcl, Spalr, Andrews & Ingersoll
Philadleiphia, PA

William S. Lapp

Lapp, Laurie, Libra, Abramson &
Thomson

Minneapolis, MN

John R. Larson

Popham, Haik, Schnobrich &
Kaufman, Ltd.

Minneapolis, MN

Susan T. MacKenzie
Wittenberg, MacKenzie & Shaw
New York, NY

Mark E. Maddox

Maddox, Koelter & Hargett
Indianapolis, IN

John E. Sexton
New York University
School of Law

New York, NY

Thomas W. Smith

Merrill Lynch, Pierce, Fenner
& Smith Incorporated

New York, NY

Thomas J. Stipanowich
University of Kentucky
College of Law

Lexington, KY

Gary L. Tidwell

College of Charleston

School of Business & Economics
Charleston, SC

Raymond E. Wooldridge
Southwest Securities Group, Inc.
Dallas, TX



1997 Variahle
Insurance Products
GCommittee

Alice T. Kane, Chairman
New York Life Insurance Company
New York, NY

Diane E. Ambler
Mavyer, Brown & Platt
Washington, D.C.

Jane E. Bates
The Variable Annuity Marketing Co.
Houston, TX

Dennis J. Hess
PaineWebber Incorporated
Weelawken, NJ

Richard A. Karas
Nationwide Life Insurance Co.
Columbus, OH

Clifford E. Kirsch
Pruco Securities Corp.
Newark, NJ

Bruce C. Long
New England Life
Boston, MA

Mark G. Lopez
Linsco/Private Ledger Corp.
San Diego, CA

Richard V. Silver

The Equitable Life Assurance Society
of the US.

New York, NY

Joseph Tomlinson
John Hancock Distributors, Inc.
Boston, MA

1997 Technology
Advisory Committee

Richard F. Brueckner, Chairman
Pershing Division of Donaldson,
Lufkin & Jenrefte Securities
Corporation

Jersey City, NJ

David Butterfield
LPL Financial Services
New York, NY

Dennis C. Hensley
J.P. Morgan & Co., Incorporated
New York, NY

David Kingland
Kingland Systems
Mason City, 1A

Edgar M. Norris, Jr.
Edgar M. Nonris & Co., Inc.
Greenville, SC

District Committees

District 1

Northern California (the counties of
Monterey, San Benito, Fresno, and
Inyo, and the remainder of the state
north or west of such counties),
northern Nevada (the counties of
Esmeralda and Nye, and the remain-
der of the state noith or west of such
counties), and Hawaii; 280 members,
4,449 branches

Gibbs W. Brown, Chairman
John C. Helmer, Vice Chairman
Glenn M. Colacurci

Deborah R. Gatzek

Nicholas E McClanahan
Lawrence R, McKulla

George A. Montes

Jerry Phillips

William Svoboda

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 for-
mer U.S. Trust Territories; 434 mem-
bers, 5,385 branches

William H. Hawkins, Chairman
F. Brian Cerini, Vice Chairman
Terry L. Chase

Michael A. Davis

Lynda L. Faber

Robert C. Fisher

Rodney D. Hagenbuch

Steven C. Jackson

William D. Lippman

William J. Porter, 11T

Y. Clifford Tanaka

Robert L. Winston

District 3

Alaska, Arizona, Coloracdo, Idaho,
Montana, New Mexico, Oregon,
Utah, Washington and Wyoming; 325
members, 7,341 branches

Forrest Smith, Chairman
William F. Groszkruger, Vice
Chairman

Bernard E. Brummel
Timothy R. Chervenak
Timothy H. Ganahl

David A. Geaslen

Thomas McDonald
Thomas A. Petrie
Pauick C. Rile
Douglas E. Strand
Marshall Wallach
Edward J. Wiles, Jr.

District 4

lowa, Kansas, Minnesota, Missouri,
Nebraska, North Dakota, and South
Dakota; 300 members, 3,597 branches

Patricia S. Bartholomew,
Chairman

Edward J. Berkson, Vice Chairman
Arthur J. Kearney

Douglas L. Kelly

John R. Kuddes

Albert W. Lauth

Lorti E. Mehattey

Todd W. Miller

J. Kenneth Ogdon

Wayne H. Peterson

J. Joe Ricketts

Richard S. Sims

District 5

Alabama, Arkansas, Kentucky,
Louisiana, Mississippi, Oklahoma, and
Tennessee, 227 members, 4,288
branches

Bill Carty, Chairman

Barbara L. Weaver, Vice Chalrman
James R. Allen

H. Kenneth Bennett

R. Neal Culver

Philip J. Dorsey

J. French Hill

Walter H. Johnson

David S. Patrick

William T. Patterson

District 6

Texas; 352 members, 3,805 branches

George Stark, Chairman
Gary V. Murray, Vice Chairman
Edward R. Anclerson

Jane L. Bates

William M. Bomar

William D. Connally

Titus F. Harris

Daniel R. Lefand

Edward M. Milkie

District 7

Florida, Georgia, Noith Carolina,
South Carolina, Puerto Rico, the Canal
Zone, and the Virgin Islands; 473
members, 6,966 branches

Richard V. McGalliard,
Chairman

W. Robb Hough, Ji., Vice Chairman
Robert . Brietz

William H. Carter

John L. Dixon

Franklin C. Golden

Mary S. Harper

Stuat J. Knobel

NASD Regulation, Inc.

David G. Pittinos
R. Charles Shutelclt
Thomas A. Tollene
Thomas K. Tracy

District 8

Mlinois. Indiana, Michigan, and
Wisconsin, Ohio and part of upstate
New York (the counties of Monroe,
Livingston, and Steuben, and the
remainder of the state west of such
counties); 748 members, 12,381
branches

James P. Fitzgerald, Chairman
James J. Titak, Vice Chairmean
Kathy J. Birk

James A. Bowen

Robert T. Clutterbuck

William A. Faulkner

Thomas A. Harenburg
Barbara J. Lopian

Peter C. McCabe, Jr.

Anthony M. Sanfilippo

John L. Schiifer

Perry L. Taylor

Robert A. Vallone

Christopher J. Whybrow
Michael J. Young

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); 409 members, 6,179 branches

Theodore W. Urban, Chairman
Scott W. Ryan, Vice Chairman
Michael P. Bova

Joel Calvo

Mark W. Cresap

Irving A. Faigen

Dan B. Franks

John J. Gray

George ]. Jennison

Joseph E. Links

Eric H. Pookrum

William F. Rienhoff TV

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
Westchester) and noithern New Jersey
(the state of New Jersey, except for
the counties of Atlantic, Burlington,
Camclen, Cape May, Cumberiand,
Gloucester, Mercer, Ocean, and
Salem); 1,497 members, 4,586 branches

Michael F. Dura, Chairman
Roger |. Cohen, Vice Chairmen
Joan Caridi

Mark T. Commander

Ralph T. Costanza

Michael Gironta

Joseph A. Gottlieb

Joan S. Green



NASD Regulation, Inc.

S. Randy Gretz
Allen S. Jacobson
James Malespina
Michael S. Martin
Frank Masi

Blair D. Mitchell
Harold G. Ognelodh
Stuart J. Voisin
Ronald Weiss

District 11

Connecticut, Maine, Massachuselts,
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 remain-
der of the state west of such counties;
and the five boroughs of New York
City), 513 members, 4,026 branches

Mary Toumpas, Chairman
Susan Gonino, Vice Chairman
Harry H. Branning

Stephanie Brown

David C. Gowell

Michael L. Kerley

Francis W. Murphy

Leonard M. Rush

Wilson G. Saville

Edward L. Sherr

William N. Shiebler

Richard P. Tuttle




Board of Directors

Michael W. Brown, Chairman
Microsoft Corporation
Redmond, WA

Alfred R. Berkeley, Ili, President
The Nasclaq Stock Market, Inc.
Washington, D.C

Jon S. Corzine
Goldman, Sachs & Co.
New York, NY

Barbara Hackman Franklin
Barbara Franklin Enterprises
Washington, D.C,

Edward L. Goldherg
Merrill Lynch & Co., Inc.
New York. NY

Manuel H. Johnson
Johnson Smick International
Washington, D.C.

Howard W. Lutnick
Cantor Fitzgerald & Co.
New York, NY

Bridget A. Macaskill
Oppenheimer Funds, Inc.
New York. NY

John D. Markese

American Association of Individual
Investors

Chicago, IL

Vikram §S. Pandit
Morgan Stanley & Co. Incorporated
New York, NY

James F. Rothenberg

Capital Research & Management
Company

Los Angeles, CA

Michael 0. Sanderson
Instinet Corporation
New York, NY

Arvind Sodhani
Intel Corporation
Santa Clara, CA

Patrick J. Welsh
Welsh, Carson, Anderson & Stowe
Teaneck, NJ

Kenneth J. Wessels
Wessels, Arnold & Henderson, L.L.C.
Minneapolis, MN

Frank G. Zarh, Ex-Officio
Chatirmen, Chief Executive Officer
and President

National Association of Securities
Dealers, Inc.

Washington, D.C.

1997 Executive
Committee

Michael W. Brown, Chairman
Microsoft Corporation
Redmond, WA

Alfred R. Berkeley, I, President
The Nasdaq Stock Market, Inc.
Washington, D.C.

Edward L. Goldberg
Merill Lynch & Co., Inc.
New York, NY

Patrick J. Welsh

Welsh, Carson, Anderson & Stowe
Teaneck, NJ

Kenneth J. Wessels
Wessels, Arnold & Henderson, LL.C,
Minneapolis, MN

Frank G. Zarb, Ex-Officio
Chairman, Chief Execitive Officer
and Presicent

National Association of Securities
Dealers, Inc.

Washington, D.C.

1997 Finance
Committee

Edward L. Goldberg, Chairman
Merrill Lynch & Co., Inc.
New York, NY

Alfred R. Berkeley, Ill, President
The Nasdaq Stock Market, Inc.
Washington, D.C.

Howard W. Lutnick
Cantor Fitzgerald & Co
New York, NY

Bridget A. Macaskill
Oppenheimer Funds, Inc.
New York, NY

Arvind Sodhani
Intel Corporation
Santa Clara, CA

Frank G. Zarh, Ex-Officio
Chatrman, Chief Exccutive Officer
and President

National Association of Securities
Dealers, Inc.

Washington, D.C.

1997 Industry
Advisory Committee

DuWayne Peterson, Chairman
DuWayne Peterson Associates
Pasadena, CA

Mark Barmann
Tucson, AZ

Joe Casteilano
NYNEX - Telesector Resources Group
New York, NY

Fred Frohne
Dean Witter Reynolds, Inc.
New York, NY

Steve Joachim
Memill Lynch & Co., Inc.
New York. NY

C. Richard Justice
Lyme, NH

Allan Kalb
A.G. Edwards
St. Louis, MO

Peter Madoff

Bernard L. Madoff Investment
Securities

New York, NY

Melvin Taub
Smith Barney, Inc.
New York, NY

1997 International
Markets Advisory
Board

R. Brian Williamsen, CBE,
Chairman

Gerrard Group Ple

London, UK

Ricardo Hector Arriazu
Ricardo Arriazu y Associados
Buenos Aires, Argentina

David Brooke
J O Hambro & Company
London, UK

Joseph Ciechanover
El Al Israel Airlines, Ltd.
Tel Aviv, Israel

Laurence G. Cox
Macquarie Corporate Finance Limited
Melbourne, Australia

The Nasdaq Stock Market, Inc.

Virgil Cumming
College Retirement Equities Fund
New York, NY

Peter Stormonth Darling
Mercury Asset Management
Lon¢lon, UK

Prof. Dr. J J van Duijn
Robeco Group NV
Rotterdam, The Netherlands

Dr. Jorg K. Fischer
Bank J. Vontobe! & Co. Ltcl.
Zurich, Switzerland

Lawrence Huntington
The Fiduciary Trust Co. International
New York, NY

Masaaki Kurokawa
Nomura Investment
Management Co. Lid,
Tokyo, Japan

Francis P.T. Leung
Peregrine Capital Limited
Hong Kong

John Manser
Robert Fleming & Co. Ltd.
London, UK

Michael Marks
Menill Lynch International
Lonclon, UK

Elie Sacuat
Banque Paribas
Paris, France

Christian Strenger

DWS Deutsche Gesellschaft fur
Wertpapiersparen mbll
Frankfurt, Germany

George E. K. Teo
Sassoon Ioldings Pte. Lid.
Singapore

Dr. Marzuki Usman
Ministry of Finance

Jakarta Pusat, Incdlonesia

Deepak Vaidya
Schroder Capital Pastners (Asia) Ltcl,
Bombay, India

1997 Issuer Affairs
Committee

James R. Tolonen, Chairman
Novell, Inc.
San Jose, CA



The Nasdaq Stock Market, Inc.

Raymond T. Adams
DSC Communications Corp.
Plano, TX

Lisa P. Ansilio
Intel Corporation
Santa Clara, CA

Jeffrey H. Boyd
Oxford Health Plans, Inc.
Norwalk, CT

Larry R. Carter
Cisco Systems, Inc.
San Juse, CA

James R. Daniel
MicroAge, Inc
Tempe, AZ

Kathryn E. Falberg
Amgen, Inc.
Thousand Oaks, CA

Lars Jonsteg
Ericsson Corporation
New York, NY

Gregory B. Maffei
Microsoft Corporation
Redmond, WA

Barry S. Porter
Ohio Casualty Corporation
Hamilton, OH

Bernard W. Schotters

Tele-Communications, Inc.
Englewood, CO

Anthony S. Thornley
QUALCOMM, Inc.
San Diego, CA

Joseph E. Whitters
Healthcare COMPARE Corp.
Downers Grove, IL

John C. Wilcox
Georgeson & Company
New York, NY

1997 Nasdaq Listing
And Hearing Review
Committee

Victor R. Wright, Ghairman
Goldman, Sachs & Co.
New York, NY

Howard L. Blum, Jr.
Ladenburg, Thalmann & Co., Inc.
New York, NY

Steven E. Bochner
Wilson, Sonsini, Goodrich & Rosati
Palo Alto, CA

Donald A. Buchholz
Southwest Securities, Inc.
Dallas, TX

David M. DiPietro

Alex. Brown & Sons, Inc.
Baltimore, MD

Domenick J. Esposito
Grant Thornton
New York, NY

David Gladstone
Allied Capital Corporation
Washington, D.C.

Joseph Hill

Clebume, TX

John C. Kikol
CleveTrust Realty Investors
Westlake, OH

Glenn R. Oxner
Edgar M. Norris & Co., Inc.
Greenville, SC

Jerry L. Williams
Robert W. Baircd & Co., Inc.
Tampa, FL

1997 Market
Operations Review
Committee

Alfred W. Anderson, Jr.
Couastal Securities Lid.
Dallas, TX

Faith Colish
New York, NY

Lloyd H. Feller

Morgan, Lewis & Bockius
Washington, D.C.

Gary Fender
Jefteries & Co.
Dallas, TX

Hugh H. Makens

Warner Norcross & Judd
Grand Rapids, MI

James Miller
Robert Baird & Co.
Milwaukee, W1

Lee A. Pickard
Pickard and Djinis
Washington, D.C.

Robert N. Rapp
Calfee, Halter & Griswold
Cleveland, OH

Hedi Reynolds

Morgan Keegan & Company,
Incorporated

Memphis, TN

Patrick C. Ryan
Ryan, Lee & Co., Inc.
McLean, VA

Murray H. Sandler

Crowell Weedon & Company

Los Angeles, CA

Edward R. Venit
Kutak Rock
Washington, D.C.

Frank J. Wilson
Alexandria, VA

1997 Quality Of

Markets Committee

Joseph DellaRosa, Chairman

Goldman, Sachs & Co,
New York, NY

Harold Bradley
Investors Research
Kansas City, MO

John Braniff

Salomon Brothers, Inc.
New York, NY

Andrew Brooks

T. Rowe Price Associates, Inc.

Baltimore, MD

Harry F. Corning
Cranford, NJ

E. E. Geduld

Herzog Heine Geduld

Jersey City, NJ

John P. Havens

Morgan Stanley & Co. Incorporated

New York, NY

Eileen Hogan
Fidlelity Investments
Boston, MA

Peter W. Jenkins

Scudlder, Stevens & Clark, Inc.

New York, NY

George Jennison
Wheat First Butcher Singer
Richmon, VA

Thomas Joyce
Merrill Lynch & Co., Inc.
New York, NY

Robert E. Moore
Smith Barney, Inc.
New York, NY

Stephen O'Neil

ARCO Invesument Management Co.
Los Angeles, CA

Holly Stark

Dalton, Greiner, Hartman,
Maher & Co.

New York, NY

Paul Stevens
Investment Company Institute
Washington, D.C.



The National
Association of
Securities Dealers,
Inc.

Frank G. Zaib,
Chairman, Chief Executive Officer
and President

Richard G. Ketchum.
Chief Operating Officer and Fxecuttive
Vice Presidlent

Salvatore F. Sodano,
Chief Finuncial Officer

James R, Allen,
Senior Vice President and Treastirer

T. Grant Callery,
Senior Vice Presiclent cine
General Counsel

Dean Furbush,

Senior Vice President and Chief
Economist, Strategic Planning and
Research

Robert D. Leahy,
Senior Vice President.
Corpordte Commuinications

James F, Peck,
Serior Vice President. Human
Resources and Service Quality

Daniel S. Shook,
Senior Vice President.
Internal Review

William D. Bone,
Vice Presiclent, Strategic
Technology Services

Todd T. Diganci,
Vice Presiclent,
Corporate Controller

Frank J. Formica,
Vice Presiclent,
Congressional and State Liaison

Michael D. Jones,
Vice President, Office of Indivicual
Investor Services

Samuel E. Laughery,
Vice Presicent, Production Services

Catherine Tighe,
Vice President, Administrative Services

Joan C. Conley,
Corporate Secretary

Bernard Thompson,
Ombudsman

Stuart M. Fishkin,
Assistant Treasurer

The Nasdaq Stock
Market, Inc.

Alfred R. Berkeley, 111,
President

J. Patrick Campbell,
Exccutive Vice President,
Menet Services

John M. Hickey,

Executive Vice President.
Technology Services

John T. Wall,

Executive Vice Presidlent, Issier,
Investor, and International Services
Charles Balfour,

Managing Director,

Tnternational Services

James R. Allen,

Senior Vice Presicent and Treuasitrer

S. William Broka,
Senior Vice Presicent,
Trading and Merket Services

L. Brian Holland,
Senior Vice President,
Tnvestor Services

Douglas A. Patterson,
Sernior Vice President,
Isstier Services

Robert N. Riess,
Senior Vice President. Nescleiq
International Menket Initiatives

Glen R. Shipway,
Senior Vice President,
Market Operations

Robert E. Aber,
Vice President and Genercl Cownsel

Robert I Bloom,
Vice President,
Telecommumications Operations

Donald H. Bosic,
Vice President. Invesior Services

Gary Burke,
Vice President, Issuer Services

Mark DeNat,
Vice President,
Product Development

Glenn C. Faulkner,
Vice President. Issuer Services

Virginia T. Glenn,
Vice Presiclent, Investor Services

Richard P. Gonzalez,
Vice President, Telecommunications
and Quality Assirance

John L. Jacobs,
Vice President, Investor Services

Perry Peregoy.
Vice President,
Nasclaq Listing Quadifications

Gary N. Sundlick,
Vice Presiclent,
Listing Investigations

Ellen Taverner,
Vice President. Iiternational Seivices

Beth E. Weimer.
Vice President. Nasdag McrketWatch

Brian 8. Wilson,
Vice President, Issuer Services

William Wlcek,
Vice President, Compiter Operations

Joan C. Conley,
Coporate Secrefary

Stuart M. Fishkin,
Assistent Treastirer

NASD Regulation, Inc.

Mary L. Schapiro,
President

Elisse B. Walter,
Chief Operating Officer and Executive
Vice President

Linda D. Fienberg,
Fxecuitive Vice President,

Office of Dispute Resolution and Chief

Hearing Officer

Barry R. Goldsmith,
Executtive Vice Presiclent. Enforcement

John E. Pinto,
Executive Vice President.
Member Roguilation

James R. Allen,
Senior Vice President and Treasurer

James M. Cangiano,
Senior Vice President,
Mairket Regulation

Gerard E. Foley,
Senior Vice President,
CRD/Public Disclosure

R. Clark Hooper,
Senior Vice President, Office of
Disclosure and Investor Protection

Martin A. Kuperberg,
Senior Vice President, District 10

John P. Nocella,
Senior Vice President. District 9

10

Corporate Officers

Alden S. Adkins,
Vice President, General Counsel

Susan Baumann.
Vice President, Management and
Assistant Treasurer

Frank J. Birgfeldl,
Vice President, District 3

Warren A. Butler,
Vice President. District 5

Thomas R. Cassella,
Vice President, Complicnce

Seth P. Chamberlain,
Vice President. Technology Services

Marilyn B. Davis,
Vice President, District 7

Derek W. Linden,
Vice President and Chief Operating
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