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Executive Summary

NASD Regulation, Inc. announces
a new feature in the Firm Notifica-
tion section of Web CRD*. Firms
can now request an automatic
e-mail reminder from Web CRD
whenever a registered representa-
tive at the firm has 90 days
remaining in his or her 120-day
Regulatory Element requirement
window. Firms request this e-mail
reminder by logging on to the Firm
Notification section of Web CRD
(see steps below) and selecting
the 90-day CE notification option
from the list of available e-mail
notifications that Web CRD will
send firms. Notification of persons
with 90 days remaining in their
Regulatory Element window pro-
vides firms with yet another tool to
help them monitor their registered
persons’ compliance with Regula-
tory Element requirements. Firms
are reminded to consult NASD
Notice to Members 01-07 for a
complete explanation of the CE
Queues and other CE e-mail notifi-
cations available from Web CRD.

Firms are also reminded that the
e-mail notifications that Web CRD
sends to firms notifying them of
registered persons who go inactive
for failing to satisfy their Regulato-
ry Element requirements within
120 days, do not get sent for new
hires at the firm. To learn of new
hires who are inactive, firms must
view the queue Current Individual
Deficiencies and select CE Inac-
tive from the deficiencies list.

Questions/Further
Information

Questions concerning this Notice
may be directed to Heather
Bevans, Continuing Education,
NASD Regulation, Inc., at (240)
386-4685, or Matthew Swyndle,
Continuing Education, NASD
Regulation, Inc., at (240) 386-4686.

Discussion

Following are steps to request the
e-mail notifications.

1. E-Mail Notifications of
Registered Persons with
90 Days Remaining in their
Regulatory Element
Requirement Windows

Members can now request that
the Web CRD system send an
e-mail notification to the firm
whenever a registered person has
not satisfied his or her Regulatory
Element requirement within the
first 30 days of his or her 120-day
requirement window.

To request this e-mail notification:

1.Logon to Web CRD and go to
the CRD Main tab.

2.Under the Organization column
of the Site Map, click on NF/
Organization Search.

3.Click on Firm Notification on the
Navigation Panel at the left of
the screen, or on the footer at
the bottom of the screen.

NOTE: If you do not see Firm
Notification on the Navigation
Panel, you may not have autho-
rization for this function. Please
contact your firm's Web CRD
Account Administrator.

4.Enter the e-mail address to
which the Web CRD system
should send the notification,
and the contact’'s name and
phone number.

5.Check the fourth box indicating
you would like to receive
e-mail notices when registered
individuals have 90 days
remaining to complete the
Regulatory Element.

6.Click on Save.
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2. Web CRD E-Mail
Notifications of CE Inactive
Persons

The e-mail notifications of CE
Inactive individuals do not include
new hires. Web CRD categorizes
CE Inactive new hires as
“Deficient-CE”. To view these
individuals, firms must access their
Registration Queues. To do this,
click on the Registrations Queue,
then Current Individual Deficien-
cies, and select CE Inactive from
the deficiencies list. Always be
sure to check the CE status and
requirement windows for all new
hires.

© 2001, National Association of Securities
Dealers, Inc. (NASD). All rights reserved.

NASD Notice to Members 01-17

March 2001

154



NASD Notice to Members 01-18

INFORMATIONAL

Fixed Income
Transaction
Reporting And
Dissemination

SEC Approves Rules To
Require Fixed Income
Transaction Reporting
And Dissemination;
Effective Date: 180
Days After Publication
Of TRACE Technical
Specifications

SUGGESTED ROUTING

The Suggested Routing function is meant to aid
the reader of this document. Each NASD member
firm should consider the appropriate distribution in
the context of its own organizational structure.

Corporate Finance

Legal & Compliance
Operations

Senior Management
Technology

Trading & Market Making
Training

KEY TOPICS

Fixed Income Securities
Dissemination
Operations

Transaction Reporting

Trading

NASD Notice to Members 01-18

Executive Summary

On January 23, 2001, the Securi-
ties and Exchange Commission
(SEC) approved proposed rules
that will require National Associa-
tion of Securities Dealers, Inc.
(NASD® or Association) members
to report secondary market trans-
actions in eligible fixed income
securities to the NASD and subject
certain transaction reports to dis-
semination.” The rules, referred to
as the “TRACE rules,” will be set
forth in the new Rule 6200 Series
and provide the following:

1) fixed income transactions that
must be reported under the
new TRACE rules are those
secondary market transactions
involving a “TRACE-eligible
security”;

2) the term “TRACE-eligible
security” means all United
States dollar denominated
debt securities that are
depository-eligible securities;
Investment Grade and Non-
Investment Grade (as defined
in the TRACE rules); issued by
United States and/or foreign
private corporations; and: (1)
registered with the SEC; or (2)
issued pursuant to Section 4(2)
of the Securities Act of 1933
(Securities Act) and purchased
or sold pursuant to Rule 144A
under the Securities Act;

3) the term “TRACE-eligible
security” specifically excludes
mortgage-or asset-backed
securities, collateralized
mortgage obligations, and
money market instruments;

4) a member that is a party to a
transaction involving a member
and a non-member, including
a customer, in a fixed income
security that is a “TRACE-
eligible security” must report
the transaction to the NASD
within one hour of the time of
execution;

5) when the party on the sell side
and the party on the buy side
of a transaction in a “TRACE-
eligible security” are both
members, both members must
report the transaction to the
NASD within one hour of the
time of execution;

6) the NASD will disseminate
transaction information relating
to transactions in the following
two types of securities:

a) a TRACE-eligible security
having an initial issuance
size of $1 billion or greater
that is Investment Grade at
the time of receipt of the
transaction report (except
those securities that are
issued pursuant to Section
4(2) of the Securities Act
and purchased or sold pur-
suant to Rule 144A); and

b) a TRACE-eligible security
that is designated as a Fixed
Income Pricing System
(FIPS) security (a FIPS 50
security) immediately prior
to the time that the FIPS
rules? (the current Rule 6200
Series) are rescinded; and

7) dissemination in the securities
transactions referenced in 6
above will occur immediately
after the transaction information
is received by the NASD.

The TRACE rules will become
effective 180 days following the
NASD’s publication of the TRACE
technical specifications for mem-
bers. On or near that time, the
NASD will announce the specific
date of effectiveness of the
TRACE rules in an NASD Notice
to Members. When the TRACE
rules take effect, the FIPS rules,
which are set forth in the current
Rule 6200 Series, will be rescind-
ed. The TRACE rules are provided
in Attachment A.
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Questions/Further
Information

Questions regarding this

Notice may be directed to Justin
Tubiolo, Vice President, Fixed
Income Department, NASD, at
212-858-4419, or by e-mail at
justin.tubiolo@nasd.com, or
Sharon K. Zackula, Assistant Gen-
eral Counsel, Office of General
Counsel, NASD Regulation, Inc.,
at (202) 728-8985, or by e-mail at
sharon.zackula@nasd.com.

Background

The SEC approved SR-NASD-99-
65, the TRACE rules, after more
than two years of industry and
NASD discussion and review. The
NASD received and considered
many comments, and, in response
to comments, made significant
changes to the original proposal.
With the implementation of the
TRACE rules, secondary market
transactions in broad categories
of registered and unregistered
debt instruments will become
subject to reporting for the first
time. In addition, price and other
transaction information in two
types of debt instruments will be
publicly disseminated for the first
time. In order for the industry to
prepare for such changes, the
NASD has delayed the effective
date and implementation of the
TRACE rules to allow for techno-
logical changes to be made
throughout the industry. The scope
of the regulatory changes and the
schedule for implementation are
described in greater detail below.

Discussion

The TRACE rules have three main
components: (1) identifying those
fixed income securities transac-
tions that are required to be report-
ed; (2) detailing the reporting
requirements; and (3) identifying
those fixed income securities
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transactions that are subject to
dissemination.

TRACE-Eligible Securities

If a fixed income security is a
“TRACE-eligible security,” general-
ly transactions in such securities
to which a member is a party must
be reported to the NASD.* Most
corporate debt securities fall within
the definition of “TRACE-eligible
security.” Specifically, “TRACE-
eligible security” means all United
States dollar denominated debt
securities that are depository-
eligible securities; Investment
Grade and Non-Investment

Grade (as defined in TRACE Rule
6210(h) and (i), respectively);
issued by United States and/or
foreign private corporations; and:
(1) registered with the SEC; or (2)
issued pursuant to Section 4(2)
under the Securities Act and pur-
chased or sold pursuant to Rule
144A.* Specifically excluded from
the term “TRACE-eligible security”
are mortgage- or asset-backed
securities, collateralized mortgage
obligations, and money market
instruments.® The term “TRACE-
eligible security” also does not
include municipal securities; thus,
the TRACE rules do not apply to
municipal securities, which are
currently subject to reporting under
the rules of the Municipal Securi-
ties Rulemaking Board. The
TRACE rules do apply to those
Non-Investment Grade (as defined
in the TRACE rules)® securities
that are currently designated as
“FIPS securities” or “FIPS 50
securities.” In addition, securities
that are sold in private placements
under Section 4(2) of the Securi-
ties Act, are eligible for resale
under Rule 144A, and are DTC
eligible, including certain PORTAL
debt securities, are “TRACE-
eligible securities.”

Reporting Requirements

A transaction in a TRACE-eligible
security must be reported to the
NASD within one hour of the

time of execution by an NASD
member.? When two members are
the parties to the transaction, both
the member representing the sell
side and the member representing
the buy side must report the trans-
action.® When a member is a party
to a transaction involving & mem-
ber and a non-member, including
a customer, the member must sub-
mit the transaction report.” Each
transaction report must include: (1)
CUSIP number or NASD symbol;
(2) number of bonds; (3) price or
the elements necessary to calcu-
late the price, which are contract
amount and accrued interest; (4)
a symbol indicating whether the
transaction is a buy, sell, or cross;
(5) date of trade execution (as/of
trades only); (6) contra-party
identifier; (7) capacity - principal or
agent; (8) time of trade execution;
(9) reporting side executing broker
as “give-up” (if any); (10) contra
side Introducing Broker in case

of “give-up” (if any); (11) stated
commission; (12) such trade modi-
fiers as required by the TRACE
rules or the TRACE users guide;
and (13) yield as required by

Rule 10b-10 of the Securities
Exchange Act of 1934."

Reporting Mechanisms

Members will be able to choose
from among several different
mechanisms in order to meet their
reporting obligations. First, mem-
bers may report directly through a
Computer-to-Computer-Interface
(CTCI). Second, members may
report through a Web-based appli-
cation that the NASD will provide.
Third, vendors and service
bureaus may provide a reporting
service for their clients. Finally,
the NASD and the National
Securities Clearing Corporation
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(NSCC) have agreed that mem-
bers may forward transaction
reports to NSCC, which will
forward them to the NASD.

Dissemination

The TRACE rules provide that the
Association will disseminate trans-
action information relating to trans-
actions in two types of securities:
(1) a TRACE-eligible security
having an initial issuance size of
$1 billion or greater that is Invest-
ment Grade at the time of receipt
of the transaction report (except
those securities that are issued
pursuant to Section 4(2) of the
Securities Act and purchased or
sold pursuant to Rule 144A); and
(2) a TRACE-eligible security that
is designated a “FIP'S 50 security”
immediately pricr to the rescission
of the FIPS rules.™

Not all of the information that is
reported wili be disseminated. For
each transaction, the NASD will
disseminate, or supply to vendors
to disseminate, the following infor-
mation: (a) NASD symbol for the
fixed income security; (b) CUSIP;
{c) date and time of trade execu-
tion; (d) price; (e) yield; and (f)
quantity of bonds, subject to the
following limitations.™ For a
TRACE-eligible security having an
initial issuance size of $1 billion or
greater that is Investment Grade
as referenced above, the actual
quantity of the transaction (the
total par value of the bonds
purchased or sold) will be dissemi-
nated if the total par value of the
reported transaction is $5 million
or less; if the reported amount is
greater than $5 million, a large
volume trade dissemination cap
identifier of “5SMM+" will be
disseminated instead of the actual
quantity. For a TRACE-eligible
security that is designated as a
“FIPS 50 security” as referenced
above, the actual quantity of the
transaction will be disseminated if
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the total par value of the reported
transaction is $1 million or less;

if the reported amount is greater
than $1 million, a large volume
trade dissemination cap identifier
of “1MM+" will be disseminated
instead of the actual quantity.

Immediately upon receipt of trans-
action reports between 8:00 a.m.
and 6:30 p.m., Eastern Time, the
Association will disseminate the
transaction information.™ (Reports
received earlier or later than the
times set forth above are also
subject to dissemination as set
forth in greater detail in TRACE
Rule 6250(c) and (d).)

The Association expects that more
fixed income securities transac-
tions will become subject to
dissemination in the future. In
order to expand the classes and
types of fixed income securities
that would become subject to
dissemination, the Association will
work with the Bond Transaction
Reporting Committee (BTRC), a
special committee of the NASD
that will be formed to analyze the
effect that the dissemination of
price and other information in
certain TRACE-eligible securities
transactions has upon the liquidity
of those markets. Based in part
on those results, the Association
will determine a schedule for the
dissemination of additional
TRACE-eligible bonds.

Announcement Of Technical
Specifications

The NASD will publish the techni-
cal specifications that members
will need in order to make the
technical changes required for
members to comply with the
TRACE rules. Publication will be
on the NASD Regulation Web Site
at www.nasdr.com. In addition, the
technical specifications may be
made available through other
media.

Effective Date

The Association is not yet able

to announce a specific date of
effectiveness for the TRACE rules.
Instead, the TRACE rules will take
effect 180 days after the NASD
provides the TRACE technical
specifications to its members.

The specific date of effectiveness
will be announced in an NASD
Notice to Members when the date
is determined. When such rules
become effective, both the
reporting and the dissemination
provisions will be in effect.

FIPS Rules Rescission

When the TRACE rules take
effect, the FIPS ruies, which are
currently set forth in the Rule 6200
Series, will be rescinded. There
are 50 securities, called the “FIPS
50 securities” for which certain
price information is available
currently. When the FIPS rules
are rescinded, as noted above,
transaction information in those
FIPS 50 securities will be subject
to dissemination under the new
TRACE rules. As a result, pricing
information for the FIPS 50 securi-
ties will continue to be available
following the implementation of
TRACE. The pricing and other
information will be transaction-
specific data that is updated
continuously and, therefore, will
be better data than the information
that is available currently.”

Endnotes

1 See Securities Exchange Act Release
No. 43873 (January 23, 2001); 66 Fed.
Reg. 8131 (January 29, 2001) (File No.
SR-NASD-99-65). On March 6, 2001,
the SEC approved amendments to the
Rule 5300 Series regarding the POR-
TAL Market (the PORTAL rules)
to require members to submit trade
reports of secondary market transac-
tions in PORTAL-designated equity
securities through the Automated Con-
firmation Transaction Service (ACT)
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and certain PORTAL-designated debt
securities in accordance with the
TRACE rules. See NASD Notice to
Members 01-19.

2 The FIPS rules are set forth in the cur-
rent Rule 6200 Series.

3 See TRACE Rule 6230. Paragraph (e)
of the rule sets forth limited exceptions
to the general reporting requirement.

4 TRACE Rule 6210(a).
5 1d.
6 TRACE Rule 6210()).

7 The FIPS 50 securities will be published
in a future NASD Notice to Members.
However, a member will not be subject
to two types of reporting requirements
because the member’s obligations
under the FIPS rules will cease when
the TRACE rules become effective.

8 TRACE Rule 6230(a). Although the
current reporting period is one hour, the
NASD expects to propose to the SEC
that the reporting period be reduced to
15 minutes (or an even shorter period).
The NASD expects this to occur as the
NSCC moves toward using a real-time
messaging approach, and away from its
current “multi-batch” reporting, as part
of the industry’s T + 1 initiative.

9 TRACE Rule 6230(b){(1). As originally
adopted, TRACE Rule 6230(b)(1)
required only the member representing
the sell side of the transaction to submit
the transaction report. However, the
SEC recently approved the Associa-
tion’s request for an amendment to
TRACE Rule 6230(b)(1) that requires
both members to report a transaction,
which is known as “dual trade report-
ing.” See SR-NASD-01-04, approved
in Securities Exchange Act Release
No. 44039 (March 5, 2001).

10 TRACE Rule 6230(b)(2).

11 TRACE Rule 6230(c). The term
“Introducing Broker” is defined in
TRACE Rule 6210(g).

12 TRACE Rule 6250(a).
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13

15

For each security, the highest price of
the day, the lowest price of the day, and
the last sale price of the day also will be
“flagged” or “marked” with indicators for
dissemination, when applicable. Certain
modifiers also may be part of the
information disseminated.

TRACE Rule 6250(a).

TRACE Rule 6250(a)(2). For a "FIPS
50 security," the NASD currently
disseminates only the following informa-
tion, which is updated only once an
hour: (1) the highest and lowest price

of the prior hour and the aggregate
volume for the prior hour; and (2) the
highest price and lowest price of the
day and the aggregate daily volume.
FIPS Rule 6250(b).
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ATTACHMENT A

Text of Rule Changes.

Note: New language is underlined; deletions are in brackets.

[6200. FIXED INCOME PRICING SYSTEM (FIPS)]

Note: The current Rule 6200 Series relating to FIPS will be deleted in its entirety and replaced with the rule text set forth below.

6200. TRADE REPORTING AND COMPARISON ENTRY SERVICE (TRACE)
6210. Definitions

The terms used in this Rule 6200 Series shall have the same meaning as those defined in the

Association’s By-Laws and Rules unless otherwise specified.

(a) The term “TRACE-eligible security” shail mean all United States dollar denominated debt

securities that are depository eligible securities under Rule 11310(d); Investment Grade or Non-Invest-

ment Grade: issued by United States and/or foreign private corporations; and: (1) registered with the

Securities and Exchanage Commission: or (2) issued pursuant to Section 4(2) of the Securities Act of

1933 and purchased or sold pursuant to Rule 144A. The term “TRACE-eligible security” excludes mort-

gaqe- or asset-backed securities, collateralized mortgage obligations, and money market instruments.

(b) The term “Trade Reporting And Comparison Entry Service” or “TRACE” shall mean the

automated system owned and operated by the NASD that, among other things, accommodates reporting

and dissernination of transaction reports where applicable in TRACE-eligible securities and which may

submit “locked-in” trades to National Securities Clearing Corporation for clearance and settlement and

provide participants with monitoring and risk management capabilities to facilitate a “locked-in” trading

environment.

(¢c) The term “reportable TRACE transaction” shall mean any transaction in a TRACE-eligible

security.

(d) The term “time of execution” for a transaction in a TRACE-eligible security shall be the time

when the parties to the transaction agree to all of the terms of the transaction that are sufficient to

calculate the dollar price of the trade. The time of execution for transactions involving TRACE-eligible

securities that are trading “when _issued” on a vield basis shall be when the vield for the transaction

has been agreed to by the parties to the transaction.

(e) The term “parties to the transaction” shall mean the executing broker/dealer, introducing

broker/dealer, and clearing brokers, if any.

(f) The term “TRACE Participant” shall mean any NASD member that uses the TRACE system.

(q) The term “Introducing Broker” shall mean the member firm that has been identified in the

TRACE system as a panty to the transaction. but does not execute or clear trades.
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6220.

(h) The term “Investment Grade” shall mean any TRACE-eligible security rated by a nationally

recognized statistical rating organization in one of its four highest generic rating cateqories.

(i) The term “Non-Investment Grade” shall mean any TRACE-eligible security that is unrated.

non-rated, split-rated (where one rating falls below investment grade). or does not meet the definition of

Investment Grade in paragraph (h) above.

Participation in TRACE

(a)_Mandatory Member Participation

(1) Member participation in TRACE for trade reporting purposes is mandatory. Such mandatory

participation obligates members to submit transaction reports in TRACE-eligible securities in conformity
with the Rule 6200 Series.

(2) Participation in TRACE shall be conditioned upon the TRACE Participant’s initial and
continuing compliance with the following requirements:

(A) Execution of, and continuing compliance with, a TRACE Participant application

agreement and all applicable rules and operating procedures of the Association and the

Commission; and

(B) Maintenance of the physical security of the equipment located on the premises of the

TRACE Participant to prevent unauthorized entry of information into TRACE.

(3) Each TRACE Participant shall be obligated to inform the Association of non-compliance

with, or changes to, any of the participation requirements set forth above.

(b) Participant Obligations in TRACE

{1) Access to TRACE

Upon execution and receipt by the Association of the TRACE Participant application agreement,
a TRACE Participant may commence input and validation of trade information in TRACE-eligible
securities. TRACE Participants may access the service via an NASD-approved facility during the hours

of operation.

(2) Clearing Obligations

If at any time a TRACE Participant fails to maintain a clearing arrangement, it shall be removed

from the TRACE system until such time as a clearing arrangement is re-established and notice of

such arrangement is provided to the Association. If, however, the Association finds that the TRACE

Participant’s failure to maintain a clearing arrangement is voluntary, the withdrawal will be considered
voluntary and unexcused. This section shall not apply to TRACE Participants whose trading activity

obviates the need for maintaining a clearing relationship.
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6230. Transaction Reporting

(a) When and How Transactions are Reported

(1) (A} Members that are required to report transaction information pursuant to para-

qraph (b) below shall, within one hour of the time of execution transmit through TRACE during

system hours, or if TRACE is unavailable due to system or transmission failure, by telephone to

the TRACE Operations Center, reports of transactions in TRACE-eligible securities executed

between 8:00 a.m. and 6:30 p.m. Eastern Time. Transactions not reported within one hour after

the time of execution shall be designated as late: provided, however, that if inadeguate time

remains prior to system close to allow a timely report, the member may report the transaction

the next day at system open designated “as/of.”

(B) Members have an ongoing obligation to report transaction information promptly.

accurately. and completely. The member may employ an agent for the purpose of submitting

transaction information: however, the primary responsibility for the timely, accurate, and

complete reporting of transaction information remains the non-delegable duty of the member

obligated to report the transaction.

(2) Transaction Reporting Between 6:30 p.m. and 8:00 a.m. Eastern Time

(A) Reports of transactions in TRACE-eligible securities executed after 6:30 p.m.

Eastern Time and before 12:00 a.m. Eastern Time shall be reported on the next day and be
designated “as/of.”

(B) Reports of transactions in TRACE-eligible securities executed after 12:00 a.m.

Eastern Time and before 8:00 a.m. Eastern Time shall be reported that same day beginning

at 8:00 a.m. Eastern Time within the maximum time frame mandated.

(b) Which Party Reports Transaction

Trade data input obligations are as follows:

(1) In transactions between two members, both members shall submit a trade report
to TRACE;

(2) In transactions involving a member and a non-member, including a customer, the

member shall submit a trade report to TRACE.

(c) Transaction Information To Be Reported

Each TRACE trade report shall contain the following information:

(1) CUSIP number or NASD symboil:

{2) Number of bonds as required by paragraph (d) below;

(3) Price of the transaction as required by paragraph (d) below;
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(4) A symbol indicating whether the transaction is a buy, sell or cross:

(5) Date of Trade Execution (as/of trades only):

(6) Contra-party’s identifier:

(7) Capacity - Principal or Agent (with riskless principal reported as principal) as required by

paragraph (d) below:

(8) Time of trade execution:;

{9) Reporting side executing broker as “give-up” (if any):

(10) Contra side introducing Broker in case of “give-up” trade:

(11) Stated commission:

(12) Such trade modifiers as required by either the TRACE rules or the TRACE users quide: and

(13) Yield as required by SEC Rule 10b-10.

(d) Procedures for Reporting Price, Capacity, Volume

(1) For agency and principal transactions, report the price, including the mark-up. mark-down

or commission (commission entered separately). Do not include accrued interest.

(2) For agency and principal transactions, report the actual number of bonds traded. Baby bonds

(those with a face value of less than $1,000) should be reported expressed as a decimal.

(3) For in-house cross transactions, report as follows: Agency cross - report once as an

agency trade; Principal cross - report twice. once as an individual principal buy and once as an

individual principal sell.

(e) Transactions Not Required To Be Reported

The following types of transactions shall not be required to be reported:

(1) Transactions that are part of a primary distribution by an issuer:

(2) Transactions in listed securities that are both executed on, and reported to. a national

securities exchange; and

(3) Transactions where the buyer and the seller have agreed to trade at a price substantially

unrelated to the current market for the TRACE-eligible security (e.g.. to allow the seller to make a qift).

(f) Compliance With Reporting Obligations

A pattern or practice of late reporting without exceptional circumstances may be considered

conduct inconsistent with high standards of commercial honor and just and equitable principles of trade,

in violation of Rule 2110.
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6240. Termination of TRACE Service

The Association may. upon notice, terminate TRACE service to a member in the event that

a member fails to abide by any of the rules or operating procedures of the TRACE service or the

Association. or fails to honor contractual agreements entered into with the Association or its subsidiaries,

or fails to pay promptly for services rendered by the TRACE service.

6250. Dissemination of Corporate Bond Trade Information

(a) Immediately upon receipt of transaction reports between 8:00 a.m. and 6:30 p.m. Eastern

Time. the Association will disseminate transaction information (except that market aggregate information

and last sale information will not be updated after 5:15 p.m.) relating to transactions in:

(1) a TRACE-¢ligible security having an initial issuance size of $1 billion or greater that

is Investment Grade at the time of receipt of the transaction report; and

(2) a security that is denominated as a “Fixed Income Pricing System (FIPS)” security

under NASD Rules relating to FIPS securities immediately prior to the time that such rules are

rescinded.

(b) All trade reports in TRACE-eligible securities approved for dissemination and submitted to

TRACE prior to 5:15 p.m. Eastern Time will be included in the calculation of market aggregates and last

sale except:

(1) trades reported on an “as of” basis,

(2) “when issued” trades executed on a vield basis,

(3) trades in baby bonds with a par value of less than $1,000, or

(4) trades in which the price is determined by a weighted average.

(c) Reports of transactions in TRACE-eligible securities executed after 6:30 p.m. Eastern

Time and before 12:00 a.m. Eastern Time that are reported pursuant to Rule 6230{a)(2)}(A) on the next

day and designated “as/off” will not be included in daily market aggregates and will be disseminated

beginning at 8:00 a.m. Eastern Time on the day of receipt.

(d) Reports of transactions in TRACE-eligible securities executed after 12:00 a.m. Eastern

Time and before 8:00 a.m. Eastern Time and reported that same day beginning at 8:00 a.m. Eastern

Time pursuant to Rule 6230(a)(2)(B) will be included in that day’s market aggregates and disseminated
upon receipt.

6260. Lead Underwriter Information Obligation

In order to facilitate trade reporting of secondary transactions in TRACE-eligible securities, the

member that is the lead underwriter of any newly issued TRACE-eligible security shall provide to the
TRACE Operations Center the CUSIP number of any debt issue no later than on the effective date of
the offering.
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© 2001, National Association of Securities Deal-
ers, Inc. (NASD). All rights reserved. Notices to
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ers in a format that is easily understandable.
However, please be aware that, in case of any
misunderstanding, the rule language prevails.
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Executive Summary

On March 8, 2001, the Securities
and Exchange Commission (SEC)
approved amendments to the rules
of The PORTAL® Market (PORTAL
rules) to require that National
Association of Securities Dealers,
Inc. (NASD® or Association)
members submit trade reports

of secondary market transactions
in PORTAL-designated equity
securities through the Automated
Confirmation Transaction Service®
(ACT) and of PORTAL-designated
debt securities pursuant to rules
that require members to report
secondary market transactions

in eligible fixed income securities
to the NASD, currently referred

to as the “TRACE rules.” Other
amendments revise the security
application process and eliminate
unnecessary provisions in the
PORTAL rules.' The amendments
to the PORTAL rules were effec-
tive when approved by the SEC,
except for the reporting require-
ments. The reporting requirements
for PORTAL equity securities will
be effective on June 16, 2001.
The reporting requirements for
PORTAL debt securities will be
effective on a date announced

in a subsequent NASD Notice

to Members regarding the imple-
mentation of TRACE rules. The
revised text of the PORTAL rules
is included with this NASD Notice
to Members 01-19 (see Attach-
ment A).

Questions/Further
Information

Questions concerning reporting
for PORTAL equity securities
may be directed to Lucy Pasqua,
Supervisor, Nasdag Market
Operations, at (203) 378-0166.
Questions concerning reporting
for PORTAL debt securities may
be directed to Justin Tubiolo,
Vice President, Fixed Income
Department, NASD, at (212)

858-4419 or to Sharon K. Zackula,
Assistant General Counsel, Office
of General Counsel, NASD
Regulation, at (202) 728-8985.

Background

The NASD created The PORTAL
Market for securities that are sold
in private placements and are
eligible for resale under SEC Rule
144A adopted under the Securities
Act of 1933 (Securities Act). Rule
144A provides an exemption from
SEC registration for resales by
investors of privately placed
securities to qualified institutional
buyers (QIBS), i.e., institutional
investors with at least $100 million
invested in securities.

The PORTAL Market reviews
whether an issue of privately
placed securities meets the
eligibility requirements of Rule
144A. PORTAL designation is
required for all Rule 144A security
issues, except investment grade
rated debt,? in order for the
security to receive a CUSIP
number and the book-entry
services of The Depository Trust
& Clearing Corporation (DTCC).
An issuer of an investment grade
rated debt issue can apply directly
to DTCC for book-entry services
under DTCC rules.

Summary Of Amendments

The PORTAL rules in the NASD
Rule 5300 Series have been
amended to require that NASD
members submit trade reports of
secondary market transactions in
PORTAL equity securities through
ACT pursuant to the ACT rules in
the Rule 6100 Series. ACT is a
system operated by The Nasdaq
Stock Market® that accommodates
reporting of secondary market
transactions in equity securities
(including preferred stock issues),
and can provide automated com-
parison and confirmation services
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and can forward confirmed trades
to DTCC for settlement. The
reporting requirements for
PORTAL equity securities are
effective on June 16, 2001.

in addition, the PORTAL rules
have been amended to require
that trade reports of secondary
market transactions in PORTAL
debt securities be submitted pur-
suant to the TRACE rules in the
Rule 6200 Series. The reporting
for PORTAL debt securities will be
subject to TRACE rules and will be
effective on a date announced by
the NASD.?

Only reporting obligations will be
imposed with respect to secondary
market transactions in PORTAL
equity and debt securities.
Members that use ACT rules

for reporting secondary market
transactions in PORTAL securities
have, however, the option to

also use automated services for
comparison, confirmation, and

the forwarding of confirmed trades
to DTCC for settlement.

Other amendments to the POR-
TAL rules that revise the security
application process and eliminate
obsolete provisions were effective
upon approval by the SEC.

The rule amendments approved
by the SEC did not include a provi-
sion that would have prohibited
members from entering a quota-
tion in any PORTAL security in
any electronic communications
network or other inter-dealer
guotation system. The NASD
requested that the proposed
provision be deleted in light of
the potential negative effect of
the provision on the liquidity of
Rule 144A securities. However,
members entering quotations

in PORTAL securities in any elec-
tronic system should be aware of
their obligations under the federal
securities laws with respect to
restricted securities.*
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Description Of
Amendments

Definitions — Rule 5310

PORTAL Equity Security—The
term “PORTAL equity security” is
defined to include any:

security that represents an
ownership interest in a legal
entity, including but not limited
to any common, capital, ordi-
nary, preferred stock, or war-
rant for any of the foregoing,
shares of beneficial interest,
or the equivalent thereof
(regardless of whether voting
or non-voting, convertible or
non-convertible, exchangeable
or non-exchangeable, exer-
ciseable or non-exerciseable,
callable or non-callable,
redeemable or non-
redeemable).

PORTAL Debt Security—The
term “PORTAL debt security” is
defined to include all PORTAL
securities that are:

United States dollar denomi-
nated debt securities issued
by United States and/or for-
eign private corporations, but
shall not include mortgage- or
asset-backed securities, collat-
eralized mortgage obligations,
money market instruments,

or municipal or municipal-
derivative securities.

This definition is consistent with
the definition of “TRACE-eligible
security” in the TRACE rules.

Time Of Execution—The com-
mencement of the obligation to
report a secondary market trans-
action in a PORTAL security
occurs at the “time of execution.”
This term is defined to mean:

the time when all of the terms
of a transaction in a PORTAL
security have been agreed to
that are sufficient to calculate

the dollar price of the transac-
tion and a determination has
been made that the transac-
tion is in compliance with Rule
144A or any other applicable
exemption from registration
under Section 5 of the
Securities Act.

if the time of execution must be
included in the trade report for a
secondary market transaction in
a PORTAL security, the reported
time may reflect the time neces-
sary to determine that the
transaction is in compliance with
Rule 144A or another applicable
exemption from Securities Act
registration. This definition differs
from that in TRACE rules, which
is only intended to apply to non-
PORTAL securities.

PORTAL Market System—The
definition of “PORTAL Market
system” has been revised to allow
the Association to designate one
or more computer systems to
accept trade reports or to display
transaction, quotation or other
information on PORTAL securities.

PORTAL Transaction Report—
The definition of “PORTAL trans-
action report” has been revised

to eliminate the requirement that
trade reports be submitted within
15 minutes of the execution of the
transaction.

Reporting Requirements —
Rule 5332

General Reporting Obligation—
Rule 5332 that contains the report-
ing requirements for PORTAL
securities has been significantly
revised.” New paragraph (a) of
Rule 5332 requires that all sec-
ondary market transactions in
PORTAL equity securities be
reported through ACT, except for
those transactions meeting certain
exceptions in the TRACE rules
discussed below.* Members

may, at their option, also use the
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confirmation, comgarison, and
Isettlement features of ACT with
respect to secondary market
transactions in PORTAL equity
securities.”

New paragraph (b) of Rule 5332
requires that all secondary market
transactions in PORTAL debt
securities be reported pursuant to
TRACE rules, except for transac-
tions that meet the exceptions in
the TRACE rules.

Exceptions From Reporting
Obligation—The exceptions to
the transaction reporting obliga-
tions in Rule 5332(a) for PORTAL
equity securities are contained in
Rules 6230(e)(1) through (4) of
the TRACE rules for reporting
secondary market transactions

in debt securities.

Two of the trade reporting excep-
tions have a special applicability to
PORTAL securities. In a traditional
private placement, the issuer sells
its securities to investors under
Section 4(2) of the Securities Act,
with any participating broker/dealer
acting solely as agent. In a “Rule
144A private placement,” the
issuer sells its securities under
Section 4(2) of the Securities Act
to a single broker/dealer. That
broker/dealer-purchaser resells
the securities to the initial QIBs

in reliance on Rule 144A.

Rule 6230(e)(1) of the TRACE
rules excepts from reporting
“transactions which are part of a
primary distribution by an issuer.”
This provision will except from
reporting resales of PORTAL
equity securities by a broker/dealer
in a “Rule 144A private placement”
to the first QIB purchasers, so long
as the broker/dealer is acting as
an intermediary.

Rule 6230(e)(2) of the TRACE
rules excepts from reporting
“transactions made in reliance
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on Section 4(2) of the Securities
Act of 1933.“This provision will
except from reporting initial sales
of PORTAL equity securities by an
issuer to a broker/dealer acting as
purchaser in a “Rule 144A private
placement” or to investors that
purchase through a broker/dealer
acting solely as placement agent
in a traditional private placement.

Where, however, a broker/dealer
purchases PORTAL securities
from the issuer in a private place-
ment as an investment or is unable
to immediately sell all of the
securities it purchased intending

to act as an intermediary, the
broker/dealer will be considered
the initial investor in such securi-
ties. Under these circumstances,
the broker/dealer is obligated to
report its resales of the PORTAL
securities because none of the
trade reporting exceptions are
available for the resale transaction.

Thus, the first transaction in a
PORTAL security that is subject to
trade reporting will be a resale by:

¢ aninvestor who has
purchased directly from the
issuer in a traditional private
placement (where a broker/
dealer has only acted as an
agent);

» a QIB that has purchased
directly from the brokert/dealer-
purchaser in a “Rule 144A
private placement;” or

e abroker/dealer that is
considered to be the initial
investor purchasing from the
issuer.

Information In Trade
Reports/Time Of Submission—
Trade reports for secondary
market transactions PORTAL
securities are required to include
the same information that is
required in a trade report for

other securities reported through
ACT or pursuant to TRACE rules.
Thus, Rule 5332(a) requires that
a PORTAL transaction report
include the trade report information
required by Rule 6130(d) of the
ACT rules, and specifically
requires that the trade report
include the time of execution
because PORTAL equity trade
reports are unlikely to be reported
within 90 seconds of execution.
PORTAL transaction reports for
equity securities are required to
be submitted no later than 6:30
p.m., Eastern Time, to ACT or the
currently effective close of the
ACT reporting session.

The requirements of the TRACE
rules will regulate the content
and timing of the submission of
trade reports on PORTAL debt
securities.

The obligation to submit a trade
report with respect to a secondary
market trade in a PORTAL security
commences as of the time of
execution for a PORTAL security,
which—as discussed above—
takes into account the member’'s
obligation to make a determination
that an exemption from registration
is available for the transaction.

Party Obligated To Submit Trade
Report—Rule 5332(a) incorpo-
rates the requirements in Rule
6130(c) of the ACT rules that
specify which party to a secondary
market transaction in a PORTAL
equity security is obligated to
report the transaction. The require-
ments of the TRACE rules will
determine the party responsible
for the submission of trade reports
in PORTAL debt security.

Rule 144/Offshore Transactions
Provision—Rule 5332(c), previ-
ously paragraph (d), has been
revised to clarify that members
are obligated under PORTAL
rules to report the resale of
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PORTAL securities:

e into the U.S. public market
under the exemption provided
by SEC Rule 144; and

e from the U.S. private
market to an offshore market
or from an offshore market to
the U.S. private market.

Transactions in PORTAL securi-
ties that occur entirely offshore
are not required to be reported.

Imposition Of Fees For Trade
Reporting—Under new Rule
5332(d) of the PORTAL rules,
members submitting trade reports
to ACT with respect to secondary
market transactions in PORTAL
equity securities will be subject

to the same fees currently
imposed on other members report-
ing through ACT under the Rule
7000 Series.® The submission of
trade reports in PORTAL securities
to ACT and pursuant to TRACE
rules are not subject to SEC
transaction fees under Subsection
31(d)(1) of the Securities
Exchange Act of 1934,

Designation Of PORTAL
Securities — Rule 5320

Modification Of PORTAL Securi-
ty Application Process—Rule
5321 currently requires that an
application for designation of a
security as a PORTAL security
shall be submitted by a PORTAL
dealer or broker. Because it is

no longer necessary to qualify
broker/dealers as PORTAL
dealers or brokers, Rule 5321(a)
has been amended to permit any
member of the Association or the
issuer of the securities to submit
an application for designation of a
security as a PORTAL security.

In addition, Rule 5321(a) has been
revised to require that an applica-
tion for designation of a PORTAL
security include three undertakings
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proposed to be adopted as new
paragraph (c) of Rule 5321. The
undertakings may be provided

by a member that is submitting
the application or by the issuer

in lieu of the applicant-member.
New paragraph (c) requires that
an applicant undertake to promptly
advise the Association when the
issuer has submitted to the SEC

a registration statement to register
the resale of a PORTAL security,
securities to be exchanged for a
PORTAL security, or securities
into which the PORTAL security

is exchangeable or convertible.

In addition, the applicant must
undertake to promptly advise the
Association of the effectiveness

of such a registration statement.

Paragraph (c) also requires that
an applicant undertake to promptly
advise the Association of the
assignment of any CUSIP or

CINS security identification to

the PORTAL security or any tranch
of a PORTAL security issue.

Modification Of PORTAL Securi-
ty Designation Requirements—
The qualification criteria for
PORTAL securities in Rule
5322(a)(3) have been amended
to require that a PORTAL security
must be a “depository eligible
security.” The definition of this
term in Rule 11310 would operate
to only include securities with
book-entry services at DTC.

Deletion Of Obsolete
Provisions

The PORTAL rules have been
amended to delete a large number
of obsolete provisions.

Registration Of PORTAL
Dealers, Brokers, And Qualified
Investors—The original concept
of The PORTAL Market was that
only designated broker/dealers
and investors would trade in an
closed system. Remnants of this
concept were retained in the

PORTAL rules and are now
deleted. The following rules and
related definitions have been
deleted: Rules 5338, 5339, 5340,
5350, 5351, 5351, 5352, 5353,
and Rule 5360; and “PORTAL
broker,” “PORTAL dealer,”
“PORTAL participant,” and
“PORTAL qualified investor.”

Quotations, Trading, Uniform
Practice—The PORTAL rules
contain provisions that were
intended to regulate the quotation
and trading of PORTAL securities
between PORTAL participants on
a PORTAL-designated computer
system. The following rules and
related definitions have been
deleted: Rules 5370, 5371, 5372,
5373, 5375, 5376, 5377, 5378,
5379, and 5380; ® and “PORTAL
account instruction system,”
“PORTAL clearing organization,”
“PORTAL clearing system,”
*PORTAL depository organiza-
tion,” “PORTAL depository
system,” “PORTAL Market
Information,” and “Short Sale.”

Previously Adopted Reporting
Requirements—The provisions of
Rule 5332 that previously were
adopted to require that PORTAL
dealers and brokers report trans-
actions in PORTAL securities have
been mostly replaced by the new
reporting requirements discussed
above. The following rules and
related definitions have been
deleted: Rules 5333, 5334, 5335,
5336 and 5337; and “execution,”
“PORTAL non-participant report,”
“PORTAL surveillance report,” and
“PORTAL transaction report.”
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Endnotes

1  SEC Release No. 34-44042 (March 6,
2001).

2 Investment grade rated debt is a debt
security rated by a nationally recog-
nized statistical rating organization in
one of its four highest generic rating
categories. See, Rule 6210(p).

3 SEC Release No. 34-43373 (Jan. 23,
2001); 66 FR 8131 (Jan. 29, 2001).
information submitted in trade reports
on secondary market transactions in
PORTAL debt securities and in Rule
144A investment grade debt securities
will not be publicly disseminated. See,
NASD Notice to Members 01-18.

4 See, discussion of members’ obliga-
tions under the federal securities laws
with respect to quotations in PORTAL
securities in Adopting Release.

5 The reporting requirements deleted
from Rule 5332 have never been
implemented.

6 Transaction reports for secondary
market trades in PORTAL equity
securities are not subject to “prompt
last sale reporting” and, therefore, not
subject to SEC trarisaction fees under
Subsection 31(d)(1) of the Securities
Exchange Act of 1934.

7 Inits release adopting Rule 144A,
the SEC issued an interpretation of its
Uniform Net Capital Rule, Rule 15¢3-1,
with respect to securities which are
eligible for resale under Rule 144A.
The SEC has not modified its position
as a result of this adoption of trade
reporting for PORTAL equity securities.
See, SEC Release No. 33-6862 (April
23, 1990); 55 Fed.Reg.17933 (April 30,
1990).

8 Trade reports subritted pursuant to
TRACE rules will be subject to fees to
be adopted by the NASD.

9 The NASD’s Uniform Practice Code
has been amended to apply to resales
of restricted securities as defined in
Rule 144(a)(3) under the Securities Act.
See, paragraph (a) of Rule 11100,
NASD Manual (CCH).
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ATTACHMENT A

Revised Text of PORTAL Rules
5300. THE PORTAL® MARKET

5310. Definitions
For purposes of the PORTAL® Market Rules, unless the context requires otherwise:

(a) “Association” means the National Association of Securities Dealers, Inc. (Association) or its
wholly-owned subsidiary, The Nasdaq Stock Market, Inc., as determined by the Association.

(b) “Exchange Act” or “Act” means the Securities Exchange Act of 1934, as amended from time

to time.

(c) “PORTAL” or “PORTAL Market” means the Association’s market for designated foreign and
domestic securities that are eligible for resale under SEC Rule 144A.

(d) “PORTAL equity security” means a PORTAL security that represents an ownership interest
in a legal entity, including but not limited to any common, capital, ordinary, preferred stock, or warrant for
any of the foregoing, shares of beneficial interest, or the equivalent thereof (regardless of whether voting
or non-voting, convertible or non-convertible, exchangeable or non-exchangeable, exerciseable or non-
exerciseable, callable or non-callable, redeemable or non-redeemable).

(e) “PORTAL debt security” means all PORTAL securities that are United States dollar denomi-
nated debt securities issued by United States/and or foreign private corporations, but shall not include
mortgage- or asset-backed securities, collateralized mortgage obligations, money market instruments, or
municipal and municipal-derivative securities.

(f) “PORTAL Market system” or “PORTAL system” means any computer system(s) designated by
the Association to accept trade reports on transactions in PORTAL equity and/or debt securities, or to
display transaction, quotation, or other information on PORTAL securities.

(9) “PORTAL Rules” or “PORTAL Market Rules” means the PORTAL Market rules as included in
the Rule 5300 Series.

(h) “PORTAL security” means a security that is currently designated by the Association for inclu-
sion in the PORTAL Market pursuant to the Rule 5320 Series.

(i) “PORTAL transaction report” means a report of a transaction in a PORTAL security submitted
by a member through a designated PORTAL Market system.

(i) “Restricted security” means a security that meets the definition of that term contained in SEC
Rule 144(a)(3) under the Securities Act. A PORTAL security continues to be a restricted security even
though it is eligible to be resold pursuant to the provisions of SEC Rule 144, including SEC Rule 144(k),
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but has not been so resold.
(k) “SEC” means the United States Securities and Exchange Commission.

() “SEC Rule 144A” means SEC Rule 144A adopted under the Securities Act, as amended from

time to time.
(m) “Securities Act” means the Securities Act of 1933, as amended from time to time.

(n) “Time of execution” means the time when all of the terms of a transaction in a PORTAL secu-
rity have been agreed to that are sufficient to calculate the dollar price of the transaction and a determi-
nation has been made that the transaction is in compliance with Rule 144A or any other applicable
exemption from registration under Section 5 of the Securities Act.

(o) “Transaction” or “trade” means the purchase or sale of a PORTAL security.

(p) “United States” or “U.S.” means the United States of America (including the States and the
District of Columbia), its territories, its possessions and other areas subject to its jurisdiction.

5320. Requirements Applicable to PORTAL Securities

5321. Application for Designation

(a) Application for designation as a PORTAL security shall be in the form required by the Associ-
ation and shall be filed by the issuer or any member of the Association. Applications may be made with or
without the concurrence of the issuer. The application shall demonstrate to the satisfaction of the Associ-
ation that the security meets or exceeds the qualification requirements set forth in Rule 5322 and pro-
vides the undertakings required by subparagraph (c) hereof.

(b) Designation of a security as a PORTAL security shall be declared effective within a reason-
able time after determination of qualification. The effective date of designation as a PORTAL security
shall be determined by the Association giving due regard to the requirements of the PORTAL Market.

(c) An applicant that submits application for designation of a security as a PORTAL security (or
the issuer of the security if the applicant is a member) under subparagraph (a) above shall undertake to
promptly advise the Association:

(1) that the issuer has submitted to the SEC a registration statement to register the
resale of the PORTAL security, securities to be exchanged for the PORTAL security, or
securities into which the PORTAL security is exchangeable or convertible;

(2) of the effective date of a registration statement submitted to the SEC with respect
to a PORTAL security, as described in subparagraph (1) hereof; and

(3) of the assignment of any CUSIP or CINS security identification to the PORTAL
security or any tranch of a PORTAL security issue.
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5322. Qualification Requirements for PORTAL Securities

shall:

() To qualify for initial designation and continued designation in the PORTAL Market, a security

(1) be:
(A) a restricted security, as defined in SEC Rule 144(a)(3) under the Securities Act: or

(B) a security that upon issuance and continually thereafter only can be sold pursuant to
Regulation S under the Securities Act, SEC Rule 144A, or SEC Rule 144 under the
Securities Act, or in a transaction exempt from the registration requirements of the
Securities Act pursuant to Section 4 thereof and not involving any public offering;
provided, however, that if the security is a depository receipt, the underlying security
shall also be a security that meets the criteria set forth in subparagraphs (A) or (B) hereof;

(2) be eligible to be sold pursuant to SEC Rule 144A under the Securities Act:

(3) be in negotiable form, be a depository eligible security as defined in paragraph (d) of Rule
11310, and not subject to any restriction, condition or requirement that would impose an
unreasonable burden on any member;

(4) be assigned a CUSIP or CINS security identification number that is different from any
identification number assigned to any unrestricted securities of the same class which do not
satisfy paragraph (a)(1)(B); and

(5) satisfy such additional criteria or requirements as the Association may prescribe.

(b) Notwithstanding the provisions of paragraph (a)(1)(B) of this Rule, if a PORTAL security is

sold pursuant to the provisions of Rule 144, including Rule 144(k), it will thereby cease being a PORTAL
security and it must be assigned a CUSIP or CINS security identification number that is different from the

identification number assigned to a PORTAL security of the same class.

5323. Suspension or Termination of a PORTAL Security Designation

(a) The Association may, in its discretion, suspend or terminate designation as a PORTAL

security if it determines that:

(1) the security is not in compliance with the requirements of the PORTAL Rules:

(2) a holder or prospective purchaser that requested issuer information pursuant to SEC Rule
144A(d)(4) did not receive the information;

(3) any application or other document relative to such securities submitted to the Association
contained an untrue statement of a material fact or omitted to state a material fact necessary
to make the statements therein not misleading; or
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(4) failure to withdraw designation of such securities would for any reason be detrimental to the
interests and welfare of members or the Association.

(b) The Association will promptly notify members of the suspension or termination of a security’s
designation as a PORTAL security through the designated PORTAL Market system through which the
security is reported. Suspension or termination shall become effective in accordance with the terms of
notice by the Association. The Association also will promptly notify The Depository Trust Company of the
suspension or termination.

(c) Notwithstanding the suspension or termination of designation of a security as a PORTAL
security, such security shall remain subject to all rules of the Association applicable to the PORTAL Mar-
ket until the security is sold in accordance with the terms of notice by the Association of the suspension
or termination.

5324. Review of Denial, Suspension or Termination of a PORTAL Security

A determination by the Association to deny, suspend or terminate the designation of a PORTAL security may be
reviewed upon application by the aggrieved person pursuant to the provisions of the Rule 4800 Series.

5325. PORTAL. Entry Fees

When an issuer or member submits an application for designation of any class of securities as a PORTAL securi-
ty, it shall pay to the Association a filing fee of $2,000.00 for an application covering a security or group of identifi-
able securities issuable as part of a single private placement covered by the same offering documents, plus
$200.00 per assigned security symbol that is in addition to the first symbol assigned.

5330. Requirements Applicable to Members of the Association

5331. Limitations on Transactions in PORTAL Securities
(a) No member shall sell a PORTAL security unless:
(1) the sale is to:

(A) an investor or member that the member reasonably believes is a “qualified
institutional buyer” in a transaction exempt from registration under the Securities
Act by reason of compliance with Rule 144A;

(B) an investor or member in a transaction that is exempt from registration under the
Securities Act by reason of compliance with an applicable exemption under the
Securities Act other than Rule 144A; or
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(C) a member acting as an agent in a transaction that the member acting as agent
determines is in compliance with subparagraphs (A) or (B) hereof, and the selling
member determines is exempt from registration under the Securities Act by reason of
compliance with SEC Rule 144A or an applicable exemption under the Securities Act
other than SEC Rule 144A; and

(2) the member maintains in its files information demonstrating that the transaction is in
compliance with Rule 144A or with any other applicable exemption from registration under the
Securities Act.

5332. Reporting Debt and Equity Transactions in PORTAL Securities

(a) Transactions in a PORTAL equity security shall be reported to the Automated Confirmation
Transaction System (“ACT”) in accordance with this Rule, except for transactions meeting the require-
ments of subparagraphs (e)(1) - (4) of Rule 6230. Each PORTAL transaction report on a PORTAL equity
security shall:

(1) include the information required by paragraph (d) of Rule 6130, including the time
of execution;

(2) be submitted to ACT no later than 6:30 p.m. Eastern Time (or the end of the ACT reporting
session that is in effect at that time); and

(3) be submitted by the party as required by paragraph (c) of Rule 6130.

(b) Transactions in PORTAL debt securities shall be reported to the Trade Reporting And
Comparison Entry Service (“TRACE”) in accordance with the Rule 6200 Series.

(c) The reporting requirements of this Rule shall apply to transactions in reliance on SEC Rule
144 and sales to or purchases from a non-U.S. securities market.

(d) Members that submit PORTAL transaction reports shall be subject to any fees imposed
by the particular PORTAL Market system through which the PORTAL transaction report is submitted,
as set forth in the Rule 7000 Series.

5340. Arbitration

The facilities of the Association’s Arbitration Department, and the procedures of the Code of Arbitration
Procedure shall be available to members to resolve disputes arising from PORTAL transactions and transfers
or activities related thereto.
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5350. Rules of the Association

(a) The following Rules of the Association and interpretative Material thereunder are specifically
applicable to transactions and business activities relating to PORTAL securities:

(1) Rules 0113, 0114, 0115, 2110, 2120, 2230, 2240, 2250, 2260, 2270, 2310, 3370, and 8210;
(2) the Rule 8100 and Rule 8300 Series; and
(3) IM-2310-2, IM-2420-1, IM-2440, IM-3310, and IM-3320.

(t) The following rules of the Association and Interpretative Material thereunder are specifically
applicable to transactions and business activities relating to PORTAL securities, with the exceptions
specified below:

(1) Rule 2320, except for paragraph (g), which requires that a member obtain quotations from
three dealers to determine the best inter-dealer market for the subject security;

(2) Rule 2330, except for paragraph (d); and
(3) Rule 3110, except paragraph (b)(2).

(¢) The foliowing Rules of the Association are applicable to members and persons associated
with members regardless of whether the member participates in transactions in PORTAL securities:

(1) Rules 0111, 0112, 0120, and 0121.
(2) Rules 2210, 3020, 3030, 3040, 3040, 3050, 3060, 3130, 3140, and 3340.

(d) The following Rules of the Association and Interpretative Material thereunder are not applica-
ble to transactions and business activities relating to PORTAL securities:

(1) Rules 1130, 2450, 2520, 2710, 2730, 2740, 2750, 2810, 2820, 2830, 2860, 3210,
and 3360; and

(2) IM-2110-1.

© 2001. National Association of Securities Dealers, Inc. (NASD). All rights reserved. Notices to Members attempt to present information to readers in a format that
is easily understandable. However, please be aware that, in case of any misunderstanding, the rule language prevails.
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Decimalization
Testing

Nasdaq Announces
Decimalizaticn Rule
Changes

SUGGESTED ROUTING

The Suggested Routing function is meant to aid
the reader of this document. Each NASD member
firm should consider the appropriate distribution in
the context of its own organizational structure.

Legal & Compliance
Operations

Registered Representatives

°

°

)

® Senior Management
o Technology

°

Trading and Market Making

KEY TOPICS

® Decimalization

NASD Notice to Members 01-20

Executive Summary

In this NASD Notice to Members
you will find information on Nas-
daq® rule changes in response to
decimalization efforts. Nasdag has
proposed modifications to rules
involving “Manning,” short sales,
the conversion of fractional open
orders, and the minimum quotation
increment. Also, included is a
schedule of key dates for industry
implementation of decimal quoting
and trading.

Questions/Further
Information

Questions regarding this Notice
may be directed to the National
Association of Securities Dealers,
inc. (NASD®) Decimalization Pro-
gram Management Office (DPMO)
toll free at: (888) 227-1330 or via
e-mail at decimals @nasd.com.

For the most recent decimalization
news and developments, visit the
NASD Web Site (www.nasd.com)
and click on the Decimalization
link. Additional decimalization
information is available on the
Securities Industry Association
(S1A) Web Site located at
www.sia.com.

Nasdaq Decimalization Rule
Changes Filed With The U.S.
Securities And Exchange
Commission (SEC)

Nasdaq has filed proposals with
the SEC to modify the following
NASD rules and interpretations for
quoting and trading in decimals:

® NASD IM-2110-2 -Trading
Ahead of Customer Limit Order

® NASD Rule 3350 - Short Sale
Rule

m NASD Rule 4613 - Character of
Quotations

The details of these proposals can
be found in Head Trader Alert
#2001-17 on the Nasdaq Trader
Web Site (www.nasdagtrader.comy,
under Hot Topics, Decimalization.

The SEC recently approved rule
proposal SR-NASD-01-10, which
adopts a mandatory conversion
rule for all open orders in Nasdaq
securities commencing decimal
pricing. Under the rule, all open
fractional orders residing in an
NASD member firm’s internal sys-
tems on the evening prior to the
start of decimal pricing for a partic-
ular Nasdaqg National Market and
SmallCap Market security, must
be converted no later than mid-
night (12:00:00 a.m., Eastern
Time), to decimal orders priced to
two places beyond the decimal
point. More information can be
found in Head Trader Alert #2001-
32. For questions concerning
these rule changes, please contact
Thomas Moran, Nasdaq Office

of General Counsel, at {202)
728-8294.

Nasdaq Decimalization
Implementation Schedule

| March 12, 2001: Pilot of 15
securities

B March 26, 2001: Second pilot
of an additional 180 to 200
securities

m April 9, 2001: Nasdaq equity
securities will be fully converted
to decimals

The list of securities for each of
the pilots can be found on the
NASD Web Site, by clicking on the
Decimalization link, and looking
under the appropriate phase, or
the Nasdaqg Trader Web Site,
clicking on Hot Topics, and then
Decimalization.
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Nasdaq Decimalization
Testing

Point-to-Point testing will continue

through April 6, 2001, via the
Customer Subscriber Test (CST)
facility for CTCI and API/NWII

participants. Testing of decimal-
priced securities in both penny and
nickel minimum price variations
(MPVs), as well as fractional-
priced securities will occur. Com-
plete testing information can be

Key Dates For Industry Implementation

found by visiting the NASD Web

Site, clicking on the Decimalization

link, and then the testing button,
or the Nasdaq Trader Web Site,
clicking on Hot Topics, and then
Decimalization.

Checkpoint/Phase

Action

Date

Checkpoint 1

Pre-Implementation Evaluation

August 15, 2000

Phase | Limited Exchange-Listed Issues and Options August 28, 2000

Checkpoint 2 Determine Readiness for Additional Exchange-Listed ~ September 19, 2000
Issues and Options

Phase lIA Additional Exchange-Listed Issues and Options September 25, 2000

Checkpoint 3 Determine Readiness for Full Implementation of November 1, 2000
Exchange-Listed Issues and/or All Options

Phase 11A-21 Additional NYSE equities and Associated Options December 4, 2000

Phase 1IB Full Conversion Exchange-L.isted Issues and January 29, 2001
Associated Options

Checkpoint 4-A Determine Readiness for Limited Nasdagq Issues March 6, 2001
and Associated Options

Phase llI-A 15 Nasdaq Issues and Associated Options March 12, 2001

Checkpoint 4-B

Determine Readiness for Additional Nasdaq Issues
and Associated Options

March 19, 2001

Phase IV-A 180-200 Additional Nasdaq Issues and March 26, 2001
Associated Options

Checkpoint 5 Determine Readiness for All Markets, April 2, 2001
Full Implementation

Phase IV-B All Markets, Full Implementation April 9, 2001

NASD Notice to Members 01-20
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To view the complete Exchange
Committee implementation

plan submitted to the SEC,

visit the SEC Web Site

located at www.sec.gov
(http.//www.sec.gov/rules/othern/
decimalp.htm). The SEC has not
given final approval to the plan.

Endnotes

1 Phase IlA-2 was not part of the original
submission to the SEC. At Checkpoint
I1l, held November 1, 2000, a decision
was made to begin trading additional
New York Stock Exchange equities and
their associated options in decimals.

© 2001, National Association of Securities
Dealers. Inc. (NASD). All rights reserved.
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FIPS Changes

Fixed Income Pricing
System Additions,
Changes, And Deletions
As Of January 22, 2001

SUGGESTED ROUTING

The Suggested Routing function is meant to aid
the reader of this document. Each NASD member
firm should consider the appropriate distribution in
the context of its own organizational structure.

e Corporate Finance
o Legal & Compliance

® Municipal/Government
Securities

Operations

Senior Management

Trading and Market Making

KEY TOPICS

e FIPS
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As of January 22, 2001, the following bonds were added to the Fixed
Income Pricing System®" (FIPS®").

Symbol Name Coupon Maturity
AES.GI AES Corp 8.875 02/15/11
CPN.GJ Calpine Corp 8.500 02/15/11
HAS.GA Hasbro Inc 6.150 07/15/08
HAS.GB Hasbro Inc 6.600 07/15/28
HAS.GC Hasbro Inc 5.600 11/01/05
HAS.GD Hasbro Inc 7.950 03/15/03
HAS.GE Hasbro Inc 8.500 03/15/06
HCA.GC HCA The Healthcare Co 7.875 02/01/11
KBH.GE KB Home 9.625 11/15/06
KBH.GF KB Home 9.500 02/15/11
KM.GJ K-Mart Corp 9.375 02/01/06
NTRP.GC NTL Communications Corp 11.875 10/01/10
PCGE.GL Pacific Gas & Electric Corp 6.750 10/01/23
RELH.GC Reliance Group Holdings Inc 9.000 11/15/00
SCEP.GM Southern California Edison Co 5.875 01/15/01
SMG.GA Scotts Co 8.625 01/15/09
SVRN.GG Sovereign Bancorp Inc 8.625 03/15/04
TOL.GA Toll Brothers Inc 8.250 02/01/11
TPLP.GC Tanger Properties LP 9.125 02/15/08
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As of January 22, 2001, the following bonds were deleted from the Fixed
Income Pricing System.

Symbol Name Coupon Maturity
ADOC.GA American Sign & Indicator Corp 15.000 01/15/01
ASCM.GA Advanstar Communications Inc. 9.250 05/01/08
DBEV.GA Delta Beverage Group Inc 9.750 12/15/03
HLSU.GA Health South Corp 10.000 06/15/00
ICF.GA ICF Kaiser Internationat Inc 12.000 12/31/03
PCGE.GI Pacific Gas & Electric Co 6.750 10/01/23
PIDM.GG Piedmont Aviation Inc Ser A 9.900 01/15/01
PIDM.GH Piedmont Aviation Inc Ser B 9.900 01/15/01
PIDM.GI Piedmont Aviation Inc Ser C 9.900 01/15/01
SFX.GB SFX Entertainment Inc 9.125 12/01/08
STO.GD Stone Container Corp 10.750 04/01/02
STO.GI Stone Container Corp 11.500 10/01/04
STO.GJ Stone Container Corp 10.750 10/01/02
STO.GM Stone Container Corp 10.750 04/01/02
USAR.GC US Air Inc 9.625 02/01/01
USAR.GQ US Airways Inc Ser B 10.350 01/15/01
USAR.GR US Airways Inc Ser C 10.350 01/15/01
USAR.GS US Airways Inc Ser D 10.350 01/15/01
USAR.GT US Airways Inc Ser E 10.350 01/15/01
USAR.GU US Airways Inc Ser F 10.350 01/15/01
USAR.JG US Airways Inc Ser 88A 9.900 01/15/01
USAR.JH US Airways Inc Ser 88B 9.900 01/15/01
USAR.JI US Airways Inc Ser 88C 9.900 01/15/01
USAR.JJ US Airways Inc Ser 88D 9.900 01/15/01

As of January 22, 2001, changes were made to the symbols of the follow-
ing FIPS bonds:

New Symbol | Old Symbol I New Name/Old Name | Coupon l Maturity
RELH.GB REL.GB 9.750 11/15/03

Reliance Group Holdings Inc/
Reliance Group Holdings Inc

All bonds listed above are subject to trade-reporting requirements.
Questions pertaining to FIPS trade-reporting rules should be directed
to Patricia Casimates, Market Regulation, NASD Regulation, Inc. at
(301) 590-6447.

Any questions regarding the FIPS master file should be directed to
Cheryl Glowacki, Market Operations, Nasdaq at (203) 385-6310.
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Disciplinary
Actions

Disciplinary Actions
Reported For March

NASD Regulation, Inc. (NASD
Regulation®™) has taken disci-
plinary actions against the
following firms and individuals for
violations of National Association
of Securities Dealers, Inc. (NASD®)
rules; federal securities laws,
rules, and regulations; and the
rules of the Municipal Securities
Rulemaking Board (MSRB). The
information relating to matters
contained in this Notice is current
as of the end of February, 2001.

Firm Fined,
Individual Sanctioned

Amerivet Securities, Inc. (CRD
#34786, Los Angeles, California)
and Elton Johnson, Jr. (CRD
#844428, Registered Principal,
Panorama City, California) sub-
mitted an Offer of Settlement in
which they were fined $20,000,
jointly and severally. In addition,
Johnson was suspended from
association with any NASD mem-
ber as a general securities princi-
pal for one year, and suspended
from association with any NASD
member as a financial and opera-
tions principal (FINOP) for 90
days. Without admitting or denying
the allegations, the respondents
consented to the described sanc-
tions and to the entry of findings
that the firm, acting through John-
son, conducted a securities busi-
ness while failing to maintain
sufficient minimum net capital. The
findings also stated that the firm,
acting through Johnson, permitted
individuals to act as registered
representatives, and permitted an
individual to act in a principal
capacity, without benefit of regis-
tration. Furthermore, the NASD
found that the firm, acting through
Johnson, violated its restriction
agreement with the NASD by hir-
ing more than five registered rep-
resentatives at the firm without
prior written approval from the
NASD.

NASD Notice to Members—Disciplinary Actions

Johnson’s suspension as a gener-
al securities principal began March
5, 2001, and will conclude at the
close of business on March 4,
2002, and his suspension as a
FINOP began March 5, 2001, and
will conclude June 2, 2001. (NASD
Case #C02990049)

Firms And Individuals Fined

Chapdelaine Corporate Securi-
ties & Co. (CRD #23741, New
York, New York) and Michael
Emmett Walsh (CRD #458064,
Registered Principal, New York,
New York) submitted a Letter of
Acceptance, Waiver, and Consent
in which they were censured and
fined $13,000, jointly and several-
ly. The firm was fined an additional
$34,500. Without admitting or
denying the allegations, the
respondents consented to the
described sanctions and to the
entry of findings that the firm, act-
ing through Walsh, failed to report
Fixed Income Pricing System
(FIPS) eligible transactions within
five minutes after execution and
failed to report FIPS transactions
by no later than 5:00 p.m. Eastern
time on the trade date in which the
transactions were executed. The
findings also stated that the firm,
acting through Walsh, failed to
report the correct unit price in
transactions in high yield corporate
debt securities quoted on FIPS
and failed to report the correct
symbol indicating whether the
transactions were buy, sell, or
cross. The NASD also found that
the firm, acting through Walsh,
failed to report the correct unit
price in transactions in high yield
corporate debt securities and
failed to report the correct symbol
indicating whether the transactions
were buy, sell, or cross. Further-
more, the NASD found that the
respondents failed to establish,
maintain, and enforce written
supervisory procedures
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reasonably designed to achieve
compliance with NASD rules appli-
cable to transaction reporting of
high yield corporate debt securi-
ties. Moreover, the NASD found
that the respondents permitted an
individual to function as a corpo-
rate securities representative with-
out benefit of NASD registration.
(NASD Case #C10010024)

Melhado, Flynn & Associates,
Inc. (CRD #7340, New York,
New York) and Pierce John
Flynn (CRD #210395, Registered
Principal, Bronxville, New York)
submitted a Letter of Acceptance,
Waiver, and Consent in which
they were fined $10,000, jointly
and severally. Without admitting
or denying the allegations, the
respondents consented to the
described sanction and to the
entry of findings that the firm,
acting through Flynn, knowingly
maintained the registrations of
individuals not actively engaged in
the firm’s securities business, not
functioning as registered represen-
tatives for the firm, and thereby,
avoiding a lapse in registration.
(NASD Case #C10010012)

Standard New York Securities,
Inc. (CRD #35560, New York,
New York) and Neil Lutley
Sclater-Booth (CRD #1240734,
Registered Principal, New York,
New York) submitted a Letter of
Acceptance, Waiver, and Consent
in which they were censured and
fined $10,000, jointly and severai-
ly. The firm was also fined an addi-
tional $1,000, jointly and severally
with another individual. Without
admitting or denying the allega-
tions, the respondents consented
to the described sanctions and to
the entry of findings that the firm,
acting through Sclater-Booth, per-
mitted registered representatives
of the firm to engage in conduct for
which registration was required
while the representatives were
inactive due to the failure to

complete the Regulatory Element
Continuing Education assessment.
The findings also stated that the
firm, acting through another indi-
vidual, effected principal transac-
tions in a security that were short
sales without affixing the short sale
designator when reporting the
transactions. (NASD Case
#C3A010002)

Firms Fined

AM Capital LLC (CRD #44351,
New York, New York) submitted a
Letter of Acceptance, Waiver, and
Consent in which the firm was cen-
sured, fined $10,000, and required
to revise its supervisory proce-
dures concerning the Securities
and Exchange Commission (SEC)
and NASD firm quote rules. With-
out admitting or denying the alle-
gations, the firm consented to the
described sanctions and to the
entry of findings that, as a regis-
tered market maker in securities,

it failed to execute orders present-
ed at the firm’s published bid or
published offer in an amount up

to its published quotation size and,
thereby, failed to honor its pub-
lished quotation. The findings also
stated that the firm’s supervisory
system did not provide for supervi-
sion reasonably designed to
achieve compliance with respect
to the applicable securities laws
and regulations concerning the
SEC and NASD firm quote rules.
(NASD Case #CMS010002)

Asiel & Co., LLC (CRD #1112,
New York, New York) submitted
a Letter of Acceptance, Waiver,
and Consent in which the firm was
censured and fined $10,000. With-
out admitting or denying the alle-
gations, the firm consented to the
described sanctions and to the
entry of findings that it failed to
report to the FIPS transactions in
FIPS securities within five minutes
after execution. (NASD Case
#CMS010008)

NASD Notice to Members—Disciplinary Actions

Comprehensive Capital Corp.
(CRD #6215, Westbury New
York) submitted a Letter of Accep-
tance, Waiver, and Consent in
which the firm was censured and
fined $10,000. Without admitting
or denying the allegations, the firm
consented to the described sanc-
tions and to the entry of findings
that, as a registered market maker
in securities, it failed to execute
orders presented at the firm’s
published bid or published offer

in an amount up to its published
quotation size and, thereby, failed
to honor its published quotation.
The findings also stated that the
firm’s supervisory system did not
provide for supervision reasonably
designed to achieve compliance
with applicable securities laws and
regulations concerning the SEC
and NASD firm quote rules.
(NASD Case #CMS010011)

Dalton Kent Securities Group,
Inc. (CRD #38813, New York,
New York) submitted a Letter of
Acceptance, Waiver, and Consent
in which the firm was censured
and fined $18,000. Without admit-
ting or denying the allegations, the
firm consented to the described
sanctions and to the entry of find-
ings that it failed to timely report to
the NASD statistical and summary
information relating to the receipt
of written customer complaints and
failed to amend, or promptly
amend, Forms U-4 or Forms U-5
to disclose the written complaints
against registered representatives
of the firm. The findings also stat-
ed that the firm failed to display
immediately customer limit orders
when each such order was at a
price that would have improved
the firm’s bid or offer in each such
security and failed to execute
customer limit orders within one
minute after each of the orders
was activated. The NASD also
found that the firm failed to use
reasonable diligence to ascertain
the best inter-dealer market for
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certain securities tc ensure the
resultant price to its customers
was as favorable as possible
under prevailing market conditions.
Furthermore, the NASD found that
the firm failed to establish, main-
tain, and enforce written supervi-
sory procedures concerning the
firm’s obligation to file statistical
and summary information regard-
ing customer complaints. (NASD
Case #C10010020)

H&R Block Financial Advisors,
Inc., formerly Olde Discount
Corporation (CRD #5979,
Detroit, Michigan) submitted a
Letter of Acceptance, Waiver, and
Consent in which the firm was
censured, fined $40,000, and
required to establish and provide
to the NASD amended written pro-
cedures reasonably designed to
achieve compliance with the cur-
rent requirements with respect to
timely filing of amendments involv-
ing Disclosure Reporting Pages,
Forms U-4, and Forms U-5. With-
out admitting or denying the alle-
gations, the firm consented to the
described sanctions and to the
entry of findings that it failed to file
Forms U-4 and Forms U-5 within
30 days after learning of reportable
events or after learning of facts
and circumstances giving rise to
the requirement to amend such
forms. (NASD Case #C8A010004)

John G. Kinnard and Company
(CRD #466, Minneapolis, Min-
nesota) submitted a Letter of
Acceptance, Waiver, and Consent
in which the firm was censured,
fined $10,000, and required to
revise its written supervisory pro-
cedures relating to the SEC and
NASD firm quote rules. Without
admitting or denying the allega-
tions, the firm consented to the
described sanctions and to the
entry of findings that, as a regis-
tered market maker in securities, it
failed to execute orders presented
at the firm’s published bid or

published offer in an amount up to
its published quotation size and,
thereby, failed to honor its pub-
lished quotation. The findings also
stated that the firm’s supervisory
system did not provide for supervi-
sion reasonably designed to
achieve compliance with applica-
ble securities laws and regulations
concerning the SEC and NASD
firm quote rules. (NASD Case
#CMS010007)

JW Genesis Capital Markets,
LLC n/k/a Conifer Securities
LLC (CRD #23857, San Francis-
co, California) submitted a Letter
of Acceptance, Waiver, and Con-
sent in which the firm was cen-
sured and fined $10,750. Without
admitting or denying the allega-
tions, the firm consented to the
described sanctions and to the
entry of findings that it failed to
report to ACT the correct symbol
indicating whether the firm execut-
ed transactions in eligible securi-
ties in a principal or agency
capacity and failed to report trans-
actions within 90 seconds to ACT.
The findings also stated that the
firm failed to properly prepare and
maintain order records in that the
firm failed to maintain a record of
unexecuted limit orders for more
than one day beyond trade date.
The NASD also found that the firm
held unexecuted customer limit
orders and continued to trade the
subject securities for the firm’s
market-making account at prices
that would have satisfied the cus-
tomers’ limit orders without execut-
ing the limit orders and executed
customer limit orders at prices that
were not equal to or better than
the customers’ protected prices.
Furthermore, the NASD found that
the firm failed to display customer
limit orders in Nasdaq securities

in its public quotation when each
such order was at a price that
would have improved the firm’s bid
or offer in each security or when
the order was priced equal to the
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firm’s bid or offer and the national
best bid or offer for each such
security and the size of the order
represented more than a de min-
imis change in relations to the size
associated with the firm’s bid or
offer in each such security. (NASD
Case #C05010004)

Prudential Securities Incorporat-
ed (CRD #7471, New York, New
York) submitted a Letter of Accep-
tance, Waiver, and Consent in
which the firm was censured and
fined $25,000. In addition, the firm
was required to conduct a review
of its supervisory procedures
regarding registration of personnel
and to implement changes no later
than 90 days from the date of
acceptance of this AWC. Without
admitting or denying the allega-
tions, the firm consented to the
described sanctions and to the
entry of findings that it allowed an
individual to be actively engaged
in the management of the firm’s
securities business as an execu-
tive vice president without being
registered with the NASD in any
principal capacity. The findings
also stated that the firm failed to
establish, maintain, and enforce
written supervisory procedures
that would ensure the proper
registration of all persons actively
engaged in the management of
the firm’s investment banking or
securities business. (NASD Case
#C05000050)

Rom-Bo Trading Co. (CRD
#37554, Chicago, lllinois) submit-
ted a Letter of Acceptance, Waiv-
er, and Consent in which the firm
was censured, fined $10,000, and
required to revise its supervisory
procedures with respect to SEC
and NASD firm quote rules. With-
out admitting or denying the alle-
gations, the firm consented to the
described sanctions and to the
entry of findings that, as a regis-
tered market maker in securities, it
failed to execute orders presented
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at the firm’s published bid or pub-
lished offer in an amount up to

its published guotation size and,
thereby, failed to honor its pub-
lished quotation. The findings also
stated that the firm’s supervisory
system did not provide for supervi-
sion reasonably designed to
achieve compliance with applica-
ble securities laws and regulations
concerning the SEC and NASD
firm quote rules. (NASD Case
#CMS010006 )

Stock USA, Inc. (CRD #40687,
San Diego, California) submitted
an Offer of Settlement in which
the firm was censured and fined
$5,000, jointly and severally with
three respondents. The firm was
fined an additional $15,000 and
ordered to retain a consultant to
review its supervisory procedures
and to adopt and implement all
recommendations made by the
consultant. Without admitting or
denying the allegations, the firm
consented to the described sanc-
tions and to the entry of findings
that it allowed an unregistered per-
son to engage in its securities
business and allowed a statutorily
disqualified person to associate
with the firm. The findings also
stated that the firm, acting through
an individual, failed to exercise
adequate, meaningful supervision
over the operation of a branch
office and failed to establish or
implement the level of supervision
required by the absence of an
experienced manager. The NASD
also found that the firm’s supervi-
sory procedures manual failed to
adequately address the various
types of business conducted by
the firm and to address the need
to separate functions so as to
prevent unregistered individuals
from providing brokerage services
to public customers. (NASD Case
#CAF000029)

The Fleet Trading Division of
Fleet Securities (CRD #13071,
Jersey City, New Jersey) submit-
ted a Letter of Acceptance, Waiv-
er, and Consent in which the firm
was censured, fined $55,000, and
required to revise its supervisory
procedures concerning the SEC
and NASD firm quote rules. With-
out admitting or denying the alle-
gations, the firm consented to the
described sanctions and to the
entry of findings that, as a regis-
tered market maker in securities,
it failed to execute orders present-
ed at the firm’s published bid or
published offer in an amount up to
its published quotation size and,
thereby, failed to honor its pub-
lished quotation. The findings also
stated that the firm’s supervisory
system did not provide for supervi-
sion reasonably designed to
achieve compliance with applica-
ble securities laws and regulations
concerning the SEC and NASD
firm quote rules. (NASD Case
#CMS010005)

T.R. Winston & Company, Inc.
(CRD #10571, Bedminster, New
Jersey) submitted a Letter of
Acceptance, Waiver, and Consent
in which the firm was censured
and fined $20,000. Without admit-
ting or denying the allegations, the
firm consented to the described
sanctions and to the entry of find-
ings that it failed to report transac-
tions in Nasdag SmallCap® and
Nasdaqg National Market, (NNM)
securities within 90 seconds and
failed to accept or decline transac-
tions in ACT eligible securities
within 20 minutes after execution.
The findings also stated that the
firm failed to prepare and maintain
purchase and sale memoranda for
principal transactions that identi-
fied whether the subject transac-
tions were market or limit orders
and failed to establish, maintain,
and enforce adequate written
supervisory procedures regarding
its trading and market-making
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operations. In addition, the NASD
found that the firm allowed an indi-
vidual to supervise its trading and
market-making operations while
not properly registered as an
equity trader. (NASD Case
#C9B010005)

U.S. Securities & Futures Corp.
(CRD #36045, New York, New
York) submitted a Letter of Accep-
tance, Waiver, and Consent in
which the firm was censured and
fined $7,000, jointly and severally
with an individual respondent. The
firm was also fined an additional
$4,981. Without admitting or deny-
ing the allegations, the firm con-
sented to the described sanctions
and to the entry of findings that,
acting through an individual, it
failed to promptly amend its Form
BD to indicate that a branch office
was an Office of Supervisory Juris-
diction (OSJ) and failed to desig-
nate the office as an OSJ in its
written supervisory procedures.
The findings also stated that the
firm, acting through an individual,
permitted another individual asso-
ciated with the firm to act as a
registered person while his regis-
tration status was inactive due to
his failure to complete the Regula-
tory Element of the NASD’s Con-
tinuing Education Requirement.
The NASD also found that the firm
failed to immediately display cus-
tomer limit orders in Nasdaq secu-
rities in its public quotation when
each such order was at a price
that would have improved the fir-
m’s bid or offer in each such secu-
rity. Furthermore, the NASD found
that the firm failed to accept or
decline transactions in ACT within
20 minutes after execution. (NASD
Case #C10010014)

Vector Securities International,
Inc. (CRD #22010, Deerfield, Illi-
nois) submitted a Letter of Accep-
tance, Waiver, and Consent in
which the firm was censured, fined
$10,000, and required to revise its
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written supervisory procedures
with respect to shcrt sales. Without
admitting or denying the allega-
tions, the firm consented to the
described sanctions and to the
entry of findings that it executed
short sale transactions and a long
sale transaction and failed to
report each of these transactions
through ACT with the correct short
or long sale modifier. The findings
also stated that the firm’s supervi-
sory system did not provide for
supervision reasonably designed
to achieve compliance with appli-
cable securities laws and regula-
tions concerning short sales.
(NASD Case #CMS000231)

Wall Street Equities, Inc. (CRD
#18432, New York, New York)
submitted a Letter of Acceptance,
Waiver, and Consent in which the
firm was censured, fined $10,000,
and required to revise its supervi-
sory procedures concerning the
SEC and NASD firm quote ruies.
Without admitting or denying the
allegations, the firm consented to
the described sanctions and to the
entry of findings that, as a regis-
tered market maker in securities, it
failed to execute orders presented
at the firm’s published bid or pub-
lished offer in an amount up to its
published quotation size and,
thereby, failed to honor its pub-
lished quotation. The findings also
stated that the firm’s supervisory
system did not provide for supervi-
sion reasonably designed to
achieve compliance with applica-
ble securities laws and regulations
concerning the SEC and NASD
firm quote rules. (NASD Case
#CMS010004)

WIEN Securities, Inc. (CRD
#10467, Jersey City, New Jer-
sey) submitted a Letter of Accep-
tance, Waiver, and Consent in
which the firm was censured, fined
$17,500, and required to pay
$150, plus interest, in restitution.
Without admitting or denying the

allegations, the firm consented to
the described sanctions and to the
entry of findings that it failed to use
reasonable diligence to ascertain
the best inter-dealer market for the
subject security and buy or sell in
such market so that the resultant
price to each customer was as
favorable as possible under pre-
vailing market conditions. The find-
ings also stated that the firm failed
to report to ACT the contra side
executing broker in transactions in
eligible securities, failed to accept
or decline in ACT transactions in
eligible securities within 20 min-
utes after execution, and to report
to ACT the correct symbol indicat-
ing whether transactions in eligible
securities were as principal or
agent. Furthermore, the NASD
determined that the firm failed to
immediately display customer limit
orders in its public quote, when
each such order was at a price
better than its public quote, or at

a price equal to its public quote
when such quote was priced equal
to the national best bid or offer in
such security and that order repre-
sented more than a de minimis
change in relation to the size asso-
ciated with its bid or offer. The
NASD also determined that the
firm failed to show the correct time
of entry, the time of execution, and
the correct time of execution on
the memorandum of brokerage
orders, and failed to provide writ-
ten notification to its customers
that the price to each of its cus-
tomers was an average price. In
addition, the NASD found that the
firm failed to provide written notifi-
cation disclosing to its customers
the reported trade price and
whether it was a market maker in
the security when it acted as prin-
cipal for its own account, and
failed to provide written notification
disclosing to its customers its cor-
rect capacity. (NASD Case
#CMS010013)
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Individuals Barred Or
Suspended

Deborah Suann Angus (CRD
#2632511, Registered Represen-
tative, Scottsdale, Arizona)
submitted a Letter of Acceptance,
Waiver, and Consent in which she
was fined $15,000, suspended
from association with any NASD
member in any capacity for 18
months, and ordered to pay
$227,775 in restitution to public
customers. The fine must be paid
and satisfactory proof of payment
of restitution and interest must be
provided before re-associating
with any NASD member following
the suspension or before request-
ing relief from any statutory dis-
qualification. Without admitting or
denying the allegations, Angus
consented to the described sanc-
tions and to the entry of findings
that she participated in private
securities transactions, for com-
pensation, failed to provide her
member firm with prior written
notice, and failed to receive written
permission from her member firm.

Angus’ suspension began March
5, 2001, and will conclude at the
close of business on September 4,
2002. (NASD Case #C3A010003)

Gerald Biegler (CRD #1402834,
Registered Representative,
Monument, Colorado) submitted
a Letter of Acceptance, Waiver,
and Consent in which he was fined
$30,511.28, which includes the
disgorgement of $25,511.28 in
commissions earned, suspended
from association with any NASD
member in any capacity for 10
business days, and ordered to
requalify by exam as a general
securities representative within
90 days of acceptance of the
AWC. If Biegler fails to requalify
within the 90 days, he shall cease
all activities that require registra-
tion in any capacity until he suc-
cessfully passes the exam.
Without admitting or derying the
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allegations, Biegler consented to
the described sanctions and to the
entry of findings that he made
unsuitable recommendations to
public customers and engaged in
unfair dealing with the customers.
The NASD found that the basis for
Biegler's recommendations was to
generate commissions to compen-
sate himself for his services.

Biegler's suspension began Febru-
ary 20, 2001, and concluded at the
close of business on March 5,

2001. (NASD Case #C3A000055)

Larry Eugene Boyer (CRD
#1054795, Registered Principal,
Reading, Pennsylvania) submit-
ted a Letter of Acceptance, Waiv-
er, and Consent in which he was
fined $5,000, suspended from
association with any NASD mem-
ber in any capacity for two months,
and ordered to disgorge $3,600 in
commissions. Without admitting or
denying the allegations, Boyer
consented to the described sanc-
tions and to the entry of findings
that he engaged in private securi-
ties transactions without prior writ-
ten notice to, or approval from, his
member firm.

Boyer’s suspension began March
5, 2001, and will conclude at the
close of business on May 4, 2001.
(NASD Case #C9A010003)

Tonya Cliché Bradley (CRD
#4152813, Registered Represen-
tative, Edison, New Jersey) sub-
mitted a Letter of Acceptance,
Waiver, and Consent in which she
was fined $10,000 and suspended
from association with any NASD
member in any capacity for three
months. The fine must be paid
before reassociating with any
NASD member following the sus-
pension or before requesting relief
from any statutory disqualification.
Without admitting or denying the
allegations, Bradley consented to
the described sanctions and to the

entry of findings that she provided
false responses on her Form U-4.

Bradley’s suspension began
February 20, 2001, and will con-
clude on May 19, 2001. (NASD
Case #C9B000044)

Gregory Mark Burton (CRD
#1026513, Registered Principal,
Locust Valley, New York) submit-
ted a Letter of Acceptance, Waiv-
er, and Consent in which he was
fined $5,000 and suspended from
association with any NASD mem-
ber in any capacity, including cleri-
cal or ministerial functions, for five
business days. Without admitting
or denying the allegations, Burton
consented to the described sanc-
tions and to the entry of findings
that he engaged in outside busi-
ness activities without providing his
member firm with prompt written
notice and accepted a $311,000
finders fee for his services.

Burton’s suspension will begin
March 19, 2001, and will conclude
at the close of business on March
23, 2001. (NASD Case
#C10010025)

Hector Camacho (CRD
#3198218, Registered Represen-
tative, Bronx, New York) submit-
ted a Letter of Acceptance,
Waiver, and Consent in which he
was fined $5,000 and suspended
from association with any NASD
member in any capacity for two
years. The fine must be paid
before reassociating with a mem-
ber firm following the suspension
or before requesting relief from
any statutory disqualification. The
sanctions were based on findings
that Camacho wilifully failed to dis-
close material facts on a Form U-4.

Camacho’s suspension began
February 20, 2001, and will con-
clude at the close of business on
February 19, 2003. (NASD Case
#C10010007)

NASD Notice to Members—Disciplinary Actions

Lee Bao Cao (CRD #3050046,
Associated Person, Richardson,
Texas) submitted a Letter of
Acceptance, Waiver, and Consent
in which he was suspended from
association with any NASD mem-
ber in any capacity for six months.
Without admitting or denying the
allegations, Cao consented to the
described sanction and to the
entry of findings that he wilifully
failed to disclose material informa-
tion on his Form U-4.

Cao’s suspension began March 5,
2001, and will conclude at the

close of business on September 4,
2001. (NASD Case #C05010006)

Marcial Fernando Chiong, Jr.
(CRD #1548382, Registered Prin-
cipal, New York, New York) was
fined $100,000, barred from asso-
ciation with any NASD member in
any capacity, and ordered to pay
$138,294.66, plus interest, in resti-
tution to public customers. The
sanctions were based on findings
that Chiong effected transactions
in the accounts of public cus-
tomers without their prior knowl-
edge, authorization, or consent.
The findings also stated that
Chiong failed to execute sell
orders for public customers.
(NASD Case #C10000159)

Stewart Robert Clark (CRD
#1895006, Registered Represen-
tative, Mount Vernon, lllinois)
was barred from association

with any NASD member in any
capacity. The sanction was based
on findings that Clark failed to
respond to NASD requests for
information. (NASD Case
#C8A000031)

Steven Mark Cohen (CRD
#1585810, Registered Principal,
Roslyn, New York) submitted an
Offer of Settlement in which he
was fined $10,000 and suspended
from association with any NASD
member in any capacity for two
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years. The fine must be paid
before reassociating with any
NASD member following the sus-
pension or before requesting relief
from any statutory clisqualification.
Without admitting or denying the
allegations, Cohen consented to
the described sanctions and to the
entry of findings that he failed to
respond to NASD requests for
information and documents.

Cohen’s suspension will begin
March 19, 2001, and will conclude
at the close of business on March
18, 2003. (NASD Case
#C10990163)

David Lee Colwell (CRD
#2352256, Registered Represen-
tative, Hamilton, Ohio) submitted
a Letter of Acceptance, Waiver,
and Consent in which he was fined
$5,000, suspended from associa-
tion with any NASD member in
any capacity for six months, and
ordered to disgorge $8,540, plus
interest, to public customers. The
fine must be paid and satisfactory
proof of disgorgement, with inter-
est, must be made before reasso-
ciating with any NASD member
following the suspension or before
requesting relief frem any statutory
disqualification. Without admitting
or denying the allegations, Colwell
consented to the described sanc-
tions and to the entry of findings
that he sold promissory notes to
public customers away from his
member firm, failed to provide his
firm with detailed written notice of
the transactions, his role therein,
and to receive permission from the
firm to engage in the transactions.

Colwell's suspension began
February 20, 2001, and will con-
clude on August 19, 2001. (NASD
Case #C8B010002)

Richard Alan D’Alessandro
(CRD #1322113, Registered
Representative, Verona, New
Jersey) submitted a Letter of
Acceptance, Waiver, and Consent

in which he was fined $5,000 and
suspended from association with
any NASD member in any capacity
for 60 days. The fine must be paid
before reassociating with any
NASD member following the sus-
pension or before requesting relief
from any statutory disqualification.
Without admitting or denying the
allegations, D’Alessandro consent-
ed to the described sanctions and
to the entry of findings that he
provided false responses on his
Form U-4.

D’'Alessandro’s suspension began
February 20, 2001, and will con-
clude at the close of business on
April 20, 2001. (NASD Case
#C9B010003)

Richard Lamar Dukes (CRD
#4146680, Registered Represen-
tative, Atlanta, Georgia) submit-
ted an Offer of Settlement in which
he was fined $5,000 and suspend-
ed from association with any
NASD member in any capacity for
one year. The fine must be paid
before reassociating with any
NASD member following the sus-
pension or before requesting relief
from any statutory disqualification.
Without admitting or denying the
allegations, Duke consented to the
described sanctions and to the
entry of findings that he provided
false responses on his Form U-4.

Dukes’ suspension began Febru-
ary 20, 2001, and will conclude at
the close of business on February
19, 2002. (NASD Case
#C07000073)

Michael Leroy Dunbar (CRD
#2189075, Registered Principal,
Brooklyn, New York) submitted

a Letter of Acceptance, Waiver,
and Consent in which he was cen-
sured, fined $135,000, barred from
association with any NASD mem-
ber in any capacity, and ordered
to disgorge $16,912.50 in profits.
Without admitting or denying the
allegations, Dunbar consented to
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the described sanctions and to the
entry of findings that he opened an
account for a public customer over
which he had control and in which
he had a beneficial interest without
being duly registered with the
NASD. The findings also stated
that Dunbar traded initial public
offering (IPO) warrants (a “hot
issue” ) in the immediate aftermar-
ket. The NASD also found that,

in connection with his activities in
the IPO, Dunbar omitted to state
material facts necessary to make
the statements made, in light of
the circumstances under which
they were made, not misleading
and engaged in acts, practices, or
courses of business that operated
as a fraud or deceit upon public
investors. Furthermore, the NASD
found that Dunbar requested pay-
ment for prospective purchases

in the IPO from public customers
before the SEC declared the IPO
effective and executed transac-
tions in the account of a public
customer without the customer’s
prior knowledge, authorization, or
consent. In addition, the NASD
found that Dunbar failed to respond
to NASD requests for information
and/or documents and to appear
for an on-the-record interview.
(NASD Case #C10990007)

Luis Alberto Gonzalez (CRD
#2672385, Registered Represen-
tative, Rye, New York) submitted
a Letter of Acceptance, Waiver,
and Consent in which he was
barred from association with any
NASD member in any capacity.
Without admitting or denying the
allegations, Gonzalez consented
to the described sanction and to
the entry of findings that he effect-
ed unauthorized transactions in
the account of a public customer.
The findings also stated that, in
order to effect an unauthorized
sale, Gonzalez caused the imper-
sonation of the customer’s finan-
cial advisor and affixed photo-
copies of the customer’s signature
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to letters of authorization and wire
instructions in order to effect an
unauthorized sale and to wire
funds from the customer’s account
to pay for the loss incurred
because of the large difference

in price between the original pur-
chase and the sale. (NASD Case
#C10010008)

Howard Thomas Haynes (CRD
#1330130, Registered Principal,
Medina, Ohio) submitted a Letter
of Acceptance, Waiver, and Con-
sent in which he was fined $5,000
and suspended from association
with any NASD member in any
capacity for 14 days. Without
admitting or denying the allega-
tions, Haynes consented to the
described sanctions and to the
entry of findings that he failed to
disclose outside business activities
to his member firm.

Haynes’ suspension began Febru-
ary 20, 2001, and will conclude at
the close of business on March 5,
2001. (NASD Case #C8B010001)

Thomas Dean Hiles (CRD
#1313989, Registered Represen-
tative, Galesburg, lllinois) sub-
mitted a Letter of Acceptance,
Waiver, and Consent in which

he was barred from association
with any NASD member in any
capacity and required to disgorge
$21,210.60 in earned commissions
to public customers. The disgorge-
ment must be paid before reasso-
ciating with any NASD member or
before requesting relief from any
statutory disqualification. Without
admitting or denying the allega-
tions, Hiles consented to the
described sanctions and to the
entry of findings that he participat-
ed in private securities transac-
tions and failed to give written
notice to, and receive written
approval from, his member firm
prior to engaging in such activities.
(NASD Case #C8A010003)

Kester Eugene Hood (CRD
#2509848, Registered Represen-
tative, York, Pennsylvania) was
barred from association with any
NASD member in any capacity.
The sanction was based on find-
ings that Hood withdrew approxi-
mately $2,890 from general ledger
accounts belonging to a bank that
was an affiliate of his member firm
and converted the funds to his own
use and benefit without the knowl-
edge and consent of his member
firm. The findings also stated that
Hood failed to respond to NASD
requests for information. (NASD
Case #C9A000035)

Jerold Carl Judkowitz (CRD
#1025166, Registered Principal,
Coral Springs, Florida) submitted
a Letter of Acceptance, Waiver,
and Consent in which he was
barred from association with any
NASD member in a principal
capacity and suspended from
association with any NASD mem-
ber in any capacity for one year.
Without admitting or denying the
allegations, Judkowitz consented
to the described sanctions and to
the entry of findings that, in his
capacity as Director of Compliance
for a former member firm, he failed
to address properly customer com-
plaints and take appropriate disci-
plinary action against offending
registered representatives.

Judkowitz’ suspension began
March 5, 2001, and will conciude
at the close of business on March
4, 2002. (NASD Case
#CAF010001)

Floyd Prentice Kirby (CRD
#1307888, Registered
Representative, Wilmington,
North Carolina) submitted an
Offer of Settlement in which he
was fined $9,750 (which includes
the disgorgement of commissions
earned of $4,750, plus interest)
and suspended from association
with any NASD member in any
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capacity for three months. The
fine and disgorgement must be
paid before reassociating with any
NASD member following the sus-
pension or before requesting relief
from any statutory disqualification.
Without admitting or denying the
allegations, Kirby consented to
the described sanctions and to
the entry of findings that he sold
promissory notes to a public cus-
tomer and received compensation,
without providing written notice to,
or receiving written approval from,
his member firm.

Kirby’s suspension began Febru-
ary 20, 2001, and will conclude on
May 19, 2001. (NASD Case
#C07000056)

Karim Michael Lamarti (CRD
#2737080, Registered Represen-
tative, Naples, Florida) was
barred from association with any
NASD member in any capacity.
The sanction was based on find-
ings that Lamarti failed to respond
to NASD requests for information.
(NASD Case #C07000065)

Michael Anthony Laster, Sr.
(CRD #2009671, Registered Rep-
resentative, Bronx, New York)
submitted a Letter of Acceptance,
Waiver, and Consent in which he
was barred from association with
any NASD member in any capaci-
ty. Without admitting or denying
the allegations, Laster consented
to the described sanction and to
the entry of findings that he
received $5,429.74 from a public
customer as premium payments
on a whole life insurance policy
and converted the funds for his
own use and benefit without the
customer’s prior knowledge,
authorization, or consent. The
findings also stated that Laster
willfully faited to disclose material
facts on his Form U-4. (NASD
Case #C10010016)
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Susan Jennifer Loetell (CRD
#1372725, Registered Principal,
Cockeysville, Maryland) was
barred from association with any
NASD member in any capacity.
The sanction was based on find-
ings that Loetell withdrew approxi-
mately $41,000 from proprietary
accounts of her member firm and
converted the funds to her own
use and benefit without the knowl-
edge or consent of her firm. The
findings also stated that Loetell
failed to respond to NASD
requests for information and to
appear for an on-the-record inter-
view. (NASD Case #C9A000034)

Robert Roy MacGregor (CRD
#2048323, Registered Represen-
tative, Austin, Texas) was barred
from association with any NASD
member in any capacity. The
sanction was based on findings
that MacGregor failed to respond
to NASD requests for information.
(NASD Case #C01000012)

Brandon Douglas McLarty (CRD
#2509059, Registered Principal,
Indianapolis, Indiana) submitted
a Letter of Acceptance, Waiver, and
Consent in which he was barred
from association with any NASD
member in any capacity. Without
admitting or denying the allega-
tions, McLarty consented to the
described sanction and to the entry
of findings that he effected numer-
ous index option transactions in his
personal margin accounts main-
tained at his member firm without
depositing the required margin.
Moreover, the NASD found that
McLarty attempted to meet margin
requirements by providing the
member firm’s clearing firm with
checks totaling $130,000 written
on a closed account. (NASD Case
#C8A010006)

Brian McDonald Megenity (CRD
#2889637, Registered Principal,
Atlanta, Georgia) submitted a Let-
ter of Acceptance, Waiver, and

Consent in which he was fined
$2,500 and suspended from asso-
ciation with any NASD member in
any capacity for 10 business days.
Without admitting or denying the
allegations, Megenity consented to
the described sanctions and to the
entry of findings that he acted in
the capacity of a general securities
principal before passing the Series
24 qualification exam and becom-
ing properly registered with the
NASD as a general securities prin-
cipal.

Megenity’s suspension began
March 5, 2001, and will conclude
at the close of business on March
16, 2001. (NASD Case
#C07000096)

Biagio Anthony Mento (CRD
#3254784, Registered Represen-
tative, Palm City, Florida) was
barred from association with any
NASD member in any capacity.
The sanction was based on find-
ings that Mento provided faise
responses on his Form U-4. Mento
also failed to respond to NASD
requests for information. (NASD
Case #C07000062)

Russell Scott Moriarty (CRD
#2519745, Registered Represen-
tative, Lindenhurst, New York,)
submitted a Letter of Acceptance,
Waiver, and Consent in which he
was fined $10,000 and suspended
from association with any NASD
member in any capacity for three
months. Without admitting or deny-
ing the allegations, Moriarty con-
sented to the described sanctions
and to the entry of findings that he
submitted, as the writing represen-
tative, applications for the pur-
chase of whole life insurance
products for non-existent persons
to his member firm.

Moriarty’s suspension began
March 5, 2001, and will conclude
at the close of business on June 4,
2001. (NASD Case #C10010022)
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Gary Brian Neus (CRD
#3067192, Registered Represen-
tative, Baltimore, Maryland)
submitted a Letter of Acceptance,
Waiver, and Consent in which he
was fined $2,500 and suspended
from association with any NASD
member in any capacity for 30
days. The fine must be paid before
re-associating with any NASD
member following the suspension
or before requesting relief from
statutory disqualification. Without
admitting or denying the allega-
tions, Neus consented to the
described sanctions and to the
entry of findings that he submitted
a Form U-4 to a member firm and
failed to disclose that he was the
subject of an investigation.

Neus’ suspension began February
20, 2001, and will conclude at the
close of business on March 21,
2001. (NASD Case #C9A010001)

Gary Dean Newell (CRD
#1591288, Registered Represen-
tative, Farwell, Minnesota) sub-
mitted a Letter of Acceptance,
Waiver, and Consent in which he
was suspended from association
with any NASD member in any
capacity for 18 months. In light
of the financial status of Newell,
no monetary sanction has been
imposed. Without admitting or
denying the allegations, Newell
consented to the described sanc-
tion and to the entry of findings
that he participated in private
securities transactions without
providing prior written nofice to,
or receiving permission from, his
member firm.

Newell's suspension began Febru-
ary 20, 2001, and will conclude at
the close of business on August
19, 2002. (NASD Case
#C3A010001)
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David Eric Niederkrome (CRD
#2220569, Registered Principal,
Kirkland, Washington) submitted
an Offer of Settlement in which he
was fined $5,000 and suspended
from association with any NASD
member in any capacity for 10
days. Without admitting or denying
the allegations, Niederkrome con-
sented to the described sanctions
and to the entry of findings that he
actively solicited the opening of
accounts to be used solely as lend-
ing accounts and solicited cus-
tomers with trading accounts to
make margin loans and misrepre-
sented the actual or potential risk
associated with the loans. The find-
ings also stated that Niederkrome
failed to disclose material informa-
tion to the customers in that they
were unaware their funds could be
unavailable for longer than they
intended or that they might not get
repaid at all.

Niederkrome’s suspension will
begin March 19, 2001, and will
conclude at the close of business
on March 28, 2001. (NASD Case
#CAF00028)

Richard Allen Nunes (CRD
#349871, Registered Represen-
tative, East Providence, Rhode
Island ) submitted a Letter of
Acceptance, Waiver, and Consent
in which he was barred from asso-
ciation with any NASD member in
any capacity. Without admitting or
denying the aliegations, Nunes
consented to the described sanc-
tion and to the entry of findings
that he engaged in private securi-
ties transactions, for compensa-
tion, without prior written notice to,
or approval from, his member
firms. (NASD Case #C11010003)

Russell David Perimutter (CRD
#1930171, Registered Represen-
tative, Flushing, New York) sub-
mitted an Offer of Settlement in
which he was fined $5,000 and
suspended from association with

any NASD member in any capacity
for one year. The fine must be paid
before reassociating with any
NASD member following the sus-
pension or before requesting relief
from any statutory disqualification.
Without admitting or denying the
allegations, Perlmutter consented
to the described sanctions and to
the entry of findings that he willfully
failed to disclose material facts on
his Form U-4.

Perlmutter’s suspension began
February 20, 2001, and will con-
clude at the close of business on
February 19, 2002. (NASD Case
#C10000177)

Ryan Jay Posewitz (CRD
#2121957, Registered Represen-
tative, Green Bay, Wisconsin)
submitted a Letter of Acceptance,
Waiver, and Consent in which he
was fined $12,800 and suspended
from association with any NASD
member in any capacity for 15
business days. Without admitting
or denying the allegations, Pose-
witz consented to the described
sanctions and to the entry of find-
ings that he participated in private
securities transactions and failed
to give written notice to, and
receive written approval from, his
member firm prior to engaging in
such activities.

Posewitz’ suspension began
February 20, 2001, and will
conclude at the close of business
on March 12, 2001. (NASD Case
#C8A010001)

Richard Alexander Preisig, Jr.
(CRD #2372868, Registered Rep-
resentative, Pelham Manor, New
York) submitted an Offer of Settle-
ment in which he was fined
$25,000 and barred from associa-
tion with any NASD member in any
capacity with the right to reapply in
five years. The fine must be paid
before reassociating with a mem-
ber firm or before requesting relief
from any statutory disqualification.
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Without admitting or denying the
allegations, Preisig consented to
the described sanctions and to the
entry of findings that he trained
registered representatives to
aggressively telemarket low-priced,
speculative securities underwritten
and/or recommended by his mem-
ber firm to the public. The findings
also stated that Preisig directed
the representatives to engage in
abusive sales practices including
making baseless price predictions,
making material misrepresenta-
tions, omitting material negative
information during sales presenta-
tions, and discouraging representa-
tives from processing net customer
seli orders in the member firm’s
house stocks. (NASD Case
#CAF990045)

Stephen Earl Prout (CRD
#857060, Registered Principal,
Clovis, California) was fined
$10,000 and suspended from
association with any NASD mem-
ber in any capacity for one year
(which was reduced by three
months). The National Adjudicatory
Council (NAC) imposed the sanc-
tions following a call for review of
an Office of Hearing Officers deci-
sion. The sanctions were based on
findings that Prout falsified cus-
tomers’ dates of birth on variable
annuity applications.

Prout’s suspension began Febru-
ary 20, 2001, and will conclude at
the close of business on Novem-
ber 19, 2002. (NASD Case
#C01990014)

David Reynoso (CRD #2406265,
Registered Representative,
Westbury, New York) was fined
$12,500 and suspended from
association with any NASD
member in any capacity for three
months. The fine must be paid
before re-associating with any
NASD member following the
suspension. The sanctions were
based on findings that Reynoso
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effected a transaction in the
account of a public customer with-
out the customer’s prior knowl-
edge, authorization, or consent
and failed to execute a purchase
order for a public customer.

Reynoso’s suspension began
February 5, 2001, and will con-
clude at the close of business on
May 4, 2001. (NASD Case
#C10000099)

Shawn Joseph Smith (CRD
#2676952, Registered Represen-
tative, Edison, New Jersey) sub-
mitted a Letter of Acceptance,
Waiver, and Consent in which he
was barred from association with
any NASD member in any capaci-
ty. Without admitting or denying
the allegations, Smith consented
to the described sanction and to
the entry of findings that he failed
to respond to NASD requests for
information. (NASD Case
#C9B010001)

Steven Michael Spicer (CRD
#2382732, Registered Represen-
tative, Dayton, Ohio) submitted a
Letter of Acceptance, Waiver, and
Consent in which he was barred
from association with any NASD
member in any capacity. Without
admitting or denying the allega-
tions, Spicer consented to the
described sanction and to the
entry of findings that he accepted
a $10,000 check from public cus-
tomers to purchase an investment
on their behalf, failed to make the
investment, and placed the funds
into an account that he controlled.
The findings also stated that
Spicer failed to respond to NASD
requests for information and docu-
ments. (NASD Case
#C8B010003)

Michael Arlan Sprick (CRD

#1217506, Registered Principal,
Odessa, Texas) was barred from
association with any NASD mem-
ber in any capacity. The sanction
was based on findings that Sprick

failed to respond to an NASD
request for information. (NASD
Case #C06000015)

Bob Allen Steinberg (CRD
#2223889, Registered Represen-
tative, Great Neck, New York)
submitted a Letter of Acceptance,
Waiver, and Consent in which he
was fined $7,500 and suspended
from association with any NASD
member in any capacity for 30
days. The fine must be paid before
reassociating with any NASD
member following the suspension.
Without admitting or denying the
allegations, Steinberg consented
to the described sanctions and to
the entry of findings that he pur-
chased call options in his cash
account without having sufficient
funds to cover the purchase. The
findings also stated that Steinberg
effected a purchase of call options
in the account of a public customer
without the customer’s prior knowl-
edge, authorization, or consent.

Steinberg’s suspension began
March 5, 2001, and will conclude
at the close of business on April 3,
2001. (NASD Case #C10010021)

Donna Michelle Thomas-Gard-
ner (CRD #2808748, Registered
Representative, East Point,
Georgia) submitted an Offer of
Settlement in which she was
barred from association with any
NASD member in any capacity.
Without admitting or denying the
allegations, Thomas-Gardner con-
sented to the described sanction
and to the entry of findings that
she changed a public customer’s
name and address on a brokerage
account without the authorization
of the customer. The findings also
stated that Thomas-Gardner
caused cashier’s checks to be
issued that were drawn against the
customer’s account without the
authorization of the customer. The
NASD found that the checks were
negotiated and the proceeds were
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used for the benefit of Thomas-
Gardner. Furthermore, the findings
stated that Thomas-Gardner failed
to respond to NASD requests for
information. (NASD Case
#C07000081)

Gavin John Towers (CRD
#2233516, Registered Represen-
tative, Cammery, Australia) sub-
mitted a Letter of Acceptance,
Waiver, and Consent in which he
was barred from association with
any NASD member in any capaci-
ty. Without admitting or denying
the allegations, Towers consented
to the described sanction and to
the entry of findings that he effect-
ed a wire transfer of $6,049.53
from the account of a public cus-
tomer, deposited the funds into his
personal bank account, and con-
verted the funds to his own use
and benefit without the customer’s
knowledge or consent. The find-
ings also stated that Towers com-
posed a Letter of Authorization
that authorized the transfer of the
public customer’s funds from his
account at a member firm into a
bank account controlled by Tow-
ers. Towers forged the customer’s
signature to the letter without the
customer’s knowledge or consent.
(NASD Case #C05010005)

Jeffrey Gordon Trolley (CRD
#2976992, Registered Represen-
tative, Havertown, Pennsylva-
nia) submitted a Letter of
Acceptance, Waiver, and Consent
in which he was fined $5,000 and
suspended from association with
any NASD member in any capacity
for one year. The fine must be paid
before re-associating with a mem-
ber firm following the suspension
or before requesting relief from
any statutory disqualification. With-
out admitting or denying the alle-
gations, Trolley consented to the
described sanctions and to the
entry of findings that he wrote and
signed a $770 check on an associ-
ation account to an individual to
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compensate him for services per-
formed relating to Trolley’s busi-
ness activities at a member firm
although he knew that the pay-
ment did not constitute proper use
of the funds.

Trolley’s suspension began March
5, 2001, and will conclude at the
close of business on March 4,
2002. (NASD Case #C9A010002)

Michael Byron Turner (CRD
#852773, Registered Represen-
tative, Del Mar, California) was
fined $50,000 and barred from
association with any NASD mem-
ber in any capacity. The sanctions
were based on findings that Turner
recommended purchase and sale
transactions in various securities
for the account of a public cus-
tomer without having reasonable
grounds for believing such trans-
actions were suitable for the cus-
tomer in view of the frequency
and nature of the recommended
transactions and the customer’s
financial situation, objectives,
circumstances, and needs. Turner
also failed to respond to NASD
requests for information. (NASD
Case #C02000052)

Jason Edward Van Ackeren
(CRD #4156341, Associated Per-
son, Omaha, Nebraska) submit-
ted a Letter of Acceptance,
Waiver, and Consent in which he
was barred from association with
any NASD member in any capaci-
ty. Without admitting or denying
the allegations, Van Ackeren con-
sented to the described sanction
and to the entry of findings that he
willfully failed to disclose a material
fact on a Form U-4. (NASD Case
#C04010001)

Howard Irving Weinstein (CRD
#1846150, Registered Represen-
tative, Port Washington, New
York) submitted an Offer of
Settlement in which he was fined
$10,000 and suspended from
association with any NASD

member in any capacity for two
years. The fine must be paid
before reassociating with a mem-
ber firm following the suspension
or before requesting relief from
any statutory disqualification. With-
out admitting or denying the alle-
gations, Weinstein consented to
the described sanctions and to the
entry of findings that he failed to
respond to NASD requests for
information and documents.

Weinstein’s suspension will begin
March 19, 2001, and will conclude
at the close of business on March
18, 2003. (NASD Case
#C10990152)

Individual Fined

Austin Francis Mitchel, Jr. (CRD
#336780, Registered Represen-
tative, Westfield, New Jersey)
submitted a Letter of Acceptance,
Waiver, and Consent in which he
was censured and fined $10,000.
Without admitting or denying the
allegations, Mitchel consented to
the described sanctions and to the
entry of findings that he failed to
display immediately customer limit
orders in his member firm’s public
quotation, when each such order
was at a price that would have
improved the firm’s bid or offer in
each such security. (NASD Case
#CMS010003)

Decision Issued

The following decision has
been issued by the DBCC or the
Office of Hearing Officers and
has been appealed to or called
for review by the NAC as of
February 9, 2001. The findings
and sanctions imposed in the
decision may be increased,
decreased, modified, or reversed
by the NAC. Initial decisions for
which the time for appeal has
not yet expired will be reported
in the next Notices to Members.
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U.S. Rica Financial, Inc. (CRD
#38742, San Jose, California)
and Vinh Huu Nguyen (CRD
#2374393, Registered Principal,
San Jose, California) were fined
$240,000, jointly and severally,
and required to disgorge
$58,579.83, plus interest, jointly
and severally. In addition, the firm
was expelled from NASD member-
ship, and Nguyen was barred
from association with any NASD
member in any principal capacity.
Nguyen was also suspended from
association with any NASD mem-
ber in any capacity for two years.
The sanctions were based on find-
ings that the firm, acting through
Nguyen, falsely advertised on the
firm’'s Web site that the firm would
effect transactions for “free” or in
accordance with the firm’s pub-
lished commission schedule, and
failed to disclose that the firm
might effect transactions on a risk-
less principal basis and charge
markups and markdowns on such
transactions. Furthermore, the
firm, acting through Nguyen,
engaged in securities fraud by
failing to disclose, in connection
with customer transactions, the
markups and markdowns charged,
retaining “secret profits” in connec-
tion with these transactions, and
sent confirmations that represent-
ed that the firm had acted as an
agent and had charged no com-
missions, or had charged commis-
sions in accordance with its
published commission schedule.
The firm, acting through Nguyen,
also failed to make appropriate
memoranda of brokerage orders.

The firm and Nguyen have
appealed this action to the NAC
and the sanctions are not in effect
pending consideration of the
appeal. (NASD Case
#C01000003)

March 2001

194



Complaints Filed

The following complaints were
issued by the NASD. Issuance
of a disciplinary complaint rep-
resents the initiation of a formal
proceeding by the NASD in
which findings as to the allega-
tions in the complaint have not
been made, and does not repre-
sent a decision as to any of

the allegations contained in

the complaint. Because these
complaints are unadjudicated,
you may wish to contact the
respondents before drawing
any conclusions regarding the
allegations in the complaint.

Henry Dwayne Bumpers (CRD
#2830074, Registered Represen-
tative, Tigard, Oregon) was
named as a respondent in an
NASD complaint alleging that he
engaged in unauthorized trading in
the accounts of public customers
without their knowledge or consent
and in the absence of written or
oral authorization to exercise dis-
cretion in the accounts. The com-
plaint also alleges that Bumpers
exercised discretion in the
accounts of public customers with-
out prior written authorization from
the customers and prior written
acceptance of the accounts as
discretionary by his member firm.
(NASD Case #C3B000016)

Jeffrey David Eise (CRD
#2164695, Registered Represen-
tative, St. Louis, Missouri) was
named as a respondent in an
NASD complaint alleging that he
received a $21,128.29 check from
a public customer intended for the
purchase of a mutual fund and,
without the knowledge or consent
of the customer, endorsed the
check and converted the cus-
tomer’s funds to his own use and
benefit. The complaint also alleges
that Eise failed to respond to
NASD requests for information.
(NASD Case #C04010002)

Gaylon Wayne Laboa (CRD
#3134751, Registered Represen-
tative, Atlanta, Georgia) was
named as a respondent in an
NASD complaint alleging that he
received checks totaling $2,800
from a public customer for invest-
ment purposes. The complaint
alleges that Laboa failed to deposit
these checks in the customer’s
account and, instead, converted
the funds to his own use and ben-
efit without authorization from the
customer. The complaint also
alleges that Laboa failed to
respond to NASD requests to
appear for an on-the-record inter-
view. (NASD Case #C07010007)

Jang Soo Lim (CRD #2881926,
Registered Representative, For-
est Hills, New York) was named
as a respondent in an NASD com-
plaint alleging that he arranged
for $15,000 in loans to be issued
against the life insurance policy of
a public customer without the cus-
tomer’s knowledge, authorization,
or consent and converted and/or
misused the loan proceeds. The
complaint also alleges that Lim
forged the signature of the cus-
tomer on checks issued by an
insurance company to the cus-
tomer in connection with the con-
version. In addition, the complaint
alleges that Lim failed to respond
to NASD requests for information.
(NASD Case #C10010019)

Danny Ray Parker (CRD
#1921892, Registered Represen-
tative, New Carney, Texas) was
named as a respondent in an
NASD complaint alleging that he
received a $7,000 check from an
insurance customer, wrote his own
name in the payee section of the
check, and endorsed it, without the
customer’s authorization, knowl-
edge, or consent. The complaint
also alleges that Parker failed to
respond to NASD requests for
information. (NASD Case
#C06010001)
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Frank Jack Zangara (CRD
#1551637, Registered Principal,
Hicksville, New York) was named
as a respondent in an NASD com-
plaint alleging that he executed
separate sales of U.S. Treasury
STRIPS to a public customer and
charged the customer excessive
markups for each of the sales. The
complaint also alleges that Zan-
gara failed to respond to NASD
requests for information. (NASD
Case #C10010027)

Firms Expelled For Failing

To Pay Fines, Costs, And/Or
Provide Proof Of Restitution
In Connection With Violations

Cambridge Capital, LLC, Garden
City, New York (February 9, 2001)

First Madison Securities, inc.,
Boca Raton, Florida (February 9,
2001)

Harbay, Kessef & Co., Columbus,
Ohio (February 9, 2001)

Providential Securities, Inc.,
Fountain Valley, Caiifornia (Febru-
ary 9, 2001)

William & Co. Capital Markets,
Ltd, Long Valley, New Jersey
(February 9, 2001)

Individuals Whose
Registrations Were Revoked
For Failure To Pay Fines,
Costs And/Or Provide Proof
Of Restitution In Connection
With Violations

Cohen, Jason A., Searingtown,
New York (February 9, 2001)

Feyerabend, James A., Jr.,
Bristol, Connecticut (February 9,
2001)

Pascente, Christopher B.,
Aurora, lllinois (February 9, 2001)

Sutter, Mark, Scottsdale, Arizona
(February 9, 2001)

March 2001

195



Van Ahn, Thomas K., Oshkosh,
Wisconsin (February 9, 2001)

Winston, Jonathan D., Great
Neck, New York (February 9,
2001)

Individuals Suspended
Pursuant To NASD Rule 9540
Series For Failure To Provide
Information Requested Under
NASD Rule 8210. (The date
the suspension began is
listed after the entry.)

Arnett, Catherine, Rosemeade,
California (January 25, 2001)

Cossu, Claude Gerald, Fairfield,
California (January 31, 2001)

Englesberg, Samuel, Brooklyn,
New York (February 12, 2001)

Spomer, Todd Jacob, Madison,
South Dakota (February 6, 2001)

Warren, Raymond P., Escondido,
California (January 31, 2001)

NASD Regulation’s National
Adjudicatory Council
Sanctions Former Monitor
Investment Group Executives

NASD Regulation’s National Adju-
dicatory Council {NAC) affirmed an
NASD Regulation Hearing Panel's
decision to permanently bar from
the securities industry John Mon-
telbano, Gerard McMahon and
Michael Galasso, Jr., who were
previously associated with Monitor
Investment Group, Inc. The bar of
all three respondents was based
on their manipulation of the market
in connection with Monitor’'s sale of
the common stock of Accessible
Software, Inc.

Foliowing their appeal of the Hear-
ing Panel’s decision, the NAC
affirmed the Panel’s findings that
Montelbano, Galasso and McMa-
hon participated in a fraudulent
stock manipulation scheme that

violated federal securities laws and
NASD rules. The NAC imposed
the following sanctions for the
manipulation and other violations:

e John Montelbano, former acting
president of Monitor and general
principal, was permanently
barred from the securities indus-
try and fined $90,000;

® Michael Galasso, Jr., former
trader at Monitor and registered
representative, was permanently
barred from the securities indus-
try and fined $91,000;

@ Gerard McMahon, former
research analyst of Monitor and
registered representative, was
permanently barred from the
securities industry and fined
$90,000.

After calling the case for review

as to the findings and sanctions
against two other Monitor employ-
ees, Dwayne Leverett and Todd
Nejaime, the NAC dismissed the
charges that Nejaime had engaged
in manipulative and deceptive trad-
ing practices and that he had failed
to testify truthfully during NASD
Regulation’s investigation. The
sanctions imposed upon Nejaime
were set aside. With respect to
Leverett, the NAC affirmed the
Hearing Panefl’s findings that he
failed to take any action to detect,
prevent, or remedy the manipula-
tion and that he failed to testify
truthfully during NASD Regula-
tion's investigation. The NAC also
found that Leverett had assisted in
the falsification of order tickets by
reviewing and approving aitered
order tickets that Monitor produced
to NASD Regulation during its
investigation (reversing the Hear-
ing Panel’s dismissal of the
charge). The NAC dismissed the
charges that Leverett had engaged
in manipulative and deceptive trad-
ing practices and that he had failed
to produce for NASD Regulation
original order tickets. The NAC
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imposed the following sanctions on
Leverett: a two-year suspension
from associating with any member
of the NASD, plus a suspension
for 45 business days from associ-
ating with a member of the NASD;
a $25,000 fine; and a requalifica-
tion requirement as a general
securities principal and a general
securities representative.

Accessible Software, Inc. is not a
party to this action and there are
no allegations or findings that it or
its officers knew that its shares
were being manipulated or were in
any way involved in illegal conduct.

Monitor was based in Pennsylva-

nia but conducted most of its busi-
ness through three branch offices
located in New York City. The firm
withdrew its membership from the
NASD in October 1996.

Montelbano and McMahon have
appealed to the SEC.
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For Your Decimalization And Qualification Exams

. On April 9, 2001, equity securities trading on Nasdag® will be fully
|nf0 rmat|0n converted to decimals. On that date, test questions on all qualification
examinations administered by the NASD® will also be changed to
decimals. The purpose of these changes is to conform with the new
industry norm. This will not result in substantive changes to the content
of the questions and/or examination programs. Questions regarding this
information may be directed to Karen Bescher, Testing and Continuing
Education Department, NASD Regulation, Inc., at (240) 386-4677.

NASD Notice to Members—For Your Information March 2001

197



	2001
	MARCH




