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On August 15, 2013, FINRA filed with the Securities and Exchange Commission 
(“SEC”) SR-FINRA-2013-036, a proposed rule change to adopt Supplementary Material 
.02 to FINRA Rule 5210 to address transactions in a security that involve no change in 
the beneficial ownership of the security and members’ obligation to have policies and 
procedures in place to review their trading activity for, and prevent, these transactions. 
 

On September 4, 2013, the SEC published the proposed rule change for comment 
in the Federal Register.1  The comment period closed on September 25, 2013.  The SEC 
received five comment letters in response to the proposed rule change.  
 

FINRA is submitting by separate letter its response to comments on the proposed 
rule change contemporaneously with this Partial Amendment No. 1.  In response to 
comments received by the SEC, FINRA is proposing to amend the proposed rule change 
as follows: 

 
1. Replacing the term “wash sale” with “self-trade” and clarifying that self-

trades are transactions in a security resulting from the unintentional 
interaction of orders originating from the same firm that involve no 
change in the beneficial ownership of the security; 
 

2. Clarifying that the policies and procedures required by the rule must be 
reasonably designed to review trading activity for, and prevent, a pattern 
or practice of self-trades resulting from orders originating from a single 
algorithm or trading desk, or related algorithms or trading desks; and 

3. Removing the examples from the rule text on the types of algorithms or 
trading desks FINRA would presume to be related for purposes of the rule. 

  

                                                            
1  Securities Exchange Act Release No. 70276 (August 28, 2013), 78 FR 54502 

(September 4, 2013) (Notice of Filing of File No. SR-FINRA-2013-036). 
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EXHIBIT 4 
 
Exhibit 4 shows the changes proposed in this Amendment No. 1, with the proposed 
changes in the original filing shown as if adopted.  Proposed additions in this 
Amendment No. 1 appear underlined; proposed deletions appear in brackets. 
 

* * * * *  

5000.  SECURITIES OFFERING AND TRADING STANDARDS AND 

PRACTICES 

* * * * *  

5200.  QUOTATION AND TRADING OBLIGATIONS AND PRACTICES 

5210.  Publication of Transactions and Quotations 

No Change. 

••• Supplementary Material: ------------ 

.01  Manipulative and Deceptive Quotations.  No Change. 

.02 [Wash Sales] Self-Trades.  Transactions in a security resulting from the 

unintentional interaction of orders originating from the same firm that involve no change 

in the beneficial ownership of the security[, commonly known as “wash sales,”] (“self-

trades”) generally are [non-]bona fide transactions for purposes of Rule 5210; however, 

[.] [M]members must have policies and procedures in place that are reasonably designed 

to review their trading activity for, and prevent, a pattern or practice of self-trades 

resulting from orders originating from a single algorithm or trading desk, or related 

algorithms or trading desks [wash sale transactions].  Transactions resulting from orders 

that originate from unrelated algorithms or separate and distinct trading strategies within 

the same firm would generally be considered bona fide self-trades [transactions and 

would not be considered wash sales, even if the transactions did not result in a change of 
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beneficial ownership, unless the transactions were undertaken for manipulative or other 

fraudulent purposes].  Algorithms or trading strategies within the most discrete unit of an 

effective system of internal controls at a member firm are presumed to be related [(e.g., 

within an aggregation unit, or individual trading desks within an aggregation unit 

separated by reasonable information barriers, as applicable)].  This Supplementary 

Material does not change members’ existing obligations under NASD Rule 3010 and 

FINRA Rule 2010. 
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EXHIBIT 5 
 
Below is the text of the proposed rule change.  Proposed new language is underlined; 
proposed deletions are in brackets. 
 

* * * * *  

5000.  SECURITIES OFFERING AND TRADING STANDARDS AND 

PRACTICES 

* * * * *  

5200.  QUOTATION AND TRADING OBLIGATIONS AND PRACTICES 

5210.  Publication of Transactions and Quotations 

No Change. 

••• Supplementary Material: ------------ 

.01  Manipulative and Deceptive Quotations.  No Change. 

.02  Self-Trades. Transactions in a security resulting from the unintentional interaction of 

orders originating from the same firm that involve no change in the beneficial ownership 

of the security (“self-trades”) generally are bona fide transactions for purposes of Rule 

5210; however, members must have policies and procedures in place that are reasonably 

designed to review their trading activity for, and prevent, a pattern or practice of self-

trades resulting from orders originating from a single algorithm or trading desk, or related 

algorithms or trading desks.  Transactions resulting from orders that originate from 

unrelated algorithms or separate and distinct trading strategies within the same firm 

would generally be considered bona fide self-trades.  Algorithms or trading strategies 

within the most discrete unit of an effective system of internal controls at a member firm 

are presumed to be related.  This Supplementary Material does not change members’ 

existing obligations under NASD Rule 3010 and FINRA Rule 2010. 
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