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1. Text of Proposed Rule Change

@ Pursuant to the provisions of Section 19(b)(1) of the Securities Exchange Act of
1934 ("Act"), the National Association of Securities Dealers, Inc. ("NASD" or "Association") is
filing with the Securities and Exchange Commission ("SEC" or "Commission") a proposed rule
change to amend the new NASD Rule 6200 Series providing for the reporting and dissemination
of transaction information in eligible corporate debt securities (the "TRACE rules’): (1) to extend
the reporting period from one hour to one hour and fifteen minutes; (2) to incorporate standards
in Rule 6250 regarding Non-Investment Grade securities;” (3) to allow members additional time
to provide information required under Rule 6260; (4) to clarify existing provisions in the TRACE
rules, especially Rule 6210(a) regarding "TRACE-€ligible securities' and certain reporting
provisions in Rule 6230(c) and (d); and (5) to make other minor modifications to the existing
requirements before the initiation of TRACE. Below isthe text of the proposed rule change.
Proposed new language is underlined; proposed deletions are in brackets.
6200. TRADE REPORTING AND COMPLIANCE ENGINE (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.

(@ Theterm "TRACE-€igible security" shall mean all United States dollar denominated
debt securities that are depository eligible securities under Rule 11310(d); Investment Grade or

Non-Investment Grade; issued by United States and/or foreign private corporations; and: (1)

! The term "Non-Investment Grade" is defined in the TRACE rules at Rule 6210(i).
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registered with the Securities and Exchange Commission; or (2) issued pursuant to Section 4(2)

of the Securities Act of 1933 and purchased or sold pursuant to Rule 144A of the Securities Act

of 1933. Theterm "TRACE-digible security” excludes debt issued by government-sponsored

entities, mortgage- or asset-backed securities, collateralized mortgage obligations, and money

market instruments. For purposes of the Rule 6200 Series, the term "money market instrument”

means a debt security that at issuance has a maturity of one year or less.

(b) Theterm "Trade Reporting and Compliance Engine" or "TRACE" shall mean the
automated system devel oped[owned and operated] by the NASD that, among other things,
accommodates reporting and dissemination 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) Theterm "reportable TRACE transaction” shall mean any secondary market

transaction in a TRACE-dligible security except transactions in TRACE-dligible securities that are

listed on a national securities exchange registered under Section 6 of the Securities Exchange Act

of 1934, when such transactions are executed on, and reported to the exchange and the

transaction information is disseminated publicly, or transactions in convertible debt securities that

are listed and quoted on the Nasdag Stock Market, Inc. (Nasdaq), when such transactions are

reported to Nasdag and the transaction information is disseminated publicly.

(d) Theterm "time of execution” for atransaction in a TRACE-dligible 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
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involving TRACE-€ligible securities that are trading "when issued" on ayield basis shall be when

the yield for the transaction has been agreed to by the parties to the transaction._For a transaction

in a TRACE-dligible security in which the actual yield for the transaction is established by

determining the vield from one or more designated securities (e.g., a"benchmark security" such as

aU.S. Treasury security maturing in 5 years, or a combination of such "benchmark securities")

and adding the agreed upon "yield spread” (e.g., 150 basis points above the benchmark security),

the "time of execution" occurs when the vield has been agreed to by the parties to the transaction.

(e) Theterm "partiesto the transaction™" shall mean the introducing broker-deder, if any,

and the executing broker-dealer.[executing broker/dealer, introducing broker/dealer, and clearing

brokers, if any.]
(f) Theterm "TRACE Participant” shall mean any NASD member that reports

transactions to the TRACE system, directly or indirectly.[uses the TRACE system.]

(@) Theterm "Introducing Broker" shall mean the NASD member [firm] that has been
identified in the TRACE system as a party to the transaction, but does not execute or clear
[trades] the transaction.

(h) No change.

(i) Theterm "Non-Investment Grade" shall mean any TRACE-dligible security that is

unrated, non-rated, split-rated (where one rating falls below Investment Grade),[investment

grade),] or otherwise does not meet the definition of Investment Grade in paragraph (h) above.
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6220. Participation in TRACE

(&) Mandatory Member Participation — No Change.

(b) Participant Obligationsin TRACE

[(1) Accessto TRACE]

Upon execution and receipt by the Association of the TRA CE Participant
application agreement, a TRACE Participant may commence input [and validation] of
trade information in TRACE-dligible securities. TRACE Participants may access the
service viaan 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 isre-
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
isvoluntary, 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.]

6230. Transaction Reporting

(&) When and How Transactions are Reported

A member that is required to report transaction information pursuant to paragraph (b)

below must report such transaction information within one hour and fifteen minutes of the time of

execution, except as otherwise provided below, or the transaction report will be "late." The
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member must transmit the report to TRACE during the hours the TRACE system is open

("TRACE system hours"), which are 8:00 a.m. Eastern Time through 6:29:59 p.m. Eastern Time.

Specific trade reporting obligations during a 24-hour cycle are set forth bel ow.

(1) Transactions Executed During TRACE System Hours

[(A) Membersthat are required to report transaction information pursuant to

paragraph (b) below shall, within one hour] Transactions in TRACE-dligible securities

executed on abusiness day at or after 8:00 a.m. Eastern Time through 6:29:59 p.m.

Eastern Time must be reported within one hour and fifteen minutes of the time of

execution. If atransaction is executed on a business day |ess than one hour and fifteen

minutes before 6:30 p.m. Eastern Time, a member may report the transaction the next

business day within one hour and fifteen minutes after the TRACE system opens. |f

reporting the next business day, the member must indicate "as/of" and provide the actual

transaction date. [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-€ligible securities executed between 8:00 am.
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 inadequate time remains
prior to system close to allow atimely 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,
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accurate, and complete reporting of transaction information remains the non-delegable
duty of the member obligated to report the transaction.]

(2) Transactions Executed At or After[Transaction Reporting Between] 6:30

P.M. Through 11:59:59 P.M. Eastern Time[p.m. and 8:00 a.m. Eastern Time]

[(A) Reports of t]Transactionsin TRACE-€ligible securities executed [after] on a

business day at or after 6:30 p.m. Eastern Time [and before 12:00 am.] through 11:59:59

p.m. Eastern Time [shall] must be reported the next business day within one hour and

fifteen minutes after the TRACE system opens.  The member must indicate "as/of" and

provide the actual transaction date.[on the next day and be designated "as/of."]

(3) Transactions Executed At or After 12:00 A.M. Through 7:59:59 A.M.

Eastern Time
[(B)][Reports of t]Transactions in TRACE-édligible securities executed [after] on a

business day at or after 12:00 a.m. Eastern Time [and before 8:00] through 7:59:59 a.m.

Eastern Time [shall] must be reported the [that] same day within one hour and 15

minutes after the TRACE sytem opens.[beginning at 8:00 am. Eastern Time within the

maximum time frame mandated.]

(4) Transactions Executed on a Non-Business Day

Transactions in TRACE-dligible securities executed on a Saturday, Sunday, or afederal or

religious holiday on which the TRACE system is closed, at any time during that day

(determined using Eastern Time), must be reported the next business day within one hour

and fifteen minutes after the TRACE system opens. The transaction must be reported as

follows: the date of execution must be the first business day (the same day the report
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must be made); the execution time must be "12:01:00 am. Eastern Time" (stated in

military time as "00:01:00"); and the modifier, "specia price," must be selected. In

addition, the transaction must not be designated "as/of". When the reporting method

chosen provides a"specia price memo" field, the member must enter the actual date and

time of the transaction in the figld.

(5) 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 responsbility for the timely,

accurate, and complete reporting of transaction information remains the non-delegable

duty of the member obligated to report the transaction.

(6) A member may be required to report as soon as practicable to the Market

Requlation Department on a paper form, the transaction information required under Rule

6230 if eectronic submission into TRACE is not possible. Transactions that can be

reported into TRACE, including transactions executed on a Saturday, Sunday or holiday

as provided in (a)(4) above, and trades that can be submitted on the trade date or on a

subsequent date on an "as/of" basis, shall not be reported on a paper form.

(b) Which Party Reports Transaction — No Change.
(c) Transaction Information To Be Reported

Each TRACE trade report shall contain the following information:
(1) CUSIP number or NASD symbol;

(2) Number of bonds as required by paragraph (d) below;
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(3) Price of the transaction (or the elements necessary to calculate price, which are

contract amount and accrued interest) as required by paragraph (d) below;

(4) A symbol indicating whether the transaction isabuy[,] or asell[ or cross|;

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

(6) Contra-party'sidentifier;

(7) Capacity - Principa 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 guide; and

(13) The lower of yield to call or yield to maturity.[Yield as required by SEC Rule

10b-10.] A member is not required to report yield when the TRACE-€ligible security isa

security that isin default, a security for which the interest rate is floating; a security for

which the interest rate will be or may be increased (e.g., certain "step-up bonds') or

decreased (e.g., certain "step-down bonds') and the amount of increase or decrease is an

unknown variable; a pay-in-kind security ("PIK"); any other security where the principa

or interest to be paid is an unknown variable or is an amount that is not currently

ascertainable, or any other security that the Association designates if the Association

determines that reporting yield would provide inaccurate or misleading information
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concerning the price of, or trading in, the security. When vield is not reported and the

reporting method chosen provides a"memo" field, the reason must be stated in the

"memo" field.
(d) Proceduresfor Reporting Price, Capacity, Volume
(@D For[agency and] principal transactions, report the price, which must

include the mark-up or mark-down. (However, if apricefield is not available, report the

contract amount and the accrued interest.) [including the mark-up, mark-down]_For

agency transactions, report the price, which must exclude the commission. (However, if

apricefield is not available, report the contract amount and the accrued interest.)[or

commission (commission entered separately). Do not include accrued interest.] Then,

report the commission, stated in points per bond, with 1 point equal to $10.00 per bond.

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

traded[.], with $1,000 par value equal to 1 bond. If abond has a par value of less than

$1,000 ("baby bond") or the par value is not an even multiple of $1,000, report the

fractional portion of $1,000 in decimals. [Baby bonds (those with a face value of less than

$1,000) should be reported as a decimal ]

(3) For in-house cross transactions, a member must report two transactions, which

are the member's purchase transaction and the member's sale transaction.[report as

follows. Agency cross - report once as an agency trade; Principal cross - report twice,

once as an individual principa buy and once as an individual principa sdll.]
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(4)(A) Special Price Modifier

If atransaction is not executed at a price that reflects the current market

price, select the modifier, "specia price." When the reporting method chosen

provides a"specia price memo" field, state why the transaction was executed at

other than the current market price in the "specia price memo" field (e.g., when a

debt security istraded conventionally and in the current market does not have a

due bill and/or awarrant attached, but in the transaction to be reported is traded

with adue bill and/or warrant attached, the price of the transaction is a"specid

price"). Do not select the modifier, "special price," where the transaction priceis

determined using a weighted average price.

(B) Settlement Modifiers

If atransaction isto be settled other than the regular way, report the

settlement terms by selecting the appropriate modifier. If the parties agree to

settlement on the same day the transaction is executed (i.e., cash settlement),

select the modifier, ".c." If atrade will be settled the next day, select the modifier,

".nd." If atrade will be settled other than on the date of trade, the next day, or

T+3, select the modifier, ".sNN," and enter the appropriate number of days (e.q., if

atrade will be settled in 5 business days, the reporting party will enter ".905" in the

data field).

(C) Weighted Average Price M odifier

If the price of the transaction is determined using a weighted average price

method, sdlect the modifier, ".w." If one of the settlement modifiers and the
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welghted average price modifier apply to the transaction, select the modifier, ".w"

for weighted average price and do not report the applicabl e settlement modifier.

(e) Transactions Not Required To Be Reported
The following types of transactions shall not be required to be reported:
(1) Transactionsthat are part of a primary distribution by an issuer;

(2) Transactionsin[ listed] securities that are listed on a national securities

exchange, when such transactions are executed on and reported to the exchange and the

transaction information is disseminated publicly, and transactions in convertible debt

securities that are listed and quoted on Nasdag, when such transactions are reported to

Nasdaq and the transaction information is disseminated publicly; and [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-dligible security (e.g., to
allow the seller to make a gift).

(f) Compliance With Reporting Obligations — No Change.

6240. Termination of TRACE Service — No Change.

6250. Dissemination of Corporate Bond Trade I nformation

(@) General Dissemination Standard

Immediately upon receipt of transaction reports received at or after[between] 8:00 am.

[and 6:30] through 6:29:59 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._Eastern Time) relating to transactionsin:
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(@D a TRACE-dligible security having an initia issuance size of $1 billion or
greater that is Investment Grade at the time of receipt of the transaction report; and

2 a TRACE-dligible security that is [denominated] designated for

dissemination according to the following criteria and is Non-Investment Grade at the time

of receipt of the transaction report. [asa"Fixed Income Pricing System (FIPS)" security

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

(A) The staff of NASD will designate fifty of the most actively traded

Non-Investment Grade securities that are TRACE-dligible securities for

dissemination under this rule, based on (i) the security's volume; (ii) the security's

price; (iii) the security's name recognition; (iv) the research following of the

security; (v) the security having a minimum number of bonds outstanding; (vi) the

security being traded routingly by at least two dealers; and (vii) the security

contributing to arepresentation of diverse industry groups in the group of

securities designated for dissemination.

(B) A Non-Investment Grade security will not be designated, and may be

immediately withdrawn from designation, for dissemination under this ruleif the

security: (i) has matured; (ii) has been called; (iii) has been upgraded to
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Investment Grade; or (iv) has been downgraded to an extent that the security's

trading characteristics do not warrant designation for dissemination.

(b) Transactions Excluded From Market Aggregate, Last Sale

All trade reports in TRACE-€ligible securities that are approved for dissemination and

submitted to TRACE at or after 8:00 am. Eastern Time and prior to 5:15 p.m. Eastern Time will

be included in the calculation of market aggregates and last sale except:
@ trades reported on an "as/of" basis,
2 "when issued" trades executed on ayield basis,
(€)) 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 price].]; and

(5) trades in which the priceisa"special price," asindicated by the use of the

special price modifier.

(c) Dissemination of Certain Trades Executed on A Business Day

(1) Reports of transactionsin TRACE-digible securities that are subject to

dissemination, are executed on a business day at or after 6:30 p.m. Eastern Time [and

before 12:00 a.m.]through 11:59:59 p.m. Eastern Time, and are[that are] reported

pursuant to Rule 6230(a)(2)[Rule 6230(a)(2)(A)] on the next business day and designated

"as/of"[ will not be included in daily market aggregates and] will be disseminated

beginning at 8:00 am. Eastern Time on the day of receipt. The reported information will

not be included in the calculation of the day's market aggregates.
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[(d)] (2) Reports of transactionsin TRACE-dligible securities that are subject to

dissemination, are executed on a business day at or after 12:00 am. Eastern Time [and

before 8:00]through 7:59:59 am. Eastern Time, and are reported pursuant to Rule

6230(a)(3) on the[that] same day beginning at 8:00 am. Eastern Time [pursuant to Rule

6230(a)(2)(B)] will be disseminated upon receipt. The reported information will be

included in the calculation of the day's market aggregates, except as otherwise provided in

Rule 6250(b)(1) through (5).[included in that day's market aggregates and disseminated

upon receipt.]

(d) Dissemination of Trades Executed on Non-Business Days

Reports of transactions in TRACE-dligible securities that are subject to dissemination, are

executed on a non-business day at any time during the day, and are reported pursuant to Rule

6230(a)(4) on the next business day will be disseminated upon receipt. The reported information

will not be included in the calculation of the day's market aggregates.

6260. [Lead] Managing Underwriter [Information] Obligation To Obtain CUSIP

In order to facilitate trade reporting of secondary transactionsin TRACE-dligible
securities, the member that is the [lead] managing underwriter of any newly issued TRACE-

eligible security shal obtain the CUSIP number for the TRACE-€ligible security and provide it to

the TRACE Operations Center not later than 5:00 p.m. on the first business day following the day

the reqgistration statement becomes effective, or, if registration is not required, the day that the

securities are first priced.[provide to the TRACE Operations Center the CUSIP number of any

debt issue no later than on the effective date of the offering.] If a managing underwriter is not
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appointed, the group of underwriters has an obligation to obtain and provide the CUSIP number

to the TRA CE Operations Center within the time required.

* % * %

(b) Not applicable.
(© Not applicable.

2. Procedures of the Salf-Requlatory Organization

(a) The proposed rule change was approved by the Board of Governors of the NASD at
its meeting on October 5, 2000. At that meeting, the Board of Governors authorized filing with
the SEC additional amendments to the TRACE rules, as appropriate. No other action by the
NASD is necessary for the filing of the proposed rule change.

| mplementation

The NASD previoudly adopted an effective date of July 1, 2002, for the implementation of
the TRACE system and the effective date of the TRACE rules, as currently approved.”? The
proposed amendments in this rule filing, if approved by the Commission, also shall be effective on
July 1, 2002.

(b) Questions regarding this rule filing may be directed to Sharon K. Zackula, Assistant

General Counsel, NASD Regulation, Office of General Counsdl, at (202) 728-8985.

2 See Securities Exchange Act Release No. 45229 (Jan. 3, 2002), 67 FR 1255 (Jan. 9, 2002) (notice of filing
and immediate effectiveness of SR-NASD-2001-91). The proposed rule change became effective upon filing on
December 13, 2001.



Page 17 of 57

3. Sdf-Requlatory Organization's Statement of the Purpose of, and Statutory Basis for, the
Proposed Rule Change

(@) Purpose

Introduction

The proposed amendments to the Rule 6200 Series® are intended to extend the reporting
period from one hour to one hour and 15 minutes, to incorporate certain FIPS standards in Rule
6250, to allow members additional time to provide new CUSIP numbersto TRACE under Rule
6260, to clarify existing provisionsin the Rule 6200 Series, especially Rule 6210(a) regarding
"TRACE-digible securities" and certain reporting provisions in Rule 6230(c) and (d), and to
make other minor modifications to the existing requirements. Many of these changes arein
response to industry requests for additional guidance and extended response times.
Extension of the Reporting Period to One Hour and 15 Minutes

The most significant proposed change is the NASD's proposal to extend the maximum

time frame for reporting a transaction. The NASD is proposing to extend the reporting period

3 The Rule 6200 Series providing for reporting and dissemination of transaction information in eligible debt

securities ("TRACE rules") was approved by the SEC on January 23, 2001. File No. SR-NASD-1999-65,
Securities Exchange Act Release No. 43873 (Jan. 23, 2001), 66 FR 8131 (Jan. 29, 2001) (approva order). The
Commission approved additional amendments to the TRACE rules on March 5, 2001, and December 13, 2001.
File Nos. SR-NASD-2001-04, Securities Exchange Act Release No. 44039 (March 5, 2001), 66 FR 14234 (March
9, 2001) (approval order) and SR-NASD-2001-91, Securities Exchange Act Release No. 45229 (Jan. 3, 2002), 67
FR 1255 (Jan. 9, 2002) (notice of proposed rule and immediate effectiveness upon filing on December 13, 2001,
and approval order).

As noted above, the TRACE rules will not become effective until July 1, 2002. On that day, members
must begin to report transactions in TRACE-eligible securities, and the TRACE system will begin the
dissemination of certain reported information. (The Rule 6200 Series that is currently in effect establishes the
reporting requirements for members engaged in trading high yield securities, describes the Fixed Income Pricing
System ("FIPS"), and requires the dissemination of certain transaction information through FIPS ("FIPS rules").)
When the TRACE rules take effect on July 1, 2002, the FIPS rules will be rescinded and the FIPS system will cease
operating.
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from one hour to one hour and 15 minutes. Rule 6230(a). The proposed amendment will alow
certain portions of the industry to engage a major industry participant as an agent for TRACE
reporting. The proposed change will allow the NASD and members to achieving certain short-
term operational efficiencies as reporting isinitiated. In the future, the NASD expectsto reduce
the reporting period substantialy.
Inclusion of FIPS Standards for Designating Certain Securities for Dissemination

The NASD is proposing to incorporate in Rule 6250(a)(2) the actual standardsin the FIPS
rules currently used to designate certain securities as " FIPS securities’ (which then subjects
certain transaction information in such securities to dissemination), and to delete the specific
reference in Rule 6250 to "FIPS securities."* The NASD proposes this amendment because the
standards now in use in the FIPS rules are intended to be the applicable standards under the
TRACE rules.

The Association will use the standards, as needed, to designate Non-Investment Grade
securities for dissemination under TRACE. On July 1, 2002, the first day of TRACE,
approximately 50 securities will already be designated for dissemination because they were
previously designated FIPS 50 securities. If, after the FIPS rules are rescinded, there are fewer
than 50 Non-Investment Grade (high yield) securities for which transaction information is being

disseminated, the NASD will designate additional Non-Investment Grade securities, up to 50, to

4 Fifty FIPS securities are selected as representative of the most liquid high yield securities. Certain price

and volume information for the 50 securities that are designated is disseminated on an hourly basis and at the end
of theday. Thelist of designated securities is updated and published approximately every four months.
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be disseminated. The NASD will do so using the standards set forth in the FIPS rules, which the
NASD proposes to incorporate in the TRACE rules. ®

The actual standards in the current Rule 6200 Series were not included previously in the
TRACE rules because when TRACE was filed originally, the Association planned to release
bonds for dissemination on a substantially different timetable and plan. In that environment,
standards for designating only 50 Non-Investment Grade securities for dissemination were
unnecessary. Under the current rules for dissemination of certain TRACE-éligible securities
transactions, however, the Association believes that it should have transparent standards or
criteriafor maintaining the list of 50 Non-Investment Grade securities that will be subject to
dissemination, and, therefore, is proposing that the standards be incorporated in the TRACE rules.
Requirement to Timely Provide CUS P Numbers

The Association is proposing to extend the period during which an underwriter of a
security must obtain and notify TRACE of the CUSIP number(s) of newly issued or distributed
securities. Rule 6260 currently requires that the lead underwriter provide to the "TRACE
Operation Center” the CUSIP number of any debt issue no later than on the effective date of the
offering. The NASD proposes to extend the period to not later than 5:00 p.m. on the day after
the effective date of the offering (or the day that pricing occurs, for those securities that are not

registered). In addition, in those offerings in which there is no lead or managing underwriter, the

° On July 1, 2002, those securities that were designated the 50 FIPS securities prior to the termination of

FIPS will be subject to dissemination under TRACE Rule 6250. However, from time to time after July 1, 2002, a
security designated may cease trading or may no longer meet the standards for dissemination (e.g., a security that
was designated as a FIPS 50 security may mature or may be upgraded to an Investment Grade security, or the
issuer may file for bankruptcy or otherwise default on its obligations). When this occurs, the Association staff will
replace the security with another Non-Investment Grade security using the standards incorporated in the TRACE
rules to maintain dissemination of transaction information relating to 50 Non-Investment Grade securities.
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group of underwriters has an obligation to obtain and provide the CUSIP number to the TRACE
Operations Center within the period described above.
"TRACE-Eligible Security"

The Association has received a number of queries concerning the scope of the exclusions
to the term, "TRACE-dligible security,” in Rule 6210(a). Generally, unless a debt security is
excluded from the definition set forth in Rule 6210(a), a transaction in the security must be
reported to TRACE by any member that is a party to the transaction. To further clarify which
securities are subject to the TRACE rules, the Association proposes to amend Rule 6210(a) to
specifically exclude from the definition of "TRACE-€ligible security" a debt security issued by a
government-sponsored entity ("GSE").

Money Market Instrument. In addition, for purposes of Rule 6210(a), the Association
clarifies that "money market instrument” means an instrument that at issuance has a maturity of
one year or less. For purposes of the TRACE rules, the term excludes those instruments that
were originally issued with longer maturities, but may be treated by certain market participants as
short term instruments in certain trading contexts as the instruments approach maturity. For
example, afive year security would not be considered a "money market instrument” for purposes
of TRACE if there were only 6 months remaining until the instrument matured.®
Other Changes

A series of additional, minor proposed changes are explained briefly below, including the

Association's proposed clarification of certain defined terms.

6 The term, "TRACE-eligible security," as currently approved, excludes sovereign debt. Also, the

Association intends to exclude any debt security that is issued by a supranational organization, such as the World
Bank, the International Monetary Fund, and the European Bank for Reconstruction and Devel opment.
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Rule 6210 Proposed Changes

Rule 6210(b), "Trade Reporting and Compliance Engine." Previoudy, the NASD
modified the name of the TRACE system to "Trade Reporting and Compliance Engine."’ The
NASD amended the name to more accurately reflect the compliance purposes that TRACE will
further and to eliminate references to the functions that are no longer part of the TRACE
initiative. In this proposed rule filing, the Association is aso deleting those functions that are no
longer within TRACE from the definition, "Trade Reporting and Compliance Engine." Rule
6210(b).

Rule 6210(c), "Reportable TRACE Transaction." The Association has proposed
amendments to the term, "reportable TRACE transaction,” to make clear that a limited class of
transactions in certain debt securities will not be subject to reporting (and dissemination) under
TRACE. These are transactionsin debt securities that are listed on a national securities exchange,
when such transactions are executed on and reported to the exchange and the transaction
information is disseminated publicly, and transactions in convertible debt securities that are listed
and quoted on Nasdag, when such transactions are reported to Nasdag and the transaction
information is disseminated publicly. The NASD is also proposing parallel changesto Rule
6230(a)(2). The NASD does not intend to capture transactions in debt securities that are listed,
currently subject to reporting for regulatory purposes to another self-regulatory organization
("SRO"), and disseminated by such SRO. Thisis consistent with the underlying purpose of
TRACE, which is to increase transparency in those debt securities transactions for which thereis

currently no regulatory reporting mechanism and no dissemination.

7 See SR-NASD-2001-91.
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Rule 6210(d), "Time of Execution." The NASD proposes additional language to the
definition of "time of execution" to clarify when the time of execution of a transaction occurs for
securities that are priced off, or for which yield is determined by, reference to a benchmark
security. The NASD proposes that the time of execution for these securities transactions shall be
deemed to occur when the yield for the security is agreed upon by the parties to the transaction.
For example, if the parties agree to determine the specific yield of Security A based upon a spread
that is 150 points "off" (above) or "through" (below) the yield of a comparable U.S. Treasury
security, and agree to measure the yield of the comparable U.S. Treasury security at 3:30 p.m. on
the day of the transaction, the parties will be expected to agree upon the yield of Security A at
3:30 p.m. when the information becomes available. As of that time, the parties have knowledge
of all of the elements of the trade necessary to calculate the dollar price of the trade and are
obligated to report the trade within 1 hour and 15 minutes.
TRACE Time Frames

The TRACE rules recognize that transactions in TRACE-dligible securities may occur at
any time during a 24 hour period. The times set forth in Rule 6230 and related rules have been
clarified. Generally, the business day is broken into three periods for purposes of the reporting
provisions in Rule 6230 and the dissemination provisions in Rule 6250. The three periods of a
businessday are: (a) at or after 8:00 am. through 6:29:59 p.m. Eastern Time (the period during a
business day that the TRACE system will be "open™ and receiving reports); (b) at or after 6:30
p.m. Eastern Time through 11:59:59 p.m. Eastern Time; and (c) at or after 12:00 am. Eastern
Time (midnight) through 7:59:59 am. Eastern Time. Holidays and weekends are treated

separately, as discussed further below. Requirements for reporting generally, designation of "late"
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trades and "as/of" trades, and the timetables for dissemination are governed generaly by these
three periods. See, e.g., proposed changes to the structure of Rule 6230 in paragraphs (a)(1), (2)
and (3).
Reporting Transactions Executed on Weekends and Holidays

In proposed Rule 6230, the Association is proposing an additional paragraph, new
paragraph (a)(4), to clarify how to report transactions that are executed during aweekend or on a
holiday. At theinitiation of TRACE, the TRACE system will not be able to recognize, and would
reject atransaction report that included, a calendar date that is a Saturday, Sunday, or afedera or
religious holiday on which the TRACE system is closed. In addition, the system would reject a
date in the "as/of" field for the same reason. Therefore, the actual date of transactions that are
executed on a non-business day cannot be captured electronically at thistime. Until the system is
revised, the Association proposes to require members to report transactions that are executed on
anon-business day as follows under proposed Rule 6230(a)(4). A member must report the
transaction on the first business day following the actual date of the transaction, and the
transaction must be reported within one hour and fifteen minutes of the opening of the TRACE
system. The transaction date must be reported as the first business day after which the transaction
occurred (the same day of the report). The time of execution must be reported as “00:01:00”
(Eastern Time) (which isthe military time for 12:01:00 am. Eastern Time). Thiswill distinguish
these limited number of weekend and holiday transactions from transactions actually occurring on
the business day. The modifier, "special price," must be selected. In addition, when the reporting
method chosen provides a "specia price memo” field, the member must enter the actual date and

time that the transaction occurred. Rule 6230(a)(4).
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The Association is aso proposing parallel clarifying changes regarding the dissemination
of such tradesin proposed Rule 6250(d).

Other Clarifications to Rule 6230 Reporting Provisions

The Association made several clarifying changes to Rule 6230 in addition to the changes
regarding the reporting extension and periods that are discussed above. Severa questions and
issues arose with respect to reporting price, mark-ups, mark-downs, and commissions. The
changes have been proposed to respond to an operational issue raised by the industry and reduce
the industry's costs of participating in TRACE, to clarify the provisions, and answer various
guestions.

Rule 6230(c)(3), Alternative "Price" Reporting. First, in order to address basic software
differencesidentified in certain externa systems in widespread use in the industry, the NASD has
agreed to provide an alternative to the reporting of "price" in Rule 6230(c)(3). The proposed
change to Rule 6230(c)(3), if approved, will allow a member to report either the "price of the
transaction" or "the elements necessary to calculate price, which are contract amount and accrued
interest." This change will increase the efficiencies and reduce the costs of complying with
TRACE for a substantial number of TRACE participants.

Rule 6230(d)(1), Reporting Price, Capacity and Volume. In addition, the NASD
proposes severa clarifying changes to Rule 6230(d). None of these changes are substantive. In
Rule 6230(d)(1), the NASD proposes changes to describe more clearly how to report principal
transaction prices (i.e., the price reported must include the mark-up or mark-down) and agency
transaction prices (i.e., the price must exclude acommission, if any, and the commission must be

reported in a second, separate field). In addition, where a party will use an externa system that
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does not allow for the reporting of price (as described above), the NASD has clarified the
language in paragraph (d)(1) to make it consistent with the proposed changes to Rule 6230(c)(3).

Rule 6230(d), "Special Price," "Weighted Average Price," and "Cash," "T + 1" and
Other Settlement Modifiers. In Rule 6230(d)(4)(A) through (C), the NASD has clarified that a
member must report transactions using modifiers, if applicable, to report certain aspects of a
transaction. The modifiers are used to designate a special price, pricing determined by using
weighted average pricing, and settlement that will occur other than regular way.

Soecial Price. In Rule 6230(d)(4)(A), the Association has specified that a member must
indicate on atrade report when a non-market price, i.e., a"special price," appliesto the trade
(other than when a weighted average price applies to the trade, which isindicated using a different
modifier). In addition, the reporting party must explain in the memo field, when available, why
the transaction was executed at other than a current market price. For example, if a debt security
istraded conventionally and in the current market with neither a due bill nor a warrant attached,
but, in the relevant transaction, is traded with adue bill and/or warrant attached, the price of the
transaction is a"special price," which reflects the specia conditions of the trade.

Weighted Average Price. If the price of atransaction is determined using a weighted
average price method, the Association proposes that a member must indicate this with the
modifier ".w." in Rule 6230(d)(4)(C). The member isrequired to select the modifier ".w" and
may not select the "specid price” modifier. The weighted average price modifier has priority over
the modifiers indicating settlement other than regular way, which are discussed below. If both the
weighted average price modifier and one of the settlement term modifiers are applicable to the

transaction, the weighted average price modifier must be selected when reporting the transaction.
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Settlement Other Than Regular Way. |If atransaction is to be settled other than regular
way, the Association proposes the member must report the settlement term by selecting the
appropriate modifier, as set forth in Rule 6230(d)(4)(B). If the transaction will settle the same
day (i.e., same day cash settlement), the member must use the modifier ".c"; if the transaction will
settle the next day, the member must use the modifer ".nd"; or, if the transaction will settle other
than on the same day, the next day or T+ 3, the member must use the modifier ".sNN" and enter
the appropriate number of days (e.g., ".s05" indicates that settlement will occur 5 business days
after the transaction is executed). Finally, as noted above, if one of the settlement modifiers and
the weighted average price modifier apply to the transaction, the member must select the modifier,
".w," for weighted average price. In thisinstance, the applicable settlement modifier should not
be reported.

Rule 6230(c)(13), Yield. The industry sought additional guidance on how to report yield
asrequired in Rule 6230(c)(13). The Association proposes clarifying changesto Rule
6230(c)(13) to eliminate the ambiguity of the prior provision. The Association proposes that a
member report the lower of yield to call or yield to maturity.

Reporting the yield is mandatory. However, in response to questions, the Association has
identified a number of instances where it is appropriate to provide an exception to the mandatory
yield reporting requirement. The exception is stated in the proposed amendment. For example, a
member is not required to report yield when the TRACE-€ligible security is a security that isin
default, a security for which the interest rate is floating or the interest rate will be or may be
increased (e.g., certain "step-up bonds") or decreased (e.g., certain "step-down bonds') and the

amount of increase or decrease is an unknown variable, the security is a pay-in-kind ("PIK"), or
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any other security where the principal or interest to be paid is an unknown variable or isan
amount that is not currently ascertainable. The NASD has not assumed that the Association may
identify, before each occurrence, al the instances in which it is not appropriate or useful to report
yield. Instead, the Association has clarified that in those instances where the reported yield would
provide inaccurate or misleading information concerning the price of, or trading in the security,
yield is not required to be reported. When a member determines that the reporting of yield is
subject to the exception and the reporting method chosen provides a memo field, the member
must indicate the reason for omitting the yield in the "memo” field.

There were several other minor amendments to Rule 6230. In paragraph (d)(3) of Rule
6230, the Association proposes to eliminate the reporting of certain transactions as "crosses.” A
corresponding change is proposed to Rule 6230(c)(4). In addition, in paragraph (d)(2) of Rule
6230, the Association has clarified the term "baby bond" and how to report a fractional par value
of adebt instrument.

(b) Statutory Basis

NASD believes that the proposed rule change is consistent with the provisions of Section
15A(b)(6) of the Act, which requires, among other things, that the Association's rules must be
designed to prevent fraudulent and manipulative acts and practices, to promote just and equitable
principles of trade, and, in general, to protect investors and the public interest. The NASD
believes that the proposed rule change, if approved, will amend rules for the reporting of
information on eligible debt securities transactions that will provide the NASD, as the self-
regulatory organization designated to regulate the over-the-counter markets, with heightened

capabilities to regulate the debt securities markets in order to prevent fraudulent and manipulative
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acts and practices. The proposed rule change, by requiring reporting of such transaction
information, will protect investors and the public interest by, among other things, increasing
trangparency in the fixed income markets.

4. Sdf-Requlatory Organization's Statement on Burden on Competition

NASD does not believe that the proposed rule change will result in any burden on
competition that is not necessary or appropriate in furtherance of the purposes of the Act, as
amended.

5. Sdf-Regulatory Organization's Statement on Comments on the Proposed Rule Change
Receaived from M embers, Participants, or Others

While comments were neither solicited nor received concerning this rule proposal, severd
commenters on SR-NASD-99-65 indicated that the NASD should consider proposing reporting
rules that would allow the members of the fixed income markets to use, with modifications, some
of the reporting arrangements and linkages in place for the reporting of municipal securities
transactions. In light of these comments, the Association is proposing that the one hour reporting
period set forth in Rule 6230(a) be amended to one hour and 15 minutes and an alternative
method for reporting "price" be provided in Rule 6230(c)(3) and (d)(1). The proposed extension
of the reporting period and the aternative for reporting "price” will alow certain firms that have
communication links to a registered clearing agency to report to TRACE using the reporting
processes that are in place through the registered clearing agency. Otherwise, written comments
were neither solicited or received.

6. Extension of Time Period for Commission Action

NASD does not consent at this time to an extension of the time period for Commission

action specified in Section 19(b)(2) of the Act.



Page 29 of 57

7. Basis for Summary Effectiveness Pursuant to Section 19(b)(3) or for Accelerated
Effectiveness Pursuant to Section 19(b)(2)

Not applicable.

8. Proposed Rule Change Based on Rules of Another Self-Regulatory Organization or of the
Commission
Not applicable.

9. Exhibits

1. Completed notice of proposed rule change for publication in the Federal Reqgister.

2. For amendments. marked copies of the text of the originally filed proposed rule
change with the original language changes shown as if adopted and the new language marked to
show additions and deletions.

Pursuant to the requirements of the Securities Exchange Act of 1934, NASD has duly
caused thisfiling to be signed on its behalf by the undersigned thereunto duly authorized.

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

BY:
Barbara Z. Sweeney, Senior Vice President and
Corporate Secretary

Date: April 2, 2002
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EXHIBIT 1
SECURITIES AND EXCHANGE COMMISSION
(Release No. 34-[leave space] ; File No. SR-NASD-2002-46)
[leave space for date]

Sdf-Regulatory Organizations; Notice of Filing of Proposed Rule Change by Nationa
Association of Securities Dealers, Inc. Relating to the Rule 6200 Series or the TRACE Rules

Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 ("Act™)* and Rule
19b-4 thereunder,? notice is hereby given that on [leave space] , the National
Association of Securities Dealers, Inc. ("NASD") filed with the Securities and Exchange
Commission ("SEC" or "Commission") the proposed rule change as described in Items|, 11, and
I below, which Items have been prepared by NASD. The Commission is publishing this notice
to solicit comments on the proposed rule change from interested persons.

l. SELF-REGULATORY ORGANIZATION'S STATEMENT OF THE TERMS OF
SUBSTANCE OF THE PROPOSED RULE CHANGE

NASD is proposing to amend the Rule 6200 Series of the Rules of the NASD, which
series provide for the reporting and dissemination of transaction information in eligible corporate
debt securities ("TRACE rules"): (1) to extend the reporting period from one hour to one hour
and fifteen minutes; (2) to incorporate standards in Rule 6250 regarding Non-Investment Grade
securities;® (3) to allow members additional time to provide information required under Rule

6260; (4) to clarify existing provisionsin the TRACE rules, especially Rule 6210(a) regarding

! 15 U.S.C. 78(b)(1)
2 17 CFR 240.19b-4.
3 The term "Non-Investment Grade" is defined in the TRACE rules at Rule 6210(i).
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"TRACE-€ligible securities’ and certain reporting provisionsin Rule 6230(c)and (d); and (5) to
make other minor modifications to the existing requirements before the initiation of TRACE.
Below isthe text of the proposed rule change. Proposed new languageisin italics; proposed
deletions are in brackets.
6200. TRADE REPORTING AND COMPLIANCE ENGINE (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.

(@ Theterm "TRACE-€ligible security” shall mean all United States dollar denominated
debt securities that are depository eligible securities under Rule 11310(d); Investment Grade or
Non-Investment Grade; issued by United States and/or foreign private corporations; and: (1)
registered with the Securities and Exchange Commission; or (2) issued pursuant to Section 4(2)

of the Securities Act of 1933 and purchased or sold pursuant to Rule 144A of the Securities Act

of 1933. Theterm "TRACE-digible security” excludes debt issued by government-sponsored

entities, mortgage- or asset-backed securities, collateralized mortgage obligations, and money

market instruments. For purposes of the Rule 6200 Series, the term "money market instrument”

means a debt security that at issuance has a maturity of one year or less.

(b) Theterm "Trade Reporting and Compliance Engine" or "TRACE" shall mean the
automated system devel oped[owned and operated] by the NASD that, among other things,

accommodates reporting and dissemination of transaction reports where applicable in TRACE-
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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) Theterm "reportable TRACE transaction” shall mean any secondary market

transaction in a TRACE-dligible security except transactions in TRACE-dligible securities that are

listed on a national securities exchange registered under Section 6 of the Securities Exchange Act

of 1934, when such transactions are executed on, and reported to the exchange and the

transaction information is disseminated publicly, or transactions in convertible debt securities that

are listed and quoted on the Nasdag Stock Market, Inc. (Nasdaq), when such transactions are

reported to Nasdag and the transaction information is disseminated publicly.

(d) Theterm "time of execution" for atransaction in a TRACE-dligible 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-€ligible securities that are trading "when issued” on ayield basis shall be when

the yield for the transaction has been agreed to by the parties to the transaction._For a transaction

in a TRACE-dligible security in which the actual yield for the transaction is established by

determining the vield from one or more designated securities (e.g., a"benchmark security" such as

aU.S. Treasury security maturing in 5 years, or a combination of such "benchmark securities')

and adding the agreed upon "vield spread” (e.g., 150 basis points above the benchmark security),

the "time of execution" occurs when the vield has been agreed to by the parties to the transaction.
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(e) Theterm "partiesto the transaction” shall mean the introducing broker-deder, if any,

and the executing broker-dealer.[executing broker/dealer, introducing broker/dealer, and clearing

brokers, if any.]
(f) Theterm "TRACE Participant” shall mean any NASD member that reports

transactions to the TRACE system, directly or indirectly.[uses the TRACE system.]

(9 Theterm "Introducing Broker" shall mean the NASD member [firm] that has been
identified in the TRACE system as a party to the transaction, but does not execute or clear
[trades] the transaction.

(h) No change.

(i) Theterm "Non-Investment Grade" shall mean any TRACE-dligible security that is

unrated, non-rated, split-rated (where one rating falls below Investment Grade),[investment

grade),] or otherwise does not meet the definition of Investment Grade in paragraph (h) above.

6220. Participation in TRACE

(&) Mandatory Member Participation — No Change.

(b) Participant Obligationsin TRACE

[(1) Accessto 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-dligible securities. TRACE Participants may access the

service viaan NASD-approved facility during the hours of operation.
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[(2) Clearing Obligations]

[If a 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 isre-
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
isvoluntary, 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.]

6230. Transaction Reporting

(&) When and How Transactions are Reported

A member that is required to report transaction information pursuant to paragraph (b)

below must report such transaction information within one hour and fifteen minutes of the time of

execution, except as otherwise provided below, or the transaction report will be "late." The

member must transmit the report to TRACE during the hours the TRACE system is open

("TRACE system hours"), which are 8:00 am. Eastern Time through 6:29:59 p.m. Eastern Time.

Specific trade reporting obligations during a 24-hour cycle are set forth bel ow.

(1) Transactions Executed During TRACE System Hours

[(A) Membersthat are required to report transaction information pursuant to

paragraph (b) below shall, within one hour] Transactions in TRACE-dligible securities

executed on a business day at or after 8:00 am. Eastern Time through 6:29:59 p.m.
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Eastern Time must be reported within one hour and fifteen minutes of the time of

execution. If atransaction is executed on a business day |ess than one hour and fifteen

minutes before 6:30 p.m. Eastern Time, a member may report the transaction the next

business day within one hour and fifteen minutes after the TRACE system opens. |f

reporting the next business day, the member must indicate "as/of" and provide the actual

transaction date. [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-€ligible securities executed between 8:00 am.
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 inadequate time remains
prior to system close to allow atimely 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 compl ete reporting of transaction information remains the non-delegable

duty of the member obligated to report the transaction.]
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(2) Transactions Executed At or After[Transaction Reporting Between] 6:30

P.M. Through 11:59:59 P.M. Eastern Time[p.m. and 8:00 a.m. Eastern

Time)
[(A) Reports of t]Transactionsin TRACE-€ligible securities executed [after] on a

business day at or after 6:30 p.m. Eastern Time [and before 12:00 am.] through 11:59:59

p.m. Eastern Time [shall] must be reported the next business day within one hour and

fifteen minutes after the TRACE system opens.  The member must indicate "as/of" and

provide the actual transaction date.[on the next day and be designated "as/of."]

(3) Transactions Executed At or After 12:00 A.M. Through 7:59:59 A.M.

Eastern Time
[(B)][Reports of t]Transactions in TRACE-édligible securities executed [after] on a

business day at or after 12:00 a.m. Eastern Time [and before 8:00] through 7:59:59 a.m.

Eastern Time [shall] must be reported the [that] same day within one hour and 15

minutes after the TRACE sytem opens.[beginning at 8:00 am. Eastern Time within the

maximum time frame mandated.]

(4) Transactions Executed on a Non-Business Day

Transactions in TRACE-dligible securities executed on a Saturday, Sunday, or afederal

or religious holiday on which the TRACE system is closed, at any time during that day

(determined using Eastern Time), must be reported the next business day within one hour

and fifteen minutes after the TRACE system opens. The transaction must be reported as
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follows: the date of execution must be the first business day (the same day the report

must be made); the execution time must be "12:01:00 am. Eastern Time" (stated in

military time as "00:01:00"); and the modifier, "special price," must be selected. In

addition, the transaction must not be designated "as/of". When the reporting method

chosen provides a"specia price memo" field, the member must enter the actual date and

time of the transaction in the figld.

(5) 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.

(6) A member may be required to report as soon as practicable to the Market

Requlation Department on a paper form, the transaction information required under Rule

6230 if eectronic submission into TRACE is not possible. Transactions that can be

reported into TRACE, including transactions executed on a Saturday, Sunday or holiday

as provided in (a)(4) above, and trades that can be submitted on the trade date or on a

subsequent date on an "as/of" basis, shall not be reported on a paper form.

(b) Which Party Reports Transaction — No Change.
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(c) Transaction Information To Be Reported

Each TRACE trade report shall contain the following information:
D CUSIP number or NASD symboal;
2 Number of bonds as required by paragraph (d) below;

(©)) Price of the transaction (or the elements necessary to calculate price, which

are contract amount and accrued interest) as required by paragraph (d) below;

4 A symbol indicating whether the transaction is a buy[,] or asell[ or cross];

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

(6) Contra-party's identifier;

@) Capacity - Principa 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) Contraside 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 guide; and

(13) The lower of yield to call or yield to maturity.[Yield as required by SEC Rule

10b-10.] A member is not required to report yield when the TRACE-€ligible security isa

security that isin default, a security for which the interest rate is floating; a security for
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which the interest rate will be or may be increased (e.q., certain "step-up bonds') or

decreased (e.q., certain "step-down bonds') and the amount of increase or decrease is an

unknown variable; a pay-in-kind security ("PIK"); any other security where the principa

or interest to be paid is an unknown variable or is an amount that is not currently

ascertainable, or any other security that the Association designates if the Association

determines that reporting yield would provide inaccurate or misleading information

concerning the price of, or trading in, the security. When vield is not reported and the

reporting method chosen provides a"memo" field, the reason must be stated in the

"memo" field.
(d) Proceduresfor Reporting Price, Capacity, Volume

(1) For[agency and] principal transactions, report the price, which must include the

mark-up or mark-down. (However, if apricefield is not available, report the contract

amount and the accrued interest.) [including the mark-up, mark-down]_For agency

transactions, report the price, which must exclude the commission. (However, if aprice

fidd is not available, report the contract amount and the accrued interest.)[or commission

(commission entered separately). Do not include accrued interest.] Then, report the

commission, stated in points per bond, with 1 point equal to $10.00 per bond.

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

traded[.], with $1,000 par value equal to 1 bond. If abond has a par value of less than

$1.,000 ("baby bond") or the par value is not an even multiple of $1,000, report the
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fractional portion of $1,000 in decimals. [Baby bonds (those with a face value of less than

$1,000) should be reported as a decimal ]

(3) For in-house cross transactions, a member must report two transactions, which

are the member's purchase transaction and the member's sale transaction.[report as

follows. Agency cross - report once as an agency trade; Principal cross - report twice,
once as an individua principal buy and once as an individual principa sell.]

(4)(A) Special Price Modifier

If atransaction is not executed at a price that reflects the current market price,

select the modifier, "specia price." When the reporting method chosen provides a " special

price memao" fidd, state why the transaction was executed at other than the current market

price in the "specia price memao" fidd (e.q., when a debt security is traded conventionally

and in the current market does not have a due bill and/or awarrant attached, but in the

transaction to be reported is traded with a due bill and/or warrant attached, the price of

the transaction is a"special price"). Do not select the modifier, "special price," where the

transaction price is determined using a weighted average price.

(B) Settlement Modifiers

If atransaction is to be settled other than the regular way, report the settlement

terms by selecting the appropriate modifier. If the parties agree to settlement on the same

day the transaction is executed (i.e., cash settlement), select the modifier, ".c." If atrade

will be settled the next day, select the modifier, ".nd." If atrade will be settled other than

on the date of trade, the next day, or T+3, select the modifier, ".sNN," and enter the
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appropriate number of days (e.q., if atrade will be settled in 5 business days, the reporting

party will enter ".s05" in the data field).

(C) Weighted Average Price M odifier

If the price of the transaction is determined using a weighted average price

method, salect the modifier, ".w." If one of the settlement modifiers and the weighted

average price modifier apply to the transaction, select the modifier, ".w" for weighted

average price, and do not report the applicable settlement modifier.

(e) Transactions Not Required To Be Reported
The following types of transactions shall not be required to be reported:
(1) Transactionsthat are part of a primary distribution by an issuer;

(2) Transactionsin[ listed] securities that are listed on a national securities

exchange, when such transactions are executed on and reported to the exchange and the

transaction information is disseminated publicly, and transactions in convertible debt

securities that are listed and quoted on Nasdag, when such transactions are reported to

Nasdag and the transaction information is disseminated publicly; and [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-dligible security (e.g., to

allow the seller to make a gift).
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(f) Compliance With Reporting Obligations— No Change.
6240. Termination of TRACE Service — No Change.

6250. Dissemination of Corporate Bond Trade I nformation

(&) General Dissemination Standard

Immediately upon receipt of transaction reports received at or after[between] 8:00 am.

[and 6:30] through 6:29:59 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._Eastern Time) relating to transactions in:
(1) aTRACE-digible 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) aTRACE-€ligible security that is [denominated] designated for dissemination

according to the following criteria and is Non-1nvestment Grade at the time of

receipt of the transaction report. [asa"Fixed Income Pricing System (FIPS)"
security under NASD Rules relating to FIPS securities immediately prior to the
time that such rules are rescinded. ]

(A) The staff of NASD will designate fifty of the most actively traded

Non-Investment Grade securities that are TRACE-dligible securities for

dissemination under this rule, based on (i) the security's volume: (ii) the security's

price; (iii) the security's name recognition; (iv) the research following of the
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security; (v) the security having a minimum number of bonds outstanding; (vi) the

security being traded routingly by at least two dealers; and (vii) the security

contributing to a representation of diverse industry groups in the group of

securities designated for dissemination.

(B) A Non-Investment Grade security will not be designated, and may be

immediataly withdrawn from designation, for dissemination under this ruleif the

security: (i) has matured; (ii) has been called; (iii) has been upgraded to

Investment Grade; or (iv) has been downgraded to an extent that the security's

trading characteristics do not warrant designation for dissemination.

(b) Transactions Excluded From Market Aggregate, Last Sale

All trade reports in TRACE-€ligible securities that are approved for dissemination and

submitted to TRACE at or after 8:00 am. Eastern Time and prior to 5:15 p.m. Eastern Time will

be included in the calculation of market aggregates and last sale except:
(1) tradesreported on an "as/of" basis,
(2) "when issued" trades executed on ayield basis,
(3) tradesin baby bonds with a par value of less than $1,000, [or]
(4) tradesin which the price is determined by a weighted average price|.]; and

(5) trades in which the priceis a "special price," asindicated by the use of the special

price modifier.
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(c) Dissemination of Certain Trades Executed on A Business Day

(1) Reports of transactions in TRACE-dligible securities that are subject to

dissemination, are executed on a business day at or after 6:30 p.m. Eastern Time [and

before 12:00 a.m.]through 11:59:59 p.m. Eastern Time, and are[that are] reported

pursuant to Rule 6230(a)(2)[Rule 6230(a)(2)(A)] on the next business day and designated

"ag/of"[ will not be included in daily market aggregates and] will be disseminated

beginning at 8:00 am. Eastern Time on the day of receipt. The reported information will

not be included in the calculation of the day's market aggregates.

[(d)] (2) Reports of transactions in TRACE-dligible securities that are subject to

dissemination, are executed on a business day at or after 12:00 am. Eastern Time [and

before 8:00]through 7:59:59 am. Eastern Time, and are reported pursuant to Rule

6230(a)(3) on the[that] same day beginning at 8:00 am. Eastern Time [pursuant to Rule

6230(a)(2)(B)] will be disseminated upon receipt. The reported information will be

included in the calculation of the day's market aggregates, except as otherwise provided in

Rule 6250(b)(1) through (5).[included in that day's market aggregates and disseminated

upon receipt.]

(d) Dissemination of Trades Executed on Non-Business Days

Reports of transactions in TRACE-dligible securities that are subject to dissemination, are

executed on a non-business day at any time during the day, and are reported pursuant to Rule

6230(a)(4) on the next business day will be disseminated upon receipt. The reported information

will not be included in the calculation of the day's market aggregates.
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6260. [Lead] Managing Underwriter [Information] Obligation To Obtain CUSIP

In order to facilitate trade reporting of secondary transactionsin TRACE-dligible
securities, the member that is the [lead] managing underwriter of any newly issued TRACE-

eligible security shal obtain the CUSIP number for the TRACE-€ligible security and provide it to

the TRACE Operations Center not later than 5:00 p.m. on the first business day following the day

the reqgistration statement becomes effective, or, if registration is not required, the day that the

securities are first priced.[provide to the TRACE Operations Center the CUSIP number of any

debt issue no later than on the effective date of the offering.] If a managing underwriter is not

appointed, the group of underwriters has an obligation to obtain and provide the CUSIP number

to the TRA CE Operations Center within the time required.

* % % %

. SELF-REGULATORY ORGANIZATION'S STATEMENT OF THE PURPOSE OF,
AND STATUTORY BASIS FOR, THE PROPOSED RULE CHANGE

In its filing with the Commission, NASD included statements concerning the purpose of
and basis for the proposed rule change and discussed any comments it received on the proposed
rule change. The text of these statements may be examined at the places specified in Item IV
below. NASD has prepared summaries, set forth in Sections (A), (B), and (C) below, of the most

significant aspects of such statements.
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(A) Self-Regulatory Organization's Statement of the Purpose of, and Statutory Basis
for, the Proposed Rule Change

(a) Purpose
Introduction

The proposed amendments to the Rule 6200 Series® are intended to extend the reporting
period from one hour to one hour and 15 minutes, to incorporate certain FIPS standards in Rule
6250, to allow members additional time to provide new CUSIP numbers to TRACE under Rule
6260, to clarify existing provisionsin the Rule 6200 Series, especially Rule 6210(a) regarding
"TRACE-€ligible securities' and certain reporting provisions in Rule 6230(c) and (d), and to
make other minor modifications to the existing requirements. Many of these changes arein

response to industry requests for additional guidance and extended response times.

4 The Rule 6200 Series providing for reporting and dissemination of transaction information in eligible debt

securities ("TRACE rules") was approved by the SEC on January 23, 2001. File No. SR-NASD-1999-65,
Securities Exchange Act Release No. 43873 (Jan. 23, 2001), 66 FR 8131 (Jan. 29, 2001) (approva order). The
Commission approved additional amendments to the TRACE rules on March 5, 2001, and December 13, 2001.
File Nos. SR-NASD-2001-04, Securities Exchange Act Release No. 44039 (March 5, 2001), 66 FR 14234 (March
9, 2001) (approval order) and SR-NASD-2001-91, Securities Exchange Act Release No. 45229 (Jan. 3, 2002), 67
FR 1255 (Jan. 9, 2002) (notice of proposed rule and immediate effectiveness upon filing on December 13, 2001,
and approval order).

As noted above, the TRACE rules will not become effective until July 1, 2002. On that day, members
must begin to report transactions in TRACE-eligible securities, and the TRACE system will begin the
dissemination of certain reported information. (The Rule 6200 Series that is currently in effect establishes the
reporting requirements for members engaged in trading high yield securities, describes the Fixed Income Pricing
System ("FIPS"), and requires the dissemination of certain transaction information through FIPS ("FIPS rules").)
When the TRACE rules take effect on July 1, 2002, the FIPS rules will be rescinded and the FIPS system will cease
operating.
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Extension of the Reporting Period to One Hour and 15 Minutes

The most significant proposed change is the NASD's proposal to extend the maximum
time frame for reporting a transaction. The NASD is proposing to extend the reporting period
from one hour to one hour and 15 minutes. Rule 6230(a). The proposed amendment will allow
certain portions of the industry to engage a mgjor industry participant as an agent for TRACE
reporting. The proposed change will allow the NASD and members to achieving certain short-
term operational efficiencies as reporting isinitiated. In the future, the NASD expects to reduce
the reporting period substantially.

Inclusion of FIPS Standards for Designating Certain Securities for Dissemination

The NASD is proposing to incorporate in Rule 6250(a)(2) the actua standardsin the FIPS
rules currently used to designate certain securities as "FIPS securities' (which then subjects
certain transaction information in such securities to dissemination), and to delete the specific
reference in Rule 6250 to "FIPS securities."> The NASD proposes this amendment because the
standards now in use in the FIPS rules are intended to be the applicable standards under the
TRACE rules.

The Association will use the standards, as needed, to designate Non-Investment Grade
securities for dissemination under TRACE. On July 1, 2002, the first day of TRACE,
approximately 50 securities will aready be designated for dissemination because they were

previousy designated FIPS 50 securities. If, after the FIPS rules are rescinded, there are fewer

° Fifty FIPS securities are selected as representative of the most liquid high yield securities. Certain price

and volume information for the 50 securities that are designated is disseminated on an hourly basis and at the end
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than 50 Non-Investment Grade (high yield) securities for which transaction information is being
disseminated, the NASD will designate additional Non-Investment Grade securities, up to 50, to
be disseminated. The NASD will do so using the standards set forth in the FIPS rules, which the
NASD proposes to incorporate in the TRACE rules, °

The actual standards in the current Rule 6200 Series were not included previoudly in the
TRACE rules because when TRACE was filed originally, the Association planned to release
bonds for dissemination on a substantially different timetable and plan. In that environment,
standards for designating only 50 Non-Investment Grade securities for dissemination were
unnecessary. Under the current rules for dissemination of certain TRACE-€ligible securities
transactions, however, the Association believes that it should have transparent standards or
criteriafor maintaining the list of 50 Non-Investment Grade securities that will be subject to
dissemination, and, therefore, is proposing that the standards be incorporated in the TRACE rules.

Requirement to Timealy Provide CUSIP Numbers

The Association is proposing to extend the period during which an underwriter of a
security must obtain and notify TRACE of the CUSIP number(s) of newly issued or distributed
securities. Rule 6260 currently requires that the lead underwriter provide to the "TRACE

Operation Center” the CUSIP number of any debt issue no later than on the effective date of the

of theday. Thelist of designated securities is updated and published approximately every four months.

6 On July 1, 2002, those securities that were designated the 50 FIPS securities prior to the termination of
FIPS will be subject to dissemination under TRACE Rule 6250. However, from time to time after July 1, 2002, a
security designated may cease trading or may no longer meet the standards for dissemination (e.g., a security that
was designated as a FIPS 50 security may mature or may be upgraded to an Investment Grade security, or the
issuer may file for bankruptcy or otherwise default on its obligations). When this occurs, the Association staff will
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offering. The NASD proposes to extend the period to not later than 5:00 p.m. on the day after
the effective date of the offering (or the day that pricing occurs, for those securities that are not
registered). In addition, in those offerings in which there is no lead or managing underwriter, the
group of underwriters has an obligation to obtain and provide the CUSIP number to the TRACE
Operations Center within the period described above.

"TRACE-Eligible Security"

The Association has received a number of queries concerning the scope of the exclusions
to the term, "TRACE-dligible security,” in Rule 6210(a). Generaly, unless a debt security is
excluded from the definition set forth in Rule 6210(a), atransaction in the security must be
reported to TRACE by any member that is a party to the transaction. To further clarify which
securities are subject to the TRACE rules, the Association proposes to amend Rule 6210(a) to
specificaly exclude from the definition of "TRACE-€ligible security" a debt security issued by a
government-sponsored entity ("GSE").

Money Market Instrument. In addition, for purposes of Rule 6210(a), the Association

clarifies that "money market instrument” means an instrument that at issuance has a maturity of
one year or less. For purposes of the TRACE rules, the term excludes those instruments that
were originaly issued with longer maturities, but may be treated by certain market participants as

short term instruments in certain trading contexts as the instruments approach maturity. For

replace the security with another Non-Investment Grade security using the standards incorporated in the TRACE
rules to maintain dissemination of transaction information relating to 50 Non-Investment Grade securities.
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example, afive year security would not be considered a "money market instrument” for purposes
of TRACE if there were only 6 months remaining until the instrument matured.”
Other Changes
A series of additional, minor proposed changes are explained briefly below, including the
Association's proposed clarification of certain defined terms.

Rule 6210 Proposed Changes

Rule 6210(b), "Trade Reporting and Compliance Engine." Previoudy, the NASD

modified the name of the TRACE system to "Trade Reporting and Compliance Engine."® The
NASD amended the name to more accurately reflect the compliance purposes that TRACE will
further and to eliminate references to the functions that are no longer part of the TRACE
initiative. In this proposed rule filing, the Association is also deleting those functions that are no
longer within TRACE from the definition, "Trade Reporting and Compliance Engine." Rule
6210(b).

Rule 6210(c), "Reportable TRACE Transaction." The Association has proposed

amendmentsto the term, "reportable TRACE transaction,” to make clear that alimited class of
transactions in certain debt securities will not be subject to reporting (and dissemination) under
TRACE. These are transactionsin debt securities that are listed on a national securities exchange,

when such transactions are executed on and reported to the exchange and the transaction

! The term, "TRACE-eligible security,” as currently approved, excludes sovereign debt. Also, the

Association intends to exclude any debt security that is issued by a supranational organization, such as the World
Bank, the International Monetary Fund, and the European Bank for Reconstruction and Devel opment.

8 See SR-NASD-2001-91.
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information is disseminated publicly, and transactions in convertible debt securities that are listed
and quoted on Nasdag, when such transactions are reported to Nasdaq and the transaction
information is disseminated publicly. The NASD is also proposing parallel changesto Rule
6230(a)(2). The NASD does not intend to capture transactions in debt securities that are listed,
currently subject to reporting for regulatory purposes to another self-regulatory organization
("SRQ"), and disseminated by such SRO. Thisis consistent with the underlying purpose of
TRACE, which is to increase transparency in those debt securities transactions for which thereis
currently no regulatory reporting mechanism and no dissemination.

Rule 6210(d), "Time of Execution." The NASD proposes additional language to the

definition of "time of execution" to clarify when the time of execution of a transaction occurs for
securities that are priced off, or for which yield is determined by, reference to a benchmark
security. The NASD proposes that the time of execution for these securities transactions shall be
deemed to occur when the yield for the security is agreed upon by the parties to the transaction.
For example, if the parties agree to determine the specific yield of Security A based upon a spread
that is 150 points "off" (above) or "through" (below) the yield of a comparable U.S. Treasury
security, and agree to measure the yield of the comparable U.S. Treasury security at 3:30 p.m. on
the day of the transaction, the parties will be expected to agree upon the yield of Security A at
3:30 p.m. when the information becomes available. As of that time, the parties have knowledge
of all of the elements of the trade necessary to calculate the dollar price of the trade and are

obligated to report the trade within 1 hour and 15 minutes.
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TRACE Time Frames

The TRACE rules recognize that transactions in TRACE-dligible securities may occur at
any time during a 24 hour period. The times set forth in Rule 6230 and related rules have been
clarified. Generaly, the business day is broken into three periods for purposes of the reporting
provisions in Rule 6230 and the dissemination provisionsin Rule 6250. The three periods of a
businessday are: (a) at or after 8:00 am. through 6:29:59 p.m. Eastern Time (the period during a
business day that the TRACE system will be "open" and receiving reports); (b) at or after 6:30
p.m. Eastern Time through 11:59:59 p.m. Eastern Time; and (c) at or after 12:00 am. Eastern
Time (midnight) through 7:59:59 am. Eastern Time. Holidays and weekends are treated
separately, as discussed further below. Requirements for reporting generally, designation of "late"
trades and "as/of" trades, and the timetables for dissemination are governed generally by these
three periods. See, e.g., proposed changes to the structure of Rule 6230 in paragraphs (a)(1), (2)
and (3).

Reporting Transactions Executed on Weekends and Holidays

In proposed Rule 6230, the Association is proposing an additional paragraph, new
paragraph (a)(4), to clarify how to report transactions that are executed during a weekend or on a
holiday. At theinitiation of TRACE, the TRACE system will not be able to recognize, and would
reject atransaction report that included, a calendar date that is a Saturday, Sunday, or afedera or
religious holiday on which the TRACE system is closed. In addition, the system would reject a
date in the "ag/of" field for the same reason. Therefore, the actual date of transactions that are

executed on a non-business day cannot be captured electronically at thistime. Until the system is
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revised, the Association proposes to require members to report transactions that are executed on
anon-business day as follows under proposed Rule 6230(a)(4). A member must report the
transaction on the first business day following the actual date of the transaction, and the
transaction must be reported within one hour and fifteen minutes of the opening of the TRACE
system. The transaction date must be reported as the first business day after which the transaction
occurred (the same day of the report). The time of execution must be reported as “00:01.:00”
(Eastern Time) (which isthe military time for "12:01:00" am. Eastern Time). Thiswill
distinguish these limited number of weekend and holiday transactions from transactions actually
occurring on the business day. The modifier, "specia price," must be selected. In addition, when
the reporting method chosen provides a "special price memo" field, the member must enter the
actual date and time that the transaction occurred. Rule 6230(a)(4).

The Association is aso proposing parale clarifying changes regarding the dissemination
of such trades in proposed Rule 6250(d).

Other Clarifications to Rule 6230 Reporting Provisions

The Association made severa clarifying changes to Rule 6230 in addition to the changes
regarding the reporting extension and periods that are discussed above. Severa questions and
issues arose with respect to reporting price, mark-ups, mark-downs, and commissions. The
changes have been proposed to respond to an operational issue raised by the industry and reduce
the industry's costs of participating in TRACE, to clarify the provisions, and answer various

guestions.
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Rule 6230(c)(3), Alternative "Price' Reporting. First, in order to address basic software

differences identified in certain external systemsin widespread use in the industry, the NASD has
agreed to provide an dternative to the reporting of "price" in Rule 6230(c)(3). The proposed
change to Rule 6230(c)(3), if approved, will allow a member to report either the "price of the
transaction” or "the elements necessary to calculate price, which are contract amount and accrued
interest." This change will increase the efficiencies and reduce the costs of complying with

TRACE for a substantial number of TRACE participants.

Rule 6230(d)(1), Reporting Price, Capacity and Volume. In addition, the NASD proposes
severa clarifying changes to Rule 6230(d). None of these changes are substantive. In Rule
6230(d)(1), the NASD proposes changes to describe more clearly how to report principal
transaction prices (i.e., the price reported must include the mark-up or mark-down) and agency
transaction prices (i.e., the price must exclude acommission, if any, and the commission must be
reported in a seco