FOR YOUR
|NFORMATION

SEC Limit Order Handling

Rules Effective January 10, 1997
Nasdag will be implementing the
new SEC Limit Order Handling
Rules on January 10, 1997. Thiswill
affect all Advanced Computerized
Execution System (ACES®) market
makers because ACES limit orders
will not be linked to the inside mar-
ket calculation and will not automati-
cally update your quotes.

Specifically, the Limit Order Display
Rule requires amarket maker that
receives acustomer limit order
priced at or better than its current
guote and does not immediately exe-
cute the order, to display the order to
the entire marketplace. If the order is
priced better than the market maker’'s
guote, whether or not the quote is at
theinside market price, the market
maker is obligated to display the
order’sprice and size.

To ensure compliance with these
rulesaswdl asthe existing limit
order protection rules, ACES mar-
ket makersthat accept limit orders
may chooseto receive ACESorders
by meansof a*“pass-thru” arrange-
ment under which ordersare sent
viaa Computer-to-Computer
Interface (CTCI) intother in-
house systems. The dternative for
firms not using the CTCI approachis
to manually check their limit orders
in ACES againgt their quotes and
replace their quotes with the limit
order price and size when appropri-
ate. Based on each firm's business
volume and the momentum of the
market, this may not be afeasible
solution.

For ACES market makerswith CTCI
that elect to receive ACES orders
into their in-house systems:

» Market makerswill be responsible
for reporting the trades to Automated
Confirmation Transaction service
(ACT="). ACESwill no longer lock-

in trades or report tradesto ACT
automatically for trades executed in
the market makers systems;

* Order-entry firmswill be responsi-
ble for reporting the order-entry side
of thetradeto ACT (except in the
case of a QSR relationship).

This ACES “pass-thru” is currently
availableto all ACES market makers.
Please direct any questions you may
have to Jack Donlon, Director, Prod-
uct Development, The Nasdagq Stock
Market, Inc., at (212) 858-4327.

Correction To Disciplinary

Actions For October

Jerry Manning (Registered Princi-
pal, Englewood, Colorado) was
suspended from association with any
NASD® member in any principal
capacity. The October Noticesto
Members erroneoudly stated that
Manning was suspended from asso-
ciation with any NASD member in

any capacity.

SEC Approves New

Telemarketing Rules

On December 2, 1996, The Securi-
ties and Exchange Commission
(SEC) approved new NASD® Con-
duct Rule 2211 to impose time
restrictions and disclosure require-
ments regarding telephone callsto
customers by members and their
associated persons. In the same
release, the SEC aso approved
amendmentsto NASD Conduct Rule
3110 to require members and their
associated personsto follow certain
procedures regarding customer
authorization of ademand draft
[Securities Exchange Act Rel. No.
34-38009 (December 2, 1996)]. The
new rules are effective immediately.

Rule 2211 prohibits members and
their associated persons from calling
an individual’s residence to solicit
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the purchase of securities or related
services at any time other than
between 8 am. and 9 p.m. local time,
without the prior consent of the per-
son. Rule 2211 a'so requires mem-
bers and their associated personsto
promptly and clearly discloseto the
called person the caller’sidentity,
firm, telephone number or address at
which the caller may be contacted,
and that the purpose of the call isto
solicit the purchase of securities or
related services.

Exemptions from the time-of-day
and disclosure requirements of Rule
2211 are available for telephone calls
by an associated person (or another
associated person acting at hisor her
direction) to abroker or desler, or to
the associated person’s existing cus-
tomers who maintain an active
account. An “existing customer” isa
customer for whom the broker or

dedler, or aclearing broker or dealer
on behalf of such customer, carries
an account. An account is active for
purposes of the new Ruleif an exist-
ing customer: (i) has, within the pre-
ceding 12 months, effected a
securities transaction in or made a
deposit of funds or securitiesinto the
account, or (ii) has, at any time,
effected a securities transaction in or
made a deposit of funds or securities
into the account, and the account has
earned interest or dividend during the
preceding 12 months. Also, in order
to use this exemption, the customer
account must have been under the
control of the associated person mak-
ing the telephone call at the time of
the securities transaction or deposit
of funds or securities.

Rule 3110 currently requires that
members make and maintain a cen-
tralized do-not-cdl list of persons

NASD Notice to Members—For Your Information

who do not wish to receive telephone
solicitations. Rule 3110 was amend-
ed to prohibit members and associat-
ed persons from obtaining from a
customer or submitting for payment
acheck, draft, or other form of nego-
tiable paper drawn on acustomer’s
checking, savings, share, or smilar
account (demand draft), without that
person’s express written authoriza:
tion, and to require the retention of
such authorization for three years.

A Notice to Members containing a
complete discussion of these new
ruleswill be published in the January
1997 Noticesto Members. However,
the Noticeis currently available on
NASD Regulation’'s Web site at
www.nasdr.cony2610.htm.

December 1996

740



