February 11, 2003

Katherine A. England

Assistant Director

Division of Market Regulation
Securities and Exchange Commission
450 Fifth Street, N.W.

Washington, D.C. 20549-1001

Re:  File No. SR-NASD-2003-018 - Proposed Rule Changeto Section 9 of Schedule A to
the NASD By-Laws

Dear Ms. England:

Pursuant to Rule 19b-4, enclosed please find the above-numbered rulefiling. Also
enclosed isa 3-1/2" disk containing the rulefiling in Microsoft Word 7.0 to facilitate production of
the Federal Register release.

If you have any questions, please contact Shirley Weiss, Office of General Counsd,
Regulatory Policy and Oversight, NASD, at (202) 728-8844; e-mail shirley.we ss@nasd.com.
The fax number of the Office of General Counsd is (202) 728-8264.

Very truly yours,

Barbara Z. Sweeney
Senior Vice Presdent
and Corporate Secretary
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1. Text of Proposed Rule Change

(a) Pursuant to the provisions of Section 19(b)(1) of the Securities Exchange Act of 1934
("Act"), the National Association of Securities Dedlers, Inc. ("NASD") isfiling with the Securities
and Exchange Commission ("SEC" or "Commission") a proposed rule change to amend Section 9
of Schedule A of the NASD By-Laws ("Section 9") to: (1) delete current Section 9 regarding
subscription charges for Firm Access Query System (FAQS); and (2) establish subscription
charges for NASD member firms that choose to use Web CRD Electronic File Transfer system for
registration batch filing and/or data download. Below isthetext of the proposed rule change.
Proposed new language is underlined; proposed deletions are in brackets.

* % % * %

Schedule A to the NASD By-L aws

Assessments and fees pursuant to the provisions of Article VI of the By-Laws of NASD

shall be determined on the following basis.

* % % * %

Section 9 - Subscription Chargesfor [Firm Access Query System (FAQS)] Reqgistration
Batch Filing/Data Download Viathe Web CRD Electronic File Transfer (EFT) System

(@) Each firm eecting to subscribe to the [Firm Access Query System (FAQS)] Web CRD

Electronic File Transfer (EFT) System for registration batch filing and/or data download will be

assessed [a user fee consisting of three components (1) a monthly data base access charge, (2) an
hourly usage fee, and (3) a charge per 1,000 characters ("kilocharacter") of information sent or

received.] an annual subscription fee based on the type of service that the firm uses. The fee

schedule to be paid by each firm is as follows:

(1) [Monthly Data Base Access Charge -- $70.00] Data Download -- $1,800.00
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(2) [Hourly Usage Charge -- $70.00 per hour; and] Form Filing -- $3,600.00

(3) [Kilocharacter Transmission Charge -- $0.70] Data Download and Form Filing

-- $4,800.00

[Each firm which subscribes to the service will provide its own terminal and modem.]

* % % * %

(b) Not applicable.
(©) Not applicable.

2. Procedures of the Self-Regulatory Organization

(a) The proposed rule change was approved by the Board of Governors of NASD at its
meeting on November 21, 2002, which authorized the filing of the rule change with the
Commission. Counsdl for The Nasdag Stock Market and NASD Dispute Resolution have been
provided an opportunity to consult with respect to the proposed rule change, pursuant to the Plan
of Allocation and Delegation of Functions by NASD to its Subsidiaries. No other action by
NASD is necessary for the filing of the proposed rule change. Section 1(a)(ii) of Article VII of
the NASD By-Laws permits the NASD Board of Governors to adopt NASD Rules without
recourse to the membership for approval.

(b) Questions regarding thisrule filing may be directed to Shirley Weiss, Associate

General Counsd, Office of General Counsdl, Regulatory Policy and Oversight, at (202) 728-8844.
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3. Sdf-Regulatory Organization's Statement of the Purpose of, and Statutory Basis for, the
Proposed Rule Change

@ Purpose

The purpose of the proposed rule change is to amend Section 9 of Schedule A to the
NASD By-Laws by deeting the Firm Access Query System (FAQS) subscription charges' and, in
its place, establishing a yearly subscription charge for NASD member firms that choose to use a
new secure web-based dectronic file transfer application ("Web EFT") to submit multiple Form
U-4 and Form U-5filingsin a single transaction to the CRD or IARD systems (herei nafter
referred to as "batch filing") or to download member firm data and processing results from the
CRD or IARD systems.

Although NASD retired the legacy CRD system and the FAQS functionality in 1999, it did
not retire alegacy eectronic filing transfer ("Legacy EFT") application. Legacy EFT gives
participating firms the ability to interface electronically with the CRD system to (1) submit "batch"
filings and (2) download registration data and accounting reportson aregular basis. Legacy EFT,
which is based on older technology that provides limited batch filing and data download
capabilities, is currently available to NASD members that choose to submit form filings and

download data via a dedicated (modem) line established by the firm.

! The FAQS functionality enabled members to enter non-disclosure-related amendments to the Form U-4,

and full terminations (with or without disclosure) or partial terminations via the Form U-5 directly onto the legacy
CRD system via a dedicated (modem) line established by the member. Upon implementation of the Web CRD
system in August 1999, NASD retired the legacy CRD system (which relied primarily on hard copy filing of
uniform registration forms that were data-entered upon receipt) and the FAQS functionality. Sincethe
implementation of Web CRD, members use the Internet astheir primary method of filing formsinto the CRD
system.
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In the first quarter of 2003, NASD plans to introduce Web EFT, a state-of-the-art
application that will replace the current Legacy EFT.? Web EFT will allow NASD firmsto
interface with NASD systems in an automated manner to submit batch filings to NASD and/or to
download registration data (i.e., firm data and processing results from Web CRD or IARD).
Web-based form filing (on a single transaction basis) will remain available through Web CRD and
|ARD; therefore, member firmswill not be required to use Web EFT.

Member firmsthat eect to use the new Web EFT application will be charged a fee based
on whether they choose to use the data download or form filing functionalities, or both. NASD is
proposing annual subscription fees of $1,800 per year for data downloading; $3,600.00 per year
for form filing; and $4,800.00 per year for data downloading and form filing. The proposed fees
would be effective upon full deployment of Web EFT, currently scheduled for March 24, 2003.2
The proposed fees are designed to recover the cost of developing and operating registration-
related batch filing and data downloads via Web EFT.

Web EFT will benefit NASD and member firms by eiminating the costs and risks
associated with maintaining Legacy EFT, enhancing security, and increasing efficiencies through
the expanded batch filing and data download options that will be available. Further, the proposed
Web EFT application and accompanying infrastructure will give firms a more secure interface to
NASD systems, and it will enable firms that use the registration batch filing service to submit in

batches additional filing types not currently available through the legacy system.* For example,

2 NASD plans to deploy the Web EFT application in the first quarter of 2003, but it does not plan to retire
the Legacy EFT application until the third quarter of 2003. Thiswill give firmstimeto test and convert to Web

EFT.
3 Details on how afirm can sign up for Web EFT, payment schedules, and additional information on Web

EFT are available on NASD's web site at http://www.nasdr.com/3400 eft.asp.
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the new application will enable firmsto batch file all formsfor registered persons and al filings for
non-registered personnel who are required to be fingerprinted. Aswith Legacy EFT, firmswill
not be able to submit filings that include Disclosure Reporting Pages ("DRPS'). The new
application will also enable firms to download more reports than are currently available to firms
through Legacy EFT.

Web EFT should be especidly attractive to larger member firms that process high volumes
of filings (e.g., office of employment address changes for large numbers of registered individuals
when thereis a branch relocation), or that wish to download from Web CRD or IARD large
amounts of data on their registered persons (e.g., to obtain a download of exam results for
registered persons at the firm for a specified period) to populate their own internal systems. In
thisregard, large member firms that maintain such internal systems have expressed adesire for a
more robust EFT application to support registration transactions because of the efficienciesit will
provide them, including the imination of duplicative data entry.

(b Statutory Basis

NASD believes that the proposed rule change is consistent with the provisions of Section
15A(b)(5) of the Act, which requires, among other things, that NASD's rules provide for the
equitable allocation of reasonable dues, fees, and other charges among members and issuers and
other persons using any facility or system that NASD operates or controls. NASD believes that
the proposed subscription charges are reasonable fees that fairly reflect the benefit to be gained by
members from using a secure Web-based EFT application to submit batch filingsin asingle

transaction or to download member firm data and processing results from Web CRD or IARD.

4 Web EFT will add six additional filing types that were not available in Legacy EFT.
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4. Sdf-Regulatory 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-Requlatory Organization's Statement on Comments on the Proposed Rule Change
Recaived from Members, Participants, or Others

Written comments were neither solicited nor received.

6. Extension of Time Period for Commission Action

Not applicable.

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

The proposed rule change is effective upon filing pursuant to Section 19(b)(3)(A)(ii) of
the Act and paragraph (f)(2) of Rule 19b-4 thereunder,” in that the proposed rule change

establishes or changes a due, fee, or other charge. The fee becomes operative on March 24,

2003.

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

9. Exhibits

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

® 17 CFR 240.19b-4(f)(2).
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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.

NASD

BY:

Barbara Z. Sweeney , Senior Vice President and
Corporate Secretary

Date: February 11, 2003
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EXHIBIT 1

SECURITIES AND EXCHANGE COMMISSION
(Release No. 34- ; File No. SR-NASD-2003-018)

Self-Regulatory Organizations; Notice of Filing and Immediate Effectiveness of Proposed Rule
Change by National Association of Securities Dealers, Inc. Relating to a Proposed Rule Change
to Section 9 of Schedule A to the NASD By-Laws

Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (“ Ad” )! and Rule
19b-4 thereunder,” notice is hereby given that on February 11, 2003, the National Association of
Securities Dedlers, Inc. ("NASD"), filed with the Securities and Exchange Commission ("SEC" or
"Commission") the proposed rule change as described in Itemsl, 11, and I11 below, which Items
have been prepared by NASD. NASD has designated the proposed rule change as "establishing
or changing a due, fee, or other charge" under Section 19(b)(3)(A)(ii) of the Act® and Rule 19b-
4(f)(2) thereunder,” which renders the proposal effective upon receipt of thisfiling by the
Commission. 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 Section 9, Schedule A of the By-Laws of NASD to
implement a fee schedule for NASD member firms that choose to use a secure Web-based
electronic file transfer application to submit to the CRD or IARD systems multiple form filingsin

asingle transaction or to download member firm data and processing results from Web CRD or

! 15 U.S.C. 8§ 785(b)(1).
2 17 CFR § 240.19b-4.

3 15 U.S.C. § 785(b)(3)(A)(ii).
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IARD. Below isthetext of the proposed rule change. The proposed fee becomes operative on
March 24, 2003. Proposed new languageisin italics, proposed deletions are in brackets.

* % * %

Schedule A to the NASD By-L aws
Assessments and fees pursuant to the provisions of Article VI of the By-Laws of NASD
shall be determined on the following basis.

* % % * %

Section 9 - Subscription Chargesfor [Firm Access Query System (FAQS)] Reqgistration
Batch Filing/Data Download Viathe Web CRD Electronic File Transfer (EFT) System

(@) Each firm eecting to subscribe to the [Firm Access Query System (FAQS)] Web CRD

Electronic File Transfer (EFT) System for registration batch filing and/or data download will be

assessed [a user fee consisting of three components (1) a monthly data base access charge, (2) an
hourly usage fee, and (3) a charge per 1,000 characters ("kilocharacter") of information sent or

received.] an annual subscription fee based on the type of service that the firm uses. The fee

schedule to be paid by each firm is asfollows:

(1) [Monthly Data Base Access Charge -- $70.00] Data Download -- $1,800.00

(2) [Hourly Usage Charge -- $70.00 per hour; and] Form Filing -- $3,600.00

(3) [Kilocharacter Transmission Charge -- $0.70] Data Download and Form Filing

-- $4,800.00

[Each firm which subscribes to the service will provide its own terminal and modem.]

* % % * %

4 17 CFR § 240.19b-4()(2).
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. SELF-REGULATORY ORGANIZATION'S STATEMENT OF THE PURPOSE OF,
AND STATUTORY BASIS FOR, THE PROPOSED RULE CHANGE

In itsfiling with the Commission, NASD included statements concerning the purpose of
and basis for the proposed rule change and discussed any commentsiit received on the proposed
rule change. Thetext of these statements may be examined at the places specified in Item 1V
below. NASD has prepared summaries, set forth in Sections (A), (B), and (C) below, of the most
significant aspects of such statements.

(A) Sdf-Regulatory Organization's Statement of the Purpose of, and Statutory Basis
for, the Proposed Rule Change

@ Purpose

The purpose of the proposed rule change is to amend Section 9 of Schedule A to the
NASD By-Laws by deleting the Firm Access Query System (FAQS) subscription charges® and, in
its place, establishing a yearly subscription charge for NASD member firms that choose to use a
new secure web-based dectronic file transfer application ("Web EFT") to submit multiple Form
U-4 and Form U-5 filingsin a single transaction to the CRD or IARD systems (hereinafter
referred to as "batch filing") or to download member firm data and processing results from the
CRD or IARD systems.

Although NASD retired the legacy CRD system and the FAQS functionality in 1999, it did

not retire alegacy eectronic filing transfer ("Legacy EFT") application. Legacy EFT gives

° The FAQS functionality enabled members to enter non-disclosure-related amendments to the Form U-4,

and full terminations (with or without disclosure) or partial terminations via the Form U-5 directly onto the legacy
CRD system via a dedicated (modem) line established by the member. Upon implementation of the Web CRD
system in August 1999, NASD retired the legacy CRD system (which relied primarily on hard copy filing of
uniform registration forms that were data-entered upon receipt) and the FAQS functionality. Since the
implementation of Web CRD, members use the Internet astheir primary method of filing forms into the CRD
system.
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participating firms the ability to interface electronically with the CRD system to (1) submit "batch"
filings and (2) download registration data and accounting reports on aregular basis. Legacy EFT,
which is based on older technology that provides limited batch filing and data download
capabilities, is currently available to NASD members that choose to submit form filings and
download data via a dedicated (modem) line established by the firm.

In the first quarter of 2003, NASD plans to introduce Web EFT, a state-of-the-art
application that will replace the current Legacy EFT.® Web EFT will allow NASD firmsto
interface with NASD systemsin an automated manner to submit batch filings to NASD and/or to
download registration data (i.e., firm data and processing results from Web CRD or IARD).
Web-based form filing (on a single transaction basis) will remain available through Web CRD and
|ARD; therefore, member firmswill not be required to use Web EFT.

Member firmsthat eect to use the new Web EFT application will be charged a fee based
on whether they choose to use the data download or form filing functionalities, or both. NASD is
proposing annual subscription fees of $1,800 per year for data downloading; $3,600.00 per year
for form filing; and $4,800.00 per year for data downloading and form filing. The proposed fees
would be effective upon full deployment of Web EFT, currently scheduled for March 24, 2003.”
The proposed fees are designed to recover the cost of developing and operating registration-
related batch filing and data downloads via Web EFT.

Web EFT will benefit NASD and member firms by diminating the costs and risks

associated with maintaining Legacy EFT, enhancing security, and increasing efficiencies through

6 NASD plans to deploy the Web EFT application in the first quarter of 2003, but it does not plan to retire

the Legacy EFT application until the third quarter of 2003. Thiswill give firmstimeto test and convert to Web
EFT.

! Details on how afirm can sign up for Web EFT, payment schedules, and additional information on Web

EFT are available on NASD's web site at http://www.nasdr.com/3400 eft.asp.




Page 13 of 14

the expanded batch filing and data download options that will be available. Further, the proposed
Web EFT application and accompanying infrastructure will give firms a more secure interface to
NASD systems, and it will enable firms that use the registration batch filing service to submit in
batches additional filing types not currently available through the legacy system.® For example,
the new application will enable firmsto batch file all forms for registered persons and al filings for
non-registered personnel who are required to be fingerprinted. Aswith Legacy EFT, firmswill
not be able to submit filings that include Disclosure Reporting Pages ("DRPS'). The new
application will also enable firms to download more reports than are currently available to firms
through Legacy EFT.

Web EFT should be especidly attractive to larger member firms that process high volumes
of filings (e.g., office of employment address changes for large numbers of registered individuals
when thereis a branch relocation), or that wish to download from Web CRD or IARD large
amounts of data on their registered persons (e.g., to obtain a download of exam results for
registered persons at the firm for a specified period) to populate their own internal systems. In
thisregard, large member firms that maintain such internal systems have expressed adesire for a
more robust EFT application to support registration transactions because of the efficiencies it will
provide them, including the dimination of duplicative data entry.

(b) Statutory Basis

NASD believes that the proposed rule change is consistent with the provisions of Section
15A(b)(5) of the Act, which requires, among other things, that NASD's rules provide for the
equitable allocation of reasonable dues, fees, and other charges among members and issuers and

other persons using any facility or system that NASD operates or controls. NASD believes that

8 Web EFT will add six additional filing types that were not availablein Legacy EFT.
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the proposed subscription charges are reasonable fees that fairly reflect the benefit to be gained by
members from using a secure Web-based EFT application to submit batch filingsin asingle
transaction or to download member firm data and processing results from Web CRD or IARD.

(B)  Sdf-Regulatory 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.

(C©  Sdf-Regulatory Organization's Statement on Comments on the Proposed Rule
Change Received from Members, Participants, or Others

Written comments were neither solicited nor received.

1. DATE OF EFFECTIVENESS OF THE PROPOSED RULE CHANGE AND TIMING
FOR COMMISSION ACTION

NASD has designated the proposed rule change as "establishing or changing a due, fee, or
other charge" under Section 19(b)(3)(A)(ii) of the Act® and Rule 19b-4(f)(2) thereunder,*® which
renders the proposal effective upon receipt of thisfiling by the Commission. The fee becomes
operative on March 24, 2003.

At any time within 60 days of thisfiling, the Commission may summarily abrogate this
proposal if it appears to the Commission that such action is necessary or appropriate in the public
interest, for the protection of investors, or otherwise in furtherance of the purposes of the Act.

V. SOLICITATION OF COMMENTS

Interested persons are invited to submit written data, views, and arguments concerning the

foregoing. Persons making written submissions should file six copies thereof with the Secretary,

o 15 U.S.C. § 785(b)(3)(A)(ii).

10 17 CFR § 240.19b-4()(2).
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Securities and Exchange Commission, 450 Fifth Street, N.W., Washington, D.C. 20549. Copies
of the submission, all subsequent amendments, all written statements with respect to the proposed
rule change that are filed with the Commission, and all written communications relating to the
proposed rule change between the Commission and any person, other than those that may be
withheld from the public in accordance with the provisions of 5 U.S.C. 552, will be available for
inspection and copying in the Commission's Public Reference Room. Copies of such filing will
also be available for ingpection and copying at the principal office of NASD. All submissions
should refer to the file number in the caption above and should be submitted by [insert date 21
days from the date of publication].

For the Commission, by the Divison of Market Regulation, pursuant to delegated

authority, 17 CFR 200.30-3(a)(12).

Margaret H. McFarland
Deputy Secretary



