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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 Deders, Inc. (“NASD” or “Associaion”), through its
wholly owned subsidiary, NASD Regulation, Inc. (“NASD Regulation”), isfiling with the Securities and
Exchange Commission (*SEC” or “Commission”) a proposed rule change to amend NASD Uniform
Practice Code Rules 11870(c) and 11870(d) to expedite the transfer of customer accounts that contain
proprietary or third party products (e.g., mutud funds or money market funds) that the receiving
member cannot receive or carry.

Below isthetext of the proposed rule change. Proposed new language is underlined; proposed
deletions are in brackets.

UNIFORM PRACTICE CODE
11870. Customer Account Transfer Contracts
(@ and (b) No change
() Trandfer Ingructions

(1) Account transfers accomplished pursuant to this Rule are subject to the following
conditions, which the cusomer must be informed of, affirm, or authorize through their incluson in the
transfer ingtruction form required to be completed and signed to initiate the account trandfer:

(A) No change.
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(B) The customer will be contacted in writing by the carrying member, and/or by the

receiving member, with respect to the disposition of any assets in the account thet are

nontransferable,

(C) and (D) No change.

(E) The carrying member and the receiving member must promptly resolve and reverse
any nontrandferable assets [which] that were not properly identified during vdidetion. In dl
cases, each member shdl promptly update [their] its records and bookkeeping systems and
notify the customer of the action taken.

(2) A proprietary product of the carrying member shall be deemed nontransferable unless the

recelving member has agreed to accept transfer of the product. Upon receipt of the asset validation

report, the recaiving member shal designate any assets that are a product of athird party (e.g., mutua

fund/money market fund) with which the recaiving member does not maintain the reaionship or

arrangement necessary to receive/carry the asset for the cusomer's account. The carrying member,

upon receipt of such designation, may treat such designated assats as nontransferable and refrain from

trandferring the designated asseis.

[(2)] (3) If an account includes any nontransferable assets that are proprietary products of the

carrying member, the carrying member must provide the customer with alist of the specific assets and

request, in writing and prior to or at the time of vaidation of the transfer ingtruction, further ingtructions
from the customer with respect to the digposition of such assets. In particular, such request [,] should
provide, where gpplicable, the customer with the following dternative methods of disposition for

nontransferable asts,
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(A) through (C) No change.

(4) If an account to be transferred includes any nontransferable assets that the receiving

member has designated as assets that are aproduct of athird party (e.qg., mutua fund/money

market fund) with which the recaiving member does not maintain the rdaionship or arrangement

necessary to recaive/carry the asset for the customer's account, the receiving member must

provide the cusomer with aligt of the specific assets and request, in writing and prior to the time

it makes such designation, further ingructions from the customer with respect to the dispostion

of such assats. In particular, such request should, where applicable, provide the customer with

the following aternative methods of disposition for nontransferable assets:

(A) Liquidation, with a specific indication of any redemption or other

liquidation-related fees that may result from such liguidation and that those fees may be

deducted from the money ba ance due the cusomer.

(B) Retention by the carrying member for the customer's benefit.

(C) Shipment, physicdly and directly, in the customer's name to the customer.

(D) Trander to the third party that is the origina source of the product, for

credit to an account opened by the customer with that third party.

[(3)] (5) If the customer has authorized liquidation or transfer of [such] assets deemed

to be nontrangferable, the carrying member must distribute{d] the resulting money baance to the

customer or initiate the transfer within five (5) business days following receipt of the customer's

disposition ingructions.
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[(4)] (6) With respect to transfers of retirement plan securities accounts, the customer
authorizes the custodian/trustee for the account:

(A) and (B) No change.

(d) Validation of Transfer Instructions

(1) and (2) No change.
(3) A carying member may take exception to atrandfer ingruction only if:
(A) and (B) No change.
(©) the account number isinvaid (account number is not on carrying member's books);

however, if the carrying member has changed the account number for purposss of interndly

reassigning the account to another broker or account executive, it is the reponghility of the

carrying firm to track the changed account number, and such reassigned account number shal

not be consdered invalid for purposes of fulfilling atransfer indruction.

(D) through (L) No change.

(4) through (8) No change.

(e) through (n) No Change

*k*

(b) Not applicable.
(© Not applicable.

Procedures of the Salf-Requlatory Organization

@ The proposed rule change was approved by the Board of Directors of NASD

Regulation at its meeting on April 25, 2001, which authorized the filing of the rule change with the SEC.
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The Nasdag Stock Market, Inc. and NASD Dispute Resolution, Inc. 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 the NASD to its Subsidiaries. The NASD Board of Governors had an
opportunity to review the proposed rule change at its meeting on April 26, 2001. No other action by
the NASD is necessary for thefiling of the proposed rule change. Section 1(a)(ii) of Article VI of the
NASD By-Laws permits the NASD Board of Governors to adopt amendmentsto NASD Rules
without recourse to the membership for gpproval.

The NASD will announce the effective date of the proposed rule change in aNotice to
Membersto be published no later than 60 days following Commission gpprovd. The effective date will
be gpproximately 30 days following publication of the Notice to Members announcing Commisson
approval.

(b) Questions regarding this rule filing may be directed to Shirley H. Weiss, Associate
Generd Counsd, NASD Regulation, Office of Generd Counsd, at (202) 728-8844.

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 changeis to conform Uniform Practice Code Rule 11870 to
recent modifications to the Automated Account Transfer Service ("ACATS"), which is administered by
the Nationa Securities Clearing Corporation ("NSCC"). Recent ACATS modifications offer the
capability to facilitate the transfer of accounts containing third party and/or proprietary products. The
proposed changes to Rules 11870(c) and 11870(d) would correspond to those modifications and

would give member firms the ability to expedite the transfer of such accounts. The proposed rule
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change dso conforms to a recent amendment to the Interpretation of New Y ork Stock Exchange
("NYSE") Rule 412

Under current Rules 11870(c) and 11870(d), when a customer whose securities account(s) is
carried by amember (the "carrying member") wishes to transfer the entire account(s) to another
member (the "receiving member"), the customer submits asigned broker-to-broker transfer ingtruction
to the recelving member. The receiving member immediately submits the ingtruction to the carrying
member, and the carrying member has three business days ether to vaidate and return the transfer
ingtruction to the receiving member (with an attachment reflecting dl postions and money badances as
shown on its books) or to take exception to the ingtruction. Prior to or at the time of vaidation of the
trandfer ingruction, the carrying member must notify the customer in writing with respect to the
disposition of any assetsin the account that it identifies as nontransferable, including any asset that isa
proprietary product of the carrying member, and request ingtructions from the customer with respect to
the dispogition of such assets. The customer may ask the carrying member to liquidate the ass,
continue to retain the asset, or transfer the asset in the customer's name to the customer.

The account(s), however, dso may contain asset(s) that have not been identified by the carrying
member as nontransferable because they are the product of athird party (e.g., mutud fund/money
market fund) with which the recaiving member does not maintain the relationship or arrangement
necessary to receive/carry the asset(s). Notwithstanding the presence of such assets in the account, the
carrying member currently must include such asset(s) in the trandfer of the account(s), which must be

completed within three business days following the vaidation of atransfer indruction. If the receiving

L See SEC Release No. 34-44596 (July 26, 2001), 66 F.R. 40306 (Aug. 2, 2001).
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member is unable to recelve/carry an asset that is a product of athird party, the receiving member must
send the asset back to the carrying member.

The carrying member must complete the transfer of the account(s) to the receiving member
within three business days following the validation of atransfer ingruction. The recelving member and
the carrying member must immediately establish fail-to-receive and fail-to-deliver contracts at then-
current market values upon their respective books againgt the long/short positions in the customer's
account(s) that have not been physicdly ddivered/received, and the recaiving/carrying member must
debit/credit the related money amount. These fals require substantia processing time for both the
carrying and receiving members and require carrying members to credit the receiving firm funds
equivaent to the vaue of the assetsthey are unable to deliver. The proposed rule change will reduce
customer confusion in that customerswill no longer receive multiple account statements from the
carrying and receiving firms as they transfer and then reverse transactions.

The proposed rule change would alow the receiving member to review the asset validation
report, designate those proprietary and/or third party assetsit is unable to receive/carry, provide the
customer with aligt of those assets, and request ingtructions from the customer regarding their
dispostion. The customer may ingtruct the receiving member to liquidate the asset, continue to retain
the asset, transfer the asset in the customer's name to the customer, or transfer the asset to the third
party that isthe origind source of the product, but the transfer of the other assets in the account would
occur Smultaneoudy with the receiving member's designation of nontransferable assets. The proposed

rule change should eliminate the present need for reveraing the transfer of third party and/or proprietary
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products, thereby reducing delay, and aso reduce the cost of customer transfersincurred by members
under the current system.

Current Rule 11870(d)(3)(C) provides that a member may take exception to atransfer
ingtruction if the account number isinvaid (account number is not on the carrying member's books).
The proposed rule change to Rule 11870(d)(3)(C) will make clear that the carrying member is
responsible for tracking account number changes; therefore, an account number that has been changed
due to interna reassignment of an account to another broker or account executive with the carrying
member will not be consdered invdid for purposes of taking exception to atransfer ingtruction.

(b) Statutory Badis

NASD Regulation believes that the proposed rule change is cons stent 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 generd, to protect investors and the public interest. NASD Regulation
believes that the proposed rule change is designed to accomplish these ends by making the transfer of
customer accounts faster and more efficient, reducing cusomer confusion, and facilitating the transfer of
third- party and proprietary products. The proposed rule change will dso conform NASD
requirements to current NSCC requirements and to recent amendments to the Interpretation of NY SE
Rule 412.

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

NASD Regulation does not believe that the proposed rule change will result in any burden on

competition that is not necessary or gppropriate in furtherance of the purposes of the Act, as amended.
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5. SAf-Regulatory Organization's Statement on Comments on the Proposed Rule Change
Recaived from Membaers, Participants, or Others

Written comments were neither solicited nor received.?

6. Extenson of Time Period for Commission Action

NASD Regulation 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.

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

NASD Regulation requests the Commission to find good cause pursuant to Section 19(b)(2) for

approving the proposed rule change prior to the 30th day after its publication in the Federal Regider.
NASD Regulation believes that the proposed rule change, which is intended to conform NASD Rules
11870(c) and 11870(d) to current NSCC requirements and to recent amendments to the Interpretation
of NYSE Rule 412, will make the transfer of customer accounts faster and more efficient, reduce
customer confusion, and facilitate the trandfer of third-party and proprietary products, therefore, NASD
Regulation requests the Commission to accelerate the effectiveness of the proposed rule change prior to

the 30th day after its publication in the Federd Regider.

8. Proposed Rule Change Based on Rules of Another Sdf-Regulatory Organization or of the
Commisson

The proposed rule change is intended to conform NASD Rules 11870(c) and 11870(d) to the

Interpretation of NY SE Rule 412. NASD Regulation believesthat it isimportant that Rules 11870(c)

2 This proposed rule change was not published for comment by the NASD through its Notice to Members

process.
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and 11870(d) conform to NSCC’ s current requirements and NY SE's requirements to avoid imposing
confusing or incong stent requirements on the securities indudtry.
0. Exhibits

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

Pursuant to the requirements of the Securities Exchange Act of 1934, NASD Regulation has
duly caused thisfiling to be Sgned on its behdf by the undersigned thereunto duly authorized.
NASD REGULATION, INC.

BY:

Patrice M. Gliniecki
Vice Presdent and Deputy Generd Counsel

Date: August 16, 2001
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EXHIBIT 1
SECURITIES AND EXCHANGE COMMISSION

(Release No. 34- ; File No. SR-NASD-00-68)

Sdf-Regulatory Organizations, Notice of Filing and Immediate Effectiveness of Proposed Rule Change
by Nationa Association of Securities Deders, Inc. Relating to the Amendment of Rule 11870(e) to
Require Carrying Members to Transfer Customer Account(s) to the Receiving Member Within Three
Days After Vdidation of a Trandfer Ingtruction

Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (“Act”),* noticeis hereby
given that on August , 2001, the Nationad Association of Securities Dedlers, Inc. (‘NASD”),
through its wholly owned subsidiary, NASD Regulation, Inc. (“NASD Regulation”) filed with the
Securities and Exchange Commission (“SEC” or “Commission”) the proposed rule change as described
inltemsl, 11, and 11 below, which Items have been prepared by NASD Regulation. 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 Regulation is proposing to amend NASD Uniform Practice Code Rules 11870(c) and
11870(d) to expedite the transfer of customer accounts that contain proprietary or third party products
(e.g., mutua funds or money market funds) that the receiving member cannot receive or carry.

Below isthetext of the proposed rule change. Proposed new language is underlined; proposed

deletions arein brackets.

! 15U.S.C. 785(b)(1).
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UNIFORM PRACTICE CODE
11870. Customer Account Transfer Contracts
(@ and (b) No change
() Trandfer Ingructions
(1) Account transfers accomplished pursuant to this Rule are subject to the following

conditions, which the customer must be informed of , affirm, or authorize through their incluson in the
transfer ingruction form required to be completed and signed to initiate the account trandfer:

(A) No change.

(B) The customer will be contacted in writing by the carrying member, and/or by the

receiving member, with respect to the disposition of any assets in the account thet are

nontransferable.

(C) and (D) No change.

(E) The carrying member and the receiving member must promptly resolve and reverse
any nontransferable assets [which] that were not properly identified during vdidetion. In dl
cases, each member shdl promptly update [their] its records and bookkeeping systems and
notify the customer of the action taken.

(2) A proprietary product of the carrying member shall be deemed nontransferable unless the

recelving member has agreed to accept transfer of the product. Upon receipt of the asset validation

report, the recaiving member shal designate any assets that are a product of athird party (e.g., mutua

fund/money market fund) with which the recaiving member does not maintain the reaionship or
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arrangement necessary to recelve/carry the assat for the customer's account. The carrying member,

upon receipt of such designation, may treat such designated assats as nontransferable and refrain from

trangferring the designated asseis.

[(2)] (3) If an account includes any nontransferable assats that are proprietary products of the

carrying member, the carrying member must provide the customer with alig of the specific assets and

request, in writing and prior to or at the time of vaidation of the transfer ingtruction, further ingtructions
from the customer with respect to the disposition of such assets. In particular, such request[,] should
provide, where gpplicable, the customer with the following dternative methods of disposition for
nontransferable assets:

(A) through (C) No change.

(4) If an account to be trandferred includes any nontransferable assets that the receiving

member has designated as assets that are a product of athird party (e.q., mutua fund/money

market fund) with which the recaiving member does not maintain the re ationship or arrangement

necessary to recaive/carry the asset for the customer's account, the receiving member must

provide the cusomer with aligt of the specific assets and request, in writing and prior to the time

it makes such designation, further ingructions from the cusomer with respect to the dispodtion

of such assets. In particular, such request should, where applicable, provide the cusomer with

the following aternative methods of disposition for nontransferable assts:

(A) Liquidation, with a specific indication of any redemption or other liquidation-

related fees that may result from such liquidation and that those fees may be

deducted from the money ba ance due the cusomer.
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(B) Retention by the carrying member for the customer's benefit.

(C) Shipment, physicaly and directly, in the customer's name to the customer.

(D) Transfer to the third party thet is the origina source of the product, for credit

to an account opened by the customer with that third party.

[(3)] (5) If the customer has authorized liquidation or transfer of [such] assets deemed

to be nontrangferable, the carrying member must distribute{d] the resulting money balance to the

customer or initiate the transfer within five (5) business days following receipt of the customer's
disposition ingructions.
[(4)] (6) With respect to transfers of retirement plan securities accounts, the customer
authorizes the custodian/trustee for the account:
(A) and (B) No change.
(d) Validation of Transfer Instructions
(1) and (2) No change.
(3) A carying member may take exception to atrandfer ingruction only if:
(A) and (B) No change.
(©) the account number isinvaid (account number is not on carrying member's books);

however, if the carrying member has changed the account number for purposss of interndly

reassigning the account to another broker or account executive, it is the responghility of the

carrying firm to track the changed account number, and such reassigned account number shal

not be conddered invalid for purposes of fulfilling atransfer ingruction.

(D) through (L) No change.
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(4) through (8) No change.
(e) through (n) No Change

*k*

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

Initsfiling with the Commisson, NASD Regulation included statements concerning the purpose
of and basis for the proposed rule change and discussed any comments it received on the proposed rule
change. Thetext of these Satements may be examined at the places specified in Item 1V below.

NASD Regulation has prepared summaries, set forth in Sections (A), (B), and (C) below, of the most
sgnificant aspects of such satements.

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

(1) Purpose

The purpose of the proposed rule change is to conform Uniform Practice Code Rule 11870 to
recent modifications to the Automated Account Transfer Service ("ACATS'), which isadministered by
the National Securities Clearing Corporation ("NSCC"). Recent ACATS modifications offer the
capability to facilitate the transfer of accounts containing third party and/or proprietary products. The
proposed changes to Rules 11870(c) and 11870(d) would correspond to those modifications and
would give member firms the ability to expedite the transfer of such accounts. The proposed rule
change dso corforms to a recent amendment to the Interpretation of New Y ork Stock Exchange

("NYSE") Rule 4122

2 See SEC Release No. 34-44596 (July 26, 2001), 66 F.R. 40306 (Aug. 2, 2001).
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Under current Rules 11870(c) and 11870(d), when a customer whose securities account(s) is
carried by amember (the "carrying member") wishes to transfer the entire account(s) to another
member (the "receiving member"), the customer submits a sSigned broker-to-broker transfer instruction
to the recelving member. The receiving member immediately submits the ingtruction to the carrying
member, and the carrying member has three business days elther to vaidate and return the transfer
ingtruction to the receiving member (with an attachment reflecting dl postions and money badances as
shown on its books) or to take exception to the ingtruction. Prior to or at the time of vaidation of the
trandfer ingruction, the carrying member must notify the customer in writing with respect to the
disposition of any assetsin the account that it identifies as nontransferable, including any asset that isa
proprietary product of the carrying member, and request ingtructions from the customer with respect to
the dispogition of such assets. The customer may ask the carrying member to liquidate the ass,
continue to retain the asset, or transfer the asset in the customer's name to the customer.

The account(s), however, o may contain asset(s) that have not been identified by the carrying
member as nontransferable because they are the product of athird party (e.g., mutud fund/money
market fund) with which the receiving member does not maintain the relationship or arrangement
necessary to receive/carry the asset(s). Notwithstanding the presence of such assets in the account, the
carrying member currently must include such asset(s) in the trandfer of the account(s), which must be
completed within three business days following the validation of atransfer indruction. If the receiving
member is unable to recelve/carry an asset that is a product of athird party, the receiving member must

send the asset back to the carrying member.
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The carrying member must complete the transfer of the account(s) to the receiving member
within three business days following the vaidation of atransfer ingruction. The receiving member and
the carrying member must immediately establish fail-to-receive and fail-to-deliver contracts at then-
current market values upon their respective books againg the long/short positions in the customer's
account(s) that have not been physicdly ddivered/received, and the recaiving/carrying member must
debit/credit the related money amount. Thesefails require substantid processing time for both the
carrying and receiving members and require carrying members to credit the receiving firm funds
equivaent to the vaue of the assetsthey are unable to deliver. The proposed rule change will reduce
customer confusion in that customers will no longer receive multiple account statements from the
carrying and receiving firms as they transfer and then reverse transactions.

The proposed rule change would alow the receiving member to review the asset vaidation
report, designate those proprietary and/or third party assetsit is unable to receive/carry, provide the
customer with aligt of those assets, and request ingtructions from the customer regarding their
dispostion. The customer may ingtruct the receiving member to liquidate the asset, continue to retain
the asst, transfer the asset in the customer's name to the customer, or transfer the asset to the third
party that is the origind source of the product, but the transfer of the other assetsin the account would
occur smultaneoudy with the receiving member's designation of nontransferable assets. The proposed
rule change should diminate the present need for reversing the transfer of third party and/or proprietary
products, thereby reducing delay, and aso reduce the cost of customer transfersincurred by members

under the current system.
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Current Rule 11870(d)(3)(C) provides that a member may take exception to atransfer
ingruction if the account number isinvaid (account number is not on the carrying member's books).
The proposed rule change to Rule 11870(d)(3)(C) will make clear that the carrying member is
responsible for tracking account number changes; therefore, an account number that has been changed
due to interna reassignment of an account to another broker or account executive with the carrying
member will not be consdered invaid for purposes of taking exception to atransfer ingtruction.

(2) Statutory Basis

NASD Regulation believes that the proposed rule change is conggtent with the provisons 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 generd, to protect investors and the public interest. NASD Regulation
believes that the proposed rule change is designed to accomplish these ends by making the transfer of
customer accounts faster and more efficient, reducing customer confusion, and fadilitating the trandfer of
third-party and proprietary products. The proposed rule change will aso conform NASD requirements
to current NSCC requirements and recent amendments to the Interpretation of NY SE Rule 412.

(B) Sf-Regulatory Organization's Statement on Burden on Competition

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

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

Written comments were neither solicited nor received.
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1. DATE OF EFFECTIVENESS OF THE PROPOSED RULE CHANGE AND TIMING
FOR COMMISSION ACTION

NASD Regulation has requested that the Commission find good cause pursuant to Section
19(b)(2) for approving the proposed rule change prior to the 30th day after publication in the Federal
Regiger. The Commission finds that the proposed rule change is consistent with the requirements of the
Act and the rules and regulations thereunder applicable to the NASD and, in particular, the
requirements of Section 15A and the rules and regulations thereunder. The Commission finds good
cause for approving the proposed rule change prior to the 30th day after the date of publication of
natice of filing thereof in that accderated approva will benefit public customers by making the transfer
of customer accounts faster and more efficient, reducing customer confusion, and facilitating the trandfer
of third-party and proprietary products. Further, the proposed rule change isintended to conform
NASD Rules 11870(c) and 11870(d) to current NSCC requirements and to recent amendments to the
Interpretation of NY SE Rule 412.

IV.  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,
Securities and Exchange Commission, 450 Fifth Street, N.W., Washington, D.C. 20549. Copies of the
submission, al subsequent amendments, al written statements with respect to the proposed rule change
that are filed with the Commission, and al 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 provisons of 5 U.S.C. 552, will be available for ingpection and copying in the



Page 21 of 21

Commission's Public Reference Room. Copies of such filing will aso be available for ingpection and
copying a the principa office of the 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(3)(12).

Jonathan G. Katz
Secretary



