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11, Section 1 of the Rules of Fair
Practice for a member or a person
associated with a member to violate the
following provisions:

1. Member Firm Obligation Regarding
Investors’ Directions on Order
Handling

NAqcess will provide individual
investors with significant opportunities
to achieve limit order protection and
price improvement. The NASD
recognizes that member firms operating
as market makers also operate trading
systems which offer significant
protection and execution opportunities
for customer limit orders. Accordingly,
nothing herein is intended to limit a
member’s ability to recommend use of
its own or another member firm’s
proprietary system for handling limit
and market orders where equivalent
protection is afforded. In light of the
significant benefits offered to customers
by the NAqcess system, however,
members must abide by the directions of
its customers who request that the firm
enter their orders in NAgcess.

Further, nothing in this Interpretation
requires a member firm to accept any or
all customer limit orders. Member firms
accepting limit orders that are placed in
NAgcess or otherwise may charge fair
and reasonable commissions,
commission equivalents, or service
charges for such handling, provided that
such commissions, commission
equivalents, or service charges do not
violate Article Ill, Section 4 of the Rules
of Fair Practice. In no event, however,
shall a member impose any fee or charge
that effectively operates as a
disincentive to the entry of orders in the
nationwide facility and thereby
interferes with the investor’s ability to
choose order handling alternatives.

2. Equivalent Protection for Orders
Held Outside of NAqcess

As a further adjunct to a member
firm’s best execution obligations, the
NASD Board of Governors has
interpreted Article 11, Section 1 of the
Rules of Fair Practice to require member
firms that do not enter customer limit
orders into NAqcess, but hold such
protectible orders in their own
proprietary system, to provide such
orders with price protection at least
equivalent in substance to that which
the order would have received had the
order been entered into NAqcess. For
the purposes of this Interpretation, a
“protectible limit order” shall mean a
limit order that meets the maximum
limit-order size criteria as set forth in
the Rules of Operation and Procedure
for NAgcess at Section I.S. For the

purposes of this Interpretation,
equivalent price protection shall mean:

A. Print Protection

If a transaction in a Nasdaq security
is reported via the Automated
Confirmation Transaction Service
(“ACT™) at a price inferior to the price
of customer limit order(s) that the firm
is holding (i.e., if the reported price is
a price lower than a buy limit order or
higher than a sell limit order being held
by the firm), the firm holding the limit
order(s) is required on a
contemporaneous basis to execute the
limit order(s) at the limit price(s) up to
the size of the reported transaction.

B. Matching Limit Orders

If the firm holds a customer buy (sell)
limit order in its proprietary limit order
file and that limit order matches a sell
(buy) limit order in NAqcess, the firm
holding the limit order must either
provide its customer with an immediate
execution at the limit order price or
must immediately direct the order to
NAgcess. A limit order held by a firm
would match a limit order in NAqcess
when the limit order in NAqcess is at
the same price or is priced lower than
the firm’s customer’s limit order to buy
or higher than the firm’s customer limit
order to sell (“offsetting limit orders™).

C. Matching Limit Order Interaction
Within A Firm’s File

If the firm holds two or more
offsetting customer limit orders within
its own proprietary file, the firm must
execute the offsetting limit orders.

D. Interaction Between Limit and Market
Orders Held Within A Firm’s File

While holding a customer limit order
that is priced equal to or better than the
best bid or offer in the security
disseminated in Nasdaq, if a firm
accepts customer market orders for
automated execution against the best
bid or offer in the security disseminated
in Nasdag, the firm, pursuant to its
obligation set forth in the Interpretation
to the Rules of Fair Practice, Article Ill,
Section 1, (the so-called “Manning
Interpretation’’), must first permit the
market orders to execute against any
applicable limit orders it holds before
the firm may execute the market orders
for its own account.

E. Examples of Equivalent Protection

The NASD Board of Governors has
provided the following examples to
further explain a member firm’s
equivalent protection obligation for
orders held outside of NAgcess:

Print Protection The best dealer bid
and offer in Nasdaq (‘“‘the inside price”)

is 20 bid—20%4 offer. Firm ABCD holds
a customer limit order of 1,000 shares to
buy at 20¥s in its own proprietary file.
Firm MNOP reports a transaction in the
subject security via ACT, disseminating
a price of 20%16 for 500 shares.
Contemporaneous with the
dissemination of the trade report, firm
ABCD is required to provide an
execution of its customer limit order for
at least 500 shares at 20%s.

Matching Limit Orders The inside
price is 20 bid-20%4 offer. NAqcess is
displaying a 1,000 share customer limit
order to buy at 20%s for customer X.
Firm ABCD thereafter receives from
customer Y a 1,000 share limit order to
sell at 20¥s that the firm ABCD retains
for handling outside of NAgcess. Upon
receipt of the limit order, firm ABCD
must execute customer Y’s limit order
for 1,000 shares at 20Vs.

Matching Limit Order Interaction
Within A Firm’s File. The inside price
is the same as above. Firm ABCD holds
a customer limit order to buy 1,000
shares at 20%s. Firm ABCD thereafter
receives a customer limit order to sell
1,000 shares at 20%s. Firm ABCD must
match the orders and execute the trade.

Interaction Between Limit and Market
Orders Held Within A Firm’s File. The
inside price is the same as above. Firm
ABCD holds a customer limit order to
buy 1,000 shares at 20¥s. Firm ABCD
thereafter receives a customer market
order to sell 1,000 shares. Firm ABCD
must match the two orders and execute
the trade at 20%s. Similarly, if the limit
order to buy were priced at 20, the firm
would have to execute the market order
against the limit order at 20.

Price Protection for NAgcess Limit
Orders, Rules of Fair Practice, Article
111, Section [XX]

No member firm shall execute an
order as principal or as agent at a price
inferior to any limit order(s) viewable in
NAgqcess to the member firm, provided
however, that a member firm executing
a transaction that is larger than the limit
order(s) viewable in NAgcess at an
inferior price must contemporaneously
satisfy the limit order(s) viewable in
NAgcess. An “inferior price” means an
execution price that is lower than a buy
limit order or higher than a sell limit
order that is viewable in NAgcess. The
term “limit orders viewable in
NAgcess” shall mean those orders that
the member firm is able to view either
as consolidated in the Nasdaq inside
market or as reflected in the Full Limit
Order File Display as the firm is



