On September 27, 2004, the Securities and Exchange
Commission (SEC) approved amendments to NASD
Rule 1120 (Continuing Education Requirements) to elimi-
nate all current exemptions (GRANDFATHERING) from
the continuing education Regulatory Element require-
ments. In October 2004, NASD stated in Notice to Mem-
bers 04-78 that the amendments would become effective
on the later of: (1) April 4, 2005; or (2) 30 days following
the implementation of the necessary related changes to
Web CRD®. Pursuant to this Notice, NASD is announcing
that the amendments' effective date is April 4, 2005.

(THIS MEANS THAT NO ONE IS GRANDFATHERED
FROM NASD CE REGULATORY ELEMENT EFFEC-
TIVE APRIL 4, 2005.)
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REMINDERS!! BDC NEWS
: On March 14th Karen Hagan, Laura Crosby-
= Aprll 41 2005 - DEADLINE fOf Reseur(h Brown, and Sarah Goodwin attended the NASD
A I Series 86/87 Small Firms Conference in Atlanta where Broker
na ySis to pass series / Dealer Compliance had an exhibit booth.
. X Highlights and notes from the conference are at-
e (lients with December 31 year—end for tached to the Newsletter for sessions that Laura
attended.
whom BDC provides accounting or FINOP
services need to submit a copy of their an-
nual audit to our office so that the FOCUS UPCOMING ITEMS
report can be amended to match the audit In the next BDC Newsletter, we are planning
to add a section devoted to Investment Advi-
and any audit udius’[men’[s can be entered. sors. Our Director of Investment Advisor Com-
: : pliance Services, Scott Moulton, will be pro-
This needs to be completed prior to the viding a section that keeps IA’s updated on
. current regulatory issues.
March quarterly FOCUS filing.
-
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Continuing Education REMINDER

Questions concerning this Notice may be directed to Ann
M. Griffith, Associate Vice President and Director, NASD
Testing and Continuing Education Department, at (240)
386-5051; or Joe McDonald, Associate Director, NASD
Testing and Continuing Education Department, at (240)
386-5065.

The Regulatory Element requires all registered individuals
complete a computer-based training program within 120
days of their second anniversary of their registration ap-
proval date and every three years thereafter.

If you have any further questions, please refer to the Notice
to Members 04-78 http://www.nasd.com/web/groups/
rules regs/documents/notice to members/

nasdw_ 011892.pdf
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ANTI-MONEY LAUNDERING (AML)

On 2/10/05, the SEC extended the no action
relief granted previously regarding the abil-
ity of B/D’s to rely on IA’s to perform cus-
tomer identification procedures.

FINCEN has completed the new system where
firms should be reviewing requests via the
internet. An e-mail should be received by
your firm about every two weeks directing
you to the website for review. Firms should
mark this e-mail with a flag indicating that
they have checked the list and then store the
e-mail in a dedicated folder. This way the e-
mail will serve as the log indicating the firm
has complied with the request. We assume

the NASD has a tracking mechanism to
ensure firms are logging into and complet-
ing the review of these requests as well.

For large firms, the link provided below is
for a service provider that compares client
lists to many lists such as OFAC to deter-
mine matches and also provides a rating.
This rating indicates how strong a match is
(i.e., the name and address match but not
the SSN). Then the firm professional can
do follow-up work to rule out or confirm a
match. For B/D’s with large customer bases
this could be beneficial.

www.bridgerinsight.choicepoint.com
default.htm

NOTICE TO MEMBERS (NTM’s)

NTM 05-20 — Effective 4/4,/05 ALL current exemp-
tions from the CE Regulatory Element requirement
have been eliminated. Individuals previously ex-
empt will be phased into the requirement over the

next 3 years. For more information see NTM 04-
78.

NTM 05-19 — Effective 4/29/05 the Series 11
(Assistant Rep — Order Processing) and Series 55
(Limited Rep — Equity Trader) exams have been
revised. The changes are reflected in study outlines
which will be available at www.nasd.com.

NTM 05-18 = Section 1031 tax-deferred ex-
changes of real property for certain tenants-in-
common (TIC) interest in real property offerings is
addressed. Members are reminded that when of-
fering TIC interests that are securities to customers,
members and associated persons must comply with
all NASD rules including: suitability, due diligence,
splitting commissions with unregistered individuals or
firms; supervision and recordkeeping. Additionally,
members relying on private offering exemptions
from the registration requirements must ensure the
manner of offering TIC interest complies will all
applicable requirements including the prohibition on
general solicitation.

NTM 05-17 — Effective 3/15/05, new sanction
guidelines were approved. The new guidelines
recommend sanctions for violations of Rules 2211
(Institutional Sales Material), 2212 (Telemarketing)
and 2711 (Research Analysts and Research Re-
ports).

Regarding Rule 2211 — The new sanction guidelines
for violations are divided into 2 categories: (1)
failure to establish and maintain written compliance
procedures and (2) failure to comply with the re-
cordkeeping requirements. The current guideline for
violations related to communications with the public
also now applies to violations of the content stan-
dards on Rule 2211.

Regarding Rule 2212 — The new sanction guidelines
are again divided into 2 categories: (1) failure to
comply with time of day restrictions on do not call lists
and (2) failure to establish and maintain procedures
to comply with the do not call and time-of-day re-
quirements.

Regarding Rule 2711 — One guideline recommends
sanctions for violations regarding the limitations on
the relationships between the research departments
and investment banking departments, the relationship
between research analysts and subject companies,
and how the analysts are compensated. The second
guideline addresses violations in two categories (1)
this category provides guidelines for sanctions for
failing to comply with restrictions on personal trading
(2) this category provides guidelines for sanctions for
failing to comply with restrictions on publishing re-
ports, public appearances, and disclosure require-
ments.

NTM 05-16 = The District Committee for District 10
election results are provided. Members serve until
January, 2008.

NTM 05-15 — The District Committee for District 1
election results are provided. Members serve until
January, 2008.

NTM 05-14 — Rule 1050 has been amended to pro-
vide an exemption from the analysis portion of the
Series 86 exam for certain analysts who prepare
only “technical research reports” and have passed
Levels 1T and 11 of the Chartered Market Technician
(CMT) exam. This NTM provides a process analysts
must complete by 4/4/05 to receive this exemption.

NTM 05-13 = April 4, 2005 is the expiration date to
meet the Series 86/87 requirement. Any research
analyst who fails to pass (or receive an exemption)
for the exams will have their registration as a re-
search analyst terminated.
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NASD & SEC
PROPOSALS

SEC requests com-
ments on a pro-
posal to provide
members additional
guidance on mark-

ups and  mark-
downs in debt secu-
rities transactions,
including guidance
on the identifica-
tion of prevailing
market price and
use and identifica-
tion of “similar se-
curities”. Comment
period expires
4/5/05.

WEB CRD

The NASD imple-
mented the first soft-
ware release of 2005
enhancing CRD and
IARD. Enhancements
included additional e-
mail notifications and
a new tracking pro-
gram and Disclosure
Inquiry Letter Track-
ing. If you currently
receive e-mail notifi-
cations, to receive the
new enhanced e-mails
you need to go into
CRD under Firm Notifi-
cation and check off
the new fields under
your contact name.
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MEETINGS &
SEMINARS

e The 2005 NASD Spring Securities Conference is May 24-26 in Chi-
cago. John Brennan, Chairman and CEO of the Vanguard Group will deliver
the keynote address. 15 workshops and a 2 day pre-conference will be of-
fered. Registration is now available. NASD Member Benefits has special
discounts on airfare, sedan services, and rental cars for attendees. See mem-
berbenefits@nasd.com

e NASD Small Firm Conferences
The series schedule is: 3/29 in New York, 9/23 in Chicago
see http://www.nasd.com/conferences/smallfirm04.asp

e NASD Ethics Conference 6/21/05 in NYC — This is the first ethics con-
ference where industry practitioners and regulators will discuss ethical issues
in an interactive, case-based session.

¢ Fixed Income Conference 3/30/05 in NYC

¢ NASD Compliance and Technology Conference — April 27 Ft.
Lauderdale FL Sessions include case studies on electronic media and mutual
funds, a discussion of on-line fraud and data security, overview of supervi-
sory controls and technological impacts as well as a round table and solutions
forum.

e For District events see http://www.nasdr.com /2660 districts.asp

e NASD Education and Training seminars listing found at
http: /www.nasd-institute.com/seminars.asp

NASD Seminars offered:

e Fundamentals of Brokerage Operations 4/6/05 NY

e Operational Risk Management 4/11-12 NY

e Introduction to Branch Management: Supervision as Front Line 4/14 Los
Angeles, CA
Risk Compliance and Controls 4/15 NY
Regulatory Inquiries and Conducting Internal Investigations 5/12-13 NY



