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< Abstract >

Improving the Effectiveness of Discipline
in Self-Regulatory Organizations :

The Implications from the U.S. NASD

The regulation of the securities markets and the securities
industry is generally by a government regulation authority or
self-regulation by securities dealers associations or the stock
exchanges. Generally speaking, the governmental regulation is
more powerful than the self-regulation in terms of credibility,
reliability, and legal enforcement. However, the regulation by
the self-regulatory organizations (SROs) has more advantages in
terms of expertise, speed, cost-benefits, and ethical standards than
the governmental regulation. For this reason, many countries
with advanced securities markets incorporate self-regulation into
their regulatory systems and maintain a cooperative relationship

between governmental regulation and self-regulation.

In Korea, the government has mostly been in charge of the
regulation of securities market and securities industry, because
SROs have not been given any opportunity to establish their
own due to the relatively short existence and the fairly simple

structure of the market, and the small number of participants in
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the market compared with non-Korean markets. As a result,
the advantages of self-regulation have not yet been properly
incorporated into the Korean regulatory system. Moreover, the
self-regulatory function of the Korea Securities Dealers’ Association
(KSDA) was changed significantly in the wake of the consolidation
of the securities markets in January 2005, which led to the transfer
of the KSDA’s self-regulatory authority over the KOSDAQ market
to the consolidated exchange, the Korea Exchange (KRX).

Even though the self-regulatory function of KSDA was
generally weak and its characteristics have recently been
modified due to the consolidation, is continually required to
play a key role in self-regulation for the Korean securities
markets together with KRX. Now, KSDA is confronted with
the tasks through which it need to establish its status as an
SRO in the securities industry and the over-the-counter (OTC)
market, and extend and promote its changes, in order to
improve the division of functions between governmental
regulation and self-regulation and respond aggressively to the

environmental changes in the Korean securities markets.

This report studies the U.S. case, where the National
Association of Securities Dealers, Inc. (NASD) is widely
considered the most efficient SRO in the world. The case of
NASD along with the U.S. Securities and Exchange Commission
(SEC) provides the following implications for KSDA, whose

weak performance in self-regulation comes mainly from a lack
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of understanding about the different authorities in governmental

regulation and self-regulation agencies.

First, the division of functions between governmental regulation
and self-requlation needs to be determined precisely. In the U.S,
the government regulatory authority and SROs maintain a
cooperative regulation system, and they have made the US.
securities markets the most trusted in the world. In Korea, by

contrast, the role of SROs is strictly limited.

Self-regulation can be justified on the grounds that the
market players are the experts, that a high degree of moral
business practices can be established, and that the regulatory
costs to the government would be reduced. In 1998, the
International Organization of Securities Commissions (IOSCO)
also recommended selective use of SROs. Therefore, the Korean
government regulatory authority might seek to regulate the
soundness of securities firms, while KSDA might focus on

regulating their business conduct.

Second, KSDA needs to be given a firm legal basis as an SRO.
According to the provisions on registration requirements for
SROs in the U.S. Securities Exchange Act (SEA) of 1934, NASD
was explicitly granted the legal status as an SRO. However,
KSDA has not had the potential to provide constructive
influence since the Korean SEA does not provide KSDA with a

foundation that is clear enough and expansive enough.

If the Korean SEA, serving as the basis for securities regulation,
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does not deliver to KSDA clear provisions on the authority,
responsibility, and duty for self-regulation, the role of KSDA
as an SRO would be limited. Therefore, the clear definition of
the authority and responsibility of KSDA as an SRO needs to
be established before KSDA is required to carry out a

significant role in self-regulation.

Third, the legal basis for disciplinary measures that KSDA is able
to take needs to be strengthened. The U.S. SEA of 1934 explicitly
stipulates the disciplinary measures that NASD may take when
its members or their affiliated persons violate any rule. NASD
explicitly lays out the activities subject to discipline and the
disciplinary measures in its by-laws and rules. In contrast,
Section 78 of the Enforcement Decree of the Korean SEA
stipulates vaguely that the Articles of Association of KSDA
contain “admission and expulsion of members, and any other

matters pertaining to discipline.”

In order for KSDA to function effectively as an SRO, the
basis of the disciplinary measures against the violation of
rules by members needs to be strengthened by incorporating
it into the Korean SEA as is the case in the U.S. This
would free KSDA from any criticism on the legal legitimacy

of its disciplinary measures in the future.

Fourth, an appropriate procedure for fair and objective disciplinary
measures against the SRO’s members needs to be established. The due

process not only guarantees the legitimacy of the disciplinary
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actions, but renders them more reliable and magnifies the
influence of the regulatory authority. Section 15A of the US.
SEA of 1934 (the Maloney Act of 1938) requires a national
securities association to comply with the due process when it
disciplines its members or their employees, and also stipulates
the key points of the procedures. Based on the U.S. SEA,
NASD, in its by-law and rules, stipulates the procedures for

discipline in great detail.

The disciplinary procedures in Korea reflect ignorance of the
importance of the procedures. The Korean SEA does not even
include a provision on what procedures to undertake for
disciplinary —action. This laxity is also mirrored in the
Enforcement Decree of the Korean SEA, which states vaguely
that the rule on disciplining KSDA’s members be included in
its articles of association. Moreover, the articles of association
of KSDA require incompletely deliberation and resolution on
the investigation and discipline for any violation by its

members or their employees.
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III. SECS} SROS 48 Bor

1. &

AA 7P BEAQA FUAA AAE &
=9 FAFA AA= F= SEC(Securities and Exchange Commission)
of o] o]FoA= FAFFA4 NYSE(New York Stock Exchange)
1} NASD(National Association of Securities Dealers, Inc.)oll &3l ©o]F
o= A& ATE A= UdstA Fxske FHE FAE Utk

n 5ol M A 718l SECT7E A - IFP A 02 AU F
AR g iAol SAAA LS F-eES Hol ok 5, SEC
T o

£ Bas| Aol FAAge FAYA

Hetal val HrhE = m

& 71 A 71 & (Self-Regulatory Organization)<
2 V= SEAE ARkl ek FAGFE
AAZE SEC7F At AI 7| 8oAA FE3 AdEES Sl

14) SAFAIRok = gt PAAEc] Fogth SECE tis < 3414
7]1#3 NYSEW AMEX, NASD$} 2 A-&1A 7|35 QOH T, ZA7Y
He ves 93y, SHBHELF Foste AE - WY A SATA

o QoA Z+zt %ga qes FYA 2ZAT FAFARR] THE
ANAAQ FAFA 7| B SEC . & 4 Uk

15) SECx= SdHAe] FAY9Y RIS olfFE FTAYAY] 52 A
oAU A& & doh B3 SAGA] A5 AG4A- W VES A
At Aslo] glon, =AAALe] A7) F B(EHE A8t TS ARG
T Ak SAYATE SEC A& fWteles Aol o5 Asda T
?ﬂ‘%‘jx} 22 Ao e AAY = Ao AANLE L SAFEI] F
Al SAAHHA et FAJAE FAstL AAY A gFE5 2R
g ol# gk AeatAl 78] A M= SECH BEEAFES & F 3
o, SECE °]& AAIEE Foll A&S A7bstAY, 4 &2 FHa3o
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O Ay SEANE R SEFAe 2 A bl tigh 12330 A=
NYSEY} NASD #& A&fA|7]®o] @335l o5 A&qA7|AES
SEC7} =3t ez SAFAAAZE AZHAY. o] 3 FFAA| 2]

< Eabo] NYSEY NASDE AH4l% #l® Aol a%sid] A%
# FAAANE 5S4 ol F3, SECE Agolu FULA
4449 FAZ AT HFHL ZoWAE Ko} BHL £&H<

AS & & Qo] £ Aok,

g AESFA 7o) A Al Y 2 g AFTAC)
Ao g ASEHAGFE Fst= AW oy 7] W, SEC=
A 71 3 AEFAE AHg Ao LA =

2 AsqtA 71 d& A52ss 223 o

ojstoll M= A&TtAl7|BH & H1Al7]
7F @450 = ml=el oA T Al
of @l d¥R7|Z Fr}

2. 15 SEAZANAMY A&TAY THAARA

v SAAGANAM ASTAZI RS FATA A A, SATAAA
o] 8% 3 FOoF HUIHI Urhie) 1934 FAAHH(the Securities
Exchange Act of 1934), 19381 Maloney Act(the Maloney Act of 1938),
19753 708 Sd A H(the Exchange Act Amendments of 1975) =
3l 93)e SEC= v=e) SUANGT SADA A AolM AETt

16) SEC(2004a) 3%
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A(NYSE)= 17920l AYEHATH.) FA] o5 FHAHEZE F(MN)
ZABAH o8] AEE Ao, 19343 ZFAAYYE A G E o
n Hagk 2109 FAAYHLTE d-E AU

229 19299 F2AF 0] B3z QlE), o5 FHAULANA o o]
d SATAE BLT 5 gloke Aol dFHEA, 19349 SHAAH
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18) 19293 ZA] NYSEQ] 3 UAL=E 1,37570A10 ©3lom, NYSE: o5 3 UAL
E Z 4099 39 L AL o]AF(President of the Exchange)¥} A|F-2
F ¥ (Treasurer of the Exchange)o.Z FAE {130l 2siA Aul=] ATt
T Y3l ddd9E3, AT, 394 Ro, B4 T SEAY
Ao Fol #g AAFeFS HBetAth ol Fated BAlAl oln FHA
Ao st AFul o] A&TfAl(industry regulation)7} o] F A3l S-S
Az ¢ ok T3 1817901+ NYSES A 84 #(Constitution)©] )& =
A3z, 182030 Kok AlH29 NYSEY] 474 ¥ (By-Laws)o] =] 5 ok
(Borrelli(2001), SEC(2004a) #%).
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industry regulation)7te] & T4 FAFEH g HHEg o F
Holzbal HF7Hd Aol
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. 1938'd Maloney Acte] #|3

T A, SECS o3& FHol FdAAY
8%k g okl A9 A] % (Over-The-Counter market : OTC market) ol
st 2t ASS ZAA2A =S 19343 FHAANH AH DA, A
et AETAle S5 FUAH L ALEHJAR, LA

B3t o] AN EEste BR7-deo] tatel= SECTE AA Al st
= d"H A :Lﬂiur del Aol gk SECo] 23 qtA17 SECAAI= Y
By BEg 4%l WAAHLS) ofd] SECE FoAFe] ¥ Y
HE2 7" SPAGAE AETATIBCE AYT F A=F AHst
Sk ol sl BANROE Ael2A g e At vel Baslt
+ SECY F4& 83ttt & 93+ 193790l Yol Maloney?]
Albel whe}, FeAGS B 3}’5‘}% A& A 713] SEC 52 #3 8
A ABAZE 1934d SHEAY R AP et HtS ﬂl%’s}fﬁ 1938

19) Walsh(2001) =
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o FANAYG FHE AVIE IAFAAFINY 5FS AU,
19341 FAA ]
registered national securities associations)ﬂ

= Tl AL AAA ol Gl SAEAIZ 77 X}%
‘I_'leﬂ7]_1 ol FAHAIL, oI5 ASTtAl7|Ho] AL FEH A 3
A S AgE FAE & A Bl we, FHFAL} AS A
o #¥= ZFA HAH2D

N

.

t}. SECS} SROS =02 3t ZAFAAAY Y

ol

SECE A&TAIAN 2" A&7A71BE0] Ao HANW=E xl% 1
T QERY g AEHoz HAste b ASTA 7o B2
ol tls) 2Abst2) PEEHE AHsE 5, SECS 8= X}gﬁ-zﬂg]

20) 1934 SHAHHA wet FFE A5V Y3 (national  securities
association) = NASD(AM15A% (a)&) o]eldl= NFA(A15AZ (k)3H7F U
oh 2y NFAE 1934d SdAHR A15x (b)F A1)l <At S4
AE 3 (security futures products)oll gt H2A-Hej2A TF5HE 29
25e AR T Algtd 2ARhS 7HA 2 ‘E}(SEC(2004a) #3). NASD
of A A3 FA I W& AN FE

21) O dW¥d RuXxe FATAE L2A FHFAANT 2AF= A
o USECS] ¥Sol@ HAE AL el P o Theel SEC AHAL

F-Zx(branch offices)e} 1o W2 FF 7|F9 T Ful, 1 & §le
BaFels) BAY, 220U ST AN hF AHA 7
Zola dAG WA Al Y FAE ok ¥Rl Bk ATHS. Rep.
No. 1455, 75th Cong., 3rd Sess. 1B.4.(1938) ).

2) 19504t BHE FALLANA APIA Dol BuseRe Fo) A% A
71l wel, SECE 1963'd 4€7H 8€7tA] S B AetA| 7] 89
3ol st SEEAKspecial study)E AAISHRAL, 71 23 5H 23}
< WAig £ “SAA o B3 SHEALR 1A (Special Study of the
Securities Markets)” & 2] AE3IATE o] R = 19600 A9
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+9d 2ARS A8t ol st ke AEEES ASHLE
A Aot} T2y SECH 93¢ o]yl H=dEo] A tAl 7|
et Ealolu dio=z QI3 Ao|fr|its, 7led 3 A&rAl7R
o] FEAE woA BEoh d&e AEA7t O]Toi?—-l T A=S A dst
= Ae HHoE 3 Aon. F AETtAlY AR Qe SHFANA
T BAECl EHH IAY, dHHow AsqAle FATA T
23 3 H5 @3 848 HFekaL, 939 SECE= SECO] =l
&

wet Bop 882 AS AL o] FAES e S BXEE grh
LAY, 21 B9t 93¢} SECE SRO Al4H|S nl#sla =A3ke] gk
ARt SRO9 ¥ o] SROE A AgstAY #HAT 22 g3l
th 23]8 AIH SR SRO Al&=Hle B&A0=E V|3t 18 3
oA - BAAIA 2 BAbegkvkar BrhE T A A g

v= ZAAFe] ARG AL A7 He] FES AA 3
ZQl HIAMEA, o] HIXE AZIE 1964l 1933 FH
ub ot o] BuAel #HSte SECE = =

olde] A&TtAl7|He oFZFHo= :io}c FA S, =P FAAE
o] YukA el AA QS Akt Ao B 19349 ZAAWY ARHS
Zﬂ%é}%‘i&b} o] Are FAPA L AHF o] R A w2y
2o tHSmythe(1984) 3H%).
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3. SEC¢} SROY 93 B=

ol FAFAS] 4L SECS SROZ FEHAW, A-&tA] 712
25 g TFHLE SECY AZUde] HEE, v SAFAA A
oM I FAFE SECam Rolw welo] ofytt SECE FdA<}
Gl il APHE] Tlee BT @Abete B LD RA,
qAA E ‘%’0] o] 9]¢ (commissioner) o2 TFAE ] glo
, SECY] HF ol5 el ofs) o]Fofxith. AN SECH]
5 9 A, B4 Tl B3 ¢4HA dF= 7] FA(division) 187)
(office)ol]l &&¥ 3,100 o] A dESo] It Urh29

ok ol
ol <

S

rr

g1

iy oo
o
rlo

o § et e %0
Y

i

olgtoll = FATAL] F
TA 7| dol e e 4d
TASE AEtAl el JEEHH Ve
HES) B2

23) AA= SECO] oleigh FHs At FFol diste] “FrEAte] tigk 7=
(Who monitors monitor?)” Ao &3+ 927} A|7]1=A] &= AL ofth
FFddolgoly BEFY ¥, "HIALE Y A B FU
TS T/E SECAAl #g 9] F8rsAol S AAste AlE Aok

24) SECY| FA4& 1rgstA AvEd, Eie 591 94" D.Co AAlsta
Nom, 117§8] A JAHF2Ax(regional and district offices)E T3l SITh. 47
F-A(division)~= 71958 5F4](Division of Corporate Finance), A]7fA]%-
] (Division of Market Regulation), F#}¥&]%-4(Division of Investment
Management), 35 A](Division of Enforcement)Z uFo]A|H, Aks}e]
Hop FAAQ] AR5 F98t= 1871 H(office)S 83t JThhttp://
www.sec.gov/about/ whatwedo.shtml. =)
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7}. SECS| A3} AT

1) SECY] AR A

AdH oz o] RoIAA L, Afo] M o}F UnkA 27
ool A 25 o] A Al FABAYTFS} BHst] SECTH 42
2 WAL YA 3 5

52 @k

25) & S0°] 1933d FdW A2x @F (15)5dA “Afed J= FAA
(accredited investor)”& Fold wf FAZHQ 8AS FHIS =S EA
StHA, SECOlA 71&S& S8 FrHEoz AT + e dAdS Adst
T 7% SECOlAl Aol FAZA] AL AS fAdsh= ot
whHol] 1934d @AY A14X (@)FolE SECTE AF FH o 9ute}
of A4YFES Afske AL fAelstr AT EA, ANkAEEY WES
SEC7} 713 Tl EEHoR Fsl=s AYste 4% SECIA LRt

Holm xBA FAARAE AAshe Aol

26) SEC9] 11A|(release)Y} no-action letter, staff legal bulletin 5% A<
s¥o] guiets AAHoRE 223 JuE Atk 1AE FAWI
SAAWRH ] FAZAJ] A B3I SEC] oyt siHs He Ao
no-action letter= £33 A9 HA st 71FolF FXA7}F A

WA o2 SECY| %’:4?‘5 39, SEC9] &g FA< o] As HAlE
dsin) o] AL FoH Atgo] AAZE wAEe AF, FEA HEAQ
ZAE FHSIA ¥EE(no-action) SECe| 1YE Aolgt= 171 E3H
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2) SECY AE&TA71H 2 A digk At
7hH 19753 SAAZYE NP9 99

SECE AH&7tAl7]de] tig Z=as e, A AH 458 +
Ae dAgE Bfstar e uh o)A
B AN D dHo] ok

F&dte vlel o] NYSEYW NASDE ARlo] #HE® Aoy Ak
39 2 1 A9 AFHALD st FAESS A doh 2™
ARE 1975 FUigk Ashy A=, 12 A=A17A 25l (National
Market System : NMS)9] 7§, & Zdd Ao &3 #dd Aol
Atk AFEHY #Aste] AW FUBRPES AWHoE HESMW
A, olelg A= AEA 2E gk Ao o
D7HRoko] B33 ZAAR ALY NASDo| AU A7E, olud g
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Article 9 : 9]¢ 3] (Committees)
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AgoAd taf olid 2% HdA @i o2 W=
Zef & 4 A HAHARGto]l Tk Aeolzhd 3} 3}

A5 AT F= AAT, FAE v ARR7E Aokd 29 o] 9l
A 39AAe) AANZ AAE = ok FEAFIY =

& A5 T AFBAQ] Ee s G5l BI Ado] A= WA

QYo7 04 Le] WANA FEIAES FHP F= ek

<E V-1> NASD MM X &2 2t e 7

o2k

I. AFBARICl SAAZHE A3l AHHL = 3= PF
(Activity Away from Associated Person’s Member Firm)

1. 9724 Ay
(Outside Business Activities)

2. A ZAA Y (Selling Away,
Private Securities Transaction)

3. AFRA AR ololg sia A
(Transactions for or by NASD Conduct Rule 2110, 3050
Associated  Person)

II. %A (Arbitration)

1. EA%H NASD Conduct Rule 2110, Code of
(Arbitration Award) Arbitration Procedure Rule 10330

M. 53d9] Evll(Distributions of Securities)

1 7145673
(Corporate Financing Rule)

2. 5AE ARGl A

NASD Conduct Rule 2110, 3030

NASD Conduct Rule 2110, 3040

NASD Conduct Rule 2110, 2170

(Engaging in Prohibited MSRB Rule G-37
Municipal Securities Business)

3. AAAEF A AR~ Yut NASD Conduct Rule 2110, SEC
(Escrow Violations) Rule 15c2-4, 10b-9

5.5 E5H NASD Conduct Rule 2110, Section 5

(Unregistered Securities) of the Securities Act of 1933
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V. NASD®] A A} 5§z}

83

V. A3 2

%97 #3(Financial and Operational Practices)

1. IART 4
(Customer Protection Rule)

NASD Conduct Rule 2110, SEC
Rule 15¢3-3

2. AR S
(Net Capital Violations)

NASD Conduct Rule 2110, SEC
Rule 15c3-1

3. 1=l T St
(Recordkeeping Violations)

NASD Conduct Rule 2110, 3110,
SEC Rule 17a-3

4. Regulation T ¥ Al-&A# 8
(Regulation T and Margin
Requirements)

Regulation T, Part 220 Issued by the
Board of Governors of the FRB,
NASD Conduct Rule 2110, 2520

. AP ZALS] W3] (Impeding Regulatory Investigation)

L vEAAEA
(Confidentiality Agreement)

NASD Conduct Rule 2110

2. @x9%F #I8KFailure to Respond
or Failure to Respond Truthfully,
Completely, or Timely to Requests)

NASD Conduct Rule 2110,
Procedural Rule 8210

3. wAgle) 7
(Settling Customer Complaints
Away from the Firm)

NASD Conduct Rule 2110

. B=9 F8/8A 9 Z(Improper Use of Funds/Forgery)

Ll Q.

1 A= = 349 I8 Ee 98
(Conversion or Improper Use of

Funds or Securities)

NASD Conduct Rule 2110, 2330,
IM-2330

2. #A9=E, 715 FZH(Forgery
and/or Falsification of Records)

NASD Conduct Rule 2110

VI. 3]94&44 2 3] 9A(Qualification and Membership)

1. A4
(Branch offices)

NASD Conduct Rule 2110,
Membership and Registration Rule
IM-1000-4
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L AAAE - ALFA G oA ]

Y9 - B g
(Cheating, Using an Impostor, or
Possessing Unauthorized Materials
in Qualifications Examinations
or in the Regulatory Element of
Continuing Education)

NASD Conduct Rule 2110

. A S

(Continuing Education)

NASD Conduct Rule 2110,
Membership and Registration Rule
1120

- %91 o] Balsl AFH FAA

A F A 91 (Disqualified Person
Associating with Firm prior to
Approval)

NASD Conduct Rule 2110,
Membership and Registration Rule
1031, NASD By-Laws Article III,
Section 3

S o

(Member Agreement Violations)

NASD Conduct Rule 2110

B2

(Registration Violations)

NASD Conduct Rule 2110,
Membership and Registration Rule
1000~1120

Ao FAT &9 (Quality of Markets)

CAEEA/ EE

(Anti-Intimidation/ Coordination)

NASD Conduct Rule 2110,
IM-2110-5

oy

(Backing Away)

NASD Conduct Rule 2110, 3320,
IM-3320

. 9] F3)(Best Execution)

NASD Conduct Rule 2110, 2320

. ECN9] &x7t4

(ECN Display Rule)

NASD Conduct Rule 2110, SEC
Rule 11Ac1-1(c)(5)

. Nasdaq 54 59 HaAbo|=

¥ 324 9 (Failure to Display
Minimum Size in Nasdaq
Securities, CQS Securities, and
OTC Bulletin Board Securities)

NASD Conduct Rule 2110,
Marketplace Rules 4613, 6750
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6. 179 5 7HAA 2

(Fixed Income Pricing System)

NASD Conduct Rule 2110,
Marketplace Rule 6230, 6240

7. ARFE FETA

(Limit Order Display Rule)

NASD Conduct Rule 2110, IM
2110-2

8. = A
(Locked/Crossed Market)

NASD Conduct Rule 2110,
Marketplace Rule 4613

9. HH F2 WY ®A
(Marking the Close or Open)

NASD Conduct Rule 2110, 3310

10. F413AF 2 Positions Limits
(Options Exercise and
Positions Limits)

NASD Conduct Rule 2110, 2860

1. F4 A B
(Options Positions Reporting)

NASD Conduct Rule 2110,
2860(b)(5)

12. F% ZAFHA 25
(Order Audit Trail System)

NASD Systems and Programs Rule
6950~6957

13. 754 AA=24 St
(Passive Market Making
Violations)

NASD Conduct Rule 2110,
Regulation M

14. Fvi= 9w
(Short Sale Violations)

NASD Conduct Rule 3350, 3360,
3370, Marketplace Rule 6130(d)(6)

15. AR
(Trade Reporting)

NASD Conduct Rule 2110,
Marketplace Rule 4630~4652

16. AHSA71t Bk A=A A
(Trades Executed During a
Trading Halt)

NASD Conduct Rule 2110, 3340

X. X131/ B #& 77 (Reporting/Provision of Information)

1. FOCUS Reports

NASD Conduct Rule 2110, SEC
Rule 17a-5

2. Form U-4/U-5

NASD BY-Laws Article 5, NASD
Conduct Rule 2110
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HF V-1> NASD MA X[ &2l {{etd el e (AE)

3. MSRB Rule G-36 MSRB Rule G-36

4. Regulation M Reports NASD Conduct Rules 2110, 710(b),
Marketplace Rule 4619(d)(1), 4614,
4624, 6540

X. A& #3Y(Sales Practices)

1. 3y NASD Conduct Rule 2110,

(Churning or Excessive Trading) | IM-2310-2
2. dHHFEApARoke] o m gt NASD Conduct Rule 2110, 2211(d),

(Communications with the Public) | 2220

3. dZm i Al =

(Day-Trading Accounts) NASD Conduct Rule 2360, 2361

4. 4l =l (Discretion) NASD Conduct Rule 2110, 2510

5. Aol ojgk ARk
(Guaranteeing a Customer against | NASD Conduct Rule 2110, 2330
Loss)

6. 24 # (Suitability) NASD Conduct Rule 2110, 2310

7. AstPa ut

(Telemarketing Violations) NASD Conduct Rule 2110, 2211

8. A A Wit A A (Trading | NASD Conduct Rule 2110,
Ahead of Research Reports) IM-2110-4

XI. Z+=(Supervision)

1. BlAA AFEAD

(Disqualified Persons) NASD Conduct Rule 2110, 3010

2. EFE3 A= 2K (Deficient

Written Supervisory Procedure) NASD Conduct Rule 2110, 3010

« NASD AAADF] Sugsl #8 FolA Q% f8e Ay YA e



V. NASD<9] A A&} 87

3. NASD9] A A &3 A

o

AA NASDOl= 500071 ©]’¢o] 3]Aateh oF 6674 o] Al FA <l
o] TE5o] UtEs) NASD= ©|E 3|AALEY T olsj#AE =4
Hog g8ty FAAE Bud] faA
=, v elol gk adAQ A dFyoloprr FRI FolH,
NASDe] Eajolfeta B ity FAA7F Al7|sle wgs9oly SEC
o] ARAF ol9ex, NASD AAHoz 3 = A thil x%3
1 AAIE FoZA fRkae] ko] F=gstar gt

¢

O

sha, A4S FYHI EEHO

AAl NASDS| #4184 2 ZFA|H-A(Regulatory Policy & Oversight)
A sl 2 AFEARJD tigk A 2 AANDF, AFEAL, JEA 5

2

S 9935ta, 53] AAe} #HE JF(disciplinary affairs)= F2 1A
A4 9 A A (Regulatory Policy & Program)oA] &33tal 9}“4’ a1
U AdHo g AAAEe] AL NASDS NACH A @dsicto

200438 71F2.2 NASD2| 3ol that A4 d3S AHEE oS
I 2o qrAfRte® Qs AR AAEA ] IFE Abdo] 1,397
o7 200199 1,25770 HlE] thA|Z o2 Kol wmid Frtete S
Holx gt} A FAIRteZ Q3 3 UAA S vtaddst YA} 22
MY, B AAA o] HAAMES W S AAE AR S PR Bhgo|ut
AARAA RS wre 3 QALE F 2670ALEA HAA] 3 DAL oF 0.5%0)
23ttt w3 AFAAY AR ] FAGANA FHE AFAAY

88) 2004 12¢€% A, NASDY 392 5191704L 3 AH-2 9697070, 5
=t 2] (registered representative)< 659,212 ol ©] &t}

89) NASD+ =2 HIYAlE (Investor Complaint Center)E &3 3t FA2}
2 stog BHo g4 1S AVE F J=F stal ok

90) NACS] AA#d A 2 2AAR} B8 H&S tF FolA T3
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o
ot
o
2

o] 4547, AFA BAAALS L2 A

Aol SAY AAALS T2 AFAA]

<E V-2> = NASD9| 2 & & & AMAax

20013 20023 20033 20043

(Custoi‘f cz—ln%laints) 515570 | 449570 | 484370 | 46877

( disﬁjinj]r; i i:ﬂms) 12577 | 12717 | 14108| 13967
ﬂ(if; Lﬁlﬁ)% 17 2571 3071 27
ﬂ(s‘?jsi]-ezrqlsii)gn;)q 631 54 24 44

A #“ﬁ')ﬂ) =4 4667 | 4407 | 4947 | 4547
Zi(]jr:geilsifn? 34670 | 3747 | 3337|3797
(melig’;}irms) 54994} 53924} 52724} 51914}
(bii;}oif]iis) 8816871 | 9147370 | 9286170 | 96,9707
(registeri%riis?ntaﬁves) 673,822% | 6623117 | 653,887 | 659,212

A& : NASD(Press Room/NASD Statistics)
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1. 70 &
. = AMA XH(Investigation Process)

2
3. H| & & xH(Disciplinary Proceedings)
4

ol

Ju

cekd o= A AKX

0

=






VI. NASD9] A A& x}
1. &

1934 d SAAZHLY AAAHE s A3}
S} NYSE= z+2t Aa3 qrolM AAfdated a3 74& Fi Utk
53] 19979 8% oﬂ NASD+= A 212 (Procedural Rules) oA A A <]

=]
B

PN
oot
2
3,
2
)
off
o
£
:
o

‘#(Code of Procedure)s W3 7jH 3}, SECY <=
TS Rule 9000914 Rule 104079 o2& Whdl W&o 24, A9
2o g Al B AAe F Aareke] d¥-<l Rule 92007 Rule
93004 WEE 2 Fo] Ut} 1997d NABAME AL APA HES
Aoz g@idste Y (professional hearing officer) S FE5 3Uthe
o] 5AZ ot

NASDY| AAfdx= A Kol O ofuldxtz= A 2] AbHd ZAKinvestigation)
— @ FAHQ AANEARY o]FAR AH — @) FAZ Q] AR RH(formal
disciplinary proceedings)®] 3 % AAA e 2A — DI Ee
A4} 2}H(appeal and review proceedings)t= 4TAIZ FAE o] ULt

NASD®] Aaprae] AubAQl 725 JHgioz dvmd, ¢4
Rule 8200914 Rule 82277kA1= AAZAA o|Hol| HAAsh= APIZAME
zpol] #eke] FAStaL Atk L2l Rule 9200 okl A= &242<1 Al
Adare] Y g AA Aol et FAgsta o, ol AMZAA
o] th3t Farel Ao A3 H2= Rule 9300914 F3kar Ut

91 W= FAAFI Y A5 1934d FHEAWY A1BAZ T 1)E, TEA
el Af Y Aex )P (NZolA AAAEAI] ARl #Bste] Tt
gatar Sl



92 A-garAl 718 AA aest et

olste M= NASD7F 3¢l e I AFAALES HHzE PFat= A
Ao FA AL HES 2 APHA ] A wet AR ok
o714 B3] ZxsoF & AEHe NASDS AAAxE AvEtis Ao

T3] AR YA oyt HES AR = Ad THAM= ¢ -
T otk 2313 NASDZE AAE F3ghel] glojx dxp2 A4
gHst7] Sl o WAeg AMAAE FESHIAL RH=AE
A AES= 2ol Bu ou7h ot

ook mlo

2. ZA}4E A} (Investigation Process)

A9 NAAY), SEC B ThE ALTFA/ B FADR R
ABEAE, = NASD«] A AR AR4H Fol A3 A, Y =
o AFBAN FHA iR s e4e] A7)HE FS, NASDE
ZAAAE AN B ole @ 2AERY BAe AANE ARsld @
A AR FHRYNT ARG U AL oliE B 9@
38 9 A8 FyPelsy & 4 ek

wrebA ZAREARS] B84 IS S, AA BEATE e
NASD e 39 L= AFBADANA FFAARIe2 o4 H
ot #EE ARy A5 AF EE FA 52 27T F du 24
o ol He Y Ee AFAAA A ARE AT A
= NASD7} &78k= ARE AEdloF st= o7 e Zlo] ofyzl,
AAAAA ARtE 7} gleS dFshe ARY ARE HS
& & e A9=E de Aelth v NASD/F A8, AR T Z2
L7ske A, sdihd AfFRAde] AxE ARE AFITAY, 5
[e) =

_1

o

o)
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]I,N
it}
~
il
>
il
o
R
ol
o
i

ol gt ZAMEAAE AA =
214 A Al (informal discipline) Hv= 32191 AR G222 o]
= AASHA "ok v AP 2, RN E B oS gl
= F7EAR &Xl ol sl Aok :Mi &2

3. A A A 2} (Disciplinary Proceedings)
7}. AR} F] (Procedural Rules)d] Ly 3

NASD= 19973l HAbt2F(Code of Procedure)=
39 Z AFAAJA B3I NASDY AAEzE E=Z 3k Rule
9000 SeriesE A YU3FATE Rule 9000 Seriest= 3| 2 AFHARJel O
g A AEAHERE ofe, 3] Ry dHEste] EAVF DS A
¢ olE TrAlske Axl, ILAAAY AAY HA S #Ed FA,
9B) THAde ZAPEAL Bz tig AA 2 ZAPEA 4 Sl wE HE

2 AR Foll B H-&o] Rule 8220 ©]stollA 8= AU,
A o]5 FAHELS NASD Rule 95528 o] #5 o] Qlth




94 A-garAl 718 AA aest et

NASD] #&g 83} NASD 139 2313 #dd 7AEa 5 3d %
AFBARQ 3 NASDE AAdaE 25 st ok &3k o=
Hxtol] FEZHoRE 2

Azpe] #SE 4 T 53] Rule 914% NASD7} Z}219] ﬂ% ol
A

Eestes a7eta ok dE 5o 39 £ AFHALH ]

o AAY Aoz FAFAY ST urad ] AL ue Ay

e A48 Asds, AF A0 BAsd ABYAA DAle) =
Ae & F YT FAGAUL vHAE A 94 23
(decision)¥ #@3te] NASDO] oA xS A= ¢t Aot oA
< NASD7} ZAPE S AAAYHAAE Eelstar, olsigAkatzh 27l
Fofshe As iAo zM, A2 ABds TR A% AL
A

U A HA A AfEAS] 13

APdEAL A3, A et AETE Fuiste] FrEAR] Al WA Al
A7 Bag Feole 4L AALATE AFEeH, A 4GAE
AA AP AA APAEANE AR F AN GAANA = AR o
g FHst= 9AS AAAEH 29 AN AT 2o e EHEAME
AEstd, o2 7= 9Nt ofFo] 3 FAHL] FEAAE AW
o AE2daE AA Y Ee AFBALANA AmE AAHES HE
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AR tiste] AAgeh. 2] AANZZ el o]t e Aol
Fil(appeal)tt A4 (review)s HTE F Utk oYk AAHA}
APARe e AU LS F4310L A& AAdate] T4 915
FARAZEY] 3)8) (settlement) A 2F7} vl o] QT ol# g FA A< Al
A=) Rgel A A2 1 W82 Rule 920000 7+8=o] 3t

fr

1) & G A (Complaint) %], §H A (Answer) A& L

& %] ¥ 3] (Hearing Panel) &3

ollﬂ

oAl “eIutg ool A& 1 H"LH c—"‘1/‘1(Cornplaint)”94)% %‘i%%}gi”q /\Vi}
o AP EAL A3, B hAF e AlFEAIRIe]l NASD 3oy Az
o3 e dEarE fuRlde o7 JdHe A A3RA
(Department of Enforcement) v A7 A 54 (Department of Market
Regulation)= A A 454 (Office of Disciplinary Affairs)ol] 1] A
i (issue)ol] & AT LS Aok 28| i gA e &

S BHL AYuwe FYPA B AFTARAL 59 TE AFA

Qe AL e THHGAE AHOoR AYech

A gAo= ARt e 9ok ST Aol i fjvrd
v W WA He AR R Bk, Al AES AR
= TAHCRE A se]of ?Z‘:P ol W&E T ATHIME I
4 Ee I AFBAR] 2 FEH L4 (Office of Hearing Officers)ell &

28kl ) mERg A Ao s AT Ago] Quid, o} A AR Ul
FHlA (@answen) S AEA B AeHw o) AA
o

Al
H, oln] §RHAME AET Arele 789 oA,

pi

ok

94) NYSE®] 7-¢- ol=lgt 9ntde]l WA E “Charge of Memorandum® o2}l
shARt, 22 golu ], JF & A9 FAFSFHNYSE Rule 476(d) 3+%)
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I AA FHoE Qg XﬂXHEH/;:]'X]—O 2% 55 Agtstd HES
Y7 (Hearing Officer)o] 4 oF-E ZAA 3}

AN FRAZHEE 25U ool 3 e AfFaAAe
WA A AR v gatet B A A tig dH |Es
7153 GRAE AEstodor stk Y @RA FHIE fE FHE
71Zte]l @ siohH, HEd ol Ao R 215 stedof $Hr}.%)

olZ 3 WAL AEHW &3 (Hearing) L& Z2Ast, ol&
3 = AFBALANA TRt FHS £ 713 S FAITHT)
JE3e AEALGT 2209 FEALS s FAEE HESLF
(Hearing Panel)7} F#3th 43 Axx8 2 AQZ2H= A F&
ALZT =LY Aol AT ARctel tid APdEARY 23]

loll #odsta] G2 A5 Jstedor ot o HEH LG} HE L
3] 1o KAGA7 2ozt s, HEALFS gAML AE
Hols W AdE™, B3] AL AABAAZTEE @A A
NS W AF A%

AN R

A
r{

95) NASD Rule 9211(Authorized of Complaint), Rule 9212(Complaint
lssuance)& UMl 244 B g, 54 2 B4 Bl FHFHw
Atk A AARAAT GHAE AEE T A GAE SR o e
35, A A =8 E TRl tiF s s AlE

g % gk

96) NASD Rule 9215(Answer to Complaint) =
97) NASD Rule 9213(Assignment of Hearing Officer and Appointment of

Panelists to Hearing Panel or Extended Hearing Panel) 33

98) HEALF] A AFol #3FI= NASD Rule 9213(a), HEAL3 9199 =
o] Bl Rule R13L)E A2 nigh ARG 4 2 29
A3 9 AR, wA Foll B A A AR Rule 9231 (Appointment
by the Chief Hearing Officers of Hearing Panel or Extended Hearing
Panel or Replacement Hearing Officer), Rule 9232(Criteria for Selection
of Panelists and Replacement Panelists)dll HE=Z 4= o] Qlth.
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AZ2, 3} 3d == 21]??1741‘301]711 AR 7L AB=A S AR

W,
i)
e
Z
>
n
O
o
K
mII
ol
oft
rot
N
o
2
..
i
i
4
_0|L
£
4
2
=2
Ol
Y
24

A3l AAHES] Y Ao AP T3] (pre-hearing) & 53}
of FAAQ AMEHE e AT H FFEAE JAAsA HH, FES
A3l bl AR} FA HEH8S AA HE3AD 2R s
yHlth olstellAe HEHL3 e &5 8% JTS st ARAE
Aol 27359 AAQEA HAAol| Bl HES HI|E ok

7h AR A &3

AT o]d AMHEI = A HEEAY IS v g3
stal, o]& Pstr] Aol ARGl @ AHH #AD PAES AL
ste 3, AXAAHES AN HES sy 5, AR 5& T A
EZd F de 7IFE “}340}7] Hd 740]‘:}99) o] 2%k *]'Z‘i JE3E T

o

FE9 48T & e x}g% Huw 4 9E 9% 2n, +49 4
2 wgoz Bo TR ANZAL WL & Yt IS vt

)
—_
Y
S
>,
l-‘>~l
.1
ok
Soks
o
2}
=
¢
=
(@)
V]
=
=]
aQ
(@)
Q
=X
(0]
=
0]
=]
(@)
&L
Ll
N
N
of
=
o
o
r
v
—_
By
S
>,
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19 3 ARAEA BAAE AE7) &
48 A%, ARAATES ARG AL AL P20l BE 5AS

QL
Ir
9
>
E

i

o

% Ho)N PET Z]
52 el S golth ARPEel AZY 5

U e gk eF2) A ™ (narrative summary

8 B Yol g, @ YRR A
29 AREY 5% L AR 2 3 8%, 332 B o] glow, o
Hol . GEs] 9ol = 252 AZE + 3

o AANRFAANA NASD7E AL ZAPE RPN 248 2}
o A2 F A= 7I1FE BAs dv= Aotk S A=
NASD7} ARRAZAMGAOA  Qqt33fet H& Tl il =AM A/
(document) 5-<(witness statement) AFEE°l st AN T FHALE
L3g & Atk =3 JPF A= AARFA EHAE A= F 21
Aol BHslr] Ao o]& At EAMA RO #F AFE AAHZAL o]
| F UAEF Ffjof vt AR ARARAMARE APE BE AR
F 2 dio] Hl= AL olyth NASDS W5l sy F77F FA
H A5, ARRZAPER Foll AT Ael7le st AAERAAN FARE
8HA &S dAHA AE, NASDY 7] - &AL - J3 7yoly U

]

N

100) NASD Rule 9221(d)(Request for Hearing, Notice of Hearing) %=
101) NASD Rule 9242(Pre-hearing Submission) F
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]

)

el

& AN AN A AFAA obw Hrhm

=2

o

o
aid
‘_ﬂo
<
fuzel

X

].

A A 27 A H (written

°

A5E
AR}

}

0]
pal

33l NASD<}

S

Z (majority decision)Z

9% °g

PN
T

2 A

A}SX

g7 At

L

. 2Ae o

3]

2

}

-
kel

f 84

2

¥

A5
A AGAAZE A a1 JAFeA] zpale] ¢
Al
=9
ok 3

0]

=

=

el

*

<
T

oAA BAHZ3] el A
=3 o
Well AAAES 23

=

=

]

(post-hearing brief)
3) AL 24
34

PAbA

.
=

ar

s

yasel

i

o]

fl
o)

o

o
AR
%O
N

ol
.

mﬂ
np

N

X

1} 103)

R

°

Z=

2

ZFd sl of

o

=

of Staff)
103) NASD Rule 9268(Decision of Hearing Panel or Extended Hearing Panel)(a)

102) NASD Rule 9251(Inspection and Copying of Documents in Possession
Az

decision)
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AAAZAEA = O 3G AAD27E A
Ag P2 A3 %‘?l £
7} AA ALY T APstA] & o' P9 Bl FHEE AR TS
A&, O Xi]ZHtHNxV} TR S A Y] X
o] ojHo] te HEYI e AR, @ AAAE AR I BRPAZ
©® FHEs ANHNER 1 2A, D
o] Z3tE|o] lojof 104

ALFLE olH T W&ol A AAZZAE AHES 7_} %AV}%@]

A&
Al 5313, o]E NASD W] AR TEA2HQ] CRD

e W Aol Wt AAFTAAL = NASD o] 55
3 & Bl NACH @1 Ee APATE & 5 Jeh ol
NACS] AfEel A3t Fap= AAA L A3 e ds]e] Aol o
g Al dES 3, o]z1e NASDZE WiR-H Q) AlAXEe tishe]

FEE APARE BAPORA, Aol BF AYHL Fushy) @
Acleta 2 4 Yok

$4 F1E8 7] ANNE FERAQL] FIAES ASs} 3,
AR B7E RE GAASNA BA AR SR} Gk AA)
Aol tE FINNE FEH ANAPALS 5P FRIE 25
A oljel] Ao FAeki Ea FESIA] Aol tske] NACo

104) NASD Rule 9268(b) %%
105) NASD Rule 9268(d) 3=

106) NASA Rule 9311(Appeal by Any Party; Cross Appeal) =
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AAe B7Y 5 gow, AN F7E PrAAse 2go) E o

2RE 459 o]yl 3Ysx ok Fr}.107)

FAAE o e AAATE I A5, NACE Fal = A4H
o

T B AR FAL FE59 D3] (subcommittee) = FE5H LS
3] (extended proceeding committee)S A A gHTE108) FE& A3} &
LAz D38 = Fu e Aol e FFF 7 (oral argument)S &<l
sta, e 4 MER SAE HEIFHIM) ol AAE A F
9193 e FHAXYI= NACAA FaL == AH Tl B3
=

A11% 274 (recommended decision)S A A gt}

olgidt WA AAFL wEoZ NACE 1 e ANYTH Z2H

< A (affirm) = 71245 A I (dismiss) 78 Fmodify) 1, Ea
B¢ AT AF A BFEt] Al AAEA FEE xS
t}. 3 NACE AE9937F Ua AAXE s o] ag=
gAY, FHAY HAET  doH, B AAHES JHestAY
A AT 9rh110) 3H NASD o]ALsE o83t A A A sl

2
ol
-
5=
i
2L

E(discretionary review)g & X Th111)

107) NASD Rule 9312(Review Proceeding Initiated by National Adjudicatory
Council) %=

108) NASD Rule 9331(Appointment of Subcommittee or Extended Proceeding
Committee) #+=

109) NASD Rule 9341(Oral Argument), Rule 9346(Evidence in National
Adjudicatory Council Proceedings) %%

110) NASD Rule 9348(Powers of the National Adjudicatory Council on Review)
=z
T

111) NASD Rule 9351(Discretionary Review by NASD Board) #&. 1% X
g NASD olAtgle] o& A4e olxlslel ARA B 2Aszz 4
FAA AAEAZ BHrle ojHoh wetA NASDY A -6l o]
A NACe| 24| dd=]] ezl & 5 3

A
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a2 Aoy &gare] tigk NACY ZAL Ay7tAy NASD
R A o]FofXe AANEA] HFDA dFste Aotk v A
AN FA7E FaARe gtz B85 ¢ 1934d FTAAHHA o
2} SECel NACS] ZAel digh A4S A7 4 3Urh11) 7Y NACY]
AR g SECY AHAA dtodx BEI= Aedde, HAFHO

2 {de AL + A

112) 1934 SAAHH A19% (d)3FH(Actions of Self-Regulatory Organization
Requiring Notice to Appropriate Regulatory Agency)ollX= A-&7+A] 712
o] 3ol thg AMAHEeI Y dd e AFHAL AF ol #HI =
A= FH3 AF o]Z SECo| BAFEE sta Itk F T (2)E(Review
of Appropriate Regulatory Agency)2} (3)%(Review of Disciplinary Sanctions)
AM= A&qtAl7IEe] W A&y X g SECS Aol vist
of gsta ot ol& gl wel A= NACS 2 st
SECOl| AAe A7 F A= Aotk



VIl Al AFA

1. 3 TH e AgRH g

AEFA7|I o= A

MMt @y 2 L

ol

M ERe HHd 2H






VIL. A|AHH

A7 FSALHI S AEAl &L e AwR, oo

A Pla NASDS $A40.2 Sk SRO®| AR&7Al Zntel dis] 744 2.

2 AVESIT ol upeh o] mlSelA= 1938l AEtAl Al

AZE FHE olF, FAMAE SECE FH2E ste 32771k NASD,

NYSE &= THEE s AedAse 7 S d2ds4o= 48
P

=—
SEREEE

A&3] o] Fo]A 2 it

SEC= 7N A&tA71eel] it 2h=3 obyz}, WwkaQl A5tA
AA a&dl Hetd® A&Hoz HEsla glov, TAF ] T
HA AR ol s A% =¥E BFE Stk NASDS HIxd
AETFAZIHS GA AASo] Yol os) FoAwd A&tA AdE ¥
Aot ApHon PApety] AT AAE FHFLEM, ALTA7IH
222 AETA IR 2A Y 1S F-E] A8 =itk

HU
ol

f

FATFA L AEFAY HAE JTGEHES T v FUAG E
A Aol tigk B8AQ FAANEES FE8HL A= H=Ho] AL
gl obAZAl FAGASY} &AL AEG qEEE] I T3
7t AAAE JAA B FEA B AXEES AN = F o
2t AZtEth 53] Wl NASDY| AHIE Fste 2 SHAFI} =
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