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Dear Mr- Katz: 

The Security Traders Association ('"TA) appreciates the opporiunity to comment on the 
NASDAQ Stock Market Inc. ('WASDAQ"), Notice oTFiling of An~endnwnt Nos. 4 and 5 
to its Application Tor Registration as a National Securities Exchange under Section A of 
the Securities Exchange Act oC 1934. We commend NASDAQ for i t s  efforis in 
addressing comments and concerns regarding its previous Form 1 and Amendments and 
believe that this Form 1 and Amendments are consistent with the Act. STA is pleased to 
support granting exchange status to NASDAQ. 

About The STA 

The STA is a worldwide professional lrade organization that works to improve the ethics, 
business standards and working env~ronment for our i m b e r s .  We have approximately 
5,500 members, all engaged in the buying, selling and irading of securities. Our members 
participate in STA through 27 national and internatmnal affiliate organizalions and 
represent the interests or  the trading comniunity and institutional investors. The STA 
provides a r o w  lor our traders, representing institutions, broker dealers, ECNs and floor 
brokers to their share their unique perspectives on issues facing the securities markets as 
they work together to promote their shared interests in eficient, liquxd markets as well as 
investor protection. 
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Discussion 

The Conmission has specifically requested cormnent on the following questions: 

1 .  To what extent should NASDAQ be able lo use OATS data Tor non-regulatory purposes? 
Furlher, should NASDAQ have access to OATS data for all orders  is members receive including 
those routed to other market centers for execution and those that are reported to the proposed 
new NASD trade reporting facility? 

2. Is NASDAQ's proposed regulatory structure consistent with Section 6(b)(l) of the Exchange 
Act and insulate its regulatory function from its market and other commercial operations. 

3. Additionally, the Commission alluded lo a number of implications regarding NASDAQ 
becoming an exchange including that NASDAQ would be subject to Sections 10(a) and 1 I and 
11 A of the Exchange Act and that NASD would be responsible for quotes and transaction reports 
for exchange listed secur~ties (including NASDAQ securities) not executed on an exchange and 
for non-N ASD AQ exchange listed securities. 

NASDAO Access to OATS Data 

Tt is our understanding that NASDAQ's sole use of OATS information is Tor regulatory 
purposes. Tf lhis understanding is incorrect, 01- if the Commission believes that NASDAQ should 
have such informalion for other than regulatory purposes, we respectfully objecl io such access. 

NASDAO Remlatory Structure 

NASDAQ has proposed that it create a Regulatory Oversight Cormnittee ("ROC") that will be 
comprised o r  three independent direclors and be responsible for monitoring the adequacy and 
effectiveness of its reguialory program This ROC will meel with the C h d  Regulatov Office 
("CRO") in executive session to review regulatoly issues including the regulatory budget. The 
CRO will repod to the Chief Executive Oflicer 

Although the proposed structure is not as the Coinmission has described in Regulation SRO, we 
believe that that it strikes an efrective compromise between addressing the potential conflicts of 
interest belween regulatory and conimercial market interests while at the same time ensuring that 
its regulatory programs and budget are managed by experienced and knowledgeable regulatory 
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That being said, it i s  important to the STA thai, notwithstanding the regulalory services 
agreernenl between NASDAQ and the NASD, NASDAQ continue to be an active and involved 
regulator. We belleve it is critically important that the industry and the public recognize that 
while NASD may be yesfosming certain regulatory services pursuant to such agreement, it is 
NASDAQ that is interpreting its awn rules and that the NASD IS carrying oui the regulatory 
objectives, responsibililies and phdosophy ofNASDAQ and not the NASD. 

Implications of NASDAQ Exchange Status 

We are sensitive lo the implications oENASDAQ attaining Exchange status. As such, whde we 
support this approval, we urge the Commission lo set an operatronal date sufficient to allow MI 
examinalion and remedy ofthose subtle assues that may occur wrth exchange status. 

We are also concerned about enb'orcen~eni matters lhal may arise fiom possible unknown 
regulatory conflicts or conflicts that have not been addressed. 

We thank the Commission for the opportunity to comment this filing. Please do not hesitate to 
contact us if you have any questions or require M h e r  assistance. 

Very Truly Yours, 

James A. Duncall 
Chairman 

John C. Giesca 
Presidcnt/CEO 

cc; The Honorable Chrislopl~er Cox, Chairman 
The Honorable Paul S. Atkills 
Tlw Honorabic Roc1 C. Campos 
The Honorable Cynthia A. Glassman 
Tl~e Honorable hnc l t e  L. Naxarcth 

Robcrl L. D. Colby Acting Dirccior, Market Rcgulallol~ 
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