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Amendment No

Proposed Rule Change by National Association of Securities Dealers

Pursuant 1o Rule 18b-4 under the Securities Exchange Act of 1034

Initial Amandment

Withdrawal Section 19{b)(2) Section 19{b){3)(A) Section 19(b)(3)(B)

Pliot Extension of Time Period
i for Commission Action

Description

Contact information

Provide the name, telephone number and e-mail address of the person on the staff of the self-reguiatory organization
prepared t0 respond te questicns and comments on the proposed rule change.

First Name {Afex | Last Name Kogan
Title ‘Associate General Counsel
E-mail Ealex.kogaa@nasdaq.ccm

Fax (301)978-8472

Telephone |(301) 978-8480

Signature
Pursuant to the requirements of the Securities Exchange Act of 1934,

has dity caused this fifing to be signed on its beha!f by the undersigned thereunto duly authorized,

Date
By ;Edward 8. Knight
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NGTE: CHicking the buiton at right wili gigitaily sign and lock
this form. A digital signature is as legally binding as a physicat
sigrature, and onsce signed, this form cannot be changed.
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, I.C. 20548

For complete Form 19b-4 instructions please refer to the EFFS website.

Eorm 19b-4 information The seif-requiatory organization must provide all required information, pregented in a
clear and comprehensible manner, to snable the public to provide meaningful
comment on the proposal and for the Gommission o determine whether the
preposal Is consistent with the Act and applicable rules and regidations under the Act,

The Natice section of this Form 19b-4 must comply with the guidelines for
publicatien in the Federal Register as welt as any requirements for eiectronic fillng
as published by the Commission {if appiicable). The Office of the Federat Register
{OFR) offers guidance on Federal Register publication requirements in the Federal
Register Document Drafting Handbook, October 1998 Revisicn, For example, all
references to the federat securities laws must include the corresponding cite {o the
United States Code in a footnote. Ali references o SEC rules must include the
corresponding cite to the Code of Federal Regulations in a footnofe. All references
to Securities Exchange Act Releases must include the release number, release
date, Federal Register cite, Federal Register date, and corresponding file iumber
{2.¢., SR-SROl0exx). A material failure to comply with these guidelines will result in
the proposed rule change being deemed not properly filed. See aise Rule 0-3 under
the Act (17 CFR 240.6-3)

Exhibit 1 - Notice of Proposed Rule Change

Exhibit 2 - Notices, Written Comments, Copies of notices, writlen comments, transcripts, other communications. If such .
i Transcripts, Other ‘Communications documents cannot be filed electronically in accordance with Instruction F, they shail
’ be filed in accordance with Instruction G.

Exhibit Sent As Paper Document

o
i

Exhibit 3 - Form, Report, or Questionnaire Copies of any form, report, or questiennalre that the self.regulatory organization
proposes to use to help implement or operate the proposed rule change, or that is
referred o by the proposed rule change.

Exhibit Sent As Paper Document

The fult text shall be marked, in ahy corvenient manner, to indicate additions 0 and
deietions from the immediately preceding fiting. The purpose of Exhibit 4 is 1o permit
the staff o identify immediately the changes made from the text of the rule with which
it has been working.

Exhibit 4 - Marked Coples

The seli-regulatory organization may choose to attach as Exhibit & propossd
changes to-rule text in place of providing it in Ttern | and which may otherwise be ) |
more easily readable If provided separately from Form 19b-4. Exhibit 5 shall be
considered part of the proposed ruie change.

; Exhibit 5 - Proposed Rule Text

If the self-regulatory organization is amending only part of the text of a fengthy
proposed rufe change, it may, with the Commission's permission, file only thege
portions of the text of the proposed ruie change in which changes are being made if
the filing (i.e. partial amendment) is ciearly understandabie on its face. Such partial
amendment shail be clearly identified and marked to show deletions and additions.

Partiai Amendment
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SR-NASD-2006-001: Amendment No. 1 3of7

The Nasdag Stock Market, Inc. (“Nasdaq”) wishes to amend the above-captioned filing
as set forth below. Nasdaq requests that the Commission find good cause pursuant to
Section 19(b)(2) of the Act to approve the proposed rule change, including this
amendment, on an accelerated basis, prior to the 30™ day after its publication in the

Federal Register.

1. In the Purpose section of the filing, in the discussion of the circular to members,
please replace the language describing the details of the suitability rule, with language
that requires members, member organizations and employees recommending a
transaction m Index Securities to satisfy the provisions of NASD Rule 2310 (a) and (b).

2. In Exhibit 5, please modify the text of the proposed rule change as shown below.
Additions to the original proposal are underlined; deletions are in brackets. (Note that,
purely for clerical convenience, the rule text below is shown as if the proposal in its
original form had been approved. While changes to the currently effective rule text are
not being shown below, such changes can be seen in the original version of Exhibit 5)

#* k%

4420. Quantitative Designation Criteria

In order to be designated for the Nasdaq National Market, an issuer shall be required to
substantially meet the criteria set forth in paragraphs (a), (b). (c), (d), (¢), (D), (g), (h), (1),
(). (k), (1) or (m) below. Initial Public Offerings substantially meeting such criteria are
eligible for immediate inclusion in the Nasdaq National Market upon prior application
and with the written consent of the managing underwriter that immediate inclusion is
desired. All other qualifying issues, excepting special situations, are included on the next
inclusion date established by Nasdagq. '

(@) - (1) No Change
(m) Index-Linked Securities

Index-linked securities are securities that provide for the payment at maturity of a
cash amount based on the performance of an underlying index or indexes. Such securities
may or may not provide for the repayment of the original principal investment amount.
Nasdaq may submit a rule filing pursuant to Section 19(b)(2) of the Securities Exchange
Act of 1934 to permit the listing and trading of index-linked securities that do not
otherwise meet the standards set forth below in paragraphs (1) through (9). Nasdaq will
consider for listing and trading pursuant to Rule 19b-4(e) under the Securities Exchange
Act of 1934 index-linked securities, provided:

(1) Both the issue and the issuer of such security meet the criteria for other securities
set forth in paragraph (f) of this rule, except that the minimum public distribution of the
security shall be 1,000,000 units with a minimum of 400 public holders, unless the
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SR-NASD-2006-001: Amendment No. | 4 of 7

security is traded in $1,000 denominations, in which case there is no minimum number of

holders.
(2) The issue has a term of not less than one (1) year and not greater than ten (10)

years.
(3)  The issue must be the non-convertible debt of the issuer.

(4) The payment at maturity may or may not provide for a multiple of the positive
performance of an underlying index or indexes: however, in no event will payment at
maturity be based on a multiple of the negative performance of an underlying index or
indexes.

(5) The issuer will be expected to have a minimum tangible net worth in excess of
$250,000,000 and to exceed by at least 20% the earnings requirements set forth in
paragraph (a)(1) of this Rule. In the alternative, the issuer will be expected: (i) to have a
minimum tangible net worth of $150,000,000 and to exceed by at least 20% the earnings
requirement set forth in paragraph (a)(1) of this Rule, and (ii) not to have issued securities
where the original issue price of al] the issuer’s other index-linked note offerings
(combined with index-linked note offerings of the issuer’s affiliates) listed on a national
securities exchange or traded through the facilities of Nasdaq exceeds 25% of the issuer’s

net worth,
(6)  The issuer is in compliance with Rule 10A-3 under the Securities Exchange Act

of 1934.
(7 Initial Listing Criteria- Each underlying index is fequired to have at least ten (10)
component securities. In addition, the index or indexes to which the security is linked
shall either (A) have been reviewed and approved for the trading of options or other
derivatives by the Commission under Section 19(b)(2) of the 1934 Act and rules
thereunder and the conditions set forth in the Commission’s approval order, including
comprehensive surveillance sharing agreements for non-U.S. stocks, continue to be
satisfied, or (B) the index or indexes meet the following criterja:
(i) Each component security has a minimum market value of at least $75
million, except that for each of the lowest weighted component securities in the
index that in the aggregate account for no more than 10% of the weight of the
index, the market value can be at least $50 million;
(i)  Each component security shall have trading volume in each of the last six
months of not less than 1,000,000 shares, except that for each of the lowest
weighted component securities in the index that in the aggregate account for no
more than 10% of the weight of the index, the trading volume shall be at least
500,000 shares in each of the last six months;
(iti)  Inthe case of a capitalization-weighted or modified capitalization-
weighted index, the lesser of the five highest weighted component securities in
the index or the highest weighted component securities in the index that in the
aggregate represent at least 30% of the total number of component securities in
the index, each have an average monthly trading volume of at least 2,000,000
shares over the previous six months;
(iv)  No underlying component security will represent more than 25% of the
weight of the index, and the five hi ghest weighted component securities in the ;
index do not in the aggregate account for more than 50% of the weight of the
index (60% for an index consisting of fewer than 25 component securities); '
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SR-NASD-2006-001: Amendment No. 1 Sof7

(V) 90% of the index’s numerical value and at least 80% of the total number
of component securities will meet the then current criteria for standardized option
trading on a national securities exchange or a national securities association;
(vi)  Each component security shall be issued by a 1934 Act reporting company
which is listed on Nasdaq or a national securities exchange and [is subject to last
sale reporting] shall be an “NMS stock.” as defined in SEC Rule 600 of
Regulation NMS under the 1934 Act: and
(vii})  Foreign country securities or American Depository Receipts (“ADRs™)
that are not subject to comprehensive surveillance agreements do not in the
aggregate represent more than 20% of the weight of the index.
(8) Index Methodology and Calculation— (i) Each index will be calculated based on
either a capitalization, modified capitalization, price, equal-dollar or modified equal-
dollar weighting methodology. (ii) Indexes based upon the equal-dollar or modified
equal-dollar weighting method will be rebalanced at least quarterly. (iii) If the index is
maintained by a broker-dealer, the broker-dealer shall erect a “firewall” around the
personnel who have access to information concerning changes and adjustments to the
index and the index shall be calculated by a third party who is not a broker-dealer. (iv)
The current value of an index will be widely disseminated at least every 15 seconds,
except as provided in the next clause (v). (v) The values of the following indexes need
not be calculated and widely disseminated at least every 15 seconds if, after the close of
trading, the indicative value of the index-linked security based on one or more of such
indexes is calculated and disseminated to provide an updated value: CBOE S&P 500
BuyWrite Index(sm), CBOE DJIA BuyWrite Index(sm), CBOE Nasdag-100 BuyWrite
Index(sm) [(any changes in the names of these indexes will not affect their treatment
hereunder)]. (vi) If the value of an index-linked security is based on more than one (D
index, then the composite value of such indexes must be widely disseminated at Jeast
every 15 seconds.
(9) Surveillance Procedures. Nasdaq will implement written surveillance procedures
for index-linked securities, including adequate comprehensive surveillance sharing
agreements for non-U.S. securities, as applicable.
(10)  Index-linked securities will be treated as equity instruments. Furthermore, for the
purpose of fee determination, index-linked securities shall be deemed and treated as

Other Securities.

#* ok ok %

4450. Quantitative Maintenance Criteria
(a) and (b) No change

(¢) Other Securities Designated Pursuant to Rule 4420(f) and Index-Linked
Securities

(1) The aggregate market value or principal amount of publicly-held units must be at
least $1 million.
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SR-NASD-2006-001: Amendment No. 1 6of7

(2) Delisting or removal proceedings will be commenced (unless the Commission has
approved the continued trading) with respect to any index-linked security that was listed
pursuant to paragraph (7)(B) of Rule 4420(m) if any of the standards set forth in
paragraph (7)(B} of such rule are not continuously maintained, except that:
(i)  the criteria that no single component represent more than 25% of the
weight of the index and the five highest weighted components in the index [can]
may not represent more than 50% (or 60% for indexes with less than 25
components) of the weight of the Index, need only be satisfied for capitalization
weighted and price weighted indexes as of the first day of J anuary and July in
each year;
(i)  the total number of components in the index may not increase or decrease
by more than 33-1/3% from the number of components in the index at the time of
its initial listing, and in no event may be less than ten (10) components;
(ii)  the trading volume of each component security in the index must be at
least 500,000 shares for each of the last six months, except that for each of the
lowest weighted components in the index that in the aggregate account for no
more than 10% of the weight of the index, trading volume must be at least
400,000 shares for each of the last six months: and
(iv)  in a capitalization-weighted or modified capitalization-weighted index, the
lesser of the five highest weighted component securities in the index or the
highest weighted component securities in the index that in the aggregate represent
at least 30% of the total number of stocks in the index have had an average
monthly trading volume of at least 1,000,000 shares over the previous six months.
(3) With respect to an index-linked security that was listed pursuant to paragraph
(7)(A) of Rule 4420(m), delisting or removal proceedings will be commenced (unless the
Commission has approved the continued trading of the subject index-linked security) if
an underlying index or indexes fails to satisfy the maintenance standards or conditions for
such index or indexes as set forth by the Commission in its order under Section 19(b)(2)
of the 1934 Act approving the index or indexes for the trading of options or other
derivatives.
(4) Delisting or removal proceedings will also be commenced with respect to any
index-linked security listed pursuant to Rule 4420(m) (unless the Commission has
approved the continued trading of the subject index-linked security), under any of the
following circumstances:
(i) if the aggregate market value or the principal amount of the securities
publicly held is less than $400,000;
(i)  if the value of the index or composite value of the indexes is no longer
calculated or widely disseminated on at least a {5-second basis, provided,
however, that the values of the following indexes need not be calculated and
disseminated at least every 15 seconds if, after the close of trading, the indicative
value of any index-linked security linked to one or more of such indexes is
calculated and disseminated to provide an updated value: CBOE S&P 500
BuyWrite Index(sm), CBOE DJIA BuyWrite Index(sm), CBOE Nasdag-100
BuyWrite Index(sm) [(any changes in the names of these indexes will not affect
their treatment hereunder)]; or
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(iii)  if such other event shall occur or ¢

Tof7

ondition exists which in the opinion of

Nasdaq makes further dealings on Nasdagq inadvisable.

(d) through (i) No change.
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