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ATTACHMENT C 


C k A  S I'I 'DY ol-
4f-TEK-H()URS ?'R4l>Ih(i 
IN 15 \ASDAQ STOCKS 



htudy of After-Hours rrading in 15 hasdaq Stocks 

I. Introduction and Summaq 

I 'h~ssection cornpares seberal statlstlcal measures ot nnarker qualir\ in the after- 

hours sesston to market q u d h  measure\ durlng regular hour> Because hasday issue\ 

are more actl\r  in tbe atter-hours maker. our anal! sls rs contined to a sample of "vasdaq 

\tuci\s 

be anal! red trade m a  quote datd for the 1 5 largest \asday - 1t ~ 0Indel stock., for 

the w eeh of t. ebruarx 7-i ' . 2OOc l )ur results s h o l ~  that quoted ipreadb. trading costs. dn3 

rrade pnce toiat l~l t \  measures all aeter l~mteIn the afier-hour\ ~narhet compared to 

regular trading hour\ For our sdmplz or 1, acticel> traded hasclaq stochs. ~ i c  find that 

trading costs u e  approwmtel\ three rimes hlgher In the alter-hours mark t  Por example. 

the a\ erage (medldn) uuort.3 spread was k cents per share durmg reguiar ~rading hours 

and Increased to llh cent\ per \hare In dter-hours wading I. f tect l~e spreads.. a measure of 

trading costs. increased rroni i :cents per share tu ih  cents l n  after-hours tradlng l rdde 

price ~olat l l~t!  .A rnedsure o r  the ~ 1 \crage prlce change bet~teen trades. was 5 cents durlng 

reguiar hours and ~ncrcasecl to 1 ;cent, in after-hour\ t rad~ns  

I hese tindin? ilre ioil>lstcnT \ t ~ t l lan dcademlc stud! bx t - l a r c i ~ ~and kiendershott 

that esamine\ 350 2 a d a q  >tock> in the Iirst hall of 1909 The\ Ieport that tradmg costs 

dnci \olatdlt> doubled In ;ilrer-noun rraulng dnd ~ncreasecl b\ an eben greater amount tor 

the most ac tne  s r c d s  Our anal\ S I \  looks at a more recent tune perloii lt e aistr examine 

m i d e  b~d-ash quolatlons 111 the alter-hours markets. ~bh1cX-1 nace dnl) been pubhcl> 

~hsseminated sinct. t enrum '. :Our r 

11. Data Description 

The stud? anai>ze\ trade dnd quote data for the i iargest Lasdaq-1013 stocks 

rrieasured bt market capitalization con 'rebruar?, 24. 2000 I ,  ustng data from the Securities 

industq Automation C orporat~oni"SlA("'r for the u e e ~  o i  !ebruan 7-i 1 .  300(J The 

data mcludes ins~de quotation in~ormanon and trade executions reported from X OU a m  

h 5 O  p.m. b> tradltlonai hoher-dealer< as ueil  as trade> executed on kc'%> 

L I N ~Irudmq i os ts  4frer f i ' i , ~ ~Barcla! and Hmder5hon. f ' r r~eD I ~ L O I ~ ~  \. \li orkrn: Paper I rnlverslt> of 
Kochester. S ~ m o n  School ot Businebs Jdnudn  4 2000 



in thi\ anai? sis. market qual~ty statistics during regular trading hours are 

compared to after-hours trading statistics Quote updates and traues executed Irorn y.30 

an1 to 4:OO p.m tS1 are classllied as normal trading hours. trades and quote update> 

trom 3:00 p.m. to t? i~p m. dre ciass~liej  a\ -alter-hours Aiter h 30 p.m trades are nor 

iublect to real tune reponlng and the cunsoildatea tape does not dispia! quote or rrade 

mtormatlon 

Table 1 present5 statlstica C ~ I Jdkeragr da11) share \olume. thc d~s t r lbu t i~n  ot 

L olurntt during and alter reguiar rradlns nours. dncl d\erage trade sllr  lor each stock dnii 

tor the entlre sample htocks 111 the sdrnpie accounted tor 14" o irt totai hasday share 

toiume durmg reguiar hours and tor  about 17'0 oi total "\rasddq \olume in the alter-hour\ 

session. I he I 'stock sample accounted tor 52O o ot the Lasdaq- 100 Index marker 

capitalization Ihus, the sample 1nc1udc.s some of the most acti\e 'Casdaq Issues and 

dccounts tor a s ~ ~ e a b l eshare of totdl hasdaq actit it1 

Approxlmdtei\ 4 " o  ot the sample Lolume uas executed alter hours (4.00 - 6 30 

p.m i .\n additlondi l o o  01 ~olurnc. dppro?ilmatei\.. \+as reported from 8:OO - 9 ;O a m  

but ma! include trades that \%ere executed alter (1 ;I,p rn on the prror da\ in total. less 

than 5% ot share Lolume In the smlplc \locks \\as traded outslde ol normal hours k o r  

d l  hasdaq Issues the distribution is slmiiar. 4" o ut \oiume was traded outside regular 

hours. and 96% +tas executed dur~ng regular trading hours 

Much o-f the after-hours trading occurs \tithin the tirst 15 rnlnutes alter the close 

\onetheless, ~ i t h i nour sample or i5 x t n e  stochs s e ~ e r a l  stochs remalned r e i a t ~ ~ e l ?  

a c t i ~e as the aner-hours scsslon ~ontinued. For example. C'isco SL stems ( C S S C O  1 traded 

m average 01 oker i mlllion shares per daq trom 1 13-6-30p rn durrng the sample ueeh 

And Dell Computers ( DEl-1,) and M~croson (hlSF I ) each averaged over one-quarter oi .i 

million shares per cia? alter 4.1 5 p.m I hus. as a percent ot d stock s total I olurne the 

figures n l q  appear relati\el\ iov. but me number ot shares traded and their dollar \ aluc 

can be sign~ticant 

UI .  Quotation Measures 

inside quoted spread represenrs the nighebt prlce to hub c inside b ~ d i  and the 

louest prlce ro sell (inside ask) among all quotes issued In a securlt? In the kasdaq 

marker. the best quote can represent a market-maher-b proprietan quote. ~t customer hmrr 



order. or a limit order entered on a n  L-C'h The best quote 1s knonn as the made uuote 

dnd 15 disseminated to the public ti-om 3 30 a.m - 4.00 p.m 

On Februan 7 .  3000 the %AS11began to calculate and LO dlssemlnate insicit 

quotes tor the 3:00 - b 3 O  p rri period Ylarker-makers are not requlred to post quotes 

after-hours, but ma! uo so ~tthe? choose I herefore. quotes In the after-hourc sesslon a c  

comprlsed of FC?, quote:, mu Iniw n~arhet-makers rhat elect to posl quotes tlarhet. 

post quotes nlusr dlso a s p ~ a ~  mahers ~ h o  then customer l lm~t  c~rderh nhen the) better 

the inslde market 4 t  thts rimc. mdrket-maker pan~cipation appears to be Ilmired h e  to 

I~mited market-maker participation* les, opportunlt\ tor customer i imlt order dlhpla! . and 

iom \ olume. I [  IS expected that atter-hours quote spreads would hc u ider than those 

posted during regular hour\ 

l o  examine quotation quaiit\ ur look at quoted spread, percent spreaas. and the 

trequencj 01 locked and crossed mabet \  I able 2 presents tlrne-uelghted quored 

spreads tor each sample stoch In regular trading hours and atter-nours trading. Ut. tind 

that quoted spreads mcreas  In the arter-hours trading session 1 he acera, c J e  ( medlm 

stock had a quoted spread of 8 cents per share during reguiar trading hours and 76 cents 

per share In after-hours trading 1 he nlcclian increase in the quoted spread u a s  !7 cents 

per share I'h~smeans that stoch:, In tile simple tlpicali! had a quoted spread close to the 

rnlnimum uch (6.25 cents ) during regular hours. But the dkerage quoted spread was four 

tlmes the mlnirnum tlck 111 after-nourl trddlns Although the data show that quoted 

spreads increased substantlall> In after-hours trading. there is mu~.h canation acroxs 

stocks Differences ranged hom a three cent Increase for Dell Computers to a 52 84 

increase lor irnrnunex ( Ih lNh I '\recertheiess. quoted spreads were greater atter-nours 

for each of the 15 \tucks examined. 

Quoted spread as a percent ol price (percent spread) also increased rn the after-

that percent spread hours market. Results are prehented in i able 2 I h e x  data s h o ~  

increased from an akerage (medlan) o t  0.08% during regular hours to 0 II-''" In after-

E x c h a n ~ eAct K u k  1 I Ac I - i ( c ) ( i) Pan i l  or the stud! dlrcusses the d i s p l d ~  of 1111111 vrciers under the 
Ckder Handling Rules 

(Juoted spreads represent the d l t t e r e n ~ e  between the best btd and ash quoreu 111 the rr~drher i o ~ h e i l  
marketr occur when the best bld 15 equal lo the best ash. dnd crossed m d r ~ e t h  occur wnen the Debt bld 
exceeds the be5t ash 

I 



hours trading. Mean calues for both quoted and percent spreads increased tn ex en 

greater amounts due to pmlcularly iarge increases ior t u o  stocks I 
Academic s tud~es documer~r that stock spreads \ ar? through the da? and exhib~t I 

intra-dat patterns ' M, e bnou that after-hours trading 1s concentrated lmmeciiateic alter I 
the close, so one might ekpect atter-nours spreads to be stnaliest ~mrnedlatei! toilo~tlng I 
reguiar hours Table ;exdrntnes ~ntra-dak patterns ui quoted and percent spread\ in halt-I 
after-hours spread5 are In tact at thetr i o ~ e s t  in the hall-hour ~n~medmtel\. loilowrng rhrI 
4:00 p.m. close Percent spread (medmn I mas about 0 O8',0 dunng regular nours and I 
~ncreased to 0.1319~in the first naif-hour after the close. After 4 i t 1  percent spread, I 
Increase e l  en more. and the rnedlan percent spread mas ( J . ~ X "o trom b 00-h 30 p.m. I h13I 
pattern suggests thar after-hours spreacls are narrouest ~mmediate~x after the close when I 
trading act]\-it? 1s greater 

I \'.Trade Based .Measures 

esamlne etkctlve spreads. percent e f f e c t ~ ~ e  spreads and tradc t olatillt> measures I 
kff-ectn e spread measure\ the cosr of trading bx comparrng the euxutlon pnce 01 a tradeI 
to the current mtd-pomt of the quoted \pread Since trades sometimes occur ar prices thar I 
a e  better than the posted quotes. the elfect~\e  yread measure captures thix l n ~ p r n ~ e dI 
prmng . In part~cular. In the after-hour\ market where quoted spreads are relat~~el!  ulde.I 
i t  1s poss~ble that actual tradmg costs are iess than those suggested b> the quoted spreads. I 
Pable 4 presents findings lor ef'fectl\ e spreacl 

M e tind that e t fect~ve spreads increase In he after-hours tnarke-r compared to 

repitar trading hours I he rned~an effective spread increased from I ; cent\ per share 

during regular hours to 26 cents per smre In atter-hours tradlny. zi\s a percent ot prlcc 

the median efiectlt e spread rose from 0 15'0 dur~ng regular hour3 ro 0.-3T0 LI tn alter-hour5 

'Barcia!. Christ~e. Hams. kandel, Schul t~ .  i.,ffecr~ of 2.larhct Reform on i t l t  lrudlnq C ,/us und Depth, 07 
i u ~ d u qS ~ O L ~ S ,Journal o t  Finance. F e b r u a ~  !990. Vol LIL Lo in!\ stud\ shows thdt spreads In 
kasdaq stock\ dre w~ctest at the open o t  rradlns. declmr dur~ns  m~d-da\ trad~ne and are n a n o u w  at da-
end 

These effectwe spread measures are tiider man the quored \pread medsurr, M hlch is dn unuxuai result i i  

15 dnven b? a laree percent ot pr~ces that art: truts~de the quote ah reflecteu In our mersrd quote dnd rraae 
files We suspect ~treflect> rdprd quote chanres and a subsequent dccr~ne In the precision wlth tt hrch 
trades and the~r  contemporaneous quote> an be assrgned 



trading. lhese tindings are consistent with Barcia! and Hendersnott s estimate ot percenl 

bid-ask spreads " I he) report that percent bid-ask spreads for t h e ~ r  sarnpie ol 250 stocks 

is twice as h ~ g h  In the after-hours sess~on compared to the reguiar trading da!. and that 

trading costs tor the most actne stocks mcreased b t  an e\en p a l e r  amount 

hext u e  looh at the absolute \ d u e  of trade-to-trade price change anu percentasc 

price change as meabures of trade prlce x o l a t i h  [.OM trade prlce .\ olatiiir) means that 

trades occur at prices close t(> the pre\ icrus trade pricc. u hile high trade price 1oiatilit~ 

shows that consecutlke trade price5 are further apart. Smaller changes In trade pnceb. or 

iouer trade price \oratilit). are inilicati\tt oi more liquid or lower cost markets I rade 

pee \.olatllit> ( 1 P i  can be calculated as tollous. m d  pro\des. a percentage 

measurement of prlce change 

TP\ = absolute 1alue ( iogc trade price ,j - log(trade_ price , 1 1 i 

M here r-rradc: in rime I and I- 1 I\ rne preceulrlg uadc 

1able 5 reports the aberage traue price volatht! in regular and after-hours 

trading tor each sampie stock. and reports the mean and medlan \ aiues lor the entire 

sample. M.e find that trade price \ olatiiir> for the sample stoci\s ranges trom U 03 " o to 

(1.1 I "6 during regular trading hours. m ~ t han a\ erage (median i trade prlce \wlatiiit> of 

(i05% r rade price L o l a t i i ~ ~ ~increases In after-hours trading, and ranges from 0 10' o to 

0. E o / o  tor the sample stocks, ttlth a med~an\ olatlllt) o t r r 16'; o k v e n  stock in the 

sample shous an increase I ~ Jthe atter-i~ours trade price \olatrlit! f,xpressed In cents per 

share. the alerage prlce ctlange berween trades (absolute caluei \$as > cents per share 

during regular hours and increased to 15 cents in after--hours tradmg 

Fable b presents trade price coiatilm bv half-hour ~ncrements lrom 9 I30 a.m t o  

h:3O p.m. Dunng regular rradmg hour, trade price ~oiat~lit!  highest alter the open and I \  

before the dose of  trading. and deci~nes dur~ngmld-cia\ Hobever, e ten  compared LO the 

higher trade price \oIat~ht> experrenced after the open anu 111 idle afternoon trading* uade 

price \ olatilit! increases after the dose  For the a\ erage ( mealan r stock. rraue pricc 

\oIat~lit) 1s 0.U82°/0 ii-om 9:iO-l O W  It declmes In m~d-cia? t o  0 035°/~.and rlses in the 

" Because Barclav and Hendershott did not have quote inlormdtlon, the\ uled Koli iesrimatr of b~d-ask 
spread based on the covariance ot return5 



half-hour before the ciose to U . U ~ ~ ? OFoilowlng the close of regular trading, our sarnprr 

has an average trade prlce tolatllit> oi 0.13%~from 4.00-4.30 Irade price t o l a t ih t~  

ranges bom 0.27°~~-U33% in the remain~ng time segments. The average trade-to-trade 

prlce change snob\ hirn11a.r patterns I hus. u e  find that tor our sample ot stocks. tr-aae 

prices are more t olatlle In the after-hours marhet 

( onclusion 

Our anal! sis of a group ot 15 Casday stochs f~nds  that markel quaiit\ deteriorate\ 

and tradmg costs mcrease in alter-hour. uadlng 1hese resuirs are consistent ni th  those 01 

previous stud! b\ Barclat and Hencler-\hot1 \peciticali~. u e  find that quoted spreads 

Increase from El cents during regular hour> 10 76 cents in atrer-hours trading. on aterage 

Effectike spreads. d rneaxure of trddlny LLWS,a t  eraged 1.5 cents during regular hour\ 

compared to 36 cents 111 after hour\ r rdmg.  a d  represent an almost triphng ot tradmg 

costs in the after-hours market Perct.nr+x e t i ec t~ t e  spreads rose rrorn u. 1-90to  Ct ;7O/0 In 

the aner marhet. d more than cioubiinv or trading costs I rade price \oiatilit\. ~1 measure 

of trade-to-trade prlce change al\o incrc'ises In the after-hours market. Increasing trom 

an aterage oi 5 cents per snare dunrig teguiar hours to 1 5  cents per share i r l  after-hours 

trading 

I'he reader should understand that although thexe measures shou that trading 

costs increase m the after-hours m x k t .  ~ h ~ s  does not irnpi? that trading costs are higher 

than the! should be 1 radlny costs are tktermined h> a number of tactors. lnci uding the 

price of the stock. the l e \ d  oi trading ~ t \and the stocL ,\.olatd~t? Smce higher 

tvlume contnbutes to narrower spreads. the less ilquid after-hours market is expected to 

exhibit higher trading costs. 

One r15L Investors face tradmg after-hours, 1 5that trades ma) execute at prlces that difter troni the da\ 
iloslng prlcr in tact, broker-dealers ma\ accept o n h  limit orders from inkestors 111the after-hour* rndrlieti 
t o  prekenr execution5 at unexpected prlces b e  admined  trade prtces arter-11ours compared to the last trade 
price durint; regular hours I he trade-to-close measure represents the ansolute value ot the percentage 
difference ot the trade price and closmg traae price and IS presented in i abie - 1he results s h o ~  that trade\ 
executed atter the clohe arc. on dverayc 0 .!3U~ trom the clokmg prlce or 27 centi per hhare dwa\ 
trom the closing price 
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Table 1 
Average Daily Share Volume and Distribution Across Day, and Average Trade Size for Sample and All Nasdaq Stocks 

February 7-11, 2000 

Average Daily Share Volume - Volume Distribution - . --. Average Trade Size 
Before 4 15 Before 4 00 

3efore 9 30 930400 4 00 4 15 930 930400 4004 15 630 930 930400 63C 
(shares it1 000 s, 

AMA 1 
AMGN 
CSCO 1 

DE11 
GBLX 
IMNX 
INTC 
JDSU 
MSF T 
NXTL 
ORCL 
QCOM 
SUNW 
VRTS 
Y l 1 0 0  

rota1 Sarnple 

911 Nasdaq 
ssues 

Sample 
iolume as O/n 
~f Total 

liAr. earnlngs a~ounreri-lent for C~scoSysterr~swas maue or: February 7 2OCiO a f e i  ihc 4 p ni i~?se 
Note Trades pxec~itedafter 6 30 p n1 are ~nciudedrn the followtng day trade i ewr t s  
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Table 3 

Quoted and Percent Spread by Half-Hour Increment 
from 9:30 a.m. - 6:30 p.m. 

15 Nadaq Stocks, February 7-1 1,2000 

Percent Quoted 
T m  Quoted Spread Spread 

Mean 
Regular Hours 
9 30-10 00 S 0 11 

10 00-10 30 S 2 12 

10 30-11 00 S 0 12 
I 1  00-1i30 S c 12 
1 7  30-12 00 S 011 
12 00-12 30 S 3 7 :  

12 30-1 00 $7 L 1 '  

' 00-1 30 $ c 12 
30-2 00 $ 013 

2 00-2 30 8 013 
2 30-3 00 S 012 
3 00-3 30 5 0:; 
3 30-4 00 8 071 
After Hours 
4 00-4 30 S 049 
430-5 00 S 072 
5 00-5 30 S 077 
5 30-6 00 S 050 
600-6 30 S 081 

Spread measures are time weightea and calculated tor each stock tor eacn half-hour 
interval Mean values are equal we~ghted by stock Percent spreaa IS equal to the Did-ask 
spread as a percent ot the quote mldpolnt 



-- 

Table 4 

Effective Spreads and Percent Effective Spreads for Regular Hours and After 
Hours Trading by Half-Hour Increment from 9:30 a.m. - 6:30p.m. 

15 Nadaq Stocks, February 7-11, 2000 

Summary 
Percent Effectwe 

Time Effective Spread Spread 
Mear Med~an Mean Med~an 

9 30-4 00 S 3 2 5  $ 0 13 J 159, 2 I 5'k 
400-6 30 S 3 56 $ 3 36 O 43% 137% 

Half-hour Intervals 

T ~ m e  - Effectwe Spread -- O/' Effectwe Spread -

Reqular Hours Mean 
9 30-10 00 j 037 

10 00-10 3C S 022 
10 30-1 7 OC S 0 18 
11 00-11 3C S 0 13 
71 30-12OC 5 0 13 
12 00-123C S 0:3 
22 30-1 00 $ 0 :2 
I 00-1 30 S 0 13 
1 30-2 00 5 0 14 
2 00-2 30 $ 0 14 
230-300 S 0 14 
3 00-3 30 S 0 15 
3 30-4 00 $ 0 15 
After Hours 
4 00-4 30 S 045 

4 30-5 00 S 1 00 
5 00-5 30 S 7 19 
5 30-6 00 S 7 32 

6 00-6 30 5 066 


Effectrve spreaa equals the absolute value of the twrce the drfference of the trade pnce and 
the quote mtdpomt Percent spread IS eftectlve spread as a percent of the quote rnlapomt 
The measures are calculated for each stock for each time Interval and tne meav or median 
value of the stocks presented 
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Table 5 

Trade Price Volatility and Average Trade Price Change in Regular Hours and After Hours 
Trading 

15 Nasdaq Stocks February 7-1 1,2000 

Trade Price Volatility Averaae Price Chanae 
Traae-to Trade-to 

T raae-to-Trade Close iraae-to-Traae Close 

9 30-4 00 400-633 
AMAT 
AMGN 
CSCO 
DELL 
GBLX 
IMNX 
INTC 
JDSU 
MSFT 
NXT? 
ORCL 
QCOM 
SUNW 
VRTS 
YHOO 

Sample Mean 
Sample Median 

Trade-to-traae price volat~l~ty measures the percentage prlce change between consecutwe trades T rade-to-
close volat~l~ty measures the percentage prlce cndnge between each after-hours traae and the closlng trade 
mice 



Table 6 

Trade Price Volatility and Average Trade Price Change in Regular Hours and After 
Hours Trading by Half- Hour Increment from 9:30a.m. - 6:30 p.m. 

15 Nadaq Stocks, February 7-11,2000 

Trade Pr~ce Average Price 
Reqular Hours Volatility - Change 

Mean Medrar: Mean 
9 30-10 00 
:O 00-10 30 
10 30-11 00 
1 1 00-11 30 
? 1 30-12 00 
12 00-12 30 
12 30-1 00 
1 00-1 3C 
? 30-2 00 
2 00-2 30 
2 30-3 00 
3 00-3 30 
3 30-4 00 
After Hours 
400-4 30 
430-500 
5 00-5 30 
5 30-6 00 
600-6 30 

Trade price volatility measures the percentage price change between conse~utlve trades 
Average price change IS the absolute value of the prlce change between consecutive trades 
Measures are calculated for each stock for each half-hour Increment and mean and median 
values for the 15 stock sample presented 
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EXTENDED HOURS WORKING GROUP 
Committee on lnvestor Protection and Education 

Co-Chairmen 
John Markese 
American Association of lndivlduai Investors 

Kurt Stocker 
Northwestern University School ot Law 

October 6. 1999 

Mr Rlchard A Grasso 
Chairman and Chref Executive Offlcei 
New York Stock Exchange, Inc 
11 Wall Street 
New York, NY 10005 

Mr F r a n ~Zarb 
Chalrman and Chiet Executive Ofilcer 
National Assoc~ation of Securltles Dealers Inc 
1735 K Street, NW 
Washington. DC 20006 

On behalf of all the members of the Committee, we are pleased to submit for your 
consideration the enclosed report containing our recommendat~ons on investor protection 
and education wlth respect to trading during extended hours 

We appreciate your concern tor investor protection and orderly market operation In this 
developing area, as well as your desire to draw upon the experience of a broad cross 
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The foilow~ng arethe Commrttee recommendations on Investor protection and eaucatlon 
In extended hours trading. ana proposed best practices relatlng to extended hours 
trad~ng 

Disclosure of Nature of Extended Hours Trading 

Recommendation: 

That complete and full d~sclosure of the nature ana rlSkS of extenaed hours tradlng tor 
lnvestors be requ~red, and that best practlces be adopted rndustry wlde See attache0 
Best Pract~ces Relatmg to Extended Hours Tradlng 

Discussion: 

The risks of extended hours tradlng ~nclude Dut are not l~mitea to liquidity volat~lity 
fragmentation of the market, impact of news announcements, and the lack of depth and 
breadth In the extended hours markets expected lnltiaily Emphasis overall should also 
De placed on dlscioslng how extended hours tradlng wlll hkely differ from regular hours 
trad~ngA best practlces approach for disclosure lnrtlally would prov~de effective 
commun~cation to Investors Industry wide Self-regulatory organrzatlons should monltor 
tne effectiveness of the best practlces approacn ana conslder new rules, lf necessary to 
Insure investor protectron 

Should lnvestors Be Required to "Opt-In" to Extended Hours Trading? 

Recommendation: 

That lnvestors be required to place oraers tor extended hours tradrng or place orders that 
can be carried over to extended hours tradlng only by grving specrai instruct~ons to ao 
SO 

Discussion: 

Investors should actively "opt-in" to extendea nours traaing Standardlzea order 
~omenclature should be implemented for orders opting-in to extended hours tradlng 

Ill. Suitability 

Recommendation: 

That extended hours trading not be considered a separate and unique su~tabil~ty Issue 

Discussion: 

That effectlve d~sclosure of the rlSkS of extended hours tradlng should be emphasized 
rather than lmposlng new standards of Investor sultablllty for extended hours tradmg 

Limit Orders Versus Market Orders in Extended Hours Trading 

Recommendation: 

That lmit orders be used by Investors In extenaea hours trad~ng 

Discussion: 

Until this market tradrng segment matures and becomes Ilqurd, lrmrt orders are the most 
practical method of controlling rlsk for investors 



lnvestor Education On Extended Hours Trading 

Recommendation: 

That the Industry coordmate an educaliorr campargn on extended hours tradlng to reach 
investors through prlnted matenais. Web sltes and publlc service announcements 

Discussion: 

in add~tron to educat~ng Investors some form of continuing broker educat~on shoula be 
formallzed industry w~de along wlth efforts to educate the press on the nature of 
extended hours tradlng Suggestlons made to reach Investors lncluded polntlng to 
sources of informatron and eaucatlon such as a WeP slte whenever frrms advertise 
market extended hours tradmg ava~lablllty Educational toplcs woula lnclude ~ u tnot be 
lmted to explanat~ons of orders, order processing, order exposlrre spreads risks a 
glossary of terms and sources tor additlonai lnformatlon 

Advertising 

Recommendation: 

That no new advertlslng rules De prornuigatea that tne current rules are sufficient at thls 
pornt 

Discussion: 

As industry practices evolve and experience on extended nours tradlng IS accumulates 
this Issue should be revlslted 

Best Practices Relating to Extended Hours Trading 

The best practlces and d~sclosures outlmed In this document are berng prov~dea to 
broker-dealers so that customers, prior to tnelr patilcrpatlon In extended hours tradlng 
are prov~ded lnformat~on about the nature of the market, how thelr firm operates ~r!that 
market, and that they are fully rnformed of the rlsks and oppotiunltles associated wlth 
such tradrng In add~t~on to these best practices the Committee recommends that the 
Nat~onalAssoc~at~onof Securltles Dealers the New York S t o c ~  Exchange and other 
self-regulatory organlzatlons consider whether new rules are necessary to remforce 
these best practrces to further protect Investors 

Customer Educat~on and Choice 

Before Investors are rn the positron to determine wnether or not they desrre to opt into 
extended hours trad~ng, they should be provided mtorrnatlon as to the characteristics, 
rlsks and opportun~tles prsv~ded by that optlon The process of educat~ng customers 
about the character~st~cs of the market and the associated risks should precede therr 
afirmat~ve elect~on to partlclpate For example, before permlttmg a customer to trade 
durlng extended tradmg hours, a firm may require not only that a customer recelve 
mformat~onand d~sclosures about extended hours trading, but aiso acknowledge 
eiectron~caliy or In wr~ting, that the customer has read the material and after dorng so 
chooses to participate In the tradlng sesslon 

In addit~on to the "opt In" proceaures noted above, m e n  customers place orders durlng 
extended trad~ng hours sessions. firms should develop procedures to adv~se them. e~ther 
through "splash" screens or otherw~se, that they are placrng an order in the after hours 
sesslon, that the attr~butes of the after hours session are most likely different from the 
regular trad~ng sesslon, and that education concerning after hours tradlng sesslons is 
ava~lablefrom the firm 



Establish Procedures to Avotd Customer Confus~on as to Whether Orders Will Be 
Executed During Extended Hours Trading 

F~rmsshould establ~sh procedures to determine wnether orders placed by a customer 
are to be executed only durrng regular tradrng sessrons, after hours sesslons or both 
S~m~larly.firms who permlt extended hours trading should develop procedures to alert 
customers when they have placed an order In a securlty for whlch the flrm does not offer 
after hours tradmg services 

Use of Limit Orders 

At least rnrtlally, untrl there is more experience wlth atter hours tradmg, it 1s strongly 
recommended that firms permlt the~r customers to enter only llrn~t orders aurlng extendea 
hours tradmg sesslons Thls practlce wlll serve to protect customers should wlde prlce 
fluctuatlons occur due to the nature of the market or other factors that could ~rnpact 
market actlvlty 

Make Available Additional Educat~onal lnformatlon 

In an effort to make available to customers as mucn eaucatlonal rnaterlai as possiDle, 
firms should prov~de Inks from their Web Sltes to related educational material that may 
be found on srtes inamtamed by securltres regulators and maustry groups. or provrde 
such mater~al In written form upon request 

Promotional Material 

When firms produce promotional materlals relatlng to services offered aurlng extended 
trading hours, such materlai should oe consrstent with the d~sciosures outlmed hereln 
and must be consistent wlth regulatory rules regardlng comrnunlcatlons wlth the publlc 
In th~s connect~on, NASD Conduct Rule 2210(d)(l)currently prov~des that "(a) ail 
member cornrnunrcat~ons wlth the publlc should provrde a sound bass for evaiuatrng 
the facts In regard to any servlce offered No materlal fact or quahficatlon may be 
omrtted ~f the omrsslon, In l~ght of the context of the mater~al presented, woula cause the 
communlcatlon to be misleading " NYSE Rule 472 and the ~nterpretatrons thereto also 
requlre promot~onal mater~al to be prepared In a s~mllar manner Accord~ngly promot~onal 
materlal must prov~de a sound oasis for Investors to evaluate the rlsks associated wlth 
after hours trading 

Information and Materials 

lnformatlon and materlals, wnether educatlonal or promotional. should lrlcluae each of 
the followmg d~sclosure Items 

Disclosures Relating to the Risks and Character~stics of Extended Hours Trading 

Firms should provlde d~sclosure to customers relating, at a mlnlmurn, to the following risk 
factors and market characterlst~cs 

F~rmsshould prov~de customers wlth an explanat~on of how the extended hours market 
operates In general, h~ghl~ght~ng the d~fferences between regular market hours and 
extended hours including the availabihty of real-t~me quotes 

F~rmsshould clearly descr~be what speclfic stocks, or groups of stoc~s, and other 
secur~t~esw~l lbe available for tradlng, as not all stocks may be traded durmg extended 
hours sessions 



The prlces of securltles traded durlng after hours sesslons may not reflect the prices of 
the secur~t~es on thelr prlmary marKet ether at the end of the regular tradmg sesslon, or 
the opening of the prlmary market on the next mornlng In addltion, there may be 
rnultlple, unlinked after hours tradmg facrlrtres tradrng the same securlty that operate 
mdependently of each other Accordingly, Investors may pay more or receive less for 
thelr securrt~es purchases or sales when tradrng in a particular after hours tradrng facillty 
In comparlson to the securlty s primary market or other extended hours tradrng faclllty 

Tradmg volume may be llghter than regular tradlng sesslons, resulting In less llquldlty for 
certain secur~t~es executlons. or no As a result customers may recerve ~ a r t ~ a l  
executlons at all 

Prices durmg extended nours sesslons may De more volatlle than regular tradlng 
sessions which may result In customer oraers belng executed away from prlces thal 
prevailed durrng regular market sesslons, or not belng executed at all 

Lower tradmg volume and hlgher volatrllty, as well as other characterlstlcs of extendea 
hours trading sesslons, could result ~n w~der than normal spreads As a result, customer 
oraers could be executed away from prices that prevailed durmg regular market 
sessrons, or not be executed at ah 

The impact of news announcements mmed~ately precedmg or during an extended nours 
sesslon could cause an exaggerated effect on the market due to fewer market 
part~clpants, less Ilquidlty, and less trading volume man durmg regular trading sesslons 

F~rrnsshould apprlse customers of the d~fferences, if any, between the operation ot rules 
dur~ng extended trading sessions and regular tradmg sessions, along with the mpacts or 
rnplrcatrons of such d~fferences In addltron firms should apprlse customers of the rules, 
~fany that apply only durlng reguiar tradmg sesslons and not during extendea traamg 
sesslons 

Disclosure concernlng the Impact of optlons tradlng, optlons exercises, stock spllts stock 
dlvldends, and other Issues In extended hours tradmg may also be necessary 

Firm Specific Disclosures Related to Extended Hours Trading 

Every firm should also provlde speclfic lnformatlon about how ~t operates durmg 
extended hours tradmg These d~sclosures should Include, but are not ilmlted to 

The hours of operation. 

The accessible markets and systems as well as the scope ot securitres traded rn the after 
hours sesslon by the firm 

The costs associated wlth extended hours actlvrty 

The exrstence of any margrn or clearance and settlement ~mplicatlons for extended hours 
sesslons Flrms should d~sclose any changes In account handl~ng, including what Impact, 
if any, extended hours trad~ng w~l l  have on margin levels durmg perlods of hlgh volatlllty 

The ava~labdlty of customer support staff and other particulars relat~ngto pollcles ana 
operations during extended hours, lncludlng access to account lnformatlon and account 
representat~ves,especially In the event of heavy Internet traffic, phone usage, or system 
capac~ty problems F~rms should also dlsclose any cond~t~ons that may effect the ablilty 
of customers to enter new orders or cancel exlst~ng orders dur~ng after hours sesslons 

[ Extended Tradmg Hours 1 NASD ] 
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EXTENDED HOURS WORKING GROUP 

Committee on Clearance, Settlement & Operations 

Charrman 
Melvm B Taub 
Salomon Smrth Barney 

October 8 1999 

Mr Rrchard Grasso 
Chatrman and Ch~ef Execut~ve Offrcer 
New York Stock Exchange, Inc 
11 Wall Street 
New York. N Y 10005 

Mr Frank Zarb 
Chalrman and Chef Execut~ve Office! 
Nat~onalAssoclatlon of Secur~t~es Dealers inc 
1735 K Street N W 
Washmgton, DC 20006 

Gentlemen 

On behalf of ali members of the Commrttee, I am pleased to subm~t for your 
cons~deratron the enclosed report contalnlng our recommendatlons wrth respect to 
clearance and settlement of trades and operation of the market aurlng extended hours 

We apprecrate your concern tor orderly market operatron and rnvestor protectron In this 
developrng area, as well as your desrre to draw upon the experience of a broad cross 
section of rndustry partrcrpants it has been our pleasure to serve on the Commrttee. and 
we trust our recommendat~ons w~l l  prove useful 

Very truly yours. 

Cc Arthur Levkt 

Chalrman 

Securrtles and Exchange Comrnrssron 

Report 

After Hours Trading: 
Work~ng Group on Clearance and Settlement and Operations Issues 

COMMllTEE MEMBERS: 

Charr M Taub - SalomonSmrthBarney 

L Bakermk - Pacrfic Arner~can Securrt~es H Frredrnan - Pershrng 
J Beyman - Lehman Brothers E Goldberg - Merr~llLynch 
D Cavellr - NYSE R Hennessey - NYSE 
J Crofwell - Boston Stock Exchange D Keily - NSCC 
M DeNat - NASD M Malarkall Wetser - Dam Rauscher 
D D~rkslNBrander - DTC i McBlam -ADP 
N Eaker - Edward Jones €3 S~lver- Pame Webber 



OBJECTIVE: ident~fy and pr~or~tlze Key Issues Reach consensus or present alternative 
recommendat~ons for each Issue 

GENERAL RULE: There must be unlformlty among ail exchangeslmarkets. including 
ECNs 

ISSUE 

Def~n~tion of the tradlng sesslons 

RECOMMENDATIONS 

The dayt~me tradlng sesslon shouia stop at 4 00 p ni ES7 and the after-hours sesslon 
I 

should start one hour later A breaK between the day and evening sessions is desirable 
to 

Allow time for the 4 00 p m closlng price to oe capturea (see "Prlcing ' below) 

Provlde a wlndow for corporate announcements (see "Corporate Actions below) 

Gwe specialists and market makers tlrne to adjust thelr order b o o ~ s  

Give memDer firms and processors trme to ciose and re-open therr systems 

Remforce the message tnat the after-hours sessron IS a fundamentally d~fferent 
type of market 

Endmg the sesslon at 8 00 p n- w~lr present no major processlng problems for memDer 
firms or In the clearance and settlement areas of the Duslness For many firms 8 00 p m 
IS the latest end t~me that will allow all traaes to De boo~ed the same day (I e avo~d~ng 
' as-of' processlng) Evolution to later ending times shoulcl accompany the systems 
re-engrneerrng that wrll be requlrea for T + l  

In the immediate term should any of the exchanges or ECNs aecrde to remaln open past 
8 00 p rn . any trades executed w~ll st111 have the current aay s trade date Firms may 
book trades the next day on an 'as-of' basrs ~f therr processing environments do not 
support same-day book~ng past 8 00 p m Flrms may decrde to staff a service aesK to 
accept after-hours orders, if busmess condltrons warrant lt 

There are generally no operatronai problems with having an after-hours sesslon Monday 
- Friday, but some firms may have staff~ng problems on Fr~day evenlngs There should 
not be an after-hours sesslon on Opt~ons Expirat~on Fridays, due to the added market 
volatrlrty on those days 

Start~ng the dayt~me sessron earlrer than the present 9.30 a.m . but no earlrer than 6 00 
a m . presents no Issues other than staffing, but thls could be very important for West 
Coast firms 

Early closings or canceimg of after-hours sessions before hol~aays should be handled as 
they are now - a declslon at the time by the Exchange andlor Markets drrectors 

1 ISSUE 

Trad~ng and Settlement 

RECOMMENDATIONS 

1-rades should be processed tor today s tradrng day i T), wlth settlement OP T+J for 
Equrt~es and T+1 for Options 

Orders should be spec~fic to a sessron ana not carry over from the normal day to 
after hours or the reverse 

The committee recognizes that there should De new order types These wlli 
Include 



Orders designated for the after hours sesslon, 

Day Orders entered dur~ng the aay sesslon and deslgnated to extend to the after 
nours session, 

. Good-till-cancelled orders deslgnated to remain actlve through the day and after 
hours sesslon 

Good-trll-cancelled orders entered In the after hours sesslon and designated to 
carry over to the next aay 

ISSUE 

Products to be traded 

RECOMMENDATIONS 

Equrt~es and optlons should be tradea 

ISSUE 

Effect of corporate actions and announcements on tradrng 

RECOMMENDATIONS 

Gwen the declslon to treat after-nours trades as occurring on the same trade date ( T )  
corporate act~ons w~i l  have no operat~onal impacr 

The committee recommends that issuers be encouraged to make corporate 
announcements between the aay and evenlng sesslons 

ISSUE 

Defin~t~on of closlng prlces 

RECOMMENDATIONS 

Closlng prlces for reporting, valuations etc should De based on the 4 00 p m close 

Flrms should use th~s  price for customer marglnlng The commrttee recognizes that there 
may be an Investor percept~on Issue (e g . a margrn call IS Issued based on the prior 
day s 4 00 p m pnce, but the customers portfol~o value changed considerably durmg the 
after-hours sesslon) We recognize that firms may use other prlces In certain 
circumstances, lncludlng R~sk Management 

ISSUE 

Tmng and strategy for lmplementatlon 

RECOMMENDATIONS 

After-hours tradlng should commence one calendar quarter after dec~malizatlon begrns If 
decimal~zatron is significantly delayed beyond the curregtly antlclpatea July 1 2000, start 
date. thls recommendation should be revisited 
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ISSUE 

Rule changes 

RECOMMENDATIONS 

Buy-rns effected under Rule 282 (Mandatory Buy-In) Rule 284 (Procedure for Closmg 
b Defaulted Contract) and ACATS falls should not be requ~red or allowed In the after-hours 

tradlng sessron This restrrct~on should contrnue unt~l the l~qu~d~ty and volatll~ty of 
after-hours tradlng sesslons are determined to be equivalent to the regular dally trad~ng 
sesslons 

Rule 296 (Llquldat~onof Securities Loans and Borrow~ngs) should not be changedI Member organ~zatlons r~ghts should contlnue to remain subject to the agreements wlth 
other member organ~zatlons provldmg for the loans and borrowings of securltles 

j Extended Tradmg Hours I NASD j 
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AFTER-HOURS TRADING RECOMMENDATIONS 

Working Group on Trading Conventions 

- _ _ - - _ - _  - _ _  - - - - .----.-

Members: Co-Charr. Joe Della Rosa -- Goidman Sachs 
Co- Charr Bob Moore - Salornon Smrth Barney 
Brll Barclay - Chrcago Stock Exchange 
Gene Beard - lnterpubl~c 
Jeff Boyd - Oxford Health 
Brll Broka - NASDAQ 
Scott DeSano - Fidelrty 
ion  Gorman - Schwab 
Brll JohnstonIEd Kwarwasser - NYSE 
Tom Joyce - Merr~il Lyncn 
George McNamee - First Albanv 
Mark Mrn~ster - Brrdge 
Bob Murphy - RPM 
Rrchard Romano - Romano Bros 
Cameron Smrth - lslana 
Joel Sternmetz - instmet 

Observers: Connre Kiggins - SEC 
Steven Wjllrarns -- SEC 

___-_~__l____
l_l--l_--


The Workrng Group on Trading Conventrons offers recornrnendatrons on SIX d~fferent 
issues 

1 Fragrnentatron and Transparency 

2 Volatil~ty and Liqurdrtv 

;. Fievrew of Rules and Regulat~ons 

-1 Valuatron Convent~ons 

Corporate News Announcements 

b Prrcrng Prrrnary and Secondary Offerrngs 

INTRODUCTION 

The workrng group tried to reconcrle and drstlngursh between the different after-market 
hours tradrng envrronments whrch exlst at the present and could exist In the future In 
lrght of thrs, some of our recommendatrons will apply whenlrf the prrmary exchanges 
extend therr tradrng hours Other recommendatrons wrli apply even r f  the prrmarv 
exchanges do not extend hours but retarl tradmg contrnues to take place fn after-market 
nours 

The group also recognrzed. in the case of some rndustry conventrons ana regulatrons 
drscussed. that the rnagnltude of volume rn the after-hours sessrons wrll play an 
Important role In the adaptron of new practrces 

1. Issue: Fragmentation & Transparency 

Discussion: 



The Workmg Group felt that transparency and consolldation of published quotes and 
rransactlons as weli as llnkages between quotes were criticai for Investor protection 
(specifically retall investors) In the after-hours sessions 

The Group also agreed unanlmousiy that systems that prov~de consoirdatlon 
transparency and linkages should exist regardless of the hours of the prrmary 
exchanges 

D~scuss~on focused around the most available ana complete system in place toaay to 
best serve this purpose 

Systems currently operated by the NASU and SlAC have mosr ot the necessary 
networks vendor relatlonshlps and exchange ana broker-aealer connections At the 
present trrne the majorrty of therr capabrlrty 1s only ava~lable until 6 30 p rn Eastern 
standard tlme 

Recommendation: 

Ex~stmg systems operated by SlAC and the NASD7 currentlv available mtl l  
6 30 p m should. regardless of the hours of the prrmary excnange be 
utilized for extended hours tradrng The Workrng Group was ver): 
concernea wlth any trading that taKes place by retall mvestors witnout 
these systems in place In that regard lr strongly recommends that these 
systems extend therr hours of operation Deyond 6 30 p m Rules and 
regulat~ons that gulde and mandate the usage of these systems and Dest 
execution dur~ng regular hours should be continued In the extended hours 
perlod 

2. Issue: Volatility and Llquldity 

Discussion 
t 

Wlth respect to concerns about volatlllty and l~qu~dlty In after-hours trading, the Workmg 
Group concluded, first, that ~f the primary markets are open, their rules should continue tc 
apply to the extent appropriate Each prrmary rnarKet must determine whether its rules 
should be adjusted to assure liquidity and the maintenance of an orderlv market by its 
members When prlmary markets are not open, certaln respons~bil~t~es, including ~ u t  not 
lrmrted to those listed below should fall upon the BrokerIDealers and ECNs w h ~  
partlcrpate 

Recommendations: 

The Workmg Group recommends the foilowmg best practices 

Bids and offers should be displayed wlth the 
percentage change from the 4 00 p m closmg price 
Only l m t  orders should be acceptea 
Brokers who accept orders should clearly d~sclose the 
hours durmg which they wrll attempt to execute and 
protect orders (or any other hmltatlons on their ablllty to 
do SO) 

2 Even if the prlmary exchanges are closed, the NASD should have t h e  
ab~llty to halt tradmg in slngle stocks in the event of severe market 
circumstances or corporate events 

3. Issue: Review of Rules and Regulations 

Discussion: 

The Workmg Group focused on those rules whlch it felt should be generaily appl~cable 
durlng after-hours trad~ng, regardless of whether the prlmary markets extended the~r 
trading hours or developed an after-hours session. The Workmg Group noted that certaln 
trad~ng rules In the prrmary markets should be rewewed to assess whether they should 
be retamed In an after-hours session 



Recommendations: 

The Working Group recommends that, When the prlrnary markets are not 
open 

: Pr~nclples of best execut~on should apply to broker-dealers and 
ECNs accepting orders in the after-hours market 

3 Broker-dealers and ECNs who Choose to accept after-hours orders 
should be held to the SEC and NASDR order-handling and reporting 
rules Those specifically discussed as potentially applcable ~nclude 
the firm quote rule. Rule lM 2110-2 (Manning II), Limit Order Display 
Rule 90-second reporting and Regulation ATS 

4. Issue: Valuation Conventions 

Discussion: 

I The Working Group recognizes that the prirnarv markets 4 00 p m clos~ng prlce has 
become the standard of valuation for manv financiai instruments and settlements, e g 

1 !I Net Asset Value conventions 
t 

Indices addsldeletes 

.: Index calculations 

1 Final pricing for mergediacquirea companies 

5 Margin calculat~ons 

h. Optron exprratlons 

7 Net capital requirements 

8 .  Pricing lPOs and secondary offermgs 

The effect of any uick and dramatic change in tne rime marKet mechanism tor deriving 
and availablllty o &e 4 00 p m closing prlce would significantly lmpact the industry and 
mvestors The Working Group recogn~zed that wneni~f volume significantly expands In 
the after-hours session it may no longer be satisfactory to cnvestors for the 4 00 p m 
close to be used as a significant daily valuation poin: 

The Working Group also discussed the need tor a break after tne 4 00 p m. closing price 
Several reasons for a break were considerea, including allowing time for corporate news 
announcements (see issue 5 below) providing time for systems to capture and 
recapture pnces, and to account for the fact that the 4 00 p m closing prices are often 
not available until some tune after 4 00 P m 

Recommendation:I 
A closlng prlce mechanism shouid be established by the primary 
exchanges and set at 4 00 p m 'This should be followed by a break (at least 
60 minutes I before re-opening for an after-hours sesslon 

I 
5. Issue: Corporate News Announcements 

Discussion: 

The Work~ng Group was concerned with the effects ot after-hours trading in the primary 
market for a security on the t~mrng of the announcement of materlal corporate events 
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The current practlce is for news whlch may nave an Impact on the stock price to be 
released by an Issuer after the close of tradmg so that the publlc has t~me to react VVhen 
news announcements must be maae dUrlng the tradlng day, tradmg halts are often called 
so that the news can be dlssemlnated In the market place The Workrng Group belleves 
that tradmg halts are d~sruptive to the marKet and should be mlnlm~zed wherever 
posslble If tradmg is not formally interrupted for some per~od of tlme, corporate Issuers 
and SROs will have to halt tradlng In ~ndlv~dual stocks more frequently, posslbly even for 
announcements currently considered routlne Hav~ng a halt to tradlng In the prlmary 
market for some per~od of tlme after the establishment of a cioslng prrce (see our 
recommendat~ons under issues 4 and 6 hererni would allow time for news to be released 
and absorbed by the publlc 

Recommendation: 

Prlmary markets snould remain closed for a perlod of at least 60 mlnutes 
after establlsnlng a 4 00 p m cioslng prlce 

6.Issue:Pricmg Primary and Secondary Securrtres Offermgs 

The Worklng Group recognized that meanlngtul atter-hours tradlng. part~cuiarly lf an 
evenlng sesslon rs estaDllshed by a prlmary market wlll pose challenges to the current 
pract~ces mvolv~ng the prlclng and lnltlai traamg gf new securltles (both lPOs and 
reg~stered secondary offerrngs! These practices are crltlcal to an efflclent capital market 

Most new Issues are prlced after the close of traalng, whlch allows trme to cornplete 
syndicate allocations and verbally confirm purchases wlth mvestors before trad~ng starts 
on the next tradmg day Th~s sequence IS requlred to comply w~th SEC rules It tradmg of 
comparable stocks (In the case of lPOsi or of the Issuers securltles (In secondary 
offer~ngs) contmues In the after-hours sesslon, underwrlters will have more d~fficulty 
derlvmg the prrce and mvestors will face lncreasea risk Moreover, unless the aeal IS fully 
dlstrlbuted tradlng In the aftermarket by the underwrlters wlll be subject to Regulat~on M 

These factors are llkely to create pressure to move prlclng (particularly of IPOs) to late 
evening or early mornlng (for example 7 30 a m for a 9 30 a m openlng) The Worklng 
Group felt that Issuers and underwrrters wdl want, and should have the flexlbllrty to price 
secondary offer~ngs e~ther after 4 00 p m or before the openlng Whether prlclng IS done 
after the 4 00 p m close or ~e fo re  the openrng ~t will be virtually imposslbie for 
underwrlters to complete the regulatory steps requrred before trad~ng commences 

Recommendations: 

1 Pr~mary markets should contmue to establrsh a closlng price at 4 00 
p m Eastern T~me (thls 1s consistent w~ththe recommendat~ons ot 
the Working Group on Clearance and Settlement and Operations 
issues See also Issue 4 Valuation Conventlons. below i 

2 The SEC should examine ~ t s  rules to assure contlnuatlon of the 
current flexlble prlclng conventions for prlrnary and secondary 
securltles offerings so that prlclng can occur erther In the post 4 00 
p m break or prior to the day s market openlng Speclficallv, the 
SEC should consider permitting verbal confirmation (and Dookrng) or 
purchases subject only to (I) final prlclng (say, w ~ t h ~ n  a prescr~bed 
price range) ana (11) the SEC s declarat~on of effect~veness of tne 
reglstratlon statement Thls wlli allow Issuers and underwrlters the 
flex~bll~tyto prlce at 4 00 p m , followmg the after-hours sesslon or 
before the 9 30 a m prlmary openlng 

The Workrng Group recognrzes that competing systems could emerge ~n the future to 
provrde a srm~larservice currently prov~ded by  the NASD and SlAC systems 

The Working Group decided not to address the issue ot who pays for the operatrons ot 
these systems 



3 This 1s consistent wlth the recommendatlon from tne Clearance. Settlement and 
Operations Working Group 

The Committee recognized that the primary exchanges could be compet~tively 
disadvantaged by following thls recommendatlon Slnce the Workrng Group was 
responsrble for making recommendat~ons to the primary exchanges, a majority of the 
Group suggested that the SEC may want to conslder the applicability of a post-4 00 p m 
break to ECNs regional exchanges and broker/dealers 

j Extended Tradmg Hours NASD j 
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Trading, Extended Hours 

NASD N o t ~ c e  to  Members 00-07 

Execut~ve Summary 

NASD Heyulatlon. Inc (NASD 
Reguiatron'") rernmds members of 
the~r obl~gation under lust and 
equrtable prlnclples of trade and the 
ddvert~srnq rule to dlsclose to 
customers tne mater~ai r~sks of 
extenaed hours tradlng 

A rnodei drsclosure statement is 

~ncluded w~th  this Not~ce In 
Attachment k 

Questions/Further Information 

Ouest~ons concerning thrs Not~ce 
may be drrected to Garv L 

G~ ldsn~ l l c :  Assrstant General 
Gounsei, Sffrce of General 
Zounse,. NASD Regulat~on at 
1202 1 728-81 04 

Background And Discussion 

A number of member firms recently 
nave started offermg the~r retall 
~ustomers varlous opportun~tles to 
traae s toc~s  after regular market 
nours In wnat IS ~ n o w n  as 
extendea rlours tradlng An even 

greater number ot member firms 
have announced plans to offer 
extended hours trading rn coming 
months 

1-he growth ot extended hours 
tradmg prov~des retall customers 
wlth greater opportunrt~es to trade 
securities and manage the~r 
portfolros and ln so dorng, provrdes 
access to markets that were 
prevlousiv ~ ~ m ~ t e d  to inst~tutioriar 
~ustorners Partic~pat~on In 
extended nours tradmg may offer 
certam benefits to retad customers 
but entails several materlai rlsks 
Dependrny on the partrcurar 
extended hours trad~ng 
envrronment, these rrsks mav 
Include 

imlrnked markets 

an exaggerated effect from 
news announcemenls anu 

- wlaer spreaas 

Iqht of these rrsKs memDerS 
rlave an omigatlon to thelr retail 
,ustomers to d~sc~ose the materlal 
,isits of extended hours tradmg tc 
.,~~stomers oefore permlttlng them 
ra engage 1r1 extended hours 
tradrng NASU Reguiatrori 
commends the many members that 
m v e  already provlded detalled 
dlsciosures aoout the rrsks of 
extenaed hours tradmg Th~s Notlce 
15 a remlnder that these arsciosures 
a e  not only a laudable buslness 
practrce, b ~ t  are a regulatory 
requrrement under lust ana 
equ~table prirlcrples of trade 

Po ass~st members with the11 
disclosure obllgatron NASD 
fieguiatron nas developed a serres 
of model d~sciosures deallng wlth 
me rrsks of extended hours tradlng 
Members are tree to develop their 
own disclosures or mod~fy these 
model d~sclosures to meet thelr 
part~cular disclosure neeas ir 
i ome cases. members may need to 
develop add~t~onal disclosures to 
address such issues as optrons 
tradmg, opt~ons exercises, tne 
effect of stock spirts, d~vidend 
payments as well as any add~t~onal 
risks that may arise in the tuture 

111 addition rnemoers are remrnded 
that Rule 22'0 requlres that all 
i..ommuncatrons wrth the publrc 
sna~i be basea on pnnc~ples of far: 
deallng and good falth. ana tnat 
exaggerated unwarrantea oi 
inlsieaalng stalements are 
prohibited Members should use 
caution in communlcatlons wltn tne 
publrc about their extendea hours 
tradrng systems to ensure mar 
these requlrements are sarlsflea 
Members descrrb~ng the benefrts of 
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ZOLID ~vaoor~alAssoc~arlon of Securroes &a/en extended hours tradrng must alsv flrms may use to inform therr 
describe the mater~al r l s ~ s  customers about the risks ,nc INASU! Aii nghts reserved Not~ces l o  Mev 

with stocK volatlllty In 9ers aflempt 1~ presenr ~nrormatron io readers in a 

ilnally members are also rernmded preparing a~sclosures regardrny 
lormar rhai is edsdy unaersldndable However 

aease be w a r e  that 1r1case of any mlsunder 
that in Notice to Members 99-7 7 extended "Ours trad'ngl aranainy tne rule language prevaas 
NASD Regulation described the may wish to revrew the types of 
tvpes of general amlosure ttia: cisclosure suggested In that Not~ce 

NASD Not~ce to Members 00-07 January 2000 
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Attachment A 

MODEL EXTENDED HOURS TRADING RISK DISCLOSURE 

i i qu~d~ t yRlsk of Lower L ~ q u r d ~ t y  reters to tne dbil~ty ot market partlc~pants rv cuv ana sell securltles 
d q u ~ d ~ t vGenerallv the more oraers tna: art: ava~iaoie i r  a market, the greater the l ~qd~d~ t v  I:, rrnportan* 

because wlth qreater 11~uld1ty I! is easier for investors ro buy or sell securities and as a result, li~vestors are 
more Ilkeiy to pay or receive a competitive prtce tor securrties purchase0 or sold There rnay be lower l~clu~d~ty 
~nextended hours traarng as compared to regular market hours As a result your order may only be part~ally 
executecI or nor at art 

Rlsk o f  Higher Vo la t~ l~ ty .  Volatll~ty reters to me changes In prlce that securltles undergo when tradrng 
Generally the h~gher the voiatility o: a securlty the greater its price swings There may be greater volatlllty 111 

extended hours tradlng than In regular mawet nours As a result your order may only be partially executed 
or not at all, or you may recelve an Interlor pnce In extended hours tradlnq than you would durlng regular 
market hours 

Risk o f  Changmg Prlces. i n e  prrces or securltles traded In extended nours tradmg may not reflect the 
prrces erther at the enu of regular market hours or w o n  the openmg the next mornlnq As a result you mav 
recelve an Inferior prlce I ~ Iextended hours trad~ng than you would clurlnij regular market hours 

Rlsk o f  Unlmked Markets. Dependmy on trie extended hours tradlng system or the trme o i  day the prlces 
alsplayed on a panrcuiar extended nours trau~ng system may not reflect the prices In otner concurrently 
operating extended hours trad~ng systems dealing In the same securities Accordmgiy you may recelve an 
mter~orprlce In one extended nours tradlny system than you would In anotner extended hours trading system 

R ~ s ko f  News Announcements. Normally issuers make news announcements that may affect the price of 
the~rseeurlt~es after regular market hours Slmrlarly Important financrai rntormatlon IS frequently announced 
outside of regular market hours In extended hours tradrng, these announcements may occur dur~ng tradlnq 
and IT comb~nedwith lower I ~ ~ u ~ d i t v  and h~gher volatlllty mav cause an exdggeratea ana unsustalnable effect 
~ithe prlce ot a securlty 

Rrsk o f  W ~ d e r  Spreads. The spread refers to the difference In prlce between what you can buy a securlty foi 
and wnat you can sell ~t for Lower ~qurdity and h~gher volatll~ty in extended hours traalng may result in w~der 
than normal spreads tor a particular securltv 
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