. Special Purpose Ih'spec.tion’-.of, | |
. Bernard L. Madoff Investment Securities’
L " Int"r-oducfi'.o.r’i.'-- | | |

. During the week of July 19-23, 1993, staff from -the Division of Market Regulation’s
- "Office of Market Operation and Surveillance Inspections ("Staff") conducted an inspection of
Bernard L. Madoff Investment Securities ("Madoff™). 1/ This is the first inspection =~ -

- conducted by the Staff of Madoff, a registered broker-dealer and market maker in exchange -
+ . listed securities, ‘which is commonly referred to as a "third market maker." ‘The purpose of - .

. the inspection was-to review Madoff’s trading systems in light of certain equity market -

'structure issues raised-in the Division’s Market 2000 Study (*Study"). Specifically, the Staff

- was asked to review the following issues: payment for order flow,.order execution : '

~ these brokei-dealer trading systems. 2/ - The Staff orally apprised the Study team of the
. Inspections findings. = - . : o - L - .

I Backeround and Methodology

A Inspection Methodology

.- The Staff reviewed the Study, public comment letters, and. Congressional testimony.
- The Staff also conducted an entrance interview with the principals of Madoff, Bermard and
Peter Madoff, to discuss the firm’s background and trading. ‘Thereafter, the Staff requested
- Madoff records and various procedure manuals, inclading -compléte trading information on
- 22 securities for trade dates June 21-July 2, 1993, The Staff then spent. one week :
conducting an on-site inspection to further understand the firm’s automated systems, - .

- procedures, and trading practices. 3/ The Staff also performed analyses of the trading data

- In order: to quantify the firm’s systems, procedures, and activity. . :

B. Firm Baékground ' _-

Madoff is a member of the Cincinnati Stock Exchange ("CSE") and the National

Association of Securities Dealers ("NASD")." The firm is headquartered in New York and
its designated examining authority is the NASD. Madoff is registered as a designated dealer
- on the CSE and as a third market maker with the NASD. Madoff makes markets in
approximately 300 equities and convertible bonds listed on the NYSE or another exchange
- and 150 NASD Automated Quotation. System ("NASDAQ") securities.- Through its’ o

. Subsidiary’ in.London, Madoff also trides on the London Stock Exchange and makes markets
‘in U.S. securities on the Stock Exchange Automated Quotation. System ("SEAQ™): ‘The firm

is comprised of 100' employees; 50 traders and assistants, -and 50 opérations or systems. PR
personnel.” The firm has approximately 300. customers and most are broker-dealers. In - = -

| ) P ‘ . .. . . . . IR IRRITN - - < onal Privacy )
2/ See Memorandum dated March 29, 19-93',-fr0.m R

3/ | This phase ‘of the ins

pection involved eXtended discussions with Bernard and Peter
- Madoff as well as observing the functions and activities of three Madoff traders. -
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1992, the firm’s required mirimum net capital was $100,000, with a total regulatory net’ ~ - -
capital of $42,934,764. 4/ oo W ‘

‘. During the period reviewed by the Staff, Madoff executed an average of 18,457
‘trades every day. 5/- In order to handle this volume efficiently, Madoff has developed a

o state-of-the-art automated trading system that allows it to competitively make markets in =

‘exchange Tisted securities. According to Madoff, approximately. 90 percent of the firm’s
securities transactions are automatically' executed via computer-to-Computer interfaces:
("CTCI"). A CTCI is an electronic. communication linkage between the firm’s in-house
- computer, its customei’s computers, and the trade reporting systéms of self-regulatory -

_organizations ("SRO"). These linkages simultaneously réport securities transactions for

recordkeeping purposes; as well as for'SRO trade reporting requirements. - = o
. The Madoff system “is linked to the Intermarket Trading System: ("ITS™)-through two .

- SRO systems. ITS links all exchange specialists and third market makers for the purpose of
assuring a fair and orderly national market system. Asa CSE designated dealer, Madoff is
able to participate in ITS through the CSE’s linkage to ITS ("ITS/CSE"). " As an NASD

- registered market maker, Madoff also may utilize the NASD’s Computer Assisted Execution
System:("CAES") as a linkage to ITS ("ITS/CAES"). 6/ . Trades executed’ through CAES,"
the CSE, or Madoff’s system_are reported-automatically to the Securities Industry: .

. Automation Coiporation ("SIAC") or NASDAQ and the respective parties clearing
corporations. These linkages allow Madoff to assure that: its NYSE meniber -customers -

i comply with NYSE Rule 390 and Rules 19¢-1 and 19¢-3 under the Securities Exchange Act

- of 1934 ("Exchange Act").

: Madoff has established "direct pricing feeds” between its computer and SIAC through -
which the firm receives complete Consolidated Tape Association ("CTA") trade information
(the "last sale tape”) and Consolidated Quotation Service ("CQS") quote information. This
information is managed in a "ticker plant” that is integrated into Madoff’s automated -
execution system. . The automated execution system monitors customer orders for :
marketability based on the ITS best bid or offer as well as exchange or internal activity. By
monitoring the ITS system, Madoff"is able to guarantee executions of buy and sell market

. -orders at the "national best bid or offer" and’ guarantee ceitain "trade-through or print .

protection™ for limit orders.

A Mérke; Orders =

o When customer market orders enter the system they aré automatically executed at the- -
“TTS ‘best bid or offer if the spread, at the time the:order-is received, is at the minimum -

- allowable variation (usually 1/8). When a customer places an-order with Madoff fora. .
_particular security, Madoff’s computer checks the ITS "best or inside quote,” executes the

- order at the ITS inside bid or offer, electronically sends the customer a trade report and

4/ Securities Industry Yearbook 1993-1994, at page 573 (1993).
5/ See Table D. | o

6 Madoff also may use CAES to act as rri-arket,makér and execute orders in ’NASD_AQ :
' securities that are not listed on an exchange. ' :
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’ reports the trade to SIAC, all within a matter. of seconds. The Madoff system does not glve _—

" ‘partial execations of ‘customer orders and does not afford priority to larger sized orders.. As
long ‘as 100 shares can be executed, the Madoff system will execute an entire order of up to

3,000 shares. -The Madoff system also executes odd Tots at the ITS inside bid or offer and »

' = reports them to the.customer, but docs not report them to SIAC. 7/

. variation enter what is"called the "Mission" subsystem. This subsystem is a price -

-stock ‘and get the Madoff customer a "better price." The Mission subsystem attempts to

~ Market orders in securities with spreads greater than the minimum allowable -

the .

~ -improvement system in which the Madoff computer tries to improve:the best market for

-+ "improve the market"” by changing its quotes to attract orders from throughout the national -~ -
.- market system. - o AT, i o _ S

. For example, when a customer’s order enters the Madoff system with a spread - _

- " greater than the minimum variation it is routed: to the Mission subsystem and is "stopped” -

- by the computer at the current ITS best bid or offer. The computer then changes Madoff’s:
. ITS quote to "better the market." - A ‘market is ‘bettered by raising the bid for sell orders or

- lowering the offer for buy ordérs.. The "improved quote” is.displayed for one minute. If
" another TTS participant sends 4 commitment to trade at the new quote, then Madoff will -

affirm the ITS trade and execute the customer -order. If a trade occurs in the security’s )

primary market, then Madoff will-execute’ the trade with its ‘customer at the trade price in .

-~ 'the primary market. If the one minute expires and neither of these events have occurred,

. then the system changes Madoff’s quote back to its-original prices and fills the customer
-order at the stopped inside bid or offer. - o SR :

B: Limit -Order's '

N The Madoff system also contains an electronic limit order book. Madoff’s limit
order subsystem is designed to process any type of contingent order presently accepted on
exchanges (e.g., short sales, stop, stop limit, immedidte or cancel, all or none).  All orders
not immediately executable’ when received by the system are routed into the electronic book
on a price and time priority. The limit order subsystem is integrated with all other Madoff
trading systems, facilitates execution with other Madoff system orders and offers several '
- forms of print protection. ' R S

1. Primary Markét Print Protection and Depletion

: Madoff affords primary market print protection to its limit orders. If the primary = -
~ ‘market reports or. "prints” a trade at-the limit price or better then Madoff’s trading :system *"
will automatically execute the limit orders on its book up to the size of the primary- market : -

print. 'For example, if the NYSE prints. 1000 shares of GM at $50, and Madoff has three
limit orders on its book at $50 for 400 shares each, then all three orders will be executed . - .

. because Madoff does not give partial executions.. -However, if-a 5,000 shaie limit'order had- -~ *
first priority, then none of the three 400 share orders would be executed because the 5,000 '
share order would have "depleted” the entire quantity of the primary market print. The -

records of trades automatically executed through this subsystem are coded “PP." o

 Similar to primary market print protection is the "between market prmt subsystem.
This Madoff subsystem automatically executes limit orders .when a primary market print is-

_7_./ 0dd Iot orderé.rec_e-ivé "clean?up" priority in the ‘M.i.id_Off system';
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_'fbctweeh‘the'prima_fy exchiange quote” and is equal to or bettér the t;uétomér.’s limit priCé'. _

. These subsystem eéxccutions are coded "BM."

* The third form of prirary market print protection is called "depletion.” An

~ execution by the depletion subsystem occurs when the-primary market prints a trade ata

3 customer’s limit price but the order is not executed due to insufficient priority and, L
-immediately thereafter, the primary market changes its quote to an inferior price. Madoff .

Teasons that it must afford such protection to be competitive, for it feels that, had the Timit -

" order been sent to the primary exchange, instead of Madoff, ‘it would have been executed on .=~ -

the exchange when the limit price was reached on the primary market print. These .

L -subsystem executions are coded "DP."™ Madoff informed the Staff that. these executions.are
'most common in highly- active or velatile stocks. L e '

2. . Missile'gnbsysgem_

" Méd_c)ff’s ;'Mi'ésﬂé" subsystem executes. orders :orll thé" limit order book against

. incoming Madoff customer market orders; executions from an exchange or the éxecution of

a Madoff proprietary- order at the limit price. The first part of this subsystem monitors the .
incoming market orders from Madoff customers. Whenever a market order is executed at

the limit price of an order on the book, the Madoff system will automatically execute the
-limit order at the same price immediately afterward. - The system assumes that if the two

- customer orders were sent t0 an exchange instead of Madoff they would have been crossed. '_' _

The system records the execution of both orders by automatically posting two trades at the

. Limit price in"a non-intermediated riskless principal fashion (i.e., Madoff buying and selling .
| as.principal, without gain or Jloss). : LT : _ '

“The second part of the Missile ‘system 1is tﬁggered'by an "incoming" ITS commitment

-to trade at the customers limit price.  These trades generally occur as the result of one
‘exchange trading through another exchange’s superior ITS quote or pursuant to normal

interdealer activity. ' If an incoming ITS commitment is equal to or better the customers
limit price, the system will execute the limit order on the book.

The third part of Missile subsystem is. triggered by trades for Madoff’s proprietary or

. market maker accounts. Madoff frequently enters orders for its own' account through floor

brokers on the primary exchange or sends ITS "commitments to. trade” to :another market

- center. When one of these orders is executed at a customer’s limit price the Missile

subsystem executes the limit order at that price. All of the above Missile executions are -

automatically coded "MS."

_ 3. Hié’h/L‘oW Subs'vst'emv

- Seme institutional customers are adverse to executing trades that will make new highs

.. "or lows; -accordingly, the Madoff system contains a high/low protection feature for certain =

customer orders. If a customer requests, its orders would be routed into this Madoff

. subsystem: This subsystem-is designed to assure that the execution of the customers’ orders
- - would not'make a.new high or low for the day. In this subsystem, when execution of an

order would occur at the high or low for the day the order is stopped and the system

- monitors the primary exchange activity for a print at a price other than the day’s high or
- low. If the primary market prints a trade below a high or above a low, then the Madoff - -

customer order i$ executed at the price of the primary market print. "If the primary market
does not print such a trade, then the system’ continues to monitor the primary market for the

-mext print that does not set a new high or low. These trade executions are coded "HL."
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IV -’v'-Préni‘i-ét_arv'.’I“:ﬁidin ' and Market Making S ‘stéms' -

5..

| ;Madoff’-_s_prOp,Iietary and market maker trading jaéﬁVityj is controlled in large part by

" -thé-automated execution system: - As described above, the system automatically handles

customer orders and executes trades according to preset guidelines. Madoff, however, .

e -employs-approximately. 50 people in its trading area. . The traders usually work with one or R
- :two assistants and are assigned responsibility for making fnarkets in approximately 30 .. -
- sgcurities. : o T T -. X ST

. The traders and-assistants are supported by state-of-the-art workstations and each

‘trader is free to display-the information he or she wants. At a minimum all traders display. .
~ the Madoff quote, the CSE quote and the ITS best bid and offer. The traders’ workstations -

“can be organized to display their position and théir automated trading system executions. -

) | :From the trader’s point of view, automated- executions force them to take "unwanted
. positions.” 8/ Madoff traders can trade out of positions by sending an order to'a floor

-’broker on the primary exchange, by changing their quotes to attract ITS and other activity or
-by sending’ commitments to trade to an ITS market center. .. .- T

The traders’ wo_rk_stéti‘onsgaisc) can display_ the limit order book for the traders’

- securities, including individually priced orders, total number of ‘orders and size at each

price. - The trader receives news itéms on screen through. Quotron and can access full stories - -

-~ from any headline. In'addition; support staff ‘monitor news feeds from Dow Jones News -
-Retrieval and Bridge and verbally co
- workstations -also provide significant ]
~costs of acquiring positions and current or historical profit/loss. Madoff has developed an

mmunicate the information to-traders. The traders’ _
real-time information on option positions, ‘deltas, the.

"effective stock position formula" that may be-displayed in real-time. An effective stock

~ position essentially is a dynamically hedged net stock and option position for each security.

~ Madoff. does not "auto;quOte" its markets. The traders make markets in their
‘assigned securities by manually entering their quotes into their workstation, which then
begins the electronic dissemination process through ITS, the CSE or NASDAQ. The

. Madoff traders update their quotes on ITS after a trade is executed on-their system. The

fimm’s stated policy is to always try to be either the best bid or offer in the market,

X ~depending on the trader’s current strategy to be long or short in that security. The Madoff :

- "spread guidelines” for its quotes are: 1/4 spread for $20 stocks; 3/8 for $20-$50 stocks and o

. 172 spread for stocks over $50. The "size guidelines” for Madoff quotes -establish a
~ minimum that is equal to the applicable SRO rule. When Madoff receives an ITS

“commitment to trade at its quoted price and size, the system automatically "clears” the

| ~. ~'Madoff quote on ITS and forces traders to update or refresh their quotes.

- - .Accordingly, whén an automated execution or ITS trade occurs, .tmd_ers'-'-mu'st re-

~ evaluate their quotes and ¢ither re-enter their existing. quote or change it. During this-
- evaluation process traders considér the firm’s position, the pattern or flow. of orders and

- 'their outlook on the stock. For example, if a trader feels that the stock is fundamentally

- overvalued and he or she is "too long or buying too much stock from customers,” the trader

- ‘may lower his or her bid to discourage more customer sales (Madoff:purchases) and/or

8/ Positions would be un_wan‘téd‘ when a trader wishes to maintain a long position and. | o
- the flow of orders through the automated system is forcing him or her to be shoit.
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lower their askmgpnce in order to encourage or attract more customer. or ITS buy oiders - SO
(Madoff sales). ] S - > AR

V R i_nduqemeht's for Order Flow -

- .~ The Staff reviewed Madoff’s systems used to pay customers for order flow.” Madoff -

- does not have contractual agreements with its customers, consequently, ‘the firm is not . e
-+ guaranteed of receiving order flow. “The Staff confirmed that Madoff does pay one centper .. - .7 "
share for eligible orders. The Staff also found that the Madoff system has other features o
- that ‘may indirectly induce order flow, including: (1) the use of a market order price

~ improvement system; (2) execution of limit orders without charging a fee; and-(3) limit
~ order trade-through or print protections. o A :

R Madoff pays one cent per share for eligible orders, which are any market ordérs of R
.. 3,000 shares orless. Every customer receives the same payment schedule:” In order fora '
broker-dealer to receive payment, it must trade a minimum of 100,000 shares payable per -
. month. Madoff informed the Staff that this rule is not without exceptions and certain firms -

that:do not meet this criteria have, on occasion, received payment. Limit orders, manual
~orders and market orders receiving price improvement are "non-payable” (i.e., not eligible

for payment). Madoff’s computer automatically determines which shares receive payment,”

calculates the amourit of the payment and maintains records. The computer also generates.a
- monthly statement for customers, showing the number of market orders, the number of b
market orders payable and non-payable and the number of shares payable. These statements
-also show a breakdown of the customer’s order flow. . ' S R

Checks are sent to.customers, with a statement, at the end of each month. "“The Staff

was advised that the Madoff system rounds all amounts payable to the nearest hundred
dollars. For example, if Madoff executed 45,095 shares -that were eligible for payment, the -
~-computer would round the amount due to the customer, to $451 .. Madoff informed the staff =

.-that Bear .Stearns has elected to not-receive payment.

VL . Recordkeeping Systems

. Tl_ie Madoff __systerh.'i-s completely automated and captures all order ticket information
-Tequired by Rule 17a-3 under Exchange Act, including order entry and execution time:. For
-manual orders, the system enables traders to open a trade ticket "window" on their

' . 'workstations into. which traders and registered representatives may directly enter all required
- trade ticket-information. Madoff has represented that it has received the permission of the
- NASD to.not prepare andfetain paper order tickets. 9/ The system captures- substantial -

- ‘amounts of other non-réquired information, such as: (1) automated execution subsystem = .- R
- codes; (2) the ITS inside quote; 10/.(3) order information; (4) contra-party codes; and ®.
-customer trailer-information. ‘Madoff can efficiently. retrieve records directly from- the
- system until T+5. After that time, the data is stored on tape, which is more inefficient to -
retrieve, and retained pursuant to Rule 17a-4 of the Exchange Act. The Staff notes: that,
due to the large number of tradé records produced by the Madoff trading operations,

-9/ Sie"NASD,Exaihination Report, bage 4. In addit'i.on, thé most recent Madoff
~ examinations noted that Madoff employs a settlement date posting system.

_]_O/ -The' Staff notes that'if a trade is the result of ah incoming ITS conim-itmem to trade

the executed trade record will reflect Madoff’s ITS quote.
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_ .,_t_h"or"ough and éfﬁciém'.ovefsji'g'?l‘it or investigation of Madoff éctiv’i;y 'iha'y.'b_'e dcb_élndeﬁt]d_ﬁ{ the . L
 availability of machine-readable records. R : e

VI :dein'fi Analyéis o ‘ »

. The inspection staff performed autorated and manval analyses of a wide range. of

. records covering Madoff’s trading and payment for order flow systems. With respect to.
‘Madoff trading ‘systems the Staff gathered complete trade records -In 22 stocks for the 10

- trading days from June 21to July 2; 1993. 11/ With respect to payments for order flow,

the Staff obtained hardcopies of the ‘Transaction Summary Statements ‘sent to. custoriiers for . -

_the month. of June.1993 (statement period: -5/22 through 6/23) that detail the basis for -~ . = -
- payments to customers. The following discussion describes analyses performed by the Staff;” -
technical characteristics of the data, and notable findings. - .. o o

A. - Automatéd Analysis

~+ . The trading records reviewed -in-an automated fashion included Madoff’s executed.

. trade records, limit order book, and positions as well as Consolidated Tape -Association-

. ("CTA") and Consolidated Quotation Seérvice ("CQS") records. These trading records were

obtained in machine-readable format on diskettes.” The size of these records was large, with

the three primary files containing a total of over 41 megabytes of information. 12/ The - '

~ Staff used Commission’s network database software and was able to effectively store and

- process the data on a single personal computer. - T : '

1. Consoi-idaté_d Trade a'_nd- Quote Data

_ ‘The total consolidated trade activity in the sample ‘securities, as reported to.the CTA, ..
“is presented in Table B. The single highést volume day, in terms of number of trades and
share volume, was 6/24 when 31,098 trades totaling over 53.2 million shares traded. The
lowest volume. day occurred on the very next day when less than one-half as many trades ,
(12,995) and share volume (21.4 million) was effected. The single largest trade, in terms of -

- shares, was executed on the NYSE where a 600,000 share trade in Federated Department

~ Stores (FD) was printed at $21, on 6/22. The average trade size throughout the period was

- 1,662 shares. Finally, Madoff’s total share volume in the sample securities (see Table D;
- 12,083,648 shares) represented approximately 4.3% of total composite volume in the sample
securities for the period (see Table B - 278,353,000 shares). R o

.. The Market 2000 Team requested that the Staff review the quotation activities of .
. Madoff. - The Staff used the consolidated quotation data for the sample securities, as = -
- reported to the CQS, to compare the quotes disseminated by Madoff and the NYSE. " The -

. results of this comparison are set forth:in Table C. These results show that Madoff -

27% of all quotes disseminated for the sample securities. The total average quote- spread
- -disseminated by Madoff was .371, or approximately 3/8 of a'point, and the NY SE’s was
- .156; or slightly more than 1/8.of a point. Both market centers displayed greater depth in-

| “disseminated 7,262 quotes (4% of total quotes) and the NYSE disseminated 46,465 quotes or .

: Seé Table A, for the composition. of the éecuﬁty_Sampie.

et
et
S~

12/ The three primary files of information are: (1) total 'CTA-an'd-'C'QS-(15-.6'm'é'g); @ - =
total executed trades (8.98 meg); and (3) total open orders (16.6 meg). -
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' thelr blds,wlulc thCNYSE dis'played,'.bh;aﬁérage-, 16,474 -mbr-_e sha'rf-es at'jtl'ic"fbid, than RN
- Madoff. S Coe e T

2. Madoff’s Executed Trade D‘a't}ﬁ_ L

.. .The total sample of Madoff executed trade data is presented in Table D.- Unlike . .-
* . consolidated activity, the largest single day was 6/23 when Madoff effected 4,007 trades -~ -~ = - -
-+ (over 1.5 million shares) with a market value of over $60 million' and, like consolidated =~ - .
activity, Madoff’s quietest day was 6/25. For the period, the total number of trades in the . .- -
- sample securities represented from 16% to 20% -of Madoff’s total firm-wide activity. -
'Exclyding 6/24; Madoff’s activity in_the sample securities ‘represented a- slightly larger 20% -

. to0 24% of total consolidated trades in the sample securities. -~ While 6/24 was the most active . . '

day in terms of total consolidated volume (almost two times- greater than average), Madoff

n -effected only 10% of consolidated trades on this day (approximately-half its average market

" share during the period). The following discussion describes the total executed trade data

from several different points of view. o _ .
a.  Otder Types -

© - Madoff’s tetal executed order flow is characterized -by order type in Table E. Total
~market .orders comprised 65% ‘of all trades in the saniple securities. - The average size trade - -
. was 239 shares and the largest market order trade was 7,000 shares. Limit order trades
Tepresented 35 % of total executed trades, had an avérage size of 623 'shares -and 20,000

Shares -was the largest trade. The difference between the percent of market and limit order
trades executed at a price "better than the. market". (11.88% market; 53.84%. limit) may

provide an interesting insight on the effectiveness- of Madoff’s market order price " - :
~improvement and limit order trade-through protection subsystems. These percentages were
computed by counting the number of trades where buy order execution prices were less than
-the ask or ‘sell order execution prices were greater than the bid, and dividing each by their -
Tespective number of total trades for the day. 13/ . C

b. Trading Systems

: “Total executed order flow is divided by system and non-system or _manualbrder : .
. ‘routing mechanisms in Tables F and G, respectively. As described above, customer orders

. ‘routed through thé Madoff system require no human intervention and dre coded to indicate

the automated system through which they are executed. Manual or non-system -orders _
include ITS commitments to trade and other orders that'require human intervention or data . - :

] entry (e.g,, trade negotiated over the telephone with another dealer or a finn order called

- down to a floor broker on an exchange). 14/ -As explained below, the Staff found the .

accuracy of Mission execution codes ("MI") to be questionable. ‘The Staff, therefore, is _.
hesitant o attach significance to the specific system code data contained in Table F, except -
- to-the extent that the majority of Madoff’s automated system -executions appear to be - ;

o
W

/- The Staff notes that the bid and ask pﬁées' used in this analysis were contained in
~ each Madoff trade record. N _ - T

It should be noted that system orders may receive human intervention if requested by
the customer or Madoff’s customer service personnel make corrected entries to
‘system order executions.” All such trade records are coded by the systéem as "ME"
(manual execution) trades. S o o '

=
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! éffected at-the-market. However, the Staff is reasonably confident that the totals in Table B~ -
. (e.g., 88.25% of trades; 62.85% ‘of shares) -are reliable and reflect typical small order flow - -~ -
~ ~from individual investors. The Staff was advised that the subsystem codes are added to

- trade records automatically, at the time an order énters. a particular subsystem. =~ -

o On the other hand; non-system or manual order executions réflect Madoff’s - -
- interdealer activity. : Of these non-system or manual order executions a total of 156:(0.5%)
- were. effected after norinal trading hours. The six largest non-system-codes:accounted for -
- 7:72% of total Madoff trades and 22.1% of total shares traded for the period. Three of the -
. six largest non-system. codes reflect proprietary orders effected through' floor brokers on the
" floor of the NYSE. 15/ - _ o S - I

o ,'-_I‘ﬁfO‘ of thé;_-remaining_ three largest non-system codes show the flow of ITS. .~ -
~ commitments to trade between Madoff and the NYSE, which eccur through the CSE’s ITS . . . -
linkage (Outbound = ITON:PRB; Inbound = ITIN PB). These non-system codes indicate- -

~ that, -during the-period, Madoff sent more commitments to trade (474 outbound --395

" inbound = 70. net outbound) and share volume (655,100 - 288,100 = 367,000 net outbound). ...

" to the NYSE than it received from the NYSE, through the ITS/CSE linkage. 16/ Finally, .
the sixth largest non-system code designates ITS/CAES activity between Madoff and the

- NYSE and highlights a difference between the CSE linkage to ITS and the NASD’s linkage

- 10 ITS. Specifically, Madoff’s system codes "inbound and outbound” commitments routed

. through exchange ITS linkages but ITS/CAES traffic is not-similarly.coded. Madoff

informed the Staff that the ITS/CAES. system does not provide such inbound/outbound

coding to it’s participants. o ' . - o

c. Customers

. Finally, Madoff’s total executed order flow is sorted by customer and ranked by total
“trades in Table H. A total of 161 customers or accounts traded duiing the period. The 10
largest customers in terms of trades, all of which may be characterized as "retail brokers,"
accounted for 54.35% of trades and 28.33% of shares executed during the period. 17/ The
- average size trade for these top 10 customers was less than 150 shares for market orders.and
- . less than 100 shares for limit orders. : L :

151 :The'sé_thr.cé‘;non-sys.tcm codes were; JMS 'Eiecutiori Services (JMX AG);_l C-havrl,es”:.'

" Schwab (SCHD AG) and Cohmad Securities (COMD AG). -

16/ At the suggestion of Madoff, the Staff checked the accuracy-of the outbound--~ .
' inbound coding. by manually reviewing the execution price and respective éxchange - -
quotations. For example, if Madoff bought at 10 when Madoff’s quote was 10 - 10 -
. 174 and the NYSE’s quote was 9 3/4 - 10 1/8, then it is reasonable to conclude that
. "the NYSE hit Madoff’s bid." The Staff found that out of a sample of 57 trades .
analyzed in this fashion all inbound-outbound ITS/CSE codes were accurate. -

17/ The ten largest customers in terms of trades were: (1) A.G. Edwards; (2) Charles
~ Schwab; (3) Waterhouse Securities; (4) Wheat First Securities; (5) Fidelity Brokerage
Inc.; (6) Dain Bosworth Inc; (7) Pacific Brokerage; (8) Quick & Reilly; (9) Piper
Jaffray; and (10) Robert Baird. L S '
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" “When ranked by share volume, -"t,iie't_op I_O.custo'_x'ﬁers accounted for 42.48% of share :

o voliimie and 45.49% of trades for the period. 18/ Of these top 10 broker-dealers: only five
~~'were retail broker-dealer customers. - The average size trade for the top 10 share. volume

- customers was less than 150 shares. for market orders but over 800 shares for limit orders.

. " A.G. Edwards was the largést’t.:_ilstor'n»fer in terms of -trades, (—14.536%')-}and'.'21_lso'mnked-'_ '

* . first in terms. of share volume (6.36%). 1In terms of trades; the highest non-retail broker-

. -dealer, IMS Execution’ Services, ranked .12th in terms of trades (1.81%) and fourth in terms . -
"« of share volume (4.77%). In terms of share volume, the largest non-retail broker-dealer
- activity was Madoff’s outbound ITS/CSE activity to the NYSE (ITON), which ranked .~

| -'second in‘total share volume (5.5%) and 19th in trades (1.47%). -

- Limit Order Book.Data ,

7, The total sample of Madoff open orders is presented in Table I. 19/ During the - B

. period, Madoff’s limit order book remained relatively static with Madoff’s total buy orders” -

- (eustomer sell) averaging 3,539 in number, 1,096,092 in shares and $40.53 i weighted - .-
average price. Madoff’s total sell orders (cuistomer buy) averaged 2,872 in number,

803,703 in shares and $31.14 in weighted average price. The average age of the orders on

-each side of Madoff’s book were consistent. The Staff notes, however, that 3,756 orders

{5%) out of 70,517 total open orders on.the book for the period were over 365 days old. o
‘The Staff acknowledges that many orders remained on the book for the entire period, thus, a =
~certain -amount of double counting may be present. 'On a daily basis, however; the Staff =~ -

- ‘estimates that approximately 340 (5.0%) of the average total number of open orders for any

| ‘given day (6,410 average total number of orders.on the book per day) were over 365 days

. old. S S o ' o , -

4. Position Data

- The average number of shares, closing price and-market value of Madoff’s closing

positions .in.each of the sample securities is shown in Table.J. Madoff’s average total net

- 'share position was 1,100,541, with.a total net weighted average price of $68.07 per share -

and average total net market value of $74,914 654 'On-average, Madoff maintained seven

“short positions and 15-long positions. The largest of Madoff’s long positions were
--American Tel & Tel. (T) (800,682 shares; $49,922,492) and Hewlett Packard (HWP) -
(300,165 shares; $24,384,654). The largest of Madoff’s short' positions were Blockbuster

- " Video .(BV) ($82,123), Telephonos de Mexico (TMX) ($12,903) and Texaco (TX) =~ . . - . =
“($11,357). On a daily basis,” however, there were Significantly larger short positions (e.g.,

- ~ . short $220,093 Ford (F) Oh.6/2_l-ar_1d-$303,;-898 Phi’lip_'Man's (MO) on '6/24)'._ T

18/ The ten largest customers .in terms of shares were: (1) A.G. Edwards; (2) ITS/CSE _
§ Outbound to NYSE; (3) Charles Schwab (acting as agent for Madoff); (4) IMS
Execution Services; (5) Waterhouse Securities; (6) Olson Securities Comporation -~ .-
(OSC);- (7) Wheat First Securities; (8) Cohmad Securities; (9) Charles Schwab (acting .

-as agent for its customers); and (10) Bear Sterns. = T S .

It should be noted that the sample of open order data contains an additional day .
(7/6). Madoff produced these records on an "as of the open basis," therefore, the

- records dated 7/6 represent the open.orders remaining on Madoff’s limit order book
- at the close on 7/2. - o I ' .

=~ .
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- '--'Madof_'f’s- ix'i_.d-éx_‘_o'ptiqx'i positions are laid oufinh' Table K. Thc positit;‘hs were -

" generally static during the period. Madoff maintained a position in approximately 60-80

- different individual equity options.during the period. Almost all of these option positions =~ -

-~ were short. ~The positions in S&P 500 Index (SPX) and Amex Institutional Index (XII)

' taken in combination are "synthefic futures," which form upside and downside hedges or a e
"eollar.” The positipns in S&P 100 Index (OEX) could be viewed as speculative or as

. providing downside instirance,-while the positions in‘Amex Major Marke Index (XMI) may -

" - be speculative ot upside insurance. . The importance of these positions is explained below in
- the discussion of Madoff’s Risk Management. - ST ' '

5. Pa m_em_ for Order Flow Data R |
As noted above, the Staff -obtai_né_d hardcopy ".pustomgf stétcmént". records in this- : - ;-

. area and then manually loaded the data into spreadsheets. ~ These payment for order flow

-records are summarized--in Table L. Of the total niimber of.miarket orders executed during -
the statement period of May 22 through June 23, 1993,.91.18% were €ligible for payment -

~ of one cent per share.”. A total of 90,388,204 shares were eligible for payment and. the total -

-amount paid to Madoff’s customers was $903,882. . From January 1 through June 30, 1993,

. Madoff paid firms a total of $5,769,721.

The firm teceiving the largest payment during the statement period and year-to-date

. ;was Charles Schwab with a payment of $80,653 and year-to-date total of $497,667. The

second largest customer for the statement period was Waterhouse -Securities ($53,870),
which ranked fifth on a yeat-to-date basis ($310,707). -The second largest on a year-to-date
- basis was Fidelity Brokerage ($431,561), which ranked fourth on a statement period basis
(845,019). : : : S ' ' S

B. . Manual Analysis

1. , ,-D.iss@milnated- Trades and Quotations .

-~ During its review of the CTA and CQS data routinely received by the Commission’s -
Office of Information Technology, the Staff was unable to electronically analyze the Madoff
records in more areas and: detail. The Staff’s inability to analyze the data was due to three
technical characteristics of this data. First, the CTA "data identifies third market trades with.’
the letter "T" but does not identify the.specific third market maker that reported the trade .
(e.g., MADF). Likewise; the CSE’s trade reports are marked with the letter "C" but do not
identify the designated dealer to-whom the execution was assigned. While the: Staff has no.
“teason to believe that Madoff does not report trades in compliance with all applicable = . - -
: Teporting’ requirements, .this characteristic prevented the Staff from empirically analyzing o
- ‘whether Madoff, in fact, reports all trade executions as required. 20/ o

o Second; Madoff’s execution time records ‘aré roundéd-to the ‘nearest. minute - -
(HH:MM) while the CTA records were tounded to the nearest second (HH:MM:SS). ‘In’
" spite of these characteristics, and as explained below, the Staff manually matched CTA |

- .records with the Madoff trade records. The Staff used both CQS and Madoff composite
~'quote information to more. reasonably assure the accuracy of this manual matching process.

- and CSE. -

20/ The Staff aéknowledge_s that such idehtifying'in'fonnation'is,iwailable from the NASD .
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Thlrd,the soﬁﬂisﬁcétéd programmg résbﬁicés that arerequmed to t’rﬁnSfof_m_ "raw" o E

o CQS data into a change by change "quote montage” were beyond the scope 6f this: - -

- ‘inspection. ' The. manual construction of quote montages for discrete instances in time is. I
- difficult and time consuming, especially in very active stocks where 10 to 15 quote récords .- . -

Cs ‘may be separated by only a few seconds: . This characteristic prevented the-Staff from

. : explained below, the Staff manually developed quote montages and matched a

© * defiitively. determining whether the quote information'in Madoff trade records.is accurate: . -
~ -and whether every trade was executed at the ITS inside market or better. Again, ‘as.
ample of ~ -

. them to the "best market information” contained in Madoff’s executed trade records. The -

. “Staff’s manual review of the CQS records confirmed that Madoff does not "auto-quote” its ;

> markets. Moreover, .it was readily apparent to the Staff which market centers use auto- - |

'quote systems and ‘which market centers’ quote ‘entries triggered auto-quote systems.

- .. The Staff also manually compared the CQS. bid/ask size data against-Madoff’s open . '~

" order records for the seven stocks and five trade dates in the manual réview sample - - - .~ . -
. described below.- The Staff found, generally, that Madoff displayed a "size”, that was equal = "~
-~ to or greater than the number of shares on its limit order book at a given price. " The Staff -

- noted that a large number of Madoff’s-limit orders were at prices substantially outside of o

prevailing trading ranges. Accordingly, a large number of Madoff’s' quotations were not -
“representing prices. or sizes of limit orders on ‘its book but instead reflect Madoff’s quote
guidelines and trader perceptions. In-theése situations, Madoff’s quote size guidelines have-

| the effect of representing tighter markets and more shares than are on the book. 21/ .

o - The Staff, however, found that out.of 343 total Madoff quote éntries-in the manual ~ °
. review sample (5% of Madoff and .29% of total CQS quotes), 25 (7.3%)-did not display the:. " -
-~ highest bid or lowest offer on Madoff’s limit erder book at the time'the quote was -~ . =~
disseminated. 22/ These 25 orders ranged in size from 100 to 5000 shares and some were
“pot displayed more than once. The Staff acknowledges that this analysis'may appear skewed
. by the fact that Madoff’s limit order records are a snap-shot of its book after the previous =
~. close and.before the next open. However, by using the executed trade records the Staff was

~“able to check when "old" orders were removed from the book.

2. Customer Trade Executions

. As explained above, the Staff manually reviewed only a sample of CQS, CTA,

. executed trade and open order records to evaluate compliance with applicable reporting =~ -
- obligations, quality of quotations, priority of orders and the accuracy of the Madoff system

. .-‘generally. - S T

21/ - For example, Madoff may disseminate 20 bid - 20 1/4 offered (5x5). At the time the
quoteis entered, the best bid (customer buy order) on the book may be 100 shares at
$15 and the best offer (customer sell order) may be 100 shares at $30. = =~ . -

22/  For'example, at 10:34:38 on 7/2 Madoff disseminated a quote in ABT of 24 3/4 bid -
- and 25 1/8 offered (5x2). At that time, Madoff had a customer limit order to buy -
"5.000 shares of ABT at 24 7/8 on its book. This order was placed on the book on
5/19/93 at 9:29 am. - This customer order was not represented in the market until -
-10:39:37 on 7/2-when Madoff changed its quote to 24 7/8 bid and 25 1/4 offered
(5x2). - - o S ’
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e The Staff’s manual reéview sample was selected based on prrce changes or tradmg -
volume. - The total number of Madoff trades mannally reviewed was 1,131. The Staff’s

o manual review sample included every trade record for: ‘Abbott Labs (AB'I') and Bristol -
- Myers- Squrbb (BMY) on July 2-(153 and 542 trades; respectively); Texaco (TX) on-6/23 -

(95 trades); Motorola. (MOT) on 6/28 (172 trades); Hewlett Packard (HWP) on 6/25 (51 :
trades); Eastman Kodak (EK) on 6/23 (106 trades) and Federated Department Stores (FD) B

o 6/22 (12 trades).

S The Staff’s manual revrew methodology entarled the evaluatron of each Madoff
. trading -subsystem and whether each functioned as described by. Madoff. For example, 1f the
" . trade was coded "MS" (Mrssrle executron) the Staff located the trade: that "triggered” the -

" execution of the limit order(s) and verified whether all other équally priced open orders

received the priority to which they were. entitled by applicable rules or stated Madoff policy. - - . -

In the process of this evaluation the Staff also checked: the- accuracy of Madoff’s "best -

- market information," compliance with applicable trade reportmg requrrements and whether
: Madoff traded for its own account ahéad of customers.. - _ .

- The Staff was able to manually reconstruct the 1nformatron necessary for the :
evaluation of 1,131 trades (3.5% of total trades), with reasonable confidence. Based on this’
-sample, the Staff found, generally, that the Madoff system worked as represented and with
relative accuracy. Market orders were quickly executéd at the national best bid or offer.’
The print protection, depletion, Missile and the other limit order trade-through protection
sub-systems appeared to operate’ as designed and represented. The Staff also believes that
. Madoff is fulﬁlhng its trade reportmg obhgatrons and best execution commrtments to -
- customers. - , :

The Staff found that the Madoff system does not allow Madoff to trade for its own
‘account ahead .of customer orders. 23/ In the lone exception found by the Staff, the records
showed 500 shares' of FD traded in.the third market at $20.875. - Immediately thereafter the
NYSE printed 600 shares at $21,00, which was between it’s quotes. . The Madoff records
showed that, triggered by the NYSE’s between market print, the. Madoff system executed - _
one customer limit order at $21.00. Moreover, at the same time, Madoff bought 500 shares _
of FD at $20 875 from the NYSE through ITS/CAES _

. The CQS and CTA records appeared as follows 24/

1133 54 MADF Quote - $21. 125 bid and $21. 50 offered

11:35:31  NYSE Quote - $21.00 bid and $21.25 offered
. 11:35:45°  NYSE Trade - 300 at $21.25. L

-211:35:47 -~ .NYSE Trade --200 at $21.25 _
11:35:48- ‘NYSE Trade - 4500 at $21.25 - -
11:36:11 °~ NYSE Quote - $20.875 bid and $21.25 offered
11:36:28 ~ *Third Market Trade - 500 shares at $20.875
11:36:32 ~ MADF Quote - $0,00 bid and $0.00 offered
11:36:32 ~  'CAES Quote - $0.00 bid and $0.00 offered
11:36:41 . NYSE Trade - 600_ shares at $21.00 -

ﬁ/ - As descnbed above Madoff records reﬂect customary riskless principal. type actrvrty
where the customer trade and Madoff trade are executed at the same Drlce :

24/  The entnes marked with an "*" correspond wrth the Madoff executed trade records
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- 11:36:42 _CSE Quote $20 875 b1d and $21 375 offered

" 11:36:42 . MADF Quote -$20.875 bid.and $21.25 offered
'11:36:42 - CAES Quote --$20.875 bid and $21.25 offered
11 36 46 *Thmd Market Trade - 100 shares at $2] 00

'-.";.The Madoff executed trade records appeared as follows

11:36 -MADF sell to PBSC 100 shares at $21 (hmlt order to buy 100 at $21 f Lo
. received on 6/17 and Madoff market xnfo-matmn showmg $”2 5bid
.~ and $22.625 offered)
- 11:36 ‘MADF buy from NYSE 500 shares at $20. 875 (CAES order entered at
- 11:36 and Madoff market mformatron showmg $21; 125 b1d and $21 5
offered) ;

The Staff, generally found thls sequence of events to be unusual rarely did-the’ Staff

. 1dent1fy Madoff buying for its own account at the primary market- bid, such fortuitous - .
. trading was usually afforded to Madoff customers only.’ ThlS series of tIades also hlghhghts '
- the charactenstlcs of the data descrrbed above: , ‘ ]

, Unlike the limit order protectlon subsystems the Staff found that the MlSSlOI] market

. order price improvement system appeared. to be not performing as described. A total of 84 -
. Mission coded (MI) trades were reviewed: for the set of samiple- stocks (. 3% of total executed '

trades). The Staff was able to detect actual market order price improvement only:

. -occasionally.. When the Staff detected an improved market order it was- usually the: result of _
i execution against a print protected limit order. In most instances, the Staff was unablé to

identify the Madoff quote change intended to attract orders at a better price, instedd the one. -

- - minute time period expired and the order was filled at the market price. 25/ For most
- -trades -it was not apparent: why the: trade had-been marked "MI," since there was no quote

change or price improvement with- tespect to the ITS inside market The Staff acknowledges -'

“that its analysis in this respect may be affected by the security sample, which contains a -
- large proportion’ of “highly capltallzed and hqurd securities wrth an average spread very close
to the applicable minimum variation.

Sumlarly, while reviewing the CTA records for the manual review sample, the Staff

o did not find that Madoff was frequently submitting either the ITS best bid or offer. In many
.-, instances, the primary exchange maintained the best bid and offer while Madoff quotes were.
" outside the market. In other instances, Madoff "straddled" the ITS inside market, vwhich

sometimes led to a new ITS inside bid or. offer and-sometimes Jjoined another market ES
center’s inside ITS bid. or offer. The Staff acknowledges that its manual réview:sample may -

. be inadequate to fairly characterize thie _competiveness of Madoff’s quotations. ‘The L
- summary of average CQS information (Table 0 would indicate that the NYSE was quotmg
~tighter and deeper markets in- ‘the sample securities dunng the penod ‘ R

' Vl]I Comphance '

" ‘The Staff revrewed the. ﬁrm § non: fmancral comphance procedures manuals and
policies. ThlS review included Madoff’s general compllance and" superv1sory procedures

-'5/ Tt is 1mportant to note that, unhke CTA records CQS records do contain an ’

ldentlfymg code for the market ‘maker entenng the quote.
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-procedures designed 'tb'.ﬁﬁvént' the misuse of matérial ndhﬁubiié market 3ihfortnaﬁori and . v_ R
employee trading controls. S . s -

AL C(_)mb}iar_rée Manual

S The firm’s compliance manual details the firms approved. procedures for the trading, . -
** handling customer accounts and compliance with-all applicable federal, state or SRO rules.” = - "

. ‘The manual also sets forth specific performance responsibilities. for. employees, conditions of - =

“- employment, complaint and correspondence procedures and repoiting requirements. The . -
“inanual contains photocopies of Schedules D, G, and H to the NASD By-laws, ITS/CAES. .~
“Rules, Exchange Act Rule 15¢2-11 (due diligence) and several informational memoranda
" from the NASD. ‘The firm’s compliance manual also contains the supervisory procedures

. " -deseribed- below. R : e e

'B."  Insider Trading

" The Insider Trading and Securities Fraud Enforceinent Act of 1988 (‘TTSFEA") .
“requires -all broker-dealers to maintain written policies and procedures to prevent the misuse
of material non-public information. 26/ Madoff has implemented procedures designed to'

‘comply with ITSFEA requirements and prevent insider trading.

.~ Madoff traders are not permitted to discuss trading issues with outside research
. analysts. Instead, Madoff maintains an in-house research department to review company
“reports, news and- financial statements. In addition, Peter Madoff meets with all traders on
~a monthly. basis to discuss regulatory and trading issues and answer any questions regarding
; possible misuse of material non-public information. The firm also-holds meetings with all -~
employees every six months to'discuss insider trading, procedures under ITSFEA and
‘related issues. These periodic meetings afe not documented - in any respect.

. ‘To detect possible insider trading and other trading violations, Bernard and Peter
Madoff routinely monitor all firm trading for unusual activity. Under the firm’s procedures,
Bernard or Peter Madoff review all trades on a daily basis, looking for those -with a large
profit or loss. If they find a trade meeting these qualifications, they interview the trader
~ involved in the trade, review the firm’s position in the security and look for recent news
. “announcements regarding the security. Bemard and Peter Madoff informed the Staff that,
- ~"large profits or losses" are not defined but are determined on.an individual trader and stock
" ‘basis.. Madoff also informed the Staff that the firm does not maintain records of these

- reviews and they have not detected any suspicious activity.

e} .tEmp'lgv'eé Trading and Accounts - .

.. ‘Madoff tradérs are not permiitted to trade any securities in ‘which the firm makesa - .0
“market. Employees-are required to maintain their accounts at the firm, but outside accounts . -~ "
existing before the commencement of employment are permitted. Employee trading in -~
outside and firm'accounts requires pre-trade approval by Bemard or Peter Madoff. Every .

. ‘month, Bernard and Peter Madoff receive and review duplicate trade confirmations and
account statements for all employees. All employees are required to sign a statement o
attesting to their understanding of the firm’s employee trading policies. The firm retains a
copy of these attestations. The firm receives and ‘maintains records of outside accounts in

i

_2_6/ See. Section 15(f) of the Securities ‘Exchange Act of 1934,
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- the form of account '-étatem‘i'an,ts..-,- The ﬁn_n, however, d(_ies riot document pre-trade appro\f"z'il#. )

. IX. Risk Mana"ge'm(;nt'.

_ .-+ Madoff manages.the risk of its business on a firm-wide and security specific basis.
- The firm-wide risk management is the direct responsibility of Bernard Madoff. The streams
- of information.gathered by .the systém and proprietary analytic software enable the principals
. of the fim to efficiently manage all individual equity and equity option positions ona .~
- "effective stock equivalent basis.” None of the firm’s periodic risk management evalvations
are documented.© - S T S

-'A. -Fitm-wide- :

“The firm’s.risk is closely. monitored in real-time through management workstations.

" . As noted above, the workstations can display real-time effective stock positioris and open

- limit orders. -The firm’s limit order book is viewed as an-option that hedges ‘the firms
‘position in each stock. . Madoff initially estimates how much the firm would buy or sell if
the market were to move 4-5%.- The firm then strives to hedge its positions-and to protect -
. itself from upward or downward market changes greater than 4-5%. Whatever is not

- hedged by the order flow on Madoff’s limit order book or by individual equity options is-
hedged with index options. - o : : - .

. ‘Since the securities Madoff. trades track the S&P 500 and other indices closely;, .
.~ Madoff uses index option combinations or long and short synthetic futures to-form'a "collar”

; that hedges the firm’s overall position against upward and downward movements. -Madoff -
advised the Staff that it does not use futures or non-standardized over-the-counter options to

~ hedge its positions. Madoff employs a hybrid pricing model to determine the précise '
specifications of-its hedges. ' L o - '

B.  Security Specific

‘The firm’s policies. and procedures ,pro,\‘/idc for the assignment of a bro‘afj' base of
securities to each trader. Traders are given flexible trading limits based upon their ability

= - and the volatility of their assigned securities. They may use individual equity options to -

‘hedge their positions. Traders must have approval from a supervisor to trade any index
options or exceed their limits. - S X .

... . As.mentioned above, the firm’s managers can monitor all facets of their traders’
- -activities through the firm workstations. *The traders’ accounts are analyzed for profit or .
~ -loss.and effective stock positions are calculated.* The firm’s managers also can analyze the o
- daily totals for customer orders while the system displays the ‘daily long and short positions. . .
.. - The firm’s managers can also view the twenty day and year-to-date profit or loss for each =
- ‘security or firm-wide.. Preset parameters for traders are monitored and a message screen |
- - alerts the managers to any potentidl problems. S L

~C. - Data Analysis
© - The Staff reviewed the.index options positions held by the firm from June 21; 1993
through June 30, 1993. The Staff found that, consistent with the information supplied by -
Bemard Madoff, the firm appeared to employ a hedging strategy that may be referred to as
a collar because it hedges or covers against both upward er downward market changes to a
- certain extent. . Madoff used combinations of S&P 500 Index ("SPX") and Amex
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- _Instltutronal Index ("XII") optlons 27/ Madoff estabhshed synthetrc long futures posrtrons
" (i:e., long. call, short put) above the index value and. synthetrc short futures positions (i.e., -
- . short ¢all, long put) below the index value. - The strike: prices of the options-used on the . . - -
.. long srge/(450) and short srde (425) of these hedges were approxrmately 5% of then' value R
h apart 8/ . _ . , ,

The exprmtron of the optrons vaned between one and two months out although the

| - Staff notes that Madoff had a position in: quanerly expiration Amex Instrtunonal Index -
. »optlons ("XQI™). If the index value were'to remain in between the strike prices at

.- expiration, the positions - would enhance Madoff>s total retuin only mcrementally However, .
- if the market were to-break through either the upper or lower strike price, Madoff’s losses :
would be limited only up to'a 5% market move, thereaficr, the firm-wide lossés ‘would not -

L ‘be offset by these option positions. Altematwely, these posrtrons could be "rolled” prior to

- increase one side of the firm’s overall hedge: Other index option positions may be

: -expiration, again with the opportunity: for incremental gams ‘Madoff apparently used S&P
- 100 ("OEX") and Amex Major Market ("XMI").index options either to speculate or to’-

“speculative but the Staff acknowledges that these posmons could be charactenzed as hedges |
' agamst Madoff’s interest rate nsk _ : _

- X. , Examrnatron Programs '

' Madoff’s desrgnated exarmmng authorrty is the NASD “The- NASD therefore serves

- _as the firm’s primary regulator and: conducts periodic examinations of Madoff. - The NASD _

‘has conducted two recent examinations of Madoff, the first in December of 1989 and. the ,
. second in February of 1991. The Commission also has conducted an. oversrght inspection of - -~
/- the NASD’s 1989 ‘exam and a cause examination pertaining to Madoff acuvrtres and records

‘with respect toa Commrssron enforcement proceedmg -

The NASD’s December 1989 exdmination was initiated pursuant to a NASD Maiket

. Surveillance Committee- request ‘which emanated from the issuance of a de minimis letter
. for trade reporting violations in 1988. This review was hrmted to an examination of the

firm’s compliance with trade reporting requirements. This examination reviewed 54 third
" market trades for compliance with Schedule G, no srgmﬁcant reportmg problems were found

- and the exam was filed without action.

The NASD s February.1991 -examination was more comprehensrve and revrewed

' _-:fmancral condition, trade reporting, comphance with ITSFEA and NASD requirements for - "

‘written supervrsory procedures. This examination reviewed 60 third market trades -and -

o found-all to be in compliance with Schedule G. This examination also found that Madoff
", -did not trade ahead of its customer hmrt orders. Moreover, Madoff’s ITSFEA, supervrsory,
~..and employee trading procedures were reviewed and found to be. adequate. ThlS '

" ' examination, however, waived Modules covering Rules 10b-10, 17a-3 and 17a-4 under the
-~ Exchange Act and did not review- books and records pertammg to. payments for order flow. -
: The NASD ﬁled the exam without actron .

D
~J
~.

/. See Table K.

- Dunng the penod the value of the. SPX ranged from a low of 443 19 on 6/23 toa -
‘high of 451.85 on 6/28. The average through the penod was 447 75.

B
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J ... The Commission’s 1990 oversiglit examination found that the NASD’s 1989 . AR
- pxamination covered all necessary areas and was satisfactorily performed. 'The Commission”™- . -~ .~

. . ‘examiners specifically found, among other: things, no material deficiencies in Rule 15¢3-1 - S
* " and-15¢3-3 computations or Rule 15¢2-11 due diligence files. - This examination also found "

- that Madoff’ s TTSFEA -policies and procedures were adequate. -This Commission . - P
© . gxamination was filed without action.. S T

. XL - Survéillance and Investigatory Programs

..~ . The principal SROto whom surveillance of third. market trading is delegated is the’
- NASD. - If the NYSE, however, detects third market activity during the ordinary course of
- .. . iv’s surveillance activities, then the NYSE will obtain the information necessary -to.fulfill its
..~ oversight obljgations from the NASD. Thereafter; if the NYSE detects violative conduct of
. a non-member, the NYSE. will refer the matfer to:the NASD or the Commission’s - -
enforcement ‘staff. This ing 1

_ _ " techniquie for surveillance and investigation of trading m;'mul‘ﬁpiy L
* listed securities, or '.in_volving‘a,ctiv-ity-_t_:ffec;ted in more than one market, is generally set forth -~
in the initiatives of the Intermarket Surveillance Group ("ISG"). The ISG is a group - :

' ‘comprised of the eight principle stock and. option exchanges -as well as the NASD'that meets

. . regularly to discuss the full range of intermarket surveillance issues, including the sharing of
. * information. 29/- . : L - '

. The principal task faced by the NASD. and NYSE when performing surveillance of
-~ third market trading activity is ‘gathering the relevant trading information or audit trails -
compiled by the respective SROs. This task has been standardized through the ISG’s |

i i .development by.of the Consolidated Equity Audit Trail and the Electronic Bluesheet Sy_ste_in_. :
-, The Consolidaied Equity Audit Trail compiles all reported trade, quote and broker to broker

_comparison information found in-each SRO’s audit trail into'a single composite record. The
electronic bluesheet system enables the SRO’s to obtain customer account information.
eléctronically and in a standard machine-réadable format. - h -

S The Staff reviewed the surveillance manuals of the NASD and the NYSE and has
. determined that both systems employ - the ISG information sharing mechanisms as well as the
use of the Consolidated Equity Audit Trail and electronic bluesheet system. Based upon this
~review -and the routine oversight inspections conducted by the Division’s Office of Market
. .Qperations and Surveillance Inspections, the Staff believes that the surveillance systems

. _employed by the NASD and.-the NYSE ‘are adequate to detect third market trading violations
rof all types, including:- insider _trading,'frqntmnning, and all forms of _Ipani_pulat.ion; C

. 29/  Inforimationis shared among ISG meinbers through three common investigative
‘ procedures. First, if an SRO’s investigation involves the trading- in-a security whose
. component s quoted on a market other than that SRO, the analyst investigating the
~ violation should contact the appropriate exchange to inform them of the investigation..
“Second, if an SRO needs bluesheet information from a non-member firm, the analyst
should contact the SRO that is the designated examining authority for that firm to '

_obtain the-information. Finally, if an SRO needs to obtain a chronology from an
~ issuer whose security is prmarily listed on another.exchange, the analyst should
contact the issuer di_rectl_y,' rather than the other-SRO, to obtain the-n‘ece‘s'sar_y

information.
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. ... The Staff found, overall, that Madoff”s records are éxcéllent and more - .

* . .comprehensive than:most broker-dealet trade records. The Staff also found Madoff’s . .
" -records were relatively accurate. However, the Staff believes that Madoff should enbance =~ -

- -its ability to retrieve these records historically. Efficient historical retrieval would facilitate -

- the enhanced oversight of Madoff’s third market activities: . . - : o

-~ .. The Staff found that Madoff’s automated éxecution' systems, generally, were o

. functioning as represented to the Commission and customers. The various limit order trade-

- through or print protection subsystems functioned-very well. The market order price - . ...
.. improvement systems, however, did-not appear to -be ‘working as well. In this respect, the..
" . Staff would récommend that Madoff evaluate whether any system changes are necessary or -

« - whether additional disclosures to its customers may be warranted. 'Finally, the Staff believes’
© - that Madoff, and all automated market makers, should be required under SRO rules.to -
develop.and implément. systems.and procedures reasonably designed to assure their stated
- performarnice and detect instances where such. systems do not perform as représented to -
- customers or as required by an SRO. o S R -

" 'With respect to compliance and supervision, the Staff found_MadbfP's_'systems and .
" procedures to be adequate. The Staff believes, however, that Madoff’s employee trading
attestation procedures should be memorialized in its compliance manual. The Staff also-

believes that Madoff should document all facets of its supervisory reviews for employee and. _ .

insider trading. - The Staff believes. that oversight of this area may not be adequately

i -performed without such docuinentation.

o The Staff found that SRO surveillance systems are adequate. The Staff also found
that SRO oversight examinations were adequate to the extent that Madoff operates as a
. typical over-the-countér market maker. The Staff believes, however, -that Madoff is not a -
typical market maker but instead is an integrated market: center that pays for order flow,
provides limit orders with protections beyond. those of an ordinary over-the-counter market
maker, and attempts to improve executions of market orders beyond the best bid or offer in
- the national market system. Accordingly, the Staff believes that the NASD should develop a
- special examination program for all-third market ‘makers that reviews, among other things,
- the following areas: automated trading or exécution systems, ITS trading-and quotation
activities, and payments for order flow. - - - : B ' S :
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Bernard L Madoff Investment Securltles

Table E - Executed Trades by Order Type

© Trade -
- Date .

‘Trades

--Market Orders o

. o U %Tfad'es‘ .
. Average  Largest Better than
- % Total - Size . - Size . Market

2039 65%

© I Totals

7,000

20833 65% 239

Limit Orders

%Trédcs o
Better than
Market .

Average Largest

NUmber

_% Total . Size __Size

g Totals

11,384 35% 623 20,000
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:Bemard L. Madoﬂ" Inivestment Secunues »
¢ ‘. Table G — Total Executed Trades by Non -Systcm Code

__-'|Non—System Code * . . Tradm. __Total Trades_ Shales . Tolal Shares :
' ncyMomgomcry(JMXDAG) . 584 . 181 576689. . a7l
iarles Schwab (SCHD AG) = .~ ;416 .. 148 61613 5.14
: AS/CSE Oistbound to NYSE (ITON PB) T 474 1.47 665,100 5501
. - /| Cohmad Securities Inc. (COMD AG) ) YA 129" 1395009 © - 327]
-* |ITS/CSE Inbound fr NYSE (ITIN PB) - 395 ‘123 288,100 238
. JITS/CAES with NYSE (NYSE) M43 . 044 125900 L)
- | Gilder Gagrion & Co. (GILG PB) 135 0.42 " 100200 0.83f
~ {ITS/CSE Inbound fr CHX (ITIM PB) TS e39 - 79300 0.66
- |Olson Securiiies Corp. (OSC AG) AT 036 425,416 352]
{Oscar Gruss & Son Inc. (OGRU AG) .76 - 024 175,305 145§ .
*|XTS/CSE Inbound & PSE (ITIP PB) 58 -0.18 " 40,800 - 034]
. |Pictet et Cie (PECG) - © 57 - 0.18 - 78,735 " 0.65)
-~ *|BT Brokerage (BTRT AG) . : 51 0.16 136,730 113
-+ JITS/CSE Outbound to CHX (ITOM PB) . 47 0.15 32,700 . 027
* " JITS/CSE Inbound f BSE (ITIB PB) ° 46 0:14 - " 3L,100 026}
_ JITS/CSE Outbound to PSE (ITOP PB) 43 0.13 : 29400- . 024
. JRobb Peck McCooey Qlearing (ROBB AG) 27 0.08. - 102,500 0.85
" J(SEKOPB) . - 26 0,08 3,700 0.03
++ | Gohmad Securities Inc. (COMA AG) 25 0.08" 61,300 051
__{ITS/CAES with PSE (PSEX) 24 0.07 13,700 o}
. |(SHSL FB) - : - 24 0.07 2,767 - -0.02
. -. |Banque Cantonafe Vaudasc (CANL) - 20 0.06 , 27,326 023
.. - JRochdale Securities (brp (ROCH) .19 . 0.06 . 24,100 020
.- JITS/CAES with CHX (MWSE) 18 0.06 - 12,900 0111
- |\FTS/CAES with BSE (BSEX) 17 -0.05 17,300 0.14
- |[FoocC PB) ' . 16 0:05 13,700 - 011§ -
"{(PAINPB)- i6 005 - - 9,800 . 0.08
Goete Batchkell & Co. (GOET AG) 14 0.04 34,475 029
" -|Banque Bruxelles Lambernt (BBLB) 13 0.04 13300 . 0.11
: §Tradex Brokerage Services Inc. (TXBS) 13- 0.04 - -, 9,150 0.08
--UPCSENYSE (ITZNPB) i2 0.04 14,600 0.2
}utlon Services Inc. (ECUT PB) 12. 0.04: © 743 0.01
# Execution Services (JMXS AG) 1 - 0.03 - 40,100 033}
- Jandrew Peck Associates (PECK) 1Y 0.03 16,020 0.13]
- " fJones & Associates Inc. (JONE) . 1n 0.03 7,100 0.05
-] Credit Suisse — Geneva (CSWG) 10 0.03 16,925 0.14
JPacific Brokerage Services (PBSC) - 10 . 0.03 13,901 0.12
“|Banque Cantonale Vaudoise (CANL PB) 10° 003 729 0.06]
]Stephens Inc. (SPHN) . -9 0.03 16,958 0.14
~ {ITS/CSE Inbound fr PHLX (ITIX PB) 8 "0.02 6,000 0.05
- ITS/CSE Outbound to PHLX (JITOX PB) 7. 0.02 - 6,600 - 0.05
. |Charles Schwab (SCHAG) - 6 002" 26,000 ox
" “JITS$/CSE Outbound to BSE (ITOB PB) "6 0.02 5,300 0.04] .
Bayerishe Hypobank (HYPA PB) 5 0.02 1,600 001}
" ', |Fleet Norstar Brokerage (FLT) 5. 0.02 - 1,424 001}
. “}INC Trading — Instinet (INET) 4 0.01 6,500 0.05,
;. "{Banque Nationale de Paris (BNPP PB) -4 0.01 - 5,000 0.04]-
-~ $0lde Discount (CLDEPB) 4 0.01 -2200 0.02f .
_-J(THL, PB) o 4 -0.01 2,000 0.2
~ 7 f0lde Dlscoum (OLDE -4 ‘001 - 1,670 - 0.01]
* ‘| Bartlent & Co. (BART PB) 4 0,01 -1,650- . 0.01
A Waterhouse Securities Inc. (WAT) 4 0.01 - 1,350 .0.01
- FFFerrier Lullin (LCG) -4 0.01 .."900 0.01
" -|BV Capital Markets (BVCM) . -3 001 7,500 0.06] .
‘JAmro Bank Amsterdam (AMRO) 3 Q.01 . 6,500 0.05§ .
- }Banque Nationale de Paris (BNPP AG) .3 .01 6,100 - 0.05}
(SAGE PB) : , 3 0.01. . 5300 -0:04

. "PB" mdlcates that Madoff is effecling | lradcs as pnncnpal with the glven

T gretnmer manually or otherwise outside: ofits automated order routmg and execution

;"AG" indicates that Madoff is effecting trades through the given broker -
ﬂoor ofan exchange; and "neither PB or AG" indicates that the Madoff .
- }:m did not attach a code to a-trade routed over the telephone.

. Page 1
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o chard L. Madotf Invmtmcnt Secunuts : '
" = ‘Table G.— Total Exccutcd Tradfs by Non —Systcm Codc

Lon-—S)slem Code* -~ -~ . ’lrades ' ’lotal"lrades Shares Total Shares
. Mvedit Shisse ~ Geneva (CSWG PB) 3 "0.01 5070 004
(STPB) ~ _ 3 001 . 2500 002
/GNSPB) o 3 001 - 1,700 . - 001
.. gCreditanstait Bankverein (CDBS) 3 0ot T 1,69 - 001
- . [ Cinncinatti-Stock Exchange (CINN) 3 001 .. 1500 0 0 001
+ . JITS/CAES with PHLX (XSEX). 3 001 . 1500, 7001
- -fHilliard Lyons Inc. (FIL) 3 0.01- - s - . 00
. .JPictet et Cie (PECG PB) 3 . 001 1,000 001
."". - {First-of Michigan Corporation (FOMC) 3 ~001 - _"700 . 0.01
" .- JKidder Peabody & Co. (KPGOAG) 2 001 . | 2600 0.19
-} Assignment (ASS) 2 001 "~ . 9600 - o08]
“YBHC Securities In¢, (BHCS) 2 001, T 74 - 006
.- | Banque Cantonale Vaudoise (CANLAG) 2 801 - ' 5000 " 004
- - JCreditanstalt Bankverein (CDBV) - 2 . 001 : 5000 - 004]
_|Banque Nationale de-Paris (BNPP) - 2 -001 " 2,800 - 002
- }Gilder Gagnon & Co. (GILG) 2 0.01 1,500 0.01
" Republic Securities (RPBL) - 2 S001 . - 1500 0.01
“- . JLIT America (GLDS PB) 2 - 001 - 01300001
- 4D.E. Shaw & Co. (SHAW) . 2 001 - ' 1,000 - - . 001
. - | Cohmad Securities Inc (COMP) 2 001 - 700 001
- “| Bayerishe Hypobank (HYPA) 2 00t . e . NM|
-1 A.G. Edwards (AGED) . NE 2. 001 1300 -NM|
- ‘JSouthwest Securities Inc: (SWST) S 2. . 001 - - 267 . 'NM
.. { Third Market Corporation (THRD) : ol 2 ©.001 - 200 " NM
'Cajr’ Securitiés Corp: (CARR). 2 1 0.01 - 185 . 048
{(cuss pB) . 2 001 150 0.05
Amro.Securities Corp. (ABN) 1 S RM - 10000 0.04
- {Josephthal & Co. (JOSE) - 1 NM . - 6000 . 00
- fWachovia Securities Inc. (WACH) - 1 ‘NM - - 5200 T 0.2}
. .~ | Deutsche Bank Capital Markets (DBCM) 1 NM . . 2,900 . -001)
ol Umon Bank of Switzerland (UBSZ) 1 ~NM L2455 - 001]
: it Suisse — Geneva (CSWG AG). 1 “NM- S L1507 001
WPB) 1 NM 1,000 0.0t
e rk Securmes Inc (TRIM) 1 NM o 1,000 0:.01
T Mencka&Co (MRKA) 1 NM 1,000 NM
~ . |Noreross Securities (NORX) 1 NM 835 NM
. JITS/CSE Outbound to AMEX (IT OA PB) ’ 1 NM 500 NM
| witliam Biair & Co. (WBL) | 1 NM 500 - NM
(BEAR PB) 1 NM 500 NM
{(HULL PB) 1 NM 500 NM
" | Deeway Sebille & CO. (DWAY) 1 NM 500 NM
" 'Y Burns Pauli & Co. (BRNS) 1 NM 420 - NM
.| Bankhaus Gebr Martin (BGMG) 1 NM 400 NM
.. fCharlotte S. Cohen & Co. (COEN).. 1 NM 400 NM
" -] Brewin Dolphin & Co.Ltd (BDCL). . 1 NM - 200 NM
- JRothschild Lieberman Lid (RSEC) . 1 NM 170 NM
 IMcDonald &- Company Securities (MDD)_ , 1 NM 160 - NM
-. | Dain Bosworth inc. (DAIN) ' 1 NM 100 NM
U IKCNPBY - 1 NM 100 NM
"] Wachtel & Co: (WACL) 1 NM 100 NM
. ‘|Robert Baird (RB) _— 1 NM 96 NM
| Cantor Fitzgerald & Co. (CANT PB) 1 NM 60 - NM
" |3-W. Chiaries Securities Inc. JWCI) 1 NM 50 - NM
. -| Wheat First Secirrities JCW) 1 NM © 50 NM
.. ‘| Chiarles Schwab & Co. (CHAS) 1 NM . 3 37.15
L ancvestFmanc:al Svcs (BANK) R | NM. R I
- Tmals - T I i 3,784 1175 4.488 581

. "PB" mdlcates lhat Madoff is cfrecung lrades as pnncxpal with lhe gwen . .
e cuslomcr manually or-otherwise outside of its aviomated order rouung and execution’
- ;"AG" indicates that Madolff is effcctmg trades through the given broker
ﬂoor of an exchangé; and "neither PB or AG" indicates that the Madoff
),.n did not attach acode to a trade routéd over the lelcphonc
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o Bernard L. Madoff Investment Secuntles o
B ‘:."'_-'Table I — Total Limit Order Book by Trade Date __

: 'Madoff ‘Buv/CﬁstQ'm'er Sell Orders

_. _.“'IA‘_:r.ade‘ S o W_gt_'AVe . Ave
__Date - . Number . Shares - Price. Age

| o621 | 3646 1,160,837 $39.98] 92 -
- 06/22° | 3,652 1,145,829  $40:23( 91
06/23 | 3,611 1,135,513 $4036) 91} .
06/24 | - 3613 . 1,128132{ - $40.51| 91}
- 06/25 | 3415 - 1,053,458 - $4049} - 91|
| o628 | 3549 ‘1,096,430  sd0.s9| 91| -
06729 | 3443 - 1,062,575 = $4066| 91
06/30 | - 3,469 - 1,070,388 o $40.71| - 91]
07/01 | = = 3,486| 1,070,506 | $40.73| . 92}
07/02 3512 . 1,068,323 $40.77| - 92
_07/06 3532] . 1,065018]  $40.81| . 92
Totals 38 928 12 057,009 $40.53 91

- Madoff Seli/C'u-stomer Buy Orders

~ Trade - - Wgt Ave ~ Ave.
__Date Number ___Shares ___ Price. __ Age

1 06/21 2,971 - 845557\ $30.90| 98
| 06/22: 28240 . - 776907 - $31.04| wo]
A o06/23 | 2769 - .770,026)- - $31.18] 100_._ A
o opze | 2831 0 o 799351) . - $3121| 0 99f

| oe2s | 2817 788372 - -.$3131} 98}
| 0628 2,808 - - 801,360 - $3129| - 97F
06/29 | - 2964 818168 $3127) 96} -
1 0630 2945 - 811,620 - $3121f . 96|

.“'.07/01. . 2917\ - 812,690 '_$31 15| 9%} .
Coleorpe | 2812l 809asel -$30 o4 96] -
. |_Totals_ 31 589 8840 733 — $31.14 . 97|
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| Bemard L. Madof[ Investment Secuntu:s
~Table L — Paymcnts for Order FIOW

‘ _YTD"$ Payable

' -, _ -_$ '_Payéb'l‘ev_-

- Cantella & Co.

90.04% -

» Mkt Orders - Total %. Mkt
' Flrm ,Name : - Payable % Orders Payable .
- . Charles Schwab 94.63% - - 94.63% $497,667.11 - $80 65344
" Wateriouse. 92.40% - 53.21% $310,707.33 © $53,870.55
&, Wheat Flrsr : 91.84% 76.36% $318,577.23.. . $49,021.82
.- Fidelity 95.68% - - 88.16% $431,260.97 1$45,019.16
A G Edwards 91.96% = 74.87% '$311,716.77 - $41,681.29
. . Daln Bosworth 91.45% . 79.91% $191,684.12 . $31,809.10
. 'BHC Securltias '94.95% 81,36% $134,743.43 - $30,648.57
+. .-Paclfic Brokerage - 93.18% - 51.95% $172,337.16 $28,553.71
- - Interstate/Johnson Lane ' 88:38% 76.69% $176,058.54 '$28,063.45
. - Plper Jaftray ' : 89.44%. 83.35% $166,305.19 . '$26,454.39
- Tucker Anthony. 92.80% . 80.57% $150,285.53 - .$22,144.22
-*  Raymond James T 92.529%. - 73.18% $117,073.99 $21,422.98
r Janny Mantgomery 1 91.52% . 77.45% $118,149.74 - $20,479.42
~.7- ."McDonald & Co. 91.25%" 82.62% = $128,571.10 $19,847.79 -
» .. -Alex-Brown - 90.16% 79.48% $121,484.69 © $18,071.54
"+ J C Bradford . 92.98% - 80.16% $122,414.94 - '$17,466.99
. Fleet Norstar 93.22% 64.76% $109,585.90 $17,208.87
‘Quick & Reilly 93.38% - 61.42% '~ $62,790.08 $17,12253
. Robern Balrd . 92.79% 81.22% $104,231.80 $16,127.44
. Hilliard Lyons 92.14% 80.21% $101,335.27 $14,627.27 -
Stepliens 93.07% 7717% . $110,745.14 - $14,488.11
" “Kenriedy Cabot 93.17% 64.21% $63,590.20 . $13,384.18
- mBC Dominion '92.68% - 69.10% $94,590.74 . $13,263.81
‘Noser . - 980.47% 87.38%. . $58,012.51 - '$12,371.51
. ephthal & Co. '93.09% 63.13% $74,729.41 $11,891.48
" William Blair - 93.27% - 82.05% © $53,174.95 - $11,321.67
Ragen McKenzie [92.46% 86.52% $58,406.60 '$11,154.49
. Olde Dewepont" 86.05% 68.11% $41,408.22 $11,143.05
' .Scottsdale Securities 95.41% 53.86% $68,324.60 $10,770.51
US Clearing Corp . 93.49% 54.70% $140,418.92 $10,321.75
Stifel Nicolaus 92.18% 73.70% $70,077.35 $10,210.24
. Brown & Co." 90.53% - 84.75% . $76,993.00 © $10,077.62
.- ‘Shearson Lehman . 90.09% 76.35% ' $72,113.47 “$9,685.18
- 'Hoenig .88.79% 81.46%. $72,654.03 $9,561.75
. .Flrst Albany - 92.26% 76.96% $59,788.02 '$8,821.41
~Rauscher Pierca . 90.71% - 76.96% $55,236.60 $8,787.01 .
-.".Morgan Keegan - 91.60% . 76.78%. ' $48,953.14. - $8,463.01
<~ “Principle/Eppler - . 90.24% - - 190:24% $45,81269 - . ' $7,793.60"
-+ . Sutro & Co.. . . -9247% < . 80.37% - $43,232.27 . - '$7.646.80°
7.\ W Charles 92:87%.- - 73.60%: $40,330.45 .. $7,107.53 -
'~ Scoft-& Stringfellow 91.60% . - ' 82.06% .$40,472.85 $5,974.65
- -Wayne Hummer - 92.06% - 85.21%. . $37,347.57 . $5,774.88
" Davenport. - '90.43% 8044% '$35,839,99  $5,428.97
- Southwest Securities - 89.25% 88.30% $41,121.15 1'$5,382.97 -
" - Primavest Financial 1 94.06% 76.46% " . $36,125.55 $5,148,18° -
. Gordon Haskett - 91.09% 90.64% $13,623.54. - $4,91296 -
. First of Michigan. . '90.68% 83.06% $32,149.18 = - $4,530.21
| BTBrokeérage . 94,02%. 87.04% - $6,985.88 - $4,526.59
. .Newbridge -1 91.94%, 73.83% $22,714.64 . '$4,264.00
. Freeman Welwood 93.50% 69.84% . $25,995.86 © $3,907.76
‘irow : 93.29% - 77.52% .$30,729.18- '$8,773.76
cago Corp: 90.11% 80.11% - $19,515.56 . $3,704.37
- )mro Securities 57.68% 45.72% -$15,752.78 - $3,141.53
: ,...Steme Agée & Leach - 92.54% - - 83.32% $22,540.71 - $3,08223
- Herzog Heine = 92.03% 92.03% $21,096.79° .. $3,041.73
74.21% .$2o121 12

-$3,017.50
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'-‘_,.Bemard L. Madoff Invcstmcut Secur1t1cs
Tab]e L Payments for Ordcr Flow

Mkt Orders " Total % Mkt YTD s Payable_ ' $ Payable .

.,p[,m Naﬁfe e L . Payable % Orders Payable
' First Southwest o 94.53% 59.10%  §12.545. 89 T $2,724.52
Howe Barnes -~ - - 87.02% . 78.51%. - $11,764.01 - $2,540.74
. Prime Charter , < .. .8526% - '84.44% . '$13,119.48 ' $2,505.76
. Edward Jones - S "94.95% 94.95% $27,916.45 1 $2,434.87
-.RPR Clearing ’ 92.69% . - - 73.86% - $9,939.24 $2,109.36 -
" Wachovia - o ' . 93.29% 74.52%  .$13760.35 $2,022.15
- Balls &Zom - . - L 89.40% - : 76.70% - - $8,977.12. $1,538.88
. -Hanifen Imhoff. - . 94.18% . 85.20% . $1,937.81 . $1,534.48
‘. . Alex Brown/Kinnard T . 91.03% . - 76.58% . $8,814.24 ~ $1,506.98
Relch & Co. .. 86.89% , 31.93%. $2,9272.31 $959.35 -
. Henry Krlager - : - T77.48% - -49.43% © $6,244.03 $871.78 -
. -.Portfollo Management S 98.07% . 69:59% - $6,680.57. - $743.67
* R GDIckinsogn . = ; '93.70% . 7360%. . . $2,085.15. | -$655.44
- Vanguard Group C7 . - 88.89%. - B88.89% $625.00 - $607.00
* .Soclste Generale . ' ; 34.30% C 7 34.30% . $8,695.11 $591.12
- .Hamershlag Kempner : © . .94.38% . 74.34% :$3,212.94 " $514.66
~ " ‘Lew Lieberbaum : - T e289% 71.84% - " $3,055.34 -$429.88
-’ State Discount Brokers - 92.00%. 92.00% "$3,183.36' - $383.19
Ladenbirg Thalmann : . 8571% © o 78.26% - . $2,830.78 $325.56
Broker Dealer Financial - .- 91.80% - 70.00%. $513.86 . $265.68
Southcoast Capital - 8333%  ° 83.33% . " $636.28 $166.00
..Dabacy Resnick I . 80.95% 65.38% - $123.13 - 1 $108.74
_'Vanguard Group J6 . 89.13% -89:13% . - $2,081.00- - $103.00
Snguard Group J7 ) - .. 80.56% - . 80.56% . $346.99 $68.00
ar Steams . ' ' 0.00%" _ 0.00% - $0.00 . ___$0.00 -
TQTALS ' - © . 91.18% 74.76%  $5,769,720.89 $903,882.04
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