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Third Market Inspection

L. Introduction

The Staff conducted an inspection of third market firms' that execute retail
order flow. The purpose of the inspection was to evaluate the execution quality of
retail orders in the third market in light of the Commission’s recent order handling
rules emphasizing the duty of best execution.? As discussed below, the Staff made
findings concerning execution quality, including the likelihood of price improvement
executions inferior to the national best bid or offer (“NBBO”), and trading ahead of

customer market orders. In addition, the Staff examined each firm’s trade reporting
practices. - : '

b

The Staff analyzed the trading records of Bernard L. Madof;
Securities '“MadOff” Examination Material, Deliberative Process

; U PI'ICE
* These eight third market firms executed over
492 million shares of retail orders in listed securities for the manth of January 1997.°
This represents 4.2% of the New York Stock Exchange, Inc. (“NYSE”) share volume
and 10.6% of the NYSE trade volume for orders executed in January 1997.

II. . Summary of Findings -

The Staff found significant differences among the firms regarding overall, 1/8
point, and 1/4 point price improvement rates and order execution methodology. In
addition, the Staff found trades executed outside the NBBO and a large number of trade
reporting errors by certain firms. '

Third market firms are NASD member firms that exccute exchange-listed securities orders for
broker-dealers’ retail order flow (“order-routing firms”).

See Securities Exchange Act Release No. 37619 (August 29, 1996), 61 FR 48290 (September
12,-1996) (“Order Handling Rules Release”).

3 Examination Material, Deliberative Process

4 Examination Material, Deliberative Process

million shares executed by the eight firms examined,

\iFTala - - ,
Examination Material, Deliberative Process
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First, price improvement statistics for January 1997 provided to the Staff by

each firm (and generally confirmed by Staff’s calculations) indicate that the rate of

- overall price improvement for public customer market orders varies widely from firm
to firm. These statistics indicate that some firms offer price improvement for up to
18% of their retail customer orders; whereas several firms do not provide price
improvement opportunities at all. The failure to provide price improvement - -
opportunities results in inférior prices for public customer orders whose orders are

~.routed to those firms. The Staff determined that there is no correlation between
inferior price improvement rates and thé amount each firm paid for its order flow.

Second, the Staff found that the quality of executions for public customer ord
varies significantly depending on the firm exe ing the azders.

Examination Materials, Deliberative Process

v

2 v PIUTCCUON 10T 4 1¢ customers, and the remaining firms do not provide
new high/low protection. New high/lo / protection can result in price improvement for
- orders received in 1/8 point markets.hich executed over 240 million shares
for the month of January 1997, provided no price improvement for orders received in
1/8 point markets. In addition, the handling of marketable limit orders varies widely
from firm to firm. The Staff found that some firms provide significant price

improvement opportunities for marketable limit orders. However, most firms execute

marketable limit orders at the limit price, regardless of potential price improvement
opportunities.

Third, the Staff found market orders that were filled at prices inferior to the
NBBO at order execution time and inferior to the NBBO at order receipt time. Finally,

the Staff found significant trade reporting problems at three of the eight firms
~ Teviewed. ' ' ‘ :

As a result of the iri,spection’s findings, the Staff will:

Examination Material, Deliberative Process

_ er routing firms consider whether their customer’s
marketable limit orders receive price improvement in making order
routing decisions. Best execution examinations will query how order

Several firms will not execute an order if the execution would create a new high/low in the
security for the trading day. As a result, some orders are executed at the previous high or low
for the trading day, resulting in price improvement. This practice is referred fo as “new
high/low protection” or “out of range protection.”

-

. 2.

2
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routing firms consider how all types of orders are handled, including
marketable limit orders; '

Examination Material, Deliberative Process

5.+ Refer to the NASD the Staff’s findings cor
reporting violations by Madoff, Rkl

6. Send deficiency letters to Madoff, el putlining the
y g
' above mentioned findings and recommend ations.

III. . Price Improvement
A. Background

. In the recently adopted order handling rules, the Commission expanded its
position on the importance of the duty owed by a broker-dealer to obtain best execution
for customer orders. The Commission emphasized that the “scope...of best execution
must evolve as changes occur in the market that give rise to improved executions for
customer orders, including opportunities to trade at more advantageous prices.”® The
ability of customer orders to receive advantageous prices, or price improvement, is an
important factor in determining whether a broker-dealer is fulfilling its best execution
obligations.9 Therefore, the Commission stated its belief that broker-dealers, before .
deciding which matket to route their retail orders, must carefully evaluate price
improvement opportunities in other markets. “In conducting the requisite evaluation of
its internal order handling procedures, a broker-dealer must regularly and rigorously
examine execution quality likely to be obtained from the different markets or ‘market
‘makers trading a security.”!° If any “material differences” exist between price

T See deficiency letters at Attachment F.

Order Handling Rules Release at 48323.

Price improvement is defined by the Commission “as the difference between execution price and
- the best quotations prevailing in the market at the time the order arrived at the market or market
maker.” Order Handling Rules Release at 48323 note 357.

& .

10 Id.

-

- £ v
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improvement or execution quality opportunities found among the various markets, then
these “material differences” must be considered important factors in a broker-dealer’s
order routing decision. In addition, a broker-dealer must consider how price -
improvement opportunities and execution quality vary from market to market for
different types of customer orders. In light of this guidance, the Staff undertook this
inspection to review price improvement opportunities and execution qualities at third
market firms. ' '

The Staff evaluated each third market firm’s price improvement methodology
and rates of improving customer orders. The Staff requested data from the six third -
market firms reviewed that attempt to provide price improvement. The Staff found
that, in general, third market firms only provide price improvement statistics to order
routing firms for orders received when the NBBO spread is greater than the minimum
variation (i.e., greater than 1/8 point).  To provide a more comprehensive measure of
order execution quality by each third market firm, however, the Staff independently

" calculated overall price improvement statistics regardless of the NBBO spread. In
addition, the Staff calculated price improvement statistics when the spread was 1/8
point and when the spread was greater than 1/8 point for each third market firm.

The orders included in each firm’s price improvement statistics are post-opening
market orders. Marketable limit orders are not included in the statistics because some
firms do not provide price improvement opportunities for these orders.!’ Those firms
that provide price improvement opportunities for marketable limit orders employ the
same price improvement methodology to marketable limit orders as they do for market
orders. The Staff also calculated price improvement, where possible, from the trade
data obtained from each firm."> The Staf ’s calculations were consistent with the firm’s

aggregate price improvement data provided to the Staff. The findings are set forth
below. :

B. Findings

_ The Staff found that the prevalence of and methodology for obtaining price
Jimprovemient for public customer orders. routed to the third market varies widely from |

firm to firm. Two ﬁrms-—- do not attempt price improvement in
Examination | . .
any mannerttemp Price improvement in greater than 1/8 point markets for

Examination Material . provide price improvement opportunities for marketable
Examination N

CIS. M4 XL Vaterial hile providing price improvement opportunities to market

orders, do not provide price mprovement opportunities for marketable limit orders. Most
firms that provide price improvement opportunities wiil guarantee executions for up to 5,000
shares regardless of the quoted size. : '

2 The Staff calculated overal] prj

’ improvcmem statistics fo[.,MadOff Material
' lid not include order entry NBBO OTmation necessary to

calculate price improvement. ERUITZIEEE do not provide price improvement: As stated

previously, the Staff did Dot examineeSUICLIbut  did obtain  certain aggregate price
improvement information. '

ULUC V. (0O

%
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Examination Material

only one of its customers. !> se the NYSE quotation, not the NBBO, to
 price orders.” Madoft, (Bl ‘ attempt price improvement in

securities when the quoted market is 1/4 point or greater; however, each firm’s

‘methodology for attempting to improve orders varies significantly. In addition, some

firms provide new high/low protection that results in significant 1/8 point price
improvement rates. '

1. Price Improvement Statistics Provided by Firm
a. Overall Price Ilhgrovement

. The $taff obtained price improvement data from each firm.
improvement statistics for Janua
stated previously’ Examination Material

improvement statistics provided to the

Overall price

1y 1997 varied significantly from firm to firm. As
provide no price improvement. Price

Staff by each firm indicate that the percentage of
post-opening market orders receiving price improvement can vary from 18% to 55%.

Enntcaaiat provides price improveme Dan 1/8 point markets for only one of its
Examination Material

Ex;m!nation . .
B \iaterial overall price improvement for all post-
opening ma3 [
customers was 2.4%.

rice improvement for its remaining

Examination Material

, price improved approximately 18% of their post-opening
i market orders. Madoff and Rikilorice improved approximately 11% of their post-

opening market orders and Z RS orice improved approximately 5% of its post-
opening market orders (See - The percentage of shares (as opposed to orde

associated with post-opening markei orders ths

Examination Material

adotl 1improved 9.6% of its shares and

~ All eight firms reviewed by the Staff pay for order flow." In addition [FUCN

\VECHE

provides certain broker-dealer customers a percentage of its profits.!® The Staff found

Examination Material

The failure to price orders by reference to the NBBO raises best execution concerns and could
inflate each firm’s price improvement statistics.

At the time of the Staff's review, Madoff pays $.0
in approximately the 500 most actively traded N

Examination Material, Deliberative Process

1 for market orders and onl executes orde
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no significant correlation between the amount paid for order flow and the overall rates
of price improvement.

Chart 1
Total Price Improvement
January 1997
20 Examination xamination Material -
18 Material

Percentage
o

Orders
B Shares

(In Order of Largest to Smallest Aggregate Volume)

b. Price Improvement in 1/8 Point Markets

The Staff found that new high/low protection can result in si
differences in execution quality. For instance

Examination Material

viado prov1des new hxgh/low
protection tor only a few of its customers. As a result, Madoff’s

1 |
rate in 1/8 |i01nt mariili |i iliiliiinﬂy less tha Examination Material

The new high/low methodology varies from firm

Examination Material, Deliberative Process

Examination Material, Deliberative Process

MADOFF_EXHIBITS-05978



Examination Material

Madoff provides new high/low protection for a few of its customers.- If an
execution would create a new high/low for the day, Madoff’s system stops the
execution for one minute. If there is an execution on the primary exchange during the
one minute period, the system cxecutes the trade at that price. After one minute, the
order is executed at the new high/low. However, Madoff stated that several of its
‘customers have instructed Madoff not to create the new high/low for the day and
therefore benefit from new high/low protection. These customers’ orders are executed
only after a confirming execution on the primary market. .

For post-opening market orders, 2.96¢

Examination Material

Examination Material

Chart 2

Price Improvement in 1/8th Point Markets
: January 1997

inati inati aterial
[sJ@Examination Examination M
Material

Orders
B Shares

Percentage
O =2ANWHEOONO®

s N
(In Order of Largest to Smallest Aggregate Volume)

c. Price Improvement in 1/4 point or greater

Markets

__For i ke eTS, exciuding marketable limit orders,
Examination Material 9'45% Of Madoff,s Orders 4 5 0
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. . - | . . . . . -. . . } . )
received price improvement when the quoted market was a
/4 point or greater. ' -

“ Chart 3

Price Improvement in 1/4 Point or Greater Markets _
' January 1997

18] Examination Material

sz Examination Material

Orders
B Shares

Percentage

Firms
~ (In Order of Largest to Smallest Aggregate'Volume)

2. Staff’s Calculation of Price Improvement Statist_ics

The Staff calculated price improvement of orders executed by four of the third -
market firms reviewed in order to verify price improvement statistics received from the
firms."” The Staff’s calculations are generally consistent with the aggregate price
improvement data provided to the Staff by each firm.'® The Staff calculated overall
price improvement and price improvement in 1/8 point and 1/4 point markets for
I EX i e arminaton Viateral Overall, the Staff calcula
improved 8.53% of its orders and 10.04% of its shares

Exmination Material, Deliberative Process

3. Price Improvement Mcthodology

.‘ The methbdology for 0btainiiig price improvement when the NBBO spread is
greater than 1/8 point varies widely from firm to firm and, therefore, the percentage of

7 See Attachment A for detailed price improvement rates. The Staff
imrovcmcm statistics o) o\ Bl [s) i M Examination Material, Deliberative Process

Examination Material, Deliberative Process
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orders that receive price improvement in 1/4 point markets is not consistent from firm
- to firm. The price improvement methodolo gy for Madoff

Examination Materials, Not Related to Madoff

mndings are set forth below.

a, Madoff

If Madoff receives a customer order for a security in which the NBBO
greater than the minimum variation, Madoff stops the order and attempts to

spread is
improve
the best market for the security by tightening its Intermarket Trading System (“ITS )
“quotation. Madoff’s new quotation is displayed for one minute. If another -ITS
participant sends a commitment to trade at Madoff’s new quotation, Madoff will affirm
the ITS trade and execute the customer order at the improved price. If a trade occurs
on the security's primary exchange at the improved price, Madoff will execute a trade
with its customer at that price. If one minute expires and no ITS commitments are
received at the new quotation, or if the primary exchange has not executed an order
between the spread, the Madoff system changes its quotation back to the original
quotation, and executes the customer order at the stopped price. " '

Several developments will cause Madoff’s attempt to provide price improvement
to end and execute the customer order at the stopped price. These include an execution
on the primary exchange at the stopped price or the receipt by Madoff of an additiona]
customer market. or marketable limit order on either side of the market. Madoff
concludes that either of these two events is a confirmation of the original NBBO (the
stopped price). The Staff believes that the receipt of an additional Madoff customer
order on either side of the market is not necessarily an adequate reason to cease
attempting price improvement. As a result, the Staff believes that this aspect of
Madoff’s price improvement methodology in which orders in greater than 1/8 point
markets are not exposed for the full minute, should be fully disclosed to the order

routing firms. Madoff’s literature does not adequately address instances in which
attempted price improvement ceases. :

The Staff found instances in which Madoff’s price improvement methodology
did not provide any price improvement opportunity. The Staff found 34 orders of 691
orders received when the NBBO was 1/4 point (4.92% of orders received in 1/4
market) in which Madoff’s price improvement methodology did not change the Madoff

quotatjon to narrow the spread for market orders received in markets greater or equal to
1/4 point.

For orders under 300 shares in which the NBBO is 1/4 point or more, Madoff uses an algorithm -
for price improvement because, according to the firm, changing its quotation for an order under _
300 shares does not attract sufficient ITS commitments to-provide price improvement. Madoff’s
automated system does not execute a-customer order on a double plus or double minus tick as
part of its price improvement algorithm for smaller sized orders. When an NYSE ex

between the spread, Madoff’s System checks the tick and executes the trade at an imp
if the execution would not cause a double tick.

ecution is
roved price .

T
2

9
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Page 11 redacted for the following reason:

Examination Material, Deliberative Process



—

To illustrate the effect of Madoff’s failure to provide price improvement
opportunities for marketable limit orders, the Staff compared the price imnrove

I‘atCS 0 nd Madoff Not Related to Madoff, Deliberative Process
Madof S ra e is 11‘34%.2 gary - Examination Material

If marketable limit orders are included in the statistics,
while Madoff’s

: percent to 9.91%. Therefore, the Staff believes that order. routing
firms must consider whether their customer’s marketable limit orders receive price

- improvement when making order routing decisions. ' '

Examination Material

5 A /]
UV d (! -

5. _ Marketing Price Improvemént Statistics

The Staff found that third market firms’ literature coneerning the likelihood of a
‘customer’s order receiving price improvement can be misleading. In its “Guide to
Price Improvement and Limit Order Exposure for Exchange Listed & Nasdaq
Securities,” Madoff states that the firm “has achieved results averaging a 50% pri
improvement rate for exchange listed securities.”

Examination Material, Deliberative Process

. ird market firms define price improvement as the likelihood of an
execution better than the NBBO when the spread is 1/4 point or greater. Price
improvement, in the context of evaluating order execution quality, is defined in the
Order Handling Rules Release as “the difference between execution price and the best
quotations prevailing in the market at the time the order arrived at the market or market

maker.”” The Staff believes that firms must use the definition of price improvement
stated in the new order handling rules. '

)
25 .

See Order Handling Rules Release at 48323 note 357.

12
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IV. Order Execution Findings

clectronic. trading data provided by Madoff,“ ¢
for potential best execution violations.?® The Staff found

market orders that were filled at inferior prices to the NBBO at order execution time

and inferior to the NBBO at order reeeipt time. '

Examination Material

A. Inferior to NBBO at Order Entry

The Staff found market orders that were filled at inferior prices to the N BBO at
the time of order entry (“price 'disimprovexm:_nt”).27 Most of these inferior executions
occurred because the orders were not executed automatically by the firm’s automated
execution system but, instead, were rejected by the system and handled manually. The
rejected orders were often manually priced with the NBBO,at execution time, resulting
in orders that were inferior to the NBBO at order entry time. In addition, most firms
manually price telephone orders. Telephone orders often result in executions inferior
to the NBBO at order entry time because the order is not entered into the firm’s system
until after the trader manually executes the order. The Staff believes that a firm’s rate
of price disimprovement must be disclosed to order routing firms.2

B. Executions InfériOr to NBBO at Order Execution Time

-v The Staff found that Madoff executed 110 market orders (2.0% of sample) and
30 limit orders (1.0% of sample

Examination Material

inferior to the
C. because the order was
Manually executed orders are priced by Madoff at the NBBO at

"I WAW q 3 U

manually executed

30

» The Staff analyzed trading data for 19 NYSE-listed and 10 Amex-listed securities during

selected. trade dates in August and September 1996. Some firms provided additional trading
data. See Appendix A for details of trading data provided by each firm. - '

7 The Staff found the following number of orders executed inferior to the NBBO at ofder e]
time: Madoff: 6 Examintion Material

. See Attachment B:

The Commission noted that “[alny evaluation of price improvement opportuxiities would have to
consider not only the extent to which orders are executed at price better than the prevailing

quotes, but also the extent to which orders are executed at inferior prices.” See Order Handling
Rules Release at 48323 note 357. -

» The sample size of orders reviewed was 5,018 for Madoff Ebias
Madoff was the only firm that electronically provided the NBBO at order execution time and

- order entry time. Other firms only provided the NBBO at order entry time. The remaining
firms were manually sampled. See Attachment C for a list of all Madoff orders executed ata--
price inferior to the NBBO at order execution time (separated by locked and unlocked markets).

0 Orders are manually executed if Madoff's automated execution systgm rejects the order. For

< example, the system may reject, orders, for example, if the order was received when the market
is locked or crossed. '

13
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_order entry, not order execution time. Madoff considers all trades to be executed at the
time of order entry even if the system rejects the order for manual handling. The Staff
does not agree that orders rejected by Madoff’s automatic execution system can be

considered to have been executed. Execution occurs at the time the order receives a
price. - :

In locked markets, the Staff found that Madeff’s automated system determines

. the primary exchange quotation and executes the order at that price. For example, on

- August 22, 1996, at 10:01:40 Madoff received a limit order to sell 400 shares of
Zenith Corporation (“ZE”) at 15 3/4. At that time, the market was locked at 16 1/8.
Madoff’s automated system immediately executed the order at the NYSE bid of 16.

- The market unlocked three seconds later when the NBBO was 16 1/8 (third market) bid
and 16 1/4 (NYSE) offered. The Staff believes that this order should have been '
executed-at 16 1/8. 3! Madoff also manually executes orders when the market is
locked. Madoff’s traders price orders received in a locked market at the NYSE -
quotation existing before the market locked. The Staff believes that the firm should
execute its orders at the locked price or at the NBBO after the market unlocks.?

C. Failure to Give Customer Execution Price Received on Prima
- Exchange

The Staff found numerous instances in which third market firms traded ahead of
.an existing customer order, received a better price on the primary exchange, failed to
pass on the improved price to-the customer. Specifically, the Staff found instances of
trading ahead atEEREEEEEE Some trading ahead instances occur because
the trader attenifts 10" COVEr Ihe CuStomier position on the primary market before
executing the customer order. Most of the other instances occur because of a lack of

coordination among the firms’ traders and no automated compliance features in rapidly
moving markets.

A trader who is attempting to lay off an executed customer -order may .trade

ahead of a customer order being held by another trader. For example, on August 22,
1996, at 9:56eceived a customer market order to buy 1,000 shares of ZE.

The NBBO was 15 1/2 - 15 3/4. At 9:56:52lRent a limit order to buy 1000

shares at 15 1/2, which was executed at 9:57:45. At 9:58:35 and 9:58:59_,
sent two orders to buy 1000 shares each at the market, which were executed at 9:59:

at 15 7/8. Finally, at 10:00,executed the customer order of 1,000 shares at 16

3

See Attachment C (Part A) for a list of 55 market orders and 13 limit orders in which Madoff
executed market orders inferior to the locked quotation. .

3 When the market is locked

Examinlation )

sends a market order to the NYSE to determine the
market and will execute its orders at the price it receives from the NYSE. If the market unlocks
before the order js exe’cut_edexecutes its order at the gew NBBO. In a. locked
maxketaits until FHESIATRET unlocksjkkaia do ‘mot encounter locked
marketS0ecause the firms price orders off the N quotation. ‘See NASD Compliance Alert

Volume 10, Number 3 which states that NASD members must execute orders at the quoted
locked price under the NASD firm quote rule. See also ITS Rule 154 - '

14
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Examination
Material

1/4 traded ahead of the customer order because ‘it waited to execute the full

OTder until after 3000 shares had been executed on the NYSE. Further, it did
ot pass on the price improvement it received on the 1000 shares filled at 1 The
Staff recommends that these systematic problems be corrected. Madoff an have
developed automated systems which practically eliminate trading ahead violations.

V. Trade Reporting Findings -

The Staff found trade reporting irregularities at Madoff,

A. . Late Trade Reporting (.SLD)

1. Failure to Mark Trades as .SI.D

. The Staff manually reviewed 116 order tickets of manual executions at
and found that 12 orders (10.3%) were reported more than 90 seconds after the ™ :
execution without having been marked .SLD. The Staff reviewed 93 order tickets at

S N 11 found that 19 (20.4%) orders were reported more than 90 seconds after
the execution without having been marked .SLD. The Staff reviewed 391 trades at

Peters and found that 4 (1.0%) orders were rc?orted more than 90 seconds after the
execution without having been marked .SLD. :

Examination
Material

Examination Material

Madoff and putomatically report execution times for each trade
report. The Staff analyzed the National Association of Securities Dealers’ (“NASD”)
audjttrail for these three firms’ compliance with trade reporting rules and determined
thatWreported 18 executions late (0.90% of total) without marking the trades SLD,

Madoff rei orted 84 executions late (0.89% of total) without marking the trades .SLD,
Examination

andip reported one execution late (0.21% of total) without marking the trade
SLD.”

2. Improper use 6f .SLD Modifier

_ The Staff found that Madoff improperly uses the .SLD designation on reports of
trades executed manually. When Madoff manually executes an order, the order is
priced at the order entry NBBO. If that price is out-of-range of the NBBO at order

-execution time, then the firm marks the trade .SLD even though the execution was
reported within 90 seconds after the order was executed.® By analyzing NASD audit

3 NASD Rule 4632 states that a pattern or practice of u

nexeused late trade‘reporting may result in
a violation of NASD Rule 2110 (Principles of Trade). '

-3 See Attachment D, Chart 1.
3 This practice is-a potential violation of NASD Transaction Reporting Rules.- Madoff reports its
out-of-range trades as .SLD so that the NASD’s Automated Confirmation Transaction (ACT)
. System will not reject the order as out-of-range. Madoff stated that the NASD condohed the
. practice of using the .SLD modifier for out-of-range executions. However, the NASD informed
the Staff that the .SLD modifier should not be used in this manner.

. 15
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.36

- trail data, the Staff found that Madoff improperly marked 237 trades SLD (2.55% of

total) that had been reported within 90 seconds after order execution.’® The NASD has

raised the issue of member firis using the . SLD modifier in situations where the
execution time is also the report time.”’ '

For example, on August 22, 1996, at 9:55:16 Madoff received a limit ordet to
sell 300 shares of ZE at 15. The market was crossed at that time, and the order was
sent for manual execution. At 9:59:00, a trader executed the order for 15 1/4, which
matched the NYSE bid at order entry, and reported the trade .SLD. At the time of
order execution the NBBO was 15 7/8 - 16. The Staff believes that this order should:
have been filled at 15 7/8, the NBBO at order execution time, and not reported .SLD.
The Staff found, from the sample of trades reviewed, 72 market orders (1.36% of
sample) and 21 limit orders (0.70% of sample) were marked as .SLD by Madoff
because the orders were out-of-range, although reported in a timely manner.

B. Failure to Report Execution and Failure to Time Stamp

. Examination . .
The Staff found [wo frades in which failed to report the execution time
and nine trades in whicHZEE failed to report to the NASD. Ap proximately 10%

of all trade tickets requested by the Staff and provided by ER were Dot time
stamped. In addition, approximately 20% of the trade tickets provided byor

two additional trading days were not time stamped.*®

VI. Conclusions

1. The Staff will examine the order routing firms that send orders to
o for potential best execution violations

DCCAUSE OT the failure byo provide any price .
improvement opportuniti€s 10T Customer orders. In addition, the Staff
will examinemaining customers for potential best
execution violations. .

2. The Staff believes that order routing firms should consider whether their
customer’s marketable limit orders receive price improvement in making
order routing decisions. Best execution examinations will query how

See Attachment D, Chart 2.

¥ Ste Letter from Robert L.D. Colby, Deputy Director, Division of Market Regulation, SEC, to

" Richard G. Ketchum, Executive Vice President, NASD dated August 11, 1997 at Attachment

3 For trade date September 10, 1996, approximately 470 tickets were provided, of which 105
were not time stamped. Eight other tickets were time stamped with a trade date of August 1,
1996.  For trade date September 11, 1996, approximately 500 tickets were provided, of which

83 were not time stamped. Thirteen other tickets were time stamped with a trade date August 2,
1996. ' '

16
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eabbesanin,

order routing firms consider how all types of orders are handled,
including marketable limit orders.

Examination

3. Order routing firms that send order flow to

ill be examined
for potential best execution violations. FRIRG price improvement

statistics were significantly lower than 1t competitors. In particular,
order routing firms that are members of the Roundtable should.be
examined to ensure that the firms are adhering to their fiduciary duty of
best execution. Order routing agreements which result in captive order
flow being routed toshould' be scrutinized to determine if the

scrutin
Roundtable partners are routing orders tofrerin solely because of

. . - Xxamination Material :
4. The Staff believes thatshould be required to price
executions of listed securities based on the NBBO, not the NYSE -

quotation. o

5. The Staff will refer to the NASD the Staff’s findings éocemin _
iotential trade reporting violations by Madoff
. - - xamination Material
6. The Staff will send deficiency letters to Madof
-outlining the above mentioned findings and recommendations.””

profits they receive from the partnership agreement

See deficiency letters at Attachment F.
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Not Related to Madoff
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n ATTACHM"  C | =
) TRADES EXECUTED INFERIOR TO ) AT ORDER EXECUTION
BERNAJﬁ) L. MADOKF INVESTMENT SECURITTES | ocIE caLcuLaTIONS
, ORDER ENTRY INFORMATION EXECUTION INFORMATION - TAG INFO. '
, AMT
1996 . ORDER AWAY
1996 ORDER ENTRY |ORDER| ORDER MADF EXECUTION ENTRY | FROM
TRD BUY/ NBBO ENTRY| ENTRY |ORD |BUY/|EXEC| EXEC'| EXEC [EXEC| NBBO | TAG | TAG " NBBO EXEC
STK | DATE | CUST | SELIJ QTY | BID | ASK | DATE| TIME |CODE|SOLD| QTY | PRICE | TIME _|copE BID | ASK | No. |copelstp| sprEAD | NmBO
» | A MARKETS LOCKED AT ORDER ENTRY |
',é l 1 MARKET ORDERS |-
crp |s.sep |scw IBuy | 50| 72 wa| 72 14| ssep | 3:0939rm] B [sorp| o] 72 38 | 31003 em]| ME 7218 12 e |a9ss067 AE 0 - 18
GPS |5-Sep.. Py |SL | 1529| 28 3/4 | 28 34| §Sep | 1:01:49PM| PB | BOT | 1,529 | 28 558 [ 1:03:10PM| ME |283/4 |287/8 |3000618| A 0 - 18
GPS |[6-Sep | PJ SL 200 ) 30 1/8 30 1/8 6—sep 11:13222 AM| PB | BOT 200 [ 30 11:17:37 AM ME‘ 301/8 1301/4° ]4012023| AE 0 - 178
1rwp |1eaug| aAGE st | 1004338 [e33m | 14-ang| sur33am| pB | Bor| 100] 43 14 | ouzsaam| ant ls3m | s |3ssazos 0 - 18
_HWP |16-Aug{ MK | SL 500| 42 38 | 42 38 | 16-aug| 9u4s:14aM| PB | BOT| 800 | a2 w8 | 9ua:s6aM| ME |4238 |25m |3s36932] -AE |sLD 0 - 14
Mo 12-Aug| INT _[SL 100 [9378 o378 12-Aug | 9:40:29AM| PB | BOT | 100 | 93 5/8 | 9:40:29 AM| AM [937/8 937/8 _|3529516 0 - 14.
MO [12-Aug|DOS |BUY | 200| 93 174 | 93 w4 | 12-Avg| 5:45:41AM| PB |SOLD| 200 93 18 | 9:s1:56AM| ME |o3irs 9258 |3m9957] AE [sLp| o - 17
MO |12.Aug|Jos |sL 150 | 93 93 12-Avg | 9:47:08AM| PB | BOT | 150 92 58 | 9:57:50AM| ME |9234 |9278 |3530081] AE |sLp| o - 18
Mo |12-.avglcs  |sp. s00] 92 12] 92 12 | 12-avg | ois2aram| PB | BOT| 500 92 12 | 95830 AM| ME |s278 |27 |3s0s27]. AR |sip| o - 38
Mo l1z-auglcs  |Buy | 100] 93 3| 93 38 | 12.aug | 10:02:15am] B [sorp| 100| 93 38 [10:0500 AM| ME Josus |s3us |3ss12se| a® |sip] o - 14
MO 12-Aug| INT BUYI 100 93 3/8 93 3/8 | 12-Aug | 10:02:17 AM| PB SOLﬁ 100 | 93 3/8 [10:05:10 AM| ME 931}8 93 1/8 |3531256|. AE |SLD 0 - 1/4
MO |12-Aug|PBS |BUY | 100| 93 3/8 | 93 3/8 | 12-Aug|10:02:18AM| PB |SOLD| 100 | 93 38 |10:05:00 AM| ME |9318 o318 |3s31258| AE |stp| o | . 14
o |12-auglPBs |BUY | 100] 93 38 | 93 38 | i2-Aug | 10:02:51 AM| PB SOLD| 100 | 93 3/8 |10:06:41 AM| ME- o348 |93 14 |3s31306] aE |s1p| o - 18
MO |12-Aug| BRW [BUY | 50| 93 38| 93 38 | 12-Aug | 10:02:53 M| PB |SOLD| 50| 93 38 |10:06:41 aM| ME |93 18 |93 14 |331305| A |sip| o | - s
40 |12-Aug|SCO | BUY | 200| 93 38 | ‘93 3/8 | 12-Aug | 10:03:02 AM| PB_|SOLD| 200 93 38 |10:06:41 AM| ME |93 158 9304 |3831325| AE |sipl o - 18
40 l12-Aug|EVR |BUY | 100| 93 8 | 93 38 | 12-Aug | 10:03:05AM| PB'|SOLD| 100| 93 378 |10:06:41 AM| ME |9318 |94 |3531331| A |sp| o - 18
10 |12-Aug|CS. | BUY 6] 93 38 | 93 38 | 12-Aug 10:03:12 AM|. PB |SOLD| - 6| 93 3/8 |10:06:41 AM| ME |931/8 |931/4_|3531338| AE |sLp| o .18
10 |12-Avg|HL _[BUY | 10| 93 38 | 93 38 | 12-Aug | 10:03:22 AM] PR [SOLD| 100 93 8 |10:06:41 M| ME |93 18 |93 18 3531349| AE |sLp| o - 18
(0 |12:Aug|CS |BUY | 200] 93 38 | 93 38 | 12-Aug | 10:04:02AM| PB |{SOLD| 200| 93 3/8 |10:06:41 AM| ME |93 158 |93 14 |3s31419| az |stp] o - s
MADOFF PAGE 1 OF 7 ATT CXLS -
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TRADES EXECUTED MERIOR TC..

/0 AT ORDER EXECUTION

BERNAi{D L. mwom INVES’IMENT SECURITIES ~— OCIE CALCULATIONS
. ORDER ENTRY INFORMATION EXECUTION ‘ INFORMATION TAG INFO.
z.-: . . AMT
1996 : ORDER | AWAY
1996 ORDER ENTRY dRDER " ORDER MADF. . EXECUTION ENTRY FROM
TRD | . BUY/ NBBO ENTRY| ENTRY: | ORD {BUY//EXEC| EXEC EXEC |EXEC NBBO_ TAG TAG "NBBO EXEC
STK DATE CUST {SELL| QTY BID . ASK DATE TIME CODE SOLD QTY | PRICE TIME CODE| BID A'..SK NO._ CODE SLD SPREAD NBBO
MO 12-Aug JCW BUY S0) 93 3/8 | 93 3/8 | 12-Aug .10:04:05 AM| PB |SOLD 50} 93 3/8 |10:06:41 AM| ME [931/8 |93 1/4 '|3531423| AE |SLD 0 - 1/8
MO iz-Aug EVR | BUY s0| 93 33| 93 318 12-Aug l10§04:06AM PB |SoLD| " 50| 93 38 10:06:41 AM| ME |93 1/8 |93 1/4 |3531424] AE |SLD 0 - 178
MO |122aug| €S -B;UY‘ 106 | 93 3738 '93.,3/8- 12-Aug | 10:04:13 AM| PB |soLD| 106 93 _3/8 |10:06:41 AM| ME [931/8 [931/4 |3531439| AE [SLD 0 - 118
MO jf';-Aug Jow | BUuy 50| 6338 | 93 3/8 | 12-Aug | 10:04:16 AM| PB l‘SOLD 50| 93 3/8 |10:07:14 AM| ME [931/8 [931/4 |3531447| AE |SLD 0 - 1/8
MO [12-Aug EVR BUY 150 { 93 1/4 93 1/4. | 12-Aug | 10:04:26 AM PB.' SOLD| 150} 93 5/8 {10:07:14 AM|{ ME (931/8 [931/4 3531467 AE |SLD 0 - 1/8
MO |12-.Ad8] AGE | BUY 200 93 14| 93 14 12-Aug 10:04:26AM PB [SOLD| 200 93 3/8 10:07:14 AM| ME |93 18 |93 14 |3s31465| AE (sLD 0 - 18
MO {12-Aug| CS BUY 100 | 93 1/4 93 -1/4 | 12-Aug 10:04:3‘0 AM PB (SOLD 100 | 93 3/8 10:07:14 AM .ME 93 1/'8 193'1/4 |3531476{ AE |SLD -0 - 1/8
MO |12-Aug| AGE BUY . 100 | 93 1/4 93 1/4 12-Aug 10:04:34 AM| PB [SOLD| 100 93 3/8 {10:07:14 AM| ME |93 i/S 931/4 |3531483| AE {SLD, 0 - 1/8-
MO |12-Aug| PBS B'UY 50| 93 1/8 | 93 1/8 | 12-Aug | 10:05:05 AM_ PB |SOLD 50| 93 3/8 |10:07:14 AM| ME [931/8 |93 1/4 3531523| AE |SLD 0 - 1/8
MO 12-Aug Cs BUY 100 95 1/8 | 93 1/8 | 12-Aug | 10:05:18 AM|{ PB |SOLD IQO 93 3/8 [10:07:14 AM| ME [931/8 |93 1/4 | 3531542 AE |(SLD 0" - 1/8
' MO [12-Aug| JCW BUY. 100 95 18 | 93 1/8 | 12-Aug | 10:05:19 AM| PB }SOLD| 100 | 93 378 10:07:14 AM| ME {931/8.931/4 |3531543 . AE |SLD [J - 178
MO IZ-Aué FLT- BUY 50 ‘93 1/4 93 1/4 | 12-Aug | 10:06:32 AM| PB {SOLD ;’30 93 3/8 |10:07:14 AM| ME |93 1/8 [931/4 |3531638 AE |[SLD 0 - 1/8
MO 12-Al‘1g DPT BUY | 50| 93 1/4 93 1/4 | 12-Aug { 10:06:32 AM| PB |SOLD 50| 93 /8 10:07:15S AM| ME [|931/8 [931/4 | 3531639 Aﬁ |SLD 0 - 1/8
‘MO 12;Aug PBS BUY 50| 93 3/8 93 3/8 | 12-Aug | 10:40:04 AM| PB SdLD 501 93 3/8 [10:42:07 AM NIE 931/8 [931/4 |3534152| AE 0 - 1/8
Md IIZ-Aug .BSC ' | BUY 500 93 3718 . 93 3/8 | 12-Aug | 10:40:11 AM| PB |soLp| 500 93 318 10:42:07'AM ME [931/8 (931/4 |3534157| AE 0 - 1/8
[MO ,12-Aug éS_ BUY 3093 38| 93 38 12-Aug 10:40:i2 .AM VPB SOLD 30| 93 3/8 |10:42:07 AM| ME [931/8 (93 1/4 3534158 AEl 0 -~ 1/8
!MO 12-Aug| CS BUY 200 | 93 93 12-Aug | 10:51:19 AM PB soLp| 200 93 10:53:51 AM| ME [92'5/8 [927/8 [3534997| AE |SLD 0 - 18
MO |13-Avg|Jicw |sL 1218|9478 l9418 | 13-Aug| 9:37:54aM| PB | BOT | 1,218 | 94 9:37:54 AM| AM 9413 |oa 18 | 3555797 0 - 178
‘MO 13-Aug JCW SL 55 |94 18 94.1/8 13-Ané 9:38:04 AM| PB | BOT 55| 94 9:38:04 AM AM 94 1/8 |941/8 |3555806 0 - 1/8
MO [13-Aug A_GE. BUY |- 1009334 1933/ | 13-Aug| 9:41:43AM| PB [SOLD| 100| 93 78 | 9:41:43 AM| AM [933/4 |933/4 |3556074 0 - 18
MO _[13-Aug| DOS | BUY 5019334 9334 | 13-Aug| 9:41:46AM| PB |SOLD| 50| 93 778 | o:dt:as AM| AM |03 314 |933/4 |3ss6079 ’ I 0 - 18
MO {13-Augi CS BUY 2| 92 58| 92 59 13-Aug | 10:53:56 AM| PB |SOLD| 2| 92 314 |10:55:56 AM| ME [9212 |o25m |3s61082] Ax , . ’ o | s
MADOFF PAGE 2 OF 7 ATT_CXLS
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TRADES EXECUTED INFERIOR TO—" O AT ORDER EXECUTION

AR LAY

L

MADOFF PAGE 3 OF 7

BERNARD 1. MADOFF INVESTMENT SECURTTIES - — | __locE carcuratrons
L ORDER ENTRY INFORMATION EXECUTION INFORMATION TAG INFO. '

) o | AMT

A . 1996 | 'ORDER | AWAY
1996 1" | ORDERENTRY |ORDER| ORDER MADF EXECUTION ENTRY | FROM
TRD BUY/ NBBO - |ENTRY| ENTRY |ORDBUY//EXEC| EXEC EXEC EXEC| NBBO_ | TAG | TAG NBBO | EXEC
STK | DATE| CUST |SELL| QTY | BID | ASK | DATE| TIME |CODE|SOLD| QTY| PRICE | TIME |CODE| BID | ASK | NO. |CODE|SLD| SPREAD | NBBO
MO |13-aug|scw |BUY | 50| 91 78| 91 78 | 13-Aug | 12:06:06PM| PB |soLD| 50| 92 12:06:24 PM| ME |91758 |917/8 |3566397) -AE 0 .18
Mo [Ssep |dcw |sL | 200 |seax |ssam | 3:sep | o:sm08am| pB | BOT| 200| 88 58 | s:s7:08aM| M ss3u |ss s |3c2eess| 0 - s
opP |4stp |oLD [BUY | ‘100 20 20 4-Sep | 11:47:29 AM| PB_|SOLD 100 | 20 18 [11:47:57aM| ME 20 |20 [3s61015| a® 0 - 18
RBD [Ssep |RB|sL 100 | 22 38 | 22 38 | 5Sep | 3:49:55PM| PB | BOT | 100| 22 14 | 3:53:14PM| ME [223/8 {2238 |4001124| AE 0 .18
ZE 22-Aug gcw | Buy | 2000|1522 1522 | 22-aug| é:55:58AM| PB [SOLD| 2,000 | 15 34 | S:ss:s8 aM| AM [1512 1512 | 3741334 0 - V4
ZE ZZ-AI;é BRW BﬁY 200 115172 15172, ' | 22-Aug | 9:55:59 AM| PB [SOLD| 200 15 3/4 | 9:56:00 AM| AM [15172 |151/2 |3741338 0 - 1/4
ZE 22-Aug | JOS BUY 1,000 (1613 (16138 22-Aug | 10:01:29 AM| PB |SOLD| 1,000 | 16 1/4 [10:01:29 AM| AM [161/8 |16 1/8 |3741865 0 - 1/8
ZE  |22.aug| WBL |BUY | 1,000 1628|1618 | 22-Aug | 10:01:57 AM| PB |SOLD| 1,000 | 16 1/4 |10:01:57 AM| AM |161/8 |16 18 | 3741906 0 . 118
ZE |22-avg[DA  {BUY | so00l1618 |1618 | 22-Aug| 10:02:00 AM| PB [SOLD| 500 | 16 1/4 |10:02:00 AM| AM [1618 |16 118 |3741910 0 .18
ZE 22-Aug | NFS BUY 1,000 16j/¥ . 16 1/4 22-Aug | 10:02:34 AM| PB |SOLD|{ 1,000 { 16 172 [10:02:34 AM AM 161/4. |16 1/4 | 3741963 0 - 1/4
ZE zi-Aug FRW |sL | 750 1512 1512 | 22.aug|10:25:30AM| PB | BOT | 750 | 15 3/8 |10:25:10 AM| AM [1512 |1512 |3743828 0 - 18
75 . |22-Aug|PBS |BUY | 1001578 1578 | 22-Aug| 12:07:36 M| PB |soLp| 100 .16 12:07:36 PM| AM 15758 |1578 | 3750883 0 .18
yAD, 23-Aug|-BRW | SL 100 ) 15 15 23-Aug | 10:14:40 AM| PB | BOT 100: 14 3/4 [10:16:30 AM ME 151/8 |15172 |3771663| AE -|SLD -0 - 378
'ZE  |23-Aug|Jcw | sL 1,000 |- 15 15 23-Aug |.10:14:50 AM| PB | BOT | 1,000 | 14 374 |10:16:30 AM| ME |1518 |1512 |3771680| AE |sLD 0 - .38
| , ) g -

2. LIMIT ORDERS
MO |12-Aug|JCW |BUY | 200 93 93 12-Aug | 9:46:34 AM| PB |SOLD| 200| 93 18 | 9:51:56 AM| ME {931/4 [s25m |3530040| AE IsLp| o - 1n
MO |12-Aug| MDD |BUY | 200/ 93 93 | 12-Avg| oussam| PB |SOLD| 200| 93 ws | oist:s7AM| ME 9314 |9258 |3s00s2| B |sip| o - 17
MO |12-Aug| SHP BUY 3,006 .92 3/4 | 92 3/4 ,12;Aug '9:48:08 AM| PB |SOLD 3,0,06 93 9:53:03 AM| ‘ME [923/8 9'2 12 l3$0163 AE . {SLD 0 - 12
Mo |12-auglcs  |BUY | 1,000 93 93 12.Aug | 9:47:00 aM| PB |soLp| 1,000 | o3 9:53:27AM| ME |9238 |s2172 |3s30089| AE'[sLD| o 1
MO [12-Aug| FAC |BUY 100 | 93 93 12-Aug | 9:47:09 AM| PB |SOLD| 100 93 9:53:27 AM| ME [923/8 [9212 |3530085| AE |sLD 0 )
MO |12-aug|AGE |BUY | 100} 93 38| 93 38 | 13-Aug ] 10:03:03AM| PB |sOLD| 100 93 318 | 10:06:41 AM| ME l9318 |03 34 |3s1328] 4k [stp| o -8
ATT_C.XLS
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ATTACHY . : . | ,

) IA B 'I'RADES EXECUTED INFERIOR T¢ ‘o AT ORDER EXECUTION
BERNAfRD L. MADOFF INVESTMENT SECURITIES OCIE CALCULATIONS
A\ ORDER ENTRY INFORMATION EXECUTION INFORMATION . TAG_INFO. |
v T E . AMT
i996 ORDER AWAY
1996 ORDER ENTRY |ORDER| ORDER MADF. EXECUTION ENTRY | FROM
TRD BUY/ NBBO ENTRY| ENTRY |ORD |BUY/|EXEC| EXEC |- EXEC [EXEC| _NBBO- | TAG | TAG | NBBO | EXEC
stx | pate| cust |sers| oty | Bm | ask | pate| mmME  |copE|soup| oTy PRICE | TIME _|CODE| BID | ASK | NO. |CODE|SLD| SPREAD | NBBO
IMO |12-Aug{BM |BUY 60| 93 38 | 93 38 | 12-Aug ]| 10:04:09 AM| PB [SOLD| 60| 93 38 |10:06:41 M| ME |93 18 |9314 |3931435 AR SLD| 0 - 18
MO |12-Aug|AGE |BUY | 100| 93 18 | 93 18 |12-Aug| 10:07:47aM| PB |SOLD| 100 | 93 1/4 [10:09:36 AM| ME 93 9318 |3531735| AE SLD 0 s
MO [13iAug|PBS | BUY 52| o1 14| 91 v |13.Aug| 1:731pM| PR |soLD| 22| o1 38 | 1:18:27PM| ME 114 lo11/a | 3560804 A% 0 s
MO '“?;-Aug FRW | BUY 25| 90 58 | 90 58 [ 13-Aug| 2:05:52PM| PB' [SOLD| 25| 90 34 | 2:06:27PM| ME [90122 [s0558 |3572117] AE 0 s
RBD |4-5ep | TUC |BUY | 400] 22 38 | 22 38 | a-sep | 2:15:06PM| PB |SOLD| 400| 22 38°| 2:16:08PM| ME |22 |2214 |3968241] aE [sLD| o - 13
ZE ZZ-AI;"g“ PFS__ | SL 400 (1618|1618 | 22-Aug | 10:01:40 AM| PB | BOT | 400 16 10:01:40 AM| AM [1618 168 | 3741880 0 - 18
ZE  |22-Aug|WSI | BUY | 1,600 [1678 1678 | 22-Aug| 3:58:51PM| PB |SOLD| 1,600 | 17 3:58:51 PM| AM [167/8 |16 78 |3765090] 0 - s
r B. MARKETS NOT LOCKED AT ORDER ENTRY
{ 1. MARKET ORDERS
cPB |ssep |HL |SL 500 | 71 78| 72 1/4 | 5-Sep | 2:23:33PM| PB | BOT | 500 72 2:24:19PM| ME |1218. |12 14 39952711 AR |sLD 38| - 18
HWP. |14.Aug | BGMG | BUY. | a3 43 38 | 14-Aug | 11:07:39°AM[ - |SOLD| 1,000 | 43 11/40{11:07:39 AM 431/8 |431/4 3590279 cMD | 38| - 140
HWP [14-Aug| TUC BUY | 200] 43 ‘| 43 1/8 | 14-Aug | 2:22:56§ PM| .PB SOLD 200 | 43 1/8 2:24:05 PM| ME [427/8 |43 3599822| AE . 1/81 - 1/8
HWP |16-Aug| BEC |BUY | 700 | 43 43 3/8 | 16-Aug | 9:40:47 AM| PB |SOLD| 700 | 43 14 | 9:41:48AM| ME |43 |31/ |3636535| AE |SLD 3B - U8
HWP |16-Aug| RB | BUY 36 |43 (318 | 16:Aug| 9:40:59AM| PB |SOLD| 36| 43 14 | 9:41:55AM| ME |43 |43 18 |3636545] AE [sLD | -
HWP [16-Aug|RI  [SL | 2,000 | 42 3/8 | 42 58 | 16-Aug | 9:46:10AM| PB | BOT | 2,000 42 1/8 | 9:49:56AM| ME |423/8 |425/8 |3636926] AE |SLD 14 | - 14
HWP |16-Aug| TUC | SL 100 | 43 14 | 43 38 | 16:aug | 9:46:39aM| PB | BOT | 100 42 18 | 9:50:03AM| ME |e238 |a25m |3636959| AE sLD| 18| - 14
HWP |16-Aug| LTC [SL | 1,000 | 42 U8 | 42 1/4 | 16-Aug | 9:47:53 AM| PB. | BOT | 1,000 | 42 1/4 | 9:51:25AM| ME |4238 l4258 [3637052| AE |sLp| = 1| - 18
HWP |16-Aug[ TUC | BUY | 300 | 41 314 | 42 16-Aug | 10:36:53 AM| PB |SOLD| 300 | 41 78 |10:37:43AM| ME l415%8 la134 |3640516] AR -{sLp|  ws| - 1s
ITT |10-Sep | PEC | SELL 48 18 | 48 38 | 105ep | 1:41:11PM| - |BOT| 100| 48 w8 | 1:41:11PM| |48 w4 |as3m |doo1240| rE 4| - 18
MO |12-Aug| AGE | BUY | 200 93 34 | o4 12-Aug | 9:40:09AM| PB |soLD| 200 | 93 78 | uar47am| ME 9314 |s312 |38520483] -aE '!.SLD’ 1/4 ] - 38
MO |12-Aug| AGE |BUY | 100] 92 558 | 92 3/4 | 12-Aug| 9:48:45aM| PB |SOLD| 100 93 | 9:53:03 aM| ME lo238 |s212 [3s30218]  aE ,SLD‘ _ -1/8’ - 12
' MADOFF PAGE 4 OF 7 , ’ o ATT CXLS
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BERNARDL,  )FFINVESTMENT SECURITIES | [0CIE ConeclaTIONS
.4 ORDER ENTRY INFORMATION EXECUTION INFORMATION _TAG INFO. |
. AMT
1996 ORDER | AWAY
1996 ORDERENTRY |ORDER| ORDER MADF | | EXECUTION ENTRY | FROM
TRD BUY/ NBBO ENTRY|. ENTRY |ORD |BUY/[EXEC| EXEC | EXEC |EXEC| _ NEBO _| TAG | TG NBBO | EXEC
STK |DATE| cusT |serL| Ty | B | AsK | DaTE| TIME |copE|soLp| ory|'PrIcE | TME |copE| B | ask | No. |copElsio SPREAD | NBBO
MO _|12-Aug|AGE |BUY | 200 92 58 | 92 34 |12-Aug| 9:49:24aM| PB |sOLD| 200 93 9:55:17AM| ME |9258 |923/4 [330258] AE |stp| w8 | - 1
MO. ’i]i-Aug AGE BUY 200 .92 58 | 92 34 12-Aug | 9:49:27 AM| PB |SOLD| 200 93 9:55:17 AM ME [925/8 |923/4 |3530261| AE SLD 1/8 -4
MO |i2éug| AGE |BUY | 100] 92 58| 9 34 | 12.Aug| 9:49:36aM| PB [soLD| 100] 93 9:55:17 AM| ME |25 |9234 3530277 4B |stp|  us| - i
Mo [{3-aug| BRW |BUY | 100| 92 58| 52 34 | 13-Aug| 9:49:45aM| PB |SOLD| 100] 93 | 95517 AM| ME o258 |92314 |3ss0288] AE |siD Y8 | - 14
MO _|[12-Aug| AGE | SL 300 | 92 5B | 92 3/4 | 12-Aug| 9:49:37AM| PB | BOT| 300| 92 1124 $:58:39 AM| ME |527/8 [9278 |3s30278| AE |sLp|. s | - 38
MO 12-At‘1.rgr EVR |SL 200 92 78| 93 12-Aug | 9:50:42AM| PB |.BOT| 200| 92 12 | 9:58:39 AM| ME |92 78 '9'2 7/8 |3530366| AE |SLD ' 18] - 38
MO |12-Aug| AGE | SL 200] 92 &8 | 92 34 | 12-Aug 9:55:09AM| PB | BOT| 200| %2 12 9:58:39 AM| ME [927/8 |{927/8 [3530690| AE |SLp| 8| - 38
MO |12-Aug|RB |SL 100 | 92 58 | 92 3/4 | 12-Aug| 9:55:20AM| PB.| BOT | 100 92 112 | 9:58:39 AM| ME (9278 |927/8 |3530699| AE |SLD s | . 3m
MO |12-Aug |-AGE BUY 300 | 93 3/8'. 93 172 | 12-Aug | 10:01:24 AM| PB .{SOLD|{ 300] 93 12 10:05:28 AM| ME |933/8 §3 38 3531169. AE |SLD 1/8 - 8
MO |{12-Aug|BSC | BUY [ 1,000 §3 3/8 | 93 122 | 12-Aug | 10:01:31 AM| PB |SOLD] 1,000 | 93 1/2 {10:03:28 AM| ME [933/8 [933/8 |3531178| AE |SLD 8| - 18
MO |12'Aug|INT |BUY | 100 93 38 | 53 12 | 12-Aug | 10:01:32AM| PB |SOLD| 100| 93 122 |10:03:28 AM| ME [933% [s338 [3m11s1] aE |sip | - s
MO |12-Aug|AGE |BUY | 100| 93 3/8 | 93 172 |12-Aug|10:03:53 AM| PB |SOLD| 100| 93 38 |10:06:41 AM| ME [931/8 |93 1/4 |3531406| AE |SLD A8 | . 18
MO . |[12-Aug| BRW | BUY 100 | 93 1/8 | 93 3/8 12-Aug | 10:05:43 AM| PB jSOLD] 100 | 93 3/8 [10:07:14AM| ME [931/8 |93 1/4 |3531572] AE |SLD 1/4 - 18
MO 12--.‘.xug JCW | BUY 200 | 93 1/8 93_1/4 | 12-Aug 10:07:31 AM| PB |SOLD| 200 | 93 1/4 [10:09:35 AM| ME |93 931/8 3531712 AE SLD 1/8 - 18
MO_[12-Aug|AGE |BUY | 100| 93 1/8 | 93 1/4 | 12-Aug | 10:07:32AM| PB |SOLD| 100| 93 14 |10:09:35AM| ME |93 ls3us |3531713| AE |sLD vs | - 18
MO |12-Aug| AGE |BUY | 100| 93 18| 93 1/4 |12-Aug|10:07:39 AM| PB |SOLD| 100] 93 1/4 |10:09:36 AM| ME |93 o318 |3s31721] AE |sLp vs | . s
MO |12-aug|BSC |Buy | 1500| 93 12 | 93 58| 12.Aug | 103540 AM| PB |SOLD| 1,500 | 93 5% |10:38:37 AM| ME |93 |9312 |3s33802| AR |stp| 18] - 18
MO |12.avglicw |BUY 100 53 w4 | 93 318 12-Aug | 10:41:02 AM| PB [SOLD| 100 | 93 3/8 {10:42:07 AM| ME |931/8 lo3 174 |3534215| AE 18| - 18
MO [12-Aug| AGE BUY 200 93 1/8 | 93 1/4 -12-Aug 10:42:09.AM PB _|SOLD| 200| 93 1/4 [10:43:24 AM| ME |93 93 .| 3534298 . AE:- SLD 1/8 - 1/4
MO |[12-Aug|JCW |BUY | 600 93 ¥/8 | 93 1/4 | 12-Aug | 10:42:18 AM| PB |SOLD| 600 | 93 1/4 |10:43:24 AM| ME |93 |93 |3s34318] A% |sLp 18| -
MO |12-Aug]JCW |[SL 151 03 | o3 14 12-Aug | 10:45:31 AM| PB | BOT| 151] 93 10:45:31 AM| MI 9318 |93 14 | 3534569 : 174 | - 18
MO |12-Aug|JCW | BUY 100} 93 u8 | 93 '1/4- 12-Aug | 10:45:59 AM| PB [SOLD| 100 | 93 1/4 |10:46:36 AM| ME |93 93 1/8 |3534603| AE ISLD’ 8] - 18 |
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Lo ' ATTACHM™_ ' C RS
] TRADES EXECUTED INFERIOR TO/ 2 AT ORDER EXECUTION | :
BERNAkD L. MADOFF INVESTMENT SECURITIES OCIE CALCULATIONS
’ ORDER ENTRY INFORMATION EXECUTION INFORMATION TAG INFO. )
N _ . AMT
1996 ORDER AWAY
1996 ORDERENTRY |ORDER| ORDER MADF, EXECUTION ENTRY | FROM
TRD BUY/ ____NBBO. __|ENTRY| ENTRY |ORD|BUY/[EXEC| EXEC | EXEC |EXEC| _ NBBO TAG | TAG NBBO EXEC
STK | DATE | cuST |sELL| oTy | Bm. | Ask [ DATE| TIME |cODE|sOLD| QTY | PRICE | TIME |CODE| BID | ASK | No. cODE|sLD| sprEAD | NmEBO
MO |12-Aug|sCO |BUY | 100| 93 903 1/8 | 12-Ang | 10:51:07 AM| PB {soLp 100 | ‘93 18 |10:52:27 aM| ME [923 |27 [3s4972| a® [sLp] s | - wa
MO [i-Auvg|DOS |BUY.| 20| 92 78] 3 12-Aug | 10:51:46 AM| PB [SOLD| 200 93 10:53:53 AM| ME |925% [9278 |3ms031] AE [srp W] - 13
MO |12-dug|Jcw |BUY | s00| 93 18| 83 14 | 12-Aug| 11:40:48 M| PB |soLD| 00| 93 14 [11:43:04aM| ME |53 o3 |3mm44| AE [siD | - 14
‘Mo 13-Aug| PEC | BUY 93 3/8 | 93 578 | 12-Aug | 12:00:57 PM SOLD| 200 | 93 58 |12:00:57PM| 9333 9312 [3%39451| RF va | - 18
MO [13-Aug]TUC |BUY o1 53 | 92 13-Aug | 12:24:40 PM SOLD| 200 | 94 9:33:00 AM| 915/ [91314 |3567412 BAS |SLD | 2 4
MO |13-aug| TUC | BUY o1 172 | 91 3/4 | 13-Aug | 12:46:36 PM SOLD| 700 | 94 9:33:00 AM 9117 |9158 |3568475| BAS |sLD 14| 2 38
MO |13-Aug| TUC |BUY. 91 558 | 91 8 | 13-Aug | 12:53:22 PM SOLD| 200 94 9:33:00 AM 9158 [917/8 |3568749| BAS |SLD vd | 2 18
MO |13-Aug|AGE |BUY | 100| 93 38 | 93 12 | 13-Aug | 10:07:35AM| PB |SOLD| 100| 93 38 |10:14:17AM| ME |03 |o318 |3557879| AE vs | -
MO 13-Aug| AGE BUY 102 | 91 3/4 91 7/8. 13-Aug | 12:12:42 PM| PB |SOLD 102 | 91 778 | 12:15:27 PM ME [915/8 (913/4 |[3566773| AE 1/8 - 1/8“
MO |13-Aug|AGE |BUY | 200] 91 38| 91 12 |'13-Aug| 1:05:59pM| PB [soLp| 200 | o1 12 | 1:06:31PM| ME 9114 9138 |3569348| aE |sLD 18| - 13
MO [3-Sep |TRIM | BUY 88 58 | 89 3-Sep | 10:59:54 AM SOLD| 500 | 89 10:59:54 AM 883/4 |s878 |3933060| KLP wl| -1
RBD |s:5ep |Jcw |BUy | .820| 22 58| 22 314 | s.5ep | 1:19:15Pm| PR [soLp| 20| 22 31 | 1:2027PM| ME 2212 2258 [30917s8| Ar |sio| m | - s
ZE 22-Aug| PBS BUY | 1,500} 15 15 1/4 | 22-Aug | 9:43:40 AM| PB |SOLD| 1,500 l15 . 9:44:11 AM| ME (14172 (147/8 [3740291{ AE 1/4> - 1/8
ZE__|22.Aug|PBS |'BUY |~ 200! 14 172 | 14 3/4 | 22-Aug 9:46:06 AM| PB. |soLp| 200 | 14 34 | 9:47:42AM| ME [143/8 [1412 [3740488| AE | . 1
ZE  |22-Aug|STN |sL 500 | 15 1/4 | 15 3/4 | 22-Aug | 9:56:35AM| PB | BOT | 500 | 15 3/8 | 9:5:00AM| ME |157/8 |16 [3741387] AE |sLD wm| -
ZE Izz;Aug P |sL 400 | 15 3/4 | 16 | 22-Aug| 9:59:39AM| PB | BOT | 400 15 3/4 | 9:59:41 AM| M1 1578|116 3741700 w| s
ZE__|22-Aug|PJ | BUY | 1,000| 16 1/4 | 16 112 | 22-Aug | 10:06:56 AM| PB |SOLD| 1,000 16 38 [10:12:55AM] ME 1578 |16 |3742337|" AE |sLD e | - 38
ZE |22-Aug|RB | BUY | 2,000 16 16 _1/4 | 22-Aug | 10:10:56 AM| PB |SOLD| 2,000 | 16 1/8 [10:13:39 AM| ME {15758 |16  |3742660| AE |sLp we| s
ZE  |23-Aug| comp | By 15 58 | 16 18 | 23-Aug| 9:37:24 AM SOLD| 500 | 16 172 | 9:37:24 AM 16 1618 |3768541| Av, w2 | - 38
ZE 23-.Au-g .JCW SL 1,000 | 15 15 1/4 | 23-Aug | 10:15:40 AM| PB | BOT l,Odd 15 10:17:40 AM| ME 15l1/8 151/4 |3771750 AE SLD 1/4 - 1/8.
7E |23.Aug[STN |sL 200 15 15 18 | 23:Aug | 10:16:09AM| PB | BOT | 200 15 " [10:17:42AM| ME (1518 1514 |37711781] AE |sip ve | . s
2. LIMIT ORDERS 1
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1 . _ ATTACH” "NT C . -
ST TRADES EXECUTED INFERIOR 3BO AT ORDER EXECUTION !
BERNARD L. MADOFF INVESTMENT SECURITIES - OCIE CALCULATIONS
. ' ORDER ENTRY INFORMATION EXECUTION INFORMATION TAG INFO. |
AMT
1996 ORDER | AWAY
1996 ORDERENTRY |ORDER| ORDER MADF EXECUTION ENTRY | FROM -
TRD BUY/ NBBO ENTRY| ENTRY |ORD|BUY/|EXEC| EXEC | EXEC NBBO TAG | TAG NBBO | EXEC
STK | DATE| CUST | SELL| QTY | BID | ASK | DATE| TIME- |CODE|/SOLD| QTY| PRICE | TIME. BID | ASK | NO. |cODE|sLD| sPREAD | . NBBO
HWP J16-Aug | Jow | sL. 800 | 42 1/8 | 42 38 | 16-Aug| 9:47:384M| PB [ BOT | 00| 42 114 | 9:51:19 AM 4238 |4258 |3637031] AE |sLD va | - s
1rT |10-Sep 3cw | BUY | 300 48.1 48 34 | 10-Sep | 10:01:24 AM| PB |SOLD| 300 | 48 12 [10:04:17 AM 4178 |4814 |407m257] AE |sLD | -
ITT Asep {NFs |BUY | 60| 47 58| 47 78 | 11.8ep | 12:30042M| PB |sOLD| 60| 47 78 | 123512 PM 475/ |47314 |4117325| AR v | - 18
MO 12-Aug|RPS | BUY | 200| 93 1n 93 &8 | 12-Aug| Su41:414M| PB |SOLD| 200 | 92 78 | 9:2:07aM 93.1/4 |9212 3529640 AE |sLD 13| - 38
MO |12-aeg]PBS | BUY | '100] 92 58| 92 314 | 12-Ang| 9:48:46aM| PB SOLD| 100 93 9:53:03 AM 5238 9217 |3s30220| a® [srp 18] -1
MO_|12-Aug| WER |BUY | 100 | .92 58 | 92 3/4 | 12-Aug| 9uas:55aM| PB |soLD| 100 o3 | 9:53:03 AM 9238 [s212 |3s30229| AE |sLD 13| -1
MO_|12:Aug|PBS |BUY | 100 93 38 | 93 12 | 12-Aug|10:02:11 M| PB |SOLD| 100 | 93 v4 |10:05:10 AM| ME |93 18 |5318 |393125| AR |sip v | - 18
MO |12-Avg|AGE |BUY | 200 93 93 1/8 | 12-Aug | 10:50:59 AM| PB |SOLD| 300 | 93  |10:52:12 AM 923/4_|9278 |3534961| AE |sLD 8] . 18
MO |12-Aug|CS | BUY | 300| 93 - | 93 18 |12-Aug|10:51:08aM| PB |soLD| 300] 93 |10:52:27 AM 9234|9278 3534974 AE [sLD us | - 18
MO |12-Aug|JCW |BUY | 200 |.93 1/4 | 93 3/8 | 12-Aug | 12:57:36 M| PB |soLp| 200 | 93 14 _1:02:09PM o3 - lo31s |3se2a1] aE | - s
MO _|13-AuglAAS | BUY | 5000 | 94 14 | 94 3/8 | 13-Aug | 9:35:49 AM| PB |SOLD|5000{ 94 38 | 9:38:32 AM 54158 |941/8 |3555636| AE |sLD| 8| - 14
MO |13.avg|DIC |BUY | 100 90 90 1/8 | 13-Aug | 2:53:35PM| PB |SOLD| 100 | 90 18 | 2:54:39 PM 8912 [s978 |3575154| AE |sLD 18 | - 1
MO_|13-Aug|cs |BUY | 207 90 18| 90 14 | 13-Aug| 3:10:34PM| PB |soLp| 207] s0 w4 | 3:1420PM 8934 |90  |3576366| AE |sLD 18| -
oDP |4.5ep | JOS ss | 2000 19 78 | 20 4-Sep | 2:02:36PM| PB | BOT | 2,000 | 193132| 2:08:19 PM 20 |20158 [3967575| AE [sLD 18| - 132
ZE _ |22-Aug|Py | BUY | 3500| 15 12 | 15 s | 22-aug | 10:17:33 AM| PB |SOLD| 3,500 | 15 3¢ | 10:19:22 AM 1512 |1558 3743207 AE 38| - 18
25 |oz-avgl 7L | BUY | 4000 15 34 | 15 78 | 22.ug | 100742 AM] PB |SOLD 4,000 | 15 3/4 |10:19:22 AM 1512 [155%8 |3743221] AE 18| - 18
TRADES EXECUTED AWAY FROM THE NEBO:
MARKET ORDERS: 110 (2.08%) OF 5,286
LIMIT ORDERS: 29 (0.97%) OF 3,004
TOTAL TRADES: 139 (1.68'%') OF 8,290 _
.
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ATTACHMENT D
FIRM TRADE REPORTING

TO THE NASD
CHART 1
COMPLIANCE WITH SLD MARKING REQUIREMENT
:&TAL LATE REPORTS "~ LATE REPORTS‘
DES MARKED SLD - \RKED SLpp
| | RKED §| | NOTMA
FIRM _. REPORTED  TRADES PCT | TRADES o

Examination Material

Examination Material

Examination Material

FIRM

CHART 2

PCT

_ IMPROPER USE OF THE S
TRADES TIMELY REPORTS
TIMELY NOT MARKED SLD

LD MODIFIER - |
" TIMELY REPORTS
MARKED SLp

REPORTED | TRADES

Ml Examination Material

Examination Material
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| TRADES

PCT

Examination Material, Not Related to Madoff
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