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Dear ~. Madoff: 

The Staff completed an examination of your firm's order handling practices. ̀The 
eom~ission, in its release adoptin~ the orcEer handling rules, emphasized the. import~nec of a 
broker-dealer's duty of best execution.' The Commission made clear that in evaluating price 
Improvement opportunities, a broker-dealer must consider, among other things, both the 
a~i~ci~int of price improvement and the extent to, whi6h·orders are executed at, prices inferior to; 
-the national tjest bid or offer at order entry tiine ("price disimprovement").z Accordingly, to 
ensure that broker-dealers that send to Bernard L. Madoff Investment Securities retail customer 
orders for execution satisfy their legal obligations, order-execution flrmS such as Bcmard L. 
MadoffInvestment Securities must make available to its broker-dealer customers price 
Improvement information and price disimprovement information. The Staff folind six orders 
(less than 0.5 % of orders reviewed) that were executed by your firm at prices inferior to the; 
national best bid -or offer at order entry time. ~ 

In addition, the Staff found that your firm executed 110 market orders (2.0% of the· 
drders reviewed) at prices inferior to the national best bidor offer at order exe~c~tioa time; 
This usually occurred at your firm because: an order was manually executed. Manually 
executed orders are priced by your firni at the national best bid or offer at order entry,·not 
exec~tion time. Since order-routing firms must regularly and rigorously examine executioil 
quality likely to be obtained from the different markets or marke~ makers trading a sec~rity, 
order-executing firms such as yours should explicitly inform broker-dealer customers that 
,orders are' executed at prices that reference the national best bid or offer at receipt time, 
notwithstantling the fact that the NBBO may be superior at order execution time. Fai~ie. to 

1 See Securities Exchange Act Release Wo. 376 19 (August 29, 1996), 61 FR 4·8290 (September 12, 1996) (File No. 
S7-30-95) ("Order Handling'R~~~les Release"). 

~ Order Handling Rules Reiease at 48323. 
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e'xecute orders at the national best bid or offer at execlltlon time raisls best execution concerns for order routing firms and, in addition, couldinflate your firms'sp~ice Improvemetlr 'statistics. The S~~ff recommends-that BeIllard R Madoff Investment Securities inform its customers of ariy re~levant execution practices tliat could affect price Improvement statistics or ·execLltion quality. 

   e any questions c0"c"ff~in~ the matters contai      ease call me at·   or Ivlary Arm Gadziala. Associate pirector; at   7. 

4int~erely , 

"""""""""""""""""""'~ 
A. Ri~hards 

Director 
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