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ViaFq.r. and Ovemiqht MSil
Ms. Anne Dansard Glowacki
NASD
Los Angclcs l)istrict Offlce
Onc Caltfomir Plaza
300 South Crand Avcoue, Suitc 1600
Los Angclcs, CA 90071

RT: CMKX
Dear Ame:

This lcttor rcspondl to )rour lcquc$t o zummarizc circurnstarrces surrounding Jeffcrics &
Cornpany, Inc.'s failurc to rcporl ccrtain uansections in CM!Q( Dianroads Inc.
(,'CMKX') to thc National Trude Reporting Sysrcm (thc "'fape") in2004,

Ry way of backgrorurd, thc Automated Confirmation Trsnsactiou Sorvice ("ACT'.) is an
automated systcm which (a) compares tradc lnformatjon cntered by ACT perttcip.arls and
submits "lockcd-in" rradcs to tbg National Sscurities Clearing Corporation ("NSCC") for
clearancc urd sctilcrnenl ad (b) tansflits rcporl6 of trensactions automadcslly to thc
Tape. Undu the NASD nil€s, a member firm and ACT participanr may clecr to cloar
lransrclionl ouside of ACT aad NSCC urd trcroby settlc transactionc manualty, In such
cascs, the rngrnbs firm may utilize ACT for (b), (rsdc rcpcrting only (callod "Tapc
only'') and not (a), NSCC clearancc (cdled "Ex{leariug").

ln March of 2004, two brokcr-deslsr cuslomcrs of Jefferies approacbcd lho firm
requcsting thar transactions in CMKX bc settled on an "Ex-Clearing basis". These
brokcr.dcaler cuslomcrs whero long sellcrr of CMKX. Thc rcraon for thcu roqursl wE6
cconomics: bccousc CMIO( tradcd in such targc voh*mes md rt euch a low prico, NSCC
required a signilicent dqosit for long sellerp of thc sccurity lo cnswo sc$tqrqcnt. Thc
cost of lbis deposit negatively irnpactcd thc brokor{calcr's custorncrs. Joffcrics mado a
businoss and operationel riok dccision to dlow a lirnitcd numbcr of broksr doalcr
cuslomqn who wqc long lcllers of CMKX to sedle tlrc fi66g5 "Ex-Clcaring". These Ex -
Cleortrq brruaclrons wcrc rnonitored lo ensuro lhat Orc seJlcrs proporly dcliverod tho
sccurjties and the trsdes scnlcd on a timcly basls. Frour a seltloncnt persprective, those
Ex-Cleuing tadcs scttlod without incidcnt and things wcnt smoothly for a pcriod of
several mooths.

Unfirtunately, unbcknor,rrnst 10 lhe firm, frorn a tmdc reporting pcrspectivc, these EX-
Clcuing trades proscnted a problcm. As you may kuw, therc rs a size lirnitation on ACT
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so that rny single taruaction of greatcr than l0 million shs€s rutomatioally rojeots on
ACT. The finn had buik a proprictar)' $ystcm so lhat any order greatsr tban 10 million
sharcs was submittcd in cornponeut prts of lcrr thm 10 million shsrcs lirst through
BRASS (our fiont-cnd syrtenn)r aud ttrcn to ACT for(e) cteUi.ng and O)'trpe repomng
purposcs (callcd "the Big Report'). In shofi, thc Big Report aJlowcd trades of overr I 0
million sbarcs to bc acccpted nthcr than dccrcd by ACT, Howcvcr, whcn thc firm's
traders entcred the "Ex-Clearing ordors" they failed lD entcr the tradss that woc lrrgcr
tban 10 million shares on thc Big Rcport. Tbc traders mietakcnlybcliwcd lhat since thesc
lrades wcrc 'Ex-Clcaring'. thc ACT limits would not dfect theirTape rtports We now
know thct the Ex-Clcarjng bados ovcr l0million shares were rr{coled by nCT. Whilc
BR.{SS has e pop up syrtcm to dcrt lhe trade proccssing nrce that an order lras bccn
rcjcacd by ACT, the pop up rDust to activated by thc mambcr firm utilizing BRASS. Thc
ftrm had nol tuncd on this pop up fcature during thls time frem€.

T'he firm umuld likc ro rcmcdy tlris failurc to rcport and would appreciate NASD's
guidrnce. To dcvclop thc univcrse of uadcr which urc bclicvc tho firm farlod ts rEporr to
thc Tupc, wc ran a r€port that shows sll (hc tnnsrcrions of greater thm l0 milhon sherog
that we arcutcd on au Ex-Clcuing basis druing tho pedod 3l25lo4 (whau thc firm 6rst
began lo proccss on an Ex-Cleo-ing basis) tluougb 9/2ll04 (when rho firrn ceased to act
as & mdkel maker;. Attached is a spreulsheer rhowing the rrensaccionB (a total of
1 11,7EO,681,2O4 sharcs) that wc bcliovq wo fiilcd to rcporl to tho Tapc. (Sce
spreadshcel, Bxhibit A attaqhed that shows the trado datss, qxccution rimc, buy or scll,
symbol, guanrity and prico.) Wc would like to rcport thosc tradcs in a manncr which is
acceptablc to you,

Wc have taken stcps lo prevcnt this problenr fronr qccurring in tbe future including
procedurcs for approval to exocutc radcs "Ex-Clearing" and if thc dccision is madc to
executc Ex-C.leanng, proccdrncs to encuro propcr tradc rcpo,rting io thc T'apc,

If you have ury qucotrons rbout lllis mlrt€r, ploasc call mc at2l2-284-2586.

Dcputy Gcncral Counsel

Fnclosure

CC: lrslic Hakala, Slaff Attomcy, Socurities & Exohorrgc Comrnission
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'BR,\ss do.r not bsvc rny Dccbdnrm o brcakup 6c ordsr te avotd tllc ttjcpt probtet,,
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