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SUBJECT: 

Board o5 Direc tors  

Business Conduct  C o m m i t t e e  

Compet ing  Market  Maker System 

As you are  aware ,  it is the responsibil i ty o5 the  Business Conduct  
C o m m i t t e e  to conduc t  invest igat ions  when potent ia l  rule violat ions have occur red .  
This places the members  o5 this C o m m i t t e e  in a ra ther  unique position. It is 
because of the cases  we review,  and the individual observat ions  o5 the C o m m i t t e e  
members  tha t  we wr i te  this memorandum.  

The Business Conduct  C o m m i t t e e  is concerned  about  the  de te r io ra t ion  
o5 the "compet ing  m a r k e t  maker  sys tem" at the  C 5 0 E .  

The outward mani fes ta t ions  o5 the problem are becoming  increasingly 
numerous.  To name just a few,  we see s i tuat ions involving fai lures of marke t  
makers  to make and mainta in  fair  and orderly marke ts ;  t rad ing  by marke t  makers  
5rom ofl  the Exchange floor on an exempt  c red i t  basis; t rading by members  on the 
basis of inside marke t  informat ion  (front running); t rading decis ions being made by 
clerks of marke t  makers ;  and we are  all aware  o5 the Exchange 's  cont inuing 
problem o5 obtaining marke ts  in newly- l i s ted  and l igh t ly - t raded  issues. 

We bel ieve tha t  it is o5 the u tmost  impor t ance  tha t  the  Board o5 
Directors  take appropr ia te  steps to reverse  what  is a worsening s i tuat ion.  

H you bel ieve  this C o m m i t t e e ,  or i t s f4ndividual  member s ,  can 
ass is tance,  or i5 you wish fur ther  explanat ion,  p l , a se  con t ac t  ufs~ , ~,,, 
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