
A M E R I T R A D E  A 

William €I. Donaldson 
Chairman 
Securities and Exchange Commission 
450 Fifth Street 
Washington, DC 20549 

July 16,2003 

Re: Quoting / Trading in Sub-penny increments 

Dear Chairman Donaldson: 

Recently you commented on the examination of decimal trading and the validity of 
quoting and trading in sub-penny increments. I Arneritrade, Inc.* (“Arneritrade”) supports the 
Securities and Exchange Commission’s (4‘Commission”) renewed scrutiny toward sub-penny 
trading and quoting. 

It is Ameritrade’s belief that investors are best served by a competitive market landscape 
within a market structure that facilitates fair and vigorous competition among market participants 
and issuers alike. Ameritrade is very concerned that the allowance of sub-penny quoting and 
trading in today’s marketplace undermines the competitive landscape that the commission sought 
to achieve through the creation of Rule 301 (“Regulation ATS”). Furthermore, Ameritrade 
believes that sub-penny quoting and trading undermines the validity of the statistics generated 
under the provisions of Securities Exchange Act Rule 11Acl-5 by distorting the quotation and 
improvement statistics and rendering the data useless. 

. In July 2001, the Commission released a study on the effects of decimal trading in sub- 
pennies. Ameritrade believes that the solicitation of commentary was premature, following the 
introduction of decimal trading in April of 2001. In this study the Commission makes several 
references to economical analysis conducted by Nasdaq, however, the Nasdaq study seemingly 
discounts the impact sub-penny quoting and trading has on the marketplace. The Nasdaq study 
also notes that “what was measured in theflrst two we& following decimalization may be 
substantidy dflerent a year from now. ” In fact, Ameritrade believes that there has been 
substantial change with which sub-penny trading and quoting are now being conducted. 
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1 Commentary on CNBC May 14,2003. 

Ameritrade has a 28-year history of providing investors a self-directed approach to investing. In May 
2003, Ameritrade’s approximately 2.9 million clients averaged a tota1 of 157,000 trades per day. 
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3 Release No. 34-44568; File No. S7-14-01. 
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Ameritrade respectfully requests that the Commission re-open Release No. 34-44568 to further 
commentary. 

Arneritrade believes that the proliferation of low-priced securities allowed to reside on 
the Nasdaq Stock Market4, coupled with the allowance of sub-penny quoting and trading, has 
allowed for detAmenta1 trading practices to become commonplace. While quoting securities in 
the market has virtually remained within two decimal places, the proliferation of specialized 
pricing feeds allowed under Regulation ATS provides sophisticated professionals the ability to 
view quotes that are not commonly known to the general investing public. This practice allows 

. such professionals to utilize limit orders to step ahead of displayed orders by a mere M O O  of a 
cent. Professional traders, therefore, gain an information edge and interfere with the ability of 
the investing public to obtain their specified price? Further, sub-penny quoting and trading 
undermines the Manning Limit Order Protection Interpretation or IM-2 1 10-2 (“Manning”) and 
significantly deters a market center’s willingness to accept sub-penny orders. 

Ameritrade performed an analysis on the manner in which sub-penny quoting and trading 
was utilized within Ameritrade, indicating that clients were primarily utilizing sub-penny quoting 
and trading to step ahead of resting limit orders and undermine the Manning provision. As a 
result, in April of 20036 Ameritrade discontinued all clients’ ability to enter orders on Nasdaq 
securities greater than two decimal places. Ameritrade is enclosing analysis performed on 
various aspects of sub-penny quoting and trading to support our arguments. As the analysis 
shows, virtually no benefit is derived from the quotation and execution on a sub-penny basis.’ 

Given this data, we believe that the elimination of sub-penny trading and quoting can 
help to hrther restore investor confidence, resulting in increased transparency, higher liquidity, 
and further restoring the integrity of the marketplace. Ameritrade respectfully requests that the 
Commission abrogate programs allowing for the quotation and trading of sub-pennies and amend 
Regulation ATS to limit decimal quotation to two decimal places. 

4 Companies listed on NASDAQ are required to maintain a minimum closing bid price of $1 .OO per share; 
however, those National Market companies qualifying for continued listing based on the market value of 
listed securities or total assets and total revenue under Maintenance Standard 2 are required to maintain a 
minimum closing bid price of $3.00. If a company trades for 30 consecutive business days below the 
applicable minimum closing bid price requirement, NASDAQ will send a deficiency notice to the 
company, advising that it has been afforded a “grace period” (90 calendar days for National Market 
companies and 180 calendar days for SmaIlCap Market companies) to regain compliance with the 
applicable requirements. Nasdaq has eased these policies and allowed companies priced under one dollar 
to remain on Nasdaq for an indefinite period. 

Penny MPV’s coupled with Sub penny executions have allowed for the ease with which internalization can 5 

occur. 

Beginning with decimalization in April 200 1 Ameritrade allowed clients to place orders up to 4 decimal 
places on Nasdaq securities. 
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Ameritrade recognizes that Certain Volume Weighted Average Price and Single Weighted Average Price 
executions are necessary and provide benefit. 
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If you have any questions regarding our comments, please do not hesitate to contact me at 
402/597-7816 or John Markle at 443/539-2128. 

S isc ere1 y, 

Director, Tradini 

Attachments 

cc: Commissioner Cynthia A. Glassman 
Cornmissioner Harvey J. Goldschmid 
Commissioner Paul S. Atkins . 

Commissioner Roe1 C. Carnpos 
Annette Nazareth, Director, Division of Market Regulation 
Robert Colby, Deputy Director, Division of Market Regulation 
Jonathan G. Katz, Secretary 



__ 

Attachment 1: 
As the average traded price per share declines, the incidence of sub-penny quoting and trading tends to 
increase. As of December 2002,445 securities priced under $1.00 traded on Nasdaq compared to 352 at 
the end of December 2001. 

Statistics of the NASDAQ National Market 
Average Security Price 

* Source: http: Ilwww .marketdata. nasdaq .corn/asplSecSTradeN NM .asp 



Attchrnent 2: 
As the average security price 
decreases, Ameritrade’s continued 
to witness increases in the entry 
and execution of sub penny orders. 
The overall incidence of sub-penny 
trades is illustrated below. A 
comparison of total Ameritrade 
Nasdaq trades and total 
Ameritrade sub-penny trades is 
illustrated to the right. 

* Resting limit orders account for the residual sub-penny 
trades after Ameritrade discontinued the acceptance of sub- 
penny orders in April of 2003. 

Ameritrade Sub-penny trades as a percentage of total Nasdaq trades 
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1 Attachment 3: 

As the graph below depicts, although the incidence of sub-penny orders has 
increased, the vast percentage of orders tend to be contained to securities priced 
under $1 .OO. Ameritrade relates the increase of sub-penny trading to the increase of 
Nasdaq traded securities which remain on Nasdaq yet continue to trade below $1.00. 

Ameritrade sub-penny trades in relation to Nasdaq security price 
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Attac‘hment 4: 
The enclosed spreadsheet depicts examples of actual Ameritrade orders depicting how sub-penny trading 
affects the Manning requirement, and allows sophisticated individuals to “sub-penny” jump ahead of 
resting limit orders. The L‘Lirnit Price” highlighted represents the price where the client entered the limit 
order and the “Exec Price” highlighted represents the actual price the client received. 

2003-0 1 -22 I 0: I 5126 IRU 5942 B 5000 FTGX ILMT 0.0975 O.09GTD N ITE 0.09 0.1 
2003-01-30 7811 11281WB 7643s 15000FTGX LMT 0.098 0.1 GTD N ITE 0.09 0.1 
2003-01-31 10:53:551\1\116280 S 45000FTGX LMT 0.0987 0.1 ETD NIT€ 0.09 0.1 
2003-01-28 12:50:18JUQ 2412 S 7000FTGX LMT 0.099 0.1 DAY NIT€ 0.09 0.1 
12003-01-31 14304:221WO 4502s 
2003-01 -31 t 1 :28:54IWJ 8625 S 
2003-01-27 15:18:351UE 3775 S 
2003-01 -31 15:56:401WS 680 S 
2003-01-14 15:55:13tOS 3435 B 
2003-01 -24 10:3O:49 ITC 442 S 
2003-01-31 10:09:391WG 714?S 
2003-01-28 151!54:581UV 5526 8 
2003-01 -06 14: 12123 IKH 7909 S 
2003-01-23 10:56:18lSM 7861 S 
2003-01 -22 1 I :25:07 tRX 1050 S 
2003-01 -22 13:52:45 ISA 9853 S 
2003-01 -23 10:57:26ISM 8262 S 
2003-01-14 15:16:07lOQ 9559 S 
2003-01-15 15:41:281PJ 2519 S 
2003-01 -22 14: 171391SB 5238 S 

21 004 FTGX LMT 0.099 0.1 GTD NIT€ 0.09 0.1 
N ITE 0.09 0.1 22000 FTGX LMT 0.099 0.1 GTD 

38200FTGX LMT 0.0999 0.1 GTD N ITE 0.09 0.1 
3000FTGX LMT 0.0999 0.1 GTD IN ITE 0.09 0.1 
4000FTGX LMT 0.1015 0.1015GTD N ITE 0.1 0.11 
3050 FTGX LMT 0.104 0.1052 DAY NlTE 0.1 0.11 

SCHB 0.1 0.11 27400FTGX LMT 0.104 0.1 1 GTD 
3677FTGX LMT 0.1045 0.1 GTD N ITE 0.09 0.11 

50050FTGX LMT 0.1075 0.12GTD N ITE 0.1 0.12 
12000FTGX LMT 0.108 0.1 08 GTD N ITE 0.1 0.1 1 

50000 FTGX LMT 0. I 095 0.1 1 GTD N ITE 0.1 0.11 
8000FTGX LMT 0. I 095 0.1 1 GTD N ITE 0.1 0-11 

177000FTGX LMT 0.1 098 0.1 1 GTD N ITE 0.1 0.11 
28238FTGX LMT 0.1098 0.1 1 GTD N ITE 0.1 0.1 1 

50001FTGX LMT 0.1089 O.109GTD NlTE 0.1 0.11 

9100FTGX LMT 0.1099] 0.1 1 GTD N ITE 0.1 0.11 
2003-01-13 14:34:031N2 5880 B 9000FTGX LMT 
2003-01 -21 15:52:39 IRO 5261 B 50000 FTGX LMT 
2003-01 -22 15:59:19 ISE 6960 B 39329 FTGX LMT 
2003-01-21 18:36:02tRP 9546 8 3001FTGX LMT 
2003-01 -22 12: 1 1 : 1 5 IRY 3995 B 5651 t FTGX LMT 

2003-01 -1 9 15:ZI : 1 7 IQU 773 S 14879 FTGX LMT 
2003-01-21 12:45:281Rl 1978 B 4000FTGX LMT 
2003-01-17 11:51:051QL 6176 S 24000 FTGX LMT 
2003-01 -1 7 10141 148 IQI 9829 S 10000 FTGX LMT 

2003-01 -1 7 1 1 143: 1 OIQL 321 9 S 
2003-01 -1 3 10121 18 INQ 2707 S 36000 FTGX LMT 
2003-01 -1 5 13137: 19 IPF 6569 S 8000FTGX LMT 
2003-01 -1 0 1023154 IMV 898 S 46500FTGX LMT 

2003-01 -08 15145153 ILV 8373 B 9000FTGX LMT 
2003-01-13 09:47:321NN 8814 B 23000FTGX LMT 
2003-OA 13 10142126 INR 6356 B 18000FTGX LMT 

,2003-01-22 10:09:18IRU 3124 B 10000 FTGX LMT 

2003-01 -1 7 09:36:35 IQF 4938 S i OOO~FTGX LMT 
40001FTGX LMT 

2003-01-13 12:07:501NV 1189 S I100000FTGX LMT 

0.1 10lf 0.1 1 GTD NlTE 0.1 1 0.12 
0.1 1061 0.1 1 GTD NlTE 0.11 0.12 
0.1 111 0.1 1 DAY N ITE 0.1 1 0.12 
0.1 1 t 0.1 1 GTD NlTE O.?? 0.12 
0.1 11 0.1 1 DAY SCHB 0.11 0.12 

0.1149 0.1 145DAY N ITE 0.11 0.12 
0.1 149 0.12GTD N ITE 0.11 0.12 
0.1 15 0.1 1 GTD N ITE 0.11 0.12 
0.118 0.12GTD N ITE 0.11- 0.12 
0.1 19 0.12GTD N ITE 0.111 0.12 
0.1 I 9  0.12GTD N ITE 0.111 0.12 
0.1 I 9  0.12GTD N ITE 0.11 0.12 
0.119 0.12GTD N ITE 0.11 0.12 

0.12GTD N ITE 0.11 0.12 0.1 195 
0.1 195 0.1 2GTD N ITE 0.11 0.12 
0.1198 0.12GTD N ITE 0.11 0.12 

0.121 0.12GTD N ITE 0.12 0.13 
0.121 0.12DAY NlTE 0.12 0.13 

0.121 0.12GTD N ITE 0.12 0.13 


	
	
	
	
	
	
	

