THE NASDAQ STOCK MARKET, INC. NASDAQ

November 16, 19594

Mr. Martin E. Winter

Secretaty and Treasurer

Corporate Renaissance Group, Ine.
1185 Avenue of the Americas

18ch Floor

New York, NY 10036

Dear Mr. Wincer,

Sometimes a situation arises that, while difficulr, does provide a forum for your issues and
special differences 1o be broadcast and heard. The inquiry ro be conducted by the Anticrust
Division of the United Stares Justice Department has given Nasdaq just chis opportunicy.

Thar's why we've put together this package ~ and entitled it: Knowing Nasdag. We believe
there couldn't be a better time to get the facts out.

Enclosed you'll find:

s A Question and Answer series that will help you respond quickly and theroughly o
issues from your shareholders,

» Reprints of several articles that report the story in &n objective, balanced manner
so you can per a clearer understanding of what is actuslly going on.

s A Fax-ln Form for you to ask any questions we haven't answezed for you. We'll
respond just as quickly as possible. Plus, if you like, you may use this form 10
request addirional copies of the Questions and Answers to send to your
sharsholders. 'We'll be happy to send as many copies as you need, free of charge.

Please take a moment to read the information we've gathered here for you. We're sure that
cnce you do, you'll come away with a greater understanding of the differences berween
Nasdaq and the other markers. Most impertantly, we believe you'll appreciave the great
success story Nasdaq has been -- for the benefit of investors throughout the world and the
growth of many of America’s leading corperations.

If you have any questions, please don't hesitate to call me directly, at your convenience.,

Sincerely,

Knated OrFrasun_

Donald L. Johnsen
Director
Nasdag Marker Services
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Knowing

Nasdaqg

- The Answers To Questions From
Your Shareholders.

@ Why is the Department of Justice
- Anfitrust Division conducting an inquiry
¢ of The Nasdaq Stock Market?

A: It began with a study by two academics who
hypothesized the possibility that some Nasdaq
Market Makers had “colluded™ to.maintain
trading margins, or spreads, at a level unfair to
SOmMe investors. :

This in trmn led to a number of lawyers filing
suit against some Nasdaq Market-Making firms.
These suits have since been consolidated into a
class action.
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What is the focus of the Justice Department inquiry?

A: A present, the Anvrrust Division is concentrating on familiarizing itself with how
The Nasdag Stock Market works, and better understznding Nasdaq's procedures and
operations. Nasdaq's market structure is fundamentally different from that of traditional
- aucton markecs.

How will the inquiry affect The Nasdag Stock Market?

A. Ev:nrua]]y; very positivay,. The more clearly investors and the financial and academic
’tnnununlﬁcs undemstand how Nasdag works, and how it benefits the capiml formation
process in America, the berter for everybody. Nasdag welcomes this inguiry 23 an

opportuniry to get the word out.

We believe the allegadons in the lawsuics are completely haseless and we are confidenc
that the Justice Department with its sophisticated understanding of marketplace
competiton will ind The Nasdaq Steck Marker to be extremely competivive.

How does The Nasdaq Stock Market differ from a
traditional stock exchange?

A In the radidons] stock exchange, a single specialist (s charged wAith making the matker
for a security. The specialist works the floor of the exchange, bidding and offering, from
‘which comes the phrase "suction matket,” The specialist's role is to match buy and
sell orders.

[n The Masdaq Stock Market, instead of a single Market Malker in & single incation,
there aye Markee Makets for each secutity in many locations, ail Hoked by compurers, all
competing against sadkother for order flow. 1t is matket forces of supply and demand

that set the price for a mock.
Nasdag's competitive flructure offers seveval advantages over order-macching
systems, including:

on Nasdag, which is ateributed o Market Makers providing
Masdag-listed companies.

have the abiity to execute larpe orders at a single price.
jprice quores may only be good for a fraction of & large order,

m Cosc r.:-fc.apital is

On auction marke
ot its entisety.
obligation to mainrain 2 continuous two-sided

trading day. Nasdaq does not permit mading hals for
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I have placed limit orders for Nasdaq stocks, and don't
understand why I sometimes see trades po through at my price
and my limit order is not executed?

A

There is no way to tell from a rrade report whether the price you see represenis a buy or
sell caneacdon. If the “inside" quate {the best bid and ask quotes across all Market
Makers in a security} matches the price level of your limic arder 1t should be execured by
your broker/dealer.

If you feel your broker/dealer is not treatng you fairly, you do have recourse through the
Naronal Association of Securities Dealers (NASD), che regulatory body for the biokerape
industry, You may eontace the NASD ar (202) 728-8000 for mote information.

Why doesn't Nasdaq have a central limit order file?

A:

S8 Towd

A eentral computer posting of limit ordecs — order matching — is balng rred in other
markets around the warld in places Bke Hong Kong, Paris and Singspore. Evidence of
market activity in some of these markets suggests that when orders are simply posted and
crossed in this manner, with Markec Makers merely conveying price informetion, the
marker liquidiry can be redoced.

Specifically, a centralized computer posting of limit orders would negatively impact
Market Maker participation in The Nasdag Srock Market. The following points are
important in this regard:

» Healthy markers need the ceal dollac commimment of Merker Makers actively wking
positions in stocks. This creates condnuiry in, and an gbligation wo provide, market
liquidity by commirting capital to each stock they wade.,

a The central file system of limit order lsdngs tends o erode the commimment of
Market Makets who are the heare of negoriated quote-driven markets like Nasdaq.

m If Markst Makers lose motivation and leave the market in significant numbes it
would create major liquidity problems for Lauing companies. and teduced investment
oppottunities for all investors.

a Autcmated limlt order matching systems can be efficient when ma:kets are relatively
quiet, but they tend 1o pet averwhelmed in viporous and volagle marker conditions,

8 No onder-matching systems can replace the fuidicy, intuition, and seasoned judgment
of significant numbers of morivared Marker Makers. Their active participation crastes
the best liguidiry and price competitive envirorunent.

Nasdaq continues 1o enhance i limit grder capacity without negatively impacting the
unique comperirive structure of ity market.
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_ Isn't it crue that the Market Makers routinely report trades

after the close of the market?

A This is inaccurate — 96% of all Nasdaq rmades ate reporied within a 20 second winduw,

The other 4% of trades reflect queuing deluys in bruker/dealer reporting mechanisms,
standard emror comection, congestion arcund the market close, or other atcepted business
practices. These include average price reportitig (when an investor's order is sxccurted at
an average of che day's high end low, and reported ac the day's end) and Stop protection
(where a Marker Maker accepts a large order at a specific price}.

Why list on The Nasdaq Stock Market!?

A

48 Fd

Masdag's strucrure provides an environment that stimulates long-term growth,
and increases the possibilivy of favorable retumns o large and smell investors alike.
Listing on Nasdaq offers a lower cost of capital — enabling the company 1o finance

company AXpansion.

Nasdag's record i also importanr. Crver the last 16 years, the Nasdaq compasite index
has outperformed the composite indices of bath the S&P 500 and the New York Stock
Exchange. For the investor, chis maeslates 1o 5100 invesced 12/31/8% would be worth.

3179 on Nasdaq, $154 on the S&P 500 and $152 on the New York Stock Exchange as

of 33054,

What is in the best interest of the company is in the best interest of the investor, Unique

fearures of The Nasdaq Svock Macket include:

m Nasdag Markec Makers play an expanded role versus an auction marker specialist,
giving compmanies greaver visibility before investors and the marketplace in general.
Martket Maker' research departments wypically disinibute research repors on the
stocks the firm trades.

"m Nasdaq's strucrure provides continuous trading activity even under the most

challenging market conditions, without the mading hale and bottlenscke common o
the single -specialist markecs,

w Nasdaq's market socrure offers greater depth of market (the amount of capital
commitred 10 a stock) because each of the Market Makers regisrered for 2 secutity
commits capital - and as noted above, Nasdag encourages numerous Marker Makers
to trade each seock.

» Marker depth and continuous trading provide liquidity — measured by the dollay
volume of trading required to move the price of a stock by one percent.
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m Should I have concems about investing in
__ The Nasdaq Stock Market!?

A: Absolutely not. The Nasdaq Seock Market will continue o be as stable snd robust 2
mackst as evet, long after thess suits and studies have been conclusively dismiszed as
- misguided. Bath the NASD and The Nasdaq Stack Matker work closely with the SEC
"' to matnrain the historically high integrity level of its regulamory and enforcement practices
and procedures.

In fact, you should know that:

m Nesdng operations and rules are under condnus! review by the SEC, General
Accounting Office (GAO) and State Securities Commissions.

m Acting in the best interests of the investor, the NASD — the lagest self-regulatory
organization m the world — brings and compleres approximately 1,000 disciplinary
actions A yedr

m In 1953 alone, NASD Matket Survetllance handled 7,829 price and volume alerts,
conducrad 122 formal investigations and referred an eddicional 71 cages to the SEC.
The NASD has closed down gver 200 Matker Makers and other financial firms.

w The Nasdaq Stock Market vigilancly enforces it stringent rules and regulations
concemning listed companics, and has rwice ratsed its standards over the past five years,

other equities markets?

.

A: Nasdaq initiated rrading in February 1971, and has since experienced the greatest period
of growth ever achieved by 2 stock market.

Oresr the last 7 years, Nasdaqg's market share of dollar volume has virually doubled.
Daily transaction volume regularly tops 300 million shares...cwice what ic was in 1990.
Masdaq share volume over the hrst half of 1994 exceeded that of the New York

Stock Exchange.

The Nasdag Stock Market is o marker that works well for both [isted companies and
investars atike. '

i
|
n How 'important is The Nasdaq Stock Market compared to
I

THE NASDALC STOCK MARKET™

NASDAD

1735 K STREET NW WASHINGTON, DC 20006-1500 202-726-8000
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What is the “spread™?

AL The spread i the difference between che price at which 2 Marketr Maker will boy stock
(“Bid") and the price at which a Market Maker will sell srock {“Ask” or “Offer”),

The spread compensates Marker Makers for che rigk of holding, pading, and guaranteeing
immediate and continuous access to the best avallable prices for Nasdag-listed stocks,
{On an auction marker, the speclalist's rale la 10 match orders; che specialist will only
commit capteal ro holding inventory as a [ast resort.)

The spread on Nasdag also ingludes the cost of research and market technology ~ Nasdag
Marker Mukers know Nasdaq stocks and provide information on stocks they made
through research reports, a servica auction market specialists are prohibited from
providing. MarkeriMakers' profits and losses are also reflected in the spresd.

Are spreads wider on The Nasdag Stock Market?

!
; A: Keep in mind the tenm “spread” can be used two ways; to describe quotes (which only
: open the negotiation of a made), or to describe prices of executed trades.

Recent negative publictty has focused on quoted spreads as being “wide.” These
arguments don's recognize the key jssue of the price ac which the trade acmally

executes — how much imvestors pay or recelve. Trade executions occur within the spread
during trading nepotiation all the dme. In facr, 99.5% of Nasdag tades actually execute
&t of within the spread.

The academic srudy mentioned above, together with some recent madia reports, have

focused on quoted spreads, which demonszmtes a lack of understanding of how

The Nasdaqg Stock Market works. MNasdaq challenges both the conclusion of this study

’ and the methodology. Here is an explanation of some key poins:

» The veat selected for the study, 199], was a period of investor uncertainty in the
matketplace with the countey involved in the Pemian Gulf War, and the sconomy in a
petiod of recession.

m The focus of the study was the lack of odd-eighth quotes by Market Makers, not
exccuted trades. During che period under consideration, actual trades were executed
t both odd-cighth and even-eighths throughour the trading day.

» Substanrial changes in the Nasdaq market structuee have taken place since the time
of the study, including a new short sale rule, chenpes in the system for small order
execution, and passive Market-Making for secondacy offerings - ali of which have led
to B sipndficant reducton i spreads.

m The study ignores fundamental differences in the operatons of Nasdaq and a
tradirional exchange, and overlooks the fact that quotes on exchanges may be good
for only a sma]l fraction of a large order, not its entirety. For the investor, this means
you can trade more shares at one guoted price than you can on an auction market.
Wumerous independent academic svudies have found liquidity (the dollar volume
required to move a stock price by one percent} grearer for Nasdaq-tisted securities than
for comparable exchange -listed issues,
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