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July 19,2010

Ms. Elizabeth M. Murphy

Secretary

Securities and Exchange Commission
100 F Street, N.E.

Washington, D.C. 20549

Re: Clearly Erroneous Executions (File Nos. SR-BATS-2010-16, SR-CHX-2010-13, SR-EDGA-
2010-03, No. SR-EDGX-2010-03, SR-ISE-2010-62, SR-FINRA-2010-32, SR-BX-2010-40,
SR-NASDAQ-2010-76, SR-NSX-2010-07, SR-NYSE-2010-47, SR-NYSE Amex-2010-60, and
SR-NYSEArca-2010-58)

Dear Ms. Murphy:

The Investment Company Institute' strongly supports the concept underlying the
proposed amendments, filed by the national securities exchanges and the Financial Industry
Regulatory Authority (“FINRA”), to change the rules relating to clearly erroneous executions
(“CEE”).> The amendments would clarify the process for breaking erroneous trades by
imposing specific parameters by which trades would be broken and provide uniform treatment
across the exchanges for CEE reviews. We believe, however, that the parameters proposed in
the amendments may result in unintended consequences, as discussed below. We urge the

"The Investment Company Institute is the national association of U.S. investment companies, including mutual
funds, closed-end funds, exchange-traded funds (ETFs), and unit investment trusts (UITs). ICI seeks to
encourage adherence to high ethical standards, promote public understanding, and otherwise advance the interests
of funds, their sharcholders, directors, and advisers. Members of ICI manage total assets of $11.42 trillion and
serve almost 90 million shareholders.

2 See SEC Release No. 62340 (June 21, 2010), File No. SR-BATS-2010-16; SEC Release No. 62336 (June 21,
2010), File No. SR-CHX-2010-13; SEC Release No. 62338 (June 21, 2010), File No. SR-EDGA-2010-03; SEC
Release No. 62339 (June 21, 2010), File No. SR-EDGX-2010-03; SEC Release No. 62330 (June 21, 2010), File
No. SR-ISE-2010-62; SEC Release No. 62341 (June 21, 2010), File No. SR-FINRA-2010-32; SEC Release No.
62342 (June 21, 2010), File No. SR-BX-2010-40; SEC Release No. 62334 (June 21, 2010), File No. SR-
NASDAQ-2010-76; SEC Release No. 62331 (June 21, 2010), File No. SR-NSX-2010-07 SEC Release No. 62333
(June 21, 2010) File No. SR-NYSE-2010-47; SEC Release No. 62332 (June 21, 2010), File No. SR-NYSEAmex-
2010-60; and SEC Release No. 62335 (June 21, 2010), File No. SR-NYSEArca-2010-58.
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Commission to carefully examine the risks of the proposed numerical guidelines before
approving the exchanges’ and FINRA’s amendments.

Under current rules, there is no clearly defined framework for breaking erroneous
trades, and exchanges have discretion to choose the specific percentage threshold at which to
break trades. Consequently, on May 6, exchanges broke trades that were more than 60 percent
away from the “reference price™ in a process that was not transparent to market participants
and did not operate in the best interest of investors. The uncertainty surrounding the CEE
rules, and therefore the risks associated with entering buy orders during the downslide, caused
some market makers, who normally would be making two-sided markets, to step away from the
market.* The absence of market makers and other professional traders’ significantly reduced
the supply of liquidity in the market. Specifically, their absence allowed the influx of sell orders
to sweep quickly through available liquidity on the exchanges’ order books in an effort to obtain
an execution at any price, thereby contributing to the rapid and dramatic May 6 market decline.

By making it clearer when, and at what prices, trades would be broken, the proposed
amendments would provide greater certainty to market makers and other traders of the CEE
review process, and should reduce the frequency with which these market participants step
away from the market in times of stress. The amendments also would limit the exchanges’
discretion to diverge from the established procedures and numerical guidelines in the rules,
again providing greater certainty to market participants.

Some members, however, have highlighted concerns with the specific parameters for
breaking trades in the proposed CEE amendments. For example, there may be the potential for
manipulation in events involving multiple stocks that are not subject to the single stock circuit
breaker pilot program.® The proposed amendments would break trades that are at least 10

percent away from the reference price for market events involving between five and twenty

3'The “reference price” is typically the last sale before pricing is disrupted.

4 See Letter from Karrie McMillan, General Counsel, Investment Company Institute, to Elizabeth M. Murphy,
Secretary, Securities and Exchange Commission, dated June 3, 2010 (“ICI June 2010 Letter”). See also, Statement

of Leonard J. Amoruso, Senior Managing Director and General Counsel Knight Capital Group, Inc., before the
CFTCH




