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INTRODUCTION

This interim presentation serves te brief the SEC, in more detail,
of on-going activities relating to the subject of audit trail and ather
developmental efforts at the Wew York Stock Exchange. This presentation
will demomstrate that the NYSE is committed to develeping an inte-
grated program centering arcund our wutuzl concern for the existence of
a comprehensive audir trail.

{Over the past three months we have intensified our efforts,
focusing upon incorperating functional components inte the design of
our syatems Which would inersase thelr overall awditability. During
that rime frame we have re-examined specific programs which were prev-
iously put inte place, ineluding the Capacity Increase Program which you
were made aware of In December, and our Systems Busineszs Plan. In addl-
tion to this, we have retained Coopers & Lybrapd to¢ work in conjunction
with 2 number of divisions at the Exchange and 5IAC to identify potential
points of linkage between our existing systems and with the operations in
suppert of our trading activities. To illustrate these aectivities, rhis
preszentation reviews ocur progress to-date and indicates potential future
courses of action.

In view of the extensive impact which development of an audit
trail capability would have on the trading process itself and all systems
supporting {t, the justification fer its development can only be found
within the context of a comprehensive systems approach. The approach
followed here is, therefore, to incorporate development of a

trall as an integral component of our systems planming process.
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INTRODUCTION (con't.)

In additcion to any direct benefits being derived from having
a complete audir trail, there are additional benefits such as a re-
ducticon in error rates, and greater efficiency and effectiveness in
researching transactions to be derived by the Exchange and the securi-
ties Industry as a whole.

The extensive Iimpact of installing a complete audit trail capa-—
bility iz reflective in the complexity of its development., It effects
not only the NYSE floor support systems but also those of specizlists,
on—-floor and off-floor member firm operations, vendors of supporting
services, and the post—trade clearance processes. This can only be ac-
cowplished with the support and active participation of the wvarious

parties and of the SEC.
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INTERRELATIONSHIP OF AUDIT TRAIL
WITH OTHER
KEY EXCHANGE MISSIONS

INTERNAL CAPACITY INCREASE PROGRAM FOR 150MSD

INDUSTRYWIDE WORKFLOW AND CAPACITY ANALYSIS
PROGRAM

TRADING FLOOR WORKFLOWS-QUANTITATIVE ANALYSIS
SYSTEMS ELIGIBILITY INCREASE-IMPACT ANALYSIS
SMALL ORDER HANDLING PROGRAM

FLOOR UPGRADE PROGRAM-FACILITIES MODERNIZATION

TRADING TECHNIQUES AND PROCEDURES-ACADEMIC
STUDIES

OVERALL SYSTEMS BUSINESS PLAN



RECAP OF DECEMBER 14th SEC PRESENTATION
RELATIONSHIP OF PROJECTS TO AUDIT TRAIL

CONTRIBUTION TO AUDIT TRAIL

ADDITIONAL WORK
DATA OFFLOAD OR
FLOWS PRODUCTIVITY
CAPTURED INCREASE
TRADE REPORTING
OPENING ASSIST - -
DOT TURNARCQUND CARD -
ENHANCED DOT - e
ELECTRONIC REPORTING S
FLOOR UPGRADE s
UNCOMPARED TRADES
OPENING ASSIST - o
ENHANCED DOT -
ELECTRONIC REPORTING o
ON-LINE COMPARISON -
ITS CAPACITY
ITS BROKER INPUT
ITS TURNAROUND CARD o
ITS SYSTEM UPGRADE
QUOTE REPORTING
FLOOR UPGRADE o
NEW REPORTING TECHNIQUES o 1 -
MEMBER FIRM CAPACITY INTEGRATION
IMPACT STUDIES v o

»~ = CONTRIBUTES
v = CONTRIBUTES SIGNIFICANTLY



CAPACITY INCREASE PROGRAM

TRADE REFORTING

OPENING ASSTST — ALL OFDERS AT THE OPENING WILL BE
ACCUMULATED IW AN ELECTRONIC FILE, AND THE SPECIALIST
WILL BE ADVISED OF TOTALS AND WET IMBALANCES. UTON
ENTRY OF AN OFENING PRICE, REPORTS —— ALCOUNTING FOR
15-20% O THE DAY'S TOTAL -—- WILL BE GENERATED AUTOMA-
TICALLY, STATUS REQUESTS RELATIVE TG THESE ORDERS WILL
BE REDULED DPUE TO THE TIMELIKESS OF REFORTINC.

. 300 ACTIVE STOCES AMD DOT-ELIGIELE ORDEES

. ALL STOCKS AND ALL OPEWING ORDERS

DCT TURNAROUND CARD — DOT ORDERS WILL BE PRINTED OW
CARDS, INSTEAD OF PAPER, IN BOTH HIMAN AND MACHINE
READABLE FORM. THIS TECHNIQUE WILL RERUCE THE WUMEER
OF MARKS REQUIREL FOR REPORTING AND WILL INCREASE
ACCURACY

. PILOT TEST FOR SELECTED STOCKS

. FLOOR-WIDE EXFANSION

ENHANCED DOT - SEVERAL METHOLS ARE BEING STUDIED FOR
ASSISTING THE BPECIALIST IN HANDLING DOT ORDERS. ONE
TECHWIQUE USES A TOUCH-BENSITIVE PLASMA DISPLAY -— A
VERY EFFICIENT METHOD FOF. SHOWING ORDERS ANT: ENTERING
REPORTS. ANOTHER USES MARK SENSE CARDS IN A MORE EFFEC -
TIVE MANMER,

. PILOT TEST - 5 STOCKS

RELATIONSHIF TO AUDIT TRAIL

. DHDERS PROCESSED BY OQARS INCLUDE DETAILED

sUDIT TRALIL INFORMATION

. BECAME OPERATIONAL IN HMARCH
. UNDERGOING CONTINUING EXPANSION TGO ALL

STOCKES UP TO 1,000 SHARES

VYEHICLE T ESTABLISH POINT OF CONTROL OVER
FLOOR TRANSACTIONS

. EQUIPMENT BEIWC TESTED FOR ENVIRONMENTAL

STABILITY

. CURRENTLY SCHETWLED FCR COMFLETION BY

MID-1%941

. & VEHICLE FOR IMPROVING SFECTALIST PRODUCTIVITY,

ALLOWIRG FUTURE REDISTRIBUTION OF WORK LDADS
IN SUPPORT OF CAPTURING AUDIT TRATL INFORMATION.

. APPLICATION FUNCTIONS CURRENTLY BEING DEVISED
. PILOT FACILITY CUREENTLY BEING SCHEDULED FOR

1981



ELECTRONIC REPORTING -~ THE TECHNIQUES WHICH HAVE PHOVEN
SUCCESSFUL FOR DOT AT THE TRADING FOSTE WILL BE EX-
PANDED TQ THE FLOOR BOOTH ARFAS. BROKERS' ORDERS WILL
BE PRINTED ON TURNARCLND CARDS —— GOTH HUMAN AND
HACHINE READABLE. AFTER EXFCUTION, PRICE AND CONTRA-
BROKER DATA WOULD EE MARKFD AND THE CARD WOULD BEE PLACED
IN A FLOOR BEADER TQ INITIATE A RFFORT. EFFICIENCY AND
ACCURACY OF REPORTING SHOULD TRPROVE.

. PILOT TEST 3 FIRMS

FLDOR UPGRADE — WHEN THE UPGRADE IS COMPLETED, SPECIALISTS
WILL HAVE A BETTER WORKITATION FOR GENERATING EEFORTS,
ADDITTIONAL ROOM FOR CLEBKS AND CLOSER PROXIMITY TO FLOOR
PRINTERS ANL READERS,

URCOMPARED TRADES
OPENING ASSIST - THE TECHNIQUE DESCRIBED UNLER "TRADE
REPORTING" WILL ALSO ELIMINATE ANY COMPARYSON PROBLEMS
AT THE OPENING, SINCE THE SYSTEM WILL BALANCE ALL BUY AND
SELL QUANTITIES, HO DTHER SIDE NAMES WEED BE REPORTED TO
THE FIRMS -- THE INPUT TO COMPARISOF WILL SIMFLY STATE
"OPENING" AS THE OTHER SILDE, A SYSTEM TAPE WILL PROVIDE
DETAILS.

. JO0 ACTIVE STOCKS AND DOT-ELICIBLE ORDERS

. ALL STDCKE AND ALL OPENING ORDERS

RELATIONSHIP TOQ AUDIT TRAIL

OHDER ANE TRADE DATA CAPTURED FOR LARGER
SEGMEHT OF ORDER POPULATION

CONCEFT UNDEE REVIEW ., TURNAROUND CARD
BEING EVALUATED

PILOT PLANNED 30 1981

THE TUPGRADEDR FLOOR WILL AFFORD GREATER
FLEXIBILITY IN INSTALLING FUTURE SYSTEMS
3 POSTS CONVERTED AT THIS TIME

. COMPLETION OF FHYSICAL UFGRADE EXPECTED

THE SYSTEM TAPE ALLOWS THE CLEARANCE DATA
ELEHENTS OF QP:NING TRADES TO RESIDE AT
THE EXCHANGE

CUREENTLY OPERATIONAL FOR 150 STOCKS FOR UP

TO 299 SHARE ORDERS. PILOT FOR UP IO 500
SHAFES UNLDER WAY

TG BE EXPANDED TG ALL STOCKS AWD, POSEIBLY,

ORDERS UP TO 1,000 SHARES



RELATIONSHIP TO AUDIT TRAIL

EWHANCED DOT - THE TECHNIQUES LESCEIBED UNDER “TRADE - SEE IMDER "TRADE REPORTING .
REFQRTING" WILL ALS0O REDUCE COMPARISON PROBLEMS. AS
WITH "OPENINC ASSISTY, OTHER SIDE NMAMES WILL NOT BE
GIVEK. 4 DOT SUBSCRIBER WOULD REPORT "DOT" AS THE
OTHER S1IDE, THUS BEING ASSURED OF COMPARISON.
SIMILARLY, A FLOOR BREOKER TRADINC AGAINST A DOT ORDER
WOULD REPORT "DOT™. A SYSTEM TAPE, AKD SPECIALIST
RECORDS WOULD TROVIDE DETATLS TO CLEARINCG,
. PILGT TEST - 5 STOCKS

ELECTRONIC EREPORTING — THE TECFNIQUE DESCEIEED UNBER . PEREMITS THE ADDITIONAL ELEMENTS PRESENT IN
"TRADE REPORTING" WILL ALSQ PROVIDE AN TNWITIAL TEST DOT ORDER AKD EXECUTION DATA, SUCH AS CLEARIKC
OF ON-LINE COMPARTSCN, FOR EXAMPLE, WHEN A BROKER, FIRM AND CONTEA BROKER , T BE AVAILABLE A1 THE
USTHGC ELECTREONIC RFPORTING, TRADES AGATHNST ANOTHER NYSE FOR A LARGEE SEGMENT OF THE ORDER

"FILE" ORDER =- ANCTHER ELECTROMNIC REFORTING BROKER, POPULATION.

A DOT ORDER, & GTC FILE OQRDER, ETC, — COPIES OF . SEE UNDER "TRADE REPORTING ."

EACH REPORT CAN BE MATCHED THE SAME DAY.
. PILOT TEST - 3 FIRMS

ON-LINE COMPARISON - STUDIER ARE UNDEEWAY TO DETERMINE .  ERABLE: SAME DAY COMPARTSCN OF TRADE REPORTS
HOW TO CAPTURE THE EEMAINING NON-"FILE" EEPORTS ON AND OEDERS ON HYSE FILES, REDUCES ERRCGES AND
A TIMELY BASIS. ONE APPROACH WOULD BE TD HAVE HMACHINE MAKES ADDITIORAL DATA ELEMENTS AVAILABLE SOOMER.

FIRMS SUBMIT A COPY AFTER THEIR OWN EEFORTIRG AND
OFRDER-MATCH PROCEDURES. OTHER ALTERNATIVES ARE BEING
THVESTIGATERD.

. PILOT TEST

. EXPANSION OF 4TC FILE IS UNDERWAY



ITS CAPACITY

ITS BROKER INFUT - FLOOR BROKERS WILL BE ABLE TO CREATE

OUTGRING ITS COMMITHMENTE DIRECTLY BY MARKING MARK SENSE
CARDS AND PLACING THEM IN CONVENIENT UNIVERSAL READERE.
. EXPANSION OQF PILOT TEST
« FLOOR-WIRE

ITS TURNAROUND CARD — INCOMING IT5 COMMITMEWTS WILL BE

PRINTED ON CARDS, INSTEAD OF PAFER, IN BOTH HUMAN AND
MACHINE READABLE PORM. ACCEPTANCE OB REJECTION WILL
BE INDLCATIED BY SIMPLE MARKING. THIS TECHRIQUE WILL
ELIMINATE THE CRT QPERATOR AS MIDDLEMAN IN THE PROCESS,
THUS TMPROVIRG TIMELINESS, ACCURACY AND HANDLING
CAFABILITY.

. PILOT TEST

. FLOGR-WIDE

IT5 SYSTEM UPGRADE — TWO ADDITIGHAL PROCESSING UNITS
WILL BE ADDED T{ THE THRFE NOW IN EXISTENCE, INCREASING
CAPACITY BY 673

JPGRADE COMPLETED

RELATIGNSHIF TO AUDIT TRATL

. WILL IMPROVE THE AVAILABILITY OF THE ITS SYSTEM

TO BROKERS, ENCOURAGING MORE COMMITMENTS AND
TRADES TO APPEAR 1K THE ITS FILES

. THE PILOT PROGEAM IS BEING EXFANTIED FOR

ACTIVE STOCES
EXPECTED TO BE AVAITABLE FLOOR-WIDE IM MID 1981

WILL CAPTURE ADDITIONAL DATA ELEMENTS IN MACHINE
READABLE FDRMAT,

. PILOT PRESENTLY QFERATIONAL FOR DOT. ITS PILOT

AT ONE FOST 30 1930

. FULLY OPERATIONAL IN MID-1981
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RELATTIONSHIP TO AUDIT TRAIL

4. QUOTE REPORTIHG

FLOOR UPGHADE - THE UPLGFADE WILL PROVIDE REALDERS DIRECTLY . SEE UNDER "TRADE REPORTING.™
ACCESSLIBLE EY ALL REPORTEES, THUS ELIMINATING THE DELAY
NOW CAUSED BY USINGC CARRIER PACES AT 17 OF THE 22 TRADING
FOSTS,
. FIRST POST
. 4LL POSTS COMPLETED

NEW REPORTING TECHNICUES - THE REPORTER/READER INTERFACE » AUTOMATED METHODS OF DATA CAPTURE AT THE POINT
I8 BEING EVWALUATED TO SEE IF IT CAN HAWDLE THE HIGHER OF TRADE ARE BEING EVALUATED IN THE PRODUCT
VOLIMES FORECAST, THE MERITS OF HAWD-HELD TERMINALS ANALYSTS LARQRATORY (PAL).

AND YOICE INPUT WILI BE ASCERTAINMED, . HAND-HELD TERMINAL, VIDEG SCREEN AND VOICE

. EVALUATION REPORT INPUT TECHNOLOGY ARE CURRENTLY BEING EXAMINED,

. LABDBATORY TEST OF NEW TECHNIQUES . THIS RESEARCH TS AN ONGOIRD PROCESS AT THE NYSE.
. FLQOR TEST OF NEW TEUCHWIQUES

5. MEMEER FIEM CAPACITY INTEGEATION

A REVIEW HAS BEEN INITIATED TO EVALUATE THE OPERATIQNAL
CAPABILITY OQF NYSE MEMBEER FIRMS TO INTERACT WITH
EXCHANGE SYSTEMS AND PROCEDURES.

« CONCLUSTONS AND RECCOMENDATIONS



IMPACT STUDY BELATIQNSHIP TQ AUDIT TRAIL
I¥ ADDITION TO THE PROJECTS LISTED, WE ARE STUDYING: . RAISING QF ELIGIEILITY AND NEW METHOBS OF
. THE IMFACT AND IMPLICATIONS OF RAISING DOT- SMALL OFRDER PROCESSING FREOMOTE CAFIURE
ELIGIBILITY. OF A LARGER SEGMEHT OF THE GRDER STHEAM
.  ALTERNATIVE METHODS OF PROCESSING/PRIGING SHALL IN AUTOMATED SYSTEMS, THEREBY EXPANPING
ORDERS (300 SHARES AND UWDER) AVAILABELE DATA, AND PFRMITTING MORE
= CONCLUSIONS AMD RECOMMENDATIONS ORDERLY PROCESSING OF OTHER ORDERS.

ANALYSTS OF THE QUANTITATIVE EFFECTS OF
RAISING ELIGIBILITY HAYE BEEN COMPLETED,
THE EFFECT ©F FLOOR FROCEDURES WILL BE THE
SUBJECT OF & FOLLOW-0OW STUDY.

. THE STUDY OF ALTERNATIVE PROCEBZING OF
SMALL ORDERS 15 COMPLETE. THE MOST
ATTRACTIVE SUCGESTIONS SEEM TO BE USE OF
THE TOUCH SCREEN AND SUPER-DOT TYPES OF
ALTERNATIVES.
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AUTROACH

Introducticn

This chapter illustrates the overall systems approach being
followed in design of a complete auwdit trail facility. Beginning
with a clear definition of the NYSE mission, varicus diagrams are
then utilized te show what a final auodlt crail facility would look
like, and how it would be utiltzed. In arder to achieve the goal of a
complete audif trail, many exisring gystems components first musc he
inter-linked, znd then expanded in scope. As a result of effores
to darte, a path has heen ldentifled which assembles o
wide range of potential projects so as o begio actual development
of the inttial phases. Baszed on the complexicy of interrelationship
among other key WYSE missilons, and due to the uncertainties of project
goheduling assoclated with setivities involving a large number of
member firvms, we have not vyet completed the planning Lor larcr phasces.
Further, it is believed that comments From the SEC on cthe design
approach thes far will provilde wvaluable input, and perhaps lead oo
"mid-course corrections" before NYSE procecds with the later stapes
of Audit Trall plaooing, which will involwve selection and specifivcation
of final design,

Coal Formulation

Because of the large number of individuals and departments at NYSE,

STAC and from oulside aorganiratians that tave become involved in che
(L3

Adudit Trall actlvity, a "Mission Statement” was developed, This serves

to clearty and simply identify objecrives 50 as Lw ensure that all
participants are working toward a common cause, Similarly, the
tdentification of the "Final Ceal" in diagramatic form seeks te focus

atrention on the final preduct of systems design which will altimately
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serve as a new surveillance tool. Although represented in a computer
printout format, this deoes not construe an actual output media.

Because massive printouts are cumberscome and Inflexible, actually ie

is the design intent to wrilize interactive terminal devices which

afford more productive and #fficient man-machine interaction capabilitics.

In the fipal design, many "System Components of the Complete Audit

Trail"” serve a major functional role. Toward the final objective,

many exigring systems will provide a varying percentage of contribation

of ke¥ data elements. In & more theoretical sense, "Conceptual Design-

Enhanced NYSE Surveillance System’” lllustrates the major functional

components of the design, e.g. data capture processes, data transpori
inte a2 centrally accesgihle data base, processing activity for selecring
and analyzing key datz elements, and the predoction of outputs to serve
as survelllance tools.

In terms of preject implementaticon, the above functions can be
classified into two major systems activities: data collection and data
utilization, asscciated with the left and vight sides af the chart,
respectively.

Data Utilization Activities

Bagsad on the fact that development of these Audit Trail componentcs
reasts solely within the control of HYSE, this appears to ke the "easy”

implemencation area. "Uliimate Use of Complete Aaudit Trail Facilicy”

{llustrates the overall cperating features of a planncd facility which
provides interactive surveillance research starions which access a ceniral
data base facility. Terminal operaters are able to retrieve a wide varicty
of output reports, each presencing data sorted [n ways approptidte to

conducting particular investigations. Additionally, "what if" questions



are able Lo be pused [ntocractively 9 the compuater {for analysis,
It should be noeted, however, thar the daca feed parh shown changes
cwver the implementaricon pericd, providinog less complete data

at che outser, but complete audit Lrail data at the end. Thu=s, Lhe
guality af surveillauce can he expected to wurow continuallv as

as Mmore companonis are added.

Implementation plans Eor the data utilizarion components wlll

Bace Management System' {Ower 4 three year period, it is expected

that evelutien can procecd from a "wanual data feed" and"hardcopy

printout” to an "enline data feed” and "online inguiry output.™
While initial stages provide only for inguiry Inta vesterday's dara
{and prior), ultimate design provides inquiry features shortly afrer
Lhe consummation of a trade, at least for some data. UOltimarely,

ag vomponents of the overall BYSE Systems Business plan come inta
place, significant additional daca elements will become awallable
immediately after trading, based on the success of plans to achieve
a lecked-in-trade. It is neot desivable, however, ta "stall" o any

way the evolution of the Data Base Management Svstem, awaiting

surcess aL achieving a locked-in-trade; the system will alwavs utilize

all data which it has received.

Gata Collection Acrcivities

As appused to the above deseribed functions, whose development is

under cotal NYSE control, the implementation of data collection activities

requires participation by wany ocutside vonstituents., Implementartios

is alse highly intervelated with other hey exchange goals and activitiew,

as were cutlined in the previcus section of this report (ref,

"Interrelationships of Audit lrail with Qcher Key Exchange Missions!

on a more micro-level of analysis, "Audit Trail Systems Goals and
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"Deslgn Philosophies” snumcrates soveral key systems desipn objecCives

which are inteerelated with overall Systems Business Plan efforts. This
more global plan, currently being develaped, includes well aver 100
major projects of the Exchange spanning a five-vear time horizon. Of
these projects, 36 have been ldentified as having relevance Lo the

Audit Trail's development, and a number of additional projects are still

being formulated. "Potential Audit Trail Compenents" identifies these

projects by name, and indicates whethar they are short, intermediate,
or long term possibillcies.

Presenctly, as we proceed to develop the Dara Base Manogement Systeom
deseribed in the previous section, we would he able to "feed™ data to Lthe

extent shown in "NYSE Order Flow Distributlen - Cucrent Systems Penetration.

To date, we have been able to schedule specific prejects from the previous
list s¢ as te increase the Audit Trall's scope. This project schedule is

showt In "Overview-Program Tarpget Schedule." As a result of these

activities, NYSE's data would be gxpanded to the level shown in "NYSE

Qrder Flow Distribution - Projected Systems FPenetratiant

Further Audit Trail Planning

The projects currently heling developed and remaining to be scheduled
for awdit trail are requiring broader particlpation than many of che
inftial projects. As the ¢ircle of plavers widens (as shown in

"Participation Required te Achieve Audit Trail (omponencs'}), so dees Lhe

wncercainty in planning and scheduling. {ommunicaving with various

constitvencles and balanciong their needs is critical for effective

implementation, and the HYSE is working Lo avercome Lhese obstacles.
Quite Mrankly, however, it is difFficulr teo "sell” the concept of

an awdit trail In an econombically competitive securities marketplace.



e ] k) &

n N ik N

Aundit trail costs are wltimately imbedded in higher transaccions costs,
driving order {low to exchanges that da neot have an audit trail.gpzy The
cnsts af developing an audit trail must he traded-off against the poal
af the exchange ta reduce transactions cagis.,

Thus, Audit Trail must be completed based oob on ifs own merits, hut
on “by-product" benefits emanating From its interrelationship w ith other
functions. We are in the process of developing final Awdlt Trail
components to provide a level of synergism with other activities. A
specific example of such planving involves che concept illustrated in

"The Three Facets of Unificd Reperting? To the extent it hecomes possible

to provide a single "point-of sale" data caprture process resulting in
reparting of marker information, input to clearing, and customer repoerting,
gsignificant cest savings can rtesule, At the samg time it would provide

the Audit Trail facilitles a common data base Facility. Further, assuming,
we can cxtend the illustrated concepr guch that comparisen procedures are
eliminated by a "locked-in-trade", tremendous savings could accrue to the
industry, This can he our wvehicle for development of an Audit Trail on

a2 cogt-free hasis.

Along these lines, we are formulating plans, throagh our Systems
Business Flan, to incorporate experimental resulrs {rom our Product
Analysis Laboratory into overall direction of systems eveolulion., We arce
confident that & number of Gigh-iechnotopy innovatlons that we are
experimentieg wich, such as touch screens and wireless hand held tecminals,
can lead to these resulrs.

Thus, ir remains our objecrive thar our fingl Awdit Trall plap will

achieve the 100% nhjective as depicted in "Final Coal-Capture Essential
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Audit Trail In Information For All Trangacrtiong Taking Plage

an the NYSE Floor.

Underlined titles serve as teferences to diagrams that follow
thiz walk-thru parrative,

Similarly, the opportunicy for marker ahuse where a4 compleee
andit traill does not exist, as is rthe case in off-boacd trading,
would direce further ordey Tlow. A5 a result, abuses would
thus be driven "wpstairs" and to regionals, in environments

not subjecrt to rigorous survelllance processes,



MISSION STATEMENT

DESIGN A COMPLETE AUDIT TRAIL AND
ASSOCIATED IMPLEMENTATION PLANS TO
CAPTURE ALL EXECUTED TRADES OCCUR-
RING ON THE NYSE. THIS AUDIT TRAIL
WILL ATTEMPT TO SATISFY THE MARKET
SURVEILLANCE REQUIREMENT FOR A
COMPLETE AND ACCURATE INFORMA-
TION SOURCE WITHIN THE BOUNDS OF A
COST EFFECTIVE APPROACH CONSIS-
;II_EEI\-II-SWITH OTHER ONGOING NYSE



FINAL PROVIDE AN ONLINE TERMINAL INQUIRY

Go AL CAPABILITY INTO AN AUDIT TRAIL DATA
BASE CONTAINING ALL NYSE TRANSACTIONS
LINKED TO MF ORDERS
IBM
BuUY SIDE SELL SIDE
EXT. EX. BUY TRADE | SELL EX. EXT.

SOURCE TYPE REF. CM BKR QTY | PRICE TIME H QTY BKR CM REF. TYPE S0QURCE
DOT A LADDI M D161 20D B66% 1006 3 200 D487 H G-1683 P BD
DLF A 27136 0068 400 66%, 10067 B 1100 0030 B B-026 A BD
sSPC [ 86 SPC 0247 700 66, 1007 & ol - * n * "
DoT A FOX1Z2 PW 0221 600 66% 1015 Fi 6800 0322 HS 361-JR A GTC

\-ﬁ__/
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SYSTEM COMPONENTS OF
THE COMPLETE AUDIT TRAIL

KEY PORTION OF AVAILABLE
SYSTEMS TRANSACTIONS DATA BASE
% CAPTURED INFORMATION

COMPARISON

POST
ORDER
SYSTEMS

BCOTH
ORDER
SYSTEM

ALL COMPLETE




CONCEPTUAL DESIGN-ENHANCED
NYSE SURVEILLANCE SYSTEM

MF COMPUTER—CROER FLOW -.ﬂ.r'?- - - 4 4 |§----——--—----] FRONTRUNNING REPCRTS
e & vog
MOS FLOOR REPORTER  { """ ‘o e CLCCTE N B -| FICTITICUS TRADING REPORTS
[n ]

DOT SPECIALIST CLERK _|...‘_*_r3-_ . LA > ‘T - ——-—-wmmm— (NSIDER THADER REPORTS

a e | e R e ;;” GQUOTE RULE ADHERENCE REPORTS

————————————————————————————— u H

3]
© ALL DATA
ETe -| ELEMENTS

o S edxy |d--mmemer e Q ETC

......... k] LY 1

U r *' * £ [a]

o = x
MF COMPARISON TAPES g e :""’ -——[ TRADING HALT REPORTS
2]
=7 t w
REGHS, EAGLE DATA |y 1 P o Lﬁ ----——-—-—--—1 CISCIPLINARY ACTION BREPOATS
E T p
OTHER EXTERNAL DATA LI ] R RGeCLLEETLY ";* ---{ MARKING THE CLOSE REPORTS
DATA CAPTURE DATA TRANSPORT| GLOBAL DATA PROCESSING/ SURVEILLANCE OUTPUT
PROCESSES NETWORK STORAGE ASSEMBLY “PRODUCTS”
MODULES
CAPTURE DATA ELEMENTS CENMTRALEE ALL SAVE DATA ELEMENTS RETRLEVE, ANALYZE, PROCESS GENERATE FINAL DUTPUTS N

[ar Iﬂ L 4:1 E w4 " ﬂm] DATA FIECES FOR MODULE IHOUIRY REQUIRED DATA ELEMENTS BOTH ONLINE TERMINAL & PRINTOUTS
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ULTIMATE USE OF COMPLETE AUDIT TRAIL FACILITY

DATA FEED PATH

FROM OTHER SYSTEMS COMPONENTS
(DOT/LOF/DLF, QARS, MDS, COMPARISON, ETC))

= = 1

SHARED Yoo .
PRINTER R ——————

DEDICATED
PRINTER

SHARED
PRINTER

SURVEILLANCE
RESEARCH
STATIONS

|
Y

ATIDBMS

AUDIT TRAIL
DATA BASE
MANAGEMENT
SYSTEM

CENTRAL
AUDIT TRAIL
DATA BASE

N

COMPUTER MODULE

ALL TRADES
DURING DAY
BY TIME

ALL TRADES
DURING DAY
CLUMFED BY
BROKER

IEM

ALL MACHINE
ORDERS WHICH
TRADED TODAY

CLEARING MEMBER

ALL TRADES
INVOLYING
MORE THAN
1000 SHARES

BLOCKS

ALL INDIVIDUALS
TRADING BEFORE
AND AFTER A
LAHRGE TRADE

BROKER SAM

ALL TRADES
DURING DAY
BY TIME

BROKER SAM

ALL TRADES
IN IBM
CURING GAY
BY TIME

BROKER SAM

ALL
UMCOMPARECS
LAST
WEEK

N~

SPECIALIST

ALL PRINCIPAL
TRADES BY
STCCK

T

MISC

ANY OTHER
LOGICAL SORT
GF AVAILABLE
DATA

EXAMPLE INQUIRIES AVAILABLE
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DEVELOPMENT PHASES OF AUDIT TRAIL
DATA BASE MANAGEMENT SYSTEM

PHASE 1—1981

DATA FEED--OQVERNIGHT BATCH
QUTPUTSE—HARD COPY PRINTOUTS
AVAILABLE OVERMNIGHT

TAPES

ImI 0
MEMAN-in

ETC

PHASE I1—1982

DATA FEED—QVERMNIGHT BATCH
OUTPUTS—ONLINE RESEARCH TERMINALS
WITH HARDCOPY PRINTERS

TAPES

IMT-0
EMAM-mn

ETC

7

PHASE IIl—1983

DATA FEED—REALTIME CONNECTION FROM
ONLINE SYSTEM SOURCES

OUTPUTS—ONLINE RESEARCH TERMINALS
WITH HARDCOPY PRINTERS

Q o
SURYEILLANCE
OARS| ——» B AT
DEMS

Q o
'l' S .'_:-"' '.
CARS f— —_— AT LT _E I
DEMS D

DOT ! I____ X

? car
5 HIGH SPEED AT .
ARS INTERSYSTEMS e
1 GIGAMERTZ DBMS Sl
13 GABLE LOQP : :
cAl

£1c ql_..u .
ONLINE
CRTS

AEPORTS

PRIMTERS

FRINTERS



AUDIT TRAIL
SYSTEMS GOALS AND DESIGN PHILOSOPHIES

INCREASE AUDITABILITY

LOWER UNCOMPARED RATE

SAME DAY ON-LINE COMPARISON

LOCKED-IN TRADE

CERTIFICATELESS CLEARING-COMPARISON INTERFACE

TIMELINESS OF INFORMATION, TRADE REPORTING WITH LESS
ERRORS

MINIMIZATION OF DUPLICATE, ERROR PRONE DATA ENTRY
CENTRALIZATION OF INFORMATION INTO LARGE DATA BASE
MAINTAIN SEQUENCING OF TICKER PRINTS

OFFLOAD EXISTING WORKFLOWS AND REPLACE WIiTH NEW
DATA CAPTURE

AVOIDANCE OF SERIOUS IMPACT ON TRADE EXECUTION
INCREASE CAPACITY OF THE EXCHANGE

REDUCE EXECUTION TIME

LOWER COST OF ORDER HANDLING

EXPEDIENT VS. EFFICIENT, COST-EFFECTIVE SOLUTIONS



POTENTIAL AUDIT TRAIL COMPONENTS

Numbsar Activity-Description Time*
1 Supply executing broker to comparison-should be ¢ollecied at trade 5
2 Evaluate :;Buact of Increased automated order flow 5
3 Increasa DOT order size ellglbility 8
4 Increase OARS security eliglbili S
5 Increase DARS order size &ligibilliy s
& Increase DLF order size eligibllity 5
7 Increase LOFIGTC security eligibility-Requires marketing offort S
8 Evaluate Total Opening and pilot integration of non-OARS data i
9 Total Opaning implementation |
10 Tumaround cards tor LOFIGTC 1
11 Tumargund cards for ITS 1
12 Suggested price and delault for DOT orders-SUPER DOT L
13 Evaluation of ticker driven [la_riw:in mechanism during high volume L
14 APARS type pricing for DOT eliglble orders-SAFETY VALVE L
15 Algorithmic routing of ggsl directed orders by CMS L
16 Al?orithrnic routing of booth directed orders by CMS-customize member L

irm gorder size handlin
17 Direct reporting of DOTIDLFIQARS trades to MDS I
18 Direct reporting ot LOFIGTC trades to MDS I
19 Direct reparing of \TS trades to MDS i
20 Evaluate and pilot separation of quate and trade reporting tunctions s
21 Implement hand held terminals tor guote input L
22 Collect timefunigue number on Tleor execution reports i
23 Add unigue number to MDS input L
Z4 Convert MDS5 input to hand held terminal L
25 Add additional data element to MDS input (broker id?) L
26 Pilot study of BOOTH-DOT L
27 Provide alternative input imark sense, etc.) for non machine firms- L
Improved Broker Hepnrting {IBR)
28 Provide sharable booth terminals around Hoorlposts L
29 Install specialist touch screen L
X Move guote input to touch screens L
ki ! Mave DOT, ete. arders to touch screen L
32 Caollect additional data elements for non-automated orders for MDS L
33 Offer touch screens in the booths L
a Install touch screens/mini printers as sharable booths around flooriposts L
5 Create Surveillance Data Base from all data sources I
36 Install generalized data base manager and report writer I
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NYSE ORDER FLOW DI__STRIBL_I_TION_

|
CURRENT SYSTEMS PENETRATION ‘

-

OVER

500 SHARES

Sl

DOT
OARS

Day Limit File

GTC Limit File

yadgat iy

i b

300 &ro LUMITS

400,

100

300

DAY LIMITS
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OVERVIEW — PROGRAM TARGET SCHEDULE

TOULH 5CREEN

QARS DoT DLF LOF CONTRA OTHER
B - :
500 5H | I EXPAND ooT/TODO
PILOT | f CARD USE PILOT
: 1950 ! I | 1 t
E \ i i ' |
: ' ! ) 1 l
ALL STOEKS 199 L EXPAND EXPAND TOTAL :
| ELIGIELE 1 STOCKS l' OPENING |
l f ! [ ! I PILDT i
1 I A . 1
| I I T
1 | | ; |
' I TURNARDUND | EXPAND 1
| CARD | F1RMS DLF FILOT
: — | I I‘ BOOTH
I SUFERDOT I 1 " SUFFORT
; ! I 1 EXPAND PILOT
FOSSIBLE LAST PRICE I 1 | ,
1000 SH ' ALGORITHM : | 1!
1981 499 ! X LOF PILDT ,
ELIGIBLE EXFAND . [ EXPAND
E | usAGE ‘ } BOOTH
! ) EXFAND CAPABILITY
TOUCH SCREEN 1 : |
FILOT I , [
g _ S L ) !
i ToucH SCREEN NEW ’I
1' PILOT COMPARISOMN |
! [ SUAVEILLANCE |
[ EXPAND | BILLING !
i TOUCH SCREEN : SYSTEM '
I
1952 ! I
| ;
1
EXPAND :
|
3
l
|
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NYSE ORDER FLOW DISTRIBUTION

PROJECTED SYSTEMS PENETRATION _;

OVER
500 SHARES

400
W GgTC LIMITS

300

1ITR
20

DAY LIMITS

DOT

OARS
| Day Limit File
N GTC Limit File




PARTICIPATION REQUIRED TO
ACHIEVE AUDIT TRAIL
COMPONENTS

NYSE NYSE Floor Member Firm Flogr Mamber Firm Sysiem
Activity System - Order | Branch Ot | BackOff. |
| ¥ Heporter Spocialist Broker Booth Match Network Prog. Comparison
I Comp l e - A
2 LA . i v - o
3 pot ! . v > - ]
I . DARS R - 4 e > - —
5 DARS - - -
L [ . DLF o - [ - ]
v ] TLoFeie N - i - - o - — i
| E dans v - - -
g | "O#R&Comp - T - T — pr - _
10 LOFGTE » : oo ]
_ 11 o _ms - i w -
17 BOT_ N - | - -
13 DOTIAPARS - > 1
Y EFARS - T I T ]
| .. CHS ] - - -
[ a8 CMS - - A
1w = : - : v Co -~ ]
[ 8 RO I e T e ! . - - _
19 ITSMDS - F Ji [ - ]
Fa] [T} - f - . e e
21 ) MOS - r v _
2 LOMP : [l Ll o - v Ll i
23 MO = ) L
L FT MDS o '
L. 2 MDE Ll - —
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THE THREE FACETS OF UNIFIED REPORTING
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TRADING FLOOR

+ LAST SALE
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MARKET INFORMATION

ON-LINE VERIFICATION

IHITIAL 15
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CLEARING
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FINAL CAPTURE ESSENTIAL AUDIT TRAIL INFORMATION
GOAL FOR ALL TRANSACTIONS
TAKING PLACE ON THE NYSE FLOOR

PORTION OF TRANSACTIONS CAPTURED: 100%

OVER
500 SHARES

GTC LIMITS

DAY LIMITS

MARKETS

71 = TRANSACTIONS CAPTURED



IN ADDITION TO REQUESTING THE EXCHANGE TO SUBMIT A
PLAN TO THE COMMISSION STAFF OUTLINING THE METHOD
BY WHICH IT INTENDS TO ESTABLISH AN ADEQUATE
TRANSACTION AUDIT TRAIL FOR ALL TRANSACTIONS
OCCURING ON THE NYSE FLOOR, THE COMMISSION

ENUMERATED THE FOLLOWING NON-AUDIT TRAIL RELATED
DEFICIENCIES.

* PRICE MANIPULATION
* FRONTRUNNING

* INSIDER TRADING

* FIRM QUOTE

* DISCIPLINARY RESPONSE TO TRADING VIOLATIONS
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IN RESPONSE TO THE COMMISSION’S
RECOMMENDATIONS AND SUGGESTIONS
FOR CORRECTING THESE DEFICIENCIES,
THE FOLLOWING IS A STATEMENT OF THE
EXCHANGE’S RESPONSIVE ACTIONS AND
PROJECTIONS FOR IMPLEMENTING NEW,
CORRECTIVE PROCEDURES:



PRICE MANIPULATION

SEC RECOMMENDATION

1. INITIATE A COMPUTERIZED SURVEILLANCE PROGRAM TO DETECT
POSSIBLE INSTANCES OF LONG TERM PRICE MANIPULATION.

2. INITIATE A ROUTINE REVIEW OF WEEKLY EXCEPTION REPORTS TO
DETECT DOMINATION OF THE MARKET IN SPECIFIC STOCKS BY
NYSE FIRMS.

ACTION AND PROJECTION

INSTITUTED A REVIEW OF EXCEPTION REPORTS TO DETECT POSSIBLE
DOMINATION OF THE MARKET BY NYSE FIRMS BASED UPON:

* MARKET PARTICIPATION OF 50% OR MORE DURING A SINGLE WEEK

* MARKET PARTICIPATION OF 40% OR MORE OVER A PERIOD OF TWO OR
MORE WEEKS

THE STAFF WILL ALSO REVIEW EXCEPTION REPORTS TO DETECT ANY

CORRELATION BETWEEN UNUSUAL PRICE ACTIVITY AND HIGH MARKET

PARTICIPATION LEVELS.

REVIEWED CURRENT PROGRAMS AVAILABLE FROM SIAC AND HAVE

EXPLORED POTENTIAL FOR NEW AND/OR REVISED PROGRAMS TO ENHANCE

SURVEILLANCE EFFORTS. FOR EXAMPLE, WITH THEIR ASSISTANCE WE WILL

IMPLEMENT USE OF VOLUME SURVEY RUN INFORMATION AS A

SURVEILLANCE TOOL FOR DETECTION OF LONG TERM MANIPULATION.



FRONTRUNNING CIRCULAR

SEC RECOMMENDATION

THAT THE EXCHANGE ISSUE A CIRCULAR STATING THAT FRONT-RUNNING
OF BLOCKS MAY CONSTITUTE CONDUCT INCONSISTENT WITH JUST AND
EQUITABLE PRINCIPLES OF TRADE.

ACTION AND PROJECTIONS

A STAFF MEMORANDUM HAS BEEN PREPARED FOR DISCUSSION WITH THE
OFFICE OF THE CHAIRMAN RECOMMENDING THE ISSUANCE OF A FRONT-
RUNNING CIRCULAR CONSISTENT WITH THE “UNIFORM” CIRCULAR ISSUED
BY OTHER SELF-REGULATORY ORGANIZATIONS. THE STAFF WiILL
RECOMMEND THAT A CIRCULAR BE ISSUED WITHOUT ADOPTING THE
MODIFICATIONS SUGGESTED BY THE MARKET PERFORMANCE COMMITTEE;
|.LE. THAT A TRADE BE CONSIDERED AS HAVING BEEN MADE “PUBLIC” ONCE
IT IS CONSUMATED IN THE TRADING CROWD. THE ISSUANCE OF A CIRCULAR
ALONG THE LINES OF A UNIFORM INDUSTRY CIRCULAR HAS NOT BEEN
OBJECTED TO BY THE RULES REVISION SUBCOMMITTEE, UTAC OR ITAC.
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INSIDER TRADING

SEC RECOMMENDATION

COMMIT ADDITIONAL RESOURCES IN THE INVESTIGATION OF POSSIBLE
INSIDER TRADING VIOLATIONS BY MEMBERS AND/OR MEMBER FIRMS.

ACTION AND PROJECTIONS

» ADDED AN ADDITIONAL MARKET ANALYST TO INVESTIGATE POSSIBLE
INSIDER TRADING VIOLATIONS BY MEMBERS AND/OR MEMBER FIRMS.

* CONTINUE EXISTING PROCEDURES WHICH INCLUDE, FOR EACH CASE

OPENED, A REVIEW OF MEMBER AND MEMBER FIRM TRADING ALONG WITH
CUSTCMER TRADING INFORMATION.

» UTILIZE WEEKLY AND MONTHLY EXCEPTION REPORTS TO SPOT-CHECK
CONCENTRATIONS OF MEMBER FIRM ACTIVITY IN SPECIFIC ISSUES.

* SPOT-CHECK ANY CORRELATION BETWEEN THE ISSUANCE OF RESEARCH

REPORTS AND/OR RECOMMENDATIONS AND THE TRADING ACTIVITY
OF THE ISSUING FIRM.



DISCIPLINARY RESPONSE TO
TRADING VIOLATIONS

SEC RECOMMENDATION

* CONSIDER THE ESTABLISHMENT OF A STANDING “BUSINESS CONDUCT
COMMITTEE” TO REVIEW EACH TRADING INVESTIGATION TO DETERMINE
WHETHER JOURNAL DISCIPLINARY CHARGES SHOULD BE AUTHORIZED.

ACTION AND PROJECTION

MARKET SURVEILLANCE AND EVALUATION DEPARTMENT HAS PREPARED
FOR REVIEW BY THE OFFICE OF THE CHAIRMAN A MEMORANDUM WHICH:

* ANALYZES THE FUNCTION AND RELATIVE SUCCESS AND FAILURE OF THE
NASD’S AND CBOFE’S BUSINESS CONDUCT COMMITTEE.

. SSEEAHES THE DISCIPLINARY PROCEEDINGS OF THE NYSE, NASD AND

* PROPOSES THAT AN EXCHANGE ADVISORY COMMITTEE BE ESTABLISHED
TO FURTHER STUDY THE POSSIBILITY OF CREATING AN EXCHANGE
BUSINESS CONDUCT COMMITTEE AS A MEANS OF ENHANCING CURRENT
DISCIPLINARY PROCEDURES WITH RESPECT TO TRADING VIOLATIONS.
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FIRM QUOTE

SEC RECOMMENDATION

COLLECT AND SUPPLY THE COMMISSION STAFF STATISTICAL
INFORMATION TO DOCUMENT THE EXTENT TO WHICH NYSE
MEMBERS ARE FAILING TO HAVE THEIR PUBLISHED
QUOTATIONS.

ACTION AND PROJECTIONS

A LETTER HAS BEEN SENT TO THE COMMISSION WHICH
SUPPLIES THE COMMISSION STAFF WiTH THE REQUESTED
STATISTICS FOR THE PERIOD FEBRUARY 1978 THROUGH JUNE
1980. THE MARKET SURVEILLANCE AND EVALUATION
DEPARTMENT CONDUCTED A SPECIAL STUDY OF ITS
COMMITMENT CANCELLATIONS TO GATHER INFORMATION TO
RESPOND TO THE COMMISSION’S REQUEST.
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EFFECTIVENESS OF THE SOLUTIONS

-

This seckion discusses Coopers & Lybrand's oversll involvement
in the assigament and provides a detailed analysis of the various data
elements and functional NYSE projects potentially required for the dev-
elopment of a conceptualized audit trail sclution.

In conducting this study thus far, Interviews were held with
various WYSE and S5IAC personnel to document their auwdit trail informa-
tion requirements. Additionally, Coopers & Lybrand:

. Reviewsd current data cellection procedures

. Defined the data elements required to provide an on-line

terminal ingquiry capability doto a central zudit trail

data base

. Beviewed current NYSE systems and identifiled their audit

trail data elements

Identified projeects which functionally had to be wndartaken

to provide the miszsing data elements required

. Identified the potential audit trail component for each

NYEE Qrder Eype
What follews are a number of diagrams highlighting study metho-
doleogy and illustrating findings thus far.

. an inirial "NYSE Complete Audic Trail-Design Approach' provides
a perspective as to what has been accomplished, and what re-

malns to be completed

. "Current Data Collection” 1s utilized ro illustrate the nature
of the audit trail problem and to assess whether the approach

taken thus far will result in an adequate solution

. A number of tables then comment upen whether specific systems
components c¢ited in Chapter II (approach) do, in fact, have
the ablility to increase auditabilicy for a wide range of order

types. Since these order flows are the ultimate target for

"auditk,” a separate appendix has been included to illustrate

their diverse nature, and the complexity of applying an audil

trail to them all.



NYSE COMPLETE AUDIT TRAIL
DESIGN APPROACH

IHFORMATION EDEFINE SURVEILLANCE
REQUIREMENTS I INFCRMATION
DEFINITION _rl L_ REQUIREMENTS

PHASE
1

APPLICAELE NYSE SYSTEMS
_IMANUAL & AUTOMATED]

e — .

m———

tEwEw CURRENT & pnnmseuJ
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AEVIEW | SYSTEMS |
! | |
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i = r— - ——————
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SOLUTION

PHASE
m
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|

| MODIFY & FINALIZE
(CONCEPTUAL SOLUTIO
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|

2]

mPLE?’nENTAle ]
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FINAL
GOAL

G A S G

Fel S ERA B3 5 3 U L3

PROVIDE AN ONLINE TERMINAL INQUIRY

CAPABILITY INTO AN AUDIT TRAIL DATA

BASE CONTAINING ALL NYSE TRANSACTIONS

LINKED TO MF ORDERS
iBM
BUY SIDE SELL SIDE
EXT. EX. BUY TRADE | SELL EX. EXT.

SOURCE TYPE REF. CM BKR QTY | PRICE TIME  # QTY BKR CM REF. TYPE SOURCE
DOT A LADD3 M 0161 200 | 66% 1006 3 200 0487 H G.1693 P BD
DLF A 27136 0068 400 | 664 1007 6 1100 0030 B B026 A BD
5PC P 8 5SPC 0247 700 | 66, 1007 6 Coe . . .
DOT A FOX12 PW 0221 600 | 664 1015 7 600 0322 HS 361JR A  GTC

/
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POTENTIAL AUDIT TRAIL COMPONENTS

Number Activity-Descriptlon Time*
1 Supply executing broker to comparison-should be collected at trads s
2 Evaluate Impact of increased automated order flow s
3 Increase DOT order slze eliglbility s
4 Increase DARS security sligibhl 5
5 Increase OARS order size eligibility s
6 Increase DLF order size oligibliity s
7 Increase LOFIGTC security eliglbility-Requires marketing eflort s
8 Evaluate Total Opening and plict integration of non-OARS data i
9 Tolal Opening Implemeantallon |
10 Turnaround cards for LOFIGTC I
11 Tumaround cands for ITS |
12 Suggested price and default for DOT orders-SUPER DOT L
13 Evaluation of ticker driven gricln machanism during high volume L
14 APARS typs pricing for DOT eligible orders-SAFETY VALVE L
15 Algorithml¢ routing of gggt directed orders by CMS L
16 Algorithmic routing of th diractad orders by CM5S-customize member L

irm order size handli
17 Direct reporting of DOT/DLFIOARS trades to MD3 L
18 Birect reporting of LOF/GTC trades to MDS 1
18 Direct raporting of ITS trades to MDS I
20 Evaluate and pilot separation of quote and iradeé reposting functions 5
21 Implement hand held terminals for quote input L
22 Collect timalunique number on flogr execution reports I
23 Add unigue number to MDS input £
24 Camrart:hns input to hand held terminal L
25 Add addltional data elament to MDS input (brokar id?) L
26 Pilot study of BOOTH-DOT L
27 Provide altemative input {mark sanse, atc.) for non machine tirms- L
improved Broker Reporting (IBR)
28 Provide sharable booth terminals around tlooriposts L
2 Install specialist touch screen L
30 Mave guote input to touch screens L
a Mave DT, etc. orders to touch screen L
a2 Collect additiona! data elements for non-automated orders for MDS L
33 Offer touch screens in the booths L
34 Install 1ouch screens/mint printers as sharabte booths around flooriposts L
35 Create Surveillance Data Base from alt data sources ! .
36 Install generalized data base manager and report writer I
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CONTRIBUTION OF
POTENTIAL AUDIT TRAIL COMPONENTS
FOR EACH ORDER TYPE

Limlt Order
Machine allst
Artivity Order Manual Automated | Teiephone Block DoT CMM Odd Lot
1 - v - v »r - -
z - ] o — = -
L 3 h »
F] -
5 T T T T
[ - I » _
T - - —r——
2 [~
) - T T - -
1o - -
1 - ..- - - v B
12 - .
13 et [
14 » »
15
15 »
AT P
18 —
19 ]
1) ] . —
21
| & [ w » - - - -
] I e - - - -
24 .
25 » o - o -
% i [
Fed - - - -
z - -
29
30
3 - »
32 B L » - -
13 -
34 w e
35 — - —r —
36 ]




Gal ml ) 0 O o

- R 20

i

R

L- ] 4 - L k -

CONCLUSTON

In the course of this presentation, we have indicared an ap-
proach to development of a comprehensive audit trall capabilicy. Tt
ig inicially based both on expansion of the traffic segment caprured
in our automated systems, and on the expansion of Information available
for zach transactilon, brought about by evolution toward new methoda of
supporting trading activity. The evolving aystems approach and itz con-
ceptualized usage were described, znd a program of work speclifying audit
trall compoments presently under develapment and others wyet Lo be
scheduled was shown,

NYSE will be comuitting significant additional rescurces toward
Formulating the final Audit Trsil Plan, including itz own and S5IAC staff,
ag well as amplified involvement on the part of the Cooperz & Lybrand
consultants. The audit traill functionm 1s being Iincorporated za an inte-
gral component of ocur systems planning process as an activicy and end
Tesulk.,

We have indicated that the systems components of the planm will
impact not only our trading support systems, but also the trading pro-
cess ltself, 1ts key on-floor parcticipants, member firm systems, thosze
of service companies, and the comparlscn methodology. The successful
accomplishment of changes of this magnitude will draw on the rescurces
of a number of organizations, and we fully solicit any support which

the SEC can lend to this process,
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INCORPORATION OF AUDIT TRAIL
REQUIREMENTS INTO THE
SYSTEMS PLANNING PROCESS

GUANTITATIVE

CUSTOMER

COMFARISON
PROCESSING

HESEARCH \

FLOOR
TRADING
REQUIREMENTS

TECHNOLOGIES . I EE:E'F?EEEPL“HEMEN .

UAVEILLANCE
PROCESS
N5CC AND DTC
INTERFACE

NEW
PRODUCTS
NEEDS

>< REQUIREMENTS

INTERMARKET
SYSTEMS

e L e TR L,

-AUDIT TRAIL 22

REQUIREMENTS

CAPACITY /

INCREASE
PROGRAM
{150 MSD)

ENHANCEMENTS
TO NATIONAL
MARKET SYSTEM

!

COMPLETE
AUDIT
TRAI,

\ IMPROVED EFFICIENCY
AND TIMELINESS OF

ORDER HANDLING
PROCEQURES

REQUCED
POST TRADE
ERRORS AND COSTS



NEXT STEPS

« MAKE AUDIT TRAIL PLANNING A REGULAR
PART OF SYSTEMS PLANNING PROCESS

* PURSUE PLANS ACTIVELY WHICH CON-
TRIBUTE TO AUDIT TRAIL

e RESOLVE COMPLEXITIES THAT COULD
AFFECT IMPLEMENTATION

* COMPLETE DESIGN DETAILS OF AUDIT
TRAIL AND PRESENT RESULTS TO SEC



