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UNITED STATES

SECLURITIES AND EXCHANGE COMMISSION
WASHINGTON. DC. 20349

SiviMon or
AT WL AT

Octobar 3}, 1987

Dear

Wa greatly appreciate the assistance zlready provided by
sanbara of your firm, particularly your trading staff, in
compiling preliminary aggreagata data on the racent markst break.
As we indicated in our esarlier phone conversations, it is
nacessary for the Sscurities and Exchangs Commission (®SEC*“) and
tha Commodity Futures Trading Comnission {"CFIC") to rasconstruct
accurately the trading of the zajor firms over the, last few
weaXks, and that, to accomplish this, more detailed trading
inforaation must be compliled. BDacause this reconstruction may
require information from varicus operaticnal units in esach firm,
vwe are asking the flrms’ coapllance or lagal staff to coordinate
the collection and submixsion to ths SEC and CFIC of this data.
For your convenlence, wa are designating the SEC as the central
colleaction point for this information.

In particular, we rsquest that your firm provide the
following breakdown of index-related trading for October &, 1987,
October 14, and each subsequent trade date up to che day prior to
submission of these data, We request that these data be
submitted either by telecopier or by cvernight mall to ke
received by the SEC no later than Novamber 10, 1%87.

‘Ipdex Arbitrage or "Substitytion®
Tor sach program, plsase indicate:
1. Proprietary or Customer Dasignation
- Indlczzt the ldentity of the customer pnly if the

custcmer is a broker-dealer or is affillated with a broker-
dsalar.



2

2. Decignation of the basic strategy amploysd
~ Opsaning arbitrage
- {Closing arbitrage
~ Substitution

3. Time the stock side of the prograxm was sntered (within 10
kinutes)

4. Buy/Sell/Sell-sghort indications for the stock ordars

5. Order entry method
- List
Other avtomated systams
By phone ta the NYSE
A combination of tha above
Other

6. The market to wvhich the stock ordars wers dirscted
— NYIBE
- Other axchanges, forsign or domsstic
= Third Harket

2. The fdentity and sntry tize feor any futureg or options
contracts for the program )

g. The size of the program broken down into the fellowing
categories:
= Approximats dollar size
— Appreximate share size
=~ Number of futures or options contracts

=strafght™ Buy or Bell Programg

Flease provide the same information for sach buy or sall
pProgram:

Jtems 1-6 above

Item 7, if futures or options were used.

Iter 8, including number of futures or options contracts,
if appropriate.
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EBortfolic Insurance
l. Ths futures or options contracts used

2. Time the futures or options contract ordars wars sntersd
{within 10 minutes).

J. HNumber of futures or optiens contracts purchased or sold
(wvith indications of whether these increased or
decreased short or long positions)

4. It any estock orders were used, please provide
= Approximate dollar size and nurber of shares
Time of entry (within 10 minutes)
Puy/sell/sall-short designation
Entry msthod
The market to which the stock orders wars directed

If there is a discrepancy betwean the total number of
futures contracte bought or sold for propristary ot customer
accounte and the change in futures or options positions routinely
r#ported to the axchanges, please sxplain this discrepancy.

While we recognize that it may be difficult for the firms to
identify some customers’ basic strategy in entering program
orders, this inforvation is assential for cur review., Therefore,
if your fire ls unable to cbtain thie information from any
castomer by Novenber 6, 1987, we regquest that the following
infornation for each such account be telacopled to the SEC by
12:00 p.m. oh November 6:

1, The nama, addrazs, and contact person (with talephone
nuebar) for the account.

2. listing of sach program for sach trade date providing:

Time of santry of stock ordars

Puy/sell/sell short designation

Entry method

Market to vhich the ordars were directad

Eize of order

Approximats dollar and share size

Identity and number of futurses or options contracts

used, including tize the futures orders ware shtersd.

(IR I B B B -

If thera are any quastions regarding this data reguast,
plaase contact John Mielke for the CFIC at (202) 254-3310 or
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Alton Harvey for the BEC at (202) 272-2970. The EEC’s telecopier
nunbser 1s (2032) 272-7050 or 70351.

gincarely,

Richard G. lhtchu;r1£:d:?‘%;'
DPirector
Division of Markat Requliation

5FC

gl A, ili\l%‘;.“

Director
Division of Bconomic Analysis
CriIc



E-7
UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
. WASHINGTON.D.C. 20549

DI ON DF
MARKET REGLULATI DN

Hovemher 12, 1547

Dear

The Division of Market Regulatijicn ("Division™] 1is con-
dueting a review of trading, operational, and financial
conditions during the October market break. In order to
complete this review, which wil]l include a reconstruction of
market conditions during the key market moves, we will need
detailed information epncerning trading, financial and opera-
tional capability during October 1987. Because the data
requested involves varjcus parts of the firm, we would appre=
ciate having one department or office, prefaerably the compliance
officers or legal ataff, coordinate the firm's responses to the
following items. We regquest that your response he gsubmitted by
telecopler 1/ or by overnight mail to.be yeceived by the SEC no
later than the dates specified for each ef the following mubsec~

tiona. A Division c¢ontact person for questions also is provided
for each subsection,

I. Trading (Response deue Rovember 23, 1987 —— Contact Alton
Parvey at (202) 272-2970)

l. PFor each trade date in QOctober 1987, please provide
aggreqgate daily figures for purchases and sales
{in thousands of shares of &tocks and approximate
dollar walue of shares traded) for the following
categories. Please provide separate figures for:

{1} ®YSE~listed stocks: (2) Amex-listed stocks;
(3) Rationzal Market System ["KME®) NASDAQ stockm; and
(4) non-NMS5 MASDAQ stocks.

1/ The SEC's telecopier number is (202} 272-70530 or 7051.
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Proprietary

= Index Arbitrage

=~ Risk Arbitrage

- Bgquity Trading (including bleock-positioning)
or Market-Making

= Other

Agénnz

-~ Retail
= Inatitgticonal

Yor each trade date in October 1987, please provide
aggreqate daily figures {in numbers of contracts and
approximate dollar value) for purchases and sales for
the above categories (if applicable) invelving futures
or options on the following indexes: Standard & Poor's
{*5&4P") 500, S&P 100, Arex Major Market, NYSE Composite,
and Kansas (ity Value Line [(collectively, derivative
index products).

For ttade dates Dctober 16, 19, and 20, please provide
figures [(in number of contracts, thousands of shares and
the dollar value of phares traded) for purchases and
sales of NYSE-listed atocks and derivative index
prodycts for the above categqoriea by hour bracket in
which orderns were axecuted (e.g., 9:00-10:00, 10:00-
11:00, etc.) _2/

Separate Response due Decémber 7, 1987

4.

Please provide the same hourly breakdown for purchases
and sales on October 16, 19, and 20 of: {1) Amex-listed;
{2) NMS NASDAQ; and {3) non-NMS NASDAQ.

_2/ 1If time of execution can not be provided, please provide
orders by hour bracket in which orders were enteced.
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Fage Three

1I1.

Operations (Response due Rovember 30, 1987 -~ Contact Jomathan

Kallman at (202) 272-2482)

.

3.

‘4

Por each of the following items, please indicate an
average number prior to the trading period Qectober
14-30, e.9., the average figures for September 1987. _3/

For each of the trade dates Qctober 14 through October 30,
please provide the following data for NYSE, Amex and
NASDAQ activiry (by marketr place): {1) number of

trade sides you reported; (2) number of trade sides
reported to you on trade date contract sheets:

{3) number of reported trade sides compared on T+lg

{4) number of uncompared trade sides on T+1l;

() number of advisories submitted to you on T+l;

{(6) number of uncompared trade sides resclved on each
of T+2, T+3, T+4, T+5: (7) number of reported trade
sides not resclved as of pettlement data; and

{8) number of trade sides not resclved as of your most
recent calculations. Please provide ppproximate dollar
values for questionsa {7) and {8}).

For each business day from Detober 14 thropgh November
6, please provide figures for the following: dollar
value of CNS settlement obligation of your firm (debit
or credit), dollar value of your net mark-to-the-market
payment of receipt, and dollar value of CNS fails to
receive and fails to deliver. -

For each of the trade dates October 14 through Octeber 30,
please provide the following data concerning institutional
trades processed through the Institutional Delivery (“ID%)
gystem: (1) number of trades reported to the ID sysiem on
trade date, T+1, T+2, T+3, after T+3; {2} number of trades

We pelieve that most of thege data fequeste can be answersd
by reference to your clearing agency roports, e.g., NSCO
contract aheets and settlement reports, DTC ID reports.

If you cannot provide exact flgures, make your best
approximation and indicate that those figures are approxi-
mate, PFinally, i{f information we have requested is unavail-
able or extremely difficult to obtain, please provide what
information you can obtalh and the reasons why remaining
information is unavailable.
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reported as affirmed by ID system on T+2, T+3, T+4 and T+4;
{3) number of affirmed ID trades that settled T+5; and

(S} number of pon-affirmed trades that settled on T+5, and
after T+5 by actual settlement date,

For each of the trade datea Octcocber 14 through

October 30, please provide the following data c¢oncern-
ing institutional trades involving delivery-against-
payment or recelpt-against-payment [("DVP/RVP") to

be settled in the 0D.5., that vere not procesgsed through
the ID system: ([l} number of confirmations sent on

T+, T+2, after T+31 (2) number of those trades that
settled on T+5, after T+5, and related aggregate

dollar values.

Por each business day from Octobear 14 through November 6,
please provide: (1) the average number of bugsiness days
from receipt of certificates from customers to delivery
to transfer agents or deposit into & securities deposi=-
tory;: and (2} the number of business days from receipt
of certificates from transfer agenta or depoaitoriexs

to delivery to Customers.

I1Y. Financial Responsibility (Response due November 30, 1987 ==

Contact Michael Macchlaroli {202) 272-2904)

1.

FPor each day from October 14 throuogh October 30, please
provide total margin debits, margin deficitrs and marcqgin
calls for securities accounts and coxmmodities futures
or options accounta. For sach of those days, pleage
identify the amount of gecurities and comnmodities
futures or options margin calls satisfied through:

{1) receiptr of additional cash or mecurities;

{2) sales of secarities inftiated by customers; and

{3) liquidation of customer accounts by the firm upon
failing to receive margin. When providing the above
information please distinguish between institutional
accounts, retail accounts and custoner accounts introduced
on a fully=-disclosed basis. Please answer aeparately
the above guestions for domestic and foreign accounts.

Please {ndicate the firm's procedures for liguidating
customer stock or options poaitions if unable to contact
the cpstomer {(or reach an agreement} about a margin call,
and provide figures on the number of such liquidations and
the daily aggregate dollar smounts of liquidations for each
trade Jdate from Octuber 14 to 30.
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3.

IV. Order

E-11

Please identify the amount of trading losses incorred
between October 14 and October 30 related to firm

eguity securities pogitions. For that period, please
jdentify the amount of probable losses related to deficics
in customers' cash and margin accounts.

Routing (Reaponse due Decepber T, 1987 == Contact

Kathr
l.

V. Inter

yn Natale at (202} 272-2405)

what order-routing and execution systems does the firm
use for exchange and OTC trades? Por October 13 to 34,
please provide the following informaticon ¢oncetning
your use of those systems: (l) which systems were not
operating on particular days and for how long; (2) in
which systens did you experience execution delays and
how long were thoae delayg; (3} in which systems were
you unable to obtaln confirmation of exezution and how
maAny trades were involved; ({4) what other problems did
you experience with thote systems; (5) what alternatives
to thege systems 2id yoo use?

Please indicate approximately how many orders (proprietary
and cuatomer) your firm can direct routinely by automated
means to each automated exchange and QTC exscution system
ptr minute (®.g., your Oorder-routing system capacity}?

Did the number of orders you received on October 13-23

at any tize exceed that capacity? If possible, provide

an estinmate of normal use, normal peaX activity and

peax activity on October 11-23. What alternatives to
these auvtomated systems did the firm use?

nationalization [Response due December 7, 1987--

Contact Kathryn Natale at [202) 272-2403})

1-

Por sach trade date in October 1987, please provide
aggregate daily purchases and sales of U,5, atocks (in
thousands of shares and approximate dollar value} executed
in: [1) markets outside the U.5. by marketplace and

(2}, for WYSE-listed stocks, in the domestic third market,

what effect, if any, did the closing of the Hong Kong
Exchange bave on your firms' propristary, institutional,
and retail trading?
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Customer Complaints (Responae dus December 14, 1987 ==

Contact Catherine McGuire ar (202) 272-278%0)

1.

How many customer complaints {written and oral) in the
following cateqories have been received concerning
activity related to hiqh volume and high volatility in
the period fromw October 14 to 30: (1) inability to
contact broker—-dealery (2] lack of verbal confirmation
of execution: (3) peor guality of execution; {(4) lack
of notice or time related to margin callay and

i5) other.

Please describe any special procedures your fire haas
adopted for resolving any of the types of disputesn
that arise out of October's high volume and high vola-
tility.

Do you anticipate any increase in use of self-regula-
tory organizarion sponsored arbitration systens to
resolve digputes arising out of October's high volune
and high volatility? How many cases?

We pincerely appreciate yoour cooperation in helping us
meet the pevere time constraints laposed on us for completing
this review.

Sincerely,

Fl ]G Aal

Richard G. FKetchum
Director
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UNITED ETATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON,. D.C. 20549

Diyision oF Rovember 30, 1987
ALARKET RESLE ATHON

Daar

Your ficrm's assistance in providing information £or the
Division of Market Regulatjon's review of the October Market
Break is greatly appreciated. As we poted in our Rovember 12,
1927 letter, an esaential question in cur review is when did
varions types of selling occur, e.g9., by retail or institutional
accounts of by various types of proprietary accounts? When did
any of these accounts eanter the market to buy? This is the
context in which we mupt place our analysis of index-related
trading during the Market Break.

While moat of the firms we havs contacted in our Kovember
12 letter have produced useful daily aggregate trading statistics
{requeasted in questions 1 and 2 in Ssction 1), few have bLeen
able to reconstruct the hour~by-hour statistica requested for
October 16, 1%, and 20 in questions 3 and 4. The dAifficuolty
for the £firms is that their routine sautomated trading/clearing
records do not inglude times for trades; thus, reconatuctions
would require extrexely time=consuming and expensive checking
of individual order tickets, The Division recognizes that such
an sffort to reconstruct all types of trading in all securities
would be extzemely difficult. As & result, the atalff has
attenpted to refine its data cequest in an effort to reduce the
reconstruction burden on the firme while at the same time
producing useful information on timing patierns for the key
trading days under inguiry., In particular, we believa that an
hour-dy=hour breakdown for a small sample of RYSE-1listed
securities may be sufficent to meet our analytical needs.
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The Division is therefore revising its request by deleting
gquestion 3 and 4 in Section I of the November 12, 1987 letter and
requesting instead that each firm conduct an bour=by-hour
breakdown by checking order tickets for the following fifteen
Ni¥5E-listed stocks for QOctober 16, 19, and 20:

1. International Business Machines
4. MNeprck apnd Company
3. General Notors
d. American Telephons and Telagzaph
5. Ezxxon Corp.
6. General Blectric
Te E.TI. Dupont
B. Sears,; Rosbuck E Co.
9. Coca Cola Co.
10. Phillip mMorrcis
1l. Digital Equipment Corp.
12. Bell & Howell
13. Dayton Hudson
14. BEarley Davidszon
15. Ryland Group -
We request that the resulta of the order tickat review be
submitted to the Division no later than December 11, 1987 on
*floppy® digks in the Lotus II Format illustrated in the
attached sample mpreadshests. Please d0 not submit the resules
on Lotus I Pormat. ’

We recognize that even this limited reconstruction will
involve acme reconstruction burden. We would not reguest
this effort if an alternative was posgible (the Division's on-
going analysis of audit trail information is expected to produce
anly a limited amount of useful information because of the absence
of complete information from all of the firms). Your assistance
in this effort, therefore, is essential.

Sincerely, ,
Richard . Eetchum
Director

Enclogsure
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON. O.C. 20%40

DIvIEION OF
NARFKET RESULATION

December 11, 1987

Dear

As you know, the Divisicon of Market Regulation has been
working extensively on a ¢omprehensive study relative te the
market break in October 1987. As a part ¢f that study we are
reviewing and analyzing the impact of short selling activity
and issver repurchases during this period.

Accordingly, the staff is interested in obtaining
information with respect to your fim's experience in
effecting issuer repurchases angd their impact, if any, on
the market during the week of October 19=23, In addition,
the staff would like teo obtain information regarding Rule
10b~18 to determine how the rule functicned in connection
with issuer repurchases during that peried,

With regard to gshort selling activity, we are seeking
information regarding the extent of short selling activity,
what types of market participants were selling short, and
where these transactions occurred.

Cutlines of the areas of ingquiry we intend to pursue
are enclosed. The staff prefers to obtain this information
through telephone interviews at the earliest opportunity with
the appropriate personnel of your firm, as the study must be
completed by the end of this year., Except where specifically
requested, at this time we do not anticipate seeking ¢lient-
specific Iinformation, Based on the responses we receive,
however, we may seek additional detail,
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We will contact you on Monday, December 14 ko schedule
a telephone interview for bDecember 16, 17, or 18, B5hould you
require any additienal information, please call me at (202)
272-2874, or Nancy Burke at {202) 272-2B848.

Sincerely,

Larry E. Bergmann
Assistant Director
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TO
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

CHv(Fidu OF
MARKET RESULATION

Hovambar 16, 1%a87

Mr. Robart Birmbaum
Prepicdent

New York Stock Exchange, Inc.
11 Wall Streast

NHew York, New York 1000%

Re: Dctober Market BreaX
Daar Mr. Birmbaum:

Ag you know, the Division of Market Regulation ("Divimion®)
is conducting a comprehensive review of trading during tha
October 1987 Market Break. Because ths data rsquasted involvas
varicus parts of the Exchange, wa would appraclate having your
Office coordinate the NYSE's responeses to tha fellowing items.
We raquest that this information ba subaltted to us no later than
the dates indicated for sach ¢f the following subsecticns. 1In
addition, we request that the statistical information in your
reapponse {(particularly the liste requestad in Bectiona I and
VIII) be provided in a machina-readable format, praferably on
"tloppy disks.® A Division contact parson for questicns is
provided for aach subsection,

I. Spacialist Performance (Response by Decambar 4, 1987 =--
Contact Howard Kramer at (202) 272- 288% or Alton Harvey at
(202} 272~2970)

1. For sach of the 50 stoecks comprieing ths list of *pilot
stocks®™ subject to ordar-imbalance discleosura
procedures on recent index product axpirations, pleass
submit:

{a) Bpacimlists' opsning positions for each stock for
sach trade date in October 1987.

{b) Daily market-making statistics for each stock for
“&i octobar &, 14, 15, 16, 19, 20, and 26, 1%87. 1In
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Mr. Robart Blrnbaum

Page 2
addition, please provide an average for Septamber
1987 of thesa daily statistice. SBtatistica should
COVer:
- Price Continuity
= Market Depth
- Quotation Spreads
-  Stablliration Percentage
- Parcantage of Participation
{c) The same parket-making statistics broken doun by
bhour bracket (e.g. 9:30-10:00, 10:00~12:00} for
trade dateas October 6, 14, 15, 16, 1%, 20, and 25,
{d) Forme 81 for trade dates October &, 14, 15, 16, 19,
20, and 2&,

2. Pleape provide the same daily and hourly figures and
Forms 81, for the same trade dates, for the following
stocks, In addition, please provide an average for
Saptamber 1927 for these daily statistics.

a, Dayton Hudeon e, Bell & Howell

b. Irvinyg Bank f. Holly Farms

¢. Newnont Mining g. Housshold International
d. Gelco

3. For October 6, 14, 15, 16, 1%, 20, and 26, l19B7, please
provide a list of all delayed copenings )}/ for order
lxbalances. For sach delayed opening, please provide:

{a) Stock symbol.

{b) Nuzber of shares "paired.®

(e} Nugber of shares in the imbalance.

{d) opening price.

(a) Changs from preaviocus close (dollar amount
and & change).

(£) Indication of whather floor official
approval was obtained.

(g Time that stock cpened.

4. PFor October 6, 14, 15, 16, 1%, 20, and 26, 1987, please
provide the same breakdown (3(a) - 3(g), above) for
aach “gap® opening in a stock that is not already
included in the list of delayed opanings.

1/ Guestions on "delayed openings" and “gap copenings™ rafer

to these situations requiring the filing of standard forms
pursuant to NYSE rules.
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5. Por Octobsr 6, 14, 15, 16, 19, 20, and 26, 1587, pleass
rovide a 1ist of all trading halts, formal or
nforpal, dus to order imbalances with ths brsakdswn 1n
3(a) - 3(L), above, plus:

= time that each halt was imposad
= time that sach halt was lifted

&, Plaase provids the following statistics for aach of the
following trads dates: Octobar 6, 14, 15, 16, 19, 20,

and 26,
No, of Nop. of No. of HNo. of
DIIA npllot™ E&F 500 NYSE
Btocks/ Stocks/ Stocks/ Etocks/
% of k of % of 5 of
Price Capital- Capital- Capital-
Walght ization izration ization
Opan by
10:00 am /% /& FA | /%
Open by
11:00 am /% /_ & /_ % I,
Cpen after
11:00 am /% / % /% L}

iSeparate Response Due December 11, L987)

¥e will send the Exchange in the next few days an
additicnal list of stocks for which we will need daily market-
making statistics for October 6, 14, 15, 16, 1%, 20, and 26,
1587.

1I. Bpecialist Operations (Response dus Dacenlber 4, 1987 =—-
Contact Jonathan Kallman at (202) 272-2402 or Nichael
Macchlarolli at (202) 272=-2904)

. Please provide a list of all NYEE mambar firms that act as
! clnaring agents for spscialists ("clearing membara®), and,
for sach clearing meaber:

(a} The identity of all specialists for vhom it acted
at any time during Octobar 1987.

(b) The securities assigned to such specialists.
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Mr. Robert Birnbaum
Page 4

2. Pleape provida & brief chronclogy of all apecialist unit
capitalization or operational-capacity problems providing
the identity of the unit and the date and time for:

(a) ®Tach vnit regquiring additional market-making
asaintance,

{b) Each unit transferring a specialty stock beok.

(c) Each unit being provided special scrutiny by tha
Exchange staff for poesible cepitaliration
problens.

{d) Each unit ceasing independant oparations or being
acquired by othar units or other NYSE menmber firms.

3. Please provide coples of all correspondence since January
1977 from registered clearing agencies {(e.qg., NSCC, MCC,

BSECC, ECP and PCC} concarning these firms' status under
NYSE Rule 132,

III. Tradipna/Clearing Btatigtics (Response by December 4, 1987 -
- Contact Jonathan Fallman at (202) 272=2402)

1. Please provide the following trading statistice for
aach trade date in Octcher 1987 and for sach hour
bracket for Octcher 6, 14, 1%, 16, 1%, 20, and 26, In

addition, pleaas provide a daily average for Saptenber
1987. '

(a) Total number of transactions and sharas exacutsd on
the NYSE.

{b) Total number of transactions and shares involving
block-size crdars (10,000 sharss or mors).

(¢) Total number of transactions and shares involving
ordars routsd via the Exchangs's automated systems?

(d} Total! nuuber of transactiona and sharss processed
by tha Exchange's "List™ systea.

= For each list program on October &, 14, 15, 16,
19, 20, and 26, please indicata:

Time of antry

Identlity of Firn
Princlpal/Agency Dasignation
strategy (if indicated)
Share Size

2 S I
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2. Please provide tha following clearing etatistics for

each trads date in Octobar 1987 and provide a daily
average for Sspteabsr 1587.

{a) Total numbar of guastionad or "don't know" tradas.

(k) Total number of quasticned or don't know trades

rasolved by supplamsntal msans at registearsd
clearing agencies,

(c} Total numbear of Quasticned or don't know trades

resolved through exchange facilities oh T+2, T+3,
T3, T+4, T5, T+6.

Iv. ©Order Routipg Evetems (Responss by Decembar 4, 1987 --
Contact Kathryn Natale at (202) 272-2405 or Alton Harvey at
(202) 272-2970)

Please provide the following statistics on each of the
Exchange's automated order routing systeams for sach of the
following trade dates: October 6, 14, 15, 16, 20, and 26. In
addition, for each of the following questions, pleasa provide a
dally average for the month of September 1587.

1. Average numbar of opaning and post—opening orders per
aacond for sach hour hracket (e.g., @:00 = 5:00, 10:00
-~ 11:00}.

2. Average number of opening and post-cpsning reports per
sscond for each hour bracket.z/

3. Averags nunbar of order tranemission delays dus to
"queuing® problams for sach hour bracket and avarage
length of delay for sachk “quaued® order,

4. Avarags size (number of shares) for ordars transaitted
during sach hour brackst.

5. Number of orders baing entarsd into the Exchange's
systams during each hour bracket.

(a) Of the nunbar of orders sntarsd during sach hour
bracket, how many vare printad out at tha
specialists’' posts for axecution: (1) within 5

In addition, pleass provids a graph of opening and post-
&/ cpening traitic. gimilar to ths sample graph attachecd to

this letter, for trade datas Octobar 6, 14, 15, 16, 1%, 20,

and 26, as wall ap for an avarage day in Septaxzber 1587.
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minutes of time of entry; (%) within 15 minutes;
{3) within 30 minutes; {4} within &0 minutas: (5}
after 60 minutes; (6) not at all?

{H) Of the nuabar of orders entered during sach hour
bracket, how many of thasa orders received fill
reports: (l) within 15 minutes of time of sntry:;
{2) within 30 minutes; (3) within 60 minutes; (4}
aftear &0 minutes; (5] not at all?

{Responee by December 11, 1587 -

Intermatket Trading System
-~ Contact Xathryn Natale at {202} 272-2405}

Please provide the fcllowing statistica for sach of the
following trade dates! Octoker 6, 14, 1%, 16, 19, 20, and 26. In
addition, for sach of the followving quastions, please provide a
daily average for the month of Saptembar 1987,

1.

Nunbar of ITS pre-cpaning notifications for each trade
date,

- Nuxber of shares requested in response to pre-
opening notifications.

- Nunker of shares sent pursuant to thess rajuasts.

Rumrer of "locked markets™ for ITS mtocks Tor sach hour
bracket.

= ©Of this number, how many ware causad by NYSE
mpacialiets?

Numbar of "crossed markets™ for ITS stocks for sach
hour brackeat.

= Of this nuaber, how many ware caussd by NYSE
spacialiste?

Numbar and nature of ITS inquiries or coxplaints, 9.9.,
trade-through complaints, directad to NYSE spscialists
for sach hour bracket.

- ©0Of this nunber, how maAny receivad respotses by the
FYSE mpecialists: (1) within 15 minutes; (2) within
30 winutas; (3) within 60 minutes; {4) after &0
minutes; (5) not at all.

Bimllar breakdowns for ingquiriss or complaints sent by
NYSE speacialists.
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6. Please provide a chronclogy of oparational problems in
ITS as well ap pariods in which the NYSE haited
cperaticne of ITS.
VI. Qther Systems Problegs (Reaponss by December 11, 1987 --

contact Kathryn Natale at (2D2) 272-2405)

For trade dates Octobar &, 14, 15, 15, 19, 20, and 26:

VII.

1.

Please provide a chronology of delays or other problems

in the consclidated guotation or transaction reporting
systens,

Please provide & brief chronclogy of similar problems
in the *low-spsad tape.®

(Response by Decenmber 11, 1987 --

Autonmation Enhancepents
Contact RKathryn Natale at (202) 272-2405 or Alton Harvey at
(202) 272=2570)

Plaage provide the NYSE's projections for overall capacity
to process tha following categorles of transactions by: (1) the
end of FY B8; (2) the end of FY 6%; (3) the end of FY 90,

1.

d.

Number of orders routed to the Exchange floor via
automated systems: (1) on an avarage dally basis: (2)
on a peak dally basis; (3) on an average hourly basis;
(4} on a peak hourly baslis; {5) on an avarage minute
basis; (6) on a peak minute basis.

similar breakdowns for the total nuxber of shares in
orders vhich can be routsd to the Exchange floor via
automated systams.

gfi{milar braakdowns for total numbar of transactions
processed on the KYSE.

Eimilar breakdowns for total numbar of shares traded on
the NYSE.

In addition, plesass submit copilss of all reports submitted

to the NYSE Board of Dirsctors since Ssptember 1, 1986,
concarning possible anhancements to the Exchanga's avtomated
order-routing systems and ovarall ordsr-processing capabilities.

YIII.

(Respconse due

Decezber il, 1987 == Contact Catharine MceGuire at (202)
272-2790 or Kathryn Natala at (202) 272-2405)
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Pleass provide a list of all complaints or inquiries
received by the NYSE by Novamber 13, 1987 concerning the October
market break. For sach complaint eor inquiry, plsase indicats ths
folloving:

1. W¥hather the complainant was an investor, a mamber, or a
reprasantativa of an issuer

- If the complainant is an investor, please: (a)
indicate whether the complalnant is an individual
investor or represants an institutional investor:;
and (b} identify the NYSE member firm for this
investor.

- If the complainant is a broker-dealar, please
idantify and indicata: (a) whether the firm is an
NYSE member; and (b) whethar the firm is
complaining for itaelf, an associated psrson, or a
customer.

= If the complainant repressnts an issuer, plsase
idantify the issuasr.

2. 7The trade dates subjsct to the complaint or inquiry.
3. The stock and ites specialist unit.

4. Whether ths following subject arsas wars included in
tha complaint:

{a} Bpscialist market-making parformance
(b} Non=-axacuticn of ordar

- by Epsclalist
= by Brokar

{e) Quality of ordsr axecution
= by Epecialist
= by Broker
{d) Late "fili* reports
{#) Inability to cbtain accurate guote prices
{f) Inability to contact brokar

(g) Broker ligquidating positlions due to margin calls
without ebtaining invastor assent

{h) Other complaints concerning broker
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(1) Other complaints concerning spacialist

{]J) Complaints concerning the Exchange's order routing
aystenms.

(k) Complainte about "tape” delays
{1} Complainta about spacialipts not uming ITS
(m} Allagationms of market manipulation

(n) Allegations of other securities law violations
{pleapa idsntify)

(o} Complaints about "program trading®
{p) Other (Identify)

We Binceresly appreciste your cooperation in helping us meat tha
severe time constraints imposed on vs for complating this review.

Bincerely,

ﬁ/ré./xutchu
Directar
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Naamss December &, 1987

D ISHGN OF
MARKET REGULATIEN

Harry Day, Esqg.
Counsel~Regqulation

New York Stock Exchange, Inc.
1800 R. Street, H.W.
Washington, D.C. 20008

RE: oQctober Market Break
Dear Mr. Day:

Thank you for the assistance and cooperation already
provided by the Exchange and its members in discussing with the
Commission staff the recent narket volatility. These discussions
were very informative and will aid the staff in its study of
market performance during this critical pericd.

During our visit to the Exchange cur staff made some
additional requests for information that will supplement the
information already requested in Richard Ketchum's Kovember 16,
1987 letter to Robert Birmbaum ("Novenmber 16 Letter®). This
letter is intended to confirm the additional information
requested which the Exchange staff has agreed to provida the
Commission. We would like to receive the following information
no later than December 11, 1987.

1. A comparison of the overall specialist stabjilization
ratas and percentage of participation as of
Novenber 23, 1987, and the rates for September 1987.
Please also identify ovarall TTv for all specialists
for each day during the weeks of October 19 and 26.

2. For the weeks of October 19, 26, Novembar 2 and 9,
please i1dentify each day when the exchange declared a
floor wide delay in the time by which a stock must be
opened or a notification would have to be sant out.
For each day jdentified state the period of time the
delay existed, €,q., 2:30-10:30. In addition, for
those dates identified, please describe how the
decision on a floor wide deslayed opening was wade, who
pade the decision, what factors wera involved, and at
wvhat peint in time the delayed opaning was actually
declared. '

3. For each day of the week during October 19 and 26,
please identify the number of percentage orders that
were sntersd and those that were sxecuted. Jdentify
those percentage orders which needed aither Fleor
official or Fioor Governor approval to be sxecutsd and
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if approval was granted or denied. Please describe how
the percentage crder volume figuras compare to periocds
of average trading activity.

In addition to the dates of Octoker 6, 14, 15, 16, 19,
20 and 26 jdentified in foctnote 2 of our Novexber 16
Latter, could you please provide a chart on opening and
post opening traffic for October 21, 22, 23, 27, 2B,
29, and 30 as well.

Please identify the stocks and violations your
surveillance departument 1s examining for the 25
investigations Bob McSweenay has copenad concerning
potential viclations that occourred Quring the week of
Octobher 19.

For all the stocks in which you are providing us
information pursuant to our Hovexber 19 Letter, please
identify which issuers announced corporate buy-backs
during the weeks of October 19 and 256. OF the issuers
identified, please state the time and date of tha
announcement and for how long the corporate buy program
lagtad. -

Pleage send a chart on your DOT system similar to the
diagraw drawn by your staff in our meeting on November
24. Please include in the diagram where ITS orders
enter the systen and to the extent possible mark the
places on the chart where the back-ups occurrsd.

Flease sand the October 3lst Focus reports for the
following firms: E. F. Huttoen, Paine Webber, Goldman
Sacks, Salomon Brothers, Kiddsr Peabody, Drexel
Burnham, Merrill Lynch, First Boston, Shearson Lehman,
Bear Stearns, Morgan Stanlaey, Dean Witter, Prudsntial
Bache, Donaldscn Lufkin, A.G. Edwards, Charleas Schwal,
Smith Barney, Thomson McKinnon.

Please provide us with the Specialist Capital Check
Report for the fcllowing dates:

10714 - 10/16 ,

10/26 ~ 16/30.
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Wa sincerely appreciate your cooperation in providing us
with this additional information in a timely manner to help us

meet tha time constraints imposed on us for completing our
raview.

Sincerely,

Dot 2o

rd Kramer
Assistant Diractar
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Hovember 25, 1%87

Prederic M, Krieger, Egg.

Agsotlare Seneral Counsel

Chiecago Poard Options Exchange, Inc.
La Salle at Van Buren

Chicago, Illinois 60604

Re: Qctober Market Break

Dear Fred:

A5 yOu khow, over the past several weeks, Holly Smith
and Howard Kramer have made varicus data requests to the
CBOE in connection with the Commiseion's study of the mar-
ket events of October 1987. We appreciate the helpful and
timely assiscance the CBOE staff has provided over a wicde
range of issues. WNevertheless, 1 thought it might be useful
if X gummarized In writing our various data reguests. In
addition, we ask that the informaticn be provided on or
before December 7, 1987. I1f this date &annct be met, or
if you have any guestions, please contact Howard Rramer
{202/272-2B89) or Holly Smith (202/272-2406) as scon as
peBsible.

l, Prnovide a list of all complaints or inguiries
received by the CBOE concerining the trade dates of Detober 12
to October 30, 1987. Por each complaint or inguiry, indicate
the nature of the complaint (e.g., pricing, late "fill" report,®
inability to obtain accurate guotes, etc.); the trade date{s)
involved; the option involved; and whether the complainant
is an investor or a CBOE member. If the complainant is an
investor, indicate whether he s an individual investor or
represents an institutional investor. If the complainant is
a broker-dealer, indicate whether the firm“is complaining for
itself or a customer.

2, Position Limits ~- All position limit vioclations
during the weeks of October 12, 19 and 26, 1937, and all
regquests for posltion limit exemptions during these weeks.
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3. RAES == The number of market makers on RAES for
each day duszing the weeks of October 12, 1% and 26, 1987,
for index products and a representative mample of eguity
options. In addition, the pnumber of market makers on RAES
by half hour time brackets for periods of free trading during
the wesks of October 13 and 19,

£#. A llst of all crading halts, formal or informal,
in any option called during the weeks of Dotober 13 and 19,
Please provide the time that each halt was imposed and the
time that each halt was lifted.

5. A liet of all trading rotations in OBYX and SPX (SPX
algso includes N5X in all references in this letter) during the
week of Qotober 19 {include opening rotations plus all others),
and any equities that had more than one rotation on any day
dyring that week, Pleage provide the times when the rotation
atarted and when it was completed,

6. Opening times for QEX, SPX and all equity optlions
during the week of October 19. .

7. Total number of ocut-trades each day during the week of
Gctober 19, and the same figure expressed a6 a percentage of
total volume., Please provide separate data for ouvt-trades in
OEX, and for purposes of compacrison, the average daily number
of out-trades in September 1987 with a separate ldentification
for QEX.

8. Toctal number of book orders {combine index and eguity
options) for the week of October 19. Comparison figures for
the preceding three months.

9. Data regarding the timeliness of execution of book
orders in DEX and equities, if posaible,

10, Equity and stock index option volume and trade statis-
tics from Cctober 1 to November & —- OEX and SPX volume and
trade statiscics for this period ahould be shown separately.
RAES volume and trade statistics alwo should bhe shown separately.

11, Average qucte spread statistics for every trade date
"from October 14-30 for IBM, EK, MCI, HWP, Amdahl, OEX, and
SPX, xeasured as & percentage of option premiums, Include
as & comparison a historical measure of dalily quote spreads
23 a percentage of option premium for these options.
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Fage Three

12. Time Valvpe Premicms on near term options for each
trade dage from October 19-30 for OEX, SPX, IEM, EK, MCI and
HWP option series. These time value premiums should be com-
pared tc a historical measure for a non-expiration week during
the months of January, April, and September 19§7.

13. Any information collected by the special “"group® or

"commpjititee” at the CBODE anzlyzing the pricing of QEX and SPX
optiona on December 20, 1947,

14. Por October 22, 1887, the last trade and closing
quote for all series of OEX and S5PX and any quote adjustment

15. A "pit profile® of the OFX trading pit for October 1§,
1%, and 21, This ghould include the nupbep of macket makers

who executed a trade in the OEX pit for each day, and the
percent each day of trades by the following categories: market
maker to market maker trades, trades with a floor broker on
enly one gide, and trades between two floor brokers,

16, A chronological gurvey of the steps the CBOE took in
dealing with the ligquidity concerns of Flrst Options and the
Possett Corporation.

1?- A F:ﬂfile Qf ﬂll fj-rmﬁ Hho .f-ﬂjnled- {'Ei .y went ocut
of business, transferred accounts or ctherwise sulfered severe
financial distress) during the weeks of October 13 and 19, and
summary of the primary reasons for such firm fallures, 1In
thie regard, please inform ue how many seat sales since
Dctober 13 have been due to such financial distress.

18. The number of market makers whoge trading activities
were termporarily restricted (including instances In which
market makers were asked to liquidate positions) by thelr
clearing firms. Please include the identity of the clearing
firms and the optiong in which the market makere trade.

19. A description of why the CBOE halted trading on
October 20, why 1t reconvened trading and the precise times
cf such trading halts.

I appreciate the efforts you and others at the CBOE are
axpending to produce the regueated information in a very short
_time sapan.

gincerely,
Richar® G. Ketchum
Director
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Hovambar 25, 1987

Carrie Dwysr, Eag.
Gansral Counssl
Amsrican Stock Exchange
86 Trinity Placa

Hew York, New York 10006

Ra: Octobar Harket Break

Daar Ms. Dwyaer:

We appraciats the asaistance and cocperation alrsady
provided by the axchange and its mermbars in discussing with the
Commizsion staff recent market velatility. Wa belisve thesa
discussions will aid the staff in its study of market parforsancas
during this critical paricd. While I understand that the
Comzission staff alrsady has made several data requasts from the
Anex, we alsc will need additional data from the sxchangs to
reconstruct accurataly trading during ths weeks of Octobar 13, 19
and 26. We raguast that the information outlined bBalow be
submitted to us by December 11, 1987. If you have any quastions

concerning the raquest, yon should contact Howard Kramer at {(202)
272=-2689 or Sharon Lawvson at (202) 272=-2%10.

In particular, wva reguest ths following information for tha
trade dates of October 16, 19, 20 and 26:

I. Equity Specialist PerloTmance

1. awdit trail information for the above dates in
GT1 Corp., Wang, Unicorp Amsrican Corp., Dillard
Dapartzent Stores, Amdahl, XK.¥. Timas, Washington
Post, Giant Food, and Delaurentis Entertainment;

2. spacialist positions in the sbove listed stocks both

befora the opaning and after the closs cof trading on
the above spacifisd dates;

3. dally specialist market making statistics for sach
stock for the above -E;Fiti-d dates, including, if
available, price continuity, market depth, quetation
spreads, stabilization percentags, and percant of
participaticn. Pleass provide an average for
Septeambar 1987 of thess statistics;
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4. data on all proprietary trading by spacialiets in the

abovae listed stocks, on tha datas spacifiesd above:

5. any other information, including any internal

II. QOparations

for sach trade date during the wesks of Octobar 1%
and 26, a list of all trading halts, the time sach
halt was lmposed and lifted and tha raason for the

1.

3.

halt.

rapcrtd, the sxchangs has on apecialist activity and
performance for the dates spacifisd above.

Pleass provide the following statistica for ths PERS
systen for October 6, 14, 15, 16, 20 and 26

= Average numbar of opaning and post-cpening ordars
par second for sach hour bhracket (e.¢., 8:00~9%:00,
10:00 = 11:00). '

= Avaragse numbar of opaning and post-opaning rsports
par sacond for sach hour brackat.

= Averags numbar of ordar trananission dslays dus to
"guening®™ prohlems for each hour bracket and
average langth of delay for esach "gueued®™ ordar.

= Avarage size (numbar of shares) for ordars
tranamitted during sach hour brackst.

« Nuzber of orders baing antered into the Exchangs's
systams during sach hour bracket.

(a)

{b)

0f the number of orders entersd during sach
hour bracket, how many vare printsd out at
tha apacialists?! post for axacuticon: (1)
within five ninutes of time of antry: (2)
within 15 minutes: (3] within 30 minutes:
(4) within 60 minutes; (5) aftar &0
minutes; (6) not at all?

Of tha number of orders antared during sach
hour bracket, how many of thess orders
recaived full reports: (1) within 15
minutas of time of entry; (2) within 30
ainutes; (3) within &0 minutes; (4) after
S0 minutes; (5) not at all?

Plsasps provide the following statistics for stocks
that tha ArRex serves As Drimary market for sach of
tha fellowing trade dates: Octobar &, 14, 15, 15,
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1%, 20 and 26. 1In additien, for aach of the

following guestions, please provide a daily average
for the sonth of September.

Number of ITS pre-opening notifications for
each trade data,

= Number of shares requested in response to
Pra~opening notifications.

= NHumbar of shares sant pursuant to theae
requests,

Number of *locked markets" for ITS stocks for
aach hour bracket,

= Of this number, how many were caused by Amex
spacialigte?

Number of "crossed markets*® for ITS stocks for
sach hour bracket,

= Of this number, how many were caused by Amex
speclalists?

NHunber and nature of ITS inguirles or

complaints, e.9. trade-through complaints,
directed to Amex specilalists for sach hour
bracket,

- 0f this nuxber, how many received responsas by
the Anex speclaliste: (1} within 15 minutes;
{2) within 30 minutes: (3) within &0 minutes;
{4) after 60 minutes; {(5) not at all.

gimilar breakdowns for ingquiries or coxplainte
sant by Amex specialists.

Pleasga provide a chronology of any oparational
problams in ITS as well mE any paricds in which
the Amax halted operation of ITS.

III. Markst Statistice

1. Plaase provide the number of Amax firm failures as
well as the names of market makers (l.e..
spacialiets, REMMs, R0Ts) that falled or vers forced
to merge or be acguired due to financial
difficulties.

Please provide the following trade statistics for
each trade date in October 1987 and for each hour
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brackst for Octuber 16, 19, 20, and 26. In

addition, plsase previda a dally average for
Sapteambar 1587.

{(a) Total nupbar of transactions and shares sxecuted
on the Ansx.

{b) Total numbar of transactions and sharss

involving block-size orders (10,000 sharss or
ROTE) .

{c) Total number of traﬁsa:tinn: and sharas
invelving corders routed via tha Exchange's
automated systans?

Plazas provide the following clearing statistics for
aach trads date in October 1987 and provide a daily
avarage for Ssaptember 1987.

{(a) Total numbar of qusstionad or "don't know"
trades.

{b) Total number of questioned or don't know trades
resclved by supplenantal msans st reglistersd
clearing agencies.

(¢) Total number of Questicned or don't khow trades
rasolved through axchange facilitiss on T+2,
T+3, T4, T+5, T+&,

IV. options Market

All position limit violations for trada dates during
the wesaks of October 12, 19, and 26, 1887, and all

raquasts for position lilit lx-nptiunl during;;hll-
vesks.

..._.. 1:.- -

A 1ist of all trading balts, formal or. Anforami, .-Ln'
any option during the weak of Octobar 1%.t%Pleasa
provida the time that sach halt nl...hpu.l-’ﬂaﬂ Fhe

time eAch halt was liftad, .Hr?ﬂﬁE;;; T
A list of all trading rotaticns 'n pA XTI - °
during the wvaak of Octobar 1% and =gu tlons

that had mora than one trading sotition st udyslay
that week. Plesas provida thas time vhan'the
rotation startad apd wvhan it was complatesdy
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5. Any data regarding the timeliness of execution of
boock ordars in XMI and aquity options during the
waeX of October 19, 1987, if availlahkleae.

6. Equity and stock index option velume and trade
statistice from October ), to Movember 6, 1987. XMI
and XII statistics should be meparated.

7. Dally specialist market making statisticas for xwI,
Apple Computer, and Household International for
October &, 14, 15, 16, 1%, 20, and 26, 1987. 1In
addition, plsase provide an average for Gaptamber

1587 of these dally statistice. Statistics should
cover:

Price continulty:;
Market dapth;

Quotation spreads;
Stabilization percentage;
Percentaga of participation

8. Average quote apraad for XMI zsasured, as a
parcentage of premium, for evary trade dates from
Octobar 14-30, as well as a historical msasura for
comparison purposes.

9. Tipe value premlums on near-term options for XMI,
Hougeapold Internatisnal and Apple Computar optione
for sach trada date from October 19=30, as wall &

for a non-explration week in January, April, and
Eaptembar 15B7.

[ aincartly appracisata your cooperaticn in balping us meet
tha sevara time constraints iwposad on us fer coxpleting this
review.

Sincersly,

Richard G. Ketchum
Director
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MARCET REGIAATION Noveanber 25, 1987

william &. Morton, Jr.

Chairpan and Chief Executive Officar
Boston Stock Exchangs, Ina,

Cne Bagtan Place

Bocaton, MA Q2108

Daar Mr. Mcorton:

Thank you for the assistance and ccopsraticon already
provida2 by the exchangs and its mambars in discussing with the
Coxmissicon staff the recent market volatility. We balisve thase
discussions will aid the staff in its study of market performance
during this ecritical period.

I understand ycu have provided some data alreaady to the
Commission staff. Wa alaoc will need additional data from your
axchange to reconstruct accurately the trading by specislist
firms during the weaks of Octobar 12, 19 and 26. Wa raguast that
the informatien outlined below be subaitted to us by Decamber 11,
1987. If you have any questions concerning the request, you can
contact Howard Eramer at (202) 272-288% or Sharcn Lawson at
{202} 272=-2910.

In particular, wa request the following information for the
trads dates of Octoper 16, 19, 20 and 26:

I. Specialist Aetivity

1. Audit trail)l and/cr transaction journal inferzation for
any trades exacutsd on your sxchange on the above dates
in Intarnational Business ¥achines, Merck & Co.,
Eaatman Rodak, Genaral Motors, U.5. Bteel, Coca Cola,
Dayton Hudson, Bewment Mining, GEICO, Bell & Howell,
Holly Farms, Houssheold International, Genrad Inc.,
Universal Matchbox Group Ltd., Malaysia Mund, Zsnith
Laboratories, Ryland Group, Towle Manufacturing,
ghoetown, Harley Davidson, Lonestar Industries, and
Cineplex Odson Corp.

2. bpacialist positions in the above listed stocks both

bafcrs ths opsning and after the close of trading on
the abovae dates.

3. Data on all propristary trading by speclalists in tha
abova listed stocks, on the dates specified mhove, to




5.

the axtent this infcrmation is not alresdy included in
the audit trail information provided by the sxchange.

Any other inforpation the sxchange has on spscialist
activity and performance for the dates spaclflied abova,
including any internal reports, or stetistics on market
making parformance., 1In particular, we would appraciate
recalving information about the Septh, continuity and
gquote parforaance of your speclalists.

In bhandling orders, particularly limit orders, Low did
the spsclalist ensure that thooe crders recsived so-

callsd "primary market protecticon” during the waeks of
Ooctober 12, 19 and 26.

Estimate the total capital avallable to your
specialists to take positions.

Specialist Operations

Flease provide a list of all axchange meazbar flrms that
act as clearing agants for speclalists (®clearing
napbers™), and, for sach clsaring mamber:

{a} +the idantity of all specialista for wihom it acted
at any time during Coctober 1937, and

{(p) the securities l:iign-d to such spaclaliste.

I1II. Qperatlions

1.

Plaass provide the following trading statistics for
each trade data in Octobsr 1587 and for sack hour
bracket for Cctober 15, 19, 20, and 26. 1In additjon,
please provide a daily avarage for September 1987,

(a) Total number of transactionsm and sharss sxecutsd
on the axchangs;

(b} Total numbar of transactions and sbares involving
block~size orders (10,000 shares or more);) and

(¢) Total numbar of transactions and shares involving
orders routed via the axchange's automatad
systems, In sddition, of thé number of orders
antersd during each hour brackat, how many orders
raceived £i11 reports within 5 minutes of time of
antry? Within 15 minutes? Within 60 minutas?
Aftar 60 minutes? Not at all?
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Plaase provide the fo.lowing comparison &nd cleering
statistics for each trade date In Octobar 1987 anc
provide a daily average for Septamber 19a7.

{(a) Total number of gquesticnad or disputed trades:;

{b) Total numbar of questionad or disputed trades
resolved through & ¢orrection procass at
registared clearing aganciss; and

(c) Total nuaber of quastionad or disputed tradas
resolved through a correction process at itha
a¥changa en T + 2, T+ 3, T+ 4, T + 5, later than
T + 5.

Flease provide a chronology of any modificstions,
raductions, or cessation of operatlon ol your small
ordsr routing and axecution systam during the wesks of
Octobar 19 and 26, 1987. Plesase aXplain the acticns
listed in the chreonclogy. How were member firmr
affectad? What staps doas tha exchange intand o take
in reaction to problems in tha operaticn of tha system?

Please provide a dsscription of any probleams
experienced with ITS during the weaks of October 12, 19
and 26, 1987, In addition, pleasa specify tha amcunt
of order flow ment and received through ITS during
thess weeks.

Einancial Integrity

Please provide a list of all market-makers (both equity
and option, if applicabls} that sxperisnced
capitalization problems during the wasks of Octcber 12,
19, and 26, 1987, including the date and end resul:t of
any actien resulting from such problams.

Custoper Convlaints

A list of all ceopplaints or inquiries from axchance
mapbears racaived by your axchanhgs concarning treadas
(aquities and options) during the wesk of Octobar 19,
1987. Foxr sach uulfllint. indicats the nature of thes
corplaint {(g.g., pricing, late £ill raport, atc.), tha
trade date involved, tha sscurity involved, and whether
tha firm is complaining for itsalf or & customar.

We underatand that the Coxmission's Office of Consumer
Affairs has sent your axchange a lesttar reguasting
aimilar information concerning complaints by
individuals.
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We sinceraly appraciata your ccooperaticon in halping us mest
the severe time constraints imposed on us for completing this

reviev.
Sincaraly,

FocbetD. e,

o
Richard G. EKatchum
Directocr
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SaESD CTTIES AND KaAalHAMNGE COMMISSION
WASH. N TN DO 2O84T

v 4t0om QF

MARKET MECUL A tiu Novaahur 25- 1937

Richarz . Nishofy

Presic-nv

Cincinrarl Etsck Exuihangs, Inc,
205 Dixie Tarminal Eullding
Cincim—atl, OH 45202

Dear ¥r, Yilehoff:

Thank you for the apsistance and cooperation already
provided by thes sxchange and its merbers in discussing with the
Cena:selon staff the racent market volatility. Wa balieve thase
discussions will aid the staff in itl study of sarket parformance
during this critical) period.

I undarstsnd you have providad some data mlready to the
Comnmisslor staZf. We alsc will nesd additional data from
sxchange to reconstruct accuratsly the trading by speaclalist
firma during the veeks of Cctobar 12, 19 and 16, Wa ragquast that
the information outlined below be submitted to us by Decamber 11,
1987. If veu have eny questlons cancarning the requast, you can
contact Howard Rramer at (202) 272-2889 or Sharon Lawvson at
(202} 272=-2510.

In particular, wve raquest tha following information for the
trade dates of Qctcober 15, 19, 20 and 26:

1. rudi* trail and/or transaction journal information for
any trades axecutsd on your exchangs on ths above dates
in Internaticnal Pusiness Nachines, Merck & Co.,
Eastman Xodak, Ganaral Motors, U.B5. Btsal, Coca Cola,
Davton Hudeson, Newmont Mining, GEICO, Ball & Howell,
Holly Farms, Household International, Ganrad Ine.,
Universal Matchbox Group ltd,, Malaysia Mind, Zanith
1aboratories, Ryland Group, Towla Manufacturing,
Shostouwr:, Harlsy Davidson, Lonastar Industrias, and
Cinepleax Odaon Corp.

2. gpeciclist positions in the abova listsd stocks both
bafore the opaning and aftar tha closa of trading on
+tha pbove dates.

A tata on all propristary trading by specialiste in the
arove listad mtocks, on ths datas spacified abovs, to




ths extant this information im not alrsady included in
the audit trail information provided by the exchange.

Any othar inforsation the exchange bhas on specialist
activity and performance for the dates specifiasd above,
incinding any internal reports, or statistics on market
making performance, In particular, we would appreciatae
receiving information about the depth, continuity and
quote parformance of your spacialists.

In handling orders, particularly limit ordars, how did
the spaciallist snsure that thoss orders racaived so-
callad “primary markst protection® during the veasks cof
Octobar 12, 19 and 26,

Istimate the total capital available to your
specialists to take positions.

II. gSpeclalist Operations -

1.

Flaass provide a list of all exchanga mambar firms that
act as clearing agents for speclalists (“claaring
mazbara®™), and, for sach clearing mapber:

(a} the ldeantity of all specialimts for whom it acted
at any time during Octcbar 1987, and

{b) the securitiss assigned to such specialists.

III. Dperaticns

1.

Please provide the following trading statistice fer
sach trads dats in Octcbhar 1567 and for sach hour
bracket for Octobar 1&, 1%, 20, and 36. In addltion,
please provide a daily avarage for September 1987.

{a) Total number of transactions and shares avecutsd
on the exchange;

(b) Total numbar of transactions and shares invelving
block=size orders (10,000 shares or mors)}; and

(¢) Total numbar of transactions and shares involving
orders routad via the sxchangs's avtomated
systems. In addition, of the number of corders
sntarsd during each hour bracket, how many orders
raceivad 711! raports within 5 minutes of time of
antry? Within 15 minutes? Within &0 minutes?
Aftar 60 minutes? HNot at all?
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Pleass provide the following comparison and clearing
statisticas for each trade date in October 1587 and
provide a daily average for Septamber 1987,

{a) Total number of questioned or disputed trades;

(b} Total numbar of quastioned or disputad tradas
ragclved through a correction process at
registersd clearing agancies; and

(¢c) Total number of guestioned or disputed trades
resolved through a correction process at the

exchange on T + 2, T+ 3, T + &, T + 5, later than
T 4 K.

Plesase provide a chronclogy of any modifjcations,
reductions, or cessatiocn of operation eof your small
order routing and axecution system during the weeks of
October 19 and 26, 1587. Fleaase axplain the actions
listed in the chrenolegy. How wers menber firms
affected? What staps does the eaxchangs intend to take
in reaction tc probleme in the cperation of the systenm?

Plaase provide a description of any probleas
experienced with ITS during . the weaks of Octobar 12, 19
ang 26, 1987. In aadition, please specify the amount
cf ordar flow sant and received through ITS during
these weeks,

Financial Intearity

Plaase provide a list of all market-makers (both squity
and option, if applicable) that axperienced
capitalization problams during the weaks of Octobar 12,
19, and 26, 1987, including the date and end rasult of
any action rasulting from such prochlems.

Custoper Complaints

A list of all complaints or inéuirinﬂ from sxchange
aspbers raceivad by your sxchange concerning tradass
(equities and cptionm) during the waek of October 19,

" 1987. Yor sach complaint, indicate the naturse of the

complaint (p.9., pricing, lats £ill report, ete.), the
trada date involvad, the security invelved, and wvhether
the firm is complaining for itsslf or a custoser.

We updarstand that the Commisplon’s Office of Consumer
Affairs hap sent your exchange a latter regquesting
similar information concerning complaints by
ingdividuals.
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We sinceraly appraciata your coopsration in helping us mast
the sevars tims constraints impomed on us for completing this
raviev,

& nrwly,

Yo )Y bt

Richard G. Eatchum
Dirsctor
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LUNITED STATES
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DIviZion oF
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John G. Weithars

Chairman

Midwest Stock Exchangm, Inc.
440 South La Salle Streat
Chicage, Illinois 606505

Daar Mr. Welthars:

Thank you for the asaistance and cooparation alrsady
provided by the exchangs and its members in discussing with the
Conmission staff the recant market volatility. Wes beliave thess

discussions will aid the staff in its study of market parformance
during this critical period.

I undsrstand you have provided some data alrsaady to the
Commiggion staff, Wa alsc will need additicnal data from your
exchange to reconstruct accurataly the trading by spascilalist
firas during the weeks of Qctober 12, 19 and 26, We request that
the informaticn outrlined below be subpitted tc us by Decarber 11,
1987. If you have any quastlons concerning the reguest, you can

contact Howard Kramer at (202) 272-2889 or Eharon Lawsoen at
(202) 272-2%10.

In particular, wa ragquest the follewing infcrmation for the
trade dates of October 18, 19, 20 and 2&:

I. gpecialiet Activity

1. Audit trall and/or transaction journal information for
any trades axscuted on your sxchange on the above dates
in Intarnational Business Machines, Marck & Co.,
Eastwman Xodak, Ganeral Motors, U.5. BEteal, Coca Cola,
Dayton Hudson, Wewmont Minlng, GEICD, Bell & Howsll,
Holly Farms, Bousshold International, Genrad Inc.,
Universal Matchbox Group Ltd., Malaysla Pund, Zfanith
Taboratorias, Ryland Group, Towle Manufacturing,
BEheetowry, Harley Davidson, Lonsstar Industriex, and
Cineplex Odeon Corp.

2. Spacialist positionz in the above listed stocks both

befora the opening and after the close of trading on
ths above datas.

3. Data on all proprietary trading by speclalists in the

;izggb sbove listed stocks, on the dates specified above, to
!
i



the extant this information is not already included in
the audit trall informatieon provided by the axchangs.

Any other information the sxchangs has oh spacinliat
activity and parformance for the dates spacifiesd above,
in¢cluding any intarnal raports, or statistics on market
saking parforzance. In particular, wa would appraciate
raceiving informaticen about the depth, continnity and
gquota parformance of your specialists.

~ In handling erdars, particularly limit orders, how dia

the speclalist ansurs that thess ordars racaived sc-

called ®"primary market protaction® during ths weaks of
Octobeay 12, 1% and 24,

Estimate the total capital avallable to your
specialists to taks positions.

II. Epeclalipt Opsraticns

1.

Pleaase provide a list of all axchanga masbar firms that
act as clearing agants for spacialists (“clearing
nenbela"), and, for sach clearing menber:

(a) the idantity of &1l spacialists for whom it acted
at any time during Cctober 1987, and

(b} the securities asgignad to such specialists.

III. Qperaticns

1.

Plaase provide the following trading statistics for
sach trade dats in Octobar 1987 and for each hour
bracket for October 16, 19, 20, and 26. In sddition,
pleass provide a dally average for Gaptamber 1987.

{a) Total nusber 6f transactions and shares axscuted
oh ths axchangs;

(b) -Tntnl nupber of transactions and shares involving
block-size ordars (10,000 ‘shares or more)s and

(c) Total nuaber of transactions and sharesa involving
ordars routed via the sxchangs's sutomated
systens, In addition, of the number of ordars
antersd during each hour bracket, how many orders
recaived £ill reports within 5 minutes of tine of
sntry? Within 15 minutes? Within 60 minutes?
After 60 minutes? Not at all?
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Plaase provide the folloewing comparimon and clsaring
statistice for sach trade date in October 1987 and
provide a dally average for Saptembar 1987,

{a) Total numbar of guestiocned or disputsd tradas;

(b) Total numbar of questioned or disputed trades
resolved through a correction process at
registerad clearing aganciess: and

(e} Total mumbar of quastioned or disputed trades
resolved through a correction process at the
axchange on T + 2, T + 3, T + 4, T + 5, later than
T+ 5.,

Plaaga providea a chronclogy of any modifications,
raductions, or cessation of operation of your small
order routing and execution system during the weeks of
October 19 and 25, 1987, Pleass sxplain the actionas
listed in the chronclogy. How vare aaaber firms
affectad? What ateps does the axchange intend to take
in reaction to problems in the opsration of tha systam?

Pleage provide a dascription of any proble=xs
expsrienced with ITS during the wasks of October 12, 19
and 26, 1987. In additien, pleasa specify the amcunt
of order flow sent and received through ITS during
these wanks,

With respect tec your OTC/UTP pilot system, plesase
provide information on trade volume, trading halts, 1f
any, and, generally, problsms snocountsred during the
vasks of Octaber 12, 19 and 26,

Einancisl Integrity

Fleasa provide a 1llst of all market-makers (both aquity
and option, if applicablae) that sxparisnced
capitalization problame during the weeks of Octobar 12,
19, and 26, 1587, including the date and sand result of
any action resulting from such problens. '

Customer Complaints

A list of all complaints or inquiries from exchange
mexbers rscaived by vour axchange concerning tradss
(equities and options) during the week of Octcbar 19,
1987. TFor sach complaint, indicate the naturs of ths
corplaint (m.g., pricing, late fill report, atc.), the
trade date involved, the securlty involved, and whether
the firm is complaining for itself or a customar.

e underetand that the Conmissionta Office of Consumar
Affalrs has sant your axchange a lettar regquesting
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similar information concerning complaints by
individuals. d

Wa sincaraly apprecista your cooperation in helping us maet
the severs time constraints imposed on us for complating this

reviav,
Sincaraly,

Vo B. bt

Richard 6. Katchum
Director
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Dr. Maurice Mann

Chairman & Chief Exacutive Cfficar
Pacific stock Exchange, Inc.

301 Pine Strest

San Francisce, €A 94104

Daar Dr. Mann:

Thank you for the aasistance and cooperation already
provided by the exchangs and its members in discussing with the
Commission staff the recant markst velatility. We haelisve these
discussicons will aid the staff in itl study of market performance
during this critical period.

I understand you have provided some data already to the
Comrission staff. We also will need additicnal data from your
exchange t¢ reconstruct accurately the trading by specialist
firms during the weeks of Cctober 12, 1% and 26, We request that
the infcormation outlined below be submitted to us by Decamber 11,
1387. If you have any guestions concerning the reguest, you can
contact Howard Kramer st (202) 272-288% or Bharon laweson at
{202) 272-2%10.

In particular, wa request tha following information for the
trade dates of October 16, 19, 20 and 26:

I. Speclalist Activity

1. Audit trail and/or transaction journal information for
any trades exacutad on your axchange on the abova dataes
in Intsrnaticonal Business Machlines, Msrck & Co.,
Eaatman Fodak, Geahwnral Motors, U.EB. Etaal, Coca Cola,
Daytan Hudson, Newmont Mining, GEICO, Ball & Howell,
Holly Farms, Household International, Genrad Inc.,
Universal Matchbox Group Ltd., Malaysia Pund, Zanith
Laboratories, Ryland Group, Towle Manufacturing,
Shoetown, Harley Davidscon, lLonestar Industriss, and
Cinaplex Odaon Corp.

2. BSpacialist positiona in ths above listed stocks both
bafore the copaning and after the closa of trading on
tha abova dates.

3. Data on all proprietary trading by spscialists in the

fgﬂ . above listed stocks, on the dates specified above, to
=1

i ¥
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tha sxtent this information is not alraady included in
the andit trail information providsd by the axchangs.

Any cther inforpation the mxchange has on spaclalist
activity wsd performance for the dates spacified above,
including any internal reports, or statistics on markat
maxiing parformance. In particular, wa would apprsciata
receiving information about ths depth, continuity and
guote parforaance of your apecialists.

In handling ordars, partisularly li=it orders, how did
the opacialist ensure that those ordars recelved sc-
called "primary markat protection® during the weaska of
October 12, 19 and 26.

Egtimata the total capital avallabia to your
spaclaliste to take positions.

IX. Speclallgt Operations

Pleage provids a list of ;ll axchange mepber firms that
act a8 clearing agents for spacialists ("clearing
menbars®), and, for sach clearing member:

fa} the ildentity of sll specialists for whom it acted
at any time during october 1587, and

(b} the securities n-:iqnid te such spacialists.

III. Queratione

1.

Please provide the following trading statistics for
aach trade date in october 1947 and for sach hour
bracket for October 1&, 19, 20, snd 26. In addition,
pleass provide a dally average for Septamber 1987,

(a) Total number of transactions and shares axscuted
on the exchange;

(¢t} Total number of traneactlons and sharss involving
block-size ordars {10,000, shares or more); and

(c) Total number of transactions and sharas involving
ordars routed via the axchange's avtomated
systems. In addition, of the nuabar of orders
antersd during sach hour brackst, how Bany crders
racsivad £ill reports within % minutes of time of
antry? Within 1% minutas? Within 60 ninutas?
Aftar 60 minutes? Not at all?
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Flease provide the fcllowing compariscn and clsaring
statistics for sacr trade data in October 19&7 and
provide & dally average four Septaxbar 1987,

(a) Total numbar of guastionsd or disputsd trades;

{(b) Total number of questionad or disputad trades
rasolved through a correction procass at
registarsd clearing agencies; and

{c) Total numbar of questioned or disputed trades
resolved through a correction process at the
sxchangs on T + 2, T+ 3, T+ 4, T+ 5, later than
T + 5.

FPlaanse provide a chronelogy of any modifications,
reductions, or cassation of coperaticn of your small
order routing and sxscution systsm during the wesks of
Octcber 19 and 26, 13587. Plesass axplain the actions
listad in the chronology.. How wers mamber firme
affected? What steps does the sxchange intand to take
in reacticn to problems in the operation of tha systanm?

Fleass provide a dlscriptinn“hf any pfnblun:
experienced with ITS during the wvesks of Octobar 12, 13
and 26, 19287. 1In additicn, please specify tha amcunt

of order flow mant and racaivad through ITS during
these waeks. :

Financial Inteagrity

Please provide a list of all market-makers (both aguity
and option, if applicanle) that axperisnced
capitalization problems during the weeks of Octcber 12,
19, and 26, 1987, including the date and and rasult of
any acticn rasulting from such prcblems.

Custoper Complsints

A list of all complaints or inquiriea from axchange
magbars received by your sxchange concarning trades
during the weakx of Octcober 19, 1987. For sach
complaint, indicata tha nature of the complaint (s.9.,
pricing, late f£ill report), the trade date invelvad,
the sacurity inveolved, and whether the fivm is
complaining for itself or a customar.

Wa undarstand that tha Coxmission'a Office of Consusmar
Affalre hes sent your axchangs a letter reguesting
similar information concerning ecmplaints by
individuals.
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VI. Qptlons

A 1ist of all trading halts, fermal or informal, in any
option called during the weakX of October 19, Plaasa

provide the tims sach halt was imposad and the time
each halt was lifted.

The audit trail for October 1% and 20 for any broad-
based index option tradad on your axchange.

Data regarding the timeliness of sxscution of boak
orders in your opticns during the waak of Dctoler 19,
1587, if available.

A maasura of the leval of markat-makar parformanca
{(e.9,. average quote spread} in any broad=based index
gpticen traded con your exchangea and for the firat,
fifth, and tanth meat activa sguity options traded on
your exchange )1/ as wall as opticns on Dayton Hudson,
during the waeks of October 12, 19 and 26 and a
rapresantative week in July.

An analysis of the pricing ralationship maintained Iin
the 10 most active options classes (for the quartsx:
ending Saptamber 30, 1%87) tO thair underlying intsrest
{g.9., Wers there pricing problazs? Did volatilizsy -
astimates lncrease?) for the wesks of October 12, 1%
and 26, : :

All position limits violations during the wesks of
October 13, 19 and 26, and all requests fcor positicn
lixzit exapptions during thess weaks.

Total number of cut-trades sach day during the wesk of
October 19, and the same figure axpresssd as a
parcantage of total volume. Fleass provide separste
data for ocut-tradas in any broad based index opticn,
and for purposas of comparison, the mvarage daily
nuebar of ocut-trades in Ssptambar 1587 with a sepazata
{dentification for such broad based index copticnm.

r

Fa

1/ As maasursd for the waek of Qctober 1%, 1987.
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We sinceraly agpreciata your cooperation in belping us mest
the savars time constraints {mposed on us for completing this

raviaw, . 1y,
PAMLY 7 A
]

Richard §.
pirector



UNITED STATES
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WASHINGTOMN. D Z05AF

uu:;I:::u::ﬂ#u Hovaznber 25, 1987

Nicholas . Gicrdane

Pragidsnt

Philadelphia Btock Exchangs, Inc.
1500 Market Strest

Philadelphia, PA 151031

Dear M», Giordano:

Thank you feor tha asaistance and cocparation already
provided by the axchange and its members in discussing with thae
Commission staff tha recent market volatility. WwWe balisve these

discussions will aid tha staff in its study of market parformance
during this critical pariod. '

I understand you have provided some data alraady to the
Commission staff. We also will need additional data from your
exchangs to reconstruct accurataly the trading by speclalist
firms during the weeks of Cctober 12, 19 and 26. We Isquast that
the information outlined balow be submitted to us by December 11,
1987. If you have any questions concerning ths requast, you can
contact Howard EKramer at (202) 272-288% or Sharon lawvson at
(202) 272-2910.

In particular, we request the following infermation for the
trade dates of Qcteber 16, 19, 20 and 263

I. Specialist Activity

1. Audit trail and/eor transaction journal information for
any trades sxscutad on your axchange oh the above dates
in International Business Machiness, Marck & Co.,
Eastuan Kodak, General Moctors, U.S. Stesl, Coca Cola,
Dayton Eudson, Newmont Mining, GEICC, Baell & Eowall,
Holly Farms, Eousehold Intermational, Genrad Inc.,
Univarsal Matchbox Group Ltd., Malaysia Fund, Ienith
taboratorias, Ryland Group, Towle Manufacsturing,
ghoetown, Harley Davidson, Lonestar Industries, and
Cinaplax Odeon Corp.

2. Bpecialist positions in the above listed stocks both
befors the opaning and after the closs of trading on
the above catas.

3. Data on all proprietary trading by spacialists in the
e, _ above listed satocks, on tha dates spacified above, to
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the axtent this information is not already includad in
the audit trail information provided by the axchangs,

Any othar information the axchanga has on spacialist
activity and parformance for the dates spacified akove,
including any internal raports, or statistics on aarket
makxing performance. In particular, we would appreciata
receliving information about the depth, continuity and
quote performance of your specialists.

In handling ordexs, particularly limit orders, how did
the specialist ansurs that those ordars racaived sgo-

called "primary markst protection™ during the waaks of
October 12, 1% and 26.

Estimate tha total capital avallable to your
spscialists to take positions.

Speclalist Operations

FPlease provids z list of all sxchangs sember firas that
act &§F clsaring agents for spscialists {("clearing
mazlers™), and, for each clearing mamber:

(a} the identity of ail spscialists for whom it acted
at any time during Octobar 1987, and

(b} the securitiss nl;iqn-d-tn such specialists.

IIz. goerations

R R
ik

1.

T

Pleass provide tha followling trading statistics for
sach trade date in October 1557 and for sach hour
bracket for October 16, 1%, 20, and 26. In additien,
please provide & daily average for Beptambar 1987,

{(a) Total number of tyansacticna and shares sxecutsd
on the axchanga;

(h] Total number of transactiona and shares involving
block-slze orders (10,000-sharas or more); and

(e} Total numbar of transacticns and sharss involving
ordars routad via the axchanga's autcmatasd
aystams. In addition, of the pumber of orders
entered during sach hour kracket, how many ordars
recaived £ill raporta within & minutes of time of
antry? Within 15 minutes? Within 60 minutes?
After 60 minutes? Not at all?
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Fleage provide the following comparison and claaring
statistics for each trade date in October 1587 and
provide a daily avarage for September 1987.

{(a) Total number of questionad or disputed trades:

(b} Total number of guestlioned or disputad tradas
resolved through a corracticn process at
ragistared clearing agencies; and

{c) Total number of guestionad or disputed tradas
reasolved through a correcticn procass at tha

axchange on T + 2, T+ 3, T+ 4, T + S5, later than
T+ 5.

Pleasa provide a chronology of any modificationa,
reductions, or cessation of operaticn of your small
order routing and sxecution syatam durlng the waeks of
Gctober 19 and 26, 1%87. Please axplain the actions
listed in the chronoclogy. - How were member flrms
alfected? What steps does the exchanga intend to take
in reaction to problems in the operation of the systenm?
Please provide a descripticn of any problans
experienced with 178 during the weeks of October 12, 1S
and 26, 1987. 1In addition, please specify the amount

of order flow sent and receivead through ITs during
these weeks.

Financlel Integrity

Please provide a lipt of all market-makers (both equity
and option, if applicable) that experianced
capitalization problems during the weeks of October 12,
19, and 25, 1987, including the date and and result of
any action rasulting from euch problems.

Custoner Complaints

A list of all complaints or ingquirlies from exchange
paxbors racelved by your exchanga concerning trades
during the waeeak of Octeber 15, 1967. For each
copplaint, indicate the natura of the complaint (&.%.,
pricing, late fill report), the trads dats involved,
the wacurity involved, and whether the firm is
cogplaining for itself or a customer.

We understand that the Comission's 0ffice of Consumer
Affairs has sent your axchange a latter requesting
sinilay information concerning complaints by
individuale.



E-62

VIi. Qptiong

1. A list of all trading halts, formal or informal, in any
optien called during the wesk of Octopar 19. Plsass
provide the time sach halt was imposed and the time
sach halt was 1ifted.

2. The audit trail for Octobar 19 and 20 for any broad-
based index option traded on your axchangs.

a. Data regarding the timeliness of execution of book
orders in your cptions during the wesk of October 1%,
1987, if availablas.

4. Please provide daily specilalist market making
statistice for value Lina, Newmont Mining and Genrad
Inc. opticne as well as for your firet, fifth and tanth
nost active egquity eptions, L/ fer Octobar 6, l4, 15,
16, 19, 20, and 26, 1987. In additicon, pleass provide
an avarage for Septsnber 1987 of these dally
statistics, Statistics should covar:

™

== Price continuity:
-= Market depth;

-= Quotation spreads;
-- Gtablilization psrcantages; and
=~ Parcentags of participatien.

5. An analysis of ths pricing relationship maintained in
tha 10 most active options classes (for the quartsr
anding Beptambar 10, 1987) to thelir undayrlying intarest
(2.9., Were thare pricing problazs? Did volatility
ilgilatll in=raasa?) for thsa weaks of Octobar 12, 19
and 26.

&. All positiecn limits viclations during the wesks of
Octobar 13, 19 and 2&, and all raguests for position
linit axawptions during thasa weaks.

7. Total numkar of out-trades sach day during thu waak of
October 19, and the same figurs expressad as
parcentags of total volume. Please provida llplrltl
data for ocut-tradas in any broad based index option,
and for purposss of comparison, the average daily
nurbar of cut~trades in Saptaabar 1987 with a saparate
jdentification for such broad bassd indax optjons.

Z

/
ff i’ As maagursd for ths wask of Octobar 19, 1%87.
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Ws aincaraly mppreciata your cooperation in helping us meat
ths severs time constraints imposed on ua for completing thies
reviev.

Einceraly,

f o I Y et s

Richard G. Xatchum
Dirsctor
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Joa Carsichael

Ganeral Counsel

Baston Stock Exchange Clearing Corporation
1l Boston Placa, 38th Floor

Boston, Mamsachuastts 0210%

RE: Qglober Market Break
Daar Joa:

As you Bay be aware, the Divieion is conducting a
coxprehensive raview of market activity during the record volunme
and market decline in Octchber 1%87. Wa would appreciate having
your office coordinate the responses to the following items.
¥our gtaff has provided us with considerable data during the last
month and we appreclate their responaiveness and cooperation.

If information is availakle in a readily avallable, but different
format, we Are prepared to accept that data in that format. We
request that this informatien be subritted to us no later than
December 10, 19B7. If you hava any guestions please contact
Jonathan Xallman or Jerry Grainer at 202/272-2402 or 202/272-
2775, : ’

hl

I. Cperations

A. Plaase describe all! system dowvn time, if any,
during October 1987, and provide the following
related informatlon:

1. types of system and related functions or
services;

2. dats and time of occurrencea;
3. the length of the downtime;

! 4. conasquences for participant aarvices, such
as delayed report diatribution: and

5. cause or astimated canse of tha downtime.

B. Flease provide the fellowing fnformation
concerning systam and gervice capacity for trade
compariscn (please identify types of trades for
which youn perform the compariscn function, if any,
and pleaga provide data separately for OTC and ITS
activity, if poasible):
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avarage procassing time for loading, sditing,
and processing trade comparison reports;

actual processing time daily from October 14
through October 26;

peaak numbar of trade sides the systeam is
designad to procass;

nuEber of trade sldes processed dajily from
Dctqbnr 16 through Octaber 26, and

peak number of trade sides procesaed (and
data).

Trade Data Input {Pleasc provide data separately
for sach systan)

1.

3.

Did you experience delays in receilving trade
data input from any of the followlng sources?

a. member firme (including clearing
menbears)

b. =mervice bureaus

c, other clearing agencies

Did any such delay impede or delay orderly
processing of transactions? If so, please
identify the responsible entity, the date ar:
time the delay occurred, the reason for such
dalay.

Do your rules authorize disciplinary actien
for such a dslay?

Participant Servicas

1.

r

Did you expand the time periods durling which
certaln sarvices are provided?
Fa

If so, vhat mervices wers involved, what time
frames noraally apply and what ware the
expanded time frames?

Claaring Agsncy Intarfaces

1.

Did you sxperience any delays or problems
with the Regional Interface operation or the
Dapository Interfaces?
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Flaease describe any such probleme, delays or
unusual avents.,

IT. Financial Risk Nanagament and Kumber Monitoring

. Kaader settlement defaults:l/

1.

for sach business day in October 1987, please
provide a list of all accounts with
asttlament debits that waere suapended
ovarnight.

Pleass list all accounts with suspended
sattlamant debits that axcesded the member's
clearing fund deposit, the dollar value of
deblts, and the dollar value of the clearing
fund deposit.

Fleaase indicata when those suspended items
vara paid.

If not paid, pleass indicata when a decision
wvasa mads to cease to act for that participant
{generally or with respect to specific
transactions), or when the participant
anhounced its inténtion to withdraw from
menbership or to cease businass through your
clearing agency.

For sach perticipant who withdrew voluntarily
or suspended its activities through your
clearing agency during October, or for whom
your clsaring agency ceaged to act, please
provide the following Octopbar dally reports:

a, preliminary/final settlement
statamants;

b. projectad CNS reports; and
#

c. copies of all position and account
adjustsants.

1/ If data requested in items 1, 2, or 3 are includad on a
summary raport for management, please proevide a copy of all

such raports.
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5. For sach participant that withdrew
voluntarily or for whom you cesassad to act
{ganerally or with respect to specific
transactions) during octobar, plsass provida
the following inforsation:

gn

h.

a supnary of sscurities positiona
closed-cut or bought-in (plmase
describe briefly how those
transactions were axacutad, and
anything unusual that occurred in
connection with thosa
transactiona}. Please provide, in
sumnary form, the dollar values and
dates of sxecution for any
sscurities position that accounted
for mcore than 15% of the clsaring

agency's lossas.

all mecuritiss deliverias reversed
and related paysent dabit or credit
adiustments.

list the dollar valua of money
credits or debits reversed or
adjusted by the clearing agency
{unrelated to specific sacurities
deliveries).

required clearing fund contributicn
and actual deposlit.

fora of clearing fund contribution
deposit (l.e., cash, governmant
sacurities, lettar of credit).

amount of clsaring fund
contribution aprlied against
participant obligations or clearing
agency losges.

loss on liquidation, 1f any, to
dats.

axpactad recoveriess, if any.

B, lLitigation

1.

Plesase describe any litigatien in
which your clearing sgency vas
named as & party or, in connection
with litigation among or agalnat
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any of your participants, you wera
served with any subpoenas, orders

or other procass.

2. Plaase provide a copy of all such
documents and any rssponse filed an
your behalf.

Further Aspurances and Mawber Financial
Rapponnibility.

1.

At any time from October & through
November 6, did you seek from {a) all
menbars; or (b) specific members (please
identify):

a. additional clearing fund deposits;

b. ndditibnnl mark~to~the~market
paysants;

C. deposits in the nature of Further
assurances; and

d. additiopal margin deposits.
If #o0, please provide date raquested,

date paid, dollar amcunts regquested and
dollar amocunts collected.

Please provide the following data with respect to each

business day, October 14, 1987 - Noveabar 6, 1987.

Continuous Net Enttlalantrhyltlla

Dollar value of debits, credits and net
money settlament.

Dollar value of Fails -- long

Dollar valus of Fails -— Ehort

No. of Bharas -= Long

No. or Bhares = EBhort

Raglional Interface Oparatlon:
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Numbar of trada sides procassed
Number of tradas rejactad
Dollar valus of dally deblits and credits

Marks~to-the Market ccllacted or paid
{and manner of paymant)

¥umbar of falls-—long

Numbar of fails—short

Nusber of breakXs or items suspandad

Bilanca nrdnr-{

Avtomated

Ho. of Daliver Tickests issued
No, of Receive Tickets lssued
Total Dollar Valuse

Customer Account Tranafsrs:

No. of Instructions Racaived
No. of Instructicns Bejected
Ho. of Inetructions Proceassed

Money Paymants among participants:

¥o. of Payments processed
Total Dollar-valua

Depcsitory Delivarias:

Total number of book—-entry d-livuri-s
° total numbar of reclaims

Institutional Dalivery Eystam

No. of confirms processed
Ho. of affirma procasssd

Depository Custodial Services:

Intarface

F
No. of Deposits
¥o. ©f Withdrawvals
= COD
= Withdrawal by Transfar
(including direct mall)

Delivariss

Sumber of Third Party Delivaries
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Number
Numbher
Dellar
NHumber

Again, thank yoo
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of Dual Participant Deliveriecs
of Fourth Party deliveries

of breaks in interface accounts
value of interface deliveries
of interface reclaims/reiects

* o W W
for your copperaticon.
Sincerelvy,

Kb & fillarsg

Richard G. Ketchum
Director



E-7]
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON DC 20549

DIYIFION OF
WARNKEY MEGUL ATIDN

Richard B. Kesscn, Esqg.
Ganeral Counsel
Dapegslitory Trust Company
7 Hanover Sguare

New York, New York 10004

Re: Qctober Market DBreak
Dear Richard:

As you may be aware, the Division is conducting a
comprehenslve review of market actlvity during the recoerd volume
and market decline in Qctober 1987. We would appreciate having
your office coordinate the respenses to the following ltepms.
Your staff has provided us with considerable data during the last
month which may address many of the specific aresas balow, and ve
appreclate thelir respenasiveness and cooperation. If information
is available in a readily available, but alightly Qifferant
format, we are preparsd to Accept that data in that format. We
request that thig information be submittad to us no later than
December 10, 1987. If you have any questions, please contact
Jonathan Kallman or Jerry Greiner at 202/272-2902 or 202/2%2-

2775,
I. Operations
A, Please describe all syster down time, i¥ any,
during Qctober 1987, and provide the following
related inforgaticon:

1. types of systaz and related functions or
sarvices;

2. date and time of occurrsnce;

3. the length of the downtime:

: 4. consegquances for participant searvices, such
as deslayed report distributionr and

L causs or astimated cause of the downtiwme,
B. Participant Bervices

1. Did you sxpand the time pariods during which
cartain services ara provided?
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2. 1t so, what sarvices ware invelved, what tinme
frawes noreally apply and what ware the
axpanded timm frames?

c. Trade Data Input

1. Did you exparience delays in receiving trade
data input from any of the following sources?

a. Participant firas
b. service bureaus
c. other clearing agencies

2. Did any such delay impede or dalay ordarly
procassing of transactjions? If so, please
identify tha responeible sntity, the date and
tira the delay occurrsd, the reascn for such
delay.

3. Do your rules authorize disciplinary acticn
for such a delay?

II. Financial Risk Managament and Member Monitoring
A. Mazbar sattlaenment defaults:l/

1. For eaach business day in Octobar 1987, pleasgs
provide a list of all accounts with
sattlemant debits (in excess of $I150,000)
that were suspended overnight.

2. Plaace liat all accounts with suspended
sattlament debits that sxceaeded the
participant's fund deposit, tha dollar valus
of debits, and the dollar valus of the
participants fund dapcsit.

3. Plsage indicate whan thoss suspanded items
wvare pald.

4. If not paid, pleass {ndicate whan a decimion
was Rade to csage to agct for that participant
{ganerally or with respsct to apecific
transactions), or when the participant
announcad its intention to withdraw from
mambarship or to ceasa business through your
¢claaring agency.

1/ Ir data regquestad in items 1, 2, or 3 are included on a
sumpary repcrt for management, pleasa provide a copy of all
such raports.
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For sach participant who withdrew velumtarily
or susphended its activities through your
clearing agency during {ctober, or for whom
your clearing agency ceased to act, please
provide the following October daily reports:

a. preliminary/final settlement
statements; and

b. :npies-n+ &ll positiomn and account
adjustments.

For each participant that withdrew
voluntarily or for whom vou ceased to act
{generally or with respect to specific
transactions) during Ottober, please provide
the following inforpation:

&. all securities deliveries reversed
and related payment debit or credit
adijustments;

b. list the dollar value of money
credits or debits reversed or
adjustéd by the clearing agency
{unrelated to specific securities
deliveries’;

c. required participant fund
contribution and actual depgsit;

d. form of participants fund
contribution depusit (i.e., cash,
government securities, letter of
creditl;

-, amournt of participants fund
contribution applied against
participant obligations or clearing
agency losses:

+, loss on liquidation, if any, to
date; and

g. expected recoveries, if anvy.
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E. Further Assurances anmd Member Fimancial
Responsibility,

1. At any time from October & thrbugh
November &th, did vou seak from {a) all
participants; or (b! specific
partifipants {(pleasa 1dentifyl:

a. agdaticnal participants fund
deposits;
B, additional mark—-to—-the-market

paymente; and

c. deposits 11 the nature of further
ASEUraAnces.,
= 1¥ 50, please provide date reguested,

date paid, dullarqamuunts requested and
dollar ampunts collected,

c. Litigation

1. FPlease describe’ﬂny litigation in which
your clear:ng agency was named As a
party or, 10 cohnnection with litigation
among o against any of your par-
ticipants, vou were served with any
subpoenas, orders gr other process.

2. Flease provide a copy of all such
documents and any response $iled on vour
behal f,
B. Transfers——Flease provide a copy of any

summaries of Transfer Agent rsport cards for
turnaround performance qFring Saptember,
Detobher and Movember.

ill. Gtatistics

Flease provide the following data with respect to each
business day, Cctober 14, 1987 — November &, 1967.

Money Fayments among participants:

No. of Fayments processed
Total Dollar value
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Deoocsitory Deljveries:

toctal number of booi —entry deliveries
total number of reclaims

Automatic Deliveries (e.g., PDO)

Teotal number of del:vweries

Automat:c Deliwery Rate (Ycompleted) ——
Corpo-ats

Automatic Del:very Rate (dcompleted) --
Municipeal

Institutional Deliwery System

MNz. of confirme processed
o, of affairms processed

Depository Custodial Services:

-

Moc. of Depaosits
Mo, of Withdrawals
~- 00
== Wirhdrawal by Tranzfer
tincluding direct mail?

Inter+aze Deliveriecs

Number of Third Farty Deliveries )
Number of Dual Farticipant Deliveries
MNumber of Fourth Farty deliveries
Mumber of bBreaks im vmterface accounts
Dollar value —oFf 1nterface deliveries
Number of interface raeclaims/rejects

w o ¥ -

’
Again, thank you for your cooperatiogn,

Birncerely,

Loibel . foleoonfitp

Richard 5. kKetchum
Director
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SECURITIES AND EXCHANGE COMMISIION
WASHINGTON. D.C. 20549

CiviSIow OF
MAREET MEGLE AT 0w

A. N. Anderson, Jr.

President

Hidwest Clearing Corporation

Midwest Securitiss Trust Company

MRS Clearing Corporation {Clearing Division)
120 5. laSalle Etreet

Chicago, Illinois 60803

RE: Qctober Market Break
Dear Andy:

As you may bha avare, the Division is conducting a
copprehensive review of market activity during the record wvolume
and market decline in October 1987, We weuld appreciate having
your office coordinate the responses to the following jtems.

Your staff has provided us with considerable data during the last
month and we appreciate their responsiveness and cooperation.

If information is available in a readily available, but dirferent
format, we are preparsd te accept that data in that format. We
requast that this information be gubmitted to u= no later than
December 10, 1987. II you have any questions please contact
Jonathan Xallman ar Jerry Greiner at 202/272-2402 or 202/272-
2775. . g

I. Operations

A. Plaage describe all system dovn time, if any,
dquring October 1987, and provide the following
related information:

1. types of systen and related fanctions or
sarvicas;

2. date and time of occcurrenca;
3. the length of the downtime;
. ’

4. conseqgquences for participant marvicas, such
as dalayed report distribution; and

5. cause or estimated canse of the downtime.

B. Plaass provida the following information
concerning system and sarvice capacity for trade
conparison {please idantify types of trades for
which you perfora the comparison function, if any,

o and plaase provide data separately for OTC and ITS
\ activity, if possible):
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average procassing tise for loading, editing,
and processing trade comparison reports;

actual processing time daily from October 14
through Octcber 26;

paak mmber of trade gides the systam lm
designed to process;

nuzmber of trade sides processed daily from
October 16 through Octaber 26; and

peak number of trade Eides processed (and
date).

Trade Data Input (Please provide data eeparately
for each systam)

l.

3.

Did you axperienca deiays in receiving tradae
data input from any of the following sourcas?

a. wmsegber firme (including clearing

nepbers)
b. service bureaus
c. other clearing agancies

d. sacurities exchanges

Did any such delay impede or delay orderly
processing of transactions? If g0, pleasa
identify the responsible entity, the date and
time the dalay ocovzred, tha reagon for such
delay.

Do your rules authorize éisciplinary action
for such a delay?

Participant Services

1.

2.

Did you expand the tfime periods during which
cartain services are provided?

If =0, vhat services were involvad, what timae
frames normally apply and what ware the

expandad time frawas?

Clearing Agency Interfacas

-

Did you axparience any delays or problams
with the Regiunal Interface operation or tha
Depository Interfaces?
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Please describa any such problems, delays or
unusual events.

II. PFinancial Risk Management and Meaber Monitoring

A MHamaber sattlement defaults:l/

1.

For each business day in October 1987, please
provide a list of all accounts with
settlamant dabits that were guspended
ovarnight.

Plaass list all accounts with suspended
settlament debits that axceeded the member’s
clearing fund deposit, the dollar value of
debits, and tha dollar value of the clearing
fund deposit.

Pleass indlicate when those luupended items
vare paid.

If not pald, please indicate when a decision
wvas made to cease to act for that participant
(ganerally or with respect to specific
transactions), or when the participant
announced its intention to withdraw from
menbarship or to cease businesz through your

clearing agency.

For each participant wvho withdrew voluntarily
or suspanded its activities through your
claaring agency during October, or for whon
your clearing agency ceased to act, please
provide the following October daily reports:

a. prelizminary/final pettlement
stataments;

b. prnj-ctnd}cns reports; and

c. coples of all position and account
adjustments.

For each participant éhat vithdrew
voluntarily or for vhom you ceased to act
(generally or vith respect to specific

l/ It data requested in jtems 1, 2, or 3 are included on a
sumnary raport Ifor management, plsase provida a copy of all

such rasports.



E-79

4

transactions) during Octobar, pleass provide
the following information:

L.

q-

h.

a suxmary of sscurities positions
closed-ocut or bought-in (pleasas
descyibe briafly hov thoaes
transactions wvere executsd, and
anything unusual that occurred in
connaction with those
transactiong). Pleasa provids, in
sEmary form, the dollar valuas and
datas of axscution for any
securities position that accounted
for aore than 15% of the clearing

agency’s losses.

all sacurities deliverias reversed
and related paymsant debit or cradit
adjustmants.

list the dollar valus of money
credits pr debits revarsed or
adjusted by the clearing agency
(unrelated to specific securities
daliveries).

requirad clearing fund contribution
and actual depecsit.

form of clearing fund contribotion
daposit (i,s,, cash, govarnment
sacurities, lettaer of cradit).

asount of clsaring fund
contributicn applied against
participant obligations or clearing
AgJancy lossas.

losa on liquidatjon, if any, to
dlt.» ’

axpectad recoveriess, if any.

B. Litigation

1.

Fleass describe any litigation in
which your clearing agency vas
nased as a party or, in connection
with litigation among or against
any of your participants, you were
served with any subposnas, orders
6T othar procass.
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2. Fleane provide a copy of all such
docunsents and any response filed on
your bahalf.

C. Farther Azsurances and Member Financial
Responsibility.

1.

III. Statistics

At any tise from October & through
November €, did you seek from {a) all
mopbers; or (b) specific mewbers (please
identify):

a. additional clearing fund deposits;

b. additional mark-to-~the-market
paymants: and

c. deposits In the nature of further
AEBUrANCes.

If so, please provide date regquested,
date paid, dellar amounts requested and
dollar amounts collected.

Please provide the following data with respect to each
business day, October 14, 1987 - November 6, 1987.

A,

Btatistjical data regarding MCC/MSTC

Continuous Net Settlement System:

Dollar value of debits, credits and net
money sattlepant.

Dollar value of Faile — long

Dollar value of Pajils — Short

Mo. of Shares — long

No. or Shares —— Bhort

Regicnal Interface Operation:

Mmber of trade sides processed

Mmumber of trades rajected )

Dollar value of dally debits and credits
Marks-to—tha Market collected or paid
(and manner of paymant)

Number of falls—-long

Numbey of falls-—sghort

Number of breaks or items suspended

Envalopos Deliveries:
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No. of iteams
Dollar value ¢of debits and credits

Balance Orders:
No. of pDalivar Tickets issued
No,. of BEscaivae Tickats issuad
Total Dollar Yalua

AMitcmated Customar Account Transfers:
Ho. of Instructions Recaived

No, of Instructicns Rejected
No., of Instructions Procassed

Koney Payments among participants:

No. of Paymants procassed
Total Dollar valua

Depository Daliveries: -

Total nueber of book-entry deliveries

totzl nunber of reclaiss
Stock Loan Activity
Total nuxber of sharss loaned to

participants {Corporats and Municipal)
Total dolloar valus of shares loaned

{Corporate and Municipal)

Number of particlpants berrowing
sacurities

Mumber of participants loaning
securltiss

/’
Institutional Delivery Systam

Mo. of confirms procassed
Bo. of affirms procassed

Depcository custodial Barvices:

Mo. of Depoaits
Mo, of Witharavals
- o0
== Withdrawal by Tranafer
(including direct mail}
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Interface Deliveriex

Number
Numbar
Numb g
Mumbwer
Dol lar
Number

B. Statistical

of Third Party Deliveries

of Dual Farticipant Deliveries
of Fourth Party deliveries

of breaks in interface accounts
value of interface deliveries
of interface reclaims/rejects

data Regarding MEE Clearing Corpora-

tion (Clearinmg Divisien)

Total dollar amount of margin on deposit
{Specify form of deposits)

Number

of Ltrades recorded
-=8E0 -
=-—Trade for trade
—=Dollar value of those trades

-

SBQ met gettlement value

Again, thenk you

w o e

-
r

for yeur Enmpnrntinn.
Sincerely, -

bl 6 KELr

Richard G. Ketchum
Director
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UMNITED STATES
SECURITIES AND EXCHANGE COMMISSICN
WASHINGTON . DC. 20549

DIVISION ¥ Decamber 3, 1987

i ET MEAULATION

Robart J. Woldow, Esquire
Executive Vice Prasident
and Ganaral Counsel
Kational Securities Clearing corporation
55 Water Btraat
New York, New York 10041

Daar Bob:

The Divisicn of Market Requlatlion is conducting a
comprahansiva review of market activity during the racord volune
and markst dacline in October 1987. We would mppreciate having
your office goordinate the responsas to the following items. As
indicated balow, your staff has provided us with conslidarable
data during the last month which may addrass many ef the spescific
arsss balovw, and we appreciate thelr responsjivenass and
cooperation. To assure the accuracy of that information, we are
anclosing a copy of that data for your refesrence and review. If
information is avallable in a readily avallable, but slightly
diffarant format, we are preparsd to accapt the dats in that
format., We regquest that this information be submitted to us no
later than December 11, 1987, If you have any guestions
ragarding these reguests, pleass contatt Jonathan EKallman or
Jerry Crainar at 202/272-2402 or 302/272-2775,

I. Oparations

A. Please dascriba all significant systam processing
dalaye, 1f any, during Octobesr 1%87, and provids
the following related information:

1. types of systep and relatsd functicone or
sarvicesx;

2. date and tima of occurrance;

3. tha langth of the delay:;

4. consequencas for participant sarvices, such
ag delayed report distribution;

S. causs or estimated causs of the delay.

B. Please provide the following information

concerning system and servics capacity for trade
comparison:
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1. avarage elapsed time from whan data was
receivad, input for comparison, comparsd, and
raports wera transmittad and distributed;

2. with respact to item l., actual slapgad time
dally from October 14 through Octobar 2&)

3. psak nuobay of trads sidez systam is dllignad
to procass;

4. nunber of trade sidas processed dally from
Octobar 16 through Octobar 267 and

5. peak nunker of trade £idas processsd (and
data}.

c. Trads Data Input

1. Did you sxperience dalays in receiving trade
data input from any of the following scurces?

a., menber flrms

b, service bursaus

c. other clearing agencles

d. nationzl securities exchangas

-, NASD

f. gualified lp-cinl represantatives.

2. Did any such delay impede or dalay orderly
processing of transactions? If so, pleass
identify the responsible entity, the date and
tima thae delay occourred, the reascn for such
dalay,

3. Do ycur rules authorize disciplinary action
for such a dalay?

D. Participant Services

l. Did you expand tha tipe periods during which
cartain sarvices are provided?

2. If 80, vwhat sarvices wara involved, what tize
franes nornally apply and what wers tha
axpanded tims franss?

E. Participant Cperations-- plsass provids a copy of
any stmmarissg of participant resport cards for
sarvices such as trade comparisecn,

II. Financial Risk Management and Manbhar Moniteoring
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Maxber settlemant defaults:

1.

4.

4.

For sach business day in Octobar 1987, with
raspact to all msmbers, pleass provide a list
¢f all accounts with settlement debits (in
excass ¢f $250,060) that wers placed in
suspanse accounts overnight;

Plaase list all accounts ldentified in item 1
above with settlamant dabjts that axceadad
tha menber's clearing fund deposit, the
dollar valus of debits, and the dallar value
of the clearing fund dapesit.

Pleaze indicate when those ltaxs vere paid;

1f not paid, pleass indicate when a decision
wvas pade to ceass to act for that participant
(generally or with respact to specific
transactions), or when the participant
anncunced it intentien teo withdraw frem

manbarshlp or to cease businsss through your
c¢learing agency. -

For each participant who withdreaw veluntarily
or suspended its activities through your
claaring agency during ocotoabar, or for whom
your clesaring agency ceased to act, please
provide the following Cctober dally reports:

a. final mattleamant gtatements
B. CNE accounting summarias;

For each participant that withdrew
veluntarily or for whom you ceased to act
(gaherally or with respact to spacific
transactiong) during Octobar, please provids
the following information:

a. a sunmary of sscurities positicns
clossd out or bought in {(please
describs briefly how those
transactions were axecuted, and
anything unusual that occurred in
connection with those
transacticns). Flease provide, in
suxnpary form, the dollar values and
dates of axecution for any
sscurities positions that accounted
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for more than 15% of the clearing
agsncy’s lossas.

b. all sacurities deliveries raversad
and related payssnt debit or credit
adjustzoents;

¢. list ths dollar valua of mohey
credits or debits revarsad or
adjusted by tha clearing agency
{unralated to spacific sscurities
deliveriea).

d.. reguired clesaring fund contributicn
and actual daposit;

.. form of clsaring fund contribution
deposit (l.s., cash, govarnment
securities, lattar of cradit):

L. amocunt of clearing fund
contribution applied against
participant obligaticna or clearing
agency losses.

g+ loss on.diguidation, if any, to
date.

h. wexpectad racovsries, if any.

Litiqitinn

1.

2.

Please describe any litigation in which
your clearing agency was nazed as a
party or, in comnactlion with litigation
among or against any of your
particlpants, you wars served with any
subpoanas, orders or other procsss.

Please provide a, copy of sll such
ﬂbﬂ“::ﬂtl and any responss filed on your

Further Assurances and Menber Pinancial
Rasponsibility.

-

At any time from October 6 through
Novembar &th, d4id you seek froa (=) all
manbars; or (b} specific mezbars (pleisa
ideantify):

a. additional clearing fund deposits



E-37

b. additional mark-to-the-market
paynants

2. If o, pleasa provide date raguested,
dats paid, dollar amounts ragusstsd and
dollar amcunts ccllacted.

9 For tha pariod Octobar 1l&th to Octobar
23rd, pleasa list daily aggragates
clearing fund contributions calculatsd
undar your naw clearing fund formula and
0ld clearing fund formula. Also provide
the aggregats clearing fund requirements
for the genth of October 1987 undar your
nav clearing fund foraula and old
clearing fund formula.

4. Pleass list tha approximate total amount
of letters of credit held by vou durilng
October 1987, the five largest issuers
and the total amcunt issued by each of
theoaa banks,

D. Corrsspeondent A:cauﬁtl at Manbars

1. Pledse provide the follewing infeoermatien
with respact to clearing mexbers that
tlaar for othsr broker=daalars
(spacifically, Bear Stearns, Marrill
Lynch/Broadcourt, Pershing, Epear lLeasds,
lewco Securities):

a. i? possible, the typs of
corrsspondants {e8.9., spaclaliste,
aarketzakers, municipal ssacurities
dealers, estc.)7

b. net settlament dabits or credits
for those members for sach day
during the Pariod October 14 to
October 3Cth.

II1I. Btatistics

Plaase provide the following data with raspsct to sach
business day, Octobar 14, 1587 ~ November &, 13587,

N.B.: Based on data from your organization and othar
SRO's wa have compiled the attached chart. We would



E-88

appreclata your reviswing the chart and ¢orrecting any
information that appears to be sITonacus.

Continucus Net Settlement Bystem:

Dollar valus of debits, credits and nat
ROTeY settlament.

Doliar valua of Fails == Long

Dollar valus of Fails = Ehort

No, of Jtema - long

No. or Items = Bhort

Average Dollar Value/Item -- long

Average Pollar Value/Item =-= Bhort

Reglonal Interface Operation:

Number of trade sides processad

Numbar of trades rajected

Dollar valus of dally dablts and credits
Kumber of falle--long

Nunbar of falls==ahort

Numbar of braaks or itans suspandad

Envalops Daliveriss:

Ho. of Ttams
Dellar valus of dakit and credita

Noney Payments among participants:
Ho, of Paymants procassad
Total Dollar value

Balance Ordars:

No. of Daliver Tickets issued
No. of Recelivae Tickets lssued
Total Dollar Valuae

Automatsd Customer Account Transfars:

No. of Transfer Initiation Forms
{"TIFa")Received

Ko, of TIFs Rejsctsd

No. of Assats Procassed

Mund Sarv:

No. of Transactions received from
brokers for transalssion to funds
-= purchases
=« liquidations



E-B9
7

No. ¢f Transactions recelved from funds
—-= purchasss :
== liquidations

No. of As of Transactiona recaived from
funds, brokers

Fund Agant Sattlezaents:
Total debits
Total credits

Broker-Dealsr Settlemants:
Total debits
Total cradits
"EE XK,
Again, thank you for your coopsration.

Sincaraly,

Lt 6 [y

Diractor
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Appendix & - Expanded Clearing Agency Guarantees

as you know, clearing corporationa are moving to earlier
trade guarantees, e.g, from T+4 to the date of comparison.
As part of its study of the October 1987 market break, the
Division is assesgsaing the exposure to c¢learing corporations
from earlier trade guarantees coupled with extreme price
volatility and the ways clearing corporations guard against
that exposure. The feollowing guestions concern that assessmant,

{1) When do you currently assess mark-to-the-market

payments, i,e, on what day after trade date are marks collected
and paid?

{2) when do you now, and when do you plan in the future
to, guarantee member trades by reference to the date and hoor
after trade date?

{3} what specific smafeguards do you use now, or do you
plan to use with an earlier guarantee, to guard agalanat the
increased exposura between the date of guarantee and the date
of mark-to-the-market payments?

{4) For trade datea October 15, 16, 19, 1387, please
estimate what your membera mark~to-the-market debits would
have been if marks were collected from the date of trade
guarantee, Please provide a sample groop of members and the
specific debits they would have paid, Please provide the
clearing fund deposits you held for these members ab that

time and those members net settlement obligaticons from October
19 to 23.

(5} Please contact Jerry Grelner at 202/272-7470 to
discuss the manner in which yoo intend to respond to the
above guesticns,
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1. Share Volume - Lines 1-4 list share volume in each market
and total share volume for all 3 markets. Peak volume for those
mackers occurted on October 21 ar approximately 2B0% of normal
levels.

HYSE share vclume peaked on ODctober 20 at nearply 3408 of
nermal levels, For 12 consecutive trading days (Qctober
15-30) HYSE volume exceeded aignificantly normal levela.

AMEX mhare volune exceeded nocrmal levels more than other
marxets peaking en October 20 at 41l0% of normal volume.

CTC share volume peaked on October 21 at approximately 200%
normal volume,

2, Trapnsaction Volume - Lines 5=-7 list transaction volume in
each market by referral to trade "sjides” reported toc NSCC for
trade date compared sides and T+l compared sides,., Trade date
compared sides refer to transactions executed in automated
eXecutrion systms, which generally are reported to NSCC by the
markets as "locked-in" and do not regulire input by brokers Lo
NSCC. T+l compared sides reflect two-sided input by trading
parties that :i8 matched by WNSCC.

Transactl1on volume peaked on Octocber 14 at approsximately
320% normal levels. Approximately that lavel was sustained for
the three trading days of Oceober 19320,21.

NYSE transaction volume peaked on Cctober 19 at nearly
340% of normal volume, Locked-in trades accounted for
approximately % of transaction volume.

AMEYX transaction volume peaked on October 20 at 337% of
normal volume.

OTC transaction ¥olume, like share volume, peaked on October
21 at approximately 240% of ncrmal levels,

3. Uneompared trades - Lines 13-16 list uncompared trade sides

as of T+1l. Although generally there are 2 sides to each
transaction, the total uncompared trade sides do not necessarlly
enable caleoplations of the actuyal number of unresclved trangactions.
The number of uncompared trade sides peaked for trade date October
19 at approximately 600% of normal rates, For total two-sided
input, the number cof uvncompared trade sides was approximately

12.5% of total two-sided input versus normal levels of

approximately 7%.
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-2 =

NYSE uncompared trade sides peaxed for trade date October 19
At approximately M0% of normal levels. For NYSE two-sided
1nput, the T+l uncompared trade sides percentage was approx-
imately 12,.5% of NYSE two=sided input.

AMEX uncompared trade sides psaked on October 20 at 7608 of
normal levels. Tne T+l percentags of cheompared trade sides
was approximately 13% of AMEX two-aided input.

OTC uncompared trade sides praked nnIOEtnh-r 19 at approximacely
450% of normal levals. The T+l parceantage of uncmpared
trades vas approximately 12.3% of OTC two-sidad input.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON. D C. 20540

Div [ 510n QF

MAREET MEGULATIOM

Richard T. Chasa

Exacutive Vice Prasjident

Philadelphia Sacurities Depomitory Trust Company
Stock Clearing Corpormtion at Philadslphia

1900 Markat Street

Fhiladelphia, Pannsylivania 19103

RE: October Market Bresk
Dear Richard:

Ag you may ba avare, the Division is conducting a
comprehensive raview of market activity during the record volume
and market decline in octobear 1987. We would appraciats having
your office coordinate the responsas to the following jtems.

Your ataff hae provided us with considerabls data during the last
month and we appreciate their responsivensss and cooparation.

If information is available in a readily available, but diffarent
format, we are prepared to accept that data in that format. Wa
ragquest that this informaticn be submitted to us no later than
December 10, 1987. If you have any questlionse please contact
Jonathan Kallman or Jerry Greiner at 202/272-2402 or 202/272-
2775. .

b ]

I. Operations

A. Please describe all systeam down time, if any,

during Gctober 1987, and provide the following
related information:

1. typess of system and related functions or
sarvices;

2. date and time of occourrencs;
3. tha langth of the downtimer;

-
4. conssquences for participant services, such
as delayead report distribution; and

5. causa or eastimsted cavss of the downtimae.

B. Please provide the folliowing information
concerning systam and sarvice capacity for trade
comparison {please identify types of tradas for
which you perform the comparison function, if any,
and please provide data separatsly for OTC and ITB

~ :"' activity, if possible):
[ )



c.

1.

3.

4.

E-8%

2

average processing time for loading, editing,
and processing trade comparison reportsg

actual processing time daily from October 14
through Octobmr 263

peak number of trade sides the system is
designed to process;

noeher of Ctrade sides processed daily from
October 1& through October 263 and

peak number of trade sides processed {and
date).

Trade Data Input (Please provide data ssparately
for each system)

1.

3.

Did you experience delays in receiving trade
data 1nput froe any of the following sources?

-1 wmenber firms {ingluding clmaring
members) .

b. service bursaus

Ca other ciearing qqnn:ill R

Did any such delay impede or delay corderly
processing of transactions? If so, pleans
identify the responsibhlie entity, the date and
tione the delay occurred, the reason for such
delay. '

Da your rules authorize disciplinary action
for such a delay?

Farticipant Sarvicas

1.

2.

Did you sxpand the time periods guring which
certain sarvices are provided?
#

1f 50, what services were involved, what tise
frases noraally apply and what wars the
sxpanded time frases?

Clearing Agency Interfaces

5.

Did you experience any delays or probless
with the Regional Interface operation or ths
Dapasitory Interfaces?
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-
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Please describe any such problems, delays ar
uhusual events.

II. Financial Risk Management and Member Monhitoring

A. Member settlement defaultszi/

1.

e

For wach business day in October 19897, pieass
provicde a list of all accounts with
settlement detits that wers suspsnded
overnight.

Please list all accounts with suspended
settlenent debits that sxcesded the member’'s
clearing fund depposit, the dollar value of
cdebits, and the delilar value of the clearing
fund depos=it.

Fiease indicate when those suspended items
wers paid. -

I¥ not paid, please indicate when a decision
was macde to cease to act for that participant
(generally or with respect to specific
transactions), or when the participant
annpunced ites intention to withdraw from
membership or to cease business through your
cl&arinhg agency.

For each participant who withdrew voluntarily
or suspended its activities through your
clearing agency during October, or for whom
your clearing agency ceased to act, please
provide the following October daily reports:

a. preliminary/final settiesment
statement=;

b. projected EHE’rlpnrts: and

Ca copiss of all poxition and account
adjustments.

1/ 1f data requested in items 1, 2, ar 3 are ingcluded or a

summary report for management, please provide a copy of all

such reports.
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6. For sach participant that withdrew
voluntarily or for whos you ceassd toc act
{generally or with respect tc specific
transactions) during Octocber, please provige
the following information:

L =™

h.

4 susmary Oof securities positions
closed—out or bought=-in {(plesase
describe briefly how thosm
transactions wers exsecuted, and
anything unusual that occurred in
connection with those
transactions). Please provide, in
summbary form, the dollar valuss and
dates of execution for any
securities position that accounted
for maore than 134 of the clemaring
agency’'s lOB3Es.

all securities deliveriss reversad
and related paymant debit or cred:t
ad justoents,™

list the dollar value of money
credits or debits reversed or
adjusted by¥ the clearing agency
(unrelated toc specific securities
deliveries).

required clearing fund contributiaon
and actual deposit. )

form of clearing fund contribution
deposit (i.e., cash, government
sscurities, letter cf cradit).

ancunt of Clwaring fund
contribution applisd against
participant obligations or clearing
agency losses.’

loks on liquidation, if any, to
dati.

expected recoveries, if any.

B. lLitigation

1.

FPlwase describe any litigation in
which your clearing agency was
nased 4% a party or, in connection
with litigation among or against
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any of your participants, you werm
served with any subposnas, ordars
or other process.

N Flease provide a copy of all such
documents and any response filed on
your behal f.

C. Further Assurances and Membsr Financial
Responsibility.

1. At any tiae from October & through
November &, did you sesk from (a} all

memberst or {b) specific members {(pleass
identifyl

a, additional clmaring fund deposits;

b. additional mark-to~ths-markst
paymenis;

C. deposits in.the nature of further

AERWLr ANCES; &and

d. additinnllfnlrgin deposits.

2. 14 so0, please provide date regquested,
datse paid, dollar amounts reguested and
dallar amounts collected. :

I1I. Statistics

Flease® provide the following data with respect to mach
business day, October 14, 1987 — November &, 1907.

.
Continuous Net Settlement System:

Dollar value of debits, credits and net
soney sattlement.

Dellar value of Fails - Long

Dollar value of Faila — Short

No. of Shares —— Long

MNOo. or Shares == Short

Regional Interface Dperation:
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Nusber of trade sides processad
Number of trades rejected
Dollar valuw of daily debits and credits

Marks—to—-tha Market collected or paid
{angd mannar of paymant)

Numsber of fails—long

Numaber of fails—short

Humber of Bredaks o itens suspsnded

Bal ance Orders:

No. of Deliver Tickets i1ssued
Ho. of Receive Tieckats issued
Total Dollar Value

Automated Customer Account Transfers:

Mo. of Instructicns Recej ved
No. af Instructions Rejected
No. of Instructicns Procsssed

Money FPayments among participantst

No. of Payments processed
Total Dollar value

Dwpository Deliveriesi

Total number of book—entry deliveries
total number Of reclaims

Institutional Delivery Systewm

No. of confirms prﬁilsn.d
MNo. of affirms processed

DPepository Custodial quvicisl

Mo. of Deposits
No. of Withdrawals
~= COD
—= Withdrawal by Transfer
{including direct aail}

Interfacse Deliveriss
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MNumber of Third Party Daliveries
Nunber of Dyal Participant Deliveries
Nuaber of Fourth Party deliveries
MNusber of breaks in interface accounts
Dollar valuw of interface deliveriss
Number of interface reclaiss/rejscts

5 8 & &
Again, thank you for your cooperation.
Binceraly,

Koo £ fBlurffy

Richard B. Kstchum
Dirsector
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‘mhﬁﬁg UNITED STATES
; ;'I SECURITIES AMD EXCHANGE COMMISSION
o .ﬂ’f’ WASHINGTON. D C. 20548
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WKET MLGULATION Novembar 30, 1987

Mr. Frad D. Casay

Presidant

Options Clesaring Corporation
200 South Wacker Driva
Chicage, IL 60606

Daar Fred:

As you know, the Division of Market Regulation ig conducting
a couprahensive review of market activity during the record volume
and market decline in Octobar 1987. Your staff has provided us
with considerable data during the last month which may address
many of the specific areas balow, and we appreclate their
responsiveness and cooperation., We would appreciata having your
office coordinate responses to thae following additicnal items. If
information is available in a readily available, but slightly
diffarent format, we are preparsd to accept the data in that
format. We ragquest that thizx information be submitted to us ne
later than Decembar 14, 1987. If you have any questions regarding
these requests, please contact Jonathan Kallman or Jerry Greiner
at {202) 272-2402 or (202} 272~7470.

.

A. Memher Services

1. During Octcober 1987, did you expand the time
periocds during which certain services are provided?

2. If o, what services were involvaed, what time
frames normally apply and what were the expanded
time frames?

3. Wara reports to members delayed? If so, what
reports wera involved, when ara those reports
narmally delivered, and when were delaved reports
delivered? #

B. Trade Input from Exchangas

1. Did you expariance delays or other operaticnal
probleams in receiving reports frowm options
exchanges during Octcher 1987 (s.q9.,, reports aof
axchange transactions or price information;? 1f
so, please ldentify the reports, sxchanges, reascns
for delay, and effacts on your prcocessing.
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C.

Pricing Information

1.

3.

Please idantify what types of pricing information
ars necessary for OCC processing and who provides
that information to OCC.

During October 1987, was pricing information
supplised to QCC delayed or inaccurata? If =mo,
ldentify the typs of information, the provider of
that information, and the saffacts of delays or
inaccuracles on OCC processing (£.9., sargin
calculations).

What steps havae been taken to corract any problams
which were ancountared?

Megzbar Monitoring

1.

2.

-

How doss OCC monitor the financial capaclty of its
clearing menbsers on a day-to-day basis?

How does OCC interact with othar clearing agenciss
to moniter joint members? Spescifically, please
list all clearing corporations (both securities
and commodities) with whom OCC Interacts on a
routine basis concerning the financial
responsibility of its mexzhers.

Menbaer Sattlapent Dafsulta

1.

3.
4.

For each rusineas day in october 1587, plaasa
provide a list of all accounts with settleazent
debits that vers not pald on that day.

Plaase list all accounts identified in item 1}
above with sattlexant debitsz that axcesded the
menber's margin and clsaring fund deposits, the
dollar valua of debits, and the dollar valua of
the margin and clsaring furd deposits.

Flsage indicats vhen thosa itesms wers paid.

If not paid, please indicats vhen a decision was
made to ceass to act for that membar (genarally or -
with raspect to specific transactions}, or when
the mamber announcad its intenticn to withdraw
froz merbership or to cease doing businsss through
YOUr clearing agency. .
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6.

For sach nmember who withdrew wvoluntarily or
suspended its activities through your clsaring
agency during October 1587, or for whom your
clearing agency ceased to act, pleaga provide
summary position reports for -anh businass day
during October 1987.

Flsase provide a narrative descripticn of how thosa
membars were handlad under ycur contingency systan,
including contingency systax reports.

Pleasa ldentify any loases on ligquidations of those
macbars and any axpected recoveriss.

Please describe any litigation your clearing agency
isg involved inh that was initiated since Octcber 1,
1987.

3

Firast oOpticng of Chicago Incorporated, Fossett
Corperation, Timber Hill Inc.

l.

Please provide the ‘following information for

accounts maintained hy the above flrms during

Octobar 1987: ,

&, nupber and identity of separate market-
maxer’gs ¢or speclalist‘s accounts;

b. nuoker of c¢opbined xmarket-pakersg’ or
spaclialiste’ accounts and the numbar of
market-makers oy specialistese uging those
accounts

¢, number of registered trader’s accounts and
. numbar of combined registered traders’

accounts {including numbar of registersd
tradaers serviced by thoss accounts); and

a. number and ldentity of stock market-maker’s or
stock speclalist’s accounts,

a. Plaase provide for each day during the month
of October tha total amount and composition of
margin and clearing fund daposits attributable
to those firms,

b. Por intra-day margin calls on Octobsr 1%, 20,
21, 1587, please indicate the number and
amount of variatien margin calls applicabls to
thoge firms and the portion of aach call
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G.

1.

attributable to the accounts above. Also,
Plaasa indicates when those calls wara pald
and whethar and how any calls wars reduced,
ravised, or forgiven. To the sxtant
possible, please provide inforxzation
concerning variation margin attributabls to
spaclfic NEO opticons (s.g., by rafarance to
clase or product groups).

During the month of Octobar 1587, with raspsct to
those firms, what information was exchanged and
what reaports wvere sharsd batwasnh clearing
corporaticons, including commedity clearing
corporaticne?

Please provide any information you have concerning
the failure of specific market-makers,
speclalliste, registered traders, and stock markets
makers or specialistg to meet their obligations to
thoss firzs and the approximata dollar values of
those failures. B

Please indicate any limitations placed on thoss
firms during October 1987. In particular, please
provide a completa chroholeogy of sll formal and
informal acticne, including any transfer or non-
routine closing of pesitions, taken with rsspact
to those firas,

We understand that oCC calculates on a dally basis
potential loseas on liguidation of mambaer
posltions. Pleass provide any estinpates you have
cancarning thoss probable losses on liquidation of
those firms' poeitions as of specific dates during
October 1587 that you have sxanined. Flaass
indicata whether those probabla losses includs
application of margin and clearing fund daposits
of those firme. W@ also understand that bacause
of market activity and position size scms
positions posed unigue potential problems for OCC.
Please provide a ‘narrative of OCC's specific
gigs:rn- vith respect to such positlons for thoss

Corrsspondant Accounts at Nanbers

Plaage list the five largest clsaring memters that
clear for othar broker-dealers (spscifically,
broker-dealars that act as xarket~maksrs or



E-105

Mr. Fred D. Casay

Page Fivae

specialigts) by refaerence to the approximazte number
of correspondentz each of these clesars for. Also,
provide the following informaticen about those
nambers:

[ type of correspondents (e,g,, options
apacialists, marXet-makers, registayrad
traders, stock specialists, etc.);

b. nat settlement debits or credits for those
menmbers for sach day during October 1987.

Pledge Prograx Activity

1.

To the sxtent avajilable, please provide daily
sumnary data for squity and NEO options pledged
within 0CC’s pledge program during Octocber 1987
(e.g.,, total optiong pledged, cptione pledgers and
Pledgeas with significant actiwvity, atc.).

-

Margin

1.

Pleass provide a narrative description of how the
daily margin intervals.are calculated for NEO
options and whether any modifications to those
calculations were made during October 1987.

For each business day during the month of October
1587, please provide the margin intearval used for
sach index option saries for the five index cptions
with the largest open Iinterest and the preamium
margin, additicnal margin, and total margin
requirement per unpaired short put and call
contract.

For sazh bupiness day during the month of October
1987, please provide for unpalred or uncovereq
short equity options seriess tha daily marking
price, multiplication factor and total margin
requirement par short put and call contract for a
sanple of 10 of tha mogt volatile eguity copticns
during octabar 1987.

Please provide a narrative dascription of how QCC
deternmines when to make intra-day variation margin
calls (e.g,, by reference to movements of prices in
underlying markets) and how puch additicnal margin
to require for individual unpaired or uncovered
indax cptions and squity optione usaed in paragraphs
{2) and (3) above.
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For Octobar 16, 19, 20, 2), 26, 1987, plsace
provide the number, agpount, and tias of intra-day
variation margin calla for equity and NEO options.
Te tha saxtent possibla, pleass provide varlatien
margin amcunts attributabls to spacific NEO
options.

During October 1987, did you ixposs special margin -
requirements or change multiplication factors for
egquity opticne? If s0, pleass describe those
regquirenments or changes.

Pleass provide information avallablae o you
concerning the amount and composition of margin
held by you for a sampls or average period during
1987 and for wach business day in Octobar 1587 for
equity and NEO opticns. Fleaase list the five
largest issuars of letters of cradit, total amount
imsued to you as of Kovembar 1, 1587, and the
apounts issued by sach bank during October 1987.

Pleasae provide sxazples and narrative descriptions
of spread margin for index options including puts,
calla, longs, aherts, and diffarent classas within
product groups.

Miscellanacus

1.

Please list OCC money settlement figures for each
businase day during Octcocber 1987 (8,g,, total
dablts and credits).

Please describe all actions taken by OCC under hew
OCC Rula $0%A, including applicable Eule &£0%A
Teports.,

,
In genaral, what aspects of clearing msmber
activity exposed OCC to potantial riak during the
reacent xarket break, £.9,., hsavy concentration of
clearing manbars' positions in particular cption
classes? What davices proteact agalnst thass
rigka? Were thess devices adeguats during tha
pariod in quastion?
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4- In light of recent evants in the zmarket doss OCC
plan any changes/enhancezents to its systeazs,
rules or proceduraes to account for increased
volatility?

Wa sincaraly appreciate your cocopsaraticn.
Sincarsly yours,

fliad . Hoioomfp

Richard G. Ketchunm
Director

¢c: Michael D. Weiner, Esqg.
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UNMED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON. DC. IC549

November 19, 1987

L]

Attention: cChief Finsncial Officer
Dear Sir or Madam:

The Commisasion’'s staff is conducting a comprehensive review
of the Cctober market break. This review, which anst be completed
by the end of the year, will encoapass a wide range of issues,
from the role of certain index-related trading strategies to the
impact of recent price wvolatility on individual and institutional
Investments in the natlion's securities markets.

We note that on or after Dotober 19, 1987, your cospany
commenced a stock repurchase program. To assist us in completing
our review of the market break and its impact, we regquest that
yon provide us with a listing of the company's dajly purchases
of its mecurities from the time of its repurchase progras
announceaent throungh Wovember 29, 1987, Please send this
information to the Division of Corporation Finance [Attention:
Herbert Bcholl) elither by telecopier or overnight mail, no later
than Deceaber 7, 1987. The Cosmission's telecopler nuaber is
(202) 272-7050 or 70SL.

Your assistance in helping os seet the sevare time constraints
for our market study is greatly appreciated. If you have any
questions concerning this reguest, please call Mr, Scholl at

{202) 272-32129.

Sinceraly,

:Ef‘i‘l'#h. Walter h—; L

Deputy Director
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The Commission’'s staff is conducting & comprehsnsive raview of
the October market break. This review, which must be completad
by the end of the year, will sncompass & wide range of iscues,
from the role of certain index~related trading strategies to the
impact of recent price volatility on individual and institutional
investmants i the nation’'s securities markets.

We note that on or after January 1, 1987, your company
anncunced a stock repurchase program. To assist us in completing
our review of the market break and its impact, we reguast that
you praovide us with the total number of shares authorized for
purchase and a listing of the company’s daily purchases of i1ts
securities from October 1%, 1987 through November 20, 1547
{including the daily high and low per share purchase prices for
that periocd). Please send this informationm to the Division of
Corporation Finance (Attentien: Herbert Scholl) sither by
telecopier or overnight mail, no later than Decamber 18, 1987.
The Commiseion’ s telecopier number is (#2) 27Z2-70S0 or 7031,

¥Your assistance in helping us meet the severe time
constraints for our market study is creatly appreciated. It
vDou have any guestions concerning this request, pleass call
Mr. Schell at {(202) 272-3029.

Sincerely,

Elisse B. Walter
Daputy Digector
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20545

oI EiaN arF
MARKET WEQIR AT ION Hovazler 17, 1987

Daar

The Division of Markat Regulation iz conducting a
comprehensive raview of the Octobar markat break. This review,
which must be copplated by the end of the year, will encompass a
wide range of lasues, from the role of certain index-related
trading stratsgles to the lnpact of rescent price volatility on
individual and instituticnal Investzents in the nation's
sacuritiess marketas. Your perspactive, as one of tha laading
money zmanaders, wWlll ba esgsential to this study. Tharefora, wve
raquast that your firm complets tha following questionnajire, and
sand this informaticn to the Division of Market Ragqulation,
slther by talecopisr or ovarnight majil, no later than Decapber 7,

1987. The Divisicn's talecoplar number is (202) 272-7050 or
T051.

Your assistance 1in helping ua xzeet the severs time
conatraints for our market study is greatly appreciaczd, If you

have any gqQuestions concerning this questicnnaire, pleasa call
Alton Harvay at (202) 272~-2970.

Singeralwr.

LA AT

Richard Q. ¥et:snaunm
Directeor
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Please provide the following information to the Divieion of
Market Regulation, either by telecopier or overnight mail no
later than December 7, 1987. The Division’s tealecopier number is
{202) 272~70S0 or 7051. Your assistance in helping us meat the

Bevere time constraints for our market mtudy iz graatly
appreciated.

Backaround Statistics

For each month in 1987 please provide the following
aggregate figures for your firm. In addition, please provide
average annual figures for these questions for 1983 to 1986,

1. Average daily U.S. Dollar amount 1/ of money under
wanagement {(discretionary and non-discretionary). If a
daily average is unavailable, please indicate
beginning-cf-month (“BOM") or snd-of-month (*EOM")
amount.

2, Percentage of the above U.S. dollar amount invested in
the following types of stock (alsc, please provide
figures in thousands of shares):

NYSE=listed Stock
Amex-1listed Stock

Rational Market System (“NMS") NASDAQ Stock
Ron—NMS HASDAD Stock

3. Percentage of the above U.S5. dollar amount invested in
long~term and shorti-term debt securities (government,
munleipal, and corporate).

4. Percentage of the above T1.8. dollar amcount malntained
in cash and cash equivalents.

5. Percentage of the above U.5. dellar amount invested in
the folloving (alsc, please provide approximate nuzber
of contracts for each type of future or option):

- Equity options

- Index opticns
- Index futures
- Other financial futures

1/ By "U.s5. dollar amount”™ we maan the total amount of managed
money, in whatever currency, calculated to tha sgquivalent
arount in U.5. dollars.
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Portfclio Ingurance

Do you apploy, or have you in the past employed, “portfolie
inuuianc-“ or "dynaeic hedging” strategies? If you have, please
provide:

1, The time periods in which the strategies were smployed.

2. Plaase provide the identity of the vendor(s) and a
brief description of the basic strategy:

(a} For each month in 1987, please indicate the tize

ftame {e.g., one-year, two-year) for this
portfolie protection.

{(b) Please indicate the particular index’s price
movements which would Mtrigger™ transactiovns in
index futures or optiens on the following trade
dates: April 1, 1587, September 1, 1987, and
October &, 14, 15, 16, 1%, 20, 26,

3. For each month in 1987, please indicate:

(a} The percentages of total positions in the index
futures or index options (and number of contracts
for each type of future or option} employed in
those strategies.

{b) Percentage of managed money intended to be
protected by those strategies.

{c) To the extent that it can be guantified, the
Increace in the percentages of your managed money
invested in equities (if any} which can be
attributed, at least in part, to your reliance
upon the protections provided by portfolio
ineurance.

Octcober Market Bresk

1. Please provide the percentages of stock portfolios
liguidated (also, in thousande of shares and
approxinate deollar amount) during thes following
periods. Please dlstinguish NYSE~listed, Amex-listed,
NMS NASDAQ, and noh=NMS NASDAQ stocks.

- Weuaks of October 5 - 9, October 12 - 16,
October 1% - 23, and October 26 = 30,
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- Trade dates October &, 14, 15, 16, 19, 20,
and 26. '

Please provide the percentages of your purchase and
sell orders (also, in thousands of shares and
approximate deollar amount) in NYSE-listed stocks
directed to the folleowing markets on October 6, 14, 15,
16, 19, 20, and 2&:

NYSE _
ﬂther 0.5, Exghﬂnges
U.S5. Third Market
Foreign Markets

Please provide figures (in number cof contracts and
approximate deollar amcunt) for your firm's purchases
and eales of index futures and index optlions for the
following periecds.

- Weeks of October 5 -9, October 12 - 16, 1% =
23, and October 26 - 30.

- Trade dates October &, 14, 15, 16, 19, 20,
and 2&.

1f applicable, approximately what percentage of your
gales of index futures or index options ( also, please
provide number of contracts for each type of future or
option) would be attributable to the inability to
execute stock transactions at acceptable prices on each
of the fcllowing dates: October &, 14, 15, 16, 19, 20,
and 267

If applicable, approximately what percentage of your
sales of RYSE-listed stocks (also, please indicate
thousands of shares and approximate dellar amount)
would be attributable to an inability to execute
futures or options trades in portfolic insurance
strategies for each of the following dates: October &,
14, 15, 16, 19, 20, 2§.

After contacting your broker to communicate a 10,000
share buy or sell order, approximately how long did it
take for you to receive a report ©f the trade axecution
on each of the following dates: October 6, 14, 15, 16,
19, 206, 26,

- Approximately how long would it have taken,
on average, to receilve =uch reportes in
Septembar 15877
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Plaase indicate the methods your firz usees to

communlcate esgquity buy or sell orders to securities
broker~dealars:

- Telaphona

= Direct Lines

- Copmercial Lines

Telax

Tele flcoor

Broker-Dealerfs compunication system
Computer link (modem)

Please indicate whether you experlenced any delay in

communicating orders on each of the Following dates,
and indicate the media through which you experienced
delays: Octeber 6, 14, 15, 16, 1%, 20, 26.

FPlease provide a brief description of how the October
Market Break may have changed your investment
strategies for your varipus types of aggounts.

{a) Has it lead to a reductien in the percentage
of your portfelior invested in egquities?

(b) To a shift in investments in certain types of
stock (g.g., NYSE-llsted versus OTC stock)?

{¢) To reduced reliance upon stock order
executions on particular earkets (g,9., NYSE
versus Third Market)?

(@} To increased or reduced reliance upcn, or
initiation or termination of portfolio
ingurance strateglea?

{¢} I1f you are reducing your equity lnvestment
and reliance upon portfelic inaurance
strategles, are these changes interrelated?








