
September 9, 20O3

The Honorable Wimam H. Donaldson
Cha正調n

U.S. Securities and Exchange Commission

Washington, DC 20549

Dear Chairman Donaldson:

鰯器宝器豊も器蕊筈器鵠謹蕊r M重.
RIchard A. Gras§0, Chairman and Chief Exeoutive O鉦cer,血at distributed to him certain

Vested and accrued compensation. Your letter also set out nine sets ofquestions and

docu皿cnt requests and ask`d血at I respond by todaγ. I have taken your question§ in

tum and answered each of血em. and I have provided suppo血g documentation as

Exhibits.

Before tuming to血e response to your question§, allow me to darify that the 2003

EmpIoyment Agreement, Which reflects Mr. Grasso’s commitment to remain Chairman

and CEO of血e Exchange to May 3l, 2007, PrOvides no new compensation to Mr. Grasso.

As you know,it does provide for the payment to him of$139.5 m皿ion血at he earned

Pursuant tO benefit pla鳩and dc虎rral programs prior to 2003 and which had been

accrucd. The 2003 EmpIoyment Agreement also continues his amual salary of$l.4

miuion that has been in e飾ect since 1995 and contemplates (but d∝S nOt gu紬antee) a

target bonus ofat least $l mimon per year. In addition, it teminated Mr. Grasso’s future

awards in the bene6t plans and deferral programs in which he previously pardcipated.

Under hi§ 1999 EmpIoyment Agreement, Mr. Gras§O WaS also entitlcd to appro血matdγ

$48 miuion in futurc payment§, $20 minion ofwhich are vested benefits. Ofthe $48

m皿on, $15.5 miuion has aheady been ac餌皿ed. The 2003 EmpIoyment Agreement

PrOvided for血ese payments to be made during the yea'§ 2003-2007. However, Mr.

Grasso has infomed the Board ofDirectors that hc ha§ detemincd to forego receipt of

these future paγmentS. The 2003 Employmen( Agreement w劃be revi§ed a∝Ordingly.

l. Endosed as Exhibit l are copies ofthe minutes ofthe Exchange’s Human Resources

and Compensation Committee (the Compensation Committee) meetings where Mr.

Grasso’§ neW Employment Agreement were diseussed and approved, induding

℃enefits payouts.’’It is血e practice of血e Exchange to not take minutes at Executive

Session§ Ofthe non-management Directors. However, endosed as駁hibit 2 are

Speaking Point§ OfH. Cari McCall (I chaired血c meeting) and handouts血at vere

distributed to Directors at血e meeting. Endosed as E血ibit 3 are copies of血e

minute§ Of血e Compensation Committee and血e Board where prior EmpIoyment
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Agrecments and Amendments to Mr. Gras§O’s Agrcement were discussed and

approved sincc he beca血e Chairman and ChiefE]reCutive O航ccr, and・ in Exhibit 4 a

copy ofMr. Grasso,s 1999 Employment Agreement and amendments. In Exhめit 5

are copies of ∽nSultant reports and o血er docunents血at were considercd wllen

making血ose decisions. Bo血the Compeusation Cormittee as i` was ∽nStituted

prior to June 2003 and the Compen§ation Committee con§dtuted after June 2003

諸藩霊犠器盤嵩器蕊露盤器慰霊盤。The
Compen§ation Committee’s compensation consultant), Mercer Human Re§OurCeS

Co購ul血g (血e Compensation Committce’s benefits ∽nSultant) , and Vedder Price

(an ind印endent consultant血at had ncver done busines§ wi心血e Exchange that the

Compensation Committee engaged for a completely independent assessment).

2・監蕊霊詩話器霊認諾諜悪霊謀議嘉
§ince 1995 v心en Mr. Grasso became Chainan and CEO. Endosed as Exhibit 7 are

血e member§ Of血e Board ofDirector§ Who have served on血e Compensation

Committee since 1995 and血eir ycas ofservice. No o血er ∽mmittee of血e Board

deals with Mr. Grasso)s compen§ation or tem§ OfempIoyment. Based on

con§iderations of constituent representafron, On Director competencies, ava並劇fty

and preferences’and on an equitable distribudon ofworklood ofaII committees,血e

Board malkes all committee a§Sigrments. Undl June 2003,血e Chaiman

rcoommended assignments. In June 2003, aS reCOmmended by血c Special Cormittee

on NYSE Govemance, a Standing Govemance Committee ∞nSisting of three non-

industry Directors and血e two Vice Chdrmcn was appointed to, anOng O血er血ings,

review and ooncur with committce membership rccommmdations made by血e

Cha立脚.

The Compensation Committee’s composition, untl Junc 2003, induded bo血

industry and non-industry Director§, traditionally induding the two Vice Chaimen

of血e Board. In June 2003, as reCOmmended by血e Special Committee on NYSE

Govemance’血e composition of the Compen§ation Committee was changed to

indude only non-industry Dircctors.

盤豊富謹書岩盤懇慧詫霊繋籠霊蒜霊錐
for a pe重iod血at cxtended beyond 2005 when his 1999 EmpIoyment Agreement

WO山d have exPired.

It has been血e 8Oal ofthe Compensation Committce for sevend ycars to design

compensation programS血at attract and retain superior “world daes" executives. It

has also been血e Compen§ation Committee’s pmctice to review’from time to tine,

血e tems and ∞nditions ofMr. Grasso’s empIoyment, and a丘er this review engage

M. Gras§O in di cussions regarding new agreements.

器諾霊謹‡諾霊謹言窪霊署慧‡蒜器d
p軸Ian血ropic ∞ntributious血at the Exchange or its Foundation ha§ made to

organizations with which members of血e Compensadon Committee are a餓血ted"
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We are canvassing present and past membcr§ Of血e Compeusadon Committee to

詩誌豊‡霊結語宝器宝器器諾…ur重c紳輔

3. Shown below is a schedule of血e Compensation, Deferrcd Compensation, Savings

霊置諾霊譜謹醒‡悪霊認諾謡
Committee and Board ofDirecto重S meetings where血esc Plans werc discussed or

approvcd.

塾塑　　　　　Participants Des`ription

S叫∴∴仙Bmp函§　筆書慧認諾露語霊霊

Vice Pre§ident has received a merit increase §ince

200l. No empIoyee at or above血e levd of

Director has received a merit incrcase in 2003.

Approximately 275 NYSE empIoγeeS arC

represented by血e O岱ce and Professienal

Employees Intematioml Union and血eir paγ i§

determined by a negotiated co皿ective bargaining

a騨ecment・

Pay levels below血e level ofSenior Vice

President are reviewed each ysar and approved

by血e Compensation Committee. Thc

Committee is supported in血is review by its

outside consultant, Hcwitt Associates. The basis

‡叢議竃蓋等
Pay levels for Senior Vi∝ Presidents and above

灘.盤‡c
謹話盤己。心
been selected by the Compensation Committee

and is chown as E血ibit lO. Total ∽mPenSation,

induding狐applicable compen§ation programs,

for cxecutives at the ∞mParator COmPanie§ is

andyzed and血en discounted by 10% for Mr.

Grasso and by 30% for o血er executives, to

e§tablish a starting point for di§CuSSions abou`

total compensation induding §alary, ICP and,

where appropriatc, CAP (see descriptions

bdow),
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Incentive All EmpIoyees

誌精髄on諾磐藍.
Scr克ce

The NYSE In∝ntive Compen§adon Plan was

est乙blished in血e 1980s. At first血nited to

Senior Executives, Participation in the Plan has・

owr血e増田S, been e坤細心d so血ab to心胆狐

精霊碧‡霜謹豊㌣
藍謹器語藍議書葦
at血e Dil.ectOr level and above to enab1e

rccoghition ofindividual perfomancc. In 1999,

血e Plan was redesi印ed so血e Plan isわle to

叢‡護憲慧盤謹
Perfomance mcasured against predetemined

謹言蕊器豊露語謙語
based on Salary Grades.

Incentive Compensation Plan Awards for Scnior

Exeoutives直cluding Mr. Grasso, and血e

President(§) are detemined each year by血e

Board after a recommendation from血c

Compensation Committee regarding total

COmPenSation wi血support from血e

Committee’s outside consultant, Hewitt

Assodatcs.

Thc Compensation Committee approve§血e ICP

Award for Group Executive Vice Presidents and

the General Counsel with support from Hcwitt

Associates and also dctemhnes血e appropriate

鴬嵩謹告鰯悪霊C
Senior Vice Presidents, again wi血support from

Hewitt Associates.

紫嵩霊器護憲諾驚憲龍藷霊
(しTIP)

(Discontinued) and Above award was granted based upon performmee
against the goals.
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Accum血ation Executives

Ph (CAP)　　　　　　　　　or her ICP Award (in血e past, LTIP was

induded). Award levels are designated ty

individual, and are 15%, 25% or 50% of血e ICP

Award. Mr・ Grasso participates at血e 50% leveL

The award is trcated as a book entry earning

8%/y閉r (a rate estねhihed in 1998) untn it is

vested. Once vested,血e awa重ds are transferred

to a Rまbbi T調st where血e rate ofretum is based

on血e individual executive,s selection of

investment vehide§. Executive§ may Currently

choose from nine mutual funds as investment

vchicles. The vesting sched血e is shom below:

Re血ement All EmpIoyee§　　The NYSE Re血ement Plan is an ERISA

Plan qua騰ed defined benefit plan血at a∝rueS

amual benefits, based on length of

Participation and bas salary, and has an
Objective to provide long service partidpants

(de丘ned as 35 yca重s or longer) wi血a pen§ion

bene飢induding §ocial Security, Of bctween

圏護国圏圏圏
重c(立働ncnt.

Savings Plan A皿EmpIoyee§　　The NYSE Savings Plan is an ERTSA qualified

401(k) defined ∞ntribution Plan EmpIoyses

may defer up to 6% in pre- Or after-taX

contributious血at are matched, dollar for

諾霊悪霊霊霊譜詔誓
are presently 13 investment vehides to which

Participant§ may alloca(e血eir §avings ( 12

mutual funds and one GIC fund). There are

loan and wi血dmwal provisions血at

Participants may tcke adrmtage of The Ievel
ofbenefit is ⊂apPed by IRS reguladon.

園
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霊篭認諾盟謹霊慧藍‡諾宝器
Payable from血e two plans and §ocial Security is

a percentage of an empIoyee’8 best con§eCutive

three ycars ofcompensadon within his or her

認諾黒器認諾,。
years, service, 45% after 2O years, and 60% alier

雑誌露盤詩誌謹碧
the Exchan8e before age 55,血e benefit is

forf轟ed. The benefit is reduced 2%佃ear for each

罵窪禦瑞雲晋ne範
installments or in a lump §um.

Mr. Gra§SO does not pa血cipate in SERP.

認諾認鷲蒜詳d
Chaiman and CEO, PrOvide a retirement benefit

that is calc血ted using血e same fomuh as the

SERP with a few modifications.

1, He is credited with an additional four years of

2. The interest rate血at is used to convert hi§

pension to a lunp sum cannot exceed 4%.

3. For 200l and later,血e SERP calculation

re∽gnizes only 85% of血e ICP Awnd. For

蕊語法豊畿法器盤
that Mr. Grasso wo山d not benefit from thc

ehination of LTIP.

4. When血e 1999 EmpIolment Agrcement

became e鱈eedv(ちMr. Grasso’s camed SERP

benefit ($29,928,062) wa§ Credited to hi§ SESP

a∝ount. The SERP benefit that is in血e 1999

EmpIoyment Agrecment (and in the 2003

EmpIoyment Agreement), is of欝ct by

言酷薄諦t。
him or transferred to his SESP Acoount (see

諾豊富忠霊蕊窪ま諾i
1999 (Mr. G重asso did not wich to bcnefit from

血畿ふ狐ge).

Rxecutive

Re血-ement

Plan (SBRP)
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Supplemental Employeeswho

Executive exceed IRS

Saving§ Plan established

(SESP)　　　m鋤【imuⅡ鳩for

401(k) Pla皿s, i.e.

$200,000 s血aリ○○

$40,000 tot血

contribution§

(induding NYSE
match)

The SESP is designed to ∽ntinue血e benefits

ava血able血rou外心e NY§E Savings Plan. The

first 6% ofcontribudons, Which must be made

PrC-taX, are matChed douar for douar∴Loans

are not avaぬble. Funds are investcd in a Rabbi

Trust and血ere are nine inves億nent vehides

ava皿a馴e.

Salary Drfenal Senior E賭《mtives Theq血ified §avings Plan and SESP auowan

P血s　　諾慧欝r譜藍翫窯盤識語
and Above previoutγ thc LTIP Dcfenal Plan)狐ows

cu輯)lc empIoyees to defer an or part ofhis or

her award. There is no matching contribution.

Deferrals a重C invested in a Rabbi Tn鳩( and

there are hine inve§tment Vehicles ava地心le.

4. Shown below is infomation regarding the total compensation for Mr・ G重aSso Since

1995 when he became Chalman and CEO. Mr. Grasso’s co皿PenSation has been

蕊器慧謹禁書葦露嵩で紫雄蕊心
霊籍‡詔欝駕鵠,霊霊詣袈篭諾豊謡葦
the Employment Agrcemcnt. The I‘TIP has been discon血ued.

う読諸事　$蒜。。迎　型　$2謀8,
96　1,400,000　1,500,000　　　　　　　　　　　　　　3,000,000

97　1,400,000　　3,800,000　　　　　　　　　　　　　　与,200,000

98　l,400,000　　4,204,000　　39ふ000　　　　　　　　6,000,000

99　1,400,000　　5,6与2,000　　948,000　　3,300,000　1 1,300,000

00　1,400,000　12,与19,000　1,081,000　　6,000,000　　21,800,000

01 1,400,000　16,100,000　　　-　　　　8,0与0,000　　2与,与与0,000

1995 reflecIs five months as President and Executive Vice Chaiman.

For 2000血e Board awarded Mr. Grasso a Sp∝ial Payment Of$5,000’000血at

vests in Februarγ 2006 and is not SERP digible compensation since血e Board

decided to separate血e payment from血e ICP Award・

For 2001血e Board awarded Mr. Grasso a Special Payment of$5,OOO,000血at was

pla∝d in his SESP A∝Ount and was not SERP eli由ble compensation, again, Since

血e Board decided to separate血e payment from the ICP Award・
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As described above, all NYSE cmpIoyees participate in the Incentive

諾謹宝器黙諾露語豊豊器nCe
performance in any given year血at is made by thc Ch壷man and CEO’and

approved by血e Compensation Committee and血e fu]l Board. (In recent years,

division pcrfoman∝ has also be∞me a factor.) By way ofexample’ifthe

Exchangewide award was 130 in a particular yeaJr,血e Exchange・ aS an

諸悪窯露盤畿篭離蕊露悪
欝悪霊議諾悪で嘉誌謹Pe血m糊g祉s- a

豊諾認諾謡‡蒜浅識菩蕊器盈蒜。り
護持蕊諸君濫荒蒸器護譜詩
語龍巻器謹詫豊能認諾耽
血e unvested portion ofavards are accrued and血e e坤ense is reported each year.

The ve§ted portion of血e awards arc tran§ferred to a Rhobi T則St. There are血e

investment vehide§ aVa組able in血e Trust. Once mn fened, gainsnosses are

reflected in the va山e of血e Trust’s assets.

Long Tem血oentive Plan awards were a∝rued and rcportcd as expense in血e

year血q Ⅵ慨e ea血cd・

To put血e§e aWards in ∞ntCXt・ allow me `o briefly note血e ac∽mPlishments for

the NYSE in 2000 and 200l when empIoyees at the Exchangc, including Mr.

Grasso, reCeived significant ICP Awards・

謹灘認諾悪霊認諾,
Govemanoe and Ownership (NYSE Direct+, NYSE MarketTrac, CBroker)

重購titutional Expre§S), led血e industry to convert from froctious to decinals,

叢
幣
董
器
畿
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on血e Index, COnducted §everal Special Examinations inclnding Decimal

Readiness, Customer Margin and Day Traders, referred 10血s遭er Trnding cases

to血e SEC血at resulted in enforcement acdo購and brou如t a record number of

Enforcement cases induding several血at were αmessage cases・"

窯認諾擬灘霊謹議書
Boo血Support S殖tem and Broker Hand Held Devices,血plemented血e Front-

End Systemic Capture §ystem, and Intra-day Comparison, nSted 144 new

轟縄譜禦ぎ盤:慧艶
with the events of September l l (and enabling the Capital Market§ to OPeratC On

September 17) as weu as血e aftema血・

与藍議欝塾護鶉譲欝
and reflected as an expen§e in 2000. Earnings are accrued and reflected as an

expense annua叫y

Mr. Gras§O Participate§ in CAP at血e 50% le血A§ described ea鵬er in血istetter'

血e unvested portion of CAP awards are caried on血e NYSE,s Balance Sheet as a

Bock Entry and eam 8%fyear. The Aw調ds are accrued and reflccted as an

露語器器霊s諾落盤懇篤詩誌詳e
valued at $9,730,346. Under his new agreem孤t, aS these funds vest, they will be

paid to Mr. Grasso. No CAP Awards w皿be made to Mr. Grasso going forward.

O血er CAP participants, funds arc moved to a Rchbi Trust as血ey vest, Where

participants are ablc to choo§e from anong nine invesment vehides.

There are presendy l l o血er executives v‘心o participate in CAP. Robert G. Britz

and a血e血e R. Kinney participate at 50% of血e Award, Six other executives

P劃賃icipate a書25%,狐d血章e○ ○地場at 15%・

6・董窪蜜蒸器寵諾認諾詩語音譜

慧誌‡盤盈詣謹豊富濫器法器岩垂
的重k血g ∽Pi書血・

As a Not-for-Profit (Membership) Organization,血e E]隅hange cannot distribute

護認諾藷護憲誤認詩趣
income ta:腿S) in order to assure血at its working capital grows in propordon to

thc growth of its busines§.
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蓋蒜灘諾
ofbcnefits to Mr. Grasso §ince the payment had previoudy been acoued"

7. Mr. Grasso,s new Emplayment Agreement, which is sct out in Exhibit 1 1, results

from a decision in 2002 by血e Compensation Committee to recommend

extending Mr. Grasso’s tenure beyond May 2005 (血e terminadon date ofhi§ 1999

EmpIoymcnt Agreement). To sunmarize the compen§ation and benefit changes

from his prior EmpIoyment Agreement;

Tem:　　　　　　　　　　M種y 31, 2007

Salary Drferral:　　　　　　No future partic車ation

Capital Accumulation Plan:　Awards elimimted going forward

Payment of presently vested and accrued awards

Payment Ofpa§t aWards as血ey vest or at dea血・

to Mr. Gras§O’s beneficiaIγ

Compeusadon has been capped at 1999, 2000,

2001 levd (using 2002 Wuld have increased Mr.

Grasso’s benefit)

The new Mortality Tわle effective in 2003 has

been waived (血is, tOO, WOuld have incrcased

Mr. Grasso’s benefit)

Payment of vested and acennrd benefit

(approxinately $5 l ,600,000) and payment of

the remaining balancc in installments in血e

準a購2004-2007

Payout of currenl ac∽unt induding SESP

∞ntributious and NYSE match,血e Special

Payment aWarded in 2001, and drferred salary

and ICP

Payment of血e 6% SESP contribution and

Exchange match each year going forward

P叩ablc whcn v鋒血g o∝u購血嘗めmaヮ2006

Or Paid at a prorated anount at dca血to Mr.

Grasso’s beneficiary
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It should be noted that when Mr. Grasso entered into prior EmpIoyment

Agreements he was paid his ve§ted and accrued SERP benefits.

器豊富認諾採譜警務轄謹碧d
benefits when血e Agreement wa§ entered into, Mr. Gra§SO WOuld have been paid

謹欝‡終盤盤書誌蕊業薄型
a∝rued and eamed, but not yet expeused, balance of hi§ SuPPlemental retirement

benefit in the about of $7.138 million in cach of2004-2007 (should血e interest

rate used to determine thc SERP lump sun change, there may be an adjustment in

2007); (c)血e unvested amounts that have previoudy been credited to hin as血ey

become vested in accordance wi心血e CAP on his 57心through 60th bir血days in

the amounts of$1.450 m皿ion in 2004, $2.950 m皿ion in 2005, $3.1 16 mⅢion in

2006, and $4.605 in 2007; and (d) a apecial retendon payment awnded for 2000 in

血e amount of $5 minion (plus interest at 8% per ycar from Februay l, 2001) on

February l, 2006 ifMr. Grasso竜employed by血e Exd]狐ge On that date. As

noted, Mr. Grasso has detemined to forgo receipt ofhi§ Prior ∞mPenSation and

benefits (items b-d) and,血erefore, to forgo approximately ca8 miuion over血e

ne丸ゐur準狐S.

8. When Mr・ Grasso no longer hold§ his current position・ he w皿be entided to

Qualified Pension Plan Benefits, Po§t Re血ement Medical Bcnefits and Life

Insurance, his ICP Award for血e γear in which he leaves’and Directors and

O鏡cers Liability Insurance related to his empIoyment tem for at least sir: ysarS.

These are benefits a鰯orded to all cmpIoyees. (The Directors and Officers Liab址ty

重nsuranoe is referenccd in血e EmpIoyment Agreements. No o血er documen章s are

r間中皿Siw. )

9. As anticipated in our May and June correspondence wi血you and your sta鱈;

subsequent to血e issuance by the Spccial Committee on NYSE Governance ofits

護護欝整驚籠塾
written view§ from 23 0rganizatio購and individuds, mOSt Ofwhom arc among

叢書認諾嵩諾縁霊認諾霊禁書鵠蓋缶。帆

灘E
蒜蒜謹董宝悪霊書誌監器霊認諾悪霊藷豊
at the Board meedng on Thursd叩October 2. The Special Committee expects to

recommend血at血e Boa重d seek comment on its ngrort and re∞mmendations.

After receiving ∞mmentS,血e Board wⅢ initiate血e proces§ Ofamending血c

E]榔hange Constitution (by-1aws) to e舵ct血e approved r∝Ommendadons血at

require such amendments.
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I trllst血at血is letter is responsive. We beheve we have provided all血e relevant

documents in our possession. Ifother documents are located, We Wiu supplement

the E】心めit§.

Ifyou have any quesdons, yOu Or yOur Staffmay contact me at (212) 935-7780 0r

you皿ay Ca11 Frank Z. Achen, Executive Vice President at (212) 656-2277.

S血cere小

三!ニヂ多
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