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Hr, Nenvy M. Watte, Jr.,
Chalrman of the Doard
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Cleven Wall Street

Mow York 5, New York

Gentlomen:

We ore deeply concerned by the ifopasse in staff diescusasions con=
cerning the Exchange's use of the EUP equipment now Le be [nstalled.

It appears thok the equipment Ls capable of serving as eo alwest
indispensnble - tool In helpinge the ¥xchanpge and the Comeission Lo neet
thelr respective statutary responsibilities, Yet the egquipment La not
being applied to full advantage nor huos the Exchange given any aerious
conaideration to such applicalifon,

The need for .the Exchange to use autemated technigues for market
surveillance was oripglnally given a high priority in the program for
implementation of the Special Study's recommendazions, Slace that time
the activitics of some members on-Hevember 22 have conflrmed the need
for the Exchange to coploy the moat effective methods availdable to detect
viclation of fts rulesa. Surely there can be no room £¢; quedtion on thia

BCOre .,

We underscand that the preseat atalemate 1a created by the Exchonge's
failure to take a firet astep eascntlal te uslag irs new aucomated equip-
ment for survelllance purposecs, Ihat step is the cogpture and pebention
of certain bagiec transaction data, primarily the identicy of members parti=-
cipating ap principala, The dapsired data for esch Cransaction were
pummarized [n Mr. Ralph Saul's letter to Mr. Funston of Dagember 10, 1963

as follows:



a2, JLdentification of underlylnn brokeve on both ridea;

b, indication ¢f whether principal 1s a aoomember,
epecialist, floor trader, cdd-lot dealer or
member off-floor:

£« whether sale fe ‘long, short or short excmpt;

d. whether execution is by the speclaliat as agent;

e, Zdentification of execuking broketrs;

f. purchagsca to cover ahori posifiona;

g£s Lype of order,.

Taogush this letter stressecd the importance of the firsr four itera,
it rorucuted “speciflc advice" concerning the Exchange's plans for
capture of all of them. Your letter of December L7 was not responsive,
Lhowever, to this request and did nor furnish the advice the Covmission
wag Geeling.

The input of these tramsacrion data, together with development of
appropriate computer prograws, would secure some far-reaching benefitcda:

1) Fundamental i{mprovement In the Exchange's aurveillance
of trading activitfes, Caprure and input of these data
will permit prompt and accurate determination of whethar
memberd sre complying with or vielating the Exchange's
riles,

2) Substantiel enlargemant of the Commissieon's ability to
carry out its oversight responsibiiiries and to enforce
the gecuritics laws and its own rules.

3) Replocement of present atchale quill-type and admi ttedly
incomplete Teports with accurate, complete data. Thie
will open up new avenues for securing more comprehensive
and uscful data in the fubure,. '

We Tealize that the Exchange's present automatien pregram haa been
underway for some time and that it did net contemplate these objectlvan.
But in view of the basic importance of these goale, we cannot underatand
your reluctance to reassess the immediate program and to adapt it for

breader public purposes, .

On February 17, Exchenpe representatives advised the Comnlecsion
staff that the Exchange was increasing the capabilitiea of the EDP equip=
ment mow on order, They made 1t clear that the changer was for purposes
other than those requested by the Commigeion, although it can apparently

perve such purpescs 28 well,



It wvns alec made cleax that the Fxchange ie prepared to de nothing
te moct the Comnisslion's request at this time; that the Exchange's Beaxd
af Governors has get no goais for the wee of the present subtomated ine
stallucion eother than fts eviginoel limited objectiven; that wmembers of
the Exchanpe staff directly concerned with fleor prnccduzen hove not
 participated acclvely dn the BExchatge's limited ceonsideratien of the
Comninalon's request; and that the FExchange staff currently sces, wvnder
present schedulen, no opportunity even to begin serlous conaideration
of thwt request belore the middle of 1965,

Tils 4n o wheolly unrcatbisnfactory sltuation, We do mot underestimate
the complexity of these probleme., Wox do we belleve that they are capabie
of overvight nolution and implementakion. Buk we do pot understand them
to be fusoeluble ond canmot understand why, in view of the unquestionable
importance of the goala, the Exchange should not be commitied to 4 program
of activity aimed at aciileving them aa prowptly aa ip practical .and
. reascnable.

Xt 15 fvperative that the Exchange come to grips with this problem.
We vecommend the Eollowing otepa:

The Exchange shwuld adopt an official poeitien with Teepact to uae
of modern automited procedures to discharge lte statutory responsibilities.
e assume thete ig ne dicaprooment in principle concerning the need to
capture the information deccribed above, buk ib yemaing for the Board of
Governors to state and announce s policy in this atea. T Exchangﬂ
should then authorize the measures needed for aolving the problens of
floor procedure, systems design, and computer programming. The necd ia
not alone for articulation of goals but for practleal measures to achieve
them. I undepstgnd, im this connection, that the Commisaion stafkf has
glven the Exchange the benefit of some of its thinking in this area and
has offered bto consult with and to assist the Exchange.

Beyond the ieporiant immediate surveillance objectives, there 1ia urgent
and increasing need for the Exchanpe to escablish those objectives &8 park
of a loug=range plan.for the uvsze of ira EDP cquipment. Such o plan would
provide, of course, for expanding ubilizotion of modern auntorited procedures
in performance of the Exchange's surveillance and other responsibliitics.
Despite the reference in your letter of Pebruary 6 to the start of such 4
pran, it has net been codmunlented to we pud, eo far as we know, haa nevey
been reduced te writing. 4&n acceptable leng-range plan should now be

formulated and publicly snnounced,

The Exchange's plan should provide for a basis for integrated data
processing to asaure maximum compatability of automated eystems within
the industry, The achievement of euch towpatability would appear to
requite cpordination of che use of automated equipment by the exchanges,



pubrlle commdaglon houaee, odd lot firms, the Commiseion, and other
inferested partlen, Proccedures elould be instituted to inpure

 'communhcaticn amonz those whose activities are mo interrclated and
we propose to arrange for a meeting at an esrly date to discusa euch -
proceduTng.

We would like the Jonxd of Goverrors to direct its atrenticn ko
this matter snd to give uws its views at the earliest poosible date.
For that weaaon, I «m enclosing extra coples of this letcer for dis-
triburieon e them.

Very truly yuurn,-
Uhlleim. Ll

Wilifam L. Cary
Chalrman



