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Re: Competing Consolidators Model
Dear Dean Seligman:

By your October 26 email to the members of the SEC Advisory Committee on Market
Information, you requested that members who have ideas for alternatives to the current
“consortium consolidator” model describe their ideas in writing. By this letter, the New York
Stock Exchange responds to your request. We describe below how a model involving
competition among multiple, non-exclusive consolidators (the “ competing consolidators’ model)
might work.

First, we explain why we believe the competing consolidators mode is a better way to address
the problems with the consortia than the proposals in the SEC’s concept release on market data.*
We thenprovide an overview of how the competing consolidators model might work. Inthe
balance of this letter, we respond to the specific questions (somewhat re-ordered for the sake of
logical progression) that you posed in your October 26 email.

INTRODUCTION

Aswe described at length in our submission responding to the SEC’ s concept release on market
data,? over the last 25 years, CTA/CQ has established a solid track record of making a high-

! Release No. 34-42208 (December 9, 1999).

2 See “Comments to Securities and Exchange Commission Concept Release on  Regulation of Market
Information Fees and Revenues'” (April 10, 2000; the “NY SE Concept Release Response”) at pp. 11-13
and Appendix D.

(Footnote continues on next page.)
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quality data service ubiquitously, inexpensively and reliably available to securities professionals
and consumers. Aswe also pointed out, we believe that, because proposed CTA/CQ fees are
vetted with the industry, approved by the constituent governance processes of the nine
exchanges®, and subjected to SEC review and public comment, the market data revenue that the
NY SE receives reflects a fair allocation of the NY SE’s costs. In short, it is not at our initiative
that we propose to end our joint effort with the other exchanges, any more than it was at our
initiative that we began that joint effort in the first place.

But the concept release’ s proposals to add additional layers of bureaucracy and to embrace a
utility ratemaking model, as well as the growing dysfunction of CTA/CQ in the face of evolving
market structure, led our Board last April to determine that we should withdraw from the
CTA/CQ Plans. We are confirmed in our course by the subsequent crystallization of the legal
perils of joint activity even when taken within the framework of an SEC-approved plan,* and by
the contradiction between continued joint dissemination and the prescription by the Antitrust
Division and the SEC that each exchange must acquire and manage its own data transmission
capacity independently. >

Our decision recognizes that technology and market forces provide a workable way for the

NY SE and the rest of the industry to assure the display of consolidated data after the NYSE's
exit. It aso recognizes that we have the right under the CTA/CQ Plans to withdraw so long as
we demonstrate to the satisfaction of the SEC that we will continue to meet the requirements of
the applicable SEC rules.

But, to be clear, the NY SE is not calling for the abolition of CTA/CQ. Nor do we believe
our withdrawal will trigger any crisis in data consolidation and dissemination. Similarly,
we are not trying to promote a new market data distribution model for the industry, which
would be both presumptuous and well beyond our ambition to exit CTA/CQ.

3 For the sake of simplicity, in view of NASDAQ's anticipated registration as a national securities
exchange, thisletter generally does not address the continuing role of the NASD in reporting internalized
executions and other off-board trades.

* Recently-settled proceedings of the Antitrust Division of the Department of Justice and the SEC alleged
that a decision taken by the Amex, CBOE, PCX and PHLX to limit the capacity of OPRA effectively
constrained multiple trading in certain options classes. United States v. American Stock Exchange et al .,
No. 1:00CVv02174 (D.D.C. filed Sept. 11, 2000), Complaint at 10; In the Matter of Certain Activities of
Options Exchanges, AP File No. 3-10282, Exchange Act Release No. 43268 (Sept. 11, 2000), Order
Instituting Public Administrative Proceedings Pursuant to Section 19(h)(1) of the Securities Exchange Act
of 1934, Making Findings and Imposing Remedial Sanctions at 4, 6.

® The settlement in the options antitrust matter imposed the prescription on the Amex, CBOE, PCX and PHLX. See
United States v. American Stock Exchange et al., Competitive Impact Statement of United States at 21. At the May
10, 2000 CTA meeting, the SEC staff requested that the constituent exchanges file amendments to the CTA and CQ
Plans that would meet this independent capacity standard as well.
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Nevertheless, we recognize that, by definition, our withdrawal will create the potential

for multiple consolidators for the securities we list, and will somewhat alter the market
data landscape. We also recognize that our action will create a template that other
exchanges may wish to use or extend. That could change the market data |andscape more
significantly.

While the NY SE is not advocating any particular model for the industry, we have thought
through what the market data industry structure might look like following our withdrawal
from CTA/CQ. Inresponse to your request, we are pleased to share our thinking with
the Committee.

OVERVIEW
Current Model (Consortium Consolidator)

Under the CTA/CQ Plans, the nine exchanges (1) establish and collect common charges, (2)
jointly enter into and administer contracts regulating the terms of receipt of last sale prices and
guotation information and (3) oversee acommon processing and data distribution facility. The
nine exchanges select an exclusive processor to operate their common data facility.® For the
purposes of this letter, the consortium processor’ s functions may usefully be delineated as three:
(2) collecting each of the nine exchanges data output (the “single-exchange data feed
function”), (2) consolidating the nine exchanges' data (the * consortium consolidation function™)
and (3) providing a consolidated data feed to anyone who wishes to avail itself of it (the
“consolidated data feed function™). Diagram 1 shows the current data distribution arrangement.

bSincethe CTA/CQ Plans' inception, the constituent exchanges have contracted with the Securities
Industry Automation Corporation (“SIAC”) to act as the consortium processor.
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Diagram 1 - Consortium Consolidator Model
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Asisdepicted in Diagram 1, the CTA/CQ consortium processor provides a consolidated feed
directly to 62 entities that can be divided into two categories: (1) those that provide data feed
services to others (depicted as “ Data Feed Providers’ in Diagram 1) and (2) those that solely
service end-users or their own internal use (depicted as “Vendors’ and “Information Users’ in
the diagram). ©  The 62 direct recipients comprise eight exchanges, three press organizations, 18
vendors and 33 broker-dealers. Most of the 18 vendors (Bridge, ILX, Reuters, S& P Comstock,
etc.), aswell as afew broker-dealers, offer data feed services. These services typically
supplement the consortium feed with consolidated options and OTC stock data, as well as data
from domestic futures exchanges and from non-U.S. exchanges.

In addition, approximately 1400 vendors and information users receive consolidated data
indirectly, through one or more of the data feed providers. For the most part, these indirect
recipients are broker-dealers, ingtitutions and others that redistribute data internally to their
employees and, more recently in the case of broker-dealers, to their retail customers.

Competing Consolidators M odel

The competing consolidators model unbundles several functions currently performed at the
consortium level.  Upon the NY SE’s withdrawal from the CTA/CQ Plans, the NY SE would (1)

" Note that the diagram simplifies the market dataindustry by depicting as discrete several functions that
are often combined within the same entity (e.q., a data feed provider typically also providesinterrogation
services to itsown employees or custoners). Thissimplification is not material to the changes suggested
by the competing consolidators model.
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separately establish and collect its own fees, (2) separately enter into and administer its own
contracts regulating the terms of receipt of itslast sale prices and quotation information and (3)
provide its own data distribution facility. The NY SE will use the services of SIAC (its data
processing subsidiary) to operate this NY SE-only facility. However, its facility would only
perform the single-exchange data feed function Diagram 2 illustrates this revised arrangement.

As depicted in Diagram 2, to disseminate consolidated data, direct data feed recipients would
have to:

Take two data feeds — the consortium feed (which no longer includes NY SE data) and (2)
the NY SE-only feed, and

Perform the consolidation function and the consolidated data feed function.

Diagram 2 - Competing Consolidators Model
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Any data feed provider (including SIAC®) or other data processing firm could enter this non-
exclusive consolidation business. (Such data feed providers and firms are separately delineated
as “Competing Consolidators’ in Diagram 2.) Any data feed provider that does not enter the
consolidation business, as well as any of the other 62 direct recipients that choose not to enter the
consolidation business, would have to contract to receive consolidated data from a competing
consolidator.

Similarly, any of the 1400 indirect data feed recipients that does not wish to avail itself of the
consolidation services provided by the competing consolidators could choose to self-consolidate

8 Outside of its consortium role, S AC becomes just one more data feed provider serving the information industry.
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(depicted in Diagram 2 by the arrows from CTA/CQ and from the NY SE that bypass the
competing consolidators box). The rest of the indirect recipients would continue to receive
consolidated data feeds. Professional and nonprofessional subscribers (depicted in the diagrams
as“Information Users’) would also continue to receive consolidated data services.

Appendix A traces the flow of data from the input of an order into the NY SE systems through
display under the competing consolidators model.

Extended Competing Consolidators M odel

The model also works if other exchanges -- or all exchanges -- withdraw from the CTA/CQ
Plans. We anticipate that it would also work if they withdraw from the OTC/UTP Plan and the
OPRA Plan aswéll (in which case consortium consolidation would disappear altogether).
Diagram 3 illustrates the model as extended to all CTA/CQ exchanges. Note that the schematic
is actually simpler than that of Diagram 2, since the consortium consolidator box (CTA/CQ)
disappears atogether.

Compar ative System Costs

Most of the costs of market data are internal to the nine exchanges, taking the form of
developing, deploying and operating the technical infrastructure to support the production and
dissemination of the data. The competing consolidators model implies no changes to these costs.
However, the NY SE’s withdrawal would affect the portion of the dissemination costs that are
currently pooled.®

The nine CTA/CQ exchanges currently share the approximately $6.6 million in costs annually
incurred by the consortium consolidator in providing the single-exchange data feed functions, the
consolidation function and the consolidated data feed function. While these costs are tiny when
compared to the overall costs of the market data industry, we believe these costs could well
decrease, at least under the extended competing consolidators model.

Under the extended model, each exchange would incur the cost of its single-exchange data feed
function individually, and competing consolidators would take on the costs of the consolidation
function and the consolidated data feed function.

Single-Exchange Data Feed Costs — Predicting the outcome as to the costs of the
single-exchange data feed functions under the extended model is highly speculative
since each exchange would, for the first time, independently enjoy a variety of
insourcing and outsourcing alternatives that would tend to drive costs down.

° Note that we are focused in this section solely on a steady-state analysis of the system changes
necessitated by the NY SE’ swithdrawal, asking whether proliferating the number of connections with
exchanges and the number of consolidatorsimpliesthe creation of repetitive facilities and, therefore, the
incurring of increased costs. We address fees separately below.
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However, one can bound the costs at the upside by observing that, if the NASDAQ
Exchange simply used its existing data processing facilities and the other exchanges
simply continued to use SIAC for this purpose, these costs would change little.

Consolidation and Consolidated Data Feed Costs — As noted, the competing
consolidators model will completely subject these aspects of the dissemination system
to market forces. Moreover, among most likely entrants into the competing
consolidators business are the existing data feed providers, which aready process the
consolidated feed (i.e., they would require little incremental capacity); aready handle
scores of data feeds from the consortium consolidators, the several domestic futures
exchanges and exchanges around the world; and aready provide data feed services to
1400 vendors, broker-dealers and others. Thus, it is unclear whether they would have
material incremental costs in taking on the consolidation function. As aresult, the
extended model might take the portion of the $6.6 million attributable to consortium
consolidation and consortium consolidated data feeds completely out of the overall
system, rather than merely shifting them from the consortia to the consolidators.

Diagram 3 - Extended Competing Consolidators Model
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RESPONSES TO QUESTIONS
Who will act as competing consolidator s?

Under the competing consolidators model, neither SIAC nor any other entity would serve as the
exclusive source of consolidated trades and quotes. Instead, any entity could pick up the
consortium and NY SE data streams, consolidate the streams and make the resulting consolidated
stream available to vendors, broker-dealers and investors.
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The broad universe of possible non-exclusive consolidators includes current industry participants
(i.e,, SIAC and the data processing subsidiaries of other exchanges, as well existing data feed
providers). The non-exclusive, competing consolidators would compete to provide consolidation
services, just as they compete today to provide data feeds. *°

How will competing consolidator s obtain market information?

Today, SIAC and the nine exchanges install lines by which each exchange sends its trades and
guotes to SIAC for validation, consolidation and dissemination. Pursuant to the CTA/CQ Plans
and bilateral contracts, SIAC acts as each exchange' s agent in this activity. It neither entersinto
contracts with, nor collects fees on, the vendors, broker-dealers and others that gain access to the
consolidated data from SIAC. Instead, the exchanges compensate SIAC for its work from the
pool of revenues that they jointly collect from data users.

Under the competing consolidators model, CTA/CQ would provide the consortium feed (no
longer including NY SE data), and the NY SE would provide the NY SE-only feed, to the
competing consolidators and to vendors, broker-dealers and others that self-consolidate. As
CTA/CQ does today, the NY SE would use IP multicasting protocols (or comparable distribution
mechanisms) and require consolidators to receive the data over at least a T1 communicatiors line
(thereby minimizing any latency delays that might result from lower line speeds).**

How will competing consolidators make market information available to users?

Competing consolidators would provide consolidated data to the approximately 1400 broker-
dealers, ingtitutions and other indirect data feed recipients in the same way that that they provide
data feed services today. In turn, the indirect data feed recipients would disseminate
consolidated data to end-user devices in the same ways as they do today.

10 While we have not generally assessed the interest of data feed providersin entering the competing
consolidator business, SIAC hasindicated its strong interest in doing do.

1 Under the “concurrent use” provisions of the CTA/CQ Plans, SIAC already performs single-exchange
data feed functions on behalf of the several exchanges that make available through SIAC datathat is not
consolidated, e.q., index values and trades and quotesin local securities. In performing these single-
exchange data feed functions, SIAC does not act for all nine exchanges collectively, but solely for the
exchange whose data it processes. SIAC iscompensated for providing those bilateral services under the
general arrangements of the CTA/CQ Plans. (As noted above, SIAC will perform the single-exchange data
feed function on behalf of the NY SE.)

Any other exchange withdrawing from any of the consortiawould have to either create its own capability to
make its data available to consolidators or enter into bilateral arrangements with a data processing firm to
provide afeed of its data to consolidators. While we have not generally assessed the interest of data
processing firmsin performing this function, SIAC has indicated its strong interest in doing so.
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How will brokers satisfy their best execution responsibilities under the competing
consolidators model?

As noted, the competing consolidators model would make no change in the ability of end-user
devices to continue to receive consolidated data. Thus, the model implies no change in the
manner in which brokers satisfy their best execution responsibilities and, in particular, in the
availability of the NBBO and the other consolidated data necessary to comply withthe recently-
adopted rules on disclosure of execution quality.?

How will terms, including fees, for infor mation be deter mined?

Each competing consolidator would administer its own business. It would assume responsibility
for assuring that it has sufficient capacity to receive and process al nine exchanges data
streams. It would also establish its own charges for its creation and provision of a consolidated
feed under competitive conditions, just as data feed providers charge for the services they offer
today. Thus, we answer this question from the perspective of terms that the NY SE islikely to
establish after withdrawal.

12 Rules 11Ac1-5 and 11Ac1-6. The question of whether to continue to require vendors and broker-deal ers to
provide consolidated data displaysto all customers (rather than requiring them only to offer consolidated displays)
deserves careful consideration by the Committee. However, the competing consolidators model works with either
approach.
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Termsother than fees— Today, the market data consortia disseminate data under three sets of
contracts.’® Under the competing consolidators model, both CTA/CQ and the N SE could
continue to establish terms and conditions through contracts.** They simply would not do so
jointly.

Thus, CTA/CQ and the NY SE could separately enter into a contract with each consolidator,
other data feed provider, vendor and professional subscriber.® Eachcontract would establish
terms and conditions that are fair and reasonable and not unreasonably discriminatory.
Contracts with competing consolidators and self-consolidating vendors might include technical
specifications.

Fees— As noted above, today, the nine exchanges establish fees jointly though a multi-layered
process that involves vetting fee proposals with customers and industry groups, approval by each
exchange's congtituent finance committee or board, approva by CTA/CQ, and SEC review
(including an opportunity for public comments). Under the competing consolidators model,
except for the consortium-approval step, the process would be the same for the NYSE. Thus, the
NY SE would establish its fees for NY SE-only data in the same way as it does today as to fees
for listing, trading, regulatory and other services. Each fee would be subject to SEC review
under the fair-and-reasonable and not-unreasonably-discriminatory standards noted above and
the fee-filing requirements of Rule 11Aa3-2. The NY SE would bill its customers and collect
amounts due.

Should market information be made available in a standardized format? If so, what
should that format be? How will investors be assured of receiving accur ate, real-time
consolidated information under the competing consolidators model?

While today’ s technology permits multiple entities to receive simultaneously multiple streams of
data and to create consolidated outputs that sequence prices and quotes in the same order, a

13 The three sets consist of one set under the CTA and CQ Plans, one set under the OPRA Plan and one set
under the OTC/UTP Plan. Each set includes forms of agreement between each market and the
consolidator, between the exchanges and vendors, and between the exchanges and professional subscribers.
It also includes aform of nonprofessional subscriber agreement which, under the CTA/CQ Plans, runs
between the subscriber and the vendor acting on behalf of the nine exchanges. The NY SE expectsto
continue this approach asto NY SE-only data.

14 Under the competing consolidators model, the NY SE would have to receive SEC approval of itsown
transaction reporting/national market system plan. (See Rules 11Aa3-1 and 11Aa3-2.)

15 Under the extended competing consolidators model, the resulting change from joint contracts to individual
exchange contracts could theoretically result in an increase from today’ s three sets to nine (11, taking into account
the NASD and the International Securities Exchange, which is the sole options exchange that isnot also a CTA/CQ
Plan participant). However, if the industry’s experience regarding the high level of conformity among the
exchanges' rule booksis predictive, those three sets would serve as modelsfor all the exchanges, and the regional
exchanges would tend to follow subsequent modifications to the three setsthat the primary exchanges make.

16 See 1934 Act sections 11A(c)(1)(C) and (D).
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multi-consolidator environment will introduce at the consolidation level four types of risk that
are present today among data feed providers, vendors and other recipients.

Different Consolidator Operating Environments — Hardware, software and line
differences could cause differences in the ways consolidators process the CTA/CQ and
NY SE outputs, which could lead to sequencing differences.

Validation— Different validation toleranceswould result in sequencing differences.
Capacity Considerations— A particular consolidator might have insufficient capacity.

Protocols/Data For mats — Consolidators would have to manage any differences between the
CTA/CQ and NY SE in line protocols and data formats.

Today, the CTA/CQ Plans resolve many of these issues, and it would seem likely that those
resolutions would carry forward without any intervention.” In addition, because the four types
of risk are present today among data feed providers, vendors and other recipients, the industry is
experienced in managing those risks. Moreover, continuing differences among competing
consolidators in these risk areas would result in differences in service levels; one would expect
these differences to self-correct under the discipline of market forces. However, to the extent
that intervention is necessary, 18 it could be effected through standards-setting under the auspices
of atrade group, through contractual undertakings and, if necessary, through direct SEC
regulation of non-exclusive securities information processors (“SIPs’).

Why isthe competing consolidators model preferable to the existing consortium model?

As noted above, our decision to withdraw from the CTA/CQ Plans is not based on any view that
CTA/CQ has falen short in delivering a high-quality dissemination service ubiquitously,
inexpensively and reliably. Rather, it is based on the view that the “cure” to the consortium
model that the SEC concept release and the options antitrust settlements prescribe is worse than
the “illness’ its critics perceive. Thus, we answer this question from that perspective.

Costs - The costs implied by the competitive model appear relatively small. As noted above, the
joint costs of the collection, consolidation and dissemination functions are modest relative to the

17| the NY SE were the only exchange to withdraw from the CTA/CQ Plan, uniform standards would
almost certainly prevail so long as SIAC remained the consortium processor.

18 For example, data feed providers currently manage protocol and data format differencesin receiving feeds from
the several data consortia, from the several domestic futures exchanges and from scores of exchanges around the
world. Onthe other hand, we think that the issue of validation differences would almost certainly haveto be
addressed through uniform standards.

19 The SEC has the authority to regulate non-exclusive SIPs under 1934 Act section 11A(c). It uses this
authority to require consolidated displays. (See Rule 11Ac1-2.)
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overal costs of producing and disseminating market data, and it appears that the unbundling of
consortium costs may not raise them at all. Indirect costs could arise from failing to effectively
manage the loss of today’s “one-stop shopping” at a single consolidator that has a track record of
high quality and cost-effective service and that acts as a neutral |eader in the arena of setting
standards and coordinating industry activity. But, as noted above, market forces and, if
necessary, intervention in the area of standards can minimize this risk.

Benefits— In contrast, the benefits appear substantial. As described above, the competing
consolidators model provides a data dissemination process that, operationally, is at least as good
as that which existstoday. In one stroke, the model ends joint pricing, and thereby the inter-
exchange subsidies, cross-consortia fee distortions and other market distortions that currently
exist.?® Extended, it solves the problem in the OTC/UTP consortium resulting from the
undifferentiated internal/inter-market systems of the NASDAQ Exchange?! and the operational
dysfunction now plaguing all the consortia.?> The extended model also achieves the capacity
independence among the exchanges sought by the Antitrust Division and the SEC.

Affirmative benefits include that the NY SE would compete with the other eight exchanges in the
market data arena, just as its competes today with the other eight exchanges individually in
attracting listings and liquidity. Similarly, data feed providers would compete as to
consolidation services, just as they do today as to other services. The general benefits from
competition in any industry are well understood, and need not be repeated here.?®

* * *

20 SEC Market Data Concept Release, p. 34; NY SE Concept Release Response, pp. 3, 20-21 & 37. In brief,
the joint activity under the plans distorts pricing and market efficiency becauseit creates (1) arevenue
sharing scheme that ignores the value of each market’sdata(i.e., it creates inter-exchange subsidies) (see
pp. 3, 20 and 21 of the response); (2) disincentives to quote competition (see pp. 20-21 of the response);

and (3) cross-plan fee distortions (i.e.,, Network A receives 23 cents per message; Network B, $1.69) (see p.
37 of theresponse).

21 See generally Letter dated October 17, 2000, from Robert G. Britz, Group Executive Vice President,
New York Stock Exchange, to Richard G. Ketchum, President and Chief Operating Officer, NASDAQ
Stock Market (the “ October Letter to NASDAQ”). We have attached a copy of the October letter, which
included the NY SE Concept Release Response as an exhibit, as Attachment A to thisletter.

22 October Letter to NASDAQ, p. 2 & n. 6; NY SE Concept Release Response, p. 21 & n. 37.

23 Indeed, it seemsto usthat the consortium model can no longer be sustained as aregulatory matter. A core
principle of the 1934 Act isthat exchanges may not act in away that imposes any burden on competition not
necessary or appropriate in furtherance of the purposes of the 1934 Act. (See, e.9., 1934 Act section 6(b)(8).) In
the face of the workable, pro-competitive alternative that today’ s technology makes possible, it is not clear to us
how those who might espouse continuing today’ s consortium model could demonstrate that the burdens on
competition imposed by the consortium model continue to be “necessary or appropriate’. Thus, when subjected to
the criteria of the 1934 Act, the question that you pose must be reformulated as, “What benefits of the consortium
model over the competing consolidators model justify the burdens on competition created by the consortium
model ?’
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| hope our description of how a model involving competition among multiple, non-exclusive
consolidators might work, as well as our identification of some of its costs and benefits, proves
useful. 1 look forward to discussing our proposal with you and the other Committee members at

our meeting on December 14.
Sincerely yours,

/s Robert G. Britz

Robert G. Britz

cc: Annette Nazareth
Members of the SEC Advisory Committee on Market Information
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This Appendix A contains two flow charts. Thefirst (Basic Systems Flow — Current)
shows the current routing and processing steps of an order sent by a member firm to

NY SE from the moment NY SE receivesit to its distribution to data recipients and the
attendant flow of market information that emanates from such orders. The second chart
(Basic System Flow — Competing Consolidator) illustrates the modest changes that would
occur in the routing of market information under the competing consolidator model.

Basic System Flow — Current (See chart below)

Beginning at the upper left-hand corner, member firms send orders to NY SE via the CAP

network into CMS. CMS provides reliable communications between member firms and

NY SE host systems operated by SIAC. CMS supports over 450 circuits, handling a
variety of communications speeds and protocols. CMS receives, edits and validates
orders and formats associated reports back to the member firms. CMS also handles
gueuing, flow control and priority routing. From CMS, the order flows to SuperDOT,

where it receives a reference number and a “safe store” record is created and placed in the
database of record. Based on member firm parameters, SuperDOT then routes the order

via PSS to its appropriate destination on the trading floor (which could be the specialist’s
display book (“DB”), a member’s booth, a handheld device or the like).
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Market orders received by DB are generally executed within a matter of seconds. When a
trade execution occurs, DB sends a report of it back to the member firm and reports the



{PAGE }

details of the trade to MDS via PSS aong with an update of the quotation. Limit orders
entered into DB have the potential to generate a new quotation, which DB would aso
generate and send to MDS via PSS. MDS validates the trade and/or quote, capturesit in a
database and passes it onto CTS or CQS, as appropriate.

CTS and CQS receive trades and quotes from NY SE and from each of the eight other
U.S. exchanges. These trades and quotes are validated, captured in databases,
consolidated into two separate data streams (i.e., one for trade reports and one for
guotes), and disseminated to data recipients via high speed networks.

IGSisaNY SE system that receives the CTS and CQS consolidated data streams just like any
other data recipient. It then provides the data streams to N'Y SE applications such as crowd
displays and booth support.

Basic System Flow — Competing Consolidator M odel (See chart below)

The |eft side of this chart is the same as previous chart. The channels through which
member firms send ordersto NY SE, and the severa processing steps that are performed
by NY SE host systems in handling those orders, remain unchanged in the competing
consolidator model. Similarly, the trade report and quote generation process also remains
the same.

Under the competing consolidator model, NY SE would no longer make its trade and
guote information available solely to one exclusive consolidator, but to as many self-
consolidating data recipients and/or competing consolidators as might wish to receiveit.
Under the current model, data recipients have no choice but to receive a consolidated
stream of data. Under the competing consolidator model they could choose to receive
individual streams of data from one or more exchanges and to consolidate those data
streams themselves or they could choose to receive a consolidated stream of data from
any competing consolidator.

NY SE anticipates that it would continue to support SIAC providing a consolidation
facility, but not an exclusive processor facility. NY SE, as well as the other exchanges,
will have a continuing need to receive and display data from all markets in order to fulfill
thelr regulatory obligations. The chart below illustrates the making available of both
unconsolidated and consolidated streams of data.

The box on the chart entitled “ Exchange Data Distribution” depicts the output of
unconsolidated streams of data received from any other exchange that wishes to distribute
its data on an unconsolidated basis. It aso reflects the fact that, even if an exchange
chooses to utilize another facility to distribute its data, NY SE would, of necessity, make
appropriate arrangements with all exchanges to receive their data and to consolidate such
data for its own purposes.

The box on the chart entitled “ Consolidated Data Distribution” reflects SIAC’ s continued
performance of the consolidation function on a nonexclusive basis for NY SE and for the
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benefit of any other data recipient that might wish to receive a consolidated feed from
SIAC. The functions depicted in both of these boxes could potentially be duplicated by
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anumber of other organizations. Each would receive trades and quotes from NY SE and
from each of the other exchanges, and each would provide to data recipients (1) separate
feeds consisting of each exchange' s data (e.g., a NY SE-only feed), (2) a consolidated
stream of last sale prices and/or (3) a consolidated stream of quotes.



