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PROCEEDI NGS

CHAIRMAN RAINER: 1'd like to wel cone everybody to our
Technol ogy Roundt abl e today. We're all very excited about
today. In context, the Conm ssion is having three public
nmeetings in our process to review our mssion. The first one
was held this past Thursday, at a general roundtable to
di scuss regulatory matters. It was a very enlighteni ng and
heal t hy di scussi on. Today, we have the Technol ogy
Roundt abl e, and tonorrow we have an Agricul ture Advisory
Comm ttee neeting, chaired by Comm ssioner Spears.

For those of you who are interested, I'mtold that the
transcript of the neeting of last Thursday will be on our
Web site about Decenber 21st, for anyone who wants to review
that transcript.

l"d like to introduce ny fell ow Comm ssioners at this
time, starting with Comm ssioner Holumon ny imredi ate |eft;
Comm ssi oner Spears on ny far right; Comm ssioner Newsone,
who is the Vice Chairman of this Roundtable, and I'll take a
nonment and thank him

and his staff publicly for organizing this event, they did a
great job; and Conm ssioner Erickson on ny far left.

|"d like to take one nonment to introduce two peopl e.
One is a fornmer Chairman, Phil Johnson, who is with us
t oday--there he is--and former Comm ssioner Joe Dial, down
at that end. W are privileged that you two could be with us
t oday. Thank you.

| thought that what we would do--it worked out pretty
well the last time--is to start on nmy left and just tell us
who you are and what conpany you're with, and we'll just go
around so that everyone can introduce hinself or herself.
Davi d?

MR.DOWNEY: David Downey, Interactive Brokers, from
Chi cago.

MR.CONCANNON: Chris Concannon, |sland, ECN.

MR.KANE: M ke Kane, California Power Exchange.



MR.KEMP: Gary Kenp, Trading,

Technol ogi es.

MR.KIMBALL: Paul Kinball, Mrgan Stanley.

MR. PANTANO: Paul Pantano, MDernott, WII

Washi ngton, D.C.

MR.STEINMETZ: Joel Steinetz,

| nsti net.

MR.MAY: Ray May, DN Hol di ngs.

MR. COX: Davi d Cox, Lind-Wal dock.

and Enery,

MS. DOWNS:. Yvonne Downs, Chicago Board of Trade.

MR. DUGAN: Dave Dugan, Chicago Mercantil e Exchange.

MR.LEE: Peter Lee, Merrill Lynch.

MR. SPENCE: St eve Spence, Merrill Lynch.

MR.LEITNER: Tony Leitner, Coldman Sachs.

MR. HINKLE: Hal Hi nkl e, BrokerTec.

MR. GAINE: John Gai ne, Managed Funds Associ ati on.

MR.HAASE: Ken Haase, Nati onal

MR.TODD: Phil Todd, E-Pit.

MR. SCHAEFER: M ke Schaefer,

Sm t h Bar ney.

Sal onbn

Fut ures Associ ati on.

MR.BORISH: Peter Borish, Conputer Trading Corporation.

MR.DIAL: Joe Di al, E-Markets.

MR. PAULSON: Brett Paul son, Board of Trade C earing

Cor por ati on.

MR.HEINZ: Ji m Hei nz, Marquette Partners.

MR.MOLLNER: Larry Mol I ner,

Mari ah Tradi ng.



MR.RAISLER: Ken Raisler, Sullivan and Cromnel | .
MR. CUNNINGHAM: Cravat h, Swai ne and Mbore.
MR.ROSEN: Ed Rosen, Ceary CGottlieb.

MS. CARLIN: Jane Carlin, Mrgan Stanl ey.

MR.JOHNSON: Phil Johnson, Skadden, Arps, Slate,
Meagher and Fl om

CHAIRMAN RAINER: kay. As you can see, we've
assenbl ed an excell ent group of people, and let nme just take
a quick nonent to tell you how appreciative we are for you
to being here, and taking the tine to share your wisdomw th
us. W will be listening very carefully to your coments.

Wth that, let ne turn the program over to Comm ssi oner
Newsorre.

COMMISSIONER NEWSOME: Thank you, M. Chairman. Last
week' s roundtable, in which many of you were here, sone of
you participated in, | think certainly laid an ideal
foundation for today's discussion. | would |ike to thank
each of you for your participation, nmany of you on short
notice, as we attenpt to try and nove the CFTC into the new
m || enni um

Certainly, the industry is changing rapidly, and nmany
of these changes are driven by advances in technol ogy. This
has |l ed to changes in conpetition, changes in the real risk
of mani pul ati on, and changes in regul atory needs.

As nost of you know, we are using this roundtable as a
means to lay the ground work and set the direction for a
t echnol ogy advisory commttee, which will be the newest
advisory commttee of the Comm ssion. |I'mcertainly excited
about this commttee and the information that it can provide
to the Conmm ssion.

For the benefit of the audience, I1'd like to go over
how we plan to handle today's neeting. W have four agenda
itens to cover today. First will be a discussion of trading

technol ogies currently in use; second, the effects of these

technol ogies; third, a | ook at what future technol ogi es nmay

be on the way; and then, fourth, a review of what regulatory
responses mght be appropriate. W' Il take about 45 m nutes

for each agenda topic.

Since we have a rather |arge group, we have subdi vi ded
the group into four subsections. And we previously spoke



with all of the group nenbers to find out which subgroup
they felt nost confortable in and we've tried to nmake those
acconmodat i ons.

And then also we have four discussion |eaders. David
Downey will |lead the overview of the first section, Tony
Leitner will take us through the second session, Hal Hinkle
will guide the discussion in the third section, and Phi

Johnson will end with the fourth section. 1'd like to thank
t hose four gentlenen for allow ng thenselves to be exposed
as discussion leaders. | think it'll be fun.

Let nme enphasi ze, that even though we've been broken
down into the four groups, every participant will have the
opportunity to comrent on or question any of the four topic
areas. |'ve asked the group | eaders, with about five m nutes
left in their tine period, to open it up for any other
comments or questions that anyone m ght have. W're going to
try and take about a 15-m nute break at 2:45.

For the benefit of the court reporter, we've got two
di fferent kinds of m crophones here today. | think there's a
few of these that just have the normal switch on and off.
The others have the button and the red |ight conmes on when
the m crophone is one. Please utilize that m crophone, state
your name just before you start just so the court reporter
will know who is nmaking the comments, and then please turn
it off when you finish. W' ve got this systemwhere if nore
than two or three of the m crophones get turned on at one
time, none of themwork, so if you can, think to turn it
of f.

Again, | appreciate everyone taking tinme away from your
busi ness to be here. W do know that you give up resources
in order to do so, but your advice to the Comm ssion is very
i mportant and appreci at ed.

At this time, David, we'll turn it over to you to start
your group di scussion.

[AT THISPOINT, THERE WAS A TECHNICAL FAILURE IN THE SOUND
RECORDING SYSTEM. THE INTERRUPTION WAS APPROXIMATELY 8 MINUTESIN
DURATION AND NO OFFICIAL RECORD WAS TAKEN DURING THIS TIME.
INITIAL PRESENTATIONS BY DAVID COX AND GARY KEMP WERE NOT
RECORDED]

MR.DOWNEY: Raynond May, of all of the groups, |I'm
less famliar with what your business does, but | can only
guess that it's to facilitate negotiations. Is it sonething
that, again, you recognize sonething in the business world



that can be done cheaper, better, faster, or did soneone
conme | ooking for you to devel op the technol ogy?

MR.MAY: Good norning. Thanks, David. Let ne try and
explain for the audience who we are. |I'mthe CEO and CTO of
DNl Hol di ngs. W' ve devel oped the Bl ackbird system W're
| ocated in Charlotte, North Carolina. It's an exciting
business, a friendly, relatively inexpensive |ocation.

To give ny personal history and the markets that we're
going after, the global OTC derivatives markets which are
predom nately centered in London, you m ght expect ne to try
and nove ny business and be surprised that we're in North
Carolina. But it's the last thing we would do is to nove it,
and we are very excited to be in the United States.

And the answer is pretty clear. The innovation that's
inthis society and the cl oseness to the technol ogy centers-
-we' ve done 50 percent of our technology work in Palo Alto,
California--leads us to want to be centered here. The spirit
of electronic trading is changing the dynam cs, and the need
for us to be in London or in New York is not there anynore.

| f you' ve heard of the Blackbird system it is a
conput er system designed to allow major dealers to negotiate
bilateral contracts or instrunents in the swap conmunity,
very non-standardi zed, very different to the exchange
mar kets, providing highly individualized credit-sensitive
and screeni ng nechani snms to occur. W assune about 50 to 100
dealers in the world.

Com ng back to your question of was this |led or was
this--are we | eading or were we pushed, you know, there are
pl enty of people that are trying to build consortiuns. W
started out in "96; | think we saw this opportunity before
ot her people did. W' ve spent three years devel oping this.
So, no, we are leading, but the reason is faster, better,
anonymty.

| and ny coll eagues, a | ot of us, we spent years on
trading floors and it was clear that there was a better way
than the current voice broker market, very different. You
know, it's opaque, so we were |ooking for better ways to do
what we did and so we went out to try and design that, and
the technol ogy enabled it.

MR.DOWNEY: Paul Kinball, | don't know you. | know who
you're with. There are sone providers here of order routing
systens, execution systens. You obviously have a big network
of custoners, fairly renote, dislocated. Are you looking to
buil d the technol ogy, buy the technol ogy? You nust be aware



of what is going on. Howis the efficiency attracting a firm
the size of Morgan Stanley Dean Wtter?

MR.KIMBALL: Well, let ne speak about the over-the-
counter foreign exchange narket because |I'mreally not
conpetent to speak nmuch beyond that, and there are a couple
of interesting devel opnents in our world.

The technol ogy that has entered the nmarket has
bi furcated itself. The deal er-to-deal er conmunity that does
t housands and t housands of trades a day in order to create a
market and a liquidity function so that custoners can have
good prices to deal off of--that technology has really
centered around conmmon platforms, not only to do dealing
bank to bank, but to clear, settle and nmake the paynents
efficient in the back office.

Now, it has been very different dealer to client. The
dealer-to-client world is still a neanderthal sort of place,
inthat a lot of the confirmation systens are manual. They
are bilateral, they are not nultilateral. And as a result,
there is a lot of inefficiency in the over-the-counter
forei gn exchange mar ket when deal ers deal with custoners
because what has happened at least in the past is that
i ndi vi dual banks or dealers will try to create bil ateral
messagi ng systens, settlenent systens between thensel ves and
their clients.

But as clients have beconme nore active in the markets,
they are finding that they are now starting to search and
grope for nultilateral platforns that they can use across
many deal ers, where the messagi ng systens have a conmon
| anguage and it is the exact sane fornmat.

So we're going to see a revolution in foreign exchange
over the next couple years as technol ogy providers sitting
around this table, them and perhaps others, will try to
create some conmon protocols for the back office and try to
extend the common front office pricing nodul es that exist
for the deal er-to-dealer community down to the deal er-to-
client comunity.

And let me just try to paint for you a picture of what
" mtal ki ng about. Right now, there is this conpany, EBS,
which is owned by nost of the nmajor deal er bankers and they
have provided a marketplace for banks to deal with one
another. There is a credit conponent that makes these
contracts very specific and very credit-intensive.

But what | t
client side is th
one of which wll

hink is going to happen on the deal er-to-
at there will be several technol ogy firnms,
win out and create a platformin which



dealers will throw their price into one nachine and the
clients will access a variety of prices across a variety of
deal ers through a common platform as opposed to one deal er
having its own proprietary technol ogy, maybe supplied by an
out si de vendor, supplying its price through its own discreet
nmessagi ng service to a client. Cients will not want that;
they will not want six boxes on their desk. They will not
want six different buttons to push when they deci de that
bank A's price is better than bank B s price.

So all that is the great, wide frontier that we | ook
at, and ny sense is that what we're facing in foreign
exchange is probably pretty simlar to what is evolving in
the other asset markets. But | offer that up just as a
vi sion of what we see devel oping, and hope it's hel pful to
t he di scussion here.

MR.DOWNEY: I'll just ask a quick follow up. You said
you don't know which systemw ||l win, but do you have any
guesses which systemw |l win? WIl the one with the
greatest interference by a mddle-man--will they be able to
have enough val ue-added to conpete with just the bare-bones
order routing collection and distribution and execution
syst enf

MR.KIMBALL: Well, | think it'll be a systemthat
conbi nes both a front office pricing conponent and takes
that functionality all the way to the back office because,
quite frankly, clients today, they are not really as
concerned in foreign exchange about prices as they are with
| owering their back office costs.

And I'll just give you one anecdote. One of the great
users of the foreign exchange world now are fund nanagers,
and when they buy 10 mllion units, let's say, of euros,
they often break it down into 400 sub-accounts. This is a
huge business that's growing in a very rapid fashion. Their
need for back office sinplification is enornous. Their costs
have spiraled out of control as they have taken their funds
and gl obalized their investing.

So what we're going to have to | ook at when we | ook at
technol ogy providers are those that can match up the front
and the back office processes all in one go.

MR.DOWNEY: Joel and Chris Concannon here are
el ectroni ¢ matching engi nes on the securities side, and
you' ve got to be licking your lips as you watch all of us
build these systens that are basically going to be
collecting lots and | ots of order flow.



| " ve been tracking your success on the securities side.
| see that you're thinking about applying for exchange
status and all that that brings. | was wondering, why
haven't you given any thought, or maybe you have, to
applying for contract market status in the United States for
the futures business as well? These systens are being
devel oped, the pressure is being grown. Wiy don't you enter
and conpete with the futures exchanges?

Joel ?

MR. STEINMETZ: Well, actually, the thought that says
we're not | ooking into businesses like that is wong.
There's a certainly a thought that says that if the
ef ficiencies and effectiveness of trading electronically
work in the securities markets, they certainly should be
able to trade in other markets as well, whether it's
futures, options, et cetera, or any derivatives play. W are
| ooking into it.

It's inportant to note that it's not necessarily
restricted to the U S. One of the advantages of the
technol ogy aspect is that the world beconmes nuch snall er,
and because of that we're able to do things globally a I ot
easier. And listing any particular financial instrunents in
any particular place, as was stated, it doesn't matter
whet her you're in Charlotte, North Carolina, or anywhere
else in the world. It's kind of easy to get things together.

What is inportant to note as | listen to what is being
said is that market structure is a crucial point in
determ ni ng whet her the innovation can actually continue.
Instinet was a little bit different than some of the others,
in that we were not started by custoners pushing us to
start. We started 30 years ago when technol ogy wasn't as
popular as it is now W just thought that it was the right
way to go, so a lot of the changes that we've put in place
and a lot of the innovations nowadays have been driven by
custonmer needs.

But it's crucial that market structure is created so
that investors are the ones that are actually pushing us
down the path, and that innovation is never stifled. And if
the market structure exists where you're not able to
innovate in any of the platforns, then there are probl ens.

What we have is the ability to divide--you' ve been
sayi ng about the m ddl e man and maki ng sone distinctions
there, but what we |l ook at is we have the ability to use
technol ogy to cut out the mddl e man and have tradi ng happen
between the interested parties.



By the sane token, we also have the ability to route
orders to the appropriate exchanges. And what's inportant to
note is that if market structure is done correctly, sone of
t hose orders bel ong on exchanges. And if the exchange is
el ectronic or not is an issue we can get into later if you
like.

But the idea that an exchange needs to fulfill its
purpose will exist in the future as well. That doesn't nean
t hat val ue-added brokerage services for upstairs trading
shouldn't exist, and the ability of technol ogy to provide
both is there. We do it in the equities nmarket and have
every intention of |ooking at ways we can do it in options
and futures markets as well, as long as the market structure
is there and we're able to continuously innovate.

MR.KIMBALL: Chris, you're a conpetitor. You're into
this to win. How cone you don't apply to becone a contract
market in the futures business?

MR. CONCANNON: Wl |, Island decided to get anbitious
and take on the New York Stock Exchange, and that will be a
battle for at |least a year. That's one of the reasons why--

[ Laughter.]

MR. CONCANNON: So at |east there's a year reprieve
prior to noving into commodities and futures. | think our
technology is clearly transferable to any marketplace. It's
highly efficient, it's |lowcost, and we're continuously
approached by foreigners and U S. entities to either |license
or buy the technology outright to use it in other
mar ket pl aces.

But Island, the entity, is clearly focused on
fulfilling its goals of providing | owcost execution in the
equities markets, in New York-listed stock and Nasdaq. Ri ght
now, we rmake up about 12 percent of Nasdaqg on the
transaction volunme side. We'd |ike that nunber on the New
York side, and we'll be attenpted to trade |isted stocks in
the next few nonths. That's where our focus is.

MR.DOWNEY: M ke, you're not necessarily in the
exchange busi ness, but you have an interesting story in that
you had buyers and sellers who needed to negotiate with each
other to come upon a price. What is the California energy,
and why are you guys into electronics and transfer of risk
t hat way?

MR.KANE: California Power Exchange was really born out
of the deregulation of the California energy market. There



was a serious lack of price transparency. California had the
hi ghest energy prices in the nation, and so actually the
state legislature put together a programto deregulate. As |
said, we were born out of that to bring that transparency to
t he market.

As far as the process, it was a very short process to
get everything up and running. It basically started in My
of '"97 and we had to be up March 31st of '98, so it was a
fairly crash course. But in the process of doing that, what
we did, along with our consultants, was go out and | ook at a
| ot of different trading systens because it was clearly not
going to be a floor-traded market soneplace. It clearly had
to be electronic because this was bringing sonmething new to
t he power and energy industry.

And we went out and | ooked at a lot of different
systens in a lot of different places, and at that tinme there
were only a few power exchanges, nostly in Scandi navia. So
we ended up with a system out of OM Technol ogy whi ch was
able to, along with a I ot of custom zation, handl e our day-
ahead market.

And to give you an exanple, we run this market 7 days a
week for energy, 24 hours a day. So it's a little bit
different than a normal commodity market. We have
subsequently noved into a forward contract, which is a
nmont hly bl ock contract. But, again, the sane provider was
able to supply us with a fairly configurable systemso we
could just add additional products to it.

So as we've seen to date, we did a | ot of research on
the front end to try to find sonebody that was configurable
and we've been able to be successful with that at |least to
this point.

MR.DOWNEY: Before the neeting, | asked you who
cl eared those contracts and you told nme you have your own
cl eari nghouse.

MR. KANE: W do, right, we do.

MR.DOWNEY: And it was really what | was | ooking for
fromJoel and Chris, is that there's a need for a
cl eari nghouse nechanismto defend those contracts that are
traded. | thought it was interesting that you guys have
built that into your system

MR.KANE: That was one of the basic principles we
started with.



MR.DOWNEY: Wth all this said, we participate on the
securities side as well and we're facing very simlar
pressures. And on the securities side, there is a pressure
on the broker-dealer comunity; it's called best execution
responsi bilities.

They have nmany different market arenas where simlar
products are traded, and it's clearly a responsibility of
the broker-dealer to defend the custoner and get themthe
hi ghest bid or the | owest offer.

Paul Pantano, given the technology that is out there,
given the close relationship between the securities side and
the comodities side, is there at some point going to be
sonme pressure to provide sone type of FCMresponsibility to
provi de the technol ogy that gets the custoner the highest
bid and | ower offer w thout del ay?

MR. PANTANO: | don't know if | feel confident to
address that because I"'mnot really a business person in
terms of knowi ng where that pressure is going to conme from
But | think that what you're suggesting follows up on
sonmething | wanted to suggest to the Comm ssion in this
whol e effort, which is that the nunber of potential entrants
here is really, | think, broader than the topic of who's out
there trading securities, futures and options suggests.

| think the energy exanple is a good point, but | think
you're going to see that there are many el ectronic platfornms
out there that are either developed or ready or in
devel opnment, and that they are tradi ng new products |ike
bandw dt h, the energy products. | think you' re going to see
sonme entrants in the ag markets.

And follow ng up on sonething Chairman Rai ner said | ast
week up in New York, | think he was saying that it would be
a good idea to change the regulatory structure so that
starting an exchange woul d be, you know, an interesting and
a profitabl e business proposition.

And just fromwhat we've seen in our practice with
clients, we've |looked at a | ot of business plans of people
who are devel oping electronic platforns and even though a
| ot of themare operating in an unregul ated environnent
right now, many of themwould like to get into providing
either trading or clearing for derivative products or
options or ultimately futures contracts. And what |'m hopi ng
is that one of the goals of this group will be to try to
come up with a regulatory structure that will make that
attractive to people.



MR.DOWNEY: Goi ng back to David Cox here, David, your
systens collect order flow fromyour customers using a
browser technology. Is that correct?

MR.COX: A variety of different technol ogi es, but one
of themcertainly is browser-based.

MR.DOWNEY: Right. Are you able to transmt |ive bids
and offers through this browser-based systemto your
custoner or is a static--they give you a little snapshot?
|"mgetting to the point of are your custoners actually
trading online or are they trading via a sophisticated form
of e-mail?

MR.COX: Alittle of both. That has certainly been one
of the sore points, the ability to give quotes. Today, when
a custoner places a trade in our systens, anyway, we do, in
fact, give thema snapshot quote. To give them an actua
streamng facility for quotes would nean, in essence, we
woul d have to pay exchange fees.

Now, are they doing a sophisticated type of e-mail? |
think not. | nmean, the bid that they receive at the tinme
that they place the order, generally speaking, we guarantee
t hroughout the system unless there is an exchange probl em
| think we're probably one of the few firns that do that.

Once the custoner gets an order acknow edgenent back,
we pretty nmuch guarantee that rate. And with that order
acknow edgenent, of course, is a current quote. But, again,
it is snapshot in that the custonmer has to ask for that
guote and it's not a stream ng type of capability. W al so
don't have conplete authorization to give the depth of the
mar ket on nost of the exchanges, which custoners desperately
need, on the retail side.

Again, |I'mtalking predom nantly about the snaller
custoner, the nom and-pop. That's one of the segnments we
serve. It's a fairly sizable segnent, but it is snapshot
quote and they are fairly small |ot sizes as well.

MR.DOWNEY: Do you find that the people who use those
types of systens with snapshots--do they send you limt
orders or market orders in order to participate?

MR.COX: Actually, a little of both. W're pretty well
split between market and |imts, a lot of limt orders, a
| ot of cancel/replaces too, probably the king of the
cancel /repl aces and probably the nost hated firm by any of
the brokers on the floor of the exchange. But the custoners
do, in fact, use it quite extensively.



MR.DOWNEY: Gary, as a professional provider, do you
t hi nk your users use--not the trade desk, but the
prof essional traders, are they nore apt to use limt orders
or market orders?

MR.KEMP: Well, | would say certainly limt orders
And to address also this point, our custoners, wthout
exception, demand real -tine narket access and real -tinme
mar ket prices. So we, w thout exception, through our
products provide real-tinme prices and real -tinme market depth
where the exchanges allowit. And that materially increases
order flow through the nenber firnms and materially increases
our flow to the nmarketplace, which obviously everybody w ns.

And then the conbination of the different order types
i's obviously m xed dependi ng on what the intent of the
pl ayer is. Certainly, the professional trader makes much
nore use of limt orders or stop orders than a market order.

MR.COX: David, one thing | didn't nention that
probably is worth saying is that Lind-Wl dock has been
around for quite sone tinme. As we've graduated toward the
el ectronic marketing over the last four or five years, we
have found, in fact, very simlar to what Paul was saying,
is that the nore you give the custoners, the nore they are
willing to trade.

We've found when we do, in fact, give better stream ng
uotes, better products, better charts, better analysis,
hey trade a |lot nore. That goes also with saying sone of
he el ectroni c exchanges--our custoners, if they are--and
"Il use sonmewhat bias here and use sonme of the exchanges
with electronics. But if they are trading e-mnis, they
trade e-minis a lot nore often only because they get 3- to
5-second response time.

—I—FI—FQ

|f, for some reason, that facility goes down, they then
nove to the next fastest facility, which could be perhaps a
hand- hel d system But they will start tradi ng hand-held
currencies or products after that. So | guess, in essence,
what I'mtrying to say is the nore you give them the faster
response tinme, the nore they tend to trade, and it's fairly
exponential in terns of how nuch they do, in fact, trade.

MR.DOWNEY: To put a fine tiponit, isit a
technol ogi cal hurdle that keeps you fromgiving themthis
data or is it sonmething different, an econom c one perhaps?

MR.COX: Absolutely it's not a technol ogical hurdle. W
give themin many cases everything that we can
Predom nantly, it's an exchange or a pricing--again, if |
use the quotes issue, it's sinply a pricing structure. Qur



custoners have a personal quote page that they can receive
and they can get up to 40 quotes on that.

If | have to pay exchange fees through a stream ng
technol ogy for live quotes on all of those, | nean you're
tal king, in essence, about $500 a nonth per custoner--$200
to $500. And that, for a retailer customer, is a |lot of
noney.

MR.DOWNEY: Island displays their deck in real-tinme on
their Wb site. Anybody can go and review it and use it and
anal yze. Have you found that it has hurt your business or
has it provided an econom ¢ boon to your business?

MR. CONCANNON: C early, it has been an econom c boon.
We get thousands of hits everyday, all day long, from 8:00
a.m to 800 p.m And we |ike to say you can actually
participate in the trading crowd on Island. It's definitely
a virtual pit, and you get to see the depth of the book and
t hat has beconme an inportant issue of late on the equities
side, as transaction size and order size are being reduced.
You can actually now find liquidity.

There needs to be a display of depth in that market,
and even the New York Stock Exchange and Nasdaq are
introducing tools that will allow people to | ook at the
depth in the market. And |I know right now on the New York
fl oor you can get what's called a | ook, and a professional
will stand in the trading crowmd and if he has a very good
relationship with a specialist, he can ask for a | ook and
the specialist will show himthe depth of the book.

That's exactly what we're doing. You just have to go to
island.comand find it. So we think it's an inportant tool.
It's not really a marketing tool; it's nore of an individual
i nvestor tool.

MR.DOWNEY: M ke, that system of yours, you've told ne
it was not an API, but a closed system Do you disseni nate
prices to the participants and do they find that inportant?

MR. KANE: W& di ssem nate prices. W actually have two
di fferent kinds of markets here. One is an auction market
for our primary product, Day Ahead Energy, that closes at
7:00 in the norning. But what we do allow is once the market
has cl osed, we have a small session afterwards that allows
people to buy or sell at the closing price for about 15
m nut es, okay. So even though we are not open before the
mar ket cl oses, we do allow this evening-up type of period
after the price has been established. In the forwards
mar ket, we di ssem nate high/low bid, everything; also, depth
up to 5:00. So we cover it.



MR.DOWNEY: And, Raynond, on your Bl ackbird do the
parties to the negotiation know all of the details about the
trade prior to pulling the trigger, including the potenti al
price that they would have to trade at?

MR.MAY: There's no hand-holding at all. They
negoti ate between both parties. Al the information is
avai l abl e to both parties.

MR.DOWNEY: Do you find that's a useful thing to have
in order to participate on a trade?

MR. MAY: Absol utely.

MR. DOWNEY: Thank you.

Paul Kinball, you nentioned earlier that the foreign
exchange market--you nentioned transparency, which |I've cone
to equate with seeing the bids and the offers. Your back
office trader is very much needed to do a trade. Do you
t hi nk your customers al so should benefit frombeing able to
see the transparent markets that are avail abl e?

MR.KIMBALL: Wl |, believe ne, they do already. The
increase in transparency in foreign exchange is--it's kind
of like Moore's law, | think it doubles every year. It
certainly seens that way. But, you know, the key thing for
clients is they have to trade off not only price
transparency, but the credit that they possibly m ght need
to do a certain trade versus liquidity concerns. So they've
got these three things in their mnd all the tine.

And one thing that is interesting, even though the
pricing transparency has increased dramatically in foreign
exchange, and every year it goes up nore and nore, the
l[iquidity function is still very quixotic, in that foreign
exchange doesn't lend itself very easily to capturing al
the bids and offers and then getting everyone to stand stil
for nore than a second so that you actually know what
liquidity is there to price at a point in tine.

And so as a result, it really nmakes the marketpl ace
very nmulti-faceted, in that clients that have to do very,
very large trades really can't use sonme of the traditiona
and even sone of the newer technol ogi cal solutions out there
because there is no technol ogi cal solution for getting an
abnormal anount off at a price at a point in tine.

So as a result, you still have these many mnarket
sectors to solve the riddle of exchangi ng one currency for
another at a point in time. So, you know, it's a very, very



m xed bag. But pricing, again, is the one constant that
continues to get upgraded each year through better
t echnol ogy.

MR.DOWNEY: I"'ma bit optimstic nyself, but
eventual |y sonmeone will get around to witing the software
to make your foreign currency problens go away as well.

One last question before | open the floor, and that's
to Paul Pantano. Paul, again, I'mgoing to go back to the
sanme question. | necessarily wanted to ask you on a business
st andpoi nt, but hearing what you're hearing, seeing the
peopl e that sit around here giving feedback to the
Comm ssion, is this a tidal wave that's going to sweep over
our business and is going to obviate the traditional mnethods
of transactions or this just a flash in the pan that we're
all just sitting around here with technol ogy that is going
to go away tonorrow?

MR. PANTANO: | think we're going through a sea change
right now. Al nost everything we're working on is technol ogy-
driven. And just hearing this discussion about price
transparency, we tend to work in sone of these markets that
are just devel oping and one of the reasons they are
developing is that it's a bilateral systemwhere there isn't
as much price transparency as sone of the big players would
like.

And the Internet trading technol ogies or even the
proprietary tradi ng technol ogies are going to provide that,
and they are also going to--you know, if the regulatory
structure is appropriate, they are going to provide ways to
mtigate credit risk. So | think this is really an
interesting tinme for the regulatory structure to see if it
can catch up to the markets because the markets are way
beyond it at this point.

COMMISSIONER NEWSOME: Thank you, David, and I
appreci ate you | eading that discussion. And now, as we said
earlier, we want to give everybody the opportunity to either
comment about this topic area or ask any questions you may
have. So the floor is now open to that.

Larry?

MR.MOLLNER: This is a question for David Cox. You
mentioned that if there is a breakdown in, say, the order
entry systemto e-mnis that the trader hinself or herself
will go to the next nost rapid execution reporting,
sonet hing that cones back with a hand-held. So the custoner
really isn't trading a market; the custoner is trading the
liquidity of the market. Is that a fair statenent?



MR.COX: Yes, | think that's a fair statenent, and what
| nmeant by that was if, in fact, they are trading e-mnis,
they will nove along to a narket that is very liquid, only
because what we do is if, say, an exchange or an APl goes
down or sonething along the way, we actually tell our
custoners on the screen in big, flashing letters,
el ectronics are dowmn. Once we do that, they automatically go
over. | nean, they are not specific to any current product
particularly. Like you said, they will actually nove toward
the liquidity.

MR.MOLLNER: So they may even | eave futures and go
trade equities?

MR.COX: Wl |, hopefully, they are | eaving equities and
comng to trade the faster futures now. But speed has been a
big boon for us in terns of the market. Qur el ectronic
mar ket s have just escal ated beyond belief over the | ast
year-and-a-hal f, particularly over the Internet, and the
| nternet has been very hel pful for us as well. Like I said,
over 50 percent of our retail-based orders are com ng on the
Internet. That's excluding institutions, corporations, and
ot hers.

MR.MOLLNER: And just one | ast question, unless
sonebody el se has a question. Wen the market fails to give
pri ces back, executions back, when we have very active grain
mar kets, it takes hours to get orders out of the pit that
wer e executed on the opening, and | think there was recently
an exanple in New York with the gold nove where we had
trouble getting orders executed in or out of the pit.

Do you have a comrent about how that affects your
busi ness and/or the futures business in general? | hate to
put you on the spot.

MR.COX: This is David Cox. | assune that's directed at
me again. Cbviously, it has rather catastrophic effects on
us. The incident in New York that you spoke of--and
occasionally on hot markets it does, in fact, take--it's not
mnutes to get confirmations back on trades, but it is
catastrophic only because we can't in many cases tell the
custoners where, in fact, they stand on a particular trade.

And they are poised, ready to nake a nunber of other
trades, and we can't tell themwhere, in fact, they stand on
their original--for exanple, the gold trade in New York, and
it took literally days to figure that out. So, yes, it's
catastrophic for us.

MR.LEITNER: Can | ask David a question?



David, you tal ked about the e-mni and, of course, your
firmkind of got a pioneering no-action letter to get that
product up and running, for which your conpetitors are
forever grateful. You tal ked about market data, though, as
bei ng a key conponent of having customers interested in
using a product--real-time prices, access to that data--and
t he expense of that data being actually an inpedinent to
spreading the word, if you will, to those custoners who want
to get real-time prices.

This has been a hot issue in the securities markets.
The SEC and Chairman Levitt have tal ked about bringi ng down
the price of quotations, which are handled, | think, a
little differently froman organi zational point of viewin
securities land, through a central price collection process.

Is this an area that the Conm ssion ought to intervene
in any way, or should the exchanges be able to charge
what ever they want, and if so, are they shooting thensel ves
in the foot?

MR.COX: If that's directed at ne, wth the exchanges
on ny left here, | think they are in many respects shooting
t hensel ves in the foot. Sone of the exchanges are, in fact,
addressing the quote fees and the quote fees that they
charge. But we also understand that that's a fairly
significant anmount of revenue for a | ot of those exchanges.
And I'm not just tal king about the donestic exchanges, sone
of the foreign exchanges as well.

So is it something that the Comm ssion shoul d | ook
into? Perhaps. | would say that certainly wouldn't be such a
bad idea. It does have a rather dramatic effect on our
custoners and their ability to trade, and certainly we woul d
wel come the capability to give a custonmer a quote when they
actually want to trade a product.

COMMISSIONER NEWSOME: Davi d Downey, one of the
t hi ngs you asked many of the participants was what was the
driving force behind their change. G ven the inproving |eve
of sophistication fromcustoners, do you think the changes
that we have currently nade are going to be satisfactory, or
do you think they are going to demand nore and nore change?

MR.DOWNEY: This is David Downey speaki ng and not a
representative of a particular FCM | believe that the focus
of these changes have been on the wong people. | think that
the list of people that were here on Thursday of |ast week
are not representative of what the future is going to hold
for the financial transaction business, and yet they
predom nate the discussions. | don't think that they are



going to be around. They are not busi ness people, they are
wel | behind the tinme, they conme | ooking for protection.

Now, you can decide to take up your time and hash out
those political argunments with people who will eventually
| ose economically. | think that you should focus on the
protection of the custoner in whatever eventuality prevails.
That is the true goal of the CFTC. At sone point when all of
t he snoke clears, custoners will be transacting in the
mar kets and you want to make sure that they are doing that
on a level playing field where they have a fair chance to
conpete and to win, wthout any structural inpedi nents that
keeps that from occurring. And you should spend |l ess tine
listening to econom cal | y-di sadvant aged groups who are
trying to bail their butts out.

COMMISSIONER NEWSOME: | would like to ask if any of
t he ot her Comm ssioners have any questions or comments.

[ Laughter.]

MS.DOWNS: | can't let that go without a coment. |
think that the group that you're referring to--sonme of them
represent the exchanges, and | think that we deserve, just
as you deserve, an opportunity as a business person in these
mar ket s--t he exchanges deserve the same opportunity to
reduce our regulatory barriers and all of the things that
we're hanstrung with to proceed so that we can conpete
fairly.

COMMISSIONER NEWSOME: Ckay, thank you, Yvonne.
Any ot her questions to this group?
Phi | ?

MR.TODD: My nane is Phillip Todd. 1'd Iike to ask
anyone on the panel who cares to answer it a general
guestion about liquidity. The general consensus seens to be
that the increase in transparency is likely to inprove the
liquidity of markets. G ven that increasing transparency nay
al so tend to reduce the insiderness of exchanges--in other
wor ds, sonme of the advantages that both floor traders and
upstairs dealers may currently enjoy--is there anyone who is
concerned that increasing transparency m ght have a negative
inpact on liquidity?

MR.STEINMETZ: 1'd like to try to get that. This is
Joel Steinnetz fromlnstinet. W actually have severa
trading systenms in the equities nmarkets. One is an intra-day
system on which we trade about 170, 180 mllion shares of



equity order flow a day. And then we have what we call a
crossing network which trades after hours, trades about 20
mllion shares at night.

The intra-day system has a substantial anmount of
transparency, some of which is not necessarily due to us,
but nore so due to the requirenents of the specific markets.
The SEC order handling rules have required orders that go
into the public quote. So there's a |lot of transparency that
has to go in there.

What we have found is--1 believe M. Kinball hit on it-
-there are different sets of custoners, and sonme custoners
and sonme orders need substantial anounts of transparency.
And because of that, they've gotten an awful | ot of
liquidity. And Island is probably a good exanple of how
successful you can be by actually being very transparent.

W deal with a different customer base in a |ot of ways
than Island, in that we deal with a ot of the institutional
order flow. And institutions, in general, are a bit weary of
putting all their order flow out and being totally
transparent, so there is a fine line that they have to wal k.

The reason why our crossing network is as successful as
it is at night is because it's conplete bl ack-box, where
there is no transparency. And orders just go in and it's
after-hours so it doesn't necessarily affect the narket. So
the effects on liquidity of transparency are obvious in the
equities market. The nore transparent you got, the nore
order flow canme in fromone segnment of the market.

The ot her segnment needs tools, and hopefully they are
technol ogi cal tools, that can enable themto trade in the
equities market blocks of stocks with m nimal market inpact
and m ni mal opportunity cost. So transparency is not always
the full answer for ultimate liquidity.

COMMISSIONER NEWSOME: Thank you, David, | appreciate
you | eadi ng that di scussion.

Bef ore we nove to the second group, we've had severa
partici pants that have joined us since we started the group
| discussion. I'd like to ask each of the four to introduce
t hensel ves and tell us where they are from

Marc, we'll start with you.

MR.GERSTEIN: |I'm Marc Gerstein. | divide ny tine
between the MT Sl oan School of Managenent and a consulting
practice that has for nearly 30 years or so heavily
concentrated on financial services. | help various



i nvestnment banks in their run-up to big bang in London. A
little tiny firmcalled O Connor nmakes a very inportant

i mpact in the Chicago world back when these were obscure
products and guys |i ke Black Shoals and Merton were not on
t he cover of Tine Magazi ne.

MR.WOLKOFF: My nane is Neil Wl koff. I'mthe
Executive Vice President of the New York Mercantile
Exchange. 1've been with the exchange for about 18 years,
and the NYMEX predom nantly trades physical comodities,
energy, precious netals. Listening to the conversation, |
could sinply say I"mthe EVP of one of the renaining
tyrannosaurus rexes, sonewhat out of fashion but stil
rat her robust and tough.

Thank you.

MR.ELEY: My nane is John Eley. I'"'mw th the Cantor
Exchange. W' re an exchange, but not the tyrannosaurus rex
variety. I'mresponsible for operating the exchange and
product devel opnent.

MR. GARFIELD: I'm Rob Garfield. I'mthe Director of
Commodities and Energy for Reuters and | take care of
strategy for the Americas.

COMMISSIONER NEWSOME: Ckay, thank you, gentl enen,
for joining us. 1'd also like to introduce Walt Lukken. Walt
is with the Senate Ag Commttee staff and is a very active
participant in what goes on here. Walt, we appreciate you
taking tinme to cone over this afternoon.

Tony, we'll turn the next part over to you.

MR.LEITNER: Thank you very nuch, M. Chairnan,
Comm ssioners. | appreciate very nuch the opportunity to be
here. This is such an inportant topic.

|"d like to introduce the participants here who will be
addressing topic Il, which is the effects of the new
technol ogy that we've been hearing about. And we're
fortunate, | think, to have fol ks who have been in the
m ddl e of the futures markets for, you know, really quite
sonme time--Yvonne Downs fromthe Chicago Board of Trade,
Dave Dugan fromthe Merc.

Nei | Wbl koff, whom you've just net, from NYMEX, sort of
represents certainly the organi zed exchanges. John El ey, of
Cantor, is, of course, in the energing side of the business.
And we have Peter Lee and Steven Spence from Merrill Lynch.



Merrill Lynch is large enough to rate two participants on
t he panel .

To sort of kick things off fromour side, | thought I'd
just give you a little bit of perspective about the way |'ve
seen things because |I've been at CGol dman Sachs for 20 years
and so |I've seen a lot of things happen in the markets. At
one point, | was the senior counsel for our futures business
and that's a robust business. And we're futures comm ssion
mer chants around the world. We participate in foreign
mar kets, as well as donestic nmarkets.

More recently, however, |'ve been counseling the
equities side of our business, and very much counseling the
el ectronic trading aspect of that business. W recently
acquired a firmthat is a proprietary trading firmthat uses
t echnol ogy extensively particularly in Europe to trade
derivative products on the screen-based exchanges, and al so
is a very active market-maker in the listed options markets
in the United States and, of course, as a result,
participate very heavily in the futures markets as well.

l"d like to just react to a couple of things.
Certainly, the question for the United States, | think, is
whet her we're going to see sone of the sane sort of
convergence trends as have happened in Europe. And by
convergence | nean not only the convergence of conmon
pl atforns, nore straight-through processing or efforts to
have straight-through processing, the desire of exchanges to
try to consolidate their order flow and maybe centralize it
in different ways, to get data out to fol ks so they can
trade, to provide for as much direct access to the markets
as possi bl e through sponsored access or even access by non-
i ntermedi ari es.

| think the aspect of the trade point exchange in
Europe is very interesting because not only did they get an
order fromthe SEC to allow themto establish their
termnals here, but they permtted as nenbers fol ks who are
not registered broker-dealers in the United States.

The second thing in Europe is, of course, that a
derivative product can be traded on a common platform
whet her or not they are securities or futures. They are
comonly cleared and they are cross-nmargi ned. Custoners of
our foreign affiliates have a single account at which all of
their positions are recogni zed and reported and are commonly
mar gi ned.

W are a long way fromthat kind of efficiency in our
markets in the United States, and | think one of the thenes
that hopefully this Comm ssion will get to address is
whet her or not ways can be found to provide to customners--



and | agree entirely with David Downey that custoners and
their needs, as well as the issues of risk in the system and
how it should be controlled and nonitored, et cetera, create
t hensel ves a sufficient, | think, justification to work sone
of these issues out that cross jurisdictional |ines.

And so while there may be a crossing of a need to | ook
at a bunch of things that are happening in the over-the-
counter markets, in products where the regul atory status of
those products is a little less clear, the fact of the
matter is that even in our organi zed exchange markets there
are barriers to the ability to feel the full benefici al
ef fects of technol ogy.

And our panel is focusing on effects of technol ogy, and
we have to ask ourselves what's the brush that has to be
cleared away to get the full bang for the buck. Sonme of
t hose inefficiencies are econonmc, others are
jurisdictional, and all the innovation and all the
technol ogi cal power in the world will not solve the problem

What may solve the problemis the fact that the
busi ness can be done in Europe and if we don't sort it out,
it's very possible that it will be because these platforns
and these efficiencies are being built abroad and our
custoners are going to find a way to get those efficiencies,
particularly where you can trade 24/7, as they say.

| needed to be sure that | nmade ny coment about the
comon trading platform This Comm ssion has heard that from
me and ny col | eagues for sone tinme, and we know that it
can't happen wthout certainly a | ot of cooperation between
the staffs of this agency and your sister agency on the
ot her side or town. But we certainly hope that, you know, a
way can be found to get that done, particularly in cases
like clearing where there already is inter-market clearing
and i nter-market margining.

VWhat 1'd like to do to kick off our discussion about
the effects of technology is to give the exchanges an
opportunity initially to tal k about how technol ogy has
affected particularly the order flow to the exchanges, what
they've seen in terns of the reaction to the things that
t hey have done in response to technol ogy, given that they
are still both a conbination of floor and screen-based
environnents, and kind of how they continue to react. And
we're fortunate because the exchanges have sonewhat
different products and different nodels, and therefore to
sone extent different users of those markets.

Yvonne, would you like to start out, please, and talk
about the CBOT?



MS. DOWNS. Sure. W use technology in every aspect of
t he busi ness, whether or not it is our order routing system
of which we either have an open APl and we take all the
parties in and process that activity on a straight-through
basis. We use it on our own proprietary order routing
systens. We use it also in our electronic trading system
call ed Project Day, and soon to be the EUREX Al li ance
System So we're using technology in every aspect of our
process.

And, in fact, over the last couple of years, just as
t echnol ogy has brought additional players into this
perspective, we the exchanges have al so seen a significant
anount of our activity being enhanced with the use of
t echnol ogy.

We now have nore than 25 percent of our orders flow ng
in and out of the exchanges electronically, at |east at the
Board of Trade, and | believe the Mercantil e Exchange woul d
share that that is a continuing trend. W al so see that from
a retail perspective all of our firnms are using |Internet
activity fromthe front end, and they are all connected to
the front end on Internets. But they don't use themon the
back end; they don't use them when the responsibility
beconmes their own. That's when they start flipping from
using Internets into proprietary systens, and that has been
the trend we' ve seen.

| think that also this has led to a difference in how
the systens are working. Currently, although we've seen a
big influx on the front ends, what we haven't seen is the
sane trend on the back ends fromthe risk perspective and
fromthe paynent side. So as nuch as we've seen a | ot of
technol ogy comng in on the front, the technology in trying
to get those orders in is ahead of the technol ogy necessary
to give real-tinme vetting of that activity as it conmes in
the door. And that poses risks to everybody, whether it be
the internediaries, whether it be the exchanges or the
cl eari nghouses in that process.

So we've seen a significant addition of technol ogy, but
with that technology conmes additional risks. And |I'd point
that out that we need to | ook at both sides of the equation
as we go forward.

| think the other side is that technol ogy gives us a
way to reduce our regulatory barriers. W use technology in
surveillance on a continuing basis. W have a state-of-the-
art system Just as we built technol ogy, we added
surveillance to go with that so as to | ook at the risk that
is being posed in the market fromall of the users.



W woul d say that the barriers, therefore, are still in
the regul ati ons. W now have a | ot of regulations, a |ot of
procedures and requirenents that are mandated that could be
reduced because we've now got nore sophisticated systens in
which to look at that activity. W're no | onger dependent on
a piece of paper or someone feeding us information that
indicates there's a problem Qur own systens can be used to
detect patterns of conduct that are a problem

But we still have to protect those custoners, and so |
think there's a balance that has to be struck between the
front end and getting the business and protecting it and
keeping it fair and honest for the users.

MR.LEITNER: Thank you.

Dave, do you want to address these issues fromthe
Merc's perspective, please?

MR.DUGAN: On, sure, |I'd love to. Macroeconom cally,
"Il tell you we had a very good year this year, thanks to
our vendors and our firns and the staff of the exchange and
our nmenbers. The Merc has processed and will process cl ose
to 20 mllion orders in "99. This is up nore than 100
percent fromour '98 levels. These orders will be on behalf
of all North American commodity markets, 75 percent of which
are our products and 25 percent of which will be routed to
all the other nmajor exchanges.

These orders are originating fromnore than 30 FCM and
| SB systens today, and so that distribution is expandi ng
everyday. And the good news is that we're kind of at the--I
believe we're at the inflection point right now, in that
we're going to see a dramatic rise in this again next year.
So nore than 100-percent growth next year would be very
likely at this point.

These systens are presenting every FCM a | ook at our
contract markets, and with the inception of a new gl obal API
that we created for this year, we bl ended together ful
product access for both our open outcry contracts and 100
percent of our electronic markets. So that transparency in
terms of product access is also giving people a better | ook
at and better operational efficiencies in working with us.

On the market data side, we are al so working
aggressively at changing both our pricing practices and the
way that we pronote and distribute our data. For the | ongest
time, the Merc was a pioneer in offering real-tinme pricing
off of our Wb site, as well as delayed prices. W also had
del ayed prograns for free contract markets for pricing a | ot



of our e-mni quotes as well as our currencies and ot her
A obex energi ng products.

Those products are available today in terns of their
pricing, and we do have a | ot of our participants in the FCM
and | SB community that have snap quotes on our prices.
However, structurally, David Cox pointed out that we have
i npedi nrents. W& have inpedinents in that there is an
inability on behalf of our 125 market data vendors for which
we integrate--and | know Reuters is here today--to price in
t he sgne way that the Merc would |ike our products to be
pri ced.

I n other words, they cannot bifurcate our free prices
versus the prices that we choose to charge for, and al so
they don't differentiate between classes of custoners. As a
result of that, we've been endeavoring to build new pricing
services on our global fixed APl strategy. Those prices wll
cone to the market next year and you will be able to have
prices in a way that | think is nore conveniently
accessible, and | ower costs to the full breadth of market
partici pants out there.

There is al so an announcenent out on our Wb site.
You' ve probably seen it. W do offer $10 retail quotes per
nmonth as well. So we're really changing a | ot of both the
pricing structure and technol ogy, as well as the full
product access. And | think that that whole part of our
distribution on pricing strategy will help us, | think, a
great deal as a narket center.

On open outcry specifically, we reengi neered a new deck
managenent systemthat got rolled out across nost of our top
30 product markets this year, especially those as ranked by
transaction vol une. Because of that, the nenber firnms were
then signaled to the fact that they can get fast electronic
strai ght-through processing to our major product narkets.

And that product will be extended through the bul k of
the rest of our products for next year, and hopeful ly that
way we're giving an efficient ook at the full range of our
product set, both open outcry and el ectronic trading, where
all the non-val ued-added | abor is squeezed down.

Now, with that said, | would tell you that the
participation in these electronic order entry systens and
strai ght-through processi ng has been heavier on the
whol esal e, retail, and broker-introduced retail markets, and
| ess so on the institutional nmarketplace. And there are
structural reasons for those which | think we can get into
inalittle bit.



Thanks.
MR.LEITNER: Thanks very much, Dave.

Neil, do you want to give the perspective from New
York? We can't |let Chicago have the conplete floor here.

MR.WOLKOFF: Sure, because unfortunately it always
seens like | have sonmething a little bit different to say
anyway, not that they are wong, but | think that the
product mx really creates sone major differences in the way
sonme of these issues can be seen.

Just to go back to nmy last conmment, the last tine | was
heard from | was anal ogizing ny institution to a
tyrannosaur. But | ooking at the other aspect of it and
taking it in a sonewhat kinder light, when | began with the
exchange, which was in 1981, | was an alumus of the CFTC,
as were a nunber of other people at this table today. NYMEX
was really a very far different institution. Al though a few
years ago we cel ebrated our 125th anniversary, at the tine
t he exchange was comng out fromreally a period of years,
decades, al nost generations of msery and absolute failure.

The reason | bring that high point of our institutional
history up is that | have sonme personal famliarity with
what is involved in actually building a business. And |I'm
certainly not taking personal credit for that, but the team
that I work with, we take a lot of pride in the fact that
over the course of years we took sonething that was
essentially non-existent and built it into an international
financial institution. The bedrock of that happened not to
be technol ogy.

So | do know a little bit about building a business. |
know a little bit about what it takes to build a business,
and | know a little bit about wanting to be successful. And
there's a | ot of people that want to be successful. At
NYMEX, we know a bit about being successful, so let ne
di stingui sh nyself from sonme conpanies that are at the "want
to be" and not quite at the "ant stage at this point.

| think fromtechnol ogy's point of view-and the reason
| look at it alittle bit differently is | think that there
is a dream of straight-through processing. And | think from
t he nmenber firm perspective, even fromthe exchange
perspective, it nmakes a trenmendous anmount of sense. And it's
a goal, it's utopian goal, w thout neaning to be negative
about using the word "utopian” that it's unrealizable.

| think that the basis problemis that there really are
two very discreet aspects of the market. There's the front



end of the market, and that's the customer. And then there's
t he back end of the market, and we can either | eave the
exchanges just sinply the cog in the mddle that is not
recogni ze or we can include it.

But the front end where the custoner needs to nake a
deci sion, place an order, get market information and
transparency, and put his business in, is very different
fromthe processing end of the business, the risk
managenent, the banking, the novenent of funds, the concern
about the collective custoner exposure. And those concerns
really have different needs.

The technol ogy for the custoner also is very different,
if it's aretail custoner, if it's a commercial custoner,
and also if it's kind of an insul ated busi ness as opposed to
a diverse and highly spread out business, such as, | would
say, the energy business is in that respect. And to the
extent that the retail custoner wants to use the Internet, |
think it's beyond debate that that is the direction that the
mar kets will go.

And to the extent that exchanges want to have retai
clients, exchanges need to inprove--in our case, alnost need
to create the el ectronic connection between that retai
mar ket pl ace and the exchange narket. W have not been
particularly successful to date doing that.

And | think sonmeone brought up the case of gold. Gold
trades on the COMEX, which is part of my exchange. It was
really gold options and was a very interesting case in point
in howthe Internet interfaced with the marketpl ace, a
mar ket pl ace whi ch hadn't had probably nore than a $2 nove,
you know, extrenely low volatility in 15 or 20 years and had
staffed up for that.

VWll, you began getting this retail order flow com ng
in through Internet-based clients spewi ng out what
essentially were orders onto the trading floor, with
basically no internmediary taking care that those orders
woul d be taken care of. And I think we all, not just the
NYMEX/ COMVEX, but | think everyone in that chain outside of
the custonmer needs to make that nore of his problem and not
just have a criticismof an exchange or even a criticism of
a customer. That needs to be controlled, you know, quite a
bit better, and I think we need to live with that and get
our sel ves educat ed.

But also on the front end, | would say NYMEX has had an
el ectronic trading system now since 1992--1993, excuse mne--
t he NYMEX Access System And it has been interesting to draw
| essons fromthat because, although not free, the system



does provide full depth of market. It's transparent. The
price reference is inmediate.

And we have that systemfrom4:00 p.m through 8:00
a.m 4:00 ppm is 1:00 on the West Coast. To show how bri ght
| am | can do that calculation quickly. And 8:00 is 1:00 in
London, so it does coincide with sone very active tine
periods around the world for worldw de system And yet the
system has consistently growmm with daytine trading, but has
never exceeded a 2- to 3-percent nmarket share for NYMEX,
despite our best efforts, and so there is sonme aspect.

The custonmer has been telling us that at this point for
those commodities the custonmer is preferring a different
front end than an electronic front end. Fromthe back end,
however, the processing--and this is where we've really been
putting our noney over the last five years, is in the
clearing aspect, the Cearing 21 system trying to put the
trading floor online so that whatever happens between the
tinme that custoner places the order, it beconmes automatic
out to the firm

And our goal--certainly, nmy goal is to try to remain
uninterferring to the extent the custoner doesn't want to be
interfered with, but also to make the use of el ectronics--
make the order flow on the back end post-execution as snooth
as possible all the way through the bookkeepi ng system out
to the custoners for risk managenent.

And that may ultimately be, | think, a commonality that
a lot of us around this table have, and that may be a
service--you know, |I think of it sonetinmes as the next
killer ap, you know, the third-party vendor that figures out
a way to take all this disparate informati on and make it not
di sparate, consolidate it, translate it into one common
format. Sonebody used the term "conmmon nessage switch.”

That's exactly what it is, make it all |ook the sane no
matter how it cones in in the first place. It's a good idea
and, you know, it's a pretty good dot com business, | think.

Anyway, thank you.
MR.LEITNER: Thanks very much, Neil

John El ey, from Cantor, you fol ks have gone entirely
el ectronic. Howis it going, and what are you |learning from
your experience to date?

MR.ELEY: As | think is fairly obvious, we're obviously
big believers in technol ogy and what technol ogy can bring to
t he mar ket pl ace busi ness, specifically exchanges. Wat we've
found over the last 18 nonths that we've been an exchange is



t hat technol ogy brings sone very obvious things to the
busi ness and sonme not so obvi ous things.

The obvi ous are speed. Speed of execution is nmeasured
in fractions of seconds as opposed to entire seconds.
Transparency. Anybody who is |ooking at a screen, be it one
of our own screens or one of the screens that the data
vendors provide, have access to the exact sanme information
t hat anyone el se | ooking at those screens has. So there's no
i nherent advantage to standing in one |ocation as opposed to
anot her .

Addi tionally, one of the things that sone of the
tradi tional exchanges have tal ked about which I think we
knew i n the begi nning but did not appreciate was the extent
that being fully electronic inpacts the regulatory
responsi bilities of an exchange.

When you have people tal king on tel ephones and
signaling to each other, it inplies a certain |level of
oversight and a certain level of detail and a certain nunber
of bodies, frankly, that you need to have to | ook at each
one of those transactions and to make sure that they are
aware they are supposed to be conducted in a manner that is
outlined by the CFTC

When you have a perfect audit trail, either soneone
tal king on a recorded line and then it being typed in by
anot her person, or better yet sonebody typing thensel ves and
it going all the way through the system and bei ng execut ed,
you're able to | ook at those transactions and review themin
an aut omat ed manner that you wouldn't be able to do in open
outcry.

Addi tionally, obviously an el ectronic exchange has a
| eg up on the straight-through processing side because when
the custonmer types in and then it sinply ends up
automatically in their owm back office, you are a nunber of
steps closer to straight-through processing than when you
have a great deal of human intervention.

A point that you touched on earlier which is something
we care a great deal about it and we've started to see in
our marketplace is convergence. Cantor Fitzgerald, of
course, is an inter-deal er-broker on the cash side. The
Cantor Exchange is a joint venture between ourselves and the
New Yor k Board of Trade.

Currently, we operate in a way that a custoner, if
properly approved and if properly set up, can trade both
cash and futures on the sane system Additionally, we have a
cross-margi ning programwhich will be rolled out either |ate



this nmonth or the beginning of next nonth between our
clearing corp, which is New York Cearing Corp, and the GSCC
which will allow futures and cash, U S. Treasuries, to be
cross-margined for the first tine.

We want to see that convergence, which right nowis
just sinply between two, a cash product and the rel ated
future--we want to see that extended to many ot her products-
- Eur opean cash securities, European futures securities,
potentially sonme of the other futures products.

And the convergence of all those products on a
platform-as it operates now, it is a centralized
mar ketplace. It's a conmmon platformand it's a conmon portal
into that platform Oobviously, the killer ap that Nei
referred to would as easily apply to our interface as any
other. The front-end piece may be a third-party vendor or it
may be one of our own, which we give away.

That convergence, | think, will probably start to--
we' ve seen the beginnings of it now and we'll see nore and
nore of it as tine goes forward. One of the nost inportant
pi eces on the convergence side--and it's related to the
earlier point on the regulatory responsibilities--is howit
i mpacts risk. If you have a centralized el ectronic
mar ket pl ace, if you have a converging manner for different
types of trades to enter into this marketplace or nmany
mar ket pl aces, it allows you to automate the credit risk
function, market risk function, and obviously all the
processing. And that's a piece that we are seeing on the
Cantor Exchange, and | think we'll probably see nore and
nore of it going forward.

You asked a question about how we are doing. | think on
a nunber of fronts, we're doing extraordinarily well. W're
up on the playing field, we're conpeting. Everyday, we trade
a certain anmount of volunme. Sone days, it's large by new
contract standards; sonme days, it's small by new contract
standards. But what we are doing is we are going through and
bui | di ng pi ece by piece the foundation on what we think is
?oing to be by any standards very successful in the near

ut ure.

MR.LEITNER: Just sticking with this John, | mean part
of the goal here is, of course, to help the Comm ssioners
with the job that they are undertaking in considering
potential, you know, things that are in the rules now that
ought to be | ooked at again.

And, you know, because you're new and you had to get
off the ground with, you know, challenging sone of the
traditional ways that futures were traded, did you get



everything you were | ooking for fromthe Conmi ssion in terns
of , you know, giving the best possible nodel for your
custoners? And if there were any things to change, what
woul d t hey be?

MR.ELEY: The staff and the Conm ssioners of the CFTC
have been extraordinarily insightful, extraordinarily
diligent in what their responsibilities are from our
perspective, and have offered extraordi nary--"support" is
not the right word, but | guess insight and turnaround.

| don't think that there is--1 nmean, we always want
nore. | nmean, we're in a business and we're busi ness peopl e,
and | think if left to our own devices, there would be no
end to what we would want. But given the infrastructure that
we work under, we certainly have no conplaint or issue with
what the staff or the Conm ssioners have provided for the
Cant or Exchange.

MR.LEITNER: You, of course, trade a product--
MS.DOWNS: Can | coment at this point?
MR.LEITNER: Yes, please do.

MS.DOWNS. Sorry. | can't resist. A couple things. You

said that technol ogy provides a perfect audit trail. Sitting
here as a regulator, which is one of ny other jobs besides
handl ing order routing for the exchange, | have to disagree
with that.

| happen to believe, and have seen that the electronic
trading systens can facilitate abuse, not necessarily
obvi at e abuse. What happens before sonmething is entered into
a system and what happens after it conmes out of the system
on its first pass-through is still potentially an area that
needs to be nmonitored. And | couldn't sit here and say that
we have a perfect audit trail just because there's an
el ectronic trading systemout there.

But, secondly, there are things that the CFTC staff,
al t hough they are very hel pful, they do give us a
significant anmount of specificity with regard to rules,
regul ati ons and procedures that we must follow, audit trai
bei ng one, to be perfectly frank, as well as others that
we're mandated to carry out and spend a | ot of resources and
time, not only our own resources and tine, but all our
internedi aries’ and FCMs' resources and tinme, in addressing
and staying in conpliance with that.



And | think that in today's technol ogy, both of those
t hi ngs have to change. | do think exchanges take their self-
regul atory responsibilities very heavily and nonitor
extensively our markets, and therefore | think that we need
to lighten our burden. And | would include the New York
Board of Trade and Cantor as well in that.

MR.LEITNER: Thanks, Yvonne.
MR.ELEY: Can | comment ?
MR.LEITNER: Yes, sure.

MR.ELEY: Wth regard to perfect audit trail, | think
in any circunstance there's obviously gaps where sonebody
can junp in. Regardl ess of technol ogical platform and
technol ogi cal level, there's always roomfor sonmeone to
sneak in the door and to tweak it to their own advant age.

However, if you take an exanple that we would use being
al nost perfect, which is a custoner who has an el ectronic
system they enter in an order, the order routes through an
FCM of sone type. The FCM has sone sort of credit filter or
credit nonitor. It then runs through an APl into a
centralized electronic trading platform is then matched
with the other custonmer, the trade executed, it goes through
to the clearing nmenber. That is an outstanding audit trail
fromny perspective, as good, better, than anything | can
i magi ne in any other circunstance where you have human
i nterventi on.

MR.LEITNER: Can | just--1 think we need to be careful
not to nove along. 1'd just like to make one qui ck poi nt
about this, and that is that, you know, figures lie and
liars figure and all that, but it's a question of what rules
you' re tal king about auditing for.

| f you have in futures land a rule that says that

people can't talk to each other before you send an order to
the floor or you can't solicit the other side of an order,
first of all, for Goldnman Sachs, you know, that trades $1
billion of a stock, you know, on the run, to be able to not
go to the other side before you actually conmmt that capital
to that order would put us out of business pretty quickly,
not that it's a profitable business to begin wth.

But, you know, in futures land if you have a rule that
says you go to jail if you do that, yes, it's tough to audit
for that, you know, electronically. It doesn't really
matter. So one of the questions--and if, by the way, you
have to enter the order in an electronic systemand you're



entering the order and the rule requires that you nust
designate the custoner on the order, physically designate,
wite it down, the nanme of the custoner on the order, and
it's an electronic system-and in M. Kinball's exanple, it
happens to be an investnent adviser who is going to divide
it among 400 sub-accounts at the end of the day--what order
are you going to enter? What are you going to put down? So
there are a couple of things in the Comm ssion's rules and
in the exchanges' rules that, you know, deserve a second

| ook in the technol ogi cal environment.

Wth that said, let's get to the internedi ari es because
we have Peter and Steve who are here from you know, the
internmedi ation side. And then Marc is going to kind of wap
up for us all. So if we could just do this in a couple
m nut es because we do want to open this up also for
guesti ons.

MR.SPENCE: It's interesting to hear the perspective of
t he exchanges as it relates to technology out there. | guess
|"ve been back in the U S. in this position for two years
and | have to say | was a bit disappointed in the | ack of
foresi ght of the exchanges two years. So that being said,
t hey' ve cone an awful long way in the past couple of years
in grasping technology and what it really nmeans to us as an
internediary, us the FCMs out there.

| think it was David who nentioned, or put the forth
the question at the end of his panel, is there a wave
comng. As far as the exchanges have cone, | think the wave
that's going to hit next year is extraordinary, and | think
we, even in the FCM community, m ght not have grasped how
overwhelmng it's going to be, never mnd the exchanges out
there, what it can do to us in the illicit derivatives realm
and beyond as the other liquidity products becone as
commoditi zed as we have been over the past eight to ten
years al ready.

It is going to change the way we deal and | ook at our
busi ness consi derably. As much as we try to grasp and hold
on to our existing way of doing busi ness, the econoni cs of
it is going to push it along and it's going to be a bit of a
self-fulfilling prophecy out there. The efficiencies that
have been alluded to overseas in sone of the Asian and
Eur opean markets that have al ready gone el ectronic have yet
to have been acconplished here, and that's going to drive us
as internediaries, and our custoners as well, to either
acconplish it here very, very quickly or to go offshore,
which we would all hate to see happen out there.

That type of revolution--1 think evolution is not
reflective of what is going to happen here--is going to push
alliances, | think, and nmergers, joint ventures that we've



not yet seen before between unlikely partners. The
exchanges, in their attenpt to recreate thenselves, | think
will be aligning with unprecedented partners, possibly with
Wal | Street and possibly with the other side of the real mon
the other coastline with technology initiatives, things of
that sort.

It's really going to be a different realm and where
does it all lead to as far as regulatory issues and, again,
the way we're been accustoned to doi ng business? And, again,
| talk a lot primarily here to institutional, which is ny
side of the business, not retail. The deal er-deal er concept
whi ch has been prevalent in the fixed-incone realmis going
to becone a question of do we start doing business in that
way on the illicit derivatives side as well.

Is there a need to go to the floor for price discovery?
Does price discovery drive the pricing of the transactions
on the floor? Is it the swap market driving the price
di scovery process out there? These are very, very difficult
guestions that we're all grasping at out there, the
regul ators as nmuch as the broker-deal ers and FCVs out there.

You know, the block trade proposal that Cantor has put
forthis, I think, only the beginning of that transition
that we'll be going forth with over the next couple of years
or six months, as I've alluded to. It's going to be
fascinating out there, and I think the conversations we're
hearing right now are very nuch just the beginning.

| mean, | could kind of ranble on and on, as | have
already, as this relates to our world. But it is fascinating
and | think the ground work that we're throwing out there is
going to be very, very inportant going forward.

MR.LEE: I'Il throw out ny little advertisenent for
Merrill as the exchanges did for each one of them You know,
Merrill and Charles Merrill, | guess, becane fanmobus with
tal ki ng about bringing Wall Street to Main Street, and |
think Merrill now, as quite honestly just about every other
major firmin the industry, has realized that Main Street
has changed.

Just about every household in Amrerica now has a
conputer, is connected to the Internet, and the way we've
al | done business over the last unpteen years is going to
change. | suppose 25 years ago when | got into the business,
| never would have figured I'd be sitting here tal king about
t echnol ogy because the nost nenorable comment or
conversation | had with ny parents after ny freshman year in
col |l ege was why | was on academ c probation for never going
to a conmputer science course the entire year.



Past all that, Tony and | were tal king yesterday, you
know, and we were talking a little bit about what Yvonne got
into, and there was al so a question fromdown there on the
first go-around. And what is it going to change, | guess,
and how is technology going to affect order flows?

And one area that |'ve found interesting, since Steve
has fol ks fromLondon sitting in ny office constantly
getting me prepared for what is going to happen in Chicago,
is the fact in the equity option world, for exanple, in
London, where they had a great little mar ket on the fl oor,
they had great price discovery and it worked very
efficiently just like Yvonne's market does, David' s market
does, all the open outcry exchanges do. Now, it's
el ectronic.

But it's funny. A customer calls Merrill Lynch and they
say, give us a price on xyz option, and we | ook at our
screen and we say there's no price there on xyz option. So
we call our over-the-counter trader and say nmake us a price
on that xyz option. And if we |like our market that our guy
gives us, fine. If we think--doing due diligence for our
custoner, we will call a professional trader and say give us
a market at xyz option.

And we're going to pick the best market for our
custoner and we're going to trade that over the counter. And
really what we're doing is we put it up electronically with
t he exchange, match the trade, put it up, key it in, buy,
sell, done, gone. So on the back end, it's all done
el ectronically. But it has taken longer, it hasn't been as
efficient, and may not be.

"' m not saying anything is right or is wong ever being
done, but I'msaying it's a different nmechani sm where we all
think that technology is going to nove us, and it is noving
us into a nore accurate and better way to do things, |

suppose. | find it interesting, though, the way it's working
right now over there after, what, six nonths, eight nonths,
maybe a little longer now, is, | would say, going in

reverse

MR.LEITNER: Well, that's probably the best
advertisenment the exchanges have had.

Marc, do you want to wap up a little for us?

MR. GERSTEIN: Knowi ng that we're short of tinme, let ne
try to do this briefly. | have a different background, as |
said, and so let nme sort of step 