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Respondent Profile

o Interviews conducted September 2 — September 19, 2003.

e Respondents include traders at 103 institutions collectively
managing over $2.5 trillion in assets (an average of $25 billion).

o Traders represent multiple investment styles, but predominantly
active growth and value management.

e On average, two-thirds of volume 1n exchange-listed stocks.
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Top-line Findings

e Low market impact, anonymity, price improvement and certainty of execution are
all important requirements when executing orders in listed stocks.

e ECNs hold a clear advantage in delivering anonymity and are cited three times
more often than an exchange as likely to deliver low market impact (and twice as
often as an upstairs broker). Exchanges and brokers hold a modest advantage over
ECNs on certainty.

e Over three quarters of traders consider proprietary trading by specialists a conflict
of interest. Two-thirds of traders do not think NYSE specialists or NASDAQ
market makers add value in trading large liquid stocks.

e Nearly half of respondents would prefer to trade more off the exchange floor. The
most common reason: mistrust of the specialists. Other reasons include lack of
visible liquidity and order depth, insufficient anonymity, excessive market impact
and the need to break up orders.
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Top-line Findings (continued)

e Among those who would not prefer to move volume off the exchange floor

the most frequently cited reasons are the perceived benefits of centralization
and the, “human touch”.

e A majority of traders do not see multiple competing venues as a negative.

e Institutions would like to see changes in the listed market — in addition to
not allowing specialists to compete with customers, support is expressed for a
liquid electronic market in listed stocks with a real time order book and an
integrated quote display.
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Quality of Listed Execution By Venue

O 1-Worst Execution 02 O3 B4 B 5-Best Execution
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Orders Sent To an Exchange ECN/ATS Upstairs Broker
Based on 96 respondents. Based on 93 respondents. Based on 99 respondents.
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Importance of Attributes When Executing Orders in Listed Stocks

O NotImportant-1 02 O3 B4 B VeryImportant- 5 Important/
Very Important
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Note: Based on 103 respondents.
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High Probability of Achieving Objectives by Venue

38%

Low Market Impact
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Views On Specialists

Do Specialists and market makers still add value in Does the Specialist’s ability to trade on a proprietary
highly liquid stocks, such as IBM or Intel? basis constitute a conflict of interest?
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B No
O Yes

O No answer

78%
= Note: Based on 103 dents.
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Would You Prefer to Trade More Volume Away From an
Exchange Floor?

9%

B Prefer To Trade Away From Floor
O Do Not Prefer To Trade Away From Floor

47% O No answer/Uncertain

44%

Note: Based on 103 respondents.
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Why Traders Prefer to Trade Away From an Exchange Floor

“The specialist 1s a well funded competitor.”

“The primary problem with specialists is pennying and lack of visible
liquidity...”

“Liquidity 1s drying up and I have to go where the liquidity 1s.”

“There are too many intermediaries who don’t have my best interest
at heart.”
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Exchange-listed Volume Direction

80% ;
9% ° B Average percent currently directed to venue

O Average percent directed to venue 2 years ago
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Why Traders Do Not Prefer to Trade Away From an Exchange
Floor

“Central location makes it faster for buyers and sellers to meet.”

“On the floor there 1s more interaction, which provides a better
chance for price improvement.”

“I don’t like fragmentation of the market. I want to see all the
players in one place.”

“I prefer to deal with people, there is more control.”
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Do Multiple Competing Venues Affect Traders’ Ability to

Achieve Best Execution?

B No Effect

O Yes, Makes it Easier
O Makes 1t Harder

@ No Answer/ Other
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Overall Quality of Execution Between Listed and NASDAQ

Stocks

7%

24%

30%
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B Substantially Superior for Listed
B Somewhat Superior for Listed
O About the Same

[J Somewhat Inferior for Listed

@ Substantially Inferior for Listed

Note: Based on 103 respondents.
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Value of Various Trade Execution Changes and Options

O 1-Not Valuable O2 O3 ®E4 B5-Very Valuable

73%

43%

o
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11% 12%
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Electronic market for listed stocks Changes to NYSE rules toprevent Changes to NYSE rules to allow any Facility that simultaneously

with sufficient liquidity to compete  specialists from competing with stock to be represented by more exposes order to NYSE floor &
with NYSE customer orders than one specialist electronic venues
Based on 100 respondents. Based on 102 respondents. Based on 99 respondents. Based on 103 respondents.
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Value of Various Trade Execution Changes and Options

O Not Valuable - 1

02 O3 m4 ®Very Valuable-5

38%

6% 6%
3%

1%

Integration into single order display Provision of real-time order book Extension of ITS to listed common

Based on 103 respondents. Based on 99 respondents.
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Based on 80 respondents.
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Repeal of the ITS trade-through
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Based on 86 respondents.
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