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Chai rman,U.5.  
Securitiesand ExchangeCommission 
100FStreet,NE 
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DearChairmanShapiro:  

I am writing to comment about RegulationSHO and my concerns about the possible 
reinstatementof a short sale pricetest for US equity market trading. Aspresidentand CEO of FlexTrade 
Systems,Inc.,a providerof real-time tradingtechnologysystemsandproductsto the buy side and sell 
side, I offer for consideration which I believe better addresses the following alternative proposal, the 
problemsposedby short selling. 

Background 

In the discussions surrounding the adoption of Regulation SHO and its subsequent 
enhancements,the SEC placedan emphasis on eliminating and so-called "failure-to-deliver" "naked" 
short selling. Recent research, in part sponsored by the SEC, indicates that delivery failuresat 
settlementwere the true source of short saleproblems,and the Commission was correct in placing 
emphasisin this area. However,reinstatinga short sale pricetest does not directly address this 
problem,but instead createsanotherset of problemsfor arbitrage-related suchas convertible activities, 
bondand ETF arbitrage. 

Ratherthan create a range of new problemsthat would most likely complicate matters by 
-promptingaddit ional  lwant to alert  you to a simple technology rules and regulat ions, solut ion 

currentlyin use today - that would enable the SEC to extend the test for nakedshort selling backto the 
actual time of execution, rather than at settlement three days later. (lnaddition, applying the test at 
the time of execution would also address an area not necessarily by current capabilities, covered namely 
the intra-daynakedshort selling and subsequent by day-traders traders.)covering and other short-term 

Outlineof My Proposal 

I proposethat the SEC require lenders of securities to establish real-timedatabasesof the 
availablelevels of stock eligible for borrowing (the "borrow database").Orderssentinto the market 
taggedas a "Short Sale" would be requiredto identiry the broker from whom the security is borrowed 
(typically,thisis done today via setting a value in FIX Tag 5700).Once the national securitiesexchange 
or ECN(the "marketplace")effects a trade with an order marked as short, the marketplace would 
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inspectthe valuesin the FIX tags of the short sale order and forward information on that executionto 
the broker indicated as the source of the borrow in FIX Tag 5700 (thisinformationtypicallyto include 
the identity of the enteringbroker, security, symbol,andnumberof shares shorted). 

The broker from whom the borrow was obtained would be requiredto decrement in real-time 
the amount of stock in that name available for other short sales upon receipt of the messagefrom the 
marketplace.Inthismanner,a real-timecount of borrows availablefrom every lendingbroker may be 
maintained.TheSEC could, throughits auditingprocess,reviewthe records of the broker/dealer's 
borrowdatabase,or a view-onlyaccesscould be providedto the SEC andfor real-time surveillance 
compliance. 

When the stockis covered, the processis reversed. A FIX tagagain identifies thatthe customer 
is coveringa short saleand the information is passedonto the broker/dealerprovidingthe original 
borrowand their borrowdatabaseis incremented sharefor sharefor each share covered. A pictorial 
depictionof this proposalappearsin the attached Figure1. 

of this proposalThe advantages are: 

1. 	Real-timemonitoring of borrows rather than at settlement. This can be used to monitor 
intra-daynakedshort selling by short term traders. 

that is in placetoday among national exchanges 
dealers(e.g.,F|X-basedmessaging, links among national securities for 

2. Usesproventechnology 	 securities and broker 
dedicated exchanges 

meetingtrade through requirementsof Regulation NMS,and the drop copy interfaces 
supportedby national exchanges access).securities offering sponsored 

I note that this technology approachroughlycorrespondsto that implemented by various 
national securities exchanges in offering sponsored a service approvedbyand broker/dealers access, 
theSEC. In some instances of this service, brokersprovidereal-timeborrowsto their sponsoredaccess 
customers,cuttingoff their trading when their level of short selling exceedsthat providedto them for 
the day. This,however, represents a more sophisticated than I recommend approach here. I only 
mentionit to indicate that this proposal presents no new technology or proceduralchallengesto 
exchanges and needs resources NMS.andbrokers, farfewer technology than required by Regulation 

We believe thisproposal addresses identifiedby the SECin the short directly thekey issues 
sellingof equities.I would be happyto expand upon this proposalatyourconvenience. 

Sincerely, 
t\ -,''

w./
\v-' l/ 

Vijay Kedia 
President and CEO 
FlexTradeSystems,Inc. 

cc:EricSirri,Head,Division of Trading and Markets 
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