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Disciplinary action – erroneous orders – firm fined £60,000 
 
 Introduction 

 
1. The Executive Panel (“the Panel”) of the London Stock Exchange (“the 

Exchange”) has recently heard a case against a member firm (“the firm”) in 
respect of two instances of failing to have sufficient order management 
systems, procedures and controls designed to prevent the submission of 
erroneous orders to the trading system.  The firm was fined £30,000 for each 
breach of the Exchange’s rules. 
 

2. This Stock Exchange Notice sets out relevant details of the case and provides 
member firms with guidance, under rule C020 of the Rules of the London Stock 
Exchange (“the rules”), on the Exchange’s concerns in this area and its 
expectations of member firms. 
 

 Case information 
 

3. This case related to two separate instances of the submission of erroneous 
orders on 6 and 24 August 2010.   
 

4. 6 August 2010 – Closing Auction 
 
During the closing auction on 6 August 2010, the firm submitted a ‘basket’ of 
erroneously sized market orders to the trading system in 104 securities.  The 
orders caused 21 securities to enter price monitoring and / or market order 
extensions.   
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5. 24 August 2010 – Continuous Trading 
 
Between 14:00:07 and 14:00:22 on 24 August 2010, the firm submitted 378 un-
priced aggressive orders to buy and sell eight order book securities.  The 
orders resulted in 871 executions and set the daily high or low for six of the 
securities.  Five of the securities entered automatic suspension of executions 
(AESPs) as the price movements exceeded the price monitoring threshold for 
the securities.   
 

 The Executive Panel’s findings 
 

6. The Exchange’s investigation team took action against the firm under rule 
2101.  This rule states: 
 
Any obligations and liabilities arising from the submission of electronic messages and orders to the 
trading system under a member firm’s trading codes are the responsibility of that member firm.  The 
member firm shall, at all times, have sufficient order management systems, procedures and controls 
designed to prevent the entry of erroneous orders and quotes to the trading system. 
 

7. The Panel found that the firm had breached rule 2101 on both occasions in that 
the firm did not have sufficient order management systems, procedures and 
controls designed to prevent the submission of erroneous orders to the trading 
system.   
 

8. The Panel noted that the firm acknowledged that the orders it submitted to the 
Exchange’s order books were erroneous.  The firm cooperated fully with the 
Exchange during the investigation and carried out an extensive and thorough 
review of its systems, procedures and controls and made a number of 
enhancements, where appropriate.   
 

9. The Panel issued a private censure against the firm and imposed a fine of 
£30,000 for each breach of the rules.   
 

 Guidance to member firms  
 

10. 6 August 2010 – Closing Auction 
 
The first case initially resulted from human error during a manual process of 
creating a basket of orders.  The lack of sufficient procedures and controls 
meant that the firm was not alerted to the fact that some of the orders were 
unusually large and it was therefore unable to prevent their submission to the 
Exchange’s order book.  In addition, the fact that the trader was not monitoring 
the orders during the closing auction meant that corrective action could not be 
taken on a timely basis.   
 

11. Member firms are reminded that where the creation of orders involves manual 
processes the need for appropriate procedures and controls to mitigate the 
possibility of human error is particularly important.  The Exchange also expects 
member firms to monitor their trading at all times and reminds firms that this is 
particularly important during sensitive pricing periods such as the closing 
auction. 
 



 
12. 24 August 2010 – Continuous Trading 

 
The second case highlights issues that can arise when internal procedures are 
not followed.  In this case, procedures for the testing and roll out of 
amendments to an existing trading application were not followed.  In addition, a 
key control was not carried over to the amended application which resulted in 
multiple erroneous orders being submitted to the trading system. 
 

13. Member firms are reminded that thorough testing of changes to trading 
applications is critical to ensuring continued compliance with rule 2101. In 
addition, extra care should be taken when changes are made to applications 
which are capable of submitting multiple orders at high frequency given the 
impact that they can have in a short time period. 
 

 Further information 
 

14. Member firms should note that, although the firm’s losses exceeded the 
threshold for requesting an Exchange enforced cancellation under rule 2120, 
the trades were not cancelled as the prices were not manifestly erroneous.   
 

15. Member firms and other clients with questions regarding this Notice should 
contact Jeannette Cowan, Head of Market Supervision, telephone +44 (0)20 
7797 2087 (STX 32087) or email: jcowan@londonstockexchange.com  
 

 
 
 
 
Nick Bayley 
Head of UK Regulation 
 
 
This Stock Exchange Notice will be available on the website at 
http://www.londonstockexchange.com/en-gb/products/membershiptrading/rulesreg/stockexnoticesnew/ 
 
Calls to London Stock Exchange plc may be recorded to enable the Exchange to carry out its regulatory responsibilities. 
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