
27609Federal Register / Vol. 68, No. 97 / Tuesday, May 20, 2003 / Notices 

14 For purposes of accelerating the operative date 
of this proposal, the Commission has considered 
the proposed rule’s impact on efficiency, 
competition, and capital formation. 15 U.S.C. 78c(f).

15 17 CFR 200.30–3(a)(12).

1 15 U.S.C. 78s(b)(1).
2 17 CFR 240.19b–4.
3 See Securities Exchange Act No. 47615 (April 2, 

2003), 68 FR 17420.
4 Further, pursuant to PCX Rule 6.87(i), the OFTC 

may designate that an order will default for manual 
representation in the trading crowd if the order 
would be executed at a price that is more than one 
trading increment away from the PCX market price. 5 15 U.S.C. 78f(b)(5).

rule change will become immediately 
effective upon filing.

The Commission believes that 
waiving the five-day pre-filing provision 
and the 30-day operative delay is 
consistent with the protection of 
investors and the public interest.14 
Waiving the pre-filing requirement and 
accelerating the operative date will 
merely extend a pilot program that is 
designed to provide investors with a 
mechanism to resolve disputes with 
broker ‘‘ dealers. During the period of 
this extension, the Commission and 
NYSE will continue to monitor the 
status of the previously discussed 
litigation. For these reasons, the 
Commission designates the proposed 
rule change as effective and operative 
immediately.

IV. Solicitation of Comments 

Interested persons are invited to 
submit written data, views and 
arguments concerning the foregoing, 
including whether the proposed rule 
change is consistent with the Act. 
Persons making written submissions 
should file six copies thereof with the 
Secretary, Securities and Exchange 
Commission, 450 Fifth Street, NW., 
Washington, DC 20549–0609. Copies of 
the submission, all subsequent 
amendments, all written statements 
with respect to the proposed rule 
change that are filed with the 
Commission, and all written 
communications relating to the 
proposed rule change between the 
Commission and any person, other than 
those that may be withheld from the 
public in accordance with the 
provisions of 5 U.S.C. 552, will be 
available for inspection and copying in 
the Commission’s Public Reference 
Room. Copies of such filing will also be 
available for inspection and copying at 
the principal office of the NYSE. All 
submissions should refer to File No. 
NYSE–2003–16 and should be 
submitted by June 10, 2003.

For the Commission, by the Division of 
Market Regulation, pursuant to delegated 
authority.15

Jill M. Peterson, 
Assistant Secretary.
[FR Doc. 03–12457 Filed 5–19–03; 8:45 am] 
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I. Introduction 

On August 27, 2002, the Pacific 
Exchange, Inc. (‘‘PCX’’ or ‘‘Exchange’’) 
filed with the Securities and Exchange 
Commission (‘‘SEC’’ or ‘‘Commission’’) 
pursuant to section 19(b)(1) of the 
Securities Exchange Act of 1934 
(‘‘Act’’)1 and Rule 19b–4 thereunder,2 a 
proposed rule change to adopt a one-
tick step up requirement for market 
makers who are participating on the 
Exchange’s Automatic Execution 
System (‘‘Auto-Ex’’). On March 19, 
2003, the Exchange submitted 
Amendment No. 1 to the proposed rule 
change. The proposed rule change, as 
amended, was published in the Federal 
Register on April 9, 2003.3 The 
Commission received no comments 
regarding the proposal. This order 
approves the proposed rule change, as 
amended.

II. Description 

The Exchange is proposing to adopt 
PCX Rule 6.87(e)(8) relating to the 
Exchange’s Auto-Ex System for options 
trading. Currently, options market 
makers who are logged on to Auto-Ex 
are obligated to meet certain 
requirements with respect to their use of 
Auto-Ex. These obligations are set forth 
in PCX Rule 6.87(e)(1)–(7). The 
Exchange is proposing to adopt a new 
rule that would require Lead Market 
Makers (‘‘LMMs’’) participating on 
Auto-Ex to step up and execute certain 
orders at prices better than the Exchange 
is disseminating under specified 
conditions. 

PCX Rule 6.87(i) currently allows the 
Options Floor Trading Committee 
(‘‘OFTC’’) to require market makers to 
step up at least one trading increment to 
the national best bid or offer (‘‘NBBO’’) 
for electronic orders in selected issues.4 

The proposed rule change would 
impose an alternative step up 
requirement on LMMs. Under the 
proposal, if the OFTC has not exercised 
its authority to require step up to the 
NBBO, the Exchange will set the Auto-
Ex System to require LMMs to step up 
and execute trades in selected issues at 
the NBBO if the LMM is quoting a price 
within one tick of the NBBO as 
disseminated by another exchange. If 
the LMM is quoting a price that is more 
than one trading increment inferior to 
the price being disseminated by another 
options exchange, the order will default 
for manual representation in the trading 
crowd.

Proposed PCX Rule 6.87(e)(8) only 
will apply to non-broker-dealer orders 
for ten contracts or less in option issues 
that are ranked in the 120 most actively 
traded equity options based on the total 
number of contracts traded nationally 
for a specified month based on volume 
as reported by the Options Clearing 
Corporation. In addition, the rule will 
only apply to orders in option series 
that are not designated as LEAPS 
pursuant to PCX Rule 6.4(e). 

The Exchange’s determination of 
whether an equity option ranks in the 
top 120 most active, nationally-traded 
issues will be based on volume statistics 
reported by the Options Clearing 
Corporation. The Exchange’s 
determination of whether an equity 
option ranks in the top 120 most active 
issues will be based on volume statistics 
for the three calendar months of trading 
activity beginning four months prior to 
the current month. The Exchange has 
represented that it intends to notify its 
Members of the issues that are 
designated to be in the top 120 via a 
regulatory bulletin that will be 
published at the beginning of each 
month. 

III. Discussion 

After careful consideration, the 
Commission finds that the proposed 
rule change is consistent with the Act 
and the rules and regulations 
thereunder applicable to a national 
securities exchange. In particular the 
Commission finds that the proposed 
rule change is consistent with section 
6(b)(5) of the Act,5 which requires 
among other things, that the Exchange’s 
rules be designed to promote just and 
equitable principles of trade, to remove 
impediments and to perfect the 
mechanism of a free and open market 
and a national market system, and in 
general, to protect investors and the 
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6 In approving this proposal, the Commission has 
considered the proposed rule’s impact on 
efficiency, competition and capital formation. 15 
U.S.C. 78c(f).

7 15 U.S.C. 78s(b)(2).
8 17 CFR 200.30–3(a)(12).
1 15 U.S.C. 78s(b)(1).
2 17 CFR 240.19b–4.

3 17 CFR 240.19b–4(f)(6).
4 See letter from Richard S. Rudolph, Director and 

Counsel, Phlx, to Deborah Lassman Flynn, Assistant 
Director, Division of Market Regulation, 
Commission, dated April 4, 2003 (‘‘Amendment No. 
1’’). In Amendment No. 1, Phlx deleted certain 
proposed language stating that ‘‘[t]he minimum 
guaranteed AUTO–X size is 1 contract, and the 
current maximum AUTO–X size is 250 contracts, 
except for QQQ options’’; retained current language 
that the minimum and maximum guaranteed 
AUTO–X sizes for each option will be posted in the 
Phlx’s website; and retained current language that 
there be a minimum guaranteed AUTO–X size and 
maximum guaranteed AUTO–X size, as determined 
by the specialist and subject to approval of the 
Options Committee.

5 AUTOM is the Exchange’s electronic order 
delivery, routing, execution and reporting system, 
which provides for the automatic entry and routing 
of equity option and index option orders to the 
Exchange trading floor. Orders delivered through 
AUTOM may be executed manually, or certain 
orders are eligible for AUTOM’s automatic 
execution feature, AUTO–X. Equity option and 
index option specialists are required by the 
Exchange to participate in AUTOM and its features 
and enhancements. Option orders entered by 
Exchange members into AUTOM are routed to the 
appropriate specialist unit on the Exchange trading 
floor. See Exchange Rule 1080.

6 The Nasdaq-100 , Nasdaq-100 Index , 
Nasdaq , The Nasdaq Stock Market , Nasdaq-100 
SharesSM, Nasdaq-100 TrustSM, Nasdaq-100 Index 
Tracking StockSM, and QQQSM are trademarks or 
service marks of Nasdaq and have been licensed for 
use for certain purposes by the Philadelphia Stock 
Exchange pursuant to a License Agreement with 
Nasdaq. The Nasdaq-100 Index (the Index) is 

determined, composed, and calculated by Nasdaq 
without regard to the Licensee, the Nasdaq-100 
TrustSM, or the beneficial owners of Nasdaq-100 
SharesSM. Nasdaq has complete control and sole 
discretion in determining, comprising, or 
calculating the Index or in modifying in any way 
its method for determining, comprising, or 
calculating the Index in the future.

7 See Securities Exchange Act Release No. 46531 
(September 23, 2002), 67 FR 61370 (September 30, 
2002) (SR–Phlx–2002–47).

public interest.6 The Commission 
believes that requiring LMMs to step up 
one tick to match the NBBO in the most 
highly traded options series should 
increase the ability of investors to gain 
access to the best bids and offers 
available in those options series.

IV. Conclusion 
For all of the aforementioned reasons, 

the Commission finds that the proposed 
rule change is consistent with the 
requirements of the Act and the rules 
and regulations thereunder applicable to 
a national securities exchange. 

It is therefore ordered, pursuant to 
section 19(b)(2) of the Act,7 that the 
proposed rule change (SR–PCX–2002–
54), as amended, is approved.

For the Commission, by the Division of 
Market Regulation, pursuant to delegated 
authority.8

Margaret H. McFarland, 
Deputy Secretary.
[FR Doc. 03–12610 Filed 5–19–03; 8:45 am] 
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Editorial Note: Due to numerous footnote 
errors, this document is being reprinted in its 
entirety. It was originally printed in the 
Federal Register on Monday, April 14, 2003 
at 68 FR 17976–17979.

Pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934 
(‘‘Act’’),1 and Rule 19b–4 thereunder,2 
notice is hereby given that on March 20, 
2003, the Philadelphia Stock Exchange, 
Inc. (‘‘Exchange’’ or ‘‘Phlx’’) filed with 
the Securities and Exchange 
Commission (‘‘SEC’’ or ‘‘Commission’’) 
the proposed rule change as described 
in Items I, II, and III below, which Items 
have been prepared by the Phlx. The 
proposed rule change has been filed by 

the Phlx as a ‘‘non-controversial’’ rule 
change under Rule 19b–4(f)(6) under the 
Act.3 On April 7, 2003, the Phlx filed 
Amendment No. 1 to the proposed rule 
change.4 The Commission is publishing 
this notice to solicit comments on the 
proposed rule change, as amended, from 
interested persons.

I. Self-Regulatory Organization’s 
Statement of the Terms of Substance of 
the Proposed Rule Change 

The Phlx proposes to implement an 
options program to be firm for, and to 
automatically execute eligible orders 
against, the Exchange’s disseminated 
size for both customer and broker-dealer 
orders. Specifically, the Exchange 
proposes to amend Exchange Rule 1082, 
Firm Quotations, to provide that all 
Phlx options quotations would be firm 
for all incoming customer and broker-
dealer orders for their full disseminated 
size. 

The Exchange further proposes to 
amend Exchange Rule 1080, 
Philadelphia Stock Exchange 
Automated Options Market (AUTOM) 
and Automatic Execution System 
(AUTO–X),5 to provide automatic 
executions for eligible customer and off-
floor broker-dealer orders up to the 
Exchange’s disseminated size, subject to 
a maximum guaranteed AUTO–X size of 
250 contracts. Options on the Nasdaq-
100 Index Tracking Stock (‘‘QQQ’’SM) 6 

would continue to have a maximum 
guaranteed AUTO–X size of 2,000 
contracts in the first two near term 
expiration months, and 1,000 contracts 
for all other expiration months.7

Below is the text of the proposed rule 
change. Proposed new language is in 
italics; proposed deletions are in 
brackets.
* * * * *

Firm Quotations 

Rule 1082. (a) No change. 
(b) Except as provided in paragraph 

(c) of this Rule, all quotations made 
available by the Exchange and displayed 
by quotation vendors shall be firm for 
customer and broker-dealer orders at 
the disseminated price in an amount up 
to the disseminated size. Responsible 
brokers or dealers bidding (or offering) 
at the disseminated price shall be 
collectively required to execute orders 
presented to them at such price up to 
the disseminated size in accordance 
with Rule 1015, or, if the responsible 
broker or dealer is representing (as 
agent) a limit order, such responsible 
broker or dealer shall be responsible (as 
agent) up to the size of such limit order, 
but may be responsible as principal for 
all or a portion of the excess of the 
disseminated size over the size of such 
limit order to the extent provided in 
Rule 1015. 

(c) No change. 
(d) [In accordance with paragraph 

(d)(l)(ii) of the SEC Quote Rule, the 
quotation size for a disseminated price 
with respect to an order for the account 
of a broker or dealer (‘‘broker-dealer 
order’’) shall be one (1) contract 
(‘‘quotation size’’), and all quotations 
made available by the Exchange and 
displayed by quotation vendors shall be 
firm for broker-dealer orders at the 
disseminated price in an amount up to 
the quotation size. The quotation size 
for broker-dealer orders provided in this 
paragraph (d) shall be periodically 
published by the Exchange. Responsible 
brokers or dealers bidding (or offering) 
at the disseminated price shall be 
collectively required to execute broker-
dealer orders at such price up to the 
quotation size. (e)] If responsible brokers 
or dealers receive an order to buy or sell 
a listed option at the disseminated price 
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