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10: Proposed Amendments to Rule 610 of Regulation NMS 

Dear Ms. ~lurph)': 

lillUidl'oinl. 1.I.C ("UquidroinC)l IIppo.."Ciatcs lhe opponunil}' 10 comment on the 
Securitil':l and Exchange Commissiun's (the '-Commission") Release No. 34-61902. File No. 57­
09-10 ("Proposed Amendmenls

W 

rdating to IlCces,~ tn quoutions in listed options as well as f«s) 

lor such access. Liquidroinl lI~rcCS thaI there i~ a need 10 adopt rulcs assuring fairness ;md 
uscfulnefo.~ nf quotaliun infonnatiolt and In achieve the objl'<Otive of enhanced lr3JtSpar.:nC)' of 
quoted prices, rrohibiting unfaid)' discriminatory terms that inhibit llCCCSS and cstablishing a 
limit on lICCeS5 fees lire steps in the ri~l di1\.'(1ion, 

However. we would like to emphasize ccnain aspects unique tu the listed-oplinn markets. 
in panicular: 

, liQUid!''';''', II ..'holly " ..nod iubiidiary of aNY C(""~1:ll Group. I I.e. 'l"'eialius In pro"idilli ckn'-a'I>'cs 
l<dmol~' and c~tfUlion "'luliom f,. U.S. liiled options ~m. i,.dl>dinl: in"illll""",1 aDl~ and other 
Iltol...-<lnlm. Liquldl'oint """,ideo doetroni< direct mad.. :O<;"'$t to "'"elY U.S. opIiIlM ..dwlze......ott at 
ad'-anced lr3din& tJp3biJr.iG tlw iIlellllk llfd.. O.\«Ulion, order mII""::tmon~ """... t'OIItift! and llpIimiurlon. 
quali!)' U1Uf3lll'e ",,,·;'w. """ • ,..,iet~ of ,cponinj,; and bool>s and mconh .-p:ahililin, BNY Con"~I:~ Group. 
LlC is a ~lfmk' pm,i"", "f in.'rslnl",' iIIId cxtfu,ion tt'l'hnollll:Y ."I",i"", '0 ilUt!t"lIOllal .lien" world.. ilk. W~ 

lpecialiu ill pro... idin~ • f"l1 arra~ of lea4illj t«hnoilliies and an ,n'<!V"'c-d plarfonn ofperformanc:o dn"on, ~lOOaJ 

lr3dini CJl"b,liliG lUpporIed by • culturc of c_~lnOl'dinar)'(lien, son""'. 
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Liquidl'oinl. Ll.C _ commenllen~T 

SEC I'rupo~ Amendmenl~ 10 Rule 610 ofRegulatiOll NMS 
Rekasc JJ-61902. File S7-09.10 

•	 Tho: complexil}" orcu~nt fox SlroClurcs and Ute rille (,If change to fee SlfUtlurc:s 

•	 'Ilie elYcet of the fcc struetures nsso<:itned with Ihe IWO business mwds employed 

by listed-option exchanllCS. 

The complnjh' and mle of chang,; qf the Ij:»W-opljOM fee StruelYll:S dcgl'llde.; Ihe ugful!l(SS 

and u:Lnsp;w;np· ofguollUions 

While eompetilion foslers inno'-81ion, Ii~led oplion cxchanges have increasingly 

eompel~'U through el·er more complcx f~ slruclUres that uo not bring Ille value nomtally 

associ:l.leJ with inno\·alion. This complexily currently allows dilTcrcm lI(:cess fees lor each 

indi\idll:l1 opliun c111SS or brooder cate!!ot)'. I:ach uniquel>' exc!tanl!e--tldined markel panicipanl. 

lhe e.\:chani;c busine~s model ami associaled pricing slrueture, the sizc of lite order. any 
applicable Iiccnsing fees. lhe minimum lmding increment and particular cxeculion functionalilY 

(q;, differem order lypes and allClions). Should an e)(changc choose 10. Ihis eompkxil)· could 

\;_'(lcnd 10 indi"idU31 oplion series or l:alegol)· of oplion $eriC!! {e.g. 1\ series greaLer LMn 10% "(>\11 
of lhe money-. c(."rlain pUl options greaLer Lhan 12% -in lhe mOI'\tYI and further qualified by 

unique time pl'riods (e.g. only durin!! Lhc 4 business dnys prior to expir..tion). In fncl. since rule 

filinlls to change fce schedules an:: cflecli,'c upon filing. fees could change for lhe balance uf a 

monLh in certain uniquel), defined circumslances. The possibilil)· cxisLs for constanll)' changinll 
"bluo: lighl specials~ like Uiscoo.nl~"d ~cess for I"mfessi0fl.11 cuslomcrs. in lhose (h·e llJ~1 August 

expirinl; options \Iilh the greak"Sl open imeresl as ulcufulcd on lui)' I" for the period Jul)· 6T1!J 

throulIh lui)' IST1!J. The possibilitics an:: endless and despite the proposed fcc limilation. lhe 

lrart.>pan:nc)', fairness llnd U5C"fulness ofquotalions n~ currently impaired b)' thc complexit)·. 

'lhe number and freqUellC)· of chan&CS to access fees h:u a similar ef(l!C1 upon the 

lraDspllTenq'. faimcss and usefulness of quota!iort$. During a period in QI of this y~·ar. thc 
lisled·oplion .'xchangcs suhmined 11 fee relaLed !ilin~s in 24 husiness days, 11,is [cI'c1 of 

activit), do.:s not ser\'e lhe inlerests of allY mllfkcl pnrticipant . e:o:cept the exchangcs. i\lnrkel 

participanlS CllllnOl reconcik the fees lhey arc charged and placcs lUI coormous burden on 
de~·dopmenland mJinLenancc oftmde fO\Jting and e:o:cculion lcchnolOl;Y. 

I.nck oflrarupan:nc)' in ··gross" market prices du<: lo the complc,~i1y and r:l1e ofchango: 

ofaccess lllld rouling r~"Cs impedes the I1hilil)· of cuslomers to d':lcnnine lhe deSlinnLion lor thc 

besl "nef" marl:eL price and hinder,; the nbility of broker-l,kalcrs 10 Ih·e up to their besl e)(~'Cution 

responsibilities. 

The inlcml:l¥ uf lhe fee slruclures of Ihe two busjnHs modcls emnln\'ed by $, limd-opljQ[! 

exchllllges dCIl:n1dcs Ijq!ljdj!\' for in\·eslors. 
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L1qllidr"inl, 1.I.C -commcnt Iener 
SEC ~Amcndmcnl~ 10 Rule 610 ofRo:gulat;on N~'S 

Release JJ.{, 1902. rile S7009·10 

In the propos.cd amendment:!. tm: CommiMion corn...,tly is imCrtSlal in tho: effect (lfthe 

proposed fce limitation upon thc comlXling business modds in the current oplions market 
stnlcturc the "Make or Tnkc" model and the "Broker PI1),mem" mood, Whilc LiqllidPoim 

rccogni7.cs a.nd agrees with the Commiisiun's \'iew Thnl comIX1ing business models has The 

polmf/a!lo impro.e the options m:lrl;el stnu;;turc. a more hasic concern is the effect of the 

disparate fcc struclures on the invcstors neal to access risk mitigalion liquidit)". To anal~"ZC w<: 

",fleet upon in"",slurs, one needs to understand wh)' and how investors usc lisTal-options and w<: 

interplay ofthesc husiness models. 

\Vh)' and how in.'CS!.UT'S use listed-options highlil>'JUi the differences betw<:",n the markelS 
for stC>t!a and options. I he Commission com:ct1~· flOl\'d thai: liquidh)' providers price options 

ditTcrenl1)' than liquidit), prm'iders prke NMS STOCks. This is due to the nature and function of 

listcd-options contrilCt. The option cumract is a finnncial product dcsi\;llcd to manage the risks 

:lSSOCiut<:<J with a position (actual or vinual) in the underlying insln.lnlcnl. These risks. as 
defioed b)' the optiQrl's lenns (i.e. call/put. suU.:e price, expil)·). an: approximalions of the risk 

inherent in a position in the und<:rlying inSlIUmem. but do not .:quat.:: to the same financial 

product a:llhe underlying !;CCurit)·. Th<: din"<:rcnee between pricing multiple, malhematkally 

relaled oplions and a single equily sceuril)'. prcscllI n differenl chalienlO~ to each markelplace 

whcn seeking or proViding liquidity. Th", liskxl-option market Ius been correctly ehan1CTerized 

:lS "quot.. dri\'cn-. Thi~ means that all rclat~-d opTion series must be priC\-d through the usc of 

quoles. in addition 10 the liquidity OfpuSlOO orders. TO ~Tisf)' the basic ncros ofin\'estors for the 
cuslUrnilCd insurance provided by each oplion scrie~, The inveslor looking 10 snli5fy their 

insurollce needs typically i~ 11 liquidit), Takcr and docs nOl post orders - unlike The "order driven" 
equit)' m:lrl;ets. Additiooally. the option quotes of the many limlS and indi\'iduals that usc the 

malhemalically related pricing allows for "il1ually unlimited amoonl of liquidity lIS risla are 
shifil-d ~twcen option serics and panieipants. Should cin:umslllnces denigrale quot;ng in less 

active opTion series; th~ suppl>' of liquidit)' in (lcI;"e series will be ",'<luced, 

The fee SlIUcturc ofth", two competing business models m:atcs a unique set of incenti\'<:s 

lor quotes tIlld orders. As nuled above. quoting in all option series is~' for boTh im'eslOrs 
10 eornpllre the relali"e COSlli of different "insurance policies" and for liquidity providers to price 

lhem (lnd offset thdr risks. AllllOUg.lt incenting the poSTing oforders docs pro\'ide llddiTional 

liquidity. unlike quotes this liquidil)' is often based pu~ly upon millisecond opponunities for 

arbilm~e IIt1d confined only to actively traded Opl;On series under the best ofmari:et conditions. 

lltose txchan@.eswith quol;n\; ohligat;()l'\~ require a commilrnl;nl 10 allliCries and the ma...imum 

"idth bctwcen bid and ask. The 1\\"0 fee SlIUCllm:s allo"s for an nrbitrage; panicuhul)' "hen 
there can be widely disparaTe access fet le"ds. The cap 011 nccCJ:~ fees docs reduce the inccllli"e 

for reblllf "rbirroge. 
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Lilluidl'oinl, I.I.C ~ commtnl letl~r 

SEC I'roposed ,\mendmcntj ttl Rule 6tO of Regul~lion N\1S 
Ret~asc 34-6t902. Fil~ S7.Q9. 10 

This rebate llrbilra~e dO<."~ nol require lIny funlbmenlal calcuhllions of theoreliclll \':llue 

ilJ\d risk management Ihlll en::lleS an in\"cmory of posiliClrt5 :lCross all scries. 1\11 lh:Il i~ nCCCSSllr)' 

is lhe abilit)" 10 lronsmil and manage mass orders thm simpl)' matd or "penny" (improw b)' .01) 

the quotes on non-maker lllker exchanges operating under lhe cu.stumcr priority/pro-rJta 

1I110<::l1ion modd, Whene\'er a tr.ule lXCuN, the rebate arbitrageur simp!)' needs 10 "scratch- the 

trade by taking liquidit)' for free or a reducnl pric~ on a pro rola exchange lu nclll profit. One 
effetl of this r<:batc arbilrage SU"llteg)" is thaI it can acl in II para.silic fa.shiun upon lraditional 

qume·dril'cn markcts, Quoling market makers lind lhnt lhe quotes the)" lU'C providing can simpl)" 

be mirrored or "pelUlinl" h)' rebale arbitnqlcurs on the maker w.:er exchanges, pro\'iding a price 

"cushion" to a compc:1ins busines.s model. Irthl'S<l market makers begin to pull back /Tom 

posting quuws. rebate lIrbitrogeurs will also nl....'<1 to pull back from posling ordCT'S. po$5ibl)' 
contribuling 10 lhe phenomenon knO\1 n a. "dark screens" where \"Cry linle liquidity is poSlnl 

exc~pt in lhe mOSl liquid namcs an<l front-month. Ilt-lhe·moner option series. Even with fcc 

limitations. lhe mllke or w<e fcc Slnlcture promotes lhe ephemeralliquidil}' oforden in a market 
lhat depends upon quoles. at the ('"xpcnsc oflhe CUSlomer priorit)·' pro mill exchange modc1­

ullimaldy 10 the detrimenl of the in\'estor. Rebate arbitr,lgc m;th il)' benefits lhe arbilr1ll:curs: nOl 
in\'estors and in tile short term Ihe e.~changes. but ironically. notlhe long term \'iabilit)' of the 

lisled·optiun markct. 

H'Ihe Commis.sion noted lite dislinction between H3!..Wl:s.sh'e quoling and "'malehing" 

quoling in lhe reque~1 fQr commcnts on lhe Pro~ l\mendmenlS. II is ironic lltatthe ineenti\"<: 

for posting orders on Ihe maker taker c,~ehanges allows for malching oflhe quotes oflhe pro rat.1 

exchanges b)' rebale orbill1lgeUT1l at the maker taker exchanges. In fact. r<:batc arbitT1lge driven 

liquidit), is hig.hJy algorithmic and tcnds to be ephcmcroJ becau.o;e the bask strategy 10 Cllpture 

n:bates rJthcr than t:tke inlennnliale ur IQng-h:nn posilions requires market conditions \\here 

lIterc is a high probabilil)' u.;.tUw trade can"" quickly liquidated fQr lillIe or no profil, 1\ low 

mlmilily environment Wilh Slrong mean-re"ersion lcndeneies is lite preferred market cQmlition 
for lhe implcmen\lltion of such ~mltegies Therefor.: in slow trendlcss markelS there tenus to be 

ample n:batC arbitrage driven liquidily 3.\-ailablc lU lhe marketplace, Howc\·er. since Ihis 

inc<,nlh'c offered 10 pro\;de liquiuit), dUl.'j nol gC1lcrall)' carr)' an)' cOrTesponuing obligalion. 
when market eondilions aT1: lcsslhart ideal (i.e .. as soan l1S volalility piek:! up) rebate-dri\'en 

liquidil)' lI\'lIilablc to the listoo-option Illllrkelplace lends 10 \·ani~h. A recCnt analysis by TABIl 

Group highlighlS the aclil'itr oflhe optiClos market during lite m8)'hctll of May 6th and speaks tU 

the effect of the markel SlniClUrcs. "TARA Group compami <'xlocution qualil)' statistics Qn ~'Ia}' 

6'" against exetution qualil)' statiSlics published in the April 2010 Opliort5 Liquidil)' ~latrix. 

Exchanges using the pro·r,lla markel model saw le.1iS deterioration in spreads and had I~er 

posl\-d sizc than price time priorit)" c,~eltanges·. 

,
 



Lil.juidPoir.L LLC -rom""""llcutr 
SEC I'ropt'SC'd Am~IllJment$ to Rule 610 \If R~,ulation N~IS 

Rele= ).1--611)(12, File S7-09·1 0 

Prohibiting unfair1~' discriminatory terms Ihat inhibit access ami cslablishing a limit on 

access 1l.'Cs \\illlrclp assun: fainless nnd usefulness of quolalion infonnation a.nd 10 achieve th~ 

objo:cti\'c of enhanced transparenc)' of quoled prices. LiquidPoint fetls that the oomple~it)'of 

cum'nt fcc S1r'uetu~s with the l;fC81 number and freqwnc}' of ehanges:tre also an impediment to 

investor's use ofquotations lind the nbil it)' of broker-t.kalcrs 10 pro\ide best ex\'Cution. The 

Comnlission should encourJgc changes thnt reduce th~ cumplc~it)' and frequenc)' off\'C changes; 

bt:~ond Ihe n~ess:ur fee cun\"crgence fl'sulting from the access f('(' cap. 

More imponantl~', the incl'nti"c tu PUSI orders in the Make or Take model witholll the 

obligation 10 make a two-sided quote (with a ma.ximum I\idlh) creates 1I markct dynamic of 
limited ~ 10 oplion inl"l~-Slon. but ocndits thc shon-Ierm intcrests oflhe listed-(Jplion 

e~ch:mI;\'S. The l'xch:mges increa5<" their Irtlnsaction t('\'l'nue by inc<:nting ordU,f that crealc 

l'phemcral liquidity in a markct that relies upon qllOICJ, The n;bate-dri\'en model is detrimental 
(lind e\'cn parasitic) to thc quole-dri\"en model. The incentivc to quOtl' is reduced II hcn Olhcr 

markl'lS incem ordcrs wilhout an~' obi ig:l.lions; ultimately leading 10 liquidit)' limit,-d 10 ccnoin 

aClil'c option series during periods of [a\\' \·olatility. 

EI'entuall)'. in"cston who IOkc liquidit)' to salisf~' Iheir spc1:ific ri~k miligation needs, 

OftCll during periods of increased \,OIOlil'ty, will no longer Jilld Ille virtually unlimited suppJ)' of 
liquidit), shaffi:! atl'lm all option series th.:lt lhC'}' c=ntly cojO)'. 

Allli n J. Saliba 
Chief ~c ·ut;-·e Officer 
liquidP' Ll.C 
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