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Self-Regulatory Organizations; Cboe Exchange, Inc.; Notice of Filing of a Proposed Rule
Change Relating to Authorize for Trading Flexible Exchange Options (“FLEX options”) on Full-
Value Indexes with a Contract Multiplier of One

Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (the “Act”),! and Rule
19b-4 thereunder,? notice is hereby given that on June 30, 2020, Choe Exchange, Inc. (the
“Exchange” or “Choe Options”) filed with the Securities and Exchange Commission (the
“Commission”) the proposed rule change as described in Items I, I, and 111 below, which Items
have been prepared by the Exchange. The Commission is publishing this notice to solicit

comments on the proposed rule change from interested persons.

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

Cboe Exchange, Inc. (the “Exchange” or “Cboe Options”) proposes to authorize for
trading flexible exchange options (“FLEX options”) on full-value indexes with a contract
multiplier of one. The text of the proposed rule change is provided in Exhibit 5.

The text of the proposed rule change is also available on the Exchange’s website
(http://www.cboe.com/AboutCBOE/CBOELegalRegulatoryHome.aspx), at the Exchange’s Office
of the Secretary, and at the Commission’s Public Reference Room.

1. Self-Regulatory Organization’s Statement of the Purpose of, and Statutory Basis for, the
Proposed Rule Change

In its filing with the Commission, the Exchange included statements concerning the

purpose of and basis for the proposed rule change and discussed any comments it received on the

L 15 U.S.C. 78s(b)(1).
2 17 CFR 240.19b-4.



proposed rule change. The text of these statements may be examined at the places specified in
Item IV below. The Exchange has prepared summaries, set forth in sections A, B, and C below, of
the most significant aspects of such statements.

A. Self-Regulatory Organization’s Statement of the Purpose of, and Statutory Basis
for, the Proposed Rule Change

1. Purpose

The proposed rule change authorizes for trading on the Exchange FLEX Options on full-
value indexes with a contract multiplier of one. Currently, Rule 4.21(b)(1) states the index
multiplier for FLEX Index Options is 100. The proposed rule change deletes the parenthetical
with that provision from current Rule 4.21(b)(1), and instead proposes to describe the index
multiplier for FLEX Index Options in proposed Rule 4.20(b). Options with the same underlying
but different units of trading or index multipliers, as applicable, are different classes.> An index
multiplier is a term of a class (and thus applicable to all series in the class)* rather than a term
individual to a series. The Exchange, therefore, believes including the provision regarding the
index multiplier of FLEX Index Options in Rule 4.20, which describes which classes the
Exchange may authorize for trading, is more appropriate.

The proposed provisions in Rule 4.20(b) that state the index multiplier may be 100 for

FLEX Index Options on full-value indexes (proposed clause (1)) and is 100 for FLEX Index

8 For example, the Exchange may list for trading on five securities mini-options, which are
options with a unit of trading of ten shares, which is ten times lower than the standard-
sized option of 100 shares. See Rule 4.5, Interpretation and Policy .18. While a mini-
option has the same underlying as a standard-sized option, they are separate products.
See Securities Exchange Act Release No. 68656 (January 15, 2013), 78 FR 4526
(January 22, 2013) (SR-CBOE-2013-001).

In other words, options on the S&P 500 Index (“SPX options”) with a multiplier of one
are a different class than options on the S&P 500 with a multiplier of 100, just as options
on the S&P 500 Index with a multiplier of 100 are a different class than options on the
reduced-value S&P 500 Index (with one-tenth the value of the of the S&P 500 Index)
with a multiplier of 100.



Options on reduced-value indexes (proposed clause (2)) merely restate the parenthetical from
current Rule 4.21(b)(1) in a more appropriate part of the Rules, and thus are nonsubstantive
changes.® Additionally, proposed Rule 4.20(a) states that the unit of trading for FLEX Equity
Options is the same as the unit of trading for non-FLEX Equity Options overlying the same
equity security. The unit of trading for equity options (both FLEX and non-FLEX) that may be
listed on the Exchange is 100, except for mini-options, which have a unit of trading of 10.” This
is not a substantive change, but rather is merely a clarification in the Rules regarding the current
unit of trading for FLEX Equity Options. Therefore, the proposed rule change has no impact on
which FLEX Equity Options may be traded on the Exchange. The “unit of trading” in respect of
any series of options means the number of units (i.e., shares in the case of equity options) of the
underlying interest subject to a single option contract in the series.®

Rule 4.11 defines an “index multiplier” as the amount specified in the contract by which
the current index value is to be multiplied to arrive at the value required to be delivered to the
holder of a call or by the holder of a put upon valid exercise of the contract. Currently, the

Exchange has specified the index multiplier for index options it currently lists as 100.° While the

5 The separation of this provision for FLEX Index Options on full-value and reduced-value
indexes relates to the proposed rule change to permit FLEX Index Options on full-value
indexes to also have a multiplier of one.

6 See Options Clearing Corporation (“OCC”) By-Laws Article I, Section 1(U)(5), which
defines “unit of trading” in respect of any series of options as the number of units of the
underlying interest designated by OCC as the minimum number to be the subject of a
single option contract in such series, and stating that in the absence of any such
designation for a series of options in which the underlying security is a common stock,
the unit of trading is 100 shares.

! See Rule 4.5, Interpretation and Policy .18(a).

8 See Rule 4.21(b)(1); and Options Clearing Corporation (“OCC”) Bylaws Article I,
Section 1, U(5).

o See index option specifications, available at http://www.choe.com/products/stock-index-
options-spx-rut-msci-ftse.



Exchange has no current plans to designate an index multiplier of one for non-FLEX index
options, Rule 4.11 permits the Exchange to specify what the index multiplier for an index option
is contract and thus provides the Exchange with authority to list an index option with a multiplier
of one.’® Similarly, Article I, Section 1, I(3) of the OCC By-Laws defines “index multiplier” as
the dollar amount (as specified by the Exchange on which such contract is traded) by which the
current index value is to be multiplied to obtain the aggregate current index value. Unlike the
definition of a unit of trading in the OCC By-Laws, which states the unit of trading in is
designated by OCC but is 100 shares if not otherwise specified, the definition of index multiplier
includes no such default.!* Therefore, given the inclusion of a default unit of trading for equity
options but the lack of a default index multiplier for index options, the Exchange believes the
current index multiplier definition in the OCC By-Laws (which would have previously been filed
with the Commission) permits any index multiplier specified by the listing Exchange. This is
consistent with the lack of default number in Exchange’s definition of index multiplier and the
ability for the Exchange to specify the index multiplier, as noted above.

The current index multiplier for all FLEX Index Options is 100, and thus does not
provide the same flexibility as the broader Exchange and OCC definitions. The proposed rule
change provides that the index multiplier for FLEX Index options on full-value indexes may also
be one (in addition to the current index multiplier of 100).2 One-hundred contracts for a FLEX

Index Option with a multiplier of one are economically equivalent to one contract for a FLEX

10 Such listing would be subject to any applicable filing requirements, such as a Form 19b-
4(e).

1 See OCC Bylaws Article I, Section 1, U(5)
12 See proposed Rule 4.20(b)(1).



Index Option with a multiplier of 100.* Rule 4.20 permits the Exchange to authorize for trading
a FLEX Option class on any equity security or index if it may authorize for trading a non-FLEX
Option class on that equity security or index pursuant to Rules 4.3 and 4.10, respectively, even if
the Exchange does not list that non-FLEX Option class for trading. As discussed above, the
Rules (and OCC By-Laws) authorize the Exchange to specify an index multiplier of one for an
index option, subject to any applicable rule filing requirements. Therefore, while the Exchange
does not list a non-FLEX Index Option with a multiplier of one, the Exchange may authorize for
trading a FLEX Index Option with a multiplier of one for any index it may authorize for non-
FLEX trading pursuant to Rule 4.10.

When submitting a FLEX Order, the submitting FLEX Trader'* must include all required
terms of a FLEX Option series.’® Pursuant to current Rule 4.21(b)(1), the submitting FLEX
Trader must include the underlying equity security or index (i.e., the FLEX Option class) on the
FLEX Order. The proposed rule change amends Rule 4.21(b)(1) to state that if a FLEX Trader
specifies a full-value index on a FLEX Order, the FLEX Trader must also include whether the
index option has an index multiplier of 100 or 1 when identifying the class of FLEX Order.

While the concept of a flexible index multiplier is permissible under OCC’s By-Laws, the

13 The proposed rule change also amends Rule 5.74(a)(4) to provide that the minimum size
of an agency order for a FLEX solicitation auction mechanism (“SAM”) will be 50,000
FLEX Index Option contracts if the multiplier is one, which is proportionately equivalent
to 500 FLEX Index Option contracts if the multiplier is 100, the current minimum size of
agency orders for SAM auctions. This corresponds to the minimum size of 5,000 mini-
options.

14 A “FLEX Trader” is a Trading Permit Holder the Exchange has approved to trade FLEX
Options on the Exchange.

15 These terms include, in addition to the underlying equity security or index, the type of
options (put or call), exercise style, expiration date, settlement type, and exercise price.
See Rule 4.21(b). A “FLEX Order” is an order submitted in FLEX Options. The
submission of a FLEX Order makes the FLEX Option series in that order eligible for
trading. See Rule 5.72(b).



Exchange does not propose to make the index multiplier a flexible term that a FLEX Trader can
designate (unlike the other terms of FLEX Options (strike price, settlement, expiration date, and
exercise style) that are designated by the FLEX Trader rather than by the Exchange).'® Instead,
as discussed above, the Exchange is specifying the index multiplier for FLEX Options on full-
value indexes may be one or 100, as permitted by the current definition of index multiplier in
Rule 4.11, and is therefore authorizing new classes of FLEX Index Options. Therefore, each
FLEX Index Option series in a FLEX Index Option class with a multiplier of one will include the
same flexible terms as any other FLEX Option series, including strike price, settlement,
expiration date, and exercise style as required by Rule 4.21(b).*’

The table below demonstrates the proposed differences between a FLEX Index Option
contract if the multiplier is one and a FLEX Index Option if the multiplier is 100 on the S&P 500
Index. If the intraday value of the S&P 500 Index is 3,109.50, one S&P 500 Index option (“SPX
option”) contract has a notional value of $310,950 (100 times 3,109.50). Suppose at that time,
an SPX July 3200 call option is trading at $21.80, making the cost of that contract overlying 100
units of the index $2,180. Proportionately equivalent FLEX Index Option contracts if the
multiplier is one on an SPX July 3200 call would provide investors with the ability to manage
and hedge their positions and portfolio risk on their underlying investment, at a price of $21.80

per contract.

16 Pursuant to the OCC By-Laws, which would have previously been filed with the
Commission, the Exchange could make the multiplier a flexible term, as the index
multiplier is listed as a variable term in the case of a flexibly structured index option. See
OCC By-Laws Article I, Section 1, V(1).

= As discussed below, these are the terms designated by the Commission as those that
constitute standardized options, and therefore, the Exchange believes the proposed rule
change is consistent with Section 9(b) of the Act. See Securities Exchange Act Release
No. 31910 (February 23, 1993), 58 FR 12056 (March 2, 1993) (“1993 FLEX Approval
Order”).



Term Index Multiplier of 100 | Index Multiplier of 1
Strike Price 3200 3200

Bid/offer 21.80 21.80

Total Value of Deliverable | $320,000 $3,200

Total Value of Contract $2,180 $21.80

The Exchange believes there is demand from investors for FLEX Index Options with an
index multiplier of one, and that the proposed rule change will expand investors’ choices and
flexibility with respect to the trading of index options. Permitting investors to trade FLEX Index
Option contracts on full-value indexes with an index multiplier of one will provide investors with
additional granularity with respect to the prices at which they may execute and exercise their
FLEX Options on the Exchange, as investors may execute and exercise over-the-counter options
with this smaller contract multiplier. The Exchange believes this additional granularity will
appeal to investors, as it will provide them with an additional tool to manage the positions and
associated risk in their portfolios based on notional value, which currently may equal a fraction
of a standard contract.

For example, suppose a FLEX Trader holds a security portfolio of $10,000,000. The
FLEX Trader desires to hedge its portfolio with FLEX SPX Index Options with an index
multiplier of 100. Assume the current value of the S&P 500 Index is 3,253.82. With a 100
multiplier, a FLEX SPX Index Option contract with an index multiplier of 100 would have a
notional value of $325,382.00. In order to hedge the entire portfolio, the FLEX Trader would
need to trade 30.73 contracts ($10,000,000/$325,382). The nearest whole number of contracts
would be 31 contracts, which would have a total notional value of $10,086,842. As a result, the
FLEX Trader could only hedge within $86,842 of its portfolio value with FLEX Index Options.
A FLEX SPX Index Option contract with an index multiplier of one would have a notional value

of $3,253.82. In order to hedge the entire $10,000,000 portfolio, the FLEX Trader would need to



trade 3,073.3 contracts ($10,000,000/$3,253.82). The nearest whole number of contracts would
be 3,073 FLEX SPX Index Option contracts with an index multiplier of one, which would have a
total notional value of $9,998,988.86.18 This will allow the FLEX Trader to hedge within
$1,011.14 of its portfolio value. Therefore, the proposed rule change would permit this FLEX
Trader to hedge its portfolio more effectively with far greater precision ($85,830.86).

The Exchange notes a FLEX Trader currently has the option to trade a reduced-value
contract on the S&P 500 Index in the form of XSP options.'® Given the circumstances in the
previous paragraph, a FLEX SPX Index Option contract with a multiplier of 100 would have a
notional value of $325,382.00, while a FLEX XSP Index Option contract (which also has an
index multiplier of 100)?° would have a notional value of $32,538.20. In order to hedge the
FLEX Trader’s entire portfolio, the FLEX Trader would need to trade 307.3 XSP contracts
($10,000,000/$32,538.20). The nearest whole number of contracts would be 300, which would
have a total notional value of $9,989,227.40. As a result, the FLEX Trader could hedge within
$10,772.60 of its portfolio value. While the multipliers of reduced-value indexes are $100, the
reduced value has a similar effect as a smaller multiplier. A FLEX Index Option with an index
multiplier of one corresponds to a reduced-valued index that is 1/100th the value of the full-value

index (as noted above, the Exchange is currently authorized to list options on certain reduced-

18 The FLEX Trader could also trade 30 FLEX SPX Index Option contracts (for a total
notional value of $9,761,460) for SPX (with a multiplier of 100) and 73 FLEX SPX
Index Option contracts (with a multiplier of one) for a total notional value of
$237,528.86), which would have the same total notional value. However, executing
these two separate transactions introduces price risk, as each could execute at separate
prices, which may interfere with the FLEX Trader’s investment objective.

19 Not all indexes on which the Exchange lists options have equivalent reduced-value

indexes.

20 Because XSP is a reduced-value index, FLEX XSP Index Options may not have an index

multiplier of one under the proposed rule change.



value indexes with such value). It just uses a different multiplier rather than a different value of
the underlying index.

The Rules permit trading in a put or call FLEX Option series only if it does not have the
same exercise style, same expiration date, and same exercise price as a non-FLEX Option series
on the same underlying security or index that is already available for trading.?* In other words, a
FLEX Option series may not have identical terms as a non-FLEX Option series listed for trading.
Rule 1.1 defines the term “series” as all option contracts of the same class that are the same type
of option and have the same exercise price and expiration date. Therefore, a FLEX Option series
in one class may have the same exercise style, same expiration date, settlement,. and same
exercise price as a non-FLEX Option series in a different class, even if they are on the same
underlying security or index. For example, pursuant to the Exchange’s rules, a FLEX Option
overlying Apple stock that is a mini-option (i.e. a multiplier of 10) may be listed with the same
exercise style, same expiration date, settlement, and same exercise price as a non-FLEX Option
overlying Apple stock that is not a mini-option (i.e. a multiplier of 100). The terms of these
series are not identical, as they are in different classes, and thus are permissible under Rule
4.21(a)(1). Similarly, pursuant to the proposed rule change, a FLEX Option series overlying the
S&P 500 with a multiplier of one may have the same exercise style, same expiration date,
settlement, and same exercise price as a non-FLEX Option series overlying the S&P 500 with a
multiplier of 100, as they are series in different classes.

FLEX Index Options with a multiplier of one will be traded in the same manner as all
other FLEX Options pursuant to Chapter 5, Section F of the Rules. As demonstrated above,

there are two important distinctions between FLEX Index Options with a multiplier of 100 and

21 See Rule 4.21(a)(1).



FLEX Index Options with a multiplier of one due to the difference in multipliers. The proposed
rule change amends certain Rules describing the exercise prices and bids and offers of FLEX
Options to reflect these distinctions. The proposed rule change amends Rule 4.21(b)(6) to
describe the difference between the meaning of the exercise price of a FLEX Index Option with a
multiplier of 100 and a FLEX Index Option with a multiplier of one. Specifically, the proposed
rule change states that the exercise price for a FLEX Index Option series in a class with a
multiplier of one is set at the same level as the exercise price for a FLEX Index Option series in a
class with a multiplier of 100. The proposed rule change also adds the following examples to
Rule 4.21(b)(6) regarding how the deliverable for a FLEX Index Option with a multiplier of one
will be calculated (as well as for a FLEX Index Option with a multiplier of 100 and a FLEX
Equity Option, for additional clarity and transparency): If the exercise price of a FLEX Option
series is a fixed price of 50, it will deliver: (A) 100 shares of the underlying security at $50 (with
a total deliverable of $5,000) if a FLEX Equity Option; (B) cash equal to 100 (i.e. the index
multiplier) times 50 (with a total deliverable value of $5,000) if a FLEX Index Option with a
multiplier of 100; and (C) cash equal to one (i.e. the index multiplier) times 50 (with a total
deliverable value of $50) if a FLEX Index Option with a multiplier of one. If the exercise price
of a FLEX Option series is 50% of the closing value of the underlying security or index, as
applicable, on the trade date, it will deliver: (A) 100 shares of the underlying security at a price
equal to 50% of the closing value of the underlying security on the trade date (with a total
deliverable of 100 times that percentage amount) if a FLEX Equity Option; (B) cash equal to 100
(i.e. the index multiplier) times a value equal to 50% of the closing value of the underlying index
on the trade date (with a total deliverable of 100 times that percentage amount) if a FLEX Index

Option with a multiplier of 100; and (C) cash equal to one (i.e. the index multiplier) times a

10



value equal to 50% of the closing value of the underlying index on the trade date (with a total
deliverable of one times that percentage amount) if a FLEX Index Option with a multiplier of
one.?? The descriptions of exercise prices for FLEX Equity Options and FLEX Index Options
with a multiplier of 100 are true today, and merely add for purposes of clarity examples to the
rule regarding the exercise price of a FLEX Equity Option or a FLEX Index Option with a
multiplier of 100, the deliverables for which are equal to the exercise price times the 100 contract
multiplier to determine the deliverable dollar value. Because a FLEX Index Option with a
multiplier of one has a multiplier of 1/100 of the multiplier of a FLEX Index Option with a
multiplier of 100, the value of the deliverable of a FLEX Index Option with a multiplier of one
as a result is 1/100 of the value of the deliverable of a FLEX Index Option with a deliverable of
100.

Similarly, the proposed rule change amends Rule 5.3(e)(3) to describe the difference
between the meaning of bids and offers for FLEX Equity Options, FLEX Index Options with a
multiplier of 100, and FLEX Index Options with a multiplier of one. Currently, that rule states
that bids and offers for FLEX Options must be expressed in (a) U.S. dollars and decimals if the
exercise price for the FLEX Option series is a fixed price, or (b) a percentage, if the exercise
price for the FLEX Option series is a percentage of the closing value of the underlying equity

security or index on the trade date, per unit.?®> As noted above, a FLEX Option contract unit

22 This corresponds to the calculation of exercise prices for other types of options with a

reduced multiplier. For example, Rule 4.5, Interpretation and Policy .18(b) provides that
strike prices (i.e., exercise prices) for mini-options (which have multipliers of 10 rather
than 100, as set forth in Rule 4.5, Interpretation and Policy .18(a)) are set at the same
level as for standard options. For example, a call series strike price to deliver 10 shares
of stock at $125 per share has a total deliverable value of $1,250 (10 x 125) if the strike is
125. A standard non-FLEX option with a strike price of 125 would have a total
deliverable value of $12,500 (100 x 125).

23 The proposed rule change reorganizes the language in this provision to make clear that

11



consists of 100 shares of the underlying security or 100 times the value of the underlying index,
as they currently have a 100 contract multiplier.?* The proposed rule change clarifies that bids
and offers are expressed per unit, if a FLEX Equity Option or a FLEX Index Option with a
multiplier of 100, and adds an example (as set forth below). This is true today, and merely adds
clarity to the Rules.

The proposed rule change also adds to Rule 5.3(e)(3) the meaning of bids and offers for
FLEX Index Option with a multiplier of one. Specifically, bids and offers for FLEX Index
Options with a multiplier of one must be expressed in (a) U.S. dollars and decimals if the
exercise price for the FLEX Option series is a fixed price, or (b) a percentage, if the exercise
price for the FLEX Option series is a percentage of the closing value of the underlying equity
security or index on the trade date, per 1/100th unit.?®> Additionally, the proposed rule change
adds examples of the meaning of bids and offers of FLEX Options: If the exercise price of a
FLEX Option series is a fixed price, a bid of “0.50” represents a bid of (A) $50 (0.50 times 100
shares) for a FLEX Equity Option; (B) $50 (0.50 times an index multiplier of 100) for a FLEX
Index Option with a multiplier of 100; and (C) $0.50 (0.50 times an index multiplier of one) for a

FLEX Index Option with a multiplier of one.

the phrase “if the exercise price for the FLEX Option series is a percentage of the closing
value of the underlying equity security or index on the trade date” applies to the entire

clause (B) of 5.4(e)(3).
24 See current Rule 4.21(b)(1).

25 This corresponds to the meaning of bids and offers for other types of options with
reduced multiplier. For example, Rule 5.3(c) provides that bids and offers for an option
contract overlying 10 shares (i.e., mini-options) must be expressed in terms of dollars per
1/10th part of the total value of the contract (for example, an offer of 0.50 represents an
offer of $5.00 for an option contract having a unit of trading consisting of 10 shares, as
opposed to $50 for a standard option contract having a unit of trading consisting of 100
shares).

12



If the exercise price of a FLEX Option series is a percentage of the closing value of the
underlying equity security, a bid of “0.50” represents a bid of (A) 50% (0.50 times 100 shares) of
the closing value of the underlying equity security on the trade date if a FLEX Equity Option;
(B) 50% (0.50 times an index multiplier of 100) of the closing value of the underlying index on
the trade date if a FLEX Index Option with a multiplier of 100; and (C) 0.50% (0.50 times an
index multiplier of one) of the closing value of the underlying index on the trade date if a FLEX
Index Option with a multiplier of one.. The Exchange believes this approach identifies a clear,
transparent description of the differences between FLEX Index Options with a multiplier of 100
and FLEX Index Options with a multiplier of one. Additionally, the Exchange believes the
proposed terms of FLEX Index Options with a multiplier of one are consistent with the terms of
the Options Disclosure Document (“ODD”).2®  The proposed rule change also provides
additional clarity regarding the meaning of bids and offers of FLEX Equity Options and FLEX
Index Options with a multiplier of 100.

The proposed rule change also clarifies that the System rounds bids and offers and offers
of FLEX Options to the nearest minimum increment following application of the designated
percentage to the closing value of the underlying security or index. This is consistent with
current functionality and is merely a clarification in the Rules. For example, suppose a FLEX
Trader enters a bid of 0.27 for a FLEX Equity Option, and the underlying security has a closing

value of 24.52 on the trade date. Following the close on the trade date, the System calculates the

26 The ODD is available at https://www.theocc.com/about/publications/character-risks.jsp.

The ODD states that the exercise price of a stock option is multiplied by the number of
shares underlying the option to determine the aggregate exercise price and aggregate
premium of that option. See ODD at 18. Similarly, the ODD states that the total exercise
price for an index option is the exercise price multiplied by the multiplier, and the
aggregate premium is the premium multiplied by the multiplier. See ODD at 8, 9, and
125. Per the ODD, the amount of the underlying interest may be a variable term with
respect to flexibly structured options (i.e., FLEX Options).

13



bid to be 6.6204 (0.27 x 24.52). Because the minimum increment for bids and offers in a FLEX
Option class is $0.01, the System rounds 6.6204 to the nearest penny, which would be a bid of
$6.62.

Pursuant to Rule 4.22(a), a FLEX Option position becomes fungible with a non-FLEX
option that becomes listed with identical terms. As noted above, while the Exchange Rules and
OCC By-Laws imply that an index multiplier of one is permissible, subject to any other
applicable filing requirements, the Exchange does not currently, and currently has no plans to,
list for trading any non-FLEX Index Option class with a multiplier of one. Therefore, initially it
would not be possible for a FLEX Index Option series with a multiplier of one to have the same
terms as a non-FLEX Index Option series, and thus it would not be possible for a FLEX Index
Option series with a multiplier of 100 to be identical to, and fungible with, any non-FLEX
Option pursuant to Rule 4.22(a). As discussed above, options with different multipliers are
different classes, and an option series in one class cannot be fungible with an option series in
another classes, even if they are economically equivalent. Fungibility is only possible for series
with identical terms. This is similar to how a FLEX XSP Index Option series is not fungible to
an economically equivalent non-FLEX SPX Option series. If the Exchange determines to list
non-FLEX Index options with a one multiplier in the future, then a FLEX Index Option with a
multiplier of one would become fungible with any non-FLEX Index Option with a multiplier of
one with the same terms pursuant to Rule 4.22(a).

The proposed rule change amends Rule 8.35(a) regarding position limits for FLEX
Options to describe how FLEX Index Options with a multiplier of one will be counted for
purposes of determining compliance with position limits. Because 100 FLEX Index Options

with a multiplier of one are equivalent to one FLEX Index Option with a multiplier of 100

14



overlying the same index due to the difference in contract multipliers, proposed Rule 8.35(a)(7)
states that for purposes of determining compliance with the position limits under Rule 8.35, 100
FLEX Index Option contracts with a multiplier of one equal one FLEX Index Option contract
with a multiplier of 100 with the same underlying index.?” This is consistent with the current
treatment of other reduced-value FLEX Index Options with respect to position limits. The
proposed rule change adds paragraph (g) to Rule 8.42 to make a corresponding statement
regarding the application of exercise limits to FLEX Index Options with a multiplier of one. The
margin requirements set forth in Chapter 10 of the Rules will apply to FLEX Index Options with
a multiplier of one (as they currently do to all FLEX Options).?

The proposed rule change also corrects an administrative error in Rule 8.35(a).

Currently, there are two subparagraphs numbered as (a)(5). The proposed rule change amends
paragraph (a) to renumber the second subparagraph (a)(5) to be subparagraph (a)(6).

With regard to the impact of this proposal on system capacity, the Exchange has analyzed
its capacity and represents that it and the Options Price Reporting Authority have the necessary
systems capacity to handle the potential additional traffic associated with the listing and trading
of FLEX Index Options with a multiplier of one. The Exchange also understands that the OCC
will be able to accommodate the listing and trading of FLEX Index Options with a multiplier of

one. FLEX Index Options with a multiplier of one will be listed with different trading symbols

21 The proposed rule change makes a corresponding change to Rule 8.35(b) to clarify that,

like reduced-value FLEX contracts, FLEX Index Option contracts with a multiplier of
one will be aggregated with full-value contracts and counted by the amount by which
they equal a full-value contract for purposes of the reporting obligation in that provision
(i.e., 100 FLEX Index Options with a multiplier of one will equal one FLEX Index
Option contract with a multiplier of 100 overlying the same index).

28 Pursuant to Rule 8.43(j), FLEX Index Options with a multiplier of one will be aggregated