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May 23, 2012
Executive Summary

As part of our participation in the Penny Pilot Program (“Pilot”), NYSE Amex, LLC, (“NYSE Amex” or “Exchange”)  has committed to providing the Securities and Exchange Commission (“Commission” or “SEC”) with reports analyzing the impact of the Pilot.    The reports are designed to better understand the impact of reducing the minimum price variations (“MPVs”) for quoting and trading options and should serve as the basis for determining how to proceed in extending the Pilot.  This will be the ninth report on the Pilot to date and will cover the period October 2011 to April 2012.  
Based on our observations since the Pilot began, the NBBO spread has narrowed, size available at the NBBO has declined, quote traffic has increased and industry volumes have increased.  
Methodology

Based on the request of the SEC staff, the Pilot stocks were broken into 3 groups for analysis.  One group consists of the 10 least active securities of the original 63 added to the Pilot to be used as a Control Group.  A second group consists of the 10 most active securities added to the Pilot.  The last group consists of the 20 least active securities added to the Pilot.  The mean or average results for each group were then used to make observations over time about the behavior of each group.
Outbound Quotes To OPRA From NYSE Amex
During this phase of the Pilot, outbound quotes to OPRA increased overall.  The largest increase came from the group consisting of the 10 most active securities that saw the average daily number of quotes sent to OPRA increase from 7,414,764 quotes per day on average in October 2011to 8,301,475 quotes per day on average in April 2012.  By contrast the Control Group decreased from 847,913 to 433,837 during the same time period.  The least active group also experienced a decline in quote traffic from 220,453 to 75,059 quotes per day on average.  
The following chart allows for a closer examination.    Further quote data is attached as Exhibit A.
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Observations On Size At The NBBO

During this phase of the Pilot, the average size at the NBBO for the 10 most active securities declined from 73 contracts to 59.  By contrast, the Control Group average size at the NBBO remained virtually unchanged with 21 contracts available at the NBBO in October 2011 and 19 contracts in April 2012.  The group consisting of the 20 least active securities remained relatively unchanged, declining slightly from 25 contracts to 23 during the same time period.
The following chart allows for a closer examination.  Further size data is attached as Exhibit A.
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Observations About The NBBO Bid/Ask Spread Width
During this phase of the Pilot, the average NBBO bid/ask spread width for the group consisting of the 10 most active securities declined slightly from $.27 to $.24.  For the Control Group, the average bid/ask spread also decreased from $.38 to $.37 per contract.  The group consisting of the least active securities saw the average NBBO spread decrease from $.87 to $.59.  

The following chart allows for a closer examination.  Further spread data is attached as Exhibit A.
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Observations On Industry Average Daily Volumes (“ADV”)

The group consisting of the 10 most active securities saw a decline in Industry ADV during this phase of the Pilot with volumes decreasing from 714,349 contracts daily to 563,845 contracts daily.  During the same period, the Control Group saw volume decrease from 12,145 to 7,560 contracts on average.  The group consisting of the least active securities declined from 1,095 contracts on average to 686 contracts on average.
The following chart allows for a closer examination.  Further spread data is attached as Exhibit A.
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Observations On Liquidity Providers

As of October 2011, there are 142 registered market makers providing liquidity on NYSE Amex.  As of April 2012, there are 112 registered market makers on NYSE Amex.
Observations On Internalization

The Exchange has been asked by SEC staff to provide data on internalization, to include the number of internalized trades, the percentage of ADV that internalized trades comprise and other data related to internalization.  The Exchange is unable to fulfill this request absent additional guidance from the SEC staff on the definition of internalization in the listed options marketplace.  In the equities marketplace, internalization is widely understood as the practice of a non-ATS broker-dealer internally executing 100% of an order, whether as agent or principal, without having exposed that order to the marketplace.  
Prior to the approval of the QCC order type in early 2011, such activity was not permitted in the listed options marketplace.  
Outside of QCC, there are various rules in place that have conditional participation guarantees that are generally around 40%.
  Does the staff mean to include activity under these rules, even though the participation guarantees are conditional and limited to 40%?  If the staff means to include activity under these rules, would the staff exclude those trades in which the order sending firm and the market maker are not affiliates?     As these questions indicate, the Exchange is having difficulty understanding the type of internalization data that the SEC staff is seeking. 
Accordingly, to assist the Exchange in responding to this request, the Exchange would like additional guidance from the staff on the definition of internalization in the listed marketplace.  
� The market maker must be quoting at the NBBO at the time the order is received in order to receive the 40% participation “guarantee” under NYSE Amex Rule 964.1NY.
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