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Re: File No. SR-NYSEArca-2010-69 

Dear Ms. Norris: 

The International Securities Exchange, LLC ("ISE") appreciates the opportunity 
to cornment on the above referenced proposal ("Proposal") of NYSE Arca.1 Under the 
Proposal, NYSE Arca proposes to allow floor brokers to request a quote frorn the 
physical trading crowd after announcing that the request is for a non-facilitation cross, 
but without disclosing any terms of the cross. After the crowd provides its best quote 
(the "final quote"), the floor broker can cross the orders between the quoted prices. The 
Proposal also provides that if the cross price is at the same price as the final quote, the 
floor broker must trade with the final quote before crossing any balance of the order. 
We believe that the Proposal does not provide for adequate disclosure of the crossing 
transaction to the NYSE Arca rnarket, and that the Commission therefore should initiate 
proceedings to disapprove the filing. 

The ISE supports requiring market makers to provide their best quote after being 
informed of a pending solicited-crossing transaction. In this respect, it is reasonable 
that the on-exchange liquidity providers be given an opportunity to provide their best 
markets, but that the crossing transaction be permitted to be executed if the off
exchange liquidity provider committed to providing liquidity to the customer at a better 
price. Thus, the Proposal conceptually strikes the right balance between the interests of 
on- and off-exchange liquidity providers. However, the Proposal is greatly flawed in two 
respects. First, the announcement of the pending transaction is only made to the 
subsection of NYSE Arca participants that are on the physical trading floor. Second, the 
Proposal forces these few on-floor liquidity providers to come up with their best markets 
without the benefit of knowing any details of the pre-negotiated cross, which makes it 
difficult for them to provide a targeted response to a request for a quote. As a result, 
the "exposure" of the order under the Proposal is a sham. Without any meaningful 
exposure of the order, the Proposal inappropriately paves the way for the unimpeded 

1 Exchange Act Release No. 62580 (July 28, 2010), 75 F.R. 45683 (August 3,2010) (SR-NYSEArca
2010-69). 



crossing of orders on NYSE Arca that are arranged off the exchange.2 In this respect. 
we note a recent NYSE Arca letter to the Commission in which NYSE Arca states: 

Absent full disclosure of all components of an order and any contingencies 
including the existence and price of a stock leg - approving a rule that allows an 
order to trade without exposure will prevent - not foster - price discovery and 
transparency. 3 

NYSE Arca purports to operate a hybrid-type trading environment that integrates 
floor trading and electronic trading. Indeed, the Proposal requires floor brokers to 
execute against bids and offers on the exchange's electronic book. Yet only members 
of the physical trading crowd are informed of the pending crossing transaction, and only 
those members have an opportunity to provide their best quotes before a crossing 
transaction is executed. There is no justification for the NYSE Arca "hybrid" structure 
integrating all other trading interest between the floor and the electronic bids and offers. 
but carving-out communication about orders handled by floor brokers. Such 
"announcements" could easily be broadcast to the electronic portion of the hybrid 
market. 

NYSE Arca bifurcates its floor and electronic markets by design. Indeed. when 
floor-based exchanges develop electronic trading systems they have always sought to 
separate these two trading systems to limit order interaction that could lead to the 
break-up of members' orders executed on the floor. Moreover, they have done so in a 
way that is inconsistent with the policies the Commission has imposed on fully
electronic markets without floor appendages. For example, if the ISE were to 
implement the same rule as the NYSE Arca Proposal. we would create a crossing order 
type that would be broadcast to all market participants for at least one second. At the 
end of the second. the order would be automatically executed according to the same 
principles as the Proposal, which means that market participants would only be told that 
there was a pending cross without disclosing any of the terms of the order. 

Currently, the broadcast of all crossing orders on ISE is made available to all 
market participants and contains all of the terms of the order (i.e., side, price and size). 
and the Commission has made such wide distribution of all the terms of the order a 
condition of approval of our various crossing mechanisms. It is clear to us that the 
Commission would never approve an ISE proposal that limited the broadcast of 
crossing orders to only a subset of ISE market makers and without disclosing any of the 

2 The ISE believes there are instances in which unimpeded crossing of orders is appropriate, as for 
example, with our Qualified Contingent Cross ("QCC") proposal. Securities Exchange Act Release No. 
62523 (July 16, 2010). 75 FR 43211 (July 23, 2010) (Notice for SR-ISE-2010-73). Under our QCC 
proposal, the execution of the options leg of a stock-option order would be allowed without exposure to 
the ISE trading crowd. The ISE's QCC proposal addresses the mechanics of executing the stock and 
options components of a net-price transaction in disparate markets with different execution rules. different 
trading increments and different intermarket trade-through provisions. There is no similar basis for the 
NYSE Area Proposal. 
3 Letter from Janet M. Kissane. Senior Vice President, NYSE Euronext (August 9.2010) (commenting on 
behalf of NYSE Area Inc. and NYSE Amex LLC). 



terms of the order. Yet, this is exactly what NYSE Arca is proposing in its self-designed 
"hybrid" market structure by not announcing the order to its entire market. In this 
respect, we again quote NYSE Arca itself: 

One of the clear findings from the analysis of the market events of May 6, 2010 is 
that the options marketplace did not experience nearly the same magnitude of 
disruption as did the equities markets. Arguably, one of the reasons for this is 
that the overwhelming majority of listed options volumes are displayed and 
executed on exchanges that impose quoting obligations for market makers 
requiring them to post two-sided markets the majority of the time. Many of our 
largest market makers accept an obligation to stream two-sided markets in option 
classes on over 1,000 underlying securities that collectively represent over 
200,000 individual option series. The risk that they are taking is substantial, 
which raises the question - why would market makers take such substantial risk? 
The answer is that market makers believe that there is a reward for providing 
liquidity to all market participants in this manner - the reward is the opportunity to 
trade and potentially earn some portion of the bid/ask spread on publicly 
displayed orders 4 

Strikingly, none of the NYSE Arca market makers that are streaming two-sided markets 
will be told of the pending transaction under the Proposal.5 

Allowing floor brokers to "announce" orders to a theoretical physical trading 
crowd without disclosure to the entire exchange allows broker-dealers to send crossing 
orders to a floor broker to bypass practically all of the potential liquidity providers on that 
exchange. Broker-dealers that put large trades together seek the market where they 
are most likely to get their trades executed without interference from the on-exchange 
liquidity providers - and that place is a floor that has few if any market makers in the 
physical trading crowd. The Commission should not permit NYSE Arca to maintain this 
fiction that the floor and the electronic crowd are separate markets. 

We urge the Commission to assess the current state of the options markets 
rather than accommodating a broken exchange model for historical reasons. There is 
no technological limitation on the ability of hybrid exchanges to provide the same level 
of exposure to crossing orders as is required of non-hybrid exchanges. The 
Commission's continued application of policy in a way that allows an exchange to 
bifurcate its market, places an unfair burden on competition and harms market 
participants by limiting their ability to participate in these trades. Moreover, if the 
Commission allows crossing without disclosing any of the terms of the order under the 
Proposal, it must allow such crossing by all exchanges. 

4 1d. 
s NYSE Arca argues, among other things, that our more limited QCC proposal that allows large-size 
stock-option orders to take place without giving options market makers an opportunity to participate would 
"eliminate the incentive for market makers to quote competitively, to the detriment of all investors who rely 
on the transparency and non-discriminatory accessibility of the quoted screen markets to execute trades 
as part of the hedging or risk taking strategies." Yet our QCC proposal is a small sub-set of the 
transactions that would be included in the NYSE Arca Proposal. 



* * * 

For the reasons discussed above, we request that the Commission initiate 
proceedings to disapprove the NYSE Arca Proposal to allow solicited crossing 
transactions to be executed following an announcement that is limited only to its 
physical trading crowd. The Commission should require NYSE Arca to announce such 
pending crosses to all participants in its market. 

81ft) 
Michael J. Simon 
Secretary 

cc:	 Robert Cook, Director, Division of Trading and Markets 
James Brigagliano, Deputy Director, Division of Trading and Markets 
Heather Seidel, Acting Associate Director, Division of Trading and Markets 


