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June 30,  2009 

Ms,  El izabeth Murphy
  
Secretary
 
Secur i t ies Commission
and Exchange 
100 F Street  
washington.DC 20549-1090 

Fi leNos.  sR-NYSE 5R-C 009-031,  

2009-32
 
RE:  Secur i t ies andExchangecommiss ion Nca-2009-44,  BOE-2 5R- lSE-

DearMs.  Murphy,  

UBSSecur i t ies the U.S.  investment  armof  UBS AG, respect fu l ly  LLC("UBSSecur i t ies") ,  banking 
submitsth is  le t ter  in  response to the a bove-  refere nced f i l ings of  the Chicago Board Opt ions Exchange,  
Inc. ,  the Internat ional  Secur i t iesExchange,  Arca,  Inc.  to  amend the ru les LLC and NYSE of  the exchanges 
to quoteandtrade cer ta in opt ionsin pennies.The exchanges t radinga l imi ted numberofare current ly  

opt ionsin penniesundera p i lo t  program ( the"PennyPi lo tProgram"or  the "Pi lo t " ) .The Penny Pi lo t 
  
Programiscurrent lyscheduledto expi re on July  2,  2009.  Each of  the exchanges isproposingan
  
expansionof  the number of  opt ions t radingin penniesandthe phasedextensionof  the PennyPi lo t 
  
ProgramthroughDecember31,  2010.  The proposalsof  the exchanges 
d i f ferin the number of  opt ions
  
to  be coveredunder the Pi lo t  and in  the pr icebreakpoints  quot ingincrements
andminimum appl icable
  
to  soeci f ic  oDt ions. 
  

The Penny Pi lo t  Program hasbeenin placefor  more than two yearsandcurr €n t lymore than hal f 
  
o f  the nat ional  vo lume o{  a l l  opt ions t rading is  subject  to  the Pi lo t .  There has beensuf f ic ientt ime to
  
analyzethe impact  of  quot ingand t rading opt ions in pennyincrements
on market  qual i tyand systems
  
capaci ty .Dur ing the Pi lo t ,  the exchanges haveper iodica l ly  repor ts  to  the
  submit ted on thei r  f ind ings 

Secur i t ies ( the"Commission") .  repor ts 
and Exchange Commission Those haveshown that  whi lespreads 
have narrowed as a resul t  o f  penny quot ing,  there has a lso been a reduct ion in  the d isp layed s ize at  the 
BBO.Quotet raf f ic  has increased however ,  in  s ign i t icant  s ign i f icant ly ,  the quotevolume has not  resul ted 

problemsfor  exchanges 
or  marketpar t ic ipants.  

UBS Secur i t ies qual i f ied assessthe impactof  pennytrading in  opt ions onis uniquely  to  d i rect ly  

executionquality. We are a registered market maker in more than 900 options and as a broker we
 
execute significant options order flow for institutional and retail investors. We have supported the
 
Commiss ion 's  penny quot ing for  opt ions.Withthe implementat ion we
ef for tto  in t roduce of  the Pi lo t ,  
have seen the benef i t  o f  narrowerquotespreadswhenexecut ingordersfor  our  customers andfor  our  
own account. However, executing larger client orders in Pilotoptions has been more difficult due to 
decreasedl iqu id i ty  market .  To compensate UBSmore f requent ly  at  the ins ide for  the loss of  l iqu id i ty ,  
facilitatesthe other side of largeroptionsorders. While the narrowing of average spreads has lowered 
the cost  of  opt ions t rading,  we th ink the Commission issueshould not  ignore the l iqu id i ty  in  decid ing
  
how to expand the Pi lo t . 
  

the al ternat ive f rom the opt ions exchanges.  
the opt imum breakpointfor  penny quot ing is$1.00premium,and there iore we th ink the current  
breakpointshould be reducedfrom $3.00to $1.00.  Premiumsof  more than $1.00should be quotedin 
nickel increments. We believe this approach to breakpoints appropriatelybalancesthe cost benefits of 
tighter spreads for an expanded number of options against the systems capacitystrains of increased 
quote traffic and the execution problems presented by reduced liquidity at the inside market. By setting 

U85 has carefu l ly  considered proposals  We bel ieve 
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the breakpointfor  pennyquot ingat  $1.00,the benef i ts  of  pennytradingandquot ingwi l l be d i rected to 
the options most actively traded by investors. 

There should be uni form pennyquot ingru lesacross to avoid the confus ion a l l  o f  the exchanges 
d i f ferentbreakpointswouldcause.  Current ly ,  thereissomeinvestorconfus ionregard ingwhichopt ions 
trade in pennies.There would be evengreaterconfusionif the different exchangeproposals{or the 
expansionof  the Pi lo t  by the Commission.  wouldadopt  d i f ferent  breakpointswereapproved Exchanges 
whichwould make t rading opt ions morecompl icated to market  and would not prov ideany benef i t  
panrcrpanrs.  

A gradualimplementat iono{  the Pi lo t  expansion wi l l g ivemarket  par t ic ipants andthe 
Commissionthe oppor tuni ty  to  examine the impact  of  penny quot ing andtrading under  d i f ferent  market  
condi t ions.Each of  the exchangesisproposinga phase- inof  the addi t ional  opt ion c lasses overfour  
successivecalendarquar ters.Thisapproachwi l l  a l low UBS, our  customers andthei r  order  management  
vendorst ime to adjust  the i rsystemsfor  an increasein market  data.  l t  wi l l  a lsogivethe Commission 
time to assessany system capacity stressaswell as any impact on iiquidity before the nextphaseof the 
expansionaddsnew opt ions c lassesto the Pi lo t .  

upon the implementat ion 
planexpectedby the end of the third quarterof 2009. The introduction of Intermarket Sweep Orders 
and ant ic ipated improvements ant ic ipated 

An expansionof  the Pi lo t  shouldalso be cont ingent  of  the new l inkage 

in  order  rout ing technology aspar tof  the new l inkageplan 
wi l l prov idean improved t radingenvi ronmentfor the expansion of  pennyquot ing.  

The expansion of  the Pi lo t  and implementat ion of  the new l inkage p lanwi l l  resul t  in  s ign i f icant  
market  s t ructura l  changefor the opt ions markets.  To respond to these changes,the Commission should 
encouragemarketp lace andthe development  andprogressive tocompet i t ion of  more f lex ib le approaches 
order  cross ing andpr iceimprovement  for  opt ions t rading.  The development  mechanisms of  such 
mechanisms benef i ts  investorsby improving the pr ic ingand speed of  couldprov idetangib le for  opt ions 
executionsfor options orders. 

We appreciate the opportuni tyto comment  on the proposalsto expandthe Penny Pi lo t  Program. 
We urge the Commission to carefully weigh the costs and benefits of the alternativeproposalssubmitted 
by the exchanges beforeapproving of  pennyquot ingand t rading for  a phasedimplementat ion 
additional options classes.Shouldyou have any questions,pleasedo not hesitateto contact Karen 
Wendel la t  (203)71 9-8989.  

Gerard tu r  
Ma nag ing Director 

ren Wendel l  
nagingDirector 
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