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Item 1. Text of the Proposed Rule Change

(a) Cboe EDGX Exchange, Inc. (the “Exchange” or “EDGX Options™)
proposes to amend Rule 21.19. The text of the proposed rule change is provided below
and in Exhibit 1.

(b) Not applicable.

() Not applicable.

Item 2. Procedures of the Self-Regulatory Organization

(a) The Exchange’s President (or designee) pursuant to delegated authority
approved the proposed rule change on December 24, 2024. The Exchange will announce
via Exchange Notice the implementation date of the proposed rule change no later than 60
days after the operative date of this rule filing.

(b) Please refer questions and comments on the proposed rule change to Pat
Sexton, Executive Vice President, General Counsel, and Corporate Secretary, (312) 786-
7467, or Laura G. Dickman, (312) 786-7572, Cboe EDGX Exchange, Inc., 433 West Van
Buren Street, Chicago, Illinois 60607.

Item 3. Self-Regulatory Organization’s Statement of the Purpose of, and
Statutory Basis for, the Proposed Rule Change

(a) Purpose

The Exchange proposes to amend Rule 21.19 (Automated Price Improvement
Mechanism (“AIM” or “AIM Auction’)) and Rule 21.22 (Complex Automated
Improvement Mechanism (“C-AIM” or “C-AIM Auction’)) to modify the auto-match
functionality. By way of background, Rules 21.19 and 21.22 contain the requirements
applicable to the execution of orders using AIM and C-AIM, respectively. The AIM and C-

AIM auctions are electronic auctions intended to provide an Agency Order with the
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opportunity to receive price improvement (over the National Best Bid or Offer (“NBBO”) in
AIM, or the synthetic best bid or offer (“SBBO”) on the Exchange in C-AIM). Upon
submitting an Agency Order into an AIM or C-AIM auction, the initiating Trading Permit
Holder (“Initiating Member’’) must also submit a contra-side second order (“Initiating
Order”) for the same size as the Agency Order. The Initiating Order guarantees that the
Agency Order will receive an execution at no worse than the auction price (i.e., acts as a
stop). During an AIM or C-AIM Auction, market participants may submit responses to
trade against the Agency Order. At the end of an auction, depending on the contra-side
interest available, the contra order may be allocated a certain percentage of the Agency
Order.!

An Initiating Member may initiate an AIM or C-AIM auction provided that the
Agency Order is in a class and of sufficient size as determined by the Exchange. Further,
there are requirements regarding the price at which the Initiating Order must stop the entire
Agency Order, set forth in Rule 21.19(b) for AIM Auctions and Rule 21.22(b) for C-AIM
Auctions. Requirements for the stop price depend on the order submitted, but the stop price
generally must be at or better, or better (in certain circumstances), than the then-current
NBBO (SBBO).? Further, under Rules 21.19(b)(4) and 21.22(b)(4), an Initiating Member,
in entering the contra-side order, must either (1) specify a single price at which it seeks to
execute the Agency Order against the Initiating Order, or (2) specify an initial stop price and
instruction to automatically match the price and size of all AIM or C-AIM responses and

other contra-side trading interest (“auto-match’) at each price up to a designated limit price,

See generally Rules 21.19(e) and 21.22(e).
See generally Rules 21.19(b) and 21.22(b).
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or at all prices, better than the price at which the balance of the Agency Order can be fully
executed (the “final auction price”). Notwithstanding the price requirements in Rules
21.19(b)(1) through (3) and Rule 21.22(b)(1) through (3), if the initial stop price is worse
than the then-current NBO (NBB) or SBO (SBB), respectively, and auto-match was
selected, the System changes the initial stop price for the Agency Order to be the then-
current NBO (NBB) or SBO (SBB), respectively (or one minimum increment better than the
then-current NBO (NBB) or SBO (SBB) if the Agency Order is subject to the requirements
set forth in Rule 21.19(b)(1)(A) or (b)(2) or Rule 21.22(b)(1)(A), (b)(2), or (b)(3),
respectively). The System will reject or cancel both an Agency Order and Initiating Order
submitted to an AIM or C-AIM Auction that do not meet the eligibility requirements set
forth in Rules 21.19(a) and 21.22(a), and the stop price requirements set forth in Rules
21.19(b) and 21.22(b).

The functionality in provisions in Rule 21.19(b)(4) and 21.22(b)(4) pursuant to
which the System will change the initial stop price for an Agency Order if that price is
worse than the then-current NBO (NBB) or SBO (SBB), respectively, and auto-match was
selected. This functionality was designed to address situations in which the market changes,
as applicable, between the time that the User sends the order to the Exchange and the
Exchange receives it may cause the System to reject AIM and C-AIM orders, respectively.
For example, assume a Member submits to AIM Auction an Agency Order to buy and an
Initiating Order with a starting price of 1.25 and an auto-match limit of 1.10, and the then-
current NBBO is 1.00 — 1.25. While in transit, the NBBO changes to 0.90 — 1.10. Without
the ability for the System to adjust the auction price, the System would reject the orders, as

the starting price (initial stop price) of 1.25 would have been outside the current NBBO
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(even though the firm has designated an auto-match limit of 1.10, which is equal to the
NBBO at the time the Exchange receives the order). Ultimately, the Exchange believed
having the System change the auction price in these circumstances would provide Agency
Orders with additional opportunities for price improvement and execution.

The Exchange is proposing to amend Rules 21.19(b)(4)(B) and 21.22(b)(4)(B) to
permit Initiating Members to opt-out of this price adjustment functionality, which would
result in Agency Orders being rejected if the Initiating Member selects auto-match and the
initial stop price does not comply with the requirements set forth in Rules 21.19(b) or
21.22(b), as applicable (as was the case before this functionality was implemented).® As
discussed above, the current price adjustment functionality may provide Agency Orders
with additional price improvement opportunities However, the Exchange understands from
market participants there may be situations in which this functionality may discourage the
selection of auto-match, which could reduce price improvement and execution
opportunities. The purpose of auto-match is for a firm that agrees to stop an Agency Order
(as principal or solicited) would be willing to provide additional liquidity at improved (or
further improved) prices of other liquidity providers’ auction responses based on market

prices at the time it sends an order.* However, the NBBO or SBBO, as applicable, may be

The Exchange implemented the functionality to adjust the auction starting price if the auction price
was not within the NBBO in August 2023. See Cboe Exchange Notice ID C2023071802, available
at Schedule Update - Cboe Options to Incorporate AIM Auto-Match Price into Validation Logic.

4 See Securities Exchange Act Release No. 52577 (October 7, 2005), 70 FR 60586 (October 18, 2005)
(SR-CBOE-2005-60) (Notice of Filing of a Proposed Rule Change and Amendment No. 1 Thereto
Relating to AIM, in which the proposed rule provision regarding auto-match provided that the
contra-order would be willing to match the price and size of all auction responses); see also
Securities Exchange Act Release No. 53222 (February 3, 2006), 71 FR 7089 (February 10, 2006)
(SR-CBOE-2005-60) (Order Granting Approval of Proposed Rule Change and Amendment No. 1
Thereto and Notice of Filing and Order Granting Accelerated Approval to Amendment No. 2 to the
Proposed Rule Change Relating to an Automated Improvement Mechanism, in which the Exchange
noted that the auto-match feature would double the available liquidity for the Agency Order). The



https://cdn.cboe.com/resources/release_notes/2023/Schedule-Update-Cboe-Options-To-Incorporate-AIM-Auto-Match-Price-into-Validation-Logic.pdf
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set by the prices of customer orders (in addition to liquidity providers). Additionally,
customer orders on the book are often for a small number of contracts relative to an Agency
Order or auction responses. By adjusting the auction price for an Agency Order for which
auto-match was selected, that modifies the stop price at which the contra-side must be
willing to execute all contracts for the Agency Order. While the contra-side may be willing
to do so if that was consistent with overall market conditions, it may not be willing to do so
if that price is dictated by a small customer order rather than liquidity providers whose
quotes generally set the market, which may create price risk for those that are willing to
provide liquidity to stop Agency Orders and disincentive use of the auto-match function.

To illustrate, suppose the NBBO is 1.00 — 1.25, with 50 non-customer contracts on
each side. An Initiating Member submits to an AIM Auction an Agency Order to buy 500
contracts at 1.20 based on that NBBO (and has selected auto-match with no limit price).
However, while in transit to the Exchange (and thus before an AIM Auction begins), a
customer order to sell one contract at 1.10 enters the market. Under the current rules,
because the starting auction price (i.e., initial stop price) of 1.20 is now outside the current
NBBO, the System would accept this pair of orders and adjust the auction starting price to
1.09 (due to the NBBO change). While this does permit an AIM Auction to proceed, the
market interest to sell at 1.10 is only for one contract and may not reflect broader changes in
market conditions. If the auction price is changed to 1.09, this may create additional risk for
liquidity providers, because market conditions (and liquidity providers’ risk profiles based

on those conditions) do not support selling 500 contracts at 1.09. The market moving to an

Exchange notes Rules 21.19 and 21.22 are nearly identical to Cboe Exchange, Inc. Rules 5.37 and
5.38, respectively.
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NBO of 1.10 because liquidity providers change their quotes in response to market
conditions is different than a market moving to an NBO of 1.10 because of a small customer
order. If no other interest was received during this AIM Auction, the Agency Order would
execute as follows:

500 contracts against the Initiating Order @1.09
If the market had not moved until after the AIM Auction began, the Agency Order would
instead have executed as follows:

1 contract against the sell order @ 1.10

1 contract against the Initiating Order @ 1.10

498 contracts against the Initiating Order at 1.20.

Such an execution may be more in line with the risk profile of the firm that stopped the
Agency Order with the Initiating Order.

The proposed rule change would permit an Initiating Member to opt-out of this
starting price adjustment functionality and evaluate the market conditions. In the above
example, if the Initiating Member elected this opt out, the System would have rejected the
paired order. The Initiating Member would have then had the ability to evaluate the market
based on the NBO change and enter a buy order to execute against the resting sell order at
1.10, and then resubmit the pair of orders with a stop price of 1.20, which was in line with
the Initiating Member’s risk profile given the market conditions. Agency Orders would
continue to have execution and price improvement opportunities, and liquidity providers
would continue to have the ability to offer the additional liquidity available through auto-
match functionality paired while also being provided with opportunities to evaluate changes

in the market that occur while order are in transit to an AIM Auction. The Exchange



SR-CboeEDGX-2025-001
Page 9 of 29

believes this will continue to encourage liquidity providers to use auto-match and balance
that with their risk profiles.

(b) Statutory Basis

The Exchange believes the proposed rule change is consistent with the Securities
Exchange Act of 1934 (the “Act”) and the rules and regulations thereunder applicable to
the Exchange and, in particular, the requirements of Section 6(b) of the Act.’
Specifically, the Exchange believes the proposed rule change is consistent with the
Section 6(b)(5)° requirements that the rules of an exchange be designed to prevent
fraudulent and manipulative acts and practices, to promote just and equitable principles
of trade, to foster cooperation and coordination with persons engaged in regulating,
clearing, settling, processing information with respect to, and facilitating transactions in
securities, to remove impediments to and perfect the mechanism of a free and open
market and a national market system, and, in general, to protect investors and the public
interest. Additionally, the Exchange believes the proposed rule change is consistent with
the Section 6(b)(5)” requirement that the rules of an exchange not be designed to permit
unfair discrimination between customers, issuers, brokers, or dealers.

In particular, the Exchange believes the proposed rule change will remove
impediments to and perfect the mechanism of a free and open market and a national
market system, because it will provide Members with additional flexibility with respect

to orders submitted into AIM Auctions and permit market participants (including

5 15 U.S.C. 78f(b).
6 15 U.S.C. 78f(b)(5).
! Id.
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liquidity providers) to manage their risk while continuing to offer price improvement
opportunities to customers. The current functionality to adjust the initial stop price for an
Agency Order if auto-match is selected if new orders enter the market while the Agency
Order is in transit to the Exchange will provide Agency Orders with additional
opportunities for price improvement and execution. However, as demonstrated above,
there are circumstances in which this functionality may cause the Initiating Order to
execute at a price significantly different than anticipated as a result of small orders
entering the book after the Agency and Initiating Orders were sent to the Exchange,
which may discourage the selection of auto-match or discourage investors from providing
liquidity to trade against Agency Orders.

The Exchange believes the proposed rule change to permit Initiating Members to
opt-out of auto-match if the stop price in this situation balances the desire to provide
price improvement opportunities to customers with the need for liquidity providers to
manage their risk. Even if an Initiating Member opts out of auto-match in this situation,
which would cause the System to reject the Agency and Initiating Orders, the Initiating
Member would have the opportunity following this rejection to clear the order in the
book that caused the rejection and re-submit the Agency and Initiating Orders, which
would permit an AIM or C-AIM Auction (as applicable) to proceed in the manner the
Initiating Member had originally intended. The Exchange notes the proposed opt-out
will apply to limited situations in which orders enter the market and change the NBBO or
SBBO (as applicable) while an Agency Order and Initiating Order are in transit to the
Exchange. Therefore, AIM and C-AIM Auctions will continue to provide customers with

opportunities for price improvement while providing contra-side parties with
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opportunities to manage their risk continue to offer liquidity to execute against the
interest of these customers.

Item 4. Self-Regulatory Organization’s Statement on Burden on Competition

The Exchange does not believe that the proposed rule change will impose any
burden on competition that is not necessary or appropriate in furtherance of the purposes
of the Act. The Exchange does not believe that the proposed rule change will impose any
burden on intramarket competition that is not necessary or appropriate in furtherance of
the purposes of the Act, because all Initiating Members can decide whether to continue to
permit the System to adjust the auction price if it is worse than the then-current NBBO or
SBBO or can opt out of that functionality. The Exchange does not believe that the
proposed rule change will impose any burden on intermarket competition that is not
necessary or appropriate in furtherance of the purposes of the Act, because the proposed
rule change relates solely to whether two Exchange auctions will begin or not in a
specific circumstance. Other exchanges with similar auctions and similar auto-match
functionality may modify their rules in the same manner if they so choose.

Item 5. Self-Regulatory Organization’s Statement on Comments on the

Proposed Rule Change Received from Members, Participants, or
Others

The Exchange neither solicited nor received comments on the proposed rule
change.

Item 6. Extension of Time Period for Commission Action

Not applicable.
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Item 7. Basis for Summary Effectiveness Pursuant to Section 19(b)(3) or for
Accelerated Effectiveness Pursuant to Section 19(b)(2) or
Section 19(b)(7)(D)

(a) The proposed rule change is filed for immediate effectiveness pursuant to
Section 19(b)(3)(A) of Act® and Rule 19b-4(f)(6)° thereunder.

(b) The Exchange designates that the proposed rule change effects a change
that (i) does not significantly affect the protection of investors or the public interest;

(i1) does not impose any significant burden on competition; and (iii) by its terms, does not
become operative for 30 days after the date of the filing, or such shorter time as the
Commission may designate if consistent with the protection of investors and the public
interest. Additionally, the Exchange has given the Commission written notice of its
intent to file the proposed rule change, along with a brief description and text of the
proposed rule change, at least five business days prior to the date of filing of the proposed
rule change, or such shorter time as designated by the Commission.

The Exchange believes the proposed rule change will not significantly affect the
protection of investors or the public interest, because it will provide Members with
additional flexibility with respect to orders submitted into AIM Auctions and permit
market participants (including liquidity providers) to manage their risk while continuing
to offer price improvement opportunities to customers. The current functionality to
adjust the initial stop price for an Agency Order if auto-match is selected if new orders
enter the market while the Agency Order is in transit to the Exchange will provide

Agency Orders with additional opportunities for price improvement and execution.

8 15 U.S.C. 78s(b)(3)(A).
9 17 CFR 240.19b-4(£)(6).
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However, as demonstrated above, there are circumstances in which this functionality may
cause the Initiating Order to execute at a price significantly different than anticipated as a
result of small orders entering the book after the Agency and Initiating Orders were sent
to the Exchange, which may discourage the selection of auto-match or discourage
investors from providing liquidity to trade against Agency Orders.

The Exchange believes the proposed rule change to permit Initiating Members to
opt-out of auto-match if the stop price in this situation balances the desire to provide
price improvement opportunities to customers with the need for liquidity providers to
manage their risk. Even if an Initiating Member opts out of auto-match in this situation,
which would cause the System to reject the Agency and Initiating Orders, the Initiating
Member would have the opportunity following this rejection to clear the order in the
book that caused the rejection and re-submit the Agency and Initiating Orders, which
would permit an AIM or C-AIM Auction (as applicable) to proceed in the manner the
Initiating Member had originally intended. The Exchange notes the proposed opt-out
will apply to limited situations in which orders enter the market and change the NBBO or
SBBO (as applicable) while an Agency Order and Initiating Order are in transit to the
Exchange. Therefore, AIM and C-AIM Auctions will continue to provide customers with
opportunities for price improvement while providing contra-side parties with
opportunities to manage their risk continue to offer liquidity to execute against the
interest of these customers.

Additionally, the Exchange believes the proposed rule change will not impose any
significant burden on competition, because all Initiating Members can decide whether to

continue to permit the System to adjust the auction price if it is worse than the then-
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current NBBO or SBBO or can opt out of that functionality. The proposed rule change
relates solely to whether two Exchange auctions will begin or not in a specific
circumstance. Other exchanges with similar auctions and similar auto-match
functionality may modify their rules in the same manner if they so choose.

The proposed rule change is not novel. If an Initiating TPH opts out of the
auction price adjustment functionality, the result is that the Agency and Initiating Orders
that TPH submitted to the Exchange would be handled by the System in the same manner
as they were prior to the functionality change that was implemented in August 2023. The
proposed rule change merely gives Initiating TPHs flexibility with respect to how the
System will handle the orders they submit into an AIM Auction — specifically, whether
the System will adjust the stop price of an Agency Order in limited circumstances or
whether the System will consider the stop price input by the Initiating TPH when
determining whether to commence an AIM Auction. In other words, an Initiating TPH
will have the opportunity to opt out of systematic price adjustments the TPH may not
want.

For the foregoing reasons, this rule filing qualifies as a “non-controversial” rule
change under Rule 19b-4(f)(6), which renders the proposed rule change effective upon
filing with the Commission. At any time within 60 days of the filing of this proposed
rule change, the Commission summarily may temporarily suspend such rule change if it
appears to the Commission that such action is necessary or appropriate in the public
interest, for the protection of investors, or otherwise in furtherance of the purposes of the
Act. If the Commission takes such action, the Commission will institute proceedings to

determine whether the proposed rule change should be approved or disapproved.
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(c) Not applicable.
(d) Not applicable.

Item 8. Proposed Rule Change Based on Rules of Another Self-Regulatory
Organization or of the Commission

The proposed rule change is not based on a rule either of another self-regulatory

organization or of the Commission.

Item 9. Security-Based Swap Submissions Filed Pursuant to Section 3C of the
Act
Not applicable.
Item 10. Advance Notices Filed Pursuant to Section 806(e) of the Payment,
Clearing and Settlement Supervision Act
Not applicable.
Item 11. Exhibits

Exhibit 1. Completed Notice of Proposed Rule Change for publication in the
Federal Register.

Exhibit 5. Proposed rule text.



