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Partial Amendment

The self-regulatory organization must provide all required information, presented in a
clear and comprehensible manner, to enable the public to provide meaningful
comment on the proposal and for the Commission to determine whether the proposal
is consistent with the Act and applicable rules and regulations under the Act.

The Notice section of this Form 19b-4 must comply with the guidelines for publication
in the Federal Register as well as any requirements for electronic filing as published
by the Commission (if applicable). The Office of the Federal Register (OFR) offers
guidance on Federal Register publication requirements in the Federal Register
Document Drafting Handbook, October 1998 Revision. For example, all references to
the federal securities laws must include the corresponding cite to the United States
Code in a footnote. All references to SEC rules must include the corresponding cite
to the Code of Federal Regulations in a footnote. All references to Securities
Exchange Act Releases must include the release number, release date, Federal
Register cite, Federal Register date, and corresponding file number (e.g., SR-[SRO]
-xx-xx). A material failure to comply with these guidelines will result in the proposed
rule change being deemed not properly filed. See also Rule 0-3 under the Act (17
CFR 240.0-3)

The Notice section of this Form 19b-4 must comply with the guidelines for publication
in the Federal Register as well as any requirements for electronic filing as published
by the Commission (if applicable). The Office of the Federal Register (OFR) offers
guidance on Federal Register publication requirements in the Federal Register
Document Drafting Handbook, October 1998 Revision. For example, all references to
the federal securities laws must include the corresponding cite to the United States
Code in a footnote. All references to SEC rules must include the corresponding cite
to the Code of Federal Regulations in a footnote. All references to Securities
Exchange Act Releases must include the release number, release date, Federal
Register cite, Federal Register date, and corresponding file number (e.g., SR-[SRO]
-xx-xx). A material failure to comply with these guidelines will result in the proposed
rule change, security-based swap submission, or advance notice being deemed not
properly filed. See also Rule 0-3 under the Act (17 CFR 240.0-3)

Copies of notices, written comments, transcripts, other communications. If such
documents cannot be filed electronically in accordance with Instruction F, they shall be
filed in accordance with Instruction G.

Copies of any form, report, or questionnaire that the self-regulatory organization
proposes to use to help implement or operate the proposed rule change, or that is
referred to by the proposed rule change.

The full text shall be marked, in any convenient manner, to indicate additions to and
deletions from the immediately preceding filing. The purpose of Exhibit 4 is to permit
the staff to identify immediately the changes made from the text of the rule with which
it has been working.

The self-regulatory organization may choose to attach as Exhibit 5 proposed changes
to rule text in place of providing it in Item | and which may otherwise be more easily
readable if provided separately from Form 19b-4. Exhibit 5 shall be considered part

of the proposed rule change.

If the self-regulatory organization is amending only part of the text of a lengthy
proposed rule change, it may, with the Commission's permission, file only those
portions of the text of the proposed rule change in which changes are being made if
the filing (i.e. partial amendment) is clearly understandable on its face. Such partial
amendment shall be clearly identified and marked to show deletions and additions.
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1. Text of the Proposed Rule Change

(8 Miami International Securities Exchange, LLC (“MIAX Options’ or “Exchange”),
pursuant to the provisions of Section 19(b)(1) of the Securities Exchange Act of 1934 (“Act”)*
and Rule 19b-4 thereunder,? proposes to amend Exchange Rule 518, Complex Orders.

Notice of the proposed rule change for publication in the Federal Reqister is attached

hereto as Exhibit 1, and the text of the proposed rule change is attached hereto as Exhibit 5.
(b) Not applicable.
(c) Not applicable.

2. Procedures of the Self-Requlatory Organization

The proposed rule change was approved by the Chief Executive Officer of the Exchange
pursuant to authority delegated by the MIAX Options Board of Directors on December 7, 2017.
Exchange staff will advise the Board of Directors of any action taken pursuant to delegated
authority. No other action by the Exchange is necessary for the filing of the proposed rule
change.

Questions and comments on the proposed rule change may be directed to Gregory P.

Ziegler, Senior Associate Counsel, at (609) 897-1483.

! 15 U.S.C. 785(b)(1).
2 17 CFR 240.19b-4.
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3. Sdf-Requlatory Organization's Statement of the Pur pose of, and Statutory Basis
for, the Proposed Rule Change

a Purpose

The Exchange proposes to amend Exchange Rule 518, Complex Orders, to (i) adopt a
new Simple Market Auction or Timer (“SMAT”) Event (defined below); (ii) amend the
Response Time Interval and Defined Time Period for Complex Auctions (each defined below);
(iii) adopt anew Complex Liquidity Exposure Process (“cLEP”); (iv) make minor changes to the
Complex MIAX Options Price Collar Protection; and (v) clarify that the Calendar Spread
Variance (“CSV") price protection applies only to strategies in American-style option® classes.

Specifically, the Exchange proposes to amend subsection (a)(16), to adopt anew Simple
Market Auction or Timer (SMAT) Event. A SMAT Event is defined as any one of the following;

aPRIME Auction (pursuant to Rule 515A),* a Route Timer (pursuant to Rule 529),° or a

The term “ American-style option” means an option contract that, subject to the
provisions of Rule 700 (relating to the cutoff time for exercise instructions) and to the
Rules of the Clearing Corporation, can be exercised on any business day prior to its
expiration date and on its expiration date. See Exchange Rule 100.

The MIAX Price Improvement Mechanism (“PRIME”) is a process by which a Member
may electronically submit for execution (“Auction”) an order it represents as agent
(“Agency Order”) against principal interest, and/or an Agency Order against solicited
interest. See Exchange Rule 515A.

The Exchange may automatically route orders to other exchanges under certain
circumstances (“Routing Services’). In connection with such services, one of two Route
Mechanisms, Immediate Routing or the Route Timer, will be used when a Public
Customer order is received and/or reevaluated that is both routable and marketable
against the opposite side ABBO upon receipt and the Exchange’ s disseminated market is
not equal to the opposite sside ABBO, or isequal to the opposite side ABBO and of
insufficient size to satisfy the order. For those initiating Public Customer ordersthat are
routable, but do not meet the additional criteria for Immediate Routing, the System will
implement a Route Timer not to exceed one second (the duration of the Timer will be
announced to Members through a Regulatory Circular), in order to alow Market Makers
and other participants an opportunity to interact with the initiating order. See Exchange
Rule 529.
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liquidity refresh pause (pursuant to Rule 515(c)(2).® The Exchange now proposes to adopt new
rule text to add the liquidity exposure process timer (pursuant to proposed Rule 515(c)(2)(i)) asa
SMAT Event. Theliquidity exposure process timer, which is not to exceed three (3) seconds, is
engaged as part of the liquidity exposure process for ordersin Proprietary Products’ that would
be posted, managed, or would trade at a price more aggressive than the order’ s protected price. If
aSMAT Event exists during free trading for an option component of a complex strategy, trading
in the complex strategy will be suspended.? The Exchange also proposes to correct an internal
cross reference in subsection (a)(16)(iii) from Rule 515(c)(2) to Rule 515(c)(3) to reflect the new
citation under a currently pending proposed rule change. The purpose of adding the liquidity
exposure process timer asa SMAT Event is to enhance the continuity, trade-through protection,
and orderlinessin the ssimple market and to protect complex order components from being
executed at prices that could improve following a SMAT Event.

Additionally, the Exchange proposes to amend subsection (d)(3) which describes the

Response Time Interval of a Complex Auction, which isasingle-sided auction. The Exchange

6 The System will pause the market for atime period not to exceed one second to allow
additional orders or quotes refreshing the liquidity at the MBBO to be received
(“liquidity refresh pause”) when at the time of receipt or reevaluation of the initiating
order by the System: (A) either the initiating order is alimit order whose limit price
crosses the NBBO or the initiating order is a market order, and the limit order or market
order could only be partially executed; (B) a Market Maker quote was al or part of the
MBBO when the MBBO is aone at the NBBO; and (C) and the Market Maker quote was
exhausted. See Exchange Rule 515(c)(2).

! Theterm “Proprietary Product” means a class of optionsthat is listed exclusively on the
Exchange and any of its affiliates. See proposed Exchange Rule 100.

8 See Exchange Rule 518, Interpretations and Policies .05(e)(2)(i).
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offers Complex Auction functionality as described in Exchange Rule 518° and also acPRIME
process, which is unaffected by this proposal, as described in Exchange Rule 515A.12.
Currently, Rule 518(d)(3) provides that the Response Time Interval means the period of
time during which responses to the Request for Responses (“RFR”) message may be entered.
The Rule further provides that the Exchange determines the duration of the Response Time
Interval, which shall not exceed 500 milliseconds, and communicatesit to Members via
Regulatory Circular.'® The Exchange now proposes to adopt new rule text to state that, “the end
of the trading session will also serve as the end of the Response Time Interval for a Complex
Auction still in progress.” In connection with this proposed change the Exchange proposes to
amend subsection (d)(2) to remove the reference to the Defined Time Period for a Complex
Auction. The Defined Time Period represents the period of time preceding the end of atrading
session during which a Complex Auction will not be initiated. Currently, the Defined Time
Period is 2,000 milliseconds™" while the duration of a Complex Auction is just 200 milliseconds.
The Exchange believes that removing this restriction will alow for increased price improvement

opportunities. The Exchange also proposes to amend subsection (¢)(2)(i) to remove the

Certain option classes, as determined by the Exchange and communicated to Members
viaRegulatory Circular, will be digible to participate in a Complex Auction (an “eligible
class’). Upon evauation as set forth in subparagraph (c)(5) of Rule 518, the Exchange
may determine to automatically submit a Complex Auction-eligible order into a Complex
Auction. Upon entry into the System or upon evaluation of a complex order resting at the
top of the Strategy Book, Complex Auction-eligible orders may be subject to an
automated request for responses (“RFR”). See Exchange Rule 518(d).

The Exchange notes that the Response Time Interval is currently set to 200 milliseconds.
See MIAX Regulatory Circular 2016-46.

1 See MIAX Regulatory Circular 2016-63.

10
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restriction that a cAOA order'? received during the Defined Time Period will not initiate a new
Complex Auction. Under the current rules there is no opportunity at all for price improvement
viaa Complex Auction when there is less than two seconds left in the trading session. The
Exchange believes that removing the Defined Time Period and allowing the end of the trading
session to serve as the end of the Response Time Interval in the limited instance that a Complex
Auction isinitiated with less than 200 milliseconds left in the trading session will alow for more
opportunities for price improvement via the auction process. The Exchange warrants that is has
the System capability to conduct auctions and execute transactions in atimely fashion at any
time during the trading session.

The Exchange also proposes to adopt new subsection (€) to describe a Complex Liquidity
Exposure Process (“cLEP’) for complex orders and complex eQuotes that would violate their
Complex MIAX Price Collar (*“MPC”) price . The MPC price protection feature is an Exchange-
wide mechanism under which a complex order or complex eQuote to sell will not be displayed or
executed at a price that islower than the opposite side cNBBO™ bid at the time the MPC is
assigned by the System™ (i.e., upon receipt or upon opening) by more than a specific dollar
amount expressed in $0.01 increments (the “MPC Setting”), and under which a complex order or
eQuote to buy will not be displayed or executed at a price that is higher than the opposite side

cNBBO offer at the time the MPC is assigned by the System by more than the MPC Setting

12 A “Complex Auction-on-Arrival” or “cAOA” order is acomplex order designated to be

placed into a Complex Auction upon receipt or upon evaluation . See Exchange Rule
518(b)(2).

13 The term cNBBO means the Complex National Best Bid or Offer and is calculated using
the National Best Bid or Offer (“NBBQ”) for each component of a complex strategy to
establish the best net bid and offer for acomplex strategy. See Exchange Rule 518(a)(2).

The term “System” means the automated trading system used by the Exchange for the
trading of securities. See Exchange Rule 100.

14
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(each the “MPC Price”).® The MPC Price s established (i) upon receipt of the complex order or
eQuote during free trading, or (ii) if the complex order or eQuote is not received during free
trading, at the opening (or reopening following a halt) of trading in the complex strategy; or (iii)
upon eva uation of the Strategy Book by the System when a wide market condition, as described
in Interpretations and Policies .05(e)(1) of this Rule, no longer exists.*® Once established the

M PC Price will not change during the life of the complex order or eQuote.” If the MPC Priceis
priced less aggressively than the limit price of the complex order or eQuote (i.e., the MPC Price
is less than the complex order or eQuote’ s bid price for abuy, or the MPC Priceis greater than
the complex order or eQuote’ s offer price for asell), or if the complex order is a market order,
the complex order or eQuote will be displayed and/or executed up to its MPC Price. Any
unexecuted portion of such acomplex order or eQuote: (A) will be cancelled if it would
otherwise be displayed or executed at a price that is outside the MPC Price; and (B) may be
subject to the managed interest process described in Rule 518(c)(4).*® If the MPC Priceis priced
more aggressively than the limit price of the complex order or eQuote (i.e., the MPC Priceis
greater than the complex order or eQuote’ s bid price for abuy, or the MPC Priceis less than the
complex order or eQuote’ s offer price for asell), the complex order or eQuote will be displayed
and/or executed up to itslimit price. Any unexecuted portion of such a complex order will be

submitted, if eligible, to the managed interest process described in Rule 518(c)(4), or placed on

15 See Exchange Rule 518.05(f).

16 See Exchange Rule 518.05(f)(3).
o See Exchange Rule 518.05(f)(4).
18 See Exchange Rule 518.05(f)(6).
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the Strategy Book at itslimit price. Any unexecuted portion of such a complex eQuote will be
cancelled.™

The Exchange now proposes to initiate a Complex Liquidity Exposure Auction (“cLEP
Auction) whenever a complex order or complex eQuote would violate its MPC Price. To begin
the cLEP Auction, the System will first broadcast a liquidity exposure message to all subscribers
of the Exchange' s datafeeds. The liquidity exposure message will include the symbol, side of
the market, auction start price (MPC Price), quantity of matched contracts, and the imbalance
guantity. Theinclusion of the quantity of matched contracts at the price included in the RFR
message is intended to inform participants considering submitting an RFR Response the number
of contracts for which there is matched interest, and the purposes of including the imbalance
guantity in the RFR message is to inform such participants of the number of contracts that do not
have matched interest.

The System will initiate a Response Time Interval, as determined by the Exchange and
communicated via Regulatory Circular which shall be no less than 100 milliseconds and no more
than 5,000 milliseconds.?® The Exchange recently surveyed its Members and established that
Members Systems could submit auction responsesin 100 milliseconds or less on average.”* At
the conclusion of the Complex Liquidity Exposure Auction if the resulting trade price isless
aggressive than the MPC Price, liquidity will be handled in accordance to Exchange Rule

518(c)(2), Execution of Complex Orders and Quotes. Orders and quotes executed in a cLEP

19 See Exchange Rule 518.05(f)(7).

20 The Exchange notes that the current duration of a cPRIME Auction is 100 milliseconds

and the current duration of a Complex Auction is 200 milliseconds.

2 See Securities Exchange Release N0.80940 (June 15, 2017), 82 FR 28369 (June 21,
2017) (SR-MIAX-2017-16).
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Auction will be allocated in accordance with the Complex Auction allocation procedures
described in Exchange Rule 518(d)(7), Allocation at the Conclusion of a Complex Auction.

At the conclusion of a cLEP Auction the System will calculate the next potential MPC
Price using the auction start price plus (minus) the next MPC increment for buy (sell) orders.
Liquidity with an original price equal to or less aggressive than the new MPC Priceis no longer
subject to the MPC price protection. Liquidity with an origina price more aggressive than the
new MPC Price (or market order liquidity) is subject to the MPC price protection feature using
the new MPC Price.

The current rule provides that if the MPC Priceis priced less aggressively than the limit
price of the complex order or eQuote (i.e., the MPC Price is less than the complex order or
eQuote' s bid price for abuy, or the MPC Priceis greater than the complex order or eQuote’s
offer price for asell), or if the complex order isa market order, the complex order or eQuote will
be displayed and/or executed up to its MPC Price. Any unexecuted portion of such a complex
order or eQuote: (A) will be cancelled if it would otherwise be displayed or executed at a price
that is outside the MPC Price, and (B) may be subject to the managed interest process described
in 518(c)(4).%

The Exchange now proposes to amend subsection(f)(6)(A) to provide that any
unexecuted portion of such acomplex order or eQuote will be subject to the cLEP as described
in proposed subsection (€). The Exchange believesit to be in the best interest of the Member to
seek liquidity viathe Complex Liquidity Exposure Process as described above, rather than cancel

any unexecuted portion of the order.

22 See Exchange Rule 518.05(f)(6).
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The examples below demonstrate an order subject to the Complex Liquidity Exposure

Process.

Example 1
MPC: $0.25
The Exchange has one order resting on its Strategy Book:?® +1 component A, -1 component B:

Order 1isto sell 10 at $1.90

MBBO component A: 4.00(10) x 5.00(10)
MBBO component B: 2.00(10) x 2.50(10)
NBBO component A: 4.0510) x 4.15(10)
NBBO component B: 2.30(10) x 2.40(10)
cMBBO: 1.50 (10) x 3.00 (10)

cNBBO: 1.65 (10) x 1.85 (10)

The Exchange receives a new order (Order 2) to buy 20 at $2.25.

Order 2 buys 10 from Order 1 at $1.90 and initiates the Complex Liquidity Exposure Process:
Order 2 repricesto its protected price of $2.10 (cNBO of 1.85 + 0.25) and is posted at that price
on the Complex Order Book and the Complex Liquidity Exposure Process Timer begins.

During the cLEP Auction the Exchange receives a new order (Order 3) to sell 10 at $2.10. This
order locks the current same side Book Price of $2.10 and Order 3 sells 10 to Order 2 at $2.10,
filling Order 2 and ending the Liquidity Exposure Process.

Example 2

MPC: $0.25

The Exchange has one order resting on its book in Strategy +1 component A, -1 component B:
Order 1isto sell 10 at $1.90

MBBO component A: 4.00(10) x 5.00(10)
MBBO component B: 2.00(10) x 2.50(10)

23 The term “Strategy Book” is the Exchange's electronic book of complex orders and

complex quotes. See Exchange Rule 518(a)(17).



SR-MIAX-2018-36 Page 12 of 39

NBBO component A: 4.0510) x 4.15(10)

NBBO component B: 2.30(10) x 2.40(10)

cMBBO: 1.50 (10) x 3.00 (10)

cNBBO: 1.65 (10) x 1.85 (10)

The Exchange receives a new order (Order 2) to buy 20 at $2.25.

Order 2 buys 10 from Order 1 at $1.90 and initiates the Complex Liquidity Exposure Process:
Order 2 repricesto its protected price of $2.10 (cNBO of 1.85 + 0.25) and is posted at that price
on the Strategy Book and the Complex Liquidity Exposure Process Timer begins.

No new liquidity arrives during the Liquidity Exposure Process. At the end of the timer, Order 2
repricesto itslimit of $2.25 and is posted at that price on the Strategy Book, ending the Liquidity
Exposure Process.

The Exchange also proposes to make minor technical changes to Interpretations and
Policies .05 of Exchange Rule 518 to reflect the proposed changes described above. Specifically,
the Exchange proposes to remove subparagraph (f)(4) that provides that once established, the
MPC Price will not change during the life of the complex order or eQuote. As described above
the MPC Price for certain liquidities will be subject to are-evaluation process and may change as
aresult of such re-evaluation. Also, the Exchange proposes to amend subparagraph (6)(A) to
remove the provision that any unexecuted portion of such acomplex order or eQuote will be
cancelled if it would otherwise be displayed or executed at a price that is outside the MPC Price,
and to state instead that it will be subject to the cLEP as described in subsection (€) of this Rule.
Additionally, as aresult of the removal of paragraph (4) it is necessary to renumber the
remaining paragraphs for consistency within the numbering hierarchy of the Exchange'srules.
Therefore current paragraph (5) will be renumbered as new paragraph (4); current paragraph (6)
will be renumbered as new paragraph (5); and current paragraph (7) will be renumbered as new

paragraph (6).
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Finally, the Exchange proposes to amend subsection (b) of Interpretations and Policies
.05 to adopt new rule text stating that the Calendar Spread Variance (“CSV”) price protection
applies only to strategies in American-style option classes. A Calendar Spread is a complex
strategy consisting of the purchase of one call (put) option and the sale of another call (put)
option overlying the same security that have different expirations but the same strike price. The
CSV establishes a minimum trading price limit for Caendar Spreads. The maximum possible
value of a Calendar Spread is unlimited, thus there is no maximum price protection for Calendar
Spreads. The minimum possible trading price limit of a Calendar Spread is zero minus the pre-
set value of $.10. This ensures that the Strategy doesn’t trade more than $.10 away from its
intrinsic value. (On abasic level the price of an American-style option is comprised of two
components; intrinsic value and time value. If the strike price of acall optionis $5.00 and the
stock is priced at $6.00, thereis $1.00 of intrinsic value in the price of the call option, anything
above $1.00 represents the time value component.) An American-style option must be worth at
least as much as its intrinsic value because the holder of the option can realize theintrinsic value
by immediately exercising the option. In a Calendar Spread strategy comprised of American-
style options, ceteris paribus, the far month should be worth more than the near month due to its
having a greater time to expiration and therefore a higher time value. As European-style
options* may only be exercised on their expiration date, the relationship between the stock price,

option price, and option strike price that exists for American-style options does not exist for

24 The term “European-style option” means an option contract that, subject to the provisions

of Rule 700 (relating to the cutoff time for exercise instructions) and to the Rules of the
Clearing Corporation, can be exercised only on its expiration date. See Exchange Rule
100.
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European-style options. Therefore the CSV price protection would be ineffective and will not be
availablefor strategies comprised of European-style options.

b. Statutory Basis

The Exchange believes that its proposed rule change is consistent with Section 6(b) of the
Act® in general, and furthers the objectives of Section 6(b)(5) of the Act®® in particular, in that it
is designed to prevent fraudulent and manipul ative 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 mechanisms of a free and open market
and a national market system and, in general, to protect investors and the public interest.

The Exchange believesits proposal to include the liquidity exposure timer asa SMAT
Event promotes just and equitable principles of trade, removes impediments to and perfects the
mechanisms of afree and open market and a national market system and, in general, protects
investors and the public interest. SMAT Events represent temporary interruptions of free trading
in one or more components of a complex strategy. The temporary suspension of trading in
complex orders during a SMAT Event isintended to enhance continuity, trade-through
protection, and orderlinessin the simple market and to protect complex order components from
being executed at prices that could improve following a SMAT Event. Oncea SMAT Event is

concluded or resolved, the System will re-evaluate the Strategy Book.*’

2 15 U.S.C. 78f(b).
2 15 U.S.C. 78f(b)(5).
2t See Exchange Rule 518, Interpretations and Policies .05(f)(2)(i).
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The Exchange believes that its proposal to eliminate the Defined Time Period to allow
Complex Auctions?® to occur throughout the trading session removes impediments to and
perfects the mechanism of afree and open market and a national market system and, in generd,
protects investors and the public interest by removing an unnecessary barrier which prevented
Complex Auctions from occurring with less than two seconds | eft in the trading session. The
current duration of a Complex Auction duration is just 200 milliseconds. The Exchange believes
itisinthe best interest of the investor to allow for opportunities for price improvement
throughout the entire trading session. In the event that a Member initiates a Complex Auction
without enough time for Members to respond, the initiating Member is no worse off under the
proposed rule than the Member would have been under the current rule which prevents the
Member from even attempting to initiate a Complex Auction with less than two seconds left in
the trading session.

The Exchange also believes its proposal to adopt a Complex Liquidity Exposure Process
promotes just and equitable principles of trade and removes impediments to and perfects the
mechanisms of afree and open market and a national market system and, in general, protects
investors and the public interest. The Complex Liquidity Exposure Process provides an
additional opportunity for price discovery for those orders that would trade through their MPC
Price. The Exchange believesits proposal promotes just and equitable principles of trade asit is

in the best interest of the Member to seek liquidity for the unexecuted portion of the order which

28 Complex Auctions are described in Exchange Rule 518(d) and are separate and distinct

from cPRIME Auctions which are described in Interpretations and Policies .12 of
Exchange Rule 515A, MIAX Price Improvement Mechanism (“PRIME”) and PRIME
Salicitation Mechanism.
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exceeds the order’ s MPC Price rather than to simply cancel the unexecuted portion back to the
Member.?

The Exchange also believes that its proposa to amend Interpretations and Policies .05(f)
to reflect the changes resulting from the introduction of the Complex Liquidity Exposure Process
promotes just and equitable principles of trade, and removes impediments to and perfects the
mechanisms of a free and open market and a national market system and, in general, protects
investors and the public interest by clearly describing the operation of the Exchange's
functionality in the Exchange’ srules. The Exchange believesit isin the interest of investors and
the public to accurately describe the behavior of the Exchange's System initsrules asthis
information may be used by investors to make decis ons concerning the submission of their
orders. Further, the Exchange's proposal to make non-substantive changes to re-number certain
paragraphs for internal consistency within the rule benefits investors and the public interest by
providing clarity and accuracy in the Exchange’ s rules.

Finally, the Exchange believesits proposal to clarify that the Calendar Spread Variance
(CSV) price protection is available only for American-style options promotes just and equitable
principles of trade, and removes impedi ments to and perfects the mechanisms of afree and open
market and a national market system and, in general, and protects investors and the public
interest by providing clarity and precision in the Exchange' srules. The Exchange believesitis
in the interest of investors and the public to accurately describe the behavior of the Exchange's
System inits rules as this information may be used by investors to make decisions concerning

the submission of their orders. Transparency and clarity are consistent with the Act because it

29 The Exchange notes that Members who believe that an execution has occurred at an

erroneous price may avail themselves of the protections provided in Exchange Rule 521,
Nullification and Adjustment of Options Transactions Including Obvious Errors.
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removes impediments to and helps perfect the mechanism of afree and open market and a
national market system, and, in general, protects investors and the public interest by accurately
describing the behavior of the Exchange's System. In particular, the Exchange believes that the
proposed rule change will provide greater clarity to Members and the public regarding the
Exchange' s Rules, and it isin the public interest for rules to be accurate and concise so asto
eliminate the potential for confusion.

4. Sdf-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 the proposed rule change will impose any burden on
inter-market competition. The Exchange's proposal seeks to enhance complex order trading on
the Exchange, and may potentially enhance competition among the various markets for complex
order execution, potentially resulting in more active complex order trading on all exchanges.

Additionally, the Exchange does not believe the proposed rule change will impose any
burden on intra-market competition as the Rules apply equally to all Members of the Exchange.

5. Sdf-Requlatory Organization's Statement on Comments on the Proposed Rule
Change Received from M ember s, Participants, or Others

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

6. Extension of Time Period for Commission Action
Not applicable.
7. Basisfor Summary Effectiveness Pur suant to Section 19(b)(3) or for Accelerated

Effectiveness Pur suant to Section 19(b)(2)

Not applicable.
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8. Proposed Rule Change Based on Rules of Another Self-Regulatory Or ganization
or of the Commission

The proposed rule change is not based on rules of another self-regulatory organization or
of the Commission.

9. Security-Based Swap Submissions Filed Pur suant to Section 3C of the Act

Not applicable.

10. Advance Notices Filed Pursuant to Section 806(e) of the Payment, Clearing and
Settlement Supervision Act

Not applicable.
11. Exhibits

1. Notice of proposed rule for publication in the Federal Register.

5. Text of proposed rule change.
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EXHIBIT 1

SECURITIES AND EXCHANGE COMMISSION
(Release No. 34- ; File No. SR-MIAX-2018-36)

November , 2018

Self-Regulatory Organizations: Notice of Filing of a Proposed Rule Change by Miami
International Securities Exchange, LLC to Amend Exchange Rule 518, Complex Orders

Pursuant to the provisions of Section 19(b)(1) of the Securities Exchange Act of 1934
(“Act”)* and Rule 19b-4 thereunder,? notice is hereby given that on November 9, 2018, Miami
International Securities Exchange, LLC (“MIAX Options’ or the “Exchange’) filed with the
Securities and Exchange Commission (“Commission”) a proposed rule change as described in
Items|, I, and I11 below, which Items have been prepared by the Exchange. The Commissionis
publishing this notice to solicit comments on the proposed rule change from interested persons.

l. Sdf-Regulatory Organization's Statement of the Terms of Substance of the Proposed
Rule Change

The Exchange s filing a proposal to amend Exchange Rule 518, Complex Orders
The text of the proposed rule change is available on the Exchange’' s website at

http://www.miaxoptions.com/rule-filings/ at MIAX Options principal office, and at the

Commission’s Public Reference Room.

Il. Sdf-Regulatory Organization's Statement of the Purpose of, and Statutory Basis for, the
Proposed Rule Change

Initsfiling 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 proposed rule change. The text of these statements may be examined at the places specified

! 15 U.S.C. 785(b)(1).
2 17 CFR 240.19b-4.
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inItem 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. Sdalf-Regul atory Organization's Statement of the Purpose of, and Statutory
Basis for, the Proposed Rule Change

1. Purpose

The Exchange proposes to amend Exchange Rule 518, Complex Orders, to (i) adopt a
new Simple Market Auction or Timer (“SMAT”) Event (defined below); (ii) amend the
Response Time Interval and Defined Time Period for Complex Auctions (each defined below);
(iii) adopt anew Complex Liquidity Exposure Process (“cLEP”); (iv) make minor changes to the
Complex MIAX Options Price Collar Protection; and (v) clarify that the Caendar Spread
Variance (“CSV") price protection applies only to strategiesin American-style option® classes.

Specifically, the Exchange proposes to amend subsection (a)(16), to adopt anew Simple
Market Auction or Timer (SMAT) Event. A SMAT Event is defined as any one of the following;

aPRIME Auction (pursuant to Rule 515A),* a Route Timer (pursuant to Rule 529),° or a

The term “ American-style option” means an option contract that, subject to the
provisions of Rule 700 (relating to the cutoff time for exercise instructions) and to the
Rules of the Clearing Corporation, can be exercised on any business day prior to its
expiration date and on its expiration date. See Exchange Rule 100.

The MIAX Price Improvement Mechanism (“PRIME”) is a process by which a Member
may electronically submit for execution (“Auction”) an order it represents as agent
(“Agency Order”) against principal interest, and/or an Agency Order against solicited
interest. See Exchange Rule 515A.

The Exchange may automatically route orders to other exchanges under certain
circumstances (“Routing Services’). In connection with such services, one of two Route
Mechanisms, Immediate Routing or the Route Timer, will be used when a Public
Customer order is received and/or reevaluated that is both routable and marketable
against the opposite side ABBO upon receipt and the Exchange’ s disseminated market is
not equal to the opposite sside ABBO, or isequal to the opposite side ABBO and of
insufficient size to satisfy the order. For those initiating Public Customer orders that are
routable, but do not meet the additional criteria for Immediate Routing, the System will
implement a Route Timer not to exceed one second (the duration of the Timer will be
announced to Members through a Regulatory Circular), in order to allow Market Makers
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liquidity refresh pause (pursuant to Rule 515(c)(2).® The Exchange now proposes to adopt new
rule text to add the liquidity exposure process timer (pursuant to proposed Rule 515(c)(2)(i)) asa
SMAT Event. Theliquidity exposure process timer, which is not to exceed three (3) seconds, is
engaged as part of the liquidity exposure process for ordersin Proprietary Products’ that would
be posted, managed, or would trade at a price more aggressive than the order’ s protected price. If
aSMAT Event exists during free trading for an option component of a complex strategy, trading
in the complex strategy will be suspended.? The Exchange also proposes to correct an internal
cross reference in subsection (a)(16)(iii) from Rule 515(c)(2) to Rule 515(c)(3) to reflect the new
citation under a currently pending proposed rule change. The purpose of adding the liquidity
exposure process timer asa SMAT Event is to enhance the continuity, trade-through protection,
and orderlinessin the ssimple market and to protect complex order components from being
executed at prices that could improve following a SMAT Event.

Additionally, the Exchange proposes to amend subsection (d)(3) which describes the

Response Time Interval of a Complex Auction, which isasingle-sided auction. The Exchange

and other participants an opportunity to interact with the initiating order. See Exchange
Rule 529.

The System will pause the market for atime period not to exceed one second to allow
additional orders or quotes refreshing the liquidity at the MBBO to be received
(“liquidity refresh pause”) when at the time of receipt or reevaluation of the initiating
order by the System: (A) either the initiating order is alimit order whose limit price
crosses the NBBO or the initiating order is a market order, and the limit order or market
order could only be partially executed; (B) a Market Maker quote was al or part of the
MBBO when the MBBO is aone at the NBBO; and (C) and the Market Maker quote was
exhausted. See Exchange Rule 515(c)(2).

Theterm “Proprietary Product” means a class of optionsthat is listed exclusively on the
Exchange and any of its affiliates. See proposed Exchange Rule 100.

8 See Exchange Rule 518, Interpretations and Policies .05(e)(2)(i).
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offers Complex Auction functionality as described in Exchange Rule 518° and also acPRIME
process, which is unaffected by this proposal, as described in Exchange Rule 515A.12.
Currently, Rule 518(d)(3) provides that the Response Time Interval means the period of
time during which responses to the Request for Responses (“RFR”) message may be entered.
The Rule further provides that the Exchange determines the duration of the Response Time
Interval, which shall not exceed 500 milliseconds, and communicatesit to Members via
Regulatory Circular.'® The Exchange now proposes to adopt new rule text to state that, “the end
of the trading session will also serve as the end of the Response Time Interval for a Complex
Auction still in progress.” In connection with this proposed change the Exchange proposes to
amend subsection (d)(2) to remove the reference to the Defined Time Period for a Complex
Auction. The Defined Time Period represents the period of time preceding the end of atrading
session during which a Complex Auction will not be initiated. Currently, the Defined Time
Period is 2,000 milliseconds™" while the duration of a Complex Auction is just 200 milliseconds.
The Exchange believes that removing this restriction will alow for increased price improvement
opportunities. The Exchange also proposes to amend subsection (¢)(2)(i) to remove the

restriction that a cAOA order™? received during the Defined Time Period will not initiate a new

Certain option classes, as determined by the Exchange and communicated to Members
viaRegulatory Circular, will be digible to participate in a Complex Auction (an “eligible
class’). Upon evaluation as set forth in subparagraph (c)(5) of Rule 518, the Exchange
may determine to automatically submit a Complex Auction-eligible order into a Complex
Auction. Upon entry into the System or upon evaluation of acomplex order resting at the
top of the Strategy Book, Complex Auction-eligible orders may be subject to an
automated request for responses (“RFR”). See Exchange Rule 518(d).

The Exchange notes that the Response Time Interva is currently set to 200 milliseconds.
See MIAX Regulatory Circular 2016-46.

1 See MIAX Regulatory Circular 2016-63.
12

10

A “Complex Auction-on-Arrival” or “cAOA” order is acomplex order designated to be
placed into a Complex Auction upon receipt or upon evaluation . See Exchange Rule
518(b)(2).
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Complex Auction. Under the current rules there is no opportunity at all for price improvement
viaa Complex Auction when there is less than two seconds left in the trading session. The
Exchange believes that removing the Defined Time Period and allowing the end of the trading
session to serve as the end of the Response Time Interval in the limited instance that a Complex
Auction isinitiated with less than 200 milliseconds left in the trading session will allow for more
opportunities for price improvement via the auction process. The Exchange warrants that is has
the System capability to conduct auctions and execute transactions in atimely fashion at any
time during the trading session.

The Exchange also proposes to adopt new subsection (€) to describe a Complex Liquidity
Exposure Process (“cLEP’) for complex orders and complex eQuotes that would violate their
Complex MIAX Price Collar (*“MPC”) price . The MPC price protection feature is an Exchange-
wide mechanism under which a complex order or complex eQuote to sell will not be displayed or
executed at a price that islower than the opposite side cNBBO™ bid at the time the MPC is
assigned by the System™ (i.e., upon receipt or upon opening) by more than a specific dollar
amount expressed in $0.01 increments (the “MPC Setting”), and under which a complex order or
eQuote to buy will not be displayed or executed at a price that is higher than the opposite side
cNBBO offer at the time the MPC is assigned by the System by more than the MPC Setting
(each the “MPC Price”).” The MPC Price s established (i) upon receipt of the complex order or
eQuote during free trading, or (ii) if the complex order or eQuote is not received during free

trading, at the opening (or reopening following a halt) of trading in the complex strategy; or (iii)

13 The term cNBBO means the Complex Nationa Best Bid or Offer and is calculated using
the National Best Bid or Offer (“NBBQO”) for each component of a complex strategy to
establish the best net bid and offer for acomplex strategy. See Exchange Rule 518(a)(2).

Theterm “ System” means the automated trading system used by the Exchange for the
trading of securities. See Exchange Rule 100.

5 See Exchange Rule 518.05(f).

14
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upon evaluation of the Strategy Book by the System when a wide market condition, as described
in Interpretations and Policies .05(e)(1) of this Rule, no longer exists.*® Once established the
M PC Price will not change during the life of the complex order or eQuote.” If the MPC Priceis
priced less aggressively than the limit price of the complex order or eQuote (i.e., the MPC Price
is less than the complex order or eQuote’ s bid price for abuy, or the MPC Priceis greater than
the complex order or eQuote’ s offer price for asell), or if the complex order is a market order,
the complex order or eQuote will be displayed and/or executed up to its MPC Price. Any
unexecuted portion of such acomplex order or eQuote: (A) will be cancelled if it would
otherwise be displayed or executed at a price that is outside the MPC Price; and (B) may be
subject to the managed interest process described in Rule 518(c)(4).*® If the MPC Priceis priced
more aggressively than the limit price of the complex order or eQuote (i.e., the MPC Priceis
greater than the complex order or eQuote’ s bid price for abuy, or the MPC Priceis less than the
complex order or eQuote’' s offer price for asell), the complex order or eQuote will be displayed
and/or executed up to itslimit price. Any unexecuted portion of such acomplex order will be
submitted, if eligible, to the managed interest process described in Rule 518(c)(4), or placed on
the Strategy Book at itslimit price. Any unexecuted portion of such a complex eQuote will be
cancelled.”

The Exchange now proposes to initiate a Complex Liquidity Exposure Auction (“cLEP
Auction) whenever a complex order or complex eQuote would violate its MPC Price. To begin
the cLEP Auction, the System will first broadcast a liquidity exposure message to all subscribers

of the Exchange' s datafeeds. The liquidity exposure message will include the symbol, side of

16 See Exchange Rule 518.05(f)(3).
o See Exchange Rule 518.05(f)(4).
18 See Exchange Rule 518.05(f)(6).
19 See Exchange Rule 518.05(f)(7).
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the market, auction start price (MPC Price), quantity of matched contracts, and the imbalance
quantity. Theinclusion of the quantity of matched contracts at the price included in the RFR
message is intended to inform participants considering submitting an RFR Response the number
of contracts for which there is matched interest, and the purposes of including the imbalance
guantity in the RFR message is to inform such participants of the number of contracts that do not
have matched interest.

The System will initiate a Response Time Interval, as determined by the Exchange and
communicated via Regulatory Circular which shall be no less than 100 milliseconds and no more
than 5,000 milliseconds.®® The Exchange recently surveyed its Members and established that
Members Systems could submit auction responsesin 100 milliseconds or less on average.* At
the conclusion of the Complex Liquidity Exposure Auction if the resulting trade price isless
aggressive than the MPC Price, liquidity will be handled in accordance to Exchange Rule
518(c)(2), Execution of Complex Orders and Quotes. Orders and quotes executed in acLEP
Auction will be allocated in accordance with the Complex Auction allocation procedures
described in Exchange Rule 518(d)(7), Allocation at the Conclusion of a Complex Auction.

At the conclusion of a cLEP Auction the System will calculate the next potential MPC
Price using the auction start price plus (minus) the next MPC increment for buy (sell) orders.
Liquidity with an original price equal to or less aggressive than the new MPC Priceis no longer
subject to the MPC price protection. Liquidity with an origina price more aggressive than the
new MPC Price (or market order liquidity) is subject to the MPC price protection feature using

the new MPC Price.

20 The Exchange notes that the current duration of a cPRIME Auction is 100 milliseconds

and the current duration of a Complex Auction is 200 milliseconds.

2 See Securities Exchange Release N0.80940 (June 15, 2017), 82 FR 28369 (June 21,
2017) (SR-MIAX-2017-16).
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The current rule provides that if the MPC Priceis priced less aggressively than the limit
price of the complex order or eQuote (i.e., the MPC Price is less than the complex order or
eQuote's bid price for abuy, or the MPC Priceis greater than the complex order or eQuote's
offer pricefor asdll), or if the complex order is a market order, the complex order or eQuote will
be displayed and/or executed up to its MPC Price. Any unexecuted portion of such a complex
order or eQuote: (A) will be cancelled if it would otherwise be displayed or executed at a price
that is outside the MPC Price, and (B) may be subject to the managed interest process described
in 518(c)(4).

The Exchange now proposes to amend subsection(f)(6)(A) to provide that any
unexecuted portion of such a complex order or eQuote will be subject to the cLEP as described
in proposed subsection (e). The Exchange believesit to be in the best interest of the Member to
seek liquidity viathe Complex Liquidity Exposure Process as described above, rather than cancel
any unexecuted portion of the order.

The examples below demonstrate an order subject to the Complex Liquidity Exposure
Process.

Example 1
MPC: $0.25

The Exchange has one order resting on its Strategy Book:% +1 component A, -1 component B:

Order 1isto sell 10 at $1.90

MBBO component A: 4.00(10) x 5.00(10)
MBBO component B: 2.00(10) x 2.50(10)
NBBO component A: 4.0510) x 4.15(10)

22 See Exchange Rule 518.05(f)(6).

23 The term “Strategy Book” is the Exchange's electronic book of complex orders and

complex quotes. See Exchange Rule 518(a)(17).
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NBBO component B: 2.30(10) x 2.40(10)
cMBBO: 1.50 (10) x 3.00 (10)
cNBBO: 1.65 (10) x 1.85 (10)

The Exchange receives a new order (Order 2) to buy 20 at $2.25.

Order 2 buys 10 from Order 1 at $1.90 and initiates the Complex Liquidity Exposure Process:
Order 2 repricesto its protected price of $2.10 (cNBO of 1.85 + 0.25) and is posted at that price
on the Complex Order Book and the Complex Liquidity Exposure Process Timer begins.

During the cLEP Auction the Exchange receives a new order (Order 3) to sell 10 at $2.10. This
order locks the current same side Book Price of $2.10 and Order 3 sells 10 to Order 2 at $2.10,
filling Order 2 and ending the Liquidity Exposure Process.

Example 2
MPC: $0.25
The Exchange has one order resting on its book in Strategy +1 component A, -1 component B:

Order 1isto sell 10 at $1.90

MBBO component A: 4.00(10) x 5.00(10)

MBBO component B: 2.00(10) x 2.50(10)

NBBO component A: 4.0510) x 4.15(10)

NBBO component B: 2.30(10) x 2.40(10)

cMBBO: 1.50 (10) x 3.00 (10)

cNBBO: 1.65 (10) x 1.85 (10)

The Exchange receives a new order (Order 2) to buy 20 at $2.25.

Order 2 buys 10 from Order 1 at $1.90 and initiates the Complex Liquidity Exposure Process:
Order 2 repricesto its protected price of $2.10 (cNBO of 1.85 + 0.25) and is posted at that price
on the Strategy Book and the Complex Liquidity Exposure Process Timer begins.

No new liquidity arrives during the Liquidity Exposure Process. At the end of the timer, Order 2
repricesto itslimit of $2.25 and is posted at that price on the Strategy Book, ending the Liquidity
Exposure Process.

The Exchange also proposes to make minor technical changes to Interpretations and

Policies .05 of Exchange Rule 518 to reflect the proposed changes described above. Specificaly,
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the Exchange proposes to remove subparagraph (f)(4) that provides that once established, the
MPC Price will not change during the life of the complex order or eQuote. As described above
the MPC Price for certain liquidities will be subject to are-evaluation process and may change as
aresult of such re-evaluation. Also, the Exchange proposes to amend subparagraph (6)(A) to
remove the provision that any unexecuted portion of such acomplex order or eQuote will be
cancelled if it would otherwise be displayed or executed at a price that is outside the MPC Price,
and to state instead that it will be subject to the cLEP as described in subsection (€) of this Rule.
Additionally, as aresult of the removal of paragraph (4) it is necessary to renumber the
remaining paragraphs for consistency within the numbering hierarchy of the Exchange' srules.
Therefore current paragraph (5) will be renumbered as new paragraph (4); current paragraph (6)
will be renumbered as new paragraph (5); and current paragraph (7) will be renumbered as new
paragraph (6).

Finally, the Exchange proposes to amend subsection (b) of Interpretations and Policies
.05 to adopt new rule text stating that the Calendar Spread Variance (“CSV”) price protection
applies only to strategies in American-style option classes. A Caendar Spread is a complex
strategy consisting of the purchase of one call (put) option and the sale of another call (put)
option overlying the same security that have different expirations but the same strike price. The
CSV establishes a minimum trading price limit for Caendar Spreads. The maximum possible
value of a Calendar Spread is unlimited, thus there is no maximum price protection for Calendar
Spreads. The minimum possible trading price limit of a Calendar Spread is zero minus the pre-
set value of $.10. This ensures that the Strategy doesn’t trade more than $.10 away from its
intrinsic value. (On abasic level the price of an American-style option is comprised of two
components; intrinsic value and time value. |f the strike price of acall option is $5.00 and the

stock is priced at $6.00, there is $1.00 of intrinsic value in the price of the call option, anything
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above $1.00 represents the time value component.) An American-style option must be worth at
least as much asitsintrinsic value because the holder of the option can redlize theintrinsic value
by immediately exercising the option. In a Calendar Spread strategy comprised of American-
style options, ceteris paribus, the far month should be worth more than the near month dueto its
having a greater time to expiration and therefore a higher time value. As European-style
options® may only be exercised on their expiration date, the relationship between the stock price,
option price, and option strike price that exists for American-style options does not exist for
European-style options. Therefore the CSV price protection would be ineffective and will not be

availablefor strategies comprised of European-style options.

2. Statutory Basis

The Exchange believes that its proposed rule change is consistent with Section 6(b) of the
Act® in general, and furthers the objectives of Section 6(b)(5) of the Act®® in particular, in that it
is designed to prevent fraudulent and manipul ative 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 mechanisms of a free and open market
and a national market system and, in general, to protect investors and the public interest.

The Exchange believesits proposal to include the liquidity exposure timer asa SMAT
Event promotes just and equitable principles of trade, removes impediments to and perfects the

mechanisms of afree and open market and a national market system and, in general, protects

24 The term “European-style option” means an option contract that, subject to the provisions

of Rule 700 (relating to the cutoff time for exercise instructions) and to the Rules of the
Clearing Corporation, can be exercised only on its expiration date. See Exchange Rule
100.

2 15 U.S.C. 78f(b).
2 15 U.S.C. 78f(b)(5).
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investors and the public interest. SMAT Events represent temporary interruptions of free trading
in one or more components of acomplex strategy. The temporary suspension of trading in
complex orders during a SMAT Event isintended to enhance continuity, trade-through
protection, and orderlinessin the simple market and to protect complex order components from
being executed at prices that could improve following a SMAT Event. Oncea SMAT Event is
concluded or resolved, the System will re-evaluate the Strategy Book.*’

The Exchange believes that its proposal to eliminate the Defined Time Period to allow
Complex Auctions? to occur throughout the trading session removes impediments to and
perfects the mechanism of afree and open market and a national market system and, in generd,
protects investors and the public interest by removing an unnecessary barrier which prevented
Complex Auctions from occurring with less than two seconds | eft in the trading session. The
current duration of a Complex Auction duration is just 200 milliseconds. The Exchange believes
itisin the best interest of the investor to alow for opportunities for price improvement
throughout the entire trading session. In the event that a Member initiates a Complex Auction
without enough time for Members to respond, the initiating Member is no worse off under the
proposed rule than the Member would have been under the current rule which prevents the
Member from even attempting to initiate a Complex Auction with less than two seconds left in
the trading session.

The Exchange also believes its proposal to adopt a Complex Liquidity Exposure Process
promotes just and equitable principles of trade and removes impediments to and perfects the

mechanisms of a free and open market and a national market system and, in general, protects

2t See Exchange Rule 518, Interpretations and Policies .05(f)(2)(i).

28 Complex Auctions are described in Exchange Rule 518(d) and are separate and distinct

from cPRIME Auctions which are described in Interpretations and Policies .12 of
Exchange Rule 515A, MIAX Price Improvement Mechanism (“PRIME”) and PRIME
Salicitation Mechanism.
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investors and the public interest. The Complex Liquidity Exposure Process provides an
additional opportunity for price discovery for those orders that would trade through their MPC
Price. The Exchange believesits proposal promotes just and equitable principles of trade asit is
in the best interest of the Member to seek liquidity for the unexecuted portion of the order which
exceeds the order’s MPC Price rather than to ssmply cancel the unexecuted portion back to the
Member.?

The Exchange also believes that its proposa to amend Interpretations and Policies .05(f)
to reflect the changes resulting from the introduction of the Complex Liquidity Exposure Process
promotes just and equitable principles of trade, and removes impediments to and perfects the
mechanisms of afree and open market and a national market system and, in general, protects
investors and the public interest by clearly describing the operation of the Exchange's
functionality in the Exchange’srules. The Exchange believesit isin the interest of investors and
the public to accurately describe the behavior of the Exchange's System initsrules asthis
information may be used by investors to make decisions concerning the submission of their
orders. Further, the Exchange's proposal to make non-substantive changes to re-number certain
paragraphs for internal consistency within the rule benefits investors and the public interest by
providing clarity and accuracy in the Exchange’ srules.

Finally, the Exchange believesits proposal to clarify that the Calendar Spread Variance
(CSV) price protection is available only for American-style options promotes just and equitable
principles of trade, and removes impediments to and perfects the mechanisms of afree and open
market and a national market system and, in general, and protects investors and the public

interest by providing clarity and precision in the Exchange' srules. The Exchange believesitis

29 The Exchange notes that Members who believe that an execution has occurred at an

erroneous price may avail themselves of the protections provided in Exchange Rule 521,
Nullification and Adjustment of Options Transactions Including Obvious Errors.
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in the interest of investors and the public to accurately describe the behavior of the Exchange's
System inits rules as this information may be used by investors to make decisions concerning
the submission of their orders. Transparency and clarity are consistent with the Act because it
removes impediments to and hel ps perfect the mechanism of afree and open market and a
national market system, and, in general, protects investors and the public interest by accurately
describing the behavior of the Exchange's System. In particular, the Exchange believes that the
proposed rule change will provide greater clarity to Members and the public regarding the
Exchange' s Rules, and it isin the public interest for rulesto be accurate and concise so asto
eliminate the potential for confusion.

B. Sdalf-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 the proposed rule change will impose any burden on
inter-market competition. The Exchange’s proposal seeks to enhance complex order trading on
the Exchange, and may potentially enhance competition among the various markets for complex
order execution, potentially resulting in more active complex order trading on all exchanges.

Additionally, the Exchange does not believe the proposed rule change will impose any
burden on intra-market competition as the Rules apply equally to al Members of the Exchange.

C. Sdf-Regulatory Organization's Statement on Comments on the Proposed Rule
Change Received from Members, Participants, or Others

Written comments were neither solicited nor received.
1. Date of Effectiveness of the Proposed Rule Change and Timing for Commission Action

Within 45 days of the date of publication of this notice in the Federal Register or
within such longer period (i) as the Commission may designate up to 90 days of such date

if it finds such longer period to be appropriate and publishes its reasons for so finding or
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(i) asto which the Exchange consents, the Commission shall: (a) by order approve or
disapprove such proposed rule change, or (b) institute proceedings to determine whether the
proposed rule change should be disapproved.

V. Solicitation of Comments

Interested persons are invited to submit written data, views, and arguments concerning
the foregoing, including whether the proposed rule change is consistent with the Act.
Comments may be submitted by any of the following methods:

El ectronic comments:

[1 Usethe Commission’s Internet comment form (http://www.sec.gov/rules/sro.shtml);

or

[1 Send an e-mail to rule-comments@sec.gov. Please include File Number SR-

MIAX-2018-36 on the subject line.

Paper comments:

71 Send paper commentsin triplicate to Brent J. Fields, Secretary, Securities and
Exchange Commission, 100 F Street, NE, Washington, DC 20549-1090.
All submissions should refer to File Number SR-MIAX-2018-36. This file number
should be included on the subject line if eemail isused. To help the Commission process and
review your comments more efficiently, please use only one method. The Commission will post

all comments on the Commission’s Internet Web site (http://www.sec.gov/rules/sro.shtml).

Copies of the submission, all subsequent amendments, all written statements with respect
to the proposed rule change that are filed with the Commission, and all written communications
relating to the proposed rule change between the Commission and any person, other than those
that may be withheld from the public in accordance with the provisions of 5 U.S.C. 552, will be

available for website viewing and printing in the Commission’s Public Reference Room, 100 F
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Street, NE, Washington, DC 20549, on official business days between the hours of 10:00 a.m.
and 3:00 p.m. Copies of thefiling also will be available for inspection and copying at the
principal office of the Exchange. All comments received will be posted without change; the
Commission does not edit personal identifying information from submissions. Y ou should
submit only information that you wish to make available publicly.

All submissions should refer to File Number SR-MIAX-2018-36 and should be submitted

on or before [insert date 21 days from publication in the Federal Register]. For the Commission,

by the Division of Trading and Markets, pursuant to delegated authority.*

Brent J. Fields
Secretary

%0 17 CFR 200.30-3(a)(12).
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EXHIBIT5
New text is underlined:;
Deleted text isin [brackets]

MIAMI INTERNATIONAL SECURITIESEXCHANGE, LLC
*kkk*%k
Rule518. Complex Orders
(a) Definitions.
(1) — (15) No change

(16) Simple Market Auction or Timer (“SMAT”) Event. A SMAT Event is defined
as any of thefollowing:

(i) aPRIME Auction (pursuant to Rule 515A);
(ii) a Route Timer (pursuant to Rule 529);[ or]
(iii) aliquidity refresh pause (pursuant to Rule 515(c)([2]3)):[.]

(iv) aLiquidity Exposure Process (pursuant to Rule 515(c)(2)).

Complex orders and quotes will be handled during a SMAT Event as described in Interpretations
and Policies .05(e)(2) of thisRule.

(17) No change
(b) Typesof Complex Orders.

(1) General. The Exchange will issue a Regulatory Circular listing which complex order
types, among the complex order types set forth in this Rule, are available for use on the
Exchange. Additional Regulatory Circulars will be issued as additional complex order types,
among those complex order types set forth herein, become available for use on the Exchange.
Regulatory Circulars will also be issued when a complex order type that had been in usage on the
Exchange will no longer be available for use. Among the complex order types that may be
submitted are limit orders, market orders, Good ‘til Cancelled (“*GTC”) orders, or day limit
orders as each such term is defined in Rule 516, or Complex Auction-on-Arrival (“cAOA™)
orders, Complex Auction-or-Cancel (“cAOC”) orders, or Complex Immediate-or-Cancel
(“clOC”) orders, as such terms are defined bel ow.

(2) Complex Auction-on-Arrival Order.
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(i) A “Complex Auction-on-Arrival” or “cAOA” order is a complex order
designated to be placed into a Complex Auction upon receipt or upon evaluation. Complex
orders that are not designated as cCAOA will, by default, not initiate a Complex Auction upon
arrival, but except as described herein will be eligible to participate in a Complex Auction that is
in progress when such complex order arrives or if placed on the Strategy Book may participatein
or may initiate a Complex Auction, following evaluation conducted by the System (as described
in subparagraph (d) below). [A cAOA order received during the Defined Time Period (as
described in Rule 518(d)(2) below) will not initiate a new Complex Auction.]

(i) No change
(3) —(7) No change
() No change

(d) Complex Auction Process. Certain option classes, as determined by the Exchange and
communicated to Members via Regulatory Circular, will be eligible to participate in a Complex
Auction (an “eligible class’). Upon evaluation as set forth in subparagraph (c)(5) above, the
Exchange may determine to automatically submit a Complex Auction-eligible order into a
Complex Auction. Upon entry into the System or upon evauation of a complex order resting at
the top of the Strategy Book, Complex Auction-eligible orders may be subject to an automated
reguest for responses (“RFR”).

(1) No change

(2) Commencement of Complex Auction. Upon receipt of a Complex Auction-eligible
order or upon an evaluation by the System indicating that there is a Complex Auction-€eligible
order resting on the Strategy Book, as set forth in subparagraph (c)(5) above, the Exchange may
begin the Complex Auction process by sending an RFR message. The RFR message will be sent
to all subscribers to the Exchange's data feeds that deliver RFR messages. The RFR message
will identify the complex strategy, the price, quantity of matched complex quotes and/or orders
at that price, imbalance quantity, and side of the market of the Complex Auction-eligible order.
The price included in the RFR Message will be the limit order price, unless: (i) that price is
through the opposite side dcMBBO, or (ii) the Complex Auction isinitiated by a complex market
order, in which case such price will be the dcMBBO. The Exchange may determine to limit the
frequency of Complex Auctions for a complex strategy (i.e., establish a minimum time period
between Complex Auctions initiated for complex orders in that strategy resting on the Strategy
Book). The duration of such limitation will be established on an Exchange-wide basis and
communicated to Members via Regulatory Circular. The Exchange will not change the duration
of the minimum time period on an intra-day basis during any trading session. However, a new
complex order received by the System during such limitation that ordinarily triggers a Complex
Auction will still trigger a Complex Auction upon receipt. [Notwithstanding the foregoing, the
System will not commence a Complex Auction within a defined time period prior to the end of
the trading session (the “Defined Time Period”) established by the Exchange and communi cated
to Members via Regulatory Circular). The Defined Time Period shal be at least 100
milliseconds, and may not exceed 10 seconds.]
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(3) Response Time Interval. The “Response Time Interval” means the period of time
during which responses to the RFR may be entered. The Exchange will determine the duration
of the Response Time Interval, which shall not exceed 500 milliseconds, and will communicate it
to Members via Regulatory Circular. The end of the trading session will also serve as the end of
the Response Time Interval for a Complex Auction still in progress.

(4) — (12) No change

(e) Complex Liquidity Exposure Process (“cLEP”) for Complex Orders. The System will
initiate a cLEP Auction whenever a complex order or eQuote would violate its MPC Price, as
described in Interpretations and Policies .05(f). First, the System will begin the cLEP Auction by
broadcasting a liquidity exposure message to all subscribers of the Exchange's data feeds. The
liquidity exposure message will include the symbol, side of the market, auction start price (MPC
Price), quantity of matched contracts, and the imbalance quantity.

Response Time I nterval. The “Response Time Interva” means the period of time during which
responses to the liquidity exposure message may be entered. The duration of the Response Time
Interval shall be no less than 100 milliseconds and no more than 5,000 milliseconds, as
determined by the Exchange and announced through a Regulatory Circular.

Responses. Members may submit a response to the liquidity exposure message during the
Response Time Interval. Responses may be submitted in $0.01 increments. Responses must be a
cAQOC order or a cAOC eQuote as defined in Interpretations and Policies .02 of this Rule and
may be submitted on either side of the market. Responses represent non-firm interest that can be
withdrawn at any time prior to the end of the Response Time Interval. At the end of the
Response Time Interval, responses are firm (i.e., guaranteed at the response price and size). Any
responses not executed in full will expire at the end of the Complex Liquidity Exposure Auction.
A response with a size greater than the aggregate size of interest at the same price on the same
side of the market as the initiating order (the “agagregate auctioned size”) will be capped for
allocation purposes at the aggregate auctioned size.

End of Complex Liquidity Exposure Process. At the conclusion of the Complex Liquidity
Exposure Auction, if the resulting trade price is less aggressive than the MPC Price (lower for a
buy order or eQuote, or higher for asell order or eQuote), liquidity will be handled in accordance
to subsection (c)(2) of this Rule, Execution of Complex Orders and Quotes.

Allocation at the Conclusion of a Complex Liquidity Exposure Auction. Orders and quotes
executed in acLEP Auction will be allocated first in price priority based upon their original limit
price, and thereafter in accordance with the Complex Auction allocation procedures described in
subsection (d)(7)(i) — (vi) of this Rule.

Reevaluation. At the conclusion of a cLEP Auction, the System will calculate the next potential
MPC Price for remaining liquidity with an original price more aggressive than the auction start
price and the existing MPC Price, as the auction start price plus (minus) the next MPC increment
for buy (sell) orders. Liquidity with an original price equal to or less aggressive than the new
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MPC Price is no longer subject to the MPC price protection. Liquidity with an origina price
more aggressive than the new MPC Price (or market order liquidity) is subject to the MPC price
protection feature using the new MPC Price.

Interpretations and Policies:
.01. —.04 No change

.05. Price and Other Protections. Unless otherwise specifically set forth herein, the price and
other protections contained in this Interpretations and Policies .05 apply to al complex order
types set forth in Rule 518(b) above.

(& No change

(b) Calendar Spread Variance (“CSV”) Price Protection. A “Calendar Spread” is a complex
strategy consisting of the purchase of one call (put) option and the sale of another call (put)
option overlying the same security that have different expirations but the same strike price. The
CSV establishes a minimum trading price limit for Calendar Spreads.

(1) The maximum possible value of a Calendar Spread is unlimited, thus there is no
maximum price protection for Calendar Spreads. The minimum possible trading price limit of a
Calendar Spread is zero minus a pre-set value.

(2) The pre-set value will be uniform for all option classes traded on the Exchange as
determined by the Exchange and communicated to Members via Regulatory Circular.

(3) CSV Price Protection applies only to strategies in American-style option classes.

(c) —(e) Nochange

(f) Complex MIAX Options Price Collar Protection. The Complex MIAX Price Collar
(*MPC”) price protection feature is an Exchange-wide price protection mechanism under which
a complex order or eQuote to sell will not be displayed or executed at a price that is lower than
the opposite side cNBBO bid at the time the MPC is assigned by the System (i.e., upon receipt or
upon opening) by more than a specific dollar amount expressed in $0.01 increments (the “MPC
Setting”), and under which a complex order or eQuote to buy will not be displayed or executed at
aprice that is higher than the opposite side cNBBO offer at the time the MPC is assigned by the
System by more than the MPC Setting (each the “MPC Price”).

(2) — (3) No change

[(4) Once established, the MPC Price will not change during the life of the complex order
or eQuote.]

([5]4) A Temporary MPC Price (“TMPC Price’) is established solely for use during a
Complex Auction (as described in Rule 518(d)) or a cPRIME Auction (as described in Rule



SR-MIAX-2018-36 Page 39 of 39

515A, Interpretations and Policies .12) for (i) any complex order resting on the Strategy Book
that does not have an MPC assigned and is eligible to participate in a Complex Auction or a
cPRIME Auction in that strategy; or (ii) any complex order or eQuote received during a cPRIME
Auction if a wide market condition existed in a component of the strategy at the start of the
cPRIME Auction. The TMPC Price shall be the auction start price (the auction start price of a
cPRIME Agency Order for a cPRIME Auction is defined in Rule 515A.12(a)(i) and the auction
start price for a Complex Auction is defined in Rule 518(d)(1)) plus (minus) the MPC Setting if
the order is a buy (sell). If the complex order or eQuote dligible to participate in the Complex
Auction or cPRIME Auction is priced more aggressively than the TMPC Price (i.e., the complex
order or eQuote price is greater than the TMPC Price for a buy order, or the complex order or
eQuote price is lower than the TMPC Price for a sell order) the complex order or eQuote may
participate in the auction but will not trade through its TMPC Price.

([6]5) If the MPC Price is priced less aggressively than the limit price of the complex
order or eQuote (i.e., the MPC Price is less than the complex order or eQuote’s bid price for a
buy, or the MPC Price is greater than the complex order or eQuote's offer price for a sell), or if
the complex order is a market order, the complex order or eQuote will be displayed and/or
executed up to its MPC Price. Any unexecuted portion of such a complex order or eQuote: (A)
will be subject to the cLEP as described in subsection (€) of this Rulecancelled if it would
otherwise be displayed or executed at a price that is outside the MPC Price], and (B) may be
subject to the managed interest process described in Rule 518(c)(4).

([716) If the MPC Price is priced more aggressively than the limit price of the complex
order or eQuote (i.e., the MPC Priceis greater than the complex order or eQuote’ s bid price for a
buy, or the MPC Price is less than the complex order or eQuote's offer price for a sdl), the
complex order or eQuote will be displayed and/or executed up to its limit price. Any unexecuted
portion of such a complex order will be submitted, if eligible, to the managed interest process
described in Rule 518(c)(4), or placed on the Strategy Book at its limit price. Any unexecuted
portion of such acomplex eQuote will be cancelled.

*kkkkk*%x



