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On June 2, 2003, the Pacific Exchange, Inc. (“PCX” or “Exchange”) through its wholly owned
subsidiary PCX Equities, Inc. (“PCXE”) filed with the Securities and Exchange Commission a
proposed rule change to establish a closing auction and create a Market-on-Close (“MOC”) and
Limit—on-Close (“LOC”) order types. On October 7, 2003, October 15, 2003, and December 2,
2003, the Exchange filed Amendment Nos. 1, 2, and 3 respectively, to the proposed rule. The
Commission approved the PCX’ s proposed rule change, as amended, on December 4, 2004.

The following is the text of the rule change. Questions regarding this bulletin may be directed to
Mai Shiver, Acting Director/Senior Counsel, Regulatory Policy at (415) 393-4266.

* * %

EXHIBIT A

Text of the Proposed Rule Change:l
PCX Equities, Inc.

Rulel
Definitions
Rule 1.1(a) — (p) — No change.

2
Imbalance

(q) For the purposes of the Opening Auction, the Market Order Auction, the Closing
Auctionand the Trading Halt Auction, as the case may be,

New text is underscored; deleted text isin brackets.
Note recently approved rule text from File No. SR-PCX-2003-48 is incorporated into PCXE Rule 1.1(q).



(2) the term "Imbalance" shall mean the number of buy or sell sharesthat cannot
be matched with other shares at the Indicative Match Price at any given time.

(A) the term “Total Imbalance” shall mean the net Imbalance of buy (sell)
orders at the Indicative Match Price for al orders that are eligible for execution
during the applicable auction.

(B) the term “Market Imbalance” shall mean:

(i) asit relates to the Market Order Auction, the imbalance of any
remaining buy (sell) Market Orders that are not matched for execution
during the applicable auction.

(ii) asit relates to the Closing Auction, the imbalance of any
remaining buy (sell) Market-on-Close Orders that are not matched for
execution during the applicable auction.

Indicative Match Price

(r) For the purposes of the Opening Auction, the Market Order Auction, the Closing
Auctionand the Trading Halt Auction, as the case may be, the term "Indicative Match Price"
shall mean for each security (1) the price at which the maximum volume of shares are
executable; or (2) if there are two or more prices at which the maximum volume of shares are
executable, the price that is closest to the closing price of the previous trading day's normal
market hours (or, in the case of a Closing Auction or a Trading Halt Auction, the last sale during
normal market hours), as determined by the [C] consolidated [T] tape will establish the opening
price (or the closing price in the case of a Closing Auction), provided that if such price would
trade through an eligible Limited Price Order designated for such auction, then the opening price
will occur at the best price level available where no trade through occurs.

(s) Theterm "Limited Price Order" shall mean any order with a specified price or prices
(e.g., limit orders, Limit-on-Close Orders, and Working Orders), other than Stop Orders.

(t) — (aaa) — No change.

Rule7
Equities Trading

Ordersand Modifiers
Rule 7.31 (a) — (cc) — No change.

(dd) Market-on-Close Order (“MOC”). A Market Order that is to be executed only
during the Closing Auction.




(ee) Limit-on-Close Order (“LOC"). A Limited Price Order that is to be executed only

during the Closing Auction.

Trading Sessions
Rule 7.34(a) — (c) — No change.

(d) Orders Permitted in Each Session.
(1) — No change.

(A) — (H) —No change.
(2) During the Core Trading Session[,] :

(A) M[m]arket O[o]rders, Stop Orders, NOW Orders, PNP Orders and orders eligible
for the Directed Order, Display Order, Working Order and Tracking Order Processes are
eligible for entry into and execution on the Archipelago Exchange.

(B) Users may enter Market-on-Close Orders, Limit-on-Close Orders, and Limited
Price Orders beginning at 4:30 am (Pacific Time) and concluding at 1:00 pm (Pacific Time)
for inclusion in the Closing Auction, except as provided in Rule 7.35(e)(2). Market-on-Close
Orders and Limit-on-Close Orders are €ligible for execution only during the Closing Auction.
Market Orders are not eligible for execution in the Closing Auction.

(C) Market-on-Close Orders and Limit-on-Close Orders that are not executed during
the Closing Auction shall be cancelled. Timed Orders designated as good from 1:00 pm
(Pacific Time) shall not be digible to participate in the Closing Auction.

(3) —No change.
(e) — (f) — No change.

[Opening Session] Auctions
Rule 7.35(a) — (¢) — No change.
[(d) Re-Opening After Trading Halts. To re-open trading in a security following a

trading halt in that security, the Archipelago Exchange shall conduct a Trading Halt Auction, as
described below:]’

Former Rule 7.35(d) is being moved to Rule 7.35[(g)](f).



[(1) Re-Opening Time. After trading in a security has been halted, the
Corporation shall disseminate the estimated time at which trading in that security will re-
open (the “Re-Opening Time").]

[(2) Publication of Indicative Match Price and Imbalances]

[(A) Immediately after trading is halted in a security, and various times
thereafter as determined fro time to time by the Corporation, the Indicative Match
Price of the Trading Halt Auction and the volume available to trade at such price,
shall be published via electronic means as determined from time to time by the
Corporation. If such a price does not exist (i.e., there is an Imbalance of market
orders), the Archipelago Exchange shall indicate via el ectronic means that an
Indicative Match Price does not exist.]

[(B) Immediately after trading is halted in a security, and various times
thereafter as determined from time to time by the Corporation, the market order
Imbalance associated with the Trading Halt Auction, if any, shall be published via
electronic means as determined from time to time by the Corporation.]

[(C) If the difference between the Indicative Match Price and the last price
prior to the trading halt, as determined by the Consolidated Tape, is equal to or
greater than a pre-determined amount, as determined from time to time by the
Corporation, the Archipelago Exchange will assign a“SIG” designator to such
Indicative Match Price and publish such designator via electronic means as
determined from time to time by the Corporation.]

[(3) Reduction of Imbalances]

[(A) Any Imbalance in the Trading Halt Auction may be reduced by new
orders, entered on the side of the market opposite the Imbalance, pursuant to the
following priority:]

[(i) Market orders;]
[(i1) Limited Price Orders; and]
[(iil) Auction-Only Limit Orders.]

[(B) Primary Only Orders may be submitted to the Archipelago Exchange
during atrading halt. Cleanup Orders are not eligible for execution in the Trading
Halt Auction.]

[(C) The Corporation, if it deems such action necessary, will disseminate

the time, prior to the time that orders are matched pursuant to the Trading Halt
Auction, at which orders may no longer be cancelled.]



[(D) Interaction with ITS]

[(i) If apre-opening indication is required pursuant to the ITS Plan,
the Corporation will disseminate three minutes prior to the Re-Opening
Time the applicable price range, consisting of the Indicative Match Price
as one end of the price range and the Indicative Match Price plus an
amount determined by the Corporation for the higher end of the price
range.]

[(ii) The Archipelago Exchange will treat any responses to a pre-
opening indication as an Auction-Only Limit Order.]

[(E) Other market centers may use private communication connections to
enter Auction-Only Limit Orders for a Trading Halt Auction.]

[(4) Determination of Trading Halt Auction Price]
[(A) For exchange-listed securities:]

[(i) If there is no Imbalance and no other market center has re-
opened trading in the security, orders will be executed in the Trading Halt
Auction at the Indicative Match Price as of the Re-Opening Time.]

[(ii) If an Imbalance exists, or if an equilibrium exists between buy
market orders and sell market orders, or if another market center has re-
opened trading in the security, as many buy market orders and sell market
orders as possible shall be matched, on atime priority basis, at the
midpoint of the first uncrossed, unlocked NBBO, once an NBBO is
available]

[(B) For A Nasdag Security:]

[(i) If there is no Imbalance, orders will be executed in the Trading
Halt Auction at the Indicative Match Price as of the Re-Opening Time.]

[(ii) If an Imbalance exists, or if an equilibrium exists between buy
market orders and sell market orders, as many buy market orders and sell
market orders as possible shall be matched, on atime priority basis, once
an NBBO isavailable|]

[(a) at the midpoint of the NBBO at the Re-Opening Time,
provided that the NBBO is not crossed; or]

[(b) a the midpoint of the first uncrossed NBBO after the
Re-Opening Time, inthe case in which the NBBO is crossed, but
one side of the BBO is not crossed by the NBBO; or]



[(c) at the midpoint of the first uncrossed NBBO after the
Re-Opening Time, in the case in] [which the NBBO is crossed and
where both sides of the BBO are crossed by the NBBO; or]

[(d) at the bid (offer) of the BBO that was crossed prior to
the Re-Opening Time, in the case in which the BBO is crossed by
amarket participant; or]

[(C) For those issues for which the Corporation is the primary market:
Orderswill be executed at the Indicative Match Price at the Re-Opening Time. |f
equilibrium exists between buy and sell market orders, the match price shall be at
the last Corporation sale price in the security regardless of the trading session;
however, if the last Corporation sale price is lower than the BBO, the match price
shall be the displayed bid in the security, or if the last Corporation sale priceis
higher than the BBO, the match price will be the displayed offer in the security.]

[(5) If any orders are not executed in their entirety during the Trading Halt
Auction, then such orders shall be executed in accordance with Rule 7.37 after the
completion of the Trading Halt Auction.]

[(6) After the completion of the Trading Halt Auction, the Archipelago Exchange
will re-open for trading the previously halted security in accordance with Rule 7.]

(d) Transition to Core Trading Session.”

(1) Limited Price Orders entered before 6:28 am (Pacific Time) shall participate
in the Market Order Auction. Limited Price Orders designated for the Core Trading
Session entered after 6:28 am (Pacific Time) shall become dligible for execution at 6:30
am (Pacific Time) or at the conclusion of the Market Order Auction, whichever is later.

(2) Market Orders entered after 6:28 am (Pacific Time) and before 6:30 am
(Pacific Time), which are éligible for either the Market Order Auction or the Core
Trading Session, shall become dligible for execution at 6:30 am (Pacific Time) or at the
conclusion of the Market Order Auction, whichever is later, unless otherwise provided in
Rule 7.35(c)(2)(C).

(3) Stop Orders entered before or during the Opening Session become dligible for
execution at 6:30 am (Pacific Time) or at the conclusion of the Market Order Auction,
whichever is later.

[(e) Transition to Core Trading Session.]

Former Rule 7.35(€) is being moved to Rule 7.35(d).



[(1) Limited Price Orders entered before 6:28 am (Pacific Time) shall participate
in the Market Order Auction. Limited Price Orders designated for the Core Trading
Session entered after 6:28 am (Pacific Time) shall become eligible for execution at 6:30
am (Pacific Time) or at the conclusion of the Market Order Auction, whichever is later.]

[(2) Market orders entered after 6:28 am (Pacific Time) and before 6:30 am
(Pacific Time), which are eligible for either the Market Order Auction or the Core
Trading Session, shall become eligible for execution at 6:30 am (Pacific Time) or at the
conclusion of the Market Order Auction, whichever is later, unless otherwise provided in
Rule 7.35(c)(2)(C).]

[(3) Stop Orders entered before or during the Opening Session become eligible for
execution at 6:30 am (Pacific Time) or at the conclusion of the Market Order Auction,
whichever is later.]

(e) Closing Auction

(1) Publication of Indicative Match Price and | mbalances

(A) Beginning at 12:00 pm (Pacific Time), and updated real-time
thereafter, the Indicative Match Price of the Closing Auction and the volume
available to trade at such price, and the Imbalance associated with the Closing
Auction, if any, will be, shall be published via electronic means. The Imbalance
shall include both the Total Imbalance and Market |mbalance.

Example 1: (1) Limit-on-Close Order to buy 1000 shares at 50;
(2) Limit-on-Close Order to sall 5000 shares at 40; and
(3) Market-on-Close Order to sell 2000 shares.

The Archipelago Exchange will publish an Indicative Match Price of 40, a
match volume of 1000 shares, a Market Imbalance of 1,000 shares and a Total
Imbalance of 6,000 shares.

Example 2. (1) Market-on-Close Order to buy 3000 shares,
(2) Market-on-Close Order to sell 1000 shares;
(3) Limit Order to sell 1000 shares at 41; and
(4) Limit Order to sell 1000 shares at 41.25.

The Consolidated Tape last sale was 41.25. The Archipelago Exchange
will publish an Indicative Match Price of 41.25 and a match volume of 3000
shares and will not publish an Imbalance.

(B) If an Indicative Match Price does not exist, the Archipelago Exchange
shall indicate via electronic means that an Indicative Match Price does not exist.

(C) If the difference between the Indicative Match Price and the last sale
during norma market hours, as determined by the consolidated tape, is equal to or
greater than a pre-determined amount, as determined from time to time by the




Corporation, the Archipelago Exchange will assign a"SIG" designator to such
Indicative Match Price and publish such designator via electronic means.

(2) Reduction of Imbalances

(A) Any Imbalance in the Closing Auction may be reduced by new orders,
entered on the side of the market opposite the |mbalance, pursuant to the
following priority:

(i) Market-on-Close Orders;

(ii) Limit orders entered prior to the Closing Auction; and

(iii) Limit-on-Close Orders.

(B) Between 12:58 pm (Pacific Time) and the conclusion of the Closing
Auction, Limited Price Orders may be cancelled, but Market-on-Close Orders and
Limit-on-Close Orders may not be cancelled.

(C) Between 12:58 pm (Pacific Time) and the conclusion of the Closing
Auction, Market-on-Close Orders and Limit-on-Close Orders may not be entered
on the same side as the Imbalance. Market-on-Close Orders and Limit-on-Close
Orders that reduce the Imbalance may be entered on the opposite side of the
Imbalance, however, any time before the Closing Auction. Market-on-Close
Orders and Limit-on-Close Orders that create equilibrium and thereafter convert
the Imbalance from a buy to a sdll (or convert the Imbalance from a sell to a buy)
I mbalance will be rejected.

Example: (1) Limit-on-Close Order to buy 1000 shares; (2) Limit-on
Close Order to sdll 1500 shares, creating an Imbalance of 500 shares on
the sell side. A Market-on-Close Order or Limit-on-Close Order to buy
500 shares would be permitted because it achieves equilibrium. However,
aMarket-on-Close Order or Limit-on-Close Order to buy 1000 shares
would ot be permitted as it would inverse the Imbalance of 500 shares on
the sell side to an Imbalance of 500 shares on the buy side.

(3) Determination of Closing Auction Price

(A) If thereis no Imbalance, orders will be executed in the Closing
Auction at the | ndicative Match Price as of 1:00 p.m. (Pacific Time).

(B) If an Imbalance exists, or if equilibrium exists between buy Market-
on-Close Orders and sell Market-on-Close Orders and an Indicative Match Price
does not exist, as many buy Market-on-Close Orders and sell Market-on-Close
Orders as possible shall be matched, on atime priority basis as follows:

(i) At the midpoint of the NBBO at 1:00 pm (Pacific Time),
provided that the NBBO of the market centers that are still open is not
locked or crossed; or




(ii) At the locked price if the NBBO islocked at 1:00 pm (Pacific
Time); or
(iii) if the NBBO is crossed at 1:00 pm (Pacific Time) and the

Archipelago Exchangeis a party to the crossed market, at the bid (offer)
side of the BBO which is crossed with the NBBO; or

(iv) if the NBBO is crossed at 1:00 pm (Pacific Time) and the
Archipelago Exchange is not a party to the crossed market, at the last sale
during the reqular market hours as determined by the consolidated tape.

Such executions shall be designated with a modifier to identify them as Closing
Auction trades. The Market-on-Close Orders that are eligible for, but not
executed in, the Closing Auction shall be cancelled immediately upon conclusion
of the Closing Auction.

[f] [Whenever in the judgment of the Corporation the interests of afair and orderly
market so require, the Corporation may adjust the timing of the auctions set forth in this Rule.] °

(f) Re-Opening After Trading Halts. To re-open trading in a security following a trading
halt in that securigy, the Archipelago Exchange shall conduct a Trading Halt Auction, as
described below:

(1) Re-Opening Time. After trading in a security has been halted, the
Archipelago Exchange shall disseminate the estimated time at which trading in that
security will re-open (the “Re-Opening Time”").

(A) For Nasdaqg securities and securities that are dually listed on both
Nasdag and listed on the Corporation whereby trading in a security is halted and
thereafter scheduled to reopen prior to 12:55 pm (Pacific Time), the Archipelago
Exchange will conduct a Halt Auction pursuant to the applicable procedures set
forth in subsection (f)(2) through (6) of this Rule.

(B) For Nasdaq securities and securities that are dually listed on both
Nasdaqg and listed on the Corporation whereby trading in a security is halted and
thereafter scheduled to reopen at 12:55 pm (Pacific Time) or later, no Closing
Auction will occur for that security. Instead, the Archipelago Exchange will
conduct a Halt Auction pursuant to the applicable procedures set forth in
subsection (f)(2) through (6) of this Rule.

(2) Publication of Indicative Match Price and | mbalances

(A) Immediately after trading is halted in a security, and updated real-time
thereafter, the Indicative Match Price of the Trading Halt Auction and the volume
avallable to trade at such price, shall be published via electronic means. If such a

Former Rule 7.35(f) is being moved to Rule 7.35 (g).
Former Rule 7.35(d) is being moved to Rule 7.35(f).



price does not exist, the Archipelago Exchange shall indicate via el ectronic means
that an Indicative Match Price does not exist.

(B) Immediately after trading is halted in a security, and updated real-time
thereafter, the Market Imbalance and Total |mbalance associated with the Trading
Halt Auction, if any, shall be published via electronic means.

(C) If the difference between the Indicative Match Price and the last price
prior to the trading halt, as determined by the Consolidated Tape, is equal to or
greater than a pre-determined amount, as determined from time to time by the
Corporation, the Archipelago Exchange will assign a“SIG” designator to such
I ndicative Match Price and publish such designator via electronic means.

(3) Reduction of Imbalances

(A) Any Imbalance in the Trading Halt Auction may be reduced by new
orders, entered on the side of the market opposite the |mbalance, pursuant to the
following priority:

(i) Market Orders; and

(i1) Limited Price Orders.

(B) Primary Only Orders may be submitted to the Archipelago Exchange
during atrading halt. Cleanup Orders are not eligible for execution in the Trading
Halt Auction.

(C) The Corporation, if it deems such action necessary, will disseminate
the time, prior to the time that orders are matched pursuant to the Trading Halt
Auction, at which orders may no longer be cancelled.

(D) Interaction with ITS

(i) If apre-opening indication is required pursuant to the ITS Plan,
the Corporation will disseminate three minutes prior to the Re-Opening
Time the applicable price range, consisting of the Indicative Match Price
as one end of the price range and the Indicative Match Price plus an
amount determined by the Corporation for the higher end of the price

range.

(i) The Archipelago Exchange will treat any responses to a pre-
opening indication as an Auction-Only Limit Order.




(E) Other market centers may use private communication connections to
enter Auction-Only Limit Orders for a Trading Halt Auction.

(4) Determination of Trading Halt Auction Price

(A) For exchange-listed securities:

(i) If there is no Imbalance and no other market center has re-
opened trading in the security, orders will be executed in the Trading Halt
Auction at the Indicative Match Price as of the Re-Opening Time.

(i) If an Imbalance exists, or if an equilibrium exists between buy
market orders and sell market orders and an Indicative Match Price does
not exist, or if another market center has re-opened trading in the security,
as many buy market orders and sell market orders as possible shall be
matched, on atime priority basis, a the midpoint of the first uncrossed,
unlocked NBBO, once an NBBO is available.

(B) For Nasdaq securities:

(i) If thereis no Imbalance, orders will be executed in the Trading
Halt Auction at the Indicative Match Price as of the Re-Opening Time.

(ii) If an Imbaance exists, or if equilibrium exists between buy
market orders and sell market orders, as many buy market orders and sell
market orders as possible shall be matched, on atime priority basis, once
an NBBO is available,

(a) at the midpoint of the NBBO at the Re-Opening Time,
provided that the NBBO is not crossed; or

(b) at the midpoint of the first uncrossed NBBO after the
Re-Opening Time, in the case in which the NBBO is crossed, but
one side of the BBO is not crossed by the NBBO: or

(c) at the midpoint of the first uncrossed NBBO after the
Re-Opening Time, in the case in which the NBBO is crossed and
where both sides of the BBO are crossed by the NBBO: or

(d) at the bid (offer) of the BBO that was crossed prior to
the Re-Opening Time, in the case in which the BBO is crossed by
amarket participant; or

(C) For those issues for which the Corporation is the primary market:
Orders will be executed at the Indicative Match Price at the Re-Opening Time. If
equilibrium exists between buy and sell Market Orders, the match price shall be at




the last Corporation sale price in the security regardless of the trading session;
however, if the last Corporation sale price is lower than the BBO, the match price
shall be the displayed bid in the security, or if the last Corporation sale priceis
higher than the BBO, the match price will be the displayed offer in the security.

(5) If any orders are not executed in their entirety during the Trading Halt
Auction, then such orders shall be executed in accordance with Rule 7.37 after the
completion of the Trading Halt Auction.

(6) After the completion of the Trading Halt Auction, the Archipelago Exchange
will re-open for trading the previously halted security in accordance with Rule 7.

(g) Whenever in the judgment of the Corporation the interests of afair and orderly
market so require, the Corporation may adjust the timing of the auctions set forth in this Rule.’

Former Rule 7.35(f) is being moved to Rule 7.35(g).



