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supervisor of MX will telephone the qualified market makers to “shop around” the trade. If there
are no interested parties, then Client A can complete the full volume of the option cross trade. If
the MX market supervisor finds an interested MX market maker (“Client B”), then Client B will be
the opposite side of the option trade. When a match is found (whether with Client B or the full
cross for Client A), a timestamp is created for that match (the “MX Trade”). The MX market
supervisor then contacts TSX staff (via email and telephone) to advise and provide details of the
MX Trade including the timestamp. TSX staff will then manually effect the trade of the underlying
equities securities on TSX at the timestamp between Client A and Client B (or in the case of a full
cross, just Client A). Client A and Client B are always approved participants of MX and TSX.
Under the current procedures, a Contingent Option Trade must occur within the existing market
price (the “NBBQO”) for the underlying security at the timestamp.

Given that price discovery occurs on MX and the relative price of the options instrument to the
underlying securities is what drives trading on Contingent Option Trades, TSX is proposing to
amend the Contingent Option Trade procedures to allow for the trade in securities on TSX to
execute at a price within the daily high and low price, which may be outside the NBBO (the “COT
Amendments”). Contingent Option Trades will continue not setting the last sale, open, close,
high or low prices, and will be disseminated using the existing “MS” special terms marker on the
TSX public market data feeds. The COT Amendments seek to provide TSX participants and MX
members with the flexibility and confidence to effect both the equity and derivative components
of a Contingent Option Trade with ease. The COT Amendments are a result of client demand
and aim to align our Contingent Option Procedures with other markets who offer this functionality
as described in the MX proposal found here.

The scenario below illustrates how a Contingent Option Trade would be treated under the current
procedures and under the Amendments:

e A dealer creates the following contingent option instrument on MX:
o Expiry date: June 1, 2024
o Strike Price: $43.00
o Call option
o Underlying Equities Price: $42.20
o Delta: 45%
e |f the option quantity traded is 200 call option contracts, the underlying equities trade that
would be routed to TSX is 9,000 shares at $42.20 per share calculated as follows:
o 200 options x 100 (option multiplier) x 45% (delta) = 9,000 shares at $42.20 per
share.


https://www.m-x.ca/f_circulaires_en/133-23_en.pdf

In connection with COT Amendments, TSX is also proposing to automate the process for
Contingent Option Trades (the “Automation Amendments”, and together with the COT
Amendments, the “Amendments”).

While Rule 4-1103 - Exchange for Physicals and Contingent Option Trades of the TSX Rules
(“Rule 4-1103") permits the Amendments, TSX is proposing that the policies and procedures as
set out in Policy 4-1103 Exchange for Physicals and Contingent Option Trades be removed from
the TSX Ru



Under the automated process, Contingent Option Trades will continue to be marked as “MS”.
(iii) Impact on Compliance with Applicable Securities Laws

The Amendments will not impact TSX's compliance with applicable securities laws requirements
for fair access and maintenance of fair and orderly markets. As noted above, TSX is of the view
that the Amendments will support the maintenance of fair and orderly markets.

Consultations Undertaken in Formulating the Amendments

TSX did not conduct any consultations in regards to the Amendments.

However, TSX understands that MX consulted its members regarding its proposed amendments,
which included automating Contingent Option Trades.

Alternatives Considered

No alternatives were considered.

Timing

Following receipt of regulatory approval, TSX intends to implement the Amendments in Q2 2024,

subject to MX members having made the necessary changes to take into account the
Amendments.



APPENDIX A

BLACKLINED VERSION OF TSX RULES REFLECTING THE AMENDMENTS

Rule 4-1103-Exchange-forPhysicals-and-Contingent Option Trades

Orders which are conditional upon a simultaneous trade in a derivative on another exchange shall

be-specialterms-trades-and-shall only be traded in accordance with the prescribed procedures
and conditions as may be amended by the Exchange from time to time.

Amended (XX, 2024)












