NOTICE OF PROPOSED AMENDMENTS AND REQUEST FOR COMMENTS
TSXINC.

TSX Inc. (“TSX” or “we”) is publishing this Notice of Proposed Amendments and Request for
Comments in accordance with the “Process for the Review and Approval of Rules and the
Information Contained in Form 21-101F1 and the Exhibits Thereto” regarding amendments to the
Toronto Stock Exchange Rule Book (the “TSX Rules”) to facilitate proposed changes to
Contingent Option Trades (as defined below) linked to trades of options on the Montreal
Exchange (“MX”), all as described below.

Market participants are invited to provide comments. Comments should be in writing and delivered
by April 22, 2024 to:

Joanne Sanci
Senior Counsel, Regulatory Affairs
TMX Group
100 Adelaide Street West, Suite 300
Toronto, Ontario M5H 1S3
Email: tsxrequestforcomments@itsx.com

A copy should also be provided to:

Market Regulation Branch
Ontario Securities Commission
20 Queen Street West
Toronto, Ontario M5H 3S8
Email: marketregulation@osc.gov.on.ca

Comments will be made publicly available unless confidentiality is requested. Upon completion of
the review by staff at the Ontario Securities Commission (“OSC”), and in the absence of any
regulatory concerns, a notice will be published to confirm approval by the OSC.

Background, Outline and Rationale for the Amendments

Contingent Option Trades play a pivotal role in the strategic operations of many market
participants. A “Contingent Option Trade” is the trade of securities on TSX (that are underlying
an option traded on MX) that are effected as part of a pre-existing MX Trade (as defined below).

Currently, Contingent Option Trades are resource intensive and a manual process for both TMX
staff and MX clients. To effect a Contingent Option Trade, an MX client (“Client A”) is required
to contact a market supervisor of MX and indicate that they wish to effect a trade of the option as
a cross. Pursuant to the applicable MX rules, 50% of the volume (the “50% MX Rule”) must be
made available to qualified market makers on MX before a cross can be effected. The market
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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 “NBBO”) 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.

In this scenario, if the NBBO was $42.00 at the time of the trade, the equities portion would not
trade under the current procedures as the price for the underlying equities security is outside of
the NBBO. However pursuant to the COT Amendments, the underlying equities securities would
now trade even though the price is outside of the NBBO.


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 Rules. TSX is of the view that these policies and procedures are not required to be
reflected in the TSX Rules. The applicable policies and procedures will be communicated to
participants from time to time, and can be found in the Order Types and Functionality Guide.

Blackline of Amendments

A blackline of the Amendments against the existing rules is attached as Appendix A hereto for
ease of reference.

Analysis of Impacts
(i) Impact on Market

TSX anticipates that the Amendments will have a positive impact on the market structure,
members, investors, issuers or the capital markets. As noted above, the Amendments will provide
MX clients, and ultimately TSX clients, with the flexibility and confidence to effect both the MX
Trade and Contingent Option Trade.

TSX believes that the Amendments are fair and reasonable, and will not create barriers to access.

For the reasons mentioned above, TSX is of the view that the Amendments are not contrary to
the public interest. While the Contingent Option Trades may be within the TSX's daily high and
low price, the parties to the trade are the same parties to the MX Trade who have made informed
decisions in respect of both the MX Trade and the Contingent Option Trade. In addition,
Contingent Option Trades do not set the “last sale” price for securities on TSX.

(ii) Impact on Members and Service Vendors
The Amendments are expected to have a positive impact on members.

TSX does not require any systems change for TSX clients. However, we understand that the
changes proposed by MX will require significant systems changes for MX members.

In order to ensure client readiness and a seamless transition with no impact on the market, even
after the Amendments are implemented, TSX anticipates that there will be a six-month period by
which Contingent Option Trades could be effected manually in the same manner as they are
today. TSX staff will support this transition period by manually handling any of the trades until the
transition period is completed. There are no changes required by TSX clients.



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-speciat-terms-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)












