
 
Regulatory Circular 12-003 

 
Date: July 17, 2012 
 
To: Options Members of BATS Exchange, Inc. (“BATS Exchange” or the “Exchange”) 
 
From: Membership Services 
 
Re: Notice Regarding Amendments to Obvious Error Rule and Electronic Filing 

Requirements 
____________________________________________________________________________ 
 
Pursuant to Exchange Rule 20.6, the Exchange will either nullify a transaction or adjust the 
execution price of a transaction that meets the standards provided in the Obvious Error Rule.  
This Regulatory Circular is being sent as a reminder regarding the Exchange’s obvious error 
rule and associated electronic filing requirements as well as notification of certain newly 
effective parameters for obvious error determinations.  
 
On May 4, 2012, BATS announced the immediate availability of a new Obvious Error Form to 
be used when requesting an obvious error review.  As of July 2, 2012, this method of 
submission became the exclusive method for requesting review of a transaction as an obvious 
error transaction.   
 
On July 16, 2012, BATS filed an immediately effective rule filing that conforms the Exchange’s 
obvious error rule with the rules of other options exchanges with respect to: (1) the definition of 
Theoretical Price, and (2) the handling of obvious error reviews when one party to the 
transaction is not a market maker.  
 
Definition 
 
For purposes of Rule 20.6, as amended, an Obvious Error will be deemed to have occurred 
when: 
 

(1) the execution price of a transaction is higher or lower than the Theoretical Price for 
the series by an amount equal to at least the amount shown below.   

 
   Theoretical Price  Minimum Amount 
    Below $2   $.25 
    $2 to $5   .40 
    Above $5 to $10  .50 
     Above $10 to $20  .80 
    Above $20   1.00  

 
If the series is traded on at least one other options exchange, the Theoretical Price is 
defined as the last NBB with respect to an erroneous sell transaction and the last 
NBO with respect to an erroneous buy transaction, just prior to the transaction1; or if 
there are no quotes for comparison purposes, the Theoretical Price is determined by the 
Exchange. 

                                                 
1  Accordingly, the Exchange will no longer use the mid-point of the NBBO for Obvious  

Error determinations. 
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(2) the trade resulted in an execution price in a series that was, and for five (5) seconds 

prior to the execution remained, quoted no bid and at least one strike price below (for 
calls) or above (for puts) in the same class were quoted no bid at the time of the 
erroneous execution (in which case the trade shall be nullified).  For purposes of 
this subparagraph, bids and offers of the parties to the subject trade that are in any 
of the series in the same options class shall not be considered. 

 
 
Obvious Error Procedure 
 
If a party believes that it participated in a transaction that was the result of an Obvious Error, it 
must notify the Exchange’s Trade Desk via e-mail or electronic submission of the Obvious Error 
Form (available within the BATS Member Web Portal).  As of July 2, 2012, e-mail requests are 
no longer accepted and the Obvious Error Form is required for ALL Obvious Error review 
submissions.   
 
Obvious Error Forms or e-mail requests for review must be received electronically by the 
Exchange within twenty (20) minutes of the execution.  Absent unusual circumstances, the 
Exchange will not grant relief under this Rule unless notification is made within the prescribed 
periods of time.  For the Obvious Error Form, time of web form submission will be used as the 
reference time to determine timeliness of the request.  Each request for review must contain the 
following information: 
 

• submitter’s name, phone number and Executing Firm ID; 
• option underlying; 
• execution price range; 
• execution time range; and 
• reason for the review.  

 
 
Determination by Official 
 
A BATS Official will determine whether there was an Obvious Error as defined above.  If it is 
determined that an Obvious Error has occurred, the Exchange shall take one of the actions 
listed below.  Upon taking final action, the Exchange shall promptly notify both parties to the 
trade electronically or via telephone.  Consistent with the rules of other options exchanges, the 
Exchange has modified Rule 20.6 to differentiate the procedure for obvious error determinations 
of transactions between Market Makers and transactions where at least one non-Market Maker 
is involved. 
 

(1) Where each party to the transaction is a Market Maker, the execution price of the 
transaction will be adjusted by the BATS Official to the prices provided in 
subparagraphs (A) and (B) below unless both parties agree to adjust the transaction 
to a different price  or agree to bust the trade within ten (10) minutes of being notified 
by the Exchange of the Obvious Error. 

 
(A) Erroneous buy transactions will be adjusted to their Theoretical Price plus 

$.15 if the Theoretical Price is under $3, or plus $.30 if the Theoretical Price 
is at or above $3. 
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(B) Erroneous sell transactions will be adjusted to their Theoretical Price minus 
$.15 if the Theoretical Price is under $3, or minus $.30 if the Theoretical Price 
is at or above $3. 

 
(2) Where at least one party to the Obvious Error is for the account of or on behalf of 

a party other than a Market Maker, the trade will be nullified unless both parties 
agree to an adjustment price for the transaction within thirty (30) minutes of being 
notified by the Exchange of the Obvious Error. 
 

As was the case prior to the implementation of the amended rule, the determination as 
to whether a trade was automatically executed at an erroneous price may be made by 
mutual agreement of the affected parties to a particular transaction.  A trade may be 
nullified or adjusted on the terms that all parties to a particular transaction agree. 

 
 
Catastrophic Error 
 
The Exchange has not modified its Catastrophic Error criteria. For purposes of Rule 20.6, a 
Catastrophic Error will be deemed to have occurred when the execution price of a transaction is 
higher or lower than the Theoretical Price for the series by an amount equal to at least the 
amount shown below: 
 
   Theoretical Price  Minimum Amount 
    Below $2   $1 
    $2 to $5   $2 
    Above $5 to $10  $5 
     Above $10 to $50  $10 
    Above $50 to $100  $20 
   Above $100   $30 
 
If a party believes that it participated in a transaction that qualifies as a Catastrophic Error, it 
must notify the Exchange’s Trade Desk via a written or electronic complaint by 8:30 am Eastern 
Time, on the first trading day following the execution.  For transactions in an expiring options 
series that take place on an expiration day, a party must notify the Exchange by 5:00 pm 
Eastern Time that same day. 
 
 
Appeal of Official Determination 
 
Where an Options Member is affected by a determination made under Rule 20.6, such Member 
may request that the Exchange review the decision by submitting a request in writing via email 
(tradedesk@batstrading.com). 
 
A request for appeal must be received by the Exchange within thirty (30) minutes after the 
party making the appeal is given notification of the initial determination being appealed.  
Decisions will be rendered by the Exchange’s Obvious Error Panel.  If the Obvious Error Panel 
votes to uphold the decision made by the Official, the Exchange will assess a $500.00 fee 
against the Options Member(s) who initiated the request for appeal.  In addition, in instances 
where the Exchange on behalf of an Options Member, requests a determination by another 
market center that a transaction is clearly erroneous, the Exchange will pass any resulting 
charges through to the relevant Options Member. 
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Additional instruction on accessing, completing and submitting the Obvious Error Form are 
available at http://www.batsoptions.com/resources/release_notes/2012/BATS-Options-
Exchange-Update-to-Obvious-Error-Procedures-Effective-July-2nd-2012.pdf 
 
If you have any questions related to the requirements of the Exchange’s Obvious Error Rule, 
please contact the Trade Desk at 913.815.7001 or tradedesk@batstrading.com. 
 
The immediately effective rule filing is available at: 
http://www.batstrading.com/resources/regulation/rule_filings/approved/2012/SR-BATS-2012-
029_approved.pdf  
 
The Exchange’s Rules are available at: 
http://www.batstrading.com/resources/regulation/rule_book/BATS_Exchange_Rulebook.pdf 
 
 


