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Text of the Proposed Rule Change
Pursuant to the provisions of Section 19(b)(1) of the Securities Exchange Act of

1934 (the “Act”),1 and Rule 19b-4 thereunder,2 BATS Exchange, Inc. (the “Exchange” or
“BATS”) is filing with the Securities and Exchange Commission (“Commission”) a
proposed Amendment 1 regarding its proposed rule change to amend BATS Rule 2.5,
entitled “Restrictions,” to require each Exchange Member to register with the Exchange:
(i) at least two principals to supervise Authorized Traders of the Member (subject to
certain exceptions), one of whom must be the Member’s Chief Compliance Officer, and
(ii) at least one financial and operations principal.3 The Exchange also proposes a
technical amendment to BATS Rule 17.2(g)(4) to eliminate language that becomes
unnecessary due to the changes to BATS Rule 2.5. The Exchange proposes to require all
Members to be compliant with the proposed rule by September 30, 2010.
(a)

The text of the proposed rule change is below. Material proposed to be

added is underlined.
*****
Rule 2.5.

Restrictions

(a) – (e)

(No changes.)

Interpretations and Policies
.01

Proficiency Examinations:
(a) – (c)

(No changes.)

1

15 U.S.C. 78s(b)(1).

2

17 CFR 240.19b-4.

3

The proposed rule change was filed on April 9, 2010, and published for notice and
comment in the Federal Register on April 29, 2010. See Exchange Act Release
No. 61960 (April 22, 1010), 75 FR 22668 (April 29, 2010).
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(d)
The Exchange requires each Member other than a sole proprietorship or a
proprietary trading firm with 25 or fewer Authorized Traders (“Limited Size Proprietary
Firm”) to register at least two Principals with the Exchange. A Limited Size Proprietary
Firm is required to register at least one Principal with the Exchange. In addition, the
Exchange may waive the two Principal requirement in situations that indicate
conclusively that only one Principal associated with the Member should be required. For
purposes of this paragraph (d), a “Principal” shall be any individual responsible for
supervising the activities of a Member’s Authorized Traders and each person designated
as a Chief Compliance Officer on Schedule A of Form BD. This paragraph (d) shall not
apply to a Member that solely conducts business on the Exchange as an Options Member,
however, Options Members must comply with the registration requirements set forth in
Rule 17.2(g). Each Principal is required to successfully complete the General Securities
Principal Examination (“Series 24”). The Exchange uses Form U4 as part of its procedure
for registration and oversight of Member personnel.
(e)
Each Member subject to Exchange Act Rule 15c3-1 shall designate a
Financial/Operations Principal. The duties of a Financial/Operations Principal shall
include taking appropriate actions to assure that the Member complies with applicable
financial and operational requirements under Exchange Rules and the Exchange Act,
including but not limited to those requirements relating to the submission of financial
reports and the maintenance of books and records. Each Financial/Operations Principal
is required to successfully complete the Financial and Operations Principal Examination
(“Series 27”). The Exchange uses Form U4 as part of its procedure for registration and
oversight of Member personnel. A Financial/Operations Principal of a Member may be a
full-time employee of the Member or may be a part-time employee or independent
contractor of the Member. The Exchange may waive the requirements of this paragraph
(e) if a Member has satisfied the financial and operational requirements of its designated
examining authority applicable to registration.
(f)
All Members shall be in compliance with paragraphs (d) and (e) of this
Interpretation and Policy .01 Rule by September 30, 2010.
(g)
For purposes of paragraph (d) above, a “proprietary trading firm” shall
mean a Member that trades its own capital, that does not have customers, and that is not a
member of the Financial Industry Regulatory Authority. In addition, to qualify for this
definition, the funds used by a proprietary trading firm must be exclusively firm funds, all
trading must be in the firm’s accounts, and traders must be owners of, employees of, or
contractors to the firm.
.02 Continuing Education Requirements [for Authorized Traders of Members]:
(a)
No Member shall permit any Authorized Trader, Principal,
Financial/Operations Principal or Options Principal (each a “Registered Representative”)
to continue to, and no [Authorized Trader] Registered Representative shall continue to,
perform duties as [an Authorized Trader] a Registered Representative on behalf of such
Member, unless such person has complied with the continuing education requirements of
this paragraph (a). Each [Authorized Trader] Registered Representative shall complete
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the Regulatory Element of the continuing education program on the occurrence of their
second registration anniversary date and every three years thereafter or as otherwise
prescribed by the Exchange. On each occasion, the Regulatory Element must be
completed within 120 days after the person’s registration anniversary date. A person’s
initial registration date, also known as the “base date,” shall establish the cycle of
anniversary dates for purposes of this Rule. The content of the Regulatory Element of the
program shall be determined by the Exchange for each registration category of persons
subject to the Rule.
(b)
Unless otherwise determined by the Exchange, [Authorized Traders]
Registered Representatives who have not completed the Regulatory Element of the
program within the prescribed time frames will have their registration deemed inactive
until such time as the requirements of the program have been satisfied. Any person
whose registration has been deemed inactive under this Rule shall cease all activities as
[an Authorized Trader] a Registered Representative and is prohibited from performing
any duties and functioning in any capacity requiring registration. A registration that is
inactive for a period of two years will be administratively terminated. A person whose
registration is so terminated may reactivate the registration only by reapplying for
registration and satisfying applicable registration and qualification requirements of the
Exchange’s Rules. The Exchange may, upon application and a showing of good cause,
allow for additional time for [an Authorized Trader] a Registered Representative to
satisfy the program requirements.
(c)
Unless otherwise determined by the Exchange, [an Authorized Trader] a
Registered Representative will be required to retake the Regulatory Element and satisfy
all of its requirements in the event such person:
(1)
is subject to any statutory disqualification as defined in Section
3(a)(39) of the Exchange Act,
(2)
is subject to suspension or to the imposition of a fine of $5,000 or
more for violation of any provision of any securities law or regulation, or any
agreement with or rule or standard of conduct of any securities governmental
agency, securities self-regulatory organization, or as imposed by any such
regulatory or self-regulatory organization in connection with a disciplinary
proceeding, or
(3)
is ordered as a sanction in a disciplinary action to retake the
Regulatory Element by any securities governmental agency or securities selfregulatory organization.
The retaking of the Regulatory Element shall commence with participation within
120 days of the [Authorized Trader] Registered Representative becoming subject to the
statutory disqualification, in the case of (1) above, or the disciplinary action becoming
final, in the case of (2) or (3) above. The date of the disciplinary action shall be treated as
such person’s base date for purposes of this Rule.
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(d)
Any [Authorized Trader] Registered Representative who has terminated
association with a registered broker or dealer and who has, within two (2) years of the
date of termination, become reassociated in a registered capacity with a registered broker
or dealer shall participate in the Regulatory Element at such intervals that may apply
(second anniversary and every three years thereafter) based on the initial registration
anniversary date, rather than based on the date of reassociation in a registered capacity.
*****
Rule 17.2.

Requirements for Options Participation

(a) – (f)
(g)

(No changes.)

Options Principal.
(1) – (3)

(No changes.)

(4)
Options Principals must comply with Exchange Rule 2.5,
Interpretation and Policy .02, which requires completion of certain continuing
education requirements. [Solely for purposes of Rule 2.5, Interpretation and
Policy .02, an Options Principal shall be treated as an “Authorized Trader”.]
(5) – (8)

(No changes.)
*****

2.

(b)

Not applicable.

(c)

Not applicable.

Procedures of the Self-Regulatory Organization
The Board of Directors of the Exchange approved this proposed rule change on

March 9, 2010. This action constitutes requisite approval under the Exchange’s ByLaws.
Questions regarding this rule filing may be directed to Eric Swanson, Senior Vice
President and General Counsel of the Exchange at (913) 815-7000.
3.

Self-Regulatory Organization’s Statement of the Purpose of, and Statutory Basis
for, the Proposed Rule Change.
(a)

Purpose
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Exchange Rule 2.5 states that the Series 7 is required for registration with the
Exchange as an Authorized Trader. The term “Authorized Trader” means “a person who
may submit orders (or who supervises a routing engine that may automatically submit
orders) to the Exchange’s trading facilities on behalf of his or her Member or Sponsored
Participant. Accordingly, all traders that participate in the routing of orders to the
Exchange, including proprietary traders, are required to be registered with the Exchange
and Series 7 qualified. Further, the term Authorized Trader includes a trader that submits
orders, or supervises a routing engine that automatically submits orders, to either the
Exchange’s equities platform, options platform, or both.
The purpose of the proposed rule change is to expand the representative
registration requirements applicable to each Member of the Exchange to ensure that
Authorized Traders of Members are appropriately supervised and that the Exchange does
not, through its rules, generate any gaps that permit a Member to operate differently than
such Member would have to operate under the registration rules of other self-regulatory
organizations. Specifically, the Exchange proposes to require each Member to register as
representatives with the Exchange at least two Series 24 qualified Principals (subject to
certain exceptions) to supervise such Member’s Authorized Traders and one Series 27
qualified principal to supervise the financial and operational activities of such Member.
As amended, the proposed rule would require that each person designated as a Chief
Compliance Officer on schedule A of Form BD register with the Exchange as a Series 24
qualified Principal.4 The Exchange believes that requiring each Chief Compliance

4

The Exchange amended this portion of its rule following the original proposal in
order to more closely mirror the rules of other self-regulatory organizations that
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Officer to register with the Exchange as a Series 24 qualified Principal is appropriate
based on the heightened level of responsibility inherent in the duty of overseeing
compliance by an Exchange Member and because such personnel may supervise others
engaged in those duties. The Exchange believes that the proposed rule change will help
to make the Exchange’s registration requirements more consistent with the registration
requirements of other self-regulatory organizations. As noted above, in addition to
consistency, the Exchange believes that the proposed rule will help to ensure that
Authorized Traders of Members are appropriately supervised. The Exchange
understands that other self-regulatory organizations that do not require registered
principals to supervise certain activities are currently undertaking a similar rulemaking
effort.
The Exchange has proposed certain exceptions to the general requirements that a
Member register two Series 24 qualified Principals and one Series 27 qualified
Financial/Operations Principal. With respect to the two Principal requirement, the
Exchange proposes to exempt any Member that meets the proposed definition of a
“proprietary trading firm” and has 25 or fewer Authorized Traders. Such Members,
defined as Limited Size Proprietary Firms for purposes of the proposed Interpretation and
Policy, are only required to maintain one Series 24 registered Principal. In addition,
under the proposed Rule the Exchange may waive the requirement to register two Series

require the Chief Compliance Officers of their members to be registered. See,
e.g., NASDAQ Rule 1022(a); NASDAQ BX Rule 1022(a); FINRA Rule 1022(a);
NYSE Arca Equities Rule 6.18(d). The amendment also deleted a definition of
“customer” for purposes of proposed paragraph (g) that would have permitted a
firm to have broker-dealer customers and still qualify as a “proprietary trading
firm” for purpose of the rule.
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24 qualified Principals if the Member can demonstrate that such waiver is warranted
under the circumstances. The Exchange has proposed to define a proprietary trading firm
as “a Member that trades its own capital, that does not have customers, and that is not a
member of the Financial Industry Regulatory Authority.”5 In addition, as proposed, the
Rule states that funds used by a proprietary trading firm must be exclusively firm funds,
that all trading must be in the firm’s accounts, and that traders must be owners of,
employees of, or contractors to the firm. The Exchange believes that the proposed
limited exception for a proprietary trading firm from the requirement to have at least two
principals reflects the appropriate level of supervision for such a firm due to the fact that
such a firm does not have customers and based on the fact that the exception only applies
for firms with a relatively small number of traders. Furthermore, Members seeking an
exception from the two principal requirement must be able to provide information to the
Exchange that indicates conclusively that only one Principal associated with the Member
should be required. The Exchange also has proposed the principal supervisory
requirement, including this exception, in part, to achieve consistency with the
requirements of another exchange with which it has many common members.6
With respect to the Financial/Operations Principal requirement, the Exchange
may waive the requirement to register a Series 27 qualified Financial/Operations
Principal if such registration is not required by the Member’s designated examining
authority. The Exchange believes that all self-regulatory organizations require their
member firms to employ or contract with a registered Series 27 qualified FINOP
5

See proposed BATS Rule 2.5, Interpretation and Policy .01(g).

6

See NASDAQ Rule 1021(e).
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responsible for ensuring compliance with applicable financial and operational
requirements. Nonetheless, because a broker-dealer’s designated examining authority is
responsible for examining such broker-dealer for compliance with applicable financial
responsibility rules, the Exchange does not want to create an additional requirement when
not required (or waived in a specific circumstance) by a Member’s designated examining
authority.
Finally, any Member that conducts business on the Exchange as an Options
Member is required by BATS Rules 17.1(b) and 17.2(g) to register an Options Principal
with the Exchange who is responsible for that Member’s options related activities on the
Exchange. Accordingly, the proposed rule makes clear that paragraph (d) does not apply
to a Member that solely conducts business on the Exchange as an Options Member, and
thus, that such a Member is not also required to register Series 24 qualified Principals
with the Exchange.
In addition to adopting the principal registration requirements described above,
the Exchange proposes modifications to Interpretation and Policy .02, which currently
requires Authorized Traders to complete continuing education requirements similar to
those required by other national securities exchanges. Due to the addition of the principal
registration requirements described above and the recent addition of an Options Principal
requirement, the Exchange proposes to modify its continuing education rule to make
clear that all Authorized Traders, Principals, Financial/Operations Principals and Options
Principals (collectively “Registered Representatives”) are subject to continuing education
requirements in order to maintain their registrations with the Exchange. Because the text
would then become unnecessary, the Exchange also proposes to delete language from
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BATS Rule 17.2(g)(4) that currently makes clear that an Options Principal is subject to
continuing education requirements.
Although the Exchange believes that most of its Members will be in position to
quickly register Principals and Financial/Operations Principals with the Exchange due to
the rules of other self-regulatory organizations to which such Members belong, it has
proposed a compliance date of September 30, 2010. The Exchange believes that such
date will provide its Members with adequate time to the extent additional personnel must
pass qualification examinations in order for their Member firms to be compliant with the
proposed Rules.
(b)

Statutory Basis

The rule change proposed in this submission is consistent with the requirements
of the Act and the rules and regulations thereunder that are applicable to a national
securities exchange, and, in particular, with the requirements of Section 6(b) of the Act.7
Specifically, the proposed change is consistent with Section 6(b)(5) of the Act,8 because
it would promote just and equitable principles of trade, remove impediments to, and
perfect the mechanism of, a free and open market and a national market system, and, in
general, protect investors and the public interest, by adopting rules requiring supervisory
principals to pass qualification examinations and maintain their registrations in a manner
consistent with the requirements of other self-regulatory organizations.

7

15 U.S.C. 78f(b).

8

15 U.S.C. 78f(b)(5).
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The proposed change is also consistent with Section 6(c)(3)(B) of the Act,9 since
under that section it is the Exchange’s responsibility to prescribe standards of training,
experience and competence for persons associated with Exchange Members. In addition,
the Exchange has authority under Section 6(c)(3)(B) of the Act,10 to bar a natural person
from becoming a Member or person associated with a Member, if the person does not
meet the standards of training, experience and competence as are prescribed in the rules
of the Exchange.
4.

Self-Regulatory Organization’s Statement on Burden on Competition
The proposed rule change does not impose any burden on competition.

5.

Self-Regulatory Organization’s Statement on Comments on the Proposed Rule
Change Received from Members, Participants or Others
The Exchange has responded separately to the single comment letter that it

received on its original proposal.11 The Exchange, however, believes that the main
question raised by the comment letter relates to registration rules that have been part of
the Exchange’s rules since it was approved to operate as a national securities exchange
rather than something germane to the proposed rule change. Accordingly, in the interest
of requiring supervisory principals to register with the Exchange for each of the
Exchange’s members, the Exchange has not modified its proposal based on the comment
letter.
6.

Extension of Time Period for Commission Action
Not applicable.

9

15 U.S.C. 78f(c)(3)(B).

10

15 U.S.C. 78f(c)(3)(B).

11

See Letter to Elizabeth M. Murphy, Secretary, from Joan C. Conley, Senior Vice
President and Corporate Secretary, NASDAQ OMX (May 20, 2010).
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Basis for Summary Effectiveness Pursuant to Section 19(b)(3) or for Accelerated
Effectiveness Pursuant to Section 19(b)(2)
Not applicable.

8.

Proposed Rule Change Based on Rule of Another Self-Regulatory Organization
or of the Commission
As noted above, the Exchange has based the proposed rule changes on the rules of

other self-regulatory organizations. The basis for each change is described below.
First, Rule 2.5, Interpretation and Policy .01(d) has been based on NASDAQ Rule
1021(e). Proposed BATS Rule 2.5, Interpretation and Policy .01(d) requires each
Member to have two registered principals who have passed the Series 24 examination,
unless an exception applies. Similarly, NASDAQ Rule 1021(e) requires that each
NASDAQ member have two registered principals. Both the proposed BATS Rule and
NASDAQ Rule 1021(e) contain exceptions for sole proprietorships and proprietary
trading firms with fewer than 25 registered representatives. The proposed definition of
“proprietary trading firm” contained in the proposed BATS Rule is also based on a
NASDAQ rule, specifically Rule 6951(n). In addition, both the proposed BATS Rule
and NASDAQ Rule 1021(e) provide the applicable exchange with the ability to waive the
two principal requirement based on the facts of a particular situation. The Exchange has
also proposed language in Rule 2.5, Interpretation and Policy .01(d) that mirrors language
contained in NASDAQ Rule 1022(a) and requires each person designated as a Chief
Compliance Officer on Schedule A of Form BD to register with the Exchange as a
Principal.
Second, Rule 2.5, Interpretation and Policy .01(e) and (f) have been based on
NYSE Arca Equities Rule 4.5 (“Arca Rule 4.5”). The Exchange has omitted and
modified portions of Arca Rule 4.5 in order to make the proposed rule consistent with
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other BATS Rules (e.g., Rule 2.5, Interpretation and Policy .01(c)). However, as it
relates to the imposition of the requirement to register with the Exchange a
Financial/Operations Principal, the Exchange has largely adopted Arca Rule 4.5. The
main substantive difference between the Exchange’s proposed rule and Arca Rule 4.5 is
that the Exchange proposes permitting a Member to register a Financial/Operations
Principal with the Exchange who is not a full-time employee of such Member without the
approval of the Exchange. This is because the Exchange is not currently the designated
examining authority for any of its Members and requires all of its Members to be a
member of at least one other national securities association or national securities
exchange.12 As such, the Exchange does not wish to create an additional approval
process for a Member if the equivalent Financial/Operations Principal requirement of the
Member’s designated examining authority has already been satisfied. For the same
reason, the Exchange has proposed language that permits the Exchange to waive the
requirement to register a Financial/Operations Principal if a Member’s designated
examining authority does not require such registration.
Finally, the changes to Rule 2.5, Interpretation and Policy .02 have been based on
NASDAQ Rule 1120. Specifically, both NASDAQ Rule 1120 and proposed BATS Rule
2.5, Interpretation and Policy .02 apply continuing education requirements to all persons
registered with a member, not just one specific class of registered representative as does
current BATS Rule 2.5, Interpretation and Policy .02.

12

See BATS Rule 2.3.
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Exhibits
Exhibit 1:

Completed Notice of the Proposed Rule Change for publication in
the Federal Register.

Exhibit 4:

Comparison of Rule Language proposed in Amendment 1 with that
proposed in the original filing.
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EXHIBIT 1
SECURITIES AND EXCHANGE COMMISSION
(Release No. 34-_____________; File No. SR-BATS-2010-008)
Self-Regulatory Organizations; BATS Exchange, Inc.; Notice of Filing of Proposed Rule
Change to Amend BATS Rules 2.5 and 17.2 applicable to Registration Requirements.
Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (the “Act”),1
and Rule 19b-4 thereunder,2 notice is hereby given that on June 30, 2010, BATS
Exchange, Inc. (the “Exchange” or “BATS”) filed with the Securities and Exchange
Commission (“Commission”) the proposed rule change as described in Items I, II and III
below, which Items have been substantially prepared by the Exchange. The original
proposal was filed on April 9, 2010,3 and amended on June 30, 2010. The Commission is
publishing this notice to solicit comments on the proposed rule change from interested
persons.
I.

Self-Regulatory Organization’s Statement of the Terms of Substance of the
Proposed Rule Change
The Exchange is proposing to amend BATS Rule 2.5, entitled “Restrictions,” to

require each Exchange Member to register with the Exchange: (i) at least two principals
to supervise Authorized Traders of the Member (subject to certain exceptions), one of
whom must be the Member’s Chief Compliance Officer, and (ii) at least one financial
and operations principal. The Exchange also proposes a technical amendment to BATS
Rule 17.2(g)(4) to eliminate language that becomes unnecessary due to the changes to
BATS Rule 2.5.

1

15 U.S.C. 78s(b)(1).

2

17 CFR 240.19b-4.

3
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The text of the proposed rule change is available at the Exchange’s Web site at
http://www.batstrading.com, at the principal office of the Exchange, and at the
Commission’s Public Reference Room.
II.

Self-Regulatory Organization’s Statement of the Purpose of, and Statutory Basis
for, the Proposed Rule Change
In its filing 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 in Item IV below. The Exchange has prepared summaries, set forth
in Sections A, B, and C below, of the most significant parts of such statements.
(A)

Self-Regulatory Organization’s Statement of the Purpose of, and Statutory
Basis for, the Proposed Rule Change

1.

Purpose

Exchange Rule 2.5 states that the Series 7 is required for registration with the
Exchange as an Authorized Trader. The term “Authorized Trader” means “a person who
may submit orders (or who supervises a routing engine that may automatically submit
orders) to the Exchange’s trading facilities on behalf of his or her Member or Sponsored
Participant. Accordingly, all traders that participate in the routing of orders to the
Exchange, including proprietary traders, are required to be registered with the Exchange
and Series 7 qualified. Further, the term Authorized Trader includes a trader that submits
orders, or supervises a routing engine that automatically submits orders, to either the
Exchange’s equities platform, options platform, or both.
The purpose of the proposed rule change is to expand the representative
registration requirements applicable to each Member of the Exchange to ensure that
Authorized Traders of Members are appropriately supervised and that the Exchange does
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not, through its rules, generate any gaps that permit a Member to operate differently than
such Member would have to operate under the registration rules of other self-regulatory
organizations. Specifically, the Exchange proposes to require each Member to register as
representatives with the Exchange at least two Series 24 qualified Principals (subject to
certain exceptions) to supervise such Member’s Authorized Traders and one Series 27
qualified principal to supervise the financial and operational activities of such Member.
As amended, the proposed rule would require that each person designated as a Chief
Compliance Officer on schedule A of Form BD register with the Exchange as a Series 24
qualified Principal.4 The Exchange believes that requiring each Chief Compliance
Officer to register with the Exchange as a Series 24 qualified Principal is appropriate
based on the heightened level of responsibility inherent in the duty of overseeing
compliance by an Exchange Member and because such personnel may supervise others
engaged in those duties. The Exchange believes that the proposed rule change will help
to make the Exchange’s registration requirements more consistent with the registration
requirements of other self-regulatory organizations. As noted above, in addition to
consistency, the Exchange believes that the proposed rule will help to ensure that
Authorized Traders of Members are appropriately supervised. The Exchange
understands that other self-regulatory organizations that do not require registered
4

The Exchange amended this portion of its rule following the original proposal in
order to more closely mirror the rules of other self-regulatory organizations that
require the Chief Compliance Officers of their members to be registered. See,
e.g., NASDAQ Rule 1022(a); NASDAQ BX Rule 1022(a); FINRA Rule 1022(a);
NYSE Arca Equities Rule 6.18(d). The amendment also deleted a definition of
“customer” for purposes of proposed paragraph (g) that would have permitted a
firm to have broker-dealer customers and still qualify as a “proprietary trading
firm” for purpose of the rule.
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principals to supervise certain activities are currently undertaking a similar rulemaking
effort.
The Exchange has proposed certain exceptions to the general requirements that a
Member register two Series 24 qualified Principals and one Series 27 qualified
Financial/Operations Principal. With respect to the two Principal requirement, the
Exchange proposes to exempt any Member that meets the proposed definition of a
“proprietary trading firm” and has 25 or fewer Authorized Traders. Such Members,
defined as Limited Size Proprietary Firms for purposes of the proposed Interpretation and
Policy, are only required to maintain one Series 24 registered Principal. In addition,
under the proposed Rule the Exchange may waive the requirement to register two Series
24 qualified Principals if the Member can demonstrate that such waiver is warranted
under the circumstances. The Exchange has proposed to define a proprietary trading firm
as “a Member that trades its own capital, that does not have customers, and that is not a
member of the Financial Industry Regulatory Authority.”5 In addition, as proposed, the
Rule states that funds used by a proprietary trading firm must be exclusively firm funds,
that all trading must be in the firm’s accounts, and that traders must be owners of,
employees of, or contractors to the firm. The Exchange believes that the proposed
limited exception for a proprietary trading firm from the requirement to have at least two
principals reflects the appropriate level of supervision for such a firm due to the fact that
such a firm does not have customers and based on the fact that the exception only applies
for firms with a relatively small number of traders. Furthermore, Members seeking an
exception from the two principal requirement must be able to provide information to the
5

See proposed BATS Rule 2.5, Interpretation and Policy .01(g).
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Exchange that indicates conclusively that only one Principal associated with the Member
should be required. The Exchange also has proposed the principal supervisory
requirement, including this exception, in part, to achieve consistency with the
requirements of another exchange with which it has many common members.6
With respect to the Financial/Operations Principal requirement, the Exchange
may waive the requirement to register a Series 27 qualified Financial/Operations
Principal if such registration is not required by the Member’s designated examining
authority. The Exchange believes that all self-regulatory organizations require their
member firms to employ or contract with a registered Series 27 qualified FINOP
responsible for ensuring compliance with applicable financial and operational
requirements. Nonetheless, because a broker-dealer’s designated examining authority is
responsible for examining such broker-dealer for compliance with applicable financial
responsibility rules, the Exchange does not want to create an additional requirement when
not required (or waived in a specific circumstance) by a Member’s designated examining
authority.
Finally, any Member that conducts business on the Exchange as an Options
Member is required by BATS Rules 17.1(b) and 17.2(g) to register an Options Principal
with the Exchange who is responsible for that Member’s options related activities on the
Exchange. Accordingly, the proposed rule makes clear that paragraph (d) does not apply
to a Member that solely conducts business on the Exchange as an Options Member, and
thus, that such a Member is not also required to register Series 24 qualified Principals
with the Exchange.
6

See NASDAQ Rule 1021(e).
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In addition to adopting the principal registration requirements described above,
the Exchange proposes modifications to Interpretation and Policy .02, which currently
requires Authorized Traders to complete continuing education requirements similar to
those required by other national securities exchanges. Due to the addition of the principal
registration requirements described above and the recent addition of an Options Principal
requirement, the Exchange proposes to modify its continuing education rule to make
clear that all Authorized Traders, Principals, Financial/Operations Principals and Options
Principals (collectively “Registered Representatives”) are subject to continuing education
requirements in order to maintain their registrations with the Exchange. Because the text
would then become unnecessary, the Exchange also proposes to delete language from
BATS Rule 17.2(g)(4) that currently makes clear that an Options Principal is subject to
continuing education requirements.
Although the Exchange believes that most of its Members will be in position to
quickly register Principals and Financial/Operations Principals with the Exchange due to
the rules of other self-regulatory organizations to which such Members belong, it has
proposed a compliance date of September 30, 2010. The Exchange believes that such
date will provide its Members with adequate time to the extent additional personnel must
pass qualification examinations in order for their Member firms to be compliant with the
proposed Rules.
2.

Statutory Basis

The rule change proposed in this submission is consistent with the requirements
of the Act and the rules and regulations thereunder that are applicable to a national
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securities exchange, and, in particular, with the requirements of Section 6(b) of the Act.7
Specifically, the proposed change is consistent with Section 6(b)(5) of the Act,8 because
it would promote just and equitable principles of trade, remove impediments to, and
perfect the mechanism of, a free and open market and a national market system, and, in
general, protect investors and the public interest, by adopting rules requiring supervisory
principals to pass qualification examinations and maintain their registrations in a manner
consistent with the requirements of other self-regulatory organizations.
The proposed change is also consistent with Section 6(c)(3)(B) of the Act,9 since
under that section it is the Exchange’s responsibility to prescribe standards of training,
experience and competence for persons associated with Exchange Members. In addition,
the Exchange has authority under Section 6(c)(3)(B) of the Act,10 to bar a natural person
from becoming a Member or person associated with a Member, if the person does not
meet the standards of training, experience and competence as are prescribed in the rules
of the Exchange.
(B)

Self-Regulatory Organization’s Statement on Burden on Competition

The Exchange does not believe that the proposed rule change imposes any burden
on competition.

7

15 U.S.C. 78f(b).

8

15 U.S.C. 78f(b)(5).

9

15 U.S.C. 78f(c)(3)(B).

10

15 U.S.C. 78f(c)(3)(B).

SR-BATS-2010-008 Amendment 1
(C)

Exhibit 1 Page 23 of 28

Self-Regulatory Organization’s Statement on Comments on the Proposed
Rule Change Received from Members, Participants or Others

The Exchange has responded separately to the single comment letter that it
received on its original proposal.11 The Exchange, however, believes that the main
question raised by the comment letter relates to registration rules that have been part of
the Exchange’s rules since it was approved to operate as a national securities exchange
rather than something germane to the proposed rule change. Accordingly, in the interest
of requiring supervisory principals to register with the Exchange for each of the
Exchange’s members the Exchange has not modified its proposal based on the comment
letter.
III.

Date of Effectiveness of the Proposed Rule Change and Timing for Commission
Action
Within 35 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
(ii) as to which the self-regulatory organization consents, the Commission will:
A.

by order approve such proposed rule change, or

B.

institute proceedings to determine whether the proposed rule change

should be disapproved.

11

See Letter to Elizabeth M. Murphy, Secretary, from Joan C. Conley, Senior Vice
President and Corporate Secretary, NASDAQ OMX (May 20, 2010).
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Solicitation of Comments
Interested persons are invited to submit written data, views and arguments

concerning the foregoing, including whether the proposal is consistent with the Act.
Comments may be submitted by any of the following methods:
Electronic Comments:
•

Use the Commission’s Internet comment form
(http://www.sec.gov/rules/sro.shtml); or

•

Send an e-mail to rule-comments@sec.gov. Please include File No. SR-BATS2010-008 on the subject line.

Paper Comments:
•

Send paper comments in triplicate to Elizabeth M. Murphy, Secretary, Securities
and Exchange Commission, 100 F Street, NE, Washington, DC 20549-1090.

All submissions should refer to File No. SR-BATS-2010-008. This file number should
be included on the subject line if e-mail is used. 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
changes 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
inspection and copying in the Commission’s Public Reference Room, 100 F Street, NE,
Washington, DC 20549. Copies of such filing will also 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
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submissions. You should submit only information that you wish to make available
publicly. All submissions should refer to File No. SR-BATS-2010-008 and should be
submitted on or before [_______21 days from publication in the Federal Register].
For the Commission, by the Division of Trading and Markets, pursuant to
delegated authority.12
Florence E. Harmon
Deputy Secretary

12

17 CFR 200.30-3(a)(12).
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EXHIBIT 4

This document compares the rule language proposed in the original filing with that
proposed in Amendment 1. Deletions from the original text are in strikethrough;
additions are double-underlined.
Rule 2.5.

Restrictions

(a) – (e)

(No changes.)

Interpretations and Policies
.01

Proficiency Examinations:
(a) – (c)

(No changes.)

(d)
Unless a Member solely conducts business on the Exchange as an Options
Member, theThe Exchange requires each Member other than a sole proprietorship or a
proprietary trading firm with 25 or fewer Authorized Traders (“Limited Size Proprietary
Firm”) to register at least two Principals with the Exchange. A Limited Size Proprietary
Firm is required to register at least one Principal with the Exchange. In addition, the
Exchange may waive the two Principal requirement in situations that indicate
conclusively that only one Principal associated with the Member should be required. For
purposes of this paragraph (d), a “Principal” shall be any individual responsible for
supervising the activities of a Member’s Authorized Traders and each person designated
as a Chief Compliance Officer on Schedule A of Form BD. This paragraph (d) shall not
apply to a Member that solely conducts business on the Exchange as an Options Member,
however, Options Members must comply with the registration requirements set forth in
Rule 17.2(g). Each Principal is required to successfully complete the General Securities
Principal Examination (“Series 24”). The Exchange uses Form U4 as part of its procedure
for registration and oversight of Member personnel.
(e)
Each Member subject to Exchange Act Rule 15c3-1 shall designate a
Financial/Operations Principal. The duties of a Financial/Operations Principal shall
include taking appropriate actions to assure that the Member complies with applicable
financial and operational requirements under Exchange Rules and the Exchange Act,
including but not limited to those requirements relating to the submission of financial
reports and the maintenance of books and records. Each Financial/Operations Principal
is required to successfully complete the Financial and Operations Principal Examination
(“Series 27”). The Exchange uses Form U4 as part of its procedure for registration and
oversight of Member personnel. A Financial/Operations Principal of a Member may be a
full-time employee of the Member or may be a part-time employee or independent
contractor of the Member. The Exchange may waive the requirements of this paragraph
(e) if a Member has satisfied the financial and operational requirements of its designated
examining authority applicable to registration.
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(f)
All Members shall be in compliance with paragraphs (d) and (e) of this
Interpretation and Policy .01 Rule by September 30, 2010.
(g)
For purposes of paragraph (d) above, a “proprietary trading firm” shall
mean a Member that trades its own capital, that does not have customers, and that is not a
member of the Financial Industry Regulatory Authority. In addition, to qualify for this
definition, the funds used by a proprietary trading firm must be exclusively firm funds, all
trading must be in the firm’s accounts, and traders must be owners of, employees of, or
contractors to the firm.
For purposes of paragraph (g) above, a “customer” shall not include a
(h)
broker or dealer.
.02 Continuing Education Requirements [for Authorized Traders of Members]:
(a)
No Member shall permit any Authorized Trader, Principal,
Financial/Operations Principal or Options Principal (each a “Registered Representative”)
to continue to, and no [Authorized Trader] Registered Representative shall continue to,
perform duties as [an Authorized Trader] a Registered Representative on behalf of such
Member, unless such person has complied with the continuing education requirements of
this paragraph (a). Each [Authorized Trader] Registered Representative shall complete
the Regulatory Element of the continuing education program on the occurrence of their
second registration anniversary date and every three years thereafter or as otherwise
prescribed by the Exchange. On each occasion, the Regulatory Element must be
completed within 120 days after the person’s registration anniversary date. A person’s
initial registration date, also known as the “base date,” shall establish the cycle of
anniversary dates for purposes of this Rule. The content of the Regulatory Element of the
program shall be determined by the Exchange for each registration category of persons
subject to the Rule.
(b)
Unless otherwise determined by the Exchange, [Authorized Traders]
Registered Representatives who have not completed the Regulatory Element of the
program within the prescribed time frames will have their registration deemed inactive
until such time as the requirements of the program have been satisfied. Any person
whose registration has been deemed inactive under this Rule shall cease all activities as
[an Authorized Trader] a Registered Representative and is prohibited from performing
any duties and functioning in any capacity requiring registration. A registration that is
inactive for a period of two years will be administratively terminated. A person whose
registration is so terminated may reactivate the registration only by reapplying for
registration and satisfying applicable registration and qualification requirements of the
Exchange’s Rules. The Exchange may, upon application and a showing of good cause,
allow for additional time for [an Authorized Trader] a Registered Representative to
satisfy the program requirements.
(c)
Unless otherwise determined by the Exchange, [an Authorized Trader] a
Registered Representative will be required to retake the Regulatory Element and satisfy
all of its requirements in the event such person:
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(1)
is subject to any statutory disqualification as defined in Section
3(a)(39) of the Exchange Act,
(2)
is subject to suspension or to the imposition of a fine of $5,000 or
more for violation of any provision of any securities law or regulation, or any
agreement with or rule or standard of conduct of any securities governmental
agency, securities self-regulatory organization, or as imposed by any such
regulatory or self-regulatory organization in connection with a disciplinary
proceeding, or
(3)
is ordered as a sanction in a disciplinary action to retake the
Regulatory Element by any securities governmental agency or securities selfregulatory organization.
The retaking of the Regulatory Element shall commence with participation within
120 days of the [Authorized Trader] Registered Representative becoming subject to the
statutory disqualification, in the case of (1) above, or the disciplinary action becoming
final, in the case of (2) or (3) above. The date of the disciplinary action shall be treated as
such person’s base date for purposes of this Rule.
(d)
Any [Authorized Trader] Registered Representative who has terminated
association with a registered broker or dealer and who has, within two (2) years of the
date of termination, become reassociated in a registered capacity with a registered broker
or dealer shall participate in the Regulatory Element at such intervals that may apply
(second anniversary and every three years thereafter) based on the initial registration
anniversary date, rather than based on the date of reassociation in a registered capacity.
*****
Rule 17.2.

Requirements for Options Participation

(a) – (f)
(g)

(No changes.)

Options Principal.
(1) – (3)

(No changes.)

(4)
Options Principals must comply with Exchange Rule 2.5,
Interpretation and Policy .02, which requires completion of certain continuing
education requirements. [Solely for purposes of Rule 2.5, Interpretation and
Policy .02, an Options Principal shall be treated as an “Authorized Trader”.]
(5) – (8)

(No changes.)
*****

