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SEC Approves Expansion of Stock-by-Stock Circuit Breaker 
Program and New Rules for Breaking Erroneous Trades

Circuit Breakers
After extending the period for taking action several times, the Securities and Exchange 
Commission (the “SEC”) has approved proposals by each of the national securities exchanges 
and the Financial Industry Regulatory Authority (“FINRA”) (collectively, the “self-regulatory 
organizations” or “SROs”) to expand the coverage of the SROs’ uniform market-wide standards 
for pausing trades in certain securities that experience rapid price movements.1  As we discussed 
in earlier briefings, these “circuit breaker” rules were a response to the unprecedented market 
volatility on the afternoon of Thursday, May 6, 2010, often referred to as the “flash crash.”2   

As originally adopted, the circuit breaker rules call for a pause in the trading of any component 
stock of the S&P 500 Index if the price of that stock moves 10 percent or more in the preceding 
five minutes.3  In such cases, the stock’s primary listing market will issue a five-minute 
trading pause and notify the other exchanges, FINRA, and market participants by immediately 
disseminating a special indicator over the consolidated tape.  Once the primary listing market 
issues a trading pause, the other exchanges will pause trading in that security on their markets, 
and FINRA will pause trading by FINRA members in the over-the-counter (“OTC”) market 
(including alternative trading systems and market makers).4  At the end of a trading pause, the 
primary listing market will reopen trading in the security, and trading will resume on other 
markets once that occurs. If there is a significant imbalance on the primary listing market at 
the end of the pause, the primary listing market may delay reopening; however, if the primary 
listing market does not reopen trading within 10 minutes of initiating the pause, the other 
markets may resume trading. FINRA will allow OTC trading once trading resumes on at least 
one exchange. The SROs began implementing the circuit breaker rules on Friday, June 11, 
2010, and they are effective on a pilot basis through December 10, 2010.

On June 30, 2010, the SROs filed proposals to expand the universe of covered securities to 
include stocks in the Russell 1000 Index and a proposed list of specified Exchange Traded 
Products (“ETPs”).5  The Russell 1000 securities were added because they have trading 
characteristics similar to those of the S&P 500 securities (indeed many of the same securities 
are included in both indices) and therefore the circuit breaker thresholds are appropriate 
for such securities.  The ETPs that were proposed to be added were those with component 

1 Securities Exchange Act Release No. 62883 (September 10, 2010) (Order Regarding FINRA); Securities Exchange Act 
Release No. 62884 (September 10, 2010) (Order Regarding Exchanges).
2 See “SEC Approves Circuit Breaker Rules”; see also “Stock Exchanges Propose Stock-by-Stock Circuit Breakers; SEC & 
CFTC Staffs Issue Initial Joint Report on May 6 Market Events”; “Comment Deadline Set for Circuit Breaker Rule Proposals.”
3 Securities Exchange Act Release No. 62252 (June 10, 2010) (Order Regarding Exchanges); Securities Exchange Act 
Release No. 62251 (June 10, 2010) (Order Regarding FINRA). 
4 To avoid interfering with the open and close, the circuit breakers apply from 9:45 AM until 3:35 PM (ET). 
5 See “Stock Exchanges to Expand Circuit Breaker Rules.” 

http://www.sec.gov/rules/sro/finra/2010/34-62883.pdf
file:http://www.sec.gov/rules/sro/bats/2010/34-62884.pdf
file:http://www.sec.gov/rules/sro/bats/2010/34-62884.pdf
http://www.winston.com/siteFiles/Publications/CircuitBreakerRules.pdf
http://interact.winston.com/reaction/corporate/clientbriefingnewsletter/2010/briefing_5_21_10/CircuitBreaker_Briefing.pdf
http://interact.winston.com/reaction/corporate/clientbriefingnewsletter/2010/briefing_5_21_10/CircuitBreaker_Briefing.pdf
http://www.winston.com/siteFiles/Publications/CircuitBreaker_AddlInfo_v2.pdf
http://sec.gov/rules/sro/bats/2010/34-62252.pdf
http://sec.gov/rules/sro/finra/2010/34-62251.pdf
http://sec.gov/rules/sro/finra/2010/34-62251.pdf
http://www.winston.com/siteFiles/Publications/SECExpandsCircuitBreakerRulesplusAppendixA.pdf
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securities that largely track the securities included in the S&P 500 
and Russell 1000. 6

On September 10, 2010, the SEC approved the expansion of the 
circuit breaker program to include the Russell 1000 Index stocks 
and selected ETPs.7  The SEC anticipates that the exchanges and 
FINRA will begin implementing the expanded circuit breaker 
program during the week of September 13th. The SROs are 
expected to continue using the pilot period to make adjustments to 
the parameters or operation of the circuit breakers as they develop 
experience in the operation of the circuit breakers.  

Erroneous Trade Rules
On September 10, 2010, the SEC also approved new SRO rules 
for breaking erroneous trades.8  The rules are intended to clarify 
when, and at what prices, trades will be broken by the SROs, and, 
like the circuit breaker program, will be in effect on a pilot basis 
through December 10, 2010.  Under the new rules, the SROs will 
no longer have discretion to deviate from the specified thresholds 
for breaking trades in many situations, including those where the 
circuit breakers are applicable and in certain “Multi-Stock Events” 
involving five or more securities.9  The SEC and the SROs hope 
that this will help to provide certainty with respect to which 
erroneous trades will be broken, allowing market participants to 
better manage their risks.

The new rules provide that trades in stocks that are subject to 
the circuit breaker program will be broken at specified levels 
depending on the stock price:

• Trades in stocks priced at $25 or less will be broken if they are 
at least 10 percent away from the circuit breaker trigger price;

• Trades in stocks priced above $25 but no more than $50 will 
be broken if they are five percent away from the circuit breaker 
trigger price; 

• Trades in stocks priced above $50 will be broken if they are 
three percent away from the circuit breaker trigger price.

Where the circuit breakers do not apply, the SROs will break 
trades at specified levels based on how many stocks are involved:

• For events involving between five and 20 stocks, trades will be 
broken if they are at least 10 percent away from the “reference 
price,” generally the price of the last sale before pricing was 
disrupted;

• For events involving more than 20 stocks, trades will be broken 
if they are at least 30 percent away from the reference price.

According to the SEC press release announcing the latest rule 
changes,10 the SEC staff also is considering whether market 
makers should be subject to more meaningful obligations to 
promote fair and orderly markets; working with the exchanges 
to prohibit the use by market makers of “stub” quotes that are 
not intended to indicate actual trading interest;11 and studying the 
impact of multiple exchange trading protocols, including the use 
of exchange-specific trading pauses and the Regulation NMS self-
help rules. The SEC also is looking to work with the markets and 
the Commodity Futures Trading Commission with an eye toward 
recalibrating the market-wide circuit breakers that apply across 
all equity trading venues and the futures markets, which were not 
triggered on May 6 despite the extraordinary market volatility.

6 ETPs include: (1) Exchange Traded Funds, which are open-ended registered investment companies with shares that the SEC permits to be traded in the secondary 
market; (2) Exchange Traded Vehicles, which are open-ended trust or partnership units, registered under the Securities Act, which track the performance of an asset or 
index and provide exposure to such underlying assets as futures, commodities, and currency; and (3) Exchange Traded Notes, which are redeemable senior unsecured 
debt obligations, registered under the Securities Act, which track the total return of an underlying index, benchmark or strategy, minus investor fees.  The SROs did not 
include leveraged ETPs because the 10 percent price movement threshold is not appropriate for such products, since they are based on multiples of price movements in 
the underlying index and a 10 percent price movement may not signify extraordinary volatility.
7 A list of the Russell 1000 component securities is available at the Russell website; a list of exchange-traded products included in the pilot is available at the SEC 
website.
8 Securities Exchange Act Release No. 62885 (September 10, 2010) (Order Regarding FINRA); Securities Exchange Act Release No. 62886 (September 10, 2010) 
(Order Regarding Exchanges); see also “Exchanges Propose Uniform Rules for Clearly Erroneous Transactions.” 
9 A Multi-Stock Event will be determined by looking at the number of securities with potentially erroneous executions occurring within a period of five minutes or 
less.
10 http://www.sec.gov/news/press/2010/2010-167.htm.
11 When a market maker’s liquidity is exhausted, or it is unwilling or unable to provide liquidity, it may submit a “stub quote,” a placeholder that is not intended to be 
executed because it is set far away from the market (e.g., a one-cent bid). If a market order seeks liquidity and the only available liquidity is a stub quote, the market order 
will execute against it unless the order is cancelled. There were reports of several one-cent trades during the flash crash.

http://www.russell.com/indexes/documents/Membership/Russell1000_Membership_List.pdf
http://www.sec.gov/rules/sro/nysearca/2010/34-62413-ex3.pdf
http://www.sec.gov/rules/sro/nysearca/2010/34-62413-ex3.pdf
http://www.sec.gov/rules/sro/finra/2010/34-62885.pdf
http://www.sec.gov/rules/sro/bats/2010/34-62886.pdf
http://www.sec.gov/rules/sro/bats/2010/34-62886.pdf
http://www.winston.com/siteFiles/Publications/Briefing_6_25_10_Financial.pdf
http://www.sec.gov/news/press/2010/2010-167.htm
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The Financial Services Practice Group of Winston & Strawn represents a broad range of financial institutions on all aspects of their 
businesses, including regulatory matters, legislative developments and proposals affecting the financial industry.  If you have questions 
regarding the new rules, if you need advice with respect to how those rules may affect you, or if you need advice or assistance in 
preparing policies and procedures to address the new rules, please contact any of the Winston & Strawn attorneys listed below or your 
usual Winston & Strawn contact: 

 New York  
 Edward J. Johnsen  ejohnsen@winston.com   (212) 294-4741 
 Robert A. Boresta  rboresta@winston.com   (212) 294-4711 
 Jeffrey H. Elkin  jelkin@winston.com   (212) 294-6711 
 Marvin J. Miller Jr.  mmiller@winston.com   (212) 294-6893 
 David A. Sakowitz  dsakowitz@winston.com   (212) 294-2639 

 Chicago 
 Milton K. Buckingham  mbuckingham@winston.com  (312) 558-6212 
 Christine A. Edwards  cedwards@winston.com   (312) 558-5571 
 Basil V. Godellas  bgodellas@winston.com   (312) 558-7237 
 Jerry L. Loeser  jloeser@winston.com   (312) 558-5985
 Wesley G. Nissen  wnissen@winston.com   (312) 558-5804 
 Michael M. Philipp  mphilipp@winston.com   (312) 558-5905 

 Washington, D.C.
 Peter Y. Malyshev  pmalyshev@winston.com   (202) 282-5691 
 James F. Miller  jfmiller@winston.com   (202) 282-5724

 Charlotte 
 David L. Batty  dbatty@winston.com   (704) 350-7720 
 James T. Hedrick  jhedrick@winston.com   (704) 350-7725 
 W. Kent Walker, Jr.  kwalker@winston.com   (704) 350-7730 
 Dean A. Warren  dwarren@winston.com   (704) 350-7735 

 San Francisco 
 James E. Topinka  jtopinka@winston.com   (415) 591-1519 
 Alisa Won  awon@winston.com   (415) 591-1614 

 London 
 Zoe J. Ashcroft  zashcroft@winston.com   +44 (0)20 7105 0025 

 Paris 
 Jérôme Herbet  jherbet@winston.com   +33(0)1 53 64 82 04 

 Hong Kong 
 Simon C.M. Luk  sluk@winston.com   +852-2292-2222 
 Michael P. Phillips  mpphillips@winston.com  +852-2292-2207
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