
 
Information Circular IC06-165 

Date:  November 29, 2006 

To:  Members and Member Organizations 

From:  Office of the Chairman 

Re:  Adoption of a Permit Program Allowing Access to CBOE Stock Exchange (CBSX) 

The Exchange expects to launch the CBOE Stock Exchange (CBSX) platform in February 2007.  CBSX 

will operate as a facility of the Exchange and will be owned by CBOE and several strategic partners.  

The adoption of Regulation NMS by the Securities and Exchange Commission is causing significant 

change to the manner in which orders are handled and executed in the stock market and is providing a 

unique window for new exchange entrants such as CBSX to prosper.  Critical to CBSX’s chances of 

success is maximizing the number of market participants that may trade on CBSX.  All CBOE members 

will be allowed to trade on CBSX.  The Office of the Chairman and the Floor Directors Committee 

strongly believe that it is vital to provide CBSX access to organizations that are not CBOE members that 

may contribute significant liquidity and order flow to CBSX.  To that end, the Exchange is proposing to 

adopt a limited permit program allowing non-member access to CBSX.  A Special Meeting of the 

Membership for the purpose of voting on the program has been scheduled for December 14, 2006.  The 

program has been endorsed by the Office of the Chairman and the Floor Directors Committee, and is 

pending approval by the Board of Directors at its December 12, 2006 meeting.  

 

Attached to this circular is the text of the proposed Constitution and Rule changes necessary to 

implement the permit program.  If approved by member vote, the proposal would be immediately 

submitted to the Commission for approval.  It is possible that minor changes to the text could be made if 

required by the Commission however, the proposal would be withdrawn if the Commission requested 

significant changes.  Your support is needed and appreciated.  The salient features of the program are 

summarized below.  Please note that it is the Exchange's goal to eventually transform CBSX into a stand-

alone exchange, as opposed to a facility of the CBOE.  The Membership will be advised on the status of 

that endeavor as time progresses. 

  

• The permits may only be used for trading stock on CBSX.  A Permit does not entitle the holder 

to trade options on CBOE or to physically enter an option trading post on the trading floor. 

• Up to 100 permits may be issued. 

• As required by the Commission, permit holders would be deemed statutory members of CBOE.  

Accordingly, they would be entitled to petition and vote on all matters except matters relating to 

Exchange ownership (e.g. demutualization, mergers, and consolidation), and except matters 

relating the Chicago Board of Trade exercise right.  Permit holders would have no interest in the 

assets or property of CBOE and would have no right to share in any distribution by the 

Exchange.  Permit holders would be eligible to run for an at-large director position and a 

Nominating Committee position. 

• Permit holders would have to be registered broker-dealers. 

• Permit holders could be assessed permit access fees. 

• Permits would not be transferable. 

• All permits would expire every October and would be eligible for renewal. 

 

Please do not hesitate to call or e-mail Edward Provost (312-786-7717 / provost@cboe.com) if you have 

any comments or questions regarding the proposal or for more information on CBSX.



 

Attachment to Information Circular IC06-165 

 

 

(deleted language is [bracketed]; new language is underlined) 

 

Chicago Board Options Exchange, Incorporated 

Constitution 

 

* * * * * 

ARTICLE II Membership 

Section 1.1 Definitions 

(a) No change. 

(b) The term “member” means (i) an individual member or a member organization of the 

Exchange (or a registered nominee of such a member organization) that is a regular member in 

good standing described in Section 2.1(b) of Article II of the Constitution and (ii) a CBOE Stock 

Exchange Permit holder in good standing except as provided in Sections 2.1(d) and 2.6 of Article 

II of the Constitution, and except for purposes of paragraph (b) of Article Fifth of the Certificate 

of Incorporation, Article Tenth of the Certificate of Incorporation, Section 4.1(a) of Article IV of 

the Constitution, Section 6.1(a) of Article VI of the Constitution, and as may be provided in the 

Rules. 

(c) –(e) No change. 

 

Section 2.1 Number of Memberships 

(a) - (c) No change. 

(d) (1) [Seventy-five "Options Trading Permits" ("Permits") shall be issued or made available for 

leasing in accordance with the Rules. All Permits shall expire, and all rights of their holders shall 

cease, on the seventh anniversary of the date determined pursuant to agreement between the 

Exchange and the New York Stock Exchange ("NYSE") on which trading begins on the floor of 

the Exchange in options that were listed on the NYSE.] The Exchange may make available up to 

one-hundred (100) CBOE Stock Exchange permits in accordance with the Rules.  Such permit 

program may be terminated by the Exchange pursuant to a rule filing submitted to, and approved 

by, the Commission. 

(2) Permit holders shall have no [right to petition or to vote at Exchange membership meetings or 

elections or to be counted as part of a quorum, shall have no] interest in the assets or property of 

the Exchange and no right to share in any distribution by the Exchange[, and shall have none of 

the other rights or privileges accorded members under any provision of the Constitution and 

Rules other than those specified in the Rules]. 

Section 2.6. Voting and Other Rights and Powers 

Each regular member shall have the voting rights and power provided by law and by the 

Certificate of Incorporation and the Constitution. 

Each CBOE Stock Exchange Permit holder shall have the same voting and petition rights as 

regular members except that a CBOE Stock Exchange Permit holder shall have no right to vote 

or petition on (1) issues that relate to Exchange ownership matters, specifically those matters 

related to demutualization, mergers, consolidations, dissolution, liquidation, transfer, or 
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conversion of assets of the Exchange, and (2) matters that relate to the Chicago Board of Trade 

exercise right provided for under paragraph (b) of Article Fifth of the Certificate of 

Incorporation. 

 
ARTICLE IV Nominations 

 

Section 4.1. Nominating Committee 

(a) There shall be a Nominating Committee composed of four members who are primarily 

engaged in business on the floor of the Exchange in the capacity of a member (floor members); 

two persons who are officers of member organizations that primarily conduct a non-member 

public customer business (firm members); two persons each of whom directly or indirectly owns 

and controls (as defined in Section 6.1(a)) one or more memberships in respect of which he acts 

solely as lessor (lessor members), at least one of whom is not actively engaged in business as a 

"broker-dealer" or as a "person associated with a broker-dealer" as those terms are defined in the 

Securities Exchange Act of 1934; and two representatives of the public (public members).  A 

CBOE Stock Exchange Permit holder or an officer of a CBOE Stock Exchange Permit holder is  

eligible for one of the six floor member and firm member positions on the Nominating 

Committee, provided that the person otherwise satisfies the qualification criteria for the 

applicable position (notwithstanding that the person is not a regular member or an officer of a 

regular member).  

(b) All of the members of the Nominating Committee shall be elected by the voting members of 

the Exchange. At each annual election meeting, members of the Nominating Committee shall be 

elected to succeed those whose terms expire, each to serve for a term expiring at the third 

succeeding annual election meeting and until their successors are duly elected and qualified or 

until their earlier death, resignation or removal. Elected members of the Nominating Committee 

shall be ineligible for reelection for a period of three years after their terms expire; provided that 

this limitation shall not apply to any member of the Nominating Committee whose most recent 

term on the Nominating Committee was less than three years. 

ARTICLE VI Board of Directors 

 

Section 6.1. Number, Election and Term of Office of Directors 

(a) The Board of Directors shall consist of 22 Directors as described below and the Chairman of 

the Board, who by virtue of his office shall be a member of the Board. The Directors elected by 

the membership shall be divided into three classes, which, commencing with the 2002 annual 

election meeting, shall be composed as follows:1  

Class I shall consist of one member who directly or indirectly owns and controls a membership 

and is primarily engaged in business on the floor of the Exchange in the capacity of a member 

(floor director), one person who directly or indirectly owns and controls a membership with 

respect to which he acts solely as lessor and who is not actively engaged in business as a "broker-

dealer" or as a "person associated with a broker-dealer" as those terms are defined in the 

Securities Exchange Act of 1934, (lessor director), and three persons who are not members and 

who are not broker-dealers or persons affiliated with broker-dealers (public directors). 

                                                           

1 Prior to the 2002 annual election meeting, the three classes of Directors elected by the membership are 

composed as follows: Class I: one floor director, one at-large director, one lessor director, two off-floor 

directors, and two public directors; Class II: one floor director, one at-large director, two off-floor directors, 

and three public directors; Class III: two floor directors, one at-large director, two off-floor directors, and 

three public directors. 
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Class II shall consist of one floor director, one person who functions as a member in any 

recognized capacity either individually or on behalf of a member organization or who is a CBOE 

Stock Exchange Permit holder or an executive officer of a CBOE Stock Exchange Permit holder 

(at-large director), two persons who are executive officers of member organizations that 

primarily conduct a non-member public customer business and are not individually engaged in 

business on the Exchange floor (off-floor directors) and four public directors. 

Class III shall consist of two floor directors, one at-large director who functions as a member in 

any recognized capacity either individually or on behalf of a member organization, two off-floor 

directors and four public directors. 

The ordinary place of business of at least one of the two off-floor directors in each Class shall be 

a location more than 80 miles from the Exchange's trading floor. 

For purposes of this Section 6.1, a person shall be considered to directly own and control a 

membership only if the person individually and directly owns of record and beneficially all right, 

title and interest in the membership, and a person shall be considered to indirectly own and 

control a membership only if the person (A) has the sole and exclusive right to vote the 

membership and control its sale, and (B) is in possession of and subject to all of the risks and 

rewards of a direct owner of at least a fifty percent (50%) interest in a membership, either 

through ownership of an equity interest in a member organization or of a beneficial interest in a 

trust, which in either case is the owner of one or more memberships as permitted under the 

Rules. 

(b) The initial terms of Class I, Class II and Class III directors shall terminate following the 

annual election meetings to be held in 2002, 2003 and 2004, respectively. At the 2002 annual 

election meeting, all of the Class I directors shall be elected for three-year terms, and directors 

shall be elected to fill vacancies in Classes II and III. At each annual election meeting, directors 

shall be elected for three-year terms to succeed those whose terms are then about to expire, and 

they shall hold office for the terms for which elected and until their successors shall have been 

duly elected and qualified or until their earlier death, resignation or removal. The term of office 

of each director elected at an annual election meeting shall commence on January 1st of the year 

following that annual election meeting and shall continue until December 31st of the final year of 

the director's term of office. 

 

* * * * * 

 

Chicago Board Options Exchange, Incorporated 

Rules 

 

* * * * * 

 

CHAPTER III - Membership 

 

* * * * * 

 

CBOE Stock Exchange (CBSX) Permit Program 

RULE 3.26. 

 

(a)  Generally.   The Exchange shall issue up to 100 trading permits (“CBSX Permits”) that 

confer the ability to transact on CBSX without the necessity of acquiring a regular Exchange 

membership through purchase, lease, or otherwise. 
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(b)  Qualification Requirements and Approval.  The following requirements must be satisfied (in 

lieu of the regular application process for Exchange membership) in order to be eligible for a 

CBSX Permit: 

 

(i) the CBSX Permit holder must (A) be registered as a broker-dealer pursuant to Section 

15 of the Exchange Act; (B) complete a CBSX Permit application; and (C) pay the 

applicable CBSX Permit application fees. 

 

(ii) If the CBSX Permit holder intends to transact business with the public, it must obtain 

approval to transact business with the public pursuant to Rule 9.1 or be approved to 

transact business with the public by another national securities exchange or national 

securities association which has requirements that the Exchange deems comparable to 

the Exchange’s requirements to transact business with the public. 

 

(iii) Regular members are not eligible for CBSX Permits.  

 

Upon satisfaction of the above requirements, the Exchange will determine whether to issue a 

permit to the applicant.  If there are fewer available CBSX Permits than qualified applicants, the 

Exchange will determine which of the applicants to approve by lot.  Applicants that are affiliated 

shall be deemed one applicant in cases where there are fewer available CBSX Permits than 

qualified applicants. 

 

(c)  Privileges.  CBSX Permit holders have full trading privileges on CBSX.  CBSX Permit 

holders are not entitled to trade options on the Exchange or to enter option trading crowds on the 

Exchange’s trading floor.  Except as provided in this Rule and Sections 2.1(d) and 2.6 of the 

Constitution, and except for purposes of Article Fifth(b) and Article Tenth of the Certificate of 

Incorporation and Sections 4.1(a) and 6.1(a) of the Constitution, CBSX Permit holders are 

deemed “members” for purposes of the Certificate of Incorporation, Constitution, and Rules.   

 

(d)  Obligations. 

 

(i)  A CBSX Permit holder and its associated persons shall comply with and be subject to 

Exchange Rules to the same extent that Exchange members and their associated persons 

are obligated to comply with and are subject to Exchange Rules.  Without limiting the 

generality of the foregoing, a CBSX Permit holder and its associated persons shall be 

subject to the disciplinary, appeals, and arbitration jurisdiction and rules of the Exchange 

and entitled to the procedural rights under those rules to the same extent that Exchange 

members and their associated persons are subject to such jurisdiction and rules and 

entitled to such procedural rights. 

 

(ii) A CBSX Permit holder shall pay the CBSX Permit fee established by the Exchange 

as well as any Exchange transaction and service fees which are assessed to Exchange 

members that are applicable to the CBSX Permit holder’s activities on CBSX. 

 

(e)  Limitations. 

 

(i) A CBSX Permit holder shall have the same voting and petition rights as regular 

members except that a CBSX Permit holder shall have no right to vote or petition on (1) 

issues that relate to Exchange ownership matters, specifically those matters related to 

demutualization, mergers, consolidations, dissolution, liquidation, transfer, or conversion 
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of assets of the Exchange, and (2) matters that relate to the Chicago Board of Trade 

exercise right provided for under Article Fifth(b) of the Certificate of Incorporation. 

 

(ii) CBSX Permit holders shall have no interest in the assets or property of the Exchange, 

and shall have no right to share in any distribution by the Exchange. 

 

(iii) CBSX Permits are non-transferable. 

 

(iv) The number of CBSX Permits shall not exceed 100.   

 

(v) CBSX Permits expire every October.  CBSX Permits may, however, be renewed 

without interruption upon completion of a renewal application and approval by the 

Exchange, unless the Exchange determines to terminate the CBSX Permit Program.  

 


