
 
 
 Information Circular IC08-24 
To: Membership 
 
From: Office of the Chairman 
 
Date: February 13, 2008 
 
Re: Trading Access Permits 
 
______________________________________________________________________________ 
 
 
 As you know, the SEC has approved CBOE's rule interpretation (SR-CBOE-2006-106) 
that no person qualifies to become or remain a CBOE exerciser member following the July 2007 
acquisition of CBOT by CME.  CBOE previously adopted CBOE Rules 3.19.01 and 3.19.02 to 
grant temporary membership status to individuals ("temporary members") who were exercisers 
on stated dates prior to the CBOT acquisition, provided that those individuals remained in good 
standing and paid the applicable access and other fees.  Rule 3.19.01 was in effect until the 
approval of SR-CBOE-2006-106, and Rule 3.19.02 extended the temporary membership status 
granted by Rule 3.19.01 following approval of SR-CBOE-2006-106 until a replacement permit 
plan could be implemented. 
 
 The Exchange is now proposing to proceed with a replacement permit plan and that plan 
will be presented to the membership for approval in a membership vote. 
 
 Under the plan, CBOE would have the authority to issue up to 235 interim trading 
permits.  This number represents the approximate midpoint of the original number of temporary 
members (252) in July 2007 and the current number of temporary members (215) and is intended 
to provide CBOE with a sufficient number of access points to ensure the maintenance of our 
competitive position. 
 
 Each temporary member at the time the plan is implemented who desires to maintain 
CBOE trading access would have the ability to receive an interim trading permit or have one 
issued to his or her firm.  Additionally, in limited circumstances, CBOE would have the ability to 
issue unused interim trading permits in order to address excess demand for access to CBOE.  
CBOE would only be able to issue unused interim trading permits if two criteria are both met:  
there are insufficient memberships available for lease at a rate reasonably related to the 
"indicative lease rate" and it would be in the interest of fair and orderly markets to provide 
additional trading access.  For purposes of the plan, the indicative lease rate is defined as the 
highest floating lease rate, as designated by a clearing firm that assists in facilitating at least 10% 
of the CBOE membership leases, for the leases which utilize that clearing firm's designated 
floating rate. 
 
 The access fee for all interim trading permits would be up to 20% higher than the 
indicative lease rate so as not to disrupt the lease market and because interim trading permit 



holders would have Exchange access that is terminable only under limited circumstances (in 
contrast to the Exchange access of lessees which is terminable by their lessors). 
 
 The plan would also provide for compensation to lessors to the extent that any lessors 
were to become unable to lease their memberships while interim trading permits remain 
outstanding.  Under this provision, if lessors inform CBOE that they are unable to lease their 
memberships at a rate reasonably related to the indicative lease rate, CBOE would inform interim 
trading permit holders of those open leases to provide permit holders with the opportunity to 
move over to those leases.  If those memberships still remain unleased, CBOE would make a 
monthly payment to these lessors with respect to each such membership in the amount of the 
indicative lease rate during any time period in which the number of interim trading permits equals 
or exceeds the number of unleased memberships.  If the number of unleased memberships were 
ever to exceed the number of interim trading permits, owners of the unleased memberships would 
receive a pro-rata share of a pool determined by the number of interim trading permits multiplied 
by the indicative lease rate.  In any case in which CBOE compensated a lessor for an unleased 
membership, the lessor would retain the voting rights and all other privileges of the membership. 
 
 This plan will accommodate current temporary members as well as ensure that CBOE is 
able to maintain its competitive position by offering access to market participants whose plans for 
establishing or expanding operations on CBOE have been curtailed by the non-transferability of 
temporary membership status and by the unavailability of memberships for lease. 
 
 The tenets of the plan are generally outlined in the attachment.  A more detailed 
description of the plan is set forth in CBOE's rule filing regarding the plan (SR-CBOE-2008-20), 
which is posted on CBOE's website at www.cboe.org/Legal. 
 
 A membership meeting and vote regarding the plan will be scheduled in the near future. 
 
 Members with questions regarding the plan may contact Stan Leimer, Director of 
Membership, at (312) 786-7299 or leimer@cboe.com, or Eric Frait, Vice President - Strategic 
Planning, at (312) 786-7747 or frait@cboe.com. 
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Summary of Interim Trading Permit Plan 
 
 
• Under the plan, CBOE would have the ability to issue up to 235 Interim Trading Permits.  

When the plan is effective, Interim Trading Permits would be issued to provide access to all 
persons who qualify for temporary membership status pursuant to CBOE Rule 3.19.02 
("Temporary Members") and desire to maintain access, or to the affiliated firms of the 
Temporary Members.  The remaining Interim Trading Permits would be available for 
issuance to address seat shortages if the specified conditions described below are satisfied.  If 
those conditions are satisfied, the Exchange may issue some, all, or none of the remaining 
permits.  (These remaining Interim Trading Permits and any Interim Trading Permits that are 
subsequently relinquished by the holder are referred to in this summary as "unused" Interim 
Trading Permits.) 

 
• CBOE would issue Interim Trading Permits automatically to all persons who qualify as 

Temporary Members upon the SEC's approval of the plan and who wish to continue their 
access.  That approval would have the effect of terminating Temporary Members' temporary 
membership status.  Interim Trading Permits would be issued to the Temporary Member or 
the Temporary Member's firm, depending on the Temporary Member's choice. 

 
• CBOE also would have the ability to issue one or more unused Interim Trading Permits if 

there are insufficient transferable memberships available for lease at that time at a rate 
reasonably related to the "indicative lease rate" to meet existing demand for such leases and it 
would be in the interest of fair and orderly markets to provide additional trading access under 
the circumstances.  If CBOE determined that these conditions were satisfied, permits could be 
issued in one of the following ways: 

 
• Through a lottery process in which CBOE would award permits to applicants in a random 

manner. 
 

• Through a "first come, first served" process in which CBOE would award permits to 
applicants in the order in time that they applied. 
 

• Through a different process that is established pursuant to a rule filing with the SEC. 
 
• For purposes of the plan, the indicative lease rate will be the highest clearing firm floating 

monthly rate of the clearing firms that facilitate at least 10% of the transferable membership 
leases.  The "clearing firm floating monthly rate" is the floating rate that a clearing firm 
designates, in connection with transferable membership leases that the clearing firm assisted 
in facilitating, for leases that utilize that monthly rate. 

 
• Interim Trading Permit holders would be assessed a monthly access fee by CBOE.  The 

access fee would be no less than the indicative lease rate and no greater than 120% of that 
rate.  CBOE expects to set the access fee at a level greater than the indicative lease rate so as 
not to negatively impact the lease market and in order to reflect the limited terminability of 
Interim Trading Permits.  All Interim Trading Permit holders would pay the same monthly 
access fee, and CBOE expects to adjust the access fee as the indicative lease rate changes. 

 
• To the extent that one or more lessors notify CBOE that they have transferable memberships 

available for lease ("open leases") at a rate reasonably related to the indicative lease rate, 
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CBOE would notify each Interim Trading Permit holder of the number of open leases and the 
names of the lessors with those open leases to provide Interim Trading Permit holders with 
the opportunity to move over to those leases.  If, after a reasonable period of time following 
this process, such a lessor notifies CBOE that the lessor continues to have an open lease, 
CBOE would compensate the lessor through a monthly payment equal to the indicative lease 
rate, as long as the lessor is offering the membership for lease at a rate reasonably related to 
the indicative lease rate.  CBOE would cease compensating the lessor if the lessor 
subsequently leases the membership.  In the event that the number of lessors receiving this 
compensation were ever to become greater than the number of outstanding Interim Trading 
Permits, CBOE would compensate each such lessor, on a monthly basis, in an amount equal 
to the current indicative lease rate times the number of Interim Trading Permit holders 
divided by the number of such lessors.  CBOE would cease compensating such lessors during 
any period when there are no Interim Trading Permits currently outstanding. 

 
• Interim Trading Permits could be held by organizations or individuals, and generally would 

be non-transferable. 
 
• Interim Trading Permits would provide the same trading rights as transferable CBOE 

memberships. 
 
• Interim Trading Permit holders would have no equity interest in CBOE and no right to share 

in any distribution by CBOE. 
 
• Interim Trading Permit holders would have the same fair representation rights as CBSX 

permit holders (i.e., a right to vote on non-ownership issues and eligibility for one position on 
the Board and Nominating Committee).  They would also be eligible to serve on any CBOE 
committee to the same extent that a member can serve on that committee. 

 
• Interim Trading Permits would terminate upon the demutualization of CBOE or a transaction 

in which CBOE memberships are converted into stock.  However, Interim Trading Permit 
holders would be guaranteed to receive a post-demutualization trading permit on the same 
basis applicable to transferable CBOE memberships. 
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