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Date:  May 22, 2008 
To:  Membership 
From:  Department of Market Quality Assurance 
Re:  Market Maker (“MM”) Program 
 
The SEC recently approved CBOE’s rule change (SR-CBOE-2
Makers (RMMs) among other changes.  Accordingly, RMMs, 
Makers (MMs). The purpose of this circular, therefore, is to pre
provide information on how interested parties may seek appointm
for more details of the approved rule change.   
 
Hybrid 2.0 
The MM program allows individuals and member organizations 
on or off of the trading floor. All option classes on CBOE are Hyb
classified as Hybrid 3.0 classes.  From the Hybrid 2.0 classes, M
called virtual trading crowds (“VTCs”). The Hybrid 2.0 classes ar
highest to lowest based on the national average daily volume for th
 
MM Class Appointments 
Each membership owned or leased by a MM has an “appointmen
VTC appointments have been assigned a “seat cost” according to t
 

Tier Classes 
AA IWM, NDX, VIX 
A+  RUT, RVX, SPY, VXN, XEO 
A 1-60 
B 61-120 
C 121-345 
D 346-570 
E 571-999 
F 1000+ 

H30 SPX 
H30 OEX 
H30 MVR 

 
Using this chart, MMs are able to construct a VTC using any comb
does not exceed the total seat credits of their dedicated membersh
could request six Tier A classes (6 x .10), four Tier B classes (4 x
x .01) and twenty Tier F classes (20 x .001) to constitute the M
organization, owns or leases multiple seats, the MM’s potential
calculator (a tool for calculating the seat cost of an app
https://www.cboe.org/members/generalinfo/rmmmain.aspx.  
The Exchange rebalances the tiers once each calendar quarter.  Th
available class list or movement of classes among the tiers.  W
appointment cost based on its new tier location, and MMs will 
  

1 

007-120), which deleted reference to Remote Market 
from this time forward, will be designated as Market 
sent the specifics of CBOE’s MM program as well as 
ents as MMs.  Please see Regulatory Circular RG08-58 

to stream quotes into Hybrid 2.0 classes from locations 
rid 2.0 classes, except SPX, OEX, and MVR, which are 
Ms are able to create customized class appointments, 

e divided into eight tiers and the tiers are arranged from 
e most recent three months. 

t credit” of 1.0, and all Hybrid 2.0 classes available for 
he following chart.   

 Seat Cost CQL 
0.50 or 1/2 50 
0.25 or 1/4 50 

0.10 or 1/10 50 
0.05 or 1/20 50 
0.04 or 1/25 50 
0.02 or 1/50 50 
0.01 or 1/100 50 

0.001 or 1/1000 50 
0.95 N/A 
0.75 N/A 
0.25 N/A 

ination of Hybrid 2.0 classes whose aggregate seat cost 
ips.  For example, a MM who owns or leases one seat 

 .05), three Tier C classes (3 x .04), six Tier E classes (6 
M’s appointment.  If a MM, as an individual or an 

 appointment could expand accordingly. CBOE’s seat 
ointment) can be found using the following link: 

is rebalancing may result in additions or deletions to the 
hen a class changes tiers it will be assigned a new 

be required to own or lease the appropriate number of 

https://www.cboe.org/members/generalinfo/rmmmain.aspx
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dedicated memberships reflecting the revised appointment costs, or reduce their appointment cost by modifying their 
appointments.  MMs will be notified in advance of any changes to the list of option classes available for MM appointment 
after a rebalancing in order to make appropriate changes to either their appointments or to the number of seats they own or 
lease. MMs can make real-time changes to their appointments at any time using the appointment website located at 
http://appointments.cboe.com. If the Exchange should designate a new class as Hybrid 2.0, MMs may request that the 
subject class be added to their appointments, provided that the MM has sufficient appointment credits for the new class 
tier. 
 
Single Acronyms 
Trading organizations that use more than one badge for each role type (i.e. MM, DPM, and eDPM) for streaming quotes 
may wish to consolidate their electronic quotes and trades under one acronym for each of their market making operations.  
In order to take advantage of the use of a single acronym, please contact Stan Leimer, Director of the CBOE Membership 
Department, at (312) 786-7299. 
   
Class Quoting Limit 
The Exchange limits the number of members quoting electronically in each class trading on the Hybrid 2.0 platform to 
ensure the stability of the system.  The Class Quoting Limit (“CQL”) is currently 50 quoters per class. Note that all 
members streaming quotes into a class count towards the CQL, whether they are on-floor or off-floor, and whether they 
are a DPM, eDPM or MM.  Thus, if class XYZ in Tier A currently has 25 active quoters in the physical trading crowd, 
including the DPM and any e-DPMs, the maximum number of new quoters that can be appointed to that class is 25, 
whether they are on-floor or off-floor.  CQLs can be increased with the authorization of CBOE’s President based on 
exceptional circumstances.    
 
Waitlists 
As stated previously, MMs can make real-time changes to their appointments at any time using the appointment website 
located at http://appointments.cboe.com. If a class that is selected has reached its CQL, the member will be prompted to 
add himself to the wait list for that class. The wait list will operate on time priority. When a class can accommodate 
another electronic quoter (whether due to attrition or an increase in the CQL), the member at the top of the list will have 
priority.  Once a member is wait-listed, the Exchange may not alter their position on the wait list other than to improve it 
as a result of attrition or an increase in the CQL or to cancel it at the request of the member.   
 
Allocation Algorithm 
CBOE has updated and amended Rule 8.3 pertaining to the appointment of Market-Makers. CBOE eliminated the 
restriction on affiliated MMs, or MMs affiliated with an e-DPM, DPM or LMM holding an appointment and submitting 
electronic quotations in the same class provided CBOE does not use UMA as its allocation algorithm in that option class.1  
As a result of this change, it is not necessary for member firms that wish to have affiliated MMs operate in the same 
option class to satisfy the requirements of the “multiple aggregation unit” pilot program.2
 
MM Obligations 
The rules obligate MMs to provide, on a class-by-class basis, continuous two-sided, minimum 10-up, legal-width 
quotations in 60% of the series that have a time to expiration of less than nine months in each of their appointed classes. 
This obligation applies to a MM on a per class basis and only when the MM is quoting in a particular class at any given 
time. The Market Quality and Allocation Committee (“MQAC”) will periodically conduct evaluations of all market 
makers to determine whether they have fulfilled performance standards relating to, among other things, market quality 
(size, width), competition among market makers, observance of ethical standards, administrative factors and quoting 
frequency.  Any market maker who fails to adhere to minimum quoting and market quality requirements may be subject 
to revocation of a class appointment. 

                                                 
1 Rule 8.3(c)(vii)(3) specifically provides that there is no restriction on affiliated Market-Makers, or Market-Makers affiliated with an e-DPM, 
holding an appointment and submitting electronic quotations in the same class provided CBOE uses an allocation algorithm in the class that does not 
allocate electronic trades, in whole or in part, in an equal percentage based on the number of market participants quoting at the best bid or offer. 
2 Please note that CBOE did not delete the “multiple aggregation unit” pilot program from its rules, in case CBOE determines to use UMA as the 
allocation algorithm in an option class.  

http://appointments.cboe.com/
http://appointments.cboe.com/
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Membership and Seat Requirements 
A Market Maker must be an effective CBOE member or member firm at the time they request MM class appointments.  
New individual and member firm MMs will also be required to pass a CBOE membership exam, with the latter 
designating a nominee (responsible person) to complete the test and be responsible for the actions of the firm as well as 
act as the liaison between the firm and the CBOE.  Under CBOE Rule 3.9(g), any person applying to have an authorized 
trading function must have completed the Exchange’s Member Orientation Program and have passed an Exchange 
Trading Member Qualification Exam.  There are two ways to complete this requirement. 
 

1) Any person applying for membership may attend the regularly scheduled Member Orientation Program at The 
Options Institute at CBOE.  This is a 1-day review program that includes administering of the qualification 
exam.  Prospective members attend a review class, with the qualification exam administered at the end of the 
day.  Individuals with experience in each of the topics teach all sessions. 

 
2) Study materials are also available online at www.cboe.com through CBOE’s online learning system.  

Prospective applicants and/or nominees may choose instead to study for the exam independently of the 
Orientation Program and take the exam at CBOE’s offices in New York City.  Proctoring of the exam in any 
other locations will be subject to demand and availability of CBOE staff. 
 

Please contact Stan Leimer, Director of the CBOE Membership Department, at (312) 786-7299 for information regarding 
applying for CBOE membership and/or obtaining a CBOE membership or go to the membership forms library at 
http://www.cboe.org/. 
 
Fee Structure 
CBOE utilizes a declining fee schedule based on each member or member firms’ monthly volume. Please find the most 
recent CBOE Fee Schedule at http://www.cboe.com/AboutCBOE/FeeSchedule.aspx.  
 
Payment for Order Flow and Preferred MM Programs 
MMs will participate in the marketing fee program, as described in the CBOE Fee Schedule referenced above, as a 
condition of their appointment. Generally, transactions of MMs, DPMs, and e-DPMs resulting from orders for less than 
1,000 contracts from payment accepting firms, and customer orders for less than 1,000 contracts that have designated a 
Preferred MM3 under CBOE Rule 8.13, will be assessed the marketing fee.  The marketing fee is collected in all equity 
options, options on HOLDRs, options on ETFs, and index options at the rate of $0.65 per contract4.  The fee in penny 
pilot classes, including equity options, OIH, SMH, XLE, and XLF is $0.25 per contract.  DIA and SPY have a fee of 
$0.10 per contract and there is no fee in IWM or QQQQ.  For a more in-depth explanation on the marketing fee program 
and the details of what is not subject to the fee, please see the CBOE fee schedule at 
http://www.cboe.com/AboutCBOE/FeeSchedule.aspx.   
 
Connectivity 
Connections to CBOEdirect, whether from locations on or away from the trading floor, must be requested through a 
member’s or member organization’s clearing firm.  CBOE will work with the clearing firms to process requests for 
connections.  Please contact Keith Kiley of the API Test Group, at (312) 786-7245 if you have any questions about this 
subject. 
 
Additional Information 
If you have any questions regarding the market maker program, please contact Daniel Hustad, Vice President of Market 
Quality Assurance, at (312) 786-7715 or contact the MQA Department directly at mqa@cboe.com or (312) 786-7198. 

                                                 
3 An orderflow provider may designate any MM type (DPM, eDPM, MM) as the Preferred MM for orders sent to the Exchange.  A Preferred MM 
will receive a participation entitlement on an order if it has met certain obligations. The participation entitlement is 40% when there are 2 or more 
MMs also quoting at the best bid/offer on the Exchange.  For further information on the Preferred MM Program, please see CBOE Rule 8.13.  To 
register as a Preferred MM, members must fill out a form located under the Apply for Membership link, at https://www.cboe.org/.   
4 The marketing fee shall not apply to DJX, DXL, EEM, EWC, EWT, IWM, MNX, MVR, OEX, QQQQ, RSP, SPX, VIX, VPL, VWO, XBI, XEO, 
XSP, credit default options and credit default basket options. 

http://www.cboe.org/
http://www.cboe.com/AboutCBOE/FeeSchedule.aspx
http://www.cboe.com/AboutCBOE/FeeSchedule.aspx
mailto:mqa@cboe.com
https://www.cboe.org/
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