
 
 
 

April 21, 2015 
 
Christopher J. Kirkpatrick 
Secretary 
Commodity Futures Trading Commission 
Three Lafayette Centre 
1155 21st Street, N.W. 
Washington, D.C.  20581 
  

Re: CBOE Futures Exchange, LLC Rule Certification 
Submission Number CFE-2015-011 

 
Dear Mr. Kirkpatrick: 

 
Pursuant to Section 5c(c)(1) of the Commodity Exchange Act, as amended (“Act”), and 

§40.6(a) of the regulations promulgated by the Commodity Futures Trading Commission (“CFTC” 
or “Commission”) under the Act, CBOE Futures Exchange, LLC (“CFE” or “Exchange”) hereby 
submits a CFE rule amendment (“Amendment”):  (i) to amend CFE Rule 526 in the Appendix to 
Chapter 5 of the CFE Rulebook, which provides that TPHs must comply with Commission 
Regulation 1.22, to reflect a change to that Regulation published by the CFTC;1 and (ii) to amend 
CFE Rule 527 in the Appendix to Chapter 5 of the CFE Rulebook, which provides that TPHs must 
comply with Commission Regulation 1.23, to reflect minor typographical corrections to that 
Regulation published by the CFTC.2  The Amendment will become effective on May 26, 2015. 

 
 CFE Rules 526 and 527 in the Appendix to Chapter 5 of the CFE Rulebook require that 
TPHs comply with Commission Regulations 1.22 and 1.23, respectively, and incorporate the text 
of those Regulations.  On March 24, 2015, the CFTC published a Final Rule under the caption, 
Residual Interest Deadline for Futures Commission Merchants, which amended Commission 
Regulation 1.22 to remove the December 31, 2018 automatic termination date for the phased-in 
compliance schedule for futures commission merchants and provide assurance that the residual 
interest deadline will only be revised through a separate Commission rulemaking.  This Final Rule 
is effective May 26, 2015, which will be the effective date of this Amendment.  In addition, on July 
30, 2014, the CFTC published a Final Rule that made minor typographical corrections to 
Commission Regulation 1.23.  The Amendment amends Rules 526 and 527 to incorporate the 
amended language contained in these Final Rules. 
 

CFE believes that the Amendment complies with DCM Core Principle 11 (Financial 
Integrity of Transactions) under Section 5 of the Act.  CFTC Regulations 1.22 and 1.23 are 
intended by the CFTC to enhance the financial integrity of futures customer funds, and the 

                                                 
1 80 FR 15507 (Mar. 24, 2015). 
2 79 FR 44125 (July 30, 2014). 
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Amendment provides for the language of CFE Rules 526 and 527 to be consistent with the 
respective, amended language in these CFTC Regulations. 

 
CFE believes that the impact of the Amendment will be beneficial to the public and market 

participants.  CFE is not aware of any substantive opposing views to the Amendment.  CFE hereby 
certifies that the Amendment complies with the Act and the regulations thereunder.  CFE further 
certifies that CFE has posted a notice of pending certification with the Commission and a copy of 
this submission on CFE's Web site (http://cfe.cboe.com/aboutcfe/rules.aspx) concurrent with the 
filing of this submission with the Commission. 

 
 The Amendment, marked to show additions in underlined text and deletions in [bracketed] 
text, consists of the following: 
 

* * * * * 
 

CBOE Futures Exchange, LLC Rules 
 

* * * * * 
 

CFE Rule 526.  Compliance with Commission Regulation 1.22 - Use of Futures Customer 
Funds Restricted 

Any Trading Privilege Holder subject to Commission Regulation 1.22 that violates Commission 
Regulation 1.22 shall be deemed to have violated this Rule 526.  Commission Regulation 1.22 is 
set forth below and incorporated into this Rule 526. 

Commission Regulation 1.22 - Use of futures customer funds restricted. 

(a) No futures commission merchant shall use, or permit the use of, the futures customer funds of 
one futures customer to purchase, margin, or settle the trades, contracts, or commodity options of, 
or to secure or extend the credit of, any person other than such futures customer. 

(b) Futures customer funds shall not be used to carry trades or positions of the same futures 
customer other than in contracts for the purchase of sale of any commodity for future delivery or 
for options thereon traded through the facilities of a designated contract market. 

(c)(1) The undermargined amount for a futures customer's account is the amount, if any, by which: 

(i) The total amount of collateral required for that futures customer's positions in that account, at 
the time or times referred to in paragraph (c)(2) of this section, exceeds 

(ii) The value of the futures customer funds for that account, as calculated in §1.20(i)(2). 

(2) Each futures commission merchant must compute, based on the information available to the 
futures commission merchant as of the close of each business day, 

(i) The undermargined amounts, based on the clearing initial margin that will be required to be 
maintained by that futures commission merchant for its futures customers, at each derivatives 
clearing organization of which the futures commission merchant is a member, at the point of the 

http://cfe.cboe.com/aboutcfe/rules.aspx
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daily settlement (as described in §39.14 of this chapter) that will complete during the following 
business day for each such derivatives clearing organization less 

(ii) Any debit balances referred to in §1.20(i)(4) included in such undermargined amounts. 

(3)(i) Prior to the Residual Interest Deadline, such futures commission merchant must maintain 
residual interest in segregated funds that is at least equal to the computation set forth in paragraph 
(c)(2) of this section. Where a futures commission merchant is subject to multiple Residual Interest 
Deadlines, prior to each Residual Interest Deadline, such futures commission merchant must 
maintain residual interest in segregated funds that is at least equal to the portion of the computation 
set forth in paragraph (c)(2) of this section attributable to the clearing initial margin required by the 
derivatives clearing organization making such settlement. 

(ii) A futures commission merchant may reduce the amount of residual interest required in 
paragraph (c)(3)(i) of this section to account for payments received from or on behalf of 
undermargined futures customers (less the sum of any disbursements made to or on behalf of such 
customers) between the close of the previous business day and the Residual Interest Deadline. 

(4) For purposes of paragraph (c)(2) of this section, a futures commission merchant should include, 
as clearing initial margin, customer initial margin that the futures commission merchant will be 
required to maintain, for that futures commission merchant's futures customers, at another futures 
commission merchant. 

(5) Residual Interest Deadline defined. (i) Except as provided in paragraph (c)(5)(ii) of this section, 
the Residual Interest Deadline shall be the time of the settlement referenced in paragraph (c)(2)(i) 
or, as appropriate, (c)(4), of this section. 

(ii) Starting on November 14, 2014 and during the phase-in period described in paragraph 
(c)(5)(iii) of this section, the Residual Interest Deadline shall be 6:00 p.m. Eastern Time on the date 
of the settlement referenced in paragraph (c)(2)(i) or, as appropriate, (c)(4), of this section. 

(iii)(A) No later than May 16, 2016, the staff of the Commission shall complete and publish for 
public comment a report addressing, to the extent information is practically available, the 
practicability (for both futures commission merchants and customers) of moving that deadline from 
6:00 p.m. Eastern Time on the date of the settlement referenced in paragraph (c)(2)(i) or, as 
appropriate, (c)(4), of this section to the time of that settlement (or to some other time of day), 
including whether and on what schedule it would be feasible to do so, and the costs and benefits of 
such potential requirements. Staff shall, using the Commission's Web site, solicit public comment 
and shall conduct a public roundtable regarding specific issues to be covered by such report. 

(B) Nine months after publication of the report required by paragraph (c)(5)(iii)(A) of this section, 
the Commission may (but shall not be required to) do either [or both] of the following: 

(1) Terminate the phase-in period through rulemaking, in which case the phase-in period shall end 
as of a date established by [order] a final rule published in the FEDERAL REGISTER, which date 
shall be no less than one year after the date such [order] rule is published; or 

(2) Determine that it is necessary or appropriate in the public interest to propose through 
rulemaking a different Residual Interest Deadline. In that event, the Commission shall establish, 
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[by order] if necessary, a phase-in schedule in the final rule published in the FEDERAL REGISTER[, a 
phase-in schedule]. 

(C) If the phase-in schedule has not been [amended] terminated or revised pursuant to paragraph 
(c)(5)(iii)(B) of this section, then the [phase-in period shall end on December 31, 2018] Residual 
Interest Deadline shall remain 6:00 p.m. Eastern Time on the date of the settlement referenced in 
paragraph (c)(2)(i) or, as appropriate, (c)(4) of this section until such time that the Commission 
takes further action through rulemaking. 
 
CFE Rule 527.  Compliance with Commission Regulation 1.23 - Interest of Futures 
Commission Merchants in Segregated Futures Customer Funds; Additions and Withdrawals 

Any Trading Privilege Holder subject to Commission Regulation 1.23 that violates Commission 
Regulation 1.23 shall be deemed to have violated this Rule 527.  Commission Regulation 1.23 is 
set forth below and incorporated into this Rule 527. 

Commission Regulation 1.23 - Interest of futures commission merchant in segregated futures 
customer funds; additions and withdrawals. 

(a)(1) The provision in sections 4d(a)(2) and 4d(b) of the Act and the provision in §1.20 that 
prohibit the commingling of futures customer funds with the funds of a futures commission 
merchant, shall not be construed to prevent a futures commission merchant from having a residual 
financial interest in the futures customer funds segregated as required by the Act and the 
regulations in this part and set apart for the benefit of futures customers; nor shall such provisions 
be construed to prevent a futures commission merchant from adding to such segregated futures 
customer funds such amount or amounts of money, from its own funds or unencumbered securities 
from its own inventory, of the type set forth in §1.25 of this part, as it may deem necessary to 
ensure any and all futures customers' accounts from becoming undersegregated at any time. 

(2) If a futures commission merchant discovers at any time that it is holding insufficient funds in 
segregated accounts to meet its obligations under §§1.20 and 1.22, the futures commission 
merchant shall immediately deposit sufficient funds into segregation to bring the account into 
compliance. 

(b) A futures commission merchant may not withdraw funds, except withdrawals that are made to 
or for the benefit of futures customers, from an account or accounts holding futures customer funds 
unless the futures commission merchant has prepared the daily segregation calculation required by 
§1.32 as of the close of business on the previous business day. A futures commission merchant that 
has completed its daily segregation calculation may make withdrawals, in addition to withdrawals 
that are made to or for the benefit of futures customers, to the extent of its actual residual financial 
interest in funds held in segregated futures accounts, adjusted to reflect market activity and other 
events that may have decreased the amount of the firm's residual financial interest since the close 
of business on the previous business day, including the withdrawal of securities held in segregated 
safekeeping accounts held by a bank, trust company, derivatives clearing organization or other 
futures commission merchant. Such withdrawal(s), however, shall not result in the funds of one 
futures customer being used to purchase, margin or carry the trades, contracts or commodity 
options, or extend the credit of any other futures customer or other person. 

(c) Notwithstanding paragraphs (a) and (b) of this section, each futures commission merchant shall 
establish a targeted residual interest (i.e., excess funds) that is in an amount that, when maintained 
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as its residual interest in the segregated funds accounts, reasonably ensures that the futures 
commission merchant shall remain in compliance with the segregated funds requirements at all 
times. Each futures commission merchant shall establish policies and procedures designed to 
reasonably ensure that the futures commission merchant maintains the targeted residual amounts in 
segregated funds at all times. The futures commission merchant shall maintain sufficient capital 
and liquidity, and take such other appropriate steps as are necessary, to reasonably ensure that such 
amount of targeted residual interest is maintained as the futures commission merchant's residual 
interest in the segregated funds accounts at all times. In determining the amount of the targeted 
residual interest, the futures commission merchant shall analyze all relevant factors affecting the 
amounts in segregated funds from time to time, including without limitation various factors, as 
applicable, relating to the nature of the futures commission merchant's business including, but not 
limited to, the composition of the futures commission merchant's customer base, the general 
creditworthiness of the customer base, the general trading activity of the customers, the types of 
markets and products traded by the customers, the proprietary trading of the futures commission 
merchant, the general volatility and liquidity of the markets and products traded by customers, the 
futures commission merchant's own liquidity and capital needs, and the historical trends in 
customer segregated fund balances and debit balances in customers' and undermargined accounts. 
The analysis and calculation of the targeted amount of the future commission merchant's residual 
interest must be described in writing with the specificity necessary to allow the Commission and 
the futures commission merchant's designated self-regulatory organization to duplicate the analysis 
and calculation and test the assumptions made by the futures commission merchant. The adequacy 
of the targeted residual interest and the process for establishing the targeted residual interest must 
be reassessed periodically by the futures commission merchant and revised as necessary. 

(d) Notwithstanding any other paragraph of this section, a futures commission merchant may not 
withdraw funds, in a single transaction or a series of transactions, that are not made to or for the 
benefit of futures customers from futures accounts if such withdrawal(s) would exceed 25 percent 
of the futures commission merchant's residual interest in such accounts as reported on the daily 
segregation calculation required by §1.32 and computed as of the close of business on the previous 
business day, unless: 

(1) The futures commission merchant's chief executive officer, chief finance officer or other senior 
official that is listed as a principal of the futures commission merchant on its Form 7-R and is 
knowledgeable about the futures commission merchant's financial requirements and financial 
position pre-approves in writing the withdrawal, or series of withdrawals; 

(2) The futures commission merchant files written notice of the withdrawal or series of 
withdrawals, with the Commission and with its designated self-regulatory organization 
immediately after the chief executive officer, chief finance officer or other senior official as 
described in paragraph [(c)(1)] (d)(1) of this section pre-approves the withdrawal or series of 
withdrawals. The written notice must: 

(i) Be signed by the chief executive officer, chief finance officer or other senior official as 
described in paragraph [(c)(1)] (d)(1) of this section that pre-approved the withdrawal, and give 
notice that the futures commission merchant has withdrawn or intends to withdraw more than 25 
percent of its residual interest in segregated accounts holding futures customer funds; 

(ii) Include a description of the reasons for the withdrawal or series of withdrawals; 

(iii) List the amount of funds provided to each recipient and each recipient's name; 
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(iv) Include the current estimate of the amount of the futures commission merchant's residual 
interest in the futures accounts after the withdrawal; 

(v) Contain a representation by the chief executive officer, chief finance officer or other senior 
official as described in paragraph [(c)(1)] (d)(1) of this section that pre-approved the withdrawal, or 
series of withdrawals, that, after due diligence, to such person's knowledge and reasonable belief, 
the futures commission merchant remains in compliance with the segregation requirements after 
the withdrawal. The chief executive officer, chief finance officer or other senior official as 
described in paragraph [(c)(1)] (d)(1) of this section must consider the daily segregation calculation 
as of the close of business on the previous business day and any other factors that may cause a 
material change in the futures commission merchant's residual interest since the close of business 
the previous business day, including known unsecured futures customer debits or deficits, current 
day market activity and any other withdrawals made from the futures accounts; and 

(vi) Any such written notice filed with the Commission must be filed via electronic transmission 
using a form of user authentication assigned in accordance with procedures established by or 
approved by the Commission, and otherwise in accordance with instruction issued by or approved 
by the Commission. Any such electronic submission must clearly indicate the registrant on whose 
behalf such filing is made and the use of such user authentication in submitting such filing will 
constitute and become a substitute for the manual signature of the authorized signer. Any written 
notice filed must be followed up with direct communication to the Regional office of the 
Commission that has supervisory authority over the futures commission merchant whereby the 
Commission acknowledges receipt of the notice; and 

(3) After making a withdrawal requiring the approval and notice required in paragraphs [(c)(1)] 
(d)(1) and (2) of this section, and before the completion of its next daily segregated funds 
calculation, no futures commission merchant may make any further withdrawals from accounts 
holding futures customer funds, except to or for the benefit of futures customers, without, for each 
withdrawal, obtaining the approval required under paragraph [(c)(1)] (d)(1) of this section and 
filing a written notice in the manner specified under paragraph [(c)(2)] (d)(2) of this section with 
the Commission and its designated self-regulatory organization signed by the chief executive 
officer, chief finance officer, or other senior official. The written notice must: 

(i) List the amount of funds provided to each recipient and each recipient's name; 

(ii) Disclose the reason for each withdrawal; 

(iii) Confirm that the chief executive officer, chief finance officer, or other senior official (and 
identify of the person if different from the person who signed the notice) pre-approved the 
withdrawal in writing; 

(iv) Disclose the current estimate of the futures commission merchant's remaining total residual 
interest in the segregated accounts holding futures customer funds after the withdrawal; and 

(v) Include a representation that, after due diligence, to the best of the notice signatory's knowledge 
and reasonable belief the futures commission merchant remains in compliance with the segregation 
requirements after the withdrawal. 

(e) If a futures commission merchant withdraws funds from futures accounts that are not made to 
or for the benefit of futures customers, and the withdrawal causes the futures commission merchant 
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to not hold sufficient funds in the futures accounts to meet its targeted residual interest, as required 
to be computed under §1.11, the futures commission merchant should deposit its own funds into 
the futures accounts to restore the account balance to the targeted residual interest amount by the 
close of business on the next business day, or, if appropriate, revise the futures commission 
merchant's targeted amount of residual interest pursuant to the policies and procedures required by 
§1.11. Notwithstanding the foregoing, if a the futures commission merchant's residual interest in 
customer accounts is less than the amount required by §1.22 at any particular point in time, the 
futures commission merchant must immediately restore the residual interest to exceed the sum of 
such amounts. Any proprietary funds deposited in the futures accounts must be unencumbered and 
otherwise compliant with §1.25, as applicable. 

* * * * * 
 
Questions regarding this submission may be directed to Arthur Reinstein at (312) 786-7570 

or Eric Seinsheimer at (312) 786-8740.  Please reference our submission number CFE-2015-011 in 
any related correspondence. 
 

CBOE Futures Exchange, LLC 
 

 
By: James F. Lubin 

 Senior Managing Director 
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