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May 1, 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-2015-013 

 
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”) to update its rules regarding 
clearing member guarantees, clearing corporation restrictions, and clearing corporation 
requirements related to overnight trading sessions.  The Amendment will become effective on 
May 15, 2015. 

 
CFE has contracted with and uses The Options Clearing Corporation (“OCC”) as its 

clearing corporation for clearing and settlement services for transactions conducted on the 
Exchange.  CFE’s rules currently address clearing member guarantees for trading activity on the 
Exchange and revocation of those letters of guarantee.  The Amendment augments CFE Rule 
1101 and CFE Policy and Procedure III to provide further detail in this regard and in relation to 
restrictions that may be imposed and actions that may be taken by the clearing corporation.  The 
Amendment also addresses the obligation of clearing members to comply with clearing 
corporation requirements with respect to acting as a clearing member during CFE overnight 
trading sessions, as defined by the clearing corporation.  Specifically, the Amendment includes 
the following provisions: 

 
• Consistent with current Rule 1101(a), new Rule 1101(a) requires all CFE Trading 

Privilege Holders (“TPHs”) to provide CFE with a letter of guarantee from a clearing 
member.  New Rule 1101(a) also clarifies that a clearing member must provide a 
letter of guarantee for itself. 

 
• Consistent with current Rule 1101(a), new Rule 1101(b) makes clear that TPHs must 

have in place letters of guarantee required by CFE in order to engage in trading 
activities in CFE products or access the Exchange. 

 
• Consistent with current Rule 1101(b), new Rule 1101(c) provides that letters of 

guarantee remain effective until revoked by the clearing member in a form and 
manner prescribed by the Exchange and the revocation becomes effective or until the 
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letter of guarantee otherwise becomes invalid under CFE rules.  Like current Rule 
1101(b), new Rule 1101(c) provides that a revocation becomes effective as soon as 
the Exchange is able to process the revocation. 

 
• New Rule 1101(d) makes clear that if the clearing corporation restricts the activities 

of or suspends a clearing member, CFE may take action as necessary to give effect to 
the restrictions or suspension. 

 
• New Rule 1101(e) makes clear that CFE may activate its kill button function in 

relation to a clearing member if requested to do so by the clearing corporation 
(including in relation to all orders and quotes of any TPH with respect to which the 
clearing member is identified in the order or quote submission as the clearing 
member for the execution of the order or quote). 

 
• New Rules 1101(f) and 1101(g) make clear that if a clearing member is terminated or 

suspended as a clearing member or CFE TPH, the letters of guarantee from the 
clearing member shall no longer be valid (or be invalid during the suspension), 
effective as soon as the Exchange is able to process the invalidation. 

 
• New Rule 1101(h) makes clear that the invalidation of a letter of guarantee does not 

relieve the clearing member that issued the letter of guarantee of responsibility with 
respect to transactions guaranteed prior to the effectiveness of the invalidation. 

 
• Consistent with current CFE Rule 307(b) (which is being deleted so that provisions 

regarding letters of guarantee can be consolidated in new Rule 1101), new Rule 
1101(i) provides that a TPH’s trading privileges and TPH status shall automatically 
be terminated if a TPH does not have a required letter of guarantee for 90 consecutive 
days. 

 
• New Rule 1101(j) makes clear that it is the responsibility of each clearing member 

that acts as a clearing member for an overnight trading session on the Exchange, as 
defined by the clearing corporation, to comply with any clearing corporation 
requirements to act in that manner.  New Rule 1101(j) also makes clear that if a 
transaction is executed or reported to the Exchange during an overnight trading 
session and a clearing member for the execution of the transaction is not in 
compliance with these clearing corporation requirements, (i) the resulting trade will 
be processed and given effect by the Exchange, subject to Exchange Policy and 
Procedure III (Resolution of Error Trades) and (ii) the clearing member will be 
subject to appropriate disciplinary action by the clearing corporation in accordance 
with the rules of the clearing corporation. 

 
• New Paragraph M of CFE Policy and Procedure III makes clear that the CFE help 

desk is authorized to bust any trade that is not accepted for clearing by the clearing 
corporation. 

 
CFE believes that the Amendment is consistent with Designated Contract Market Core 

Principles 4 (Prevention of Market Disruption) and 11 (Financial Integrity of Transactions) under 
Section 5 of the Act.  In particular, the Amendment makes clear that CFE may activate its kill 
button function to the extent requested by the clearing corporation.  Making clear that CFE can 
exercise this risk control in these situations contributes to reducing the potential risk of price 
distortions and market disruptions.  The Amendment also adds further detail regarding CFE’s 
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requirement that TPHs have a letter of guarantee from a clearing member for trading activities in 
CFE products and access to the Exchange; clarifies when and how these letters of guarantee may 
be revoked or become invalid; and addresses clearing member obligations during overnight 
trading sessions under clearing corporation rules.  These provisions contribute to ensuring the 
financial integrity of transactions entered into on or through the facilities of Exchange. 
 

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 307.  Emergency Disciplinary Actions and Limitations of Trading Privileges 
 
[(a)] Notwithstanding anything in Rule 304 to the contrary, the Exchange may at any time 
impose a sanction or take other summary action against any Trading Privilege Holder or Related 
Party of a Trading Privilege Holder if, necessary to protect the best interest of the marketplace, 
including, without limitation, for the protection of Customers, Trading Privilege Holders, 
Clearing Members or the Exchange.  Any such sanction or other summary action may include, 
without limitation, revoking, suspending, limiting, conditioning, restricting, denying or qualifying 
the access to the Exchange, the Trading Privileges or the activities, functions and operations of a 
Trading Privilege Holder or Related Party of a Trading Privilege Holder.  One instance in which 
the Exchange may take action under this Rule 307 is if a Trading Privilege Holder or Related 
Party is or becomes subject to a statutory disqualification.  The following procedures shall be 
applicable to any such action: 
 

(i) If practicable, a Respondent shall be served with a notice before the 
action is taken, or otherwise at the earliest possible opportunity.  The notice shall state the 
action, briefly state the reasons for the action, and state the effective time and date, and 
the duration of the action. 

 
(ii) The Respondent shall be entitled to be represented in all proceedings 

subsequent to the imposition of the emergency action by legal counsel or any 
representative of the Respondent’s choosing, except for any member of the Exchange’s 
Board of Directors or Business Conduct Committee, any Exchange employee or any 
Person substantially related to the emergency action, such as a material witness or a 
Respondent. 

 
(iii) The Respondent may make a written request in accordance with Rule 

704(c) for access to books, documents or other evidence concerning the emergency 
action that are in the possession or under the control of the Exchange, except that the 
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sixty day time period in Rule 704(c) shall not be applicable and any such request must be 
made within 10 days from the date of service of the notice of the emergency action. 

 
(iv) The Respondent shall have 10 days from the date of service of the notice 

of the emergency action to request a hearing regarding the emergency action by 
providing written notice of the request to the Secretary.  In the event that the Respondent 
requests a hearing regarding the emergency action, the hearing shall be held as soon as 
reasonably practicable. 

 
(v) The hearing shall be conducted before a BCC Panel pursuant to Rule 

706, except that the BCC Panel may determine in accordance with paragraph (a)(iv) 
above to shorten the fifteen day and five day time periods in Rule 706(b). 

 
(vi) Promptly following the hearing, the BCC Panel shall render a written 

decision based upon the weight of the evidence contained in the record of the proceeding 
and shall serve notice of the decision upon the Respondent pursuant to Rule 712 and 
upon the Exchange.  The decision shall include a description of the summary action 
taken; the reasons for the summary action; a summary of the evidence produced at the 
hearing; a statement of findings and conclusions; a determination that the summary action 
should be affirmed, modified or reversed; and a declaration of any action to be taken 
pursuant to the determination, and the effective date and duration of such action. 

 
(vii) The decision issued by the BCC Panel shall be subject to the review 

procedures under Rule 710. 
 

[(b) If a Clearing Member revokes any authorization granted and guarantee made by it to any 
Trading Privilege Holder pursuant to Rule 1101(b), such Trading Privilege Holder’s Trading 
Privileges shall be automatically terminated, and such Trading Privilege Holder must obtain 
another guarantee from a Clearing Member before its Trading Privileges will be reinstated.  If 
such Trading Privilege Holder fails to obtain such a replacement guarantee within three months 
from the effective date of the revocation of the guarantee by its previous Clearing Member, its 
Trading Privileges shall be automatically terminated.] 
 

* * * * * 
 
CFE Rule 1101.  Clearing Member Guarantees and Clearing Corporation Restrictions 
 
[(a) Each Trading Privilege Holder that is not a Clearing Member and desires to enter into 
transactions in Contracts must obtain the prior authorization from a Clearing Member who will 
guarantee such transactions, or enter into an appropriate arrangement with a person that has such 
authorization from a Clearing Member.  Each such guarantee or other arrangement must be in 
form and substance satisfactory to, and approved by, the Exchange.  A Clearing Member shall 
guarantee and assume financial responsibility for all Contracts of each Trading Privilege Holder 
guaranteed by it, and shall be liable for all trades made by such Trading Privilege Holder. 
 
(b) A Clearing Member may at any time revoke, in a form and manner prescribed by the 
Exchange, any authorization granted and guarantee made by it to any Trading Privilege Holder in 
accordance with paragraph (a) above and for purposes of the relationship between the relevant 
Clearing Member and the Exchange, and the obligations of such Clearing Member to the 
Exchange, such revocation shall become effective as soon as the Exchange is able to process the 
revocation.] 
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(a) Each Trading Privilege Holder shall provide to the Exchange a letter of guarantee from a 
Clearing Member, in a form and manner prescribed by the Exchange, for the Trading Privilege 
Holder’s trading activities in Exchange Contracts and access to the Exchange.  This requirement 
shall be applicable to all Trading Privilege Holders, including all Clearing Members.  
Accordingly, each Clearing Member must provide to the Exchange a letter of guarantee from that 
Clearing Member, in a form and manner prescribed by the Exchange, for the Clearing Member’s 
trading activities in Exchange Contracts and access to the Exchange.  A Clearing Member shall 
guarantee and assume financial responsibility for all Exchange Contracts of each Trading 
Privilege Holder guaranteed by it, and shall be liable for all transactions of that Trading Privilege 
Holder in Exchange Contracts, in accordance with the applicable letter of guarantee. 
 
(b) A Trading Privilege Holder may not engage in any trading activities in Exchange 
Contracts or access the Exchange if an effective letter of guarantee required to engage in those 
activities or to receive that access is not on file with the Exchange.  If a Trading Privilege Holder 
does not have an effective letter of guarantee on file with the Exchange, the Exchange may 
prevent access and connectivity to the Exchange by that Trading Privilege Holder. 
 
(c) Letters of guarantee filed with the Exchange shall remain in effect until a written notice 
of revocation has been filed with the Exchange Registration Services Department in a form and 
manner prescribed by the Exchange and the revocation becomes effective or until such time that 
the letter of guarantee otherwise becomes invalid pursuant to the Rules of the Exchange.  A 
written notice of revocation shall become effective as soon as the Exchange is able to process the 
revocation.  A revocation shall in no way relieve a Clearing Member of responsibility for 
transactions guaranteed prior to the effectiveness of the revocation. 
 
(d) If the Clearing Corporation restricts the activities of a Clearing Member or suspends a 
Clearing Member as a Clearing Member of the Clearing Corporation, the Exchange may take 
action as necessary to give effect to the restriction or suspension.  For example, if the Clearing 
Corporation restricts transactions cleared by a Clearing Member to “closing only” transactions, 
the Exchange may similarly restrict transactions on the Exchange for clearance by that Clearing 
Member as a Clearing Member of the Clearing Corporation to “closing only” transactions.  
Similarly, if the Clearing Corporation suspends a Clearing Member, the Exchange may prevent 
access and connectivity to the Exchange by the suspended Clearing Member. 
 
(e) If requested to do so by the Clearing Corporation, the Exchange may activate the kill 
button function under Rule 513A(c) in relation to a Clearing Member and to all Orders and quotes 
of any Trading Privilege Holder with respect to which the Clearing Member is identified in the 
Order or quote submission as the Clearing Member for the execution of the Order or quote. 
 
(f) If a Clearing Member’s status as a Clearing Member of the Clearing Corporation or as a 
Trading Privilege Holder is terminated, all letters of guarantee on file with the Exchange from 
that Clearing Member shall no longer be valid, effective as soon as the Exchange is able to 
process the invalidation of these letters of guarantee. 
 
(g) If a Clearing Member has been suspended as a Clearing Member of the Clearing 
Corporation or as a Trading Privilege Holder, all existing letters of guarantee and authorization 
from that Clearing Member shall be invalid during the period of the suspension, effective as soon 
as the Exchange is able to process the invalidation of those letters of guarantee. 
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(h) The invalidation of a letter of guarantee shall in no way relieve the Clearing Member that 
issued the letter of guarantee of responsibility with respect to transactions guaranteed prior to the 
effectiveness of the invalidation. 
 
(i) If a Trading Privilege Holder does not have a required letter of guarantee for a period of 
ninety consecutive days, the Trading Privilege Holder’s Trading Privileges and status as a 
Trading Privilege Holder shall automatically be terminated. 
 
(j) It is the responsibility of each Clearing Member that acts as a Clearing Member for an 
overnight trading session on the Exchange as defined by the Clearing Corporation (“Overnight 
Trading Session”) to comply with any requirements of the Clearing Corporation to act in that 
manner (“Overnight Trading Session Requirements”).  If a transaction is executed or reported to 
the Exchange during an Overnight Trading Session and a Clearing Member for the execution of 
the transaction is not in compliance with Overnight Trading Session Requirements, 
 

 (i) the transaction will be processed and given effect by the Exchange, 
subject to Exchange Policy and Procedure III (Resolution of Error Trades); and 
 
 (ii) the Clearing Member will be subject to appropriate disciplinary action by 
the Clearing Corporation in accordance with the rules of the Clearing Corporation. 

 
* * * * * 

 
CBOE Futures Exchange, LLC 

Policies and Procedures 
 

* * * * * 
 
CFE Policy and Procedure III.  Resolution of Error Trades  (Rule 416) 
 
A. - L.  No changes. 
 
M. Busting Trades Rejected by the Clearing Corporation 
 
The help desk is authorized to bust any trade that is not accepted for clearing by the Clearing 
Corporation. 
 
[M.] N. Notice of Trade Busts and Adjustments 
 
The help desk shall disseminate notice of any bust or adjustment of a trade pursuant to this Policy 
and Procedure III. 
 

* * * * * 
 

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-
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2015-013 in any related correspondence. 
 

CBOE Futures Exchange, LLC 
 

 
By: James F. Lubin 

 Senior Managing Director 


