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On February 1, 1979, Section 11(a) of the Securities Exchange Act of 1934 became 
applicable to all CBOE members.  The section was amended effective August 11, 1993.  
Section 11(a) restricts securities transactions of a member of a national securities 
exchange effected on such exchange for:  (1) its own account; (2) the account of a person 
associated with a member; or (3) an account over which the member or a person 
associated with a member exercises investment discretion.  Such transactions for such 
accounts (hereinafter referred to as "covered accounts") are prohibited unless a specific 
exemption is available for the transaction. 
 
The recent amendment affects accounts over which a member or a person associated with 
a member exercises investment discretion.  The following is a restatement of the 
Exchange's explanation of Section 11(a) (issued January 8, 1979), and is followed starting 
at the bottom of page 4 by an explanation of the recent amendment. 
 
 Specific Exemptions 
 
The following categories of transactions on the CBOE are exempt from the prohibition of 
Section 11(a) and therefore may be effected by an Exchange member on the Exchange for 
a covered account: 
 
 (A)any transaction by a dealer acting in the capacity of market maker; 
 
 *   *   * 
 [Subparagraphs (B) and (C) are inapplicable to CBOE.] 
 
 (D)any bona fide arbitrage transaction, any bona fide hedge transactions involving a 

long or short position in an equity security and a long or short position in a 
security entitling the holder to acquire or sell such equity security, or any risk 
arbitrage transaction in connection with a merger, acquisition, tender offer, or 
similar transaction involving a recapitalization; 

 
 (E)any transaction for the account of a natural person, the estate of a natural 

person, or a trust (other than an investment company) created by a natural 
person for himself or another natural person; 
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 (F)any transaction to offset a transaction made in error; 
 
 (G)any other transaction for a member's own account provided that (i) such member 

is primarily engaged in the business of underwriting and distributing 
securities issued by other persons, selling securities to customers, and acting 
as broker, or any one or more of such activities and (ii) such transaction is 
effected in compliance with rules of the Commission which, as a minimum, 
assure that the transaction is not inconsistent with the maintenance of fair 
and orderly markets and yields priority, parity, and precedence in execution 
to orders for the account of persons who are not members or associated with 
members of the exchange. 

 
A member wishing to effect a transaction for a covered account on the Exchange may do 
so only if the transaction qualifies for one of the foregoing exemptions or one created by 
SEC rule.  In particular, a transaction may be effected by a non-affiliated broker pursuant to 
SEC Rule 11a2-2(T). 
 
All transactions by CBOE Market-Makers acting in their capacities as such qualify for the 
Market-Maker exemption [exemption (A)] and are thus exempt from the Section 11(a) 
prohibition.1  For error account transactions, CBOE Floor Brokers will be able to use the 
specific exemption for transactions to offset errors [exemption (F)]. 
 
The most complex of the exemptions is the so-called "business mix" exemption set forth in 
subsection (G) of Section 11(a) above and further elaborated in Rule 11a1-1(T).  In order 
to qualify for the (G) exemption, a member must (i) obtain more than 50% of its gross 
revenue from eligible sources as defined in the Section 11(a)(1)(G) and Rule 11a1-1(T); 
and (ii) yield priority to orders for the account of persons who are not members or 
associated with members of the Exchange. 
 
 Use of (G) Exemption 
 
Any member who plans to make use of the (G) exemption must file with the Exchange 
financial information indicating that more than 50% of its gross revenue for 1978 was 
received from eligible sources as defined in Section 11(a)(1)(G) and Rule 11a1-1(T). 
 
Any member seeking to effect a transaction for its account pursuant to the (G) exemption 
must insure that the order ticket clearly indicates that the order is a (G) order.  Such (G) 
orders must yield priority to any bid or offer at the same price for the account of a person 
who is not a member or associated with a member (hereinafter referred to as a "non-
member customer account").  Thus, (G) orders are required to yield priority to any order in 

                                                 
    1See SEC Release No. 34-14563 (March 14, 1978), pp. 47-48. 
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the book and to any order in the crowd for a non-member customer account. 
 
A broker representing a (G) order in a trading crowd must: 
 
 (i)announce clearly to the crowd that he holds a (G) order so that the lower priority 

of that order is established; 
 
 (ii)determine, with respect to any competing bid or offer in the crowd, whether it is 

for a non-member customer account; and  
 
 (iii)yield time priority in the execution of the (G) order to any bid or offer at the same 

price for a non-member customer account. 
 
A broker representing a (G) order need not yield to any order for the account of a member 
or a person associated with a member.  As a practical matter however, in larger trading 
crowds and in active markets, members representing (G) orders in the trading crowd will 
have difficulty in determining which orders in the trading crowd are non-member customer 
orders.  Any uncertainty as to whether a competing bid or offer is for a non-member 
customer account should be resolved by assuming that it is, and by yielding priority to that 
competing bid or offer.  Therefore, brokers representing (G) orders may find that, as a 
practical matter in the execution of such orders, they may be compelled to yield to orders in 
addition to non-member customer orders. 
 
 Record-Keeping 
 
Aside from the specific requirement that all order tickets for so-called "(G) orders" be 
clearly so designated, every member effecting a transaction for a covered account in 
reliance upon one of the specific exemptions set forth above is responsible for making and 
maintaining records indicating the specific exemption upon which he has relied and any 
additional information which he believes will support his claim to that exemption. 
 
 Use of Non-Affiliated Broker 
 
To avoid the complexities and practical difficulties of the (G) exemption and the additional 
record keeping required for use of the other specific exemptions, members may prefer to 
effect transactions for covered accounts through use of non-affiliated brokers pursuant to 
the procedures prescribed by SEC Rule 11a2-2(T) -- the so-called "effect-versus-execute 
rule."  Under Rule 11a2-2(T) a member may effect a transaction on the Exchange provided 
that: 
 
 (i)the transaction is executed on the floor of the Exchange by a member (the 

"executing member") which is not an associated person of the initiating 
member; 
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 (ii)the order for the transaction is transmitted from off the Exchange floor; 
 
 (iii)neither the initiating member nor an associated person of the initiating member 

participates in the execution of the transaction at any time after the order for 
the transaction has been so submitted. 

 
(Additionally, in the case of an account with respect to which the initiating member or an 
associated person thereof exercises investment discretion, the initiating member may not 
retain any compensation in connection with effecting the transaction, unless provisions 
respecting disclosure of such compensation are complied with.) 
 
To comply with Rule 11a2-2(T), a member wishing to effect a transaction for a covered 
account must transmit the order from off the Exchange floor to an unaffiliated broker for 
execution.  Although the initiating member may participate in the clearance and settlement 
of a transaction effected under Rule 11a2-2(T), it may not participate in the receipt or 
writing up of the order on the Exchange floor, transmission of the order to the trading post, 
or the actual execution of the order on the floor.  Thus, a member firm may not use its own 
booth facilities on the Exchange floor for receipt of orders for its covered accounts if those 
orders are to be executed under Rule 11a2-2(T). 
 
 *    *    * 
 
The foregoing discussion is of course not a comprehensive treatment of Sections 11(a) of 
the Securities Exchange Act of 1934 and Rules 11a1-1(T) and 11a2-2(T) thereunder.  
Members are invited to consult the full text of the statute and the rules thereunder which 
are available in the Legal Department.  Members may also wish to consult SEC Releases 
No. 34-14563 (March 14, 1978) and No. 34-14713 (April 29, 1978).   
 
Guidelines describing operational procedures to be employed on the Exchange are 
attached. 
 
August 1993 Amendment:  Accounts over which a member or associated person 
exercises investment discretion 
 
Effective August 11, 1993, Section 11(a)(1) of the Securities Exchange Act of 1934 (the 
"Act") has been amended to permit members of national securities exchanges to effect 
transactions for accounts over which the member or an associated person of the member 
exercises investment discretion. 
 
This amendment now permits member organizations to use their own floor brokers to 
execute orders for so-called "managed money" accounts (typically, accounts of investment 
companies and institutional investors over which a member or member organization has 
formal discretionary authority).  Prior to this amendment, members, member organizations 
and associated persons were required to give orders for such accounts to unaffiliated 
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brokers for execution pursuant to SEC Rule 11a2-2(T) under the Act (the "effect versus 
execute" rule). 
 
The ability of a member, member organization, or associated person to operate under the 
new amendment to Section 11(a)(1) is subject to three conditions: 
 
 (1)the member, member organization, or associated person must obtain, from the 

person or persons authorized to transact business for the account, express 
authorization for the member, member organization or associated person to 
effect transactions for the account prior to the effecting of such transactions; 

 
 (2)the member, member organization, or associated person must furnish the person 

or persons authorized to transact business for the account, at least annually, 
with a statement disclosing the aggregate compensation received by the 
member or member organization in effecting transactions for the account; 
and  

 
 (3)the member, member organization, or associated person must comply with any 

rules adopted by the Securities and Exchange Commission with respect to 
paragraphs (2) and (2) above.  (NOTE:  The amendment to Section 11(a)(1) 
is now in effect; the SEC has not promulgated to date any rules with respect 
to paragraphs (1) and (2) above.) 

 
 * * * 
 
This memorandum supersedes all previous Exchange memoranda respecting Section 
11(a) of the Securities Exchange Act of 1934.  Such previous memoranda should be 
disregarded.  Questions concerning this memorandum may be directed to Joanne Moffic-
Silver at (312) 786-7462. 
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