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PARTIAL AMENDMENT

. The Chicago Board Options Exchange, Inc. (“Exchange” or “CBOE™) submits this Partial
Amendment, constituting Amendment No, 2 to its rule filing SR-CBOE-2007-120. The purpose
of this Partial Amendment is to amend the proposed rule change in light of the recent extension
for an additional year of two existing pilot programs,

Initially, the proposed rule change and Amendment No. 1 (which replaced the original rule filing
in its entirety) sought to extend for an additional year, until March 14, 2009, the following pilot
programs:;

(i) the pilot program that allows an RMM, an Off-Floor DPM and an ¢-DPM to have up
to one separate affiliated Market-Maker physically present in the trading crowds where it
operates as an RMM, Off-Floor DPM, or e-DPM, respectively (see CBOE Rules
8.4(c)(i), 8.91 and 8.93(vii)); and

(ii) the pilot program which allows a CBOE member or member firm to have muitiple
aggregation units operating as separate Market-Makers or RMMs within the same class,
provided they satisfy certain criteria set forth in Rule 8.4(c)(iifA)<(C) (see Rules
8.3(c)(viii) and Rule 8.4(c)(ii)).

Because these pilot programs were scheduled to expire prior to when the comment period expired
on SR-CBOE-2007-120 and the time by when the SEC may approve SR-CBOE-2007-120,
CBOE determined to seek a one-year extension of the pilot programs in a separate rule filing —
SR-CBOE-2008-29.! Given that these pilot programs now have been extended for an additional
year, and CBOE is not seeking to extend them in the proposed rule change SR-CBOE-2007-120,
CBOE proposes to amend the rule text to reflect that these two pilot programs have in fact been
extended.

Accordingly, attached as Exhibit 5 to this Partial Amendment is revised rule text which replaces
in its entirety the rule text attached as Exhibit 5 to Amendment No. 1 to SR-CBOE-2007-120.
The only difference between the rule text in Exhibit 5 below and the version attached as Exhibit 5
to Amendment No. 1 are changes to the dates on which these pilot programs expire, currently
March 14, 2009.

Additionally, attached is Exhibit 4, which is a marked copy of the rule text showing the changes
between Exhibit 5 to Amendment No. 1 and Exhibit 5 to this Partial Amendment. Please note
that additions set forth in the proposed rule text of Amendment No. 1 to SR-CBOE-2007-120 are
underlined and deletions are [bracketed]; additions being made pursuant to Partial Amendment
No. 2 to SR-CBOE-2007-120 are double underlined and deletions are struck-through.

! See SEC Rel. No. 57519 (3/18/08), granting immediate effectiveness to SR-CBOE-2008-29.
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Exhibit 4

(Additions as set forth in the proposed rule text of Amendment No. 1 to SR-CBOE-2007-120 are
underlined and deletions are [bracketed]; additions being made pursuant to Amendment No. 2 to

SR-CBOE-2007-120 are double underlined and deletions are struek-through.)

Chicago Board Options Exchange, Incorporated
Rules

* & & ok ok
Rule 3.2 - Qualifications and Membership Statuses of Individual Members

Rule3.2.(a) Nochange.

(b} The individual membership statuses that are approved by the Membership Committee
(along with the primary Exchange Rule that provides for such approval if it is not Rule 3.9)
include: (i) owner; (ii) lessor; (iii) lessee; (iv) Chicago Board of Trade exerciser; (v) sole
proprietor; (vi) individual with a membership that has been registered for a member organization;
(vii) nominee of a member organization; (viii) Market-Maker (Rule 8.2); (ix) Floor Broker (Rule
6.71); (x) member eligible to trade securities traded pursuvant to Chapter XXX (Rule 30.2); (xi)
member eligible to trade securities traded pursuant to Chapter L (Rule 50.2); and (xii) Trust
Member (Ruie 3.25)[; and (xiii) Remote Market-Maker ("RMM")(Rule 8.4)].

(¢) Every individual member who is a lessee, a Chicago Board of Trade exerciser, or an
owner (who is not a lessor) must have an authorized trading function. An individual member is
deemed to have an authorized trading function if the member is approved by the Membership
Committee to act as a Market-Maker, Floor Broker, [RMM,) or nominee or person registered for
an [RMM or] e-DPM organization.

¥ ok & g ok

Rule 3.3 - Qualifications and Membership Statuses of Member Organizations
Rule 3.3, (a) No change.

(b) The member organization membership statuses that are approved by the Membership
Committee (along with the primary Exchange Rule that provides for such approval if it is not
Rule 3.9) include: (1) owner; (ii) lessor; (iii) lessee; (iv) member organization for which an
individual member has registered his or her membership; (v) member organization approved to
transact business with the public (Rule 9.1); (vi) Clearing Member; (vii) order service firm (Rule
6.77); and (viii) [Remote Market-Maker (Rule 8.4)]Market-Maker (Rule 8.1).

(c) No change,
(d) No change.
. . . Interpretations and Policies:

01 No change.
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.02, Member organization membership statuses that are approved by Exchange bodies other
than the Membership Committee (along with the primary Exchange Rule that provides for such
approval) include: Lead Market-Maker (Rules 8.15 and 8.15A); Designated Primary Market-
" Maker (Rule 8.83), Electronic DPMs (Rule 8.92), SBT Designated Primary Market-Makers and
SBT Lead Market-Makers (Rule 42.1).

* K ok % ok

Rule 3.8, Nominees and Members Who Register Their Memberships for Member
Organizations

Rule 3.8. (a) Each member organization that is the owner of a membership for which the member
organization will not be acting as a lessor and each member organization that is a lessee of a
membership shall be subject to the following provisions:

(i) the member organization must designate an individual nominee to represent the
organization with respect to that membership in all matters relating to the Exchange;

(ii) if the member organization is the owner or lessee of more than one such membership,
the member organization may designate one individual to be the nominee for all memberships
utilized by the organization. However, for each membership utilized for trading in open outcry
on the trading floor, the organization must designate a different individual to be the nominee for
each of the memberships [(subject to the exceptions set forth in Interpretations and Policies .02 to
this Rule)];

(iii) each nominee of a member organization designated pursuant to subparagraph (a)(i)
of this Rule, except for a nominee of a member organization approved solely as a Clearing
Member and/or to transact business with the public pursuant to Rule 9.1, is required to have an
authorized trading function;

(iv) each nominee of a member organization designated pursuant to subparagraph (a)(i)
of this Rule must be approved for membership in accordance with the Rules; and

(v) each nominee of a member organization designated pursuant to subparagraph (a)(i) of
this Rule who is approved for membership shall be deemed to be an individual member.

(b) - (g) No change.
... Interpretations and Policies:
.01 No change.

[.02 The following are exceptions to the subparagraph (a)(ii) of this Rule: (i} A member
organization may designate one individual to be the nominee for all memberships utilized by the
organization in an RMM capacity, in an e-DPM capacity, and in an Off-Floor DPM capacity
provided, however, that a member organization may not have more than one RMM appointment
in an option class (except to the extent provided in Rule 8.4(c)) and may not have an RMM
appointment in an option class in which the organization serves as a DPM, e-DPM, or Market-
Maker on the Exchange (except to the extent provided in Rule 8.4(c)); (i) An individual may act
as a nominee of an organization with respect to one membership utilized in an RMM capacity and
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a membership not utilized in an RMM or e-DPM capacity in order to allow the nominee to use
those memberships to simultaneously trade as an in-crowd Market-Maker and in an RMM
capacity (but not in the same class), provided that the RMM trading activity of the nominee is
" from a location other than the physical trading station for any of the classes traded by the
nominee in an RMM capacity.]

® ok k ok

Rule 6.45A - Priority and Allocation of Equity Option Trades and the CBOE Hybrid
System

Rule 6.45A. Generally: The rules of priority and order allocation procedures set forth in this
rule shall apply only to equity option classes designated by the Exchange to be traded on the
CBOE Hybrid System and has no applicability to index option and options on ETF classes. The
term "market participant” as used throughout this rule refers to a Market-Maker, a DPM, an e-
DPM, [a Remote Market-Maker,] and a floor broker or a PAR Official representing orders in the
trading crowd. The term “in-crowd market participant” only includes an in-crowd Market-Maker,
in-crowd DPM, and floor broker or PAR Official representing orders in the trading crowd.

(a) —(e) No change.
. . . Interpretations and Policies:

.01 - .02 No change.

¥ ok ok ok ok

Rule 6.45B - Priority and Allocation of Trades in Index Options and Options on ETFs
on the CBOE Hybrid System

Rule 6.45A. Generally: The rules of priority and order allocation procedures set forth in this
rule shall apply only to index options and options on ETFs that have been designated for trading
on the CBOE Hybrid System. The term "market participant" as used throughout this rule refers to
a Market-Maker, [a Remote Market-Maker,] an in-crowd DPM or LMM, an e-DPM with an
appointment in the subject class, and a floor broker or PAR Official representing orders in the
trading crowd. The term "in-crowd market participant” only includes an in-crowd Market-Maker,
in-crowd DPM or LMM, and floor broker or PAR Official representing orders in the trading
crowd,

(a) —(d) No change.
. .. Interpretations and Policies:
.01 - .02 No change.
* Ok K K #
Rule 8.1 —- Market-Maker Defined

Rule 8.1. A Market-Maker ("Market-Maker” or "market maker™) is an individual [(either a]
member [or nominee of a member organization)] or a member organization that[who] is
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registered with the Exchange for the purpose of making transactions as dealer-specialist on the
Exchange in accordance with the provisions of this Chapter. Registered Market-Makers are
designated as specialists on the Exchange for all purposes under the Securities Exchange Act of
" 1934 and the Rules and Regulations thereunder. Only transactions that are effected in accordance
with Interpretation and Policy .03 under Rule 8.7 shall count as Market-Maker transactions for
the purposes of this Chapter and Rules 3.1 and 12.3(f). [The term Market-Maker includes
Remote Market-Makers (as defined in Rule 8.4).]

* 3k k ¥k Kk

Rule 8.2 — Registration of Market-Makers

Rule 8.2. (a)} An applicant for registration as a Market-Maker shall file [his]an application in
writing with the Membership Department on such form or forms as the Exchange may prescribe.
Applications shall be reviewed by the Membership Commitiee, which shall consider an
applicant's ability as demonstrated by [his] passing a member's examination prescribed by the
Exchange, and such other factors as the Committee deems appropriate. After reviewing the
application, the Committee shall either approve or disapprove the applicant's registration as a
Market-Maker.

(b) The registration of [any person as] a Market-Maker may be suspended or terminated by
the appropriate Market Performance Committee upon a determination that [such person]the
Market-Maker has failed to properly perform as a Market-Maker.

(c) No change.

® ok k ok %

Rule 8.3 — Appointment of Market-Makers

Rule 8.3. [This Rule governs the appointment of Market-Makers other than Remote Market-
Makers. Rule 8.4 governs the appointment of Remote Market-Makers.]

(a)(i) [On a form or forms]ln a manner prescribed by the Exchange, a registered Market-
Maker may [apply]select [for] an Appointment (having the obligations of Rule 8.7(b) or Rule
30.40, as appropriate) in one or more classes of option contracts or [in] securities traded subject to
the rules in Chapter XXX. [From among those Market-Makers registered, the Exchange shall
ordinarily make two or more Appointments for each class of option contracts or other securities.]
The Exchange may also appoint a registered Market-Maker in one or more classes of option
contracts or securities traded subject to the rules in Chapter XXX. In making such Appointments,
the Exchange shall give attention to (a) the preference of registrants; (b) the maintenance and
enhancement of competition among Market-Makers in each class of contracts; (¢) assuring that
financial resources available to a Market-Maker enable him to satisfy the obligations set forth in
Rule 8.7 or Rule 30.40 with respect to each class of option contracts to which he is appointed; and
(d) the impact additional Market-Makers will have on Exchange systems capacity. Limitations on
appointments due to Exchange systems capacity shall be in accordance with Interpretations and
Policies .01 to Rule 8.3A. The Exchange may arrange two or more classes of contracts into
groupings based on, among other things, similar trading locations on the floor, and may make
Appointments to those groupings rather than to individual classes. The Exchange may suspend or
terminate any Appointment of a Market-Maker under this rule and may make additional
Appointments whenever, in the Exchange's judgment, the interests of a fair and orderly market
are best served by such action.
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(ii} In the event a Market-Maker is a nominee of a member organization or has registered the
Market-Maker's membership for a member organization, the member organization with which the
" Market-Maker is associated can request that the Exchange deem all class appointments be made
to the member organization instead of to the individual Market-Maker. If such a request is made,
the individual Market-Maker will continue to have all of the obligations of a Market-Maker under
Exchange rules, except that the submission of electronic quotations and orders will be made by
and on behalf of the member organization with which the individual Market-Maker is associated.

(b) No Appointment of a Market-Maker shall be made without the Market-Maker's consent to
such Appointment, provided that refusal to accept an Appointment may be deemed a sufficient
cause for termination or suspension of a Market-Maker's registration.

(c) Market-Maker Appointments. Absent an exemption by the Exchange, an appointment of
a Market-Maker confers the right to quote electronically [or]and in open outcry in [its] the
Market-Maker’s appointed classes as described below, A Market-Maker may [only] change its
appointed classes upon advance notification to [with the prior approval of] the Exchange[. Such
requests must be made] in a form and manner prescribed by the Exchange. [In determining
whether to approve such requests, the Exchange shall consider the factors contained in paragraph

()]

) Hybrid 2.0 Classes. Subject to paragraph (v) below, a Market-Maker can create a
Virtual Trading Crowd ("VTC") appointment, which confers the right to quote electronically in
an appropriate number of Hybrid 2.0 Classes (as defined in Rule 1.1(aaa)) selected from "tiers"
that have been structured according to trading volume statistics. All classes within a specific tier
will be assigned an "appointment cost" depending upon its tier location. The following table sets
forth the tiers and related appointment costs.

Tier Hybrid 2.0 Option Classes Appointment
Cost
AA ¢ Options on the CBOE Volatility Index (VIX) .50

» Options on the iShares Russell 2000 Index Fund (IWM)
¢ Options on the NASDAQ 100 Index (NDX)

A+ ¢ Options on Standard & Poor's Depositary Receipts 25
s Options on the Russell 2000 Index (RUT)
¢ Options on the S&P 100 (XEQ)

A¥ Hybrid 2.0 Classes 1 — 60 .10
B* Hybrid 2.0 Classes 61 — 120 05
c* Hybrid 2.0 Classes 121 — 345 04
D* Hybrid 2.0 Classes 346 — 570 02
E* Hybrid 2.0 Classes 571 - 999 .01

F* All Remaining Hybrid 2.0 Classes .001
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Tier Hybrid 2.0 Option Classes Appointment
Cost

" *  Excludes Tiers AA and A+ Classes.

(ii) Hybrid Classes. Subject to paragraph (v) below, a Market-Maker can quote
electronically in an appropriate number of Hybrid Classes [that are located at one trading station].
The appointment cost of each Hybrid Class is .01.

(iit) Open Qutcry. A Market-Maker has an appointment to trade open outery in all Hybrid
and Hybrid 2.0 Classes traded on the Exchange. A_member organization that is registered as a
Market-Maker may only trade in open outcry through one of its nominees. A Market-Maker must
be physically present in the trading crowd to trade in open outcry.

(iv) Hybrid 3.0, Non-Hybrid and Non-Hybrid 2.0 Classes (collectively “Non-Hybrid
Classes™). In addition to paragraphs (i) through (iii} above, and subject to paragraph (v) below, a
Market-Maker can select as [his]the Market-Maker’s appointment one or more Non-Hybrid
Classes traded on the Exchange, which confers the right to trade in open outcry in an appropriate
number of Non-Hybrid Classes as described below. Each Non-Hybrid Class will be assigned an
"appointment cost", which are set forth below.

Non-Hybrid Classes Appointment
Cost
Options on the Standard & Poor's 500 (SPX) 1.0
Options on the S&P 100 (OEX) 75
Morgan Stanley Retail Index Options (MVR) 25

(v) Each membership owned or leased by a Market-Maker has an appointment credit of
1.0. A Market-Maker may select for each Exchange membership [it]the Market-Maker owns or
leases any combination of Hybrid 2.0 Classes, Hybrid Classes [which are located at one trading
station], and Non-Hybrid Classes, whose aggregate appointment cost does not exceed 1.0. The
Exchange will rebalance the tiers (excluding the "AA" and "A+" tiers) set forth in subparagraph
(i) above once each calendar quarter, which may result in additions or deletions to their
composition. When a class changes tiers it will be assigned the appointment cost of that tier.
Upon rebalancing, each Market-Maker with a VTC appoiniment will be required to own or lease
the appropriate number of Exchange memberships reflecting the revised appointment costs of the
Hybrid and Hybrid 2.0 Classes constituting [its]the Market-Maker’s appointment.

(vi) A Market-Maker may submit electronic quotations away from CBOE's trading floor
in [his’her] the Market-Maker’s appointed Hybrid Classes and Hybrid 2.0 Classes. While on the
trading floor, a Market-Maker is not required to be present in the trading station where a class is
located in order to stream electronic quotations into the class.

(vii) [In connection with the Pilot Programs set forth in Rule 8.4(c)(i) and Rule 8.93(vii),
a Market-Maker affiliated with an e-DPM or RMM can only submit electronic quotations in any
class in which the affiliated e-DPM or RMM has an appointment if the Market-Maker is present
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in the trading station where the class is located, unless the Market-Maker and the affiliated e-
DPM or affiliated RMM operate as multiple aggregation units under the criteria set forth in Rule
8.4(c)(ii) pursuant to a Pilot Program that expires on March 14, 2608:2009,] Except as provided
" below, a Market-Maker may not hold an appointment and submit electronic quotations in any

class in which an affiliated DPM or e-DPM is appointed. or in which an affiliated Market-Maker

holds an appointment and submits electronic guotations.

(1)

As part of a pilot program until March 14, 2009, an e-DPM or Off-Floor DPM
can have one affiliated Market-Maker trade on CBOE’s trading floor and submit
electronic quotations in any specific option class allocated to the e-DPM or Off-

Floor DPM, provided such affiliated Market-Maker trades on a separate

membership and is present in the trading crowd (see Rule 8.85(a)(v) and Rule

8.93(vii)):
As part of a pilot program until March 14, 2009, a Market-Maker may have one

affiliated Market-Maker trade in open outcry and submit electronic quotations in
any specific_option class in which the Market-Maker holds an appointment,
provided such affiliated Market-Maker trades on a separate membership and is
present in the trading crowd;

There is no restriction on (A) affiliated Market-Makers, or Market-Maker(s)
affiliated with an e-DPM, holding an appointment and submitting electronic
quotations in the same c¢lass 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; or (B) affiliated Market-Makers holding an appointment in the same class

for purposes of trading in open outcry; and

A CBOE member or member firm_may have, as part of a pilot program until
March 14, 2009, multiple aggregation units operating as separate Market-Makers

within the same class provided:

(A) The member or member firm has a written plan of organization that identifies

each aggregation unit, specifies its trading objective(s), and supports its
independent identity. The independence of aggregation units may be evidenced
by separate management structures, location, business purpose, or separate profit-
and-loss treatment within the member firm. Each aggregation unit must maintain
all trading activity of that aggregation unit in a segregated account, which shall
be reported to the Exchange as such.

(B) Each aggregation unit must operate independently of other aggregation units
of the member or member firm. Moreover, all traders in an aggregation unit may
pursue only the trading objectives or strategies of that aggregation unit and may
not transmit or otherwise share information relating to those trading objectives or
strategies to the member's or member firm's other aggregation units. The member
or member firm may have risk management personnel outside of the Market-
Maker aggregation units view the positions of the multiple Market-Makers within
the entity and direct position adjusiments for risk management purposes.
However, such persons may not transmit information to traders in an Market-
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Maker aggrepation unit about the trading strategies, objectives, or positions of
another Market-Maker aggregation unit.

Senior risk management personnel are prohibited from engaging in any of the
following activities with respect to the Agpregation Units for which they oversee:
(i) establishing quoting_parameters for any trader including but not limited to
delta and volatility values; (ii) directing the submission of specific quotes by an

trader; or (iii) directing the timing of a trader's frading activities with anything
other than general, nonspecific timeframes. Prior to being approved in a Market-
Maker capacity, each member or member organization operating multiple
Aggregation Units will be required to certify that it is aware of these prohibitions
that it will comply with these prohibitions, and that it will ensure continued
compliance with these prohibitions.

(C) Individual traders are assigned to only one aggregation unit at any time.

{D) The member or member firm as part of its compliance and/or internal audit
routines establishes and maintains surveillance and audit procedures that
facilitate the review and surveillance programs of the firm and CBOE to ensure
the independent operation of the separate aggregation units operating as Market-
Makers. As part of these routines, the member or member firm must retain
written records of information concerning the agpregation units, including, but
not limited to, trading personnel, names of personnel making trading decisions,
unusual trading_activities, disciplinary action resulting from a breach of the
member of member firm's systems firewalls and information-sharing policies,
and the transfer of securities between the members or member firm's aggregation
units, which information shall be promptly made available to the Exchange upon
its request. The member or member firm must promptly provide to the Exchange

a_written_report at such time there is any material change with respect to_ the
aggregation units, at which point the Exchange will reexamine its status.

[(viii} Pursnant to a Pilot Program that expires on March 14, 2008;2009, two affiliated
Market-Makers can hold an appointment in the same class provided both Market-Makers operate
as multiple aggregation units under the criteria set forth in Rule 8.4(c)(ii).]

(d) A member or prospective member adversely affected by a determination made by the
Exchange under this Rule, including the denial of an appointment in a particular class, may obtain
a review thereof in accordance with the provisions of Chapter XIX.

l. . . Interpretations and Policies:

.01 In the event the aggregate appointment cost for all of the Hybrid 2.0 Classes, Hybrid Classes,
and/or Non-Hybrid Classes, constituting a Market-Maker's appointment on 7/20/06 exceeds 1.0,
then the Market-Maker shall be granted six months from the date of the approval of this rule
change, until 1/22/07, to comply with the provisions of paragraph (c)(v) of this Rule that provide
a Market-Maker's appointed classes shall not have an aggregate appointment cost in excess of
1.0. During these six months, any Market-Maker whose aggregate appointment cost exceeds 1.0
is ineligible to request an appointment in any other option class until the Market-Maker's
aggregate appointment cost is less than 1.0. The preceding limited exemption to Rule 8.3(c)}v) is
only available to a Market-Maker whose aggregate appointment cost for all of the Hybrid 2.0

T Ee
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Classes, Hybrid Classes, and/or Non-Hybrid Classes, constituting the Market-Maker's
appointment would have exceeded 1.0 on April 24, 2006, if the rule had been in effect on that
date.]
* ok ok ook ok
Rule 8.3A. Maximum Number of Market Participants
Quoting Electronically per Product

Rule 8.3A. With respect to products trading on the Hybrid Trading System or on the Hybrid
2.0 Platform, the Exchange will impose an upper limit on the aggregate number of members that
may quote electronically in each product ("Class Quoting Limit" or "CQL"). (For purposes of this
Rule, the term “product” refers to all options of the same single underlying security/value.)
Interpretations and Policies .01 specifies the Class Quoting Limits for all products trading on
Hybrid and the Hybrid 2.0 Platform.

When a CQL is established for each product, the following criteria govern which
members are entitled to quote electronically in that subject product. A Market-Maker (excluding
an [RMM and] e-DPM) that is not eligible to quote electronically in a product may quote in open
outcry in that product.

(a) Products Trading on the Hybrid 2.0 Platform [as of March 18, 2005] and [Products
Trading on] the Hybrid Trading System [as of March 18, 2005]

The DPM or LMM(s) and e-DPMs (if applicable) assigned to the product [on March 18,
2005,] and Market-Makers who hold an appointment in the product [: (1) are in good standing
with the Exchange; and (2) (i) have transacted at least 80% of their Market-Maker contracts and
transactions in-person in each of the three immediately preceding calendar months prior to March
18, 2005 in option products traded in the trading station; or (ii) were physically present in the
trading station acting in the capacity of a Market-Maker on March 18, 2005,] are entitled to quote
electronically in those products for as long as they maintain an appointment in those products.

All other Market-Makers[, RMMs,] and approved e-DPMs that request the ability to submit
quotes electronically in the subject product will be entitled to quote electronically in that product
in the order in which they so request provided the number of members quoting electronically in
the product does not exceed the CQL. When the number of members in the product quoting
electronically equals the CQL, all other members requesting the ability to quote electronically in
that product will be wait-listed in the order in which they submitted the request.

The waiting list operates based on time priority. When the product can accommodate another
electronic quoter (whether due to attrition or an increase in the CQL), the member at the "top" of
the list (i.e., the member that has been on the waiting list the longest amount of time) has priority.
Once a member is wait-listed, the Exchange may not alter his/her position on the wait-list other
than to improve such position (i.e., the Exchange may not place other members ahead of a
previously wait-listed member). If a wait-listed member is offered, yet refuses, the ability to
quote electronically in the subject product, the member will be removed from that waiting list.

(b) Products Added to the Hybrid 2.0 Platform [After March 18, 2005]: With respect
to a product that is added to the Hybrid 2.0 Platform [after March 18, 2005], the DPM or LMM(s)
and e-DPMs appointed to the product will be entitled to quote electronically. All Market-Makers
holding an appointment [quoting] in the product prior to its addition to the Hybrid 2.0 Platform
will be entitled to quote electronically [provided that: (i) they have transacted at least 80% of their
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Market-Maker contracts and transactions in-person in each of the three immediately preceding
calendar months prior to the product being added to the Hybrid 2.0 Platform in option products
traded in the trading station; or (ii) they were physically present in the trading station acting in the
- capacity of a Market-Maker on the day prior to the product being added to the Hybrid 2.0
Platform]. If at the time a product is added to the Hybrid 2.0 Platform the aggregate number of
DPMs or LMMs, e-DPMs, and Market-Makers entitled to quote electronically in the product
exceeds the CQL, then the product will have an "increased CQL," as described in Interpretations
and Policies .01[(a)]. Reduction of any "increased CQL" will be in accordance with the
procedures described in Interpretations and Policies .01[(a)].

All other members will be entitled to quote electronically in that product in the order in
which they so request provided the number of members quoting electronically in the product does
not exceed the CQL. When the number of members quoting electronically in the product equals
the CQL, all other members will be wait-listed in the order in which they request the ability to
quote electronically. The wait-list will operate as described above in paragraph (a).

(c) Products Added to the Hybrid Trading System [After March 18, 2005]: With
respect to a [new] product that commences trading on the Hybrid Trading System [after March
18, 2005], the assigned DPM will be entitled to quote electronically. All Market-Makers holding
an appointment in the product prior to it trading on the Hybrid Trading System will be entitled to
quote electronically. [Thereafter, a]All other members will be entitled to quote electronically in
that product in the order in which they so request provided the number of members quoting
electronically does not exceed the CQL. When the number of members quoting electronically in
the product equals the CQL, all other members will be wait-listed in the order in which they
request the ability to quote electronically. The wait-list will operate as described above in

paragraph (a).

... Interpretations and Policies:
01 No change.

[.02 "Temporary Appointments" for the Period from March 21, 2005 through the end of
the Initial RMM Appointment Process

The following procedures apply to Market-Makers' requests to change their appointed trading
stations during the period commencing March 21, 2005, and lasting until the termination of the
Initial Remote Market-Maker ("RMM"} Appointment Process ("IRAP"). The IRAP is the
mechanism by which electronic appointments will be granted to RMMs and other Market-Makers
during the initial allocation process, which is expected to occur during the week of April 18,
2005.

1. Beginning March 21, 2005, until the termination of the IRAP, all Market-Maker
requests to change their appointed trading stations will be granted on a temporary basis
("temporary appointment"), provided the CQL for the requisite product has not been met ( i.e., on
a space-available basis, as described in Rule 8.3A.01). Each temporary appointment terminates at
3:15 p.m. (CT) on the last day of the IRAP, at which point all Market-Makers' appointed trading
stations will revert to the appointed trading station the Market-Maker held on March 18, 2005.
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2. In order to receive a permanent appointment in a product in which a Market-Maker
previously held a temporary appointment, a Market-Maker must participate in the IRAP and be
allocated such product.

3. Upon termination of the IRAP, all Market-Maker (including RMM) requests for
appeintments and/or appointed trading stations will be handled subject to the requirements of
Rule 8.3A (Class Quoting Limits) and in accordance with the appointment procedures of Rules
8.3 (Market-Maker appointments) and 8.4 (RMM appointments), as applicable.]

[.03].02 In the event a Market-Maker, who holds an appointment in an option class traded on the
Hybrid Trading System or the Hybrid 2.0 Platform pursuant to Rule 8.3, elects not to quote
electronically in that option class under the provisions of Ruie 8.7(d)(i), then the Market-Maker
will not count towards the CQL in that option class. In the event the Market-Maker later
determines to quote electronically in that option class, the Marker-Maker may do so and would
count towards the CQIL. for that option class. If the total number of members quoting
electronically exceeds the CQL for that option class, the option class would have an "increased
CQL" as described in Interpretations and Policies .01[(a)]. Reduction in any "increased CQL"
will be in accordance with the procedures described in Interpretations and Policies .01[(a)](b).

[04.).03 The following Interpretation and Policy only applies to those option classes traded on the
Hybrid Trading System or the Hybrid 2.0 Platform in which the CQL for the option class is full
and there is a waiting list of member(s) requesting the ability to quote electronically in the option
class. In the event a Market-Maker [or RMM], who holds an appointment in an option class
traded on the Hybrid Trading System or the Hybrid 2.0 Platform, has not submitted any electronic
quotations in that option class during the preceding 30 calendar days (measured on a rolling
basis}), then the Market-Maker’s [or RMM's] appointment in that option class will be terminated
effective immediately. The Market-Maker [or RMM] can subsequently request an appointment in
the option class. If there is a wait-list of members requesting the ability to quote electronically,
then Market-Maker [or RMM] will be placed on the wait-list for the option class. The Exchange
will notify the Market-Maker [or RMM] prior to terminating its appointment, and the Exchange
can make exceptions to this Interpretation and Policy in unusual circumstances.

k k oF k ¥

Rule 8.4] — Remote Market-Makers]

Rule 8.4. Reserved. [(a) Definition: A Remote Market-Maker ("RMM"} is an individual member
or member organization registered with the Exchange that makes transactions as a dealer-
specialist from a location other than the physical trading station for the subject class. Transactions
of RMMs that are executed on the Exchange are deemed Market-Maker transactions for purposes
of this Chapter and Rules 3.1 and 12.3(f).

(b) Registration and Approval of RMMs: The registration and approval of RMMs shall
be in accordance with Rule 8.2. An RMM shall retain its approval to act as an RMM until the
RMM requests the Exchange to relieve it of its approval to act as an RMM and the Exchange
grants such approval or until the Exchange terminates its approval to act as an RMM pursuant to
Exchange Rules. An RMM may not transfer its approval to act as an RMM unless approved by
the Exchange.
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(c) Affiliation Limitations: Except as provided in subparagraphs (i) or (ii), an RMM may
not have an appointment as an RMM in any class in which it or its member organization serves as
DPM, e-DPM, RMM, or Market-Maker on CBOE.

(i) A CBOE Member or Member Firm operating as an RMM in a class may have, as part of a
pilot program until March 14, 20082009, one Market-Maker affiliated with the RMM
organization trading in open outcry in any specific option class allocated to the RMM, provided
such Market-Maker trades on a separate membership.

(ii) A CBOE Member or Member Firm may have, as part of a pilot program until March 14,
20082009, multiple aggregation units operating as separate RMMSs within the same class
provided:

(A) The member or member firm has a written plan of organization that identifies each
aggregation unit, specifies its trading objective(s), and supports its independent identity.
The independence of aggregation units may be evidenced by separate management
structures, location, business purpose, or separate profit-and-loss treatment within the
member firm. Each aggregation unit must maintain all trading activity of that aggregation
unit in a segregated account, which shall be reported to the Exchange as such.

(B) Each aggregation unit must operate independently of other aggregation units of the
member or member firm. Moreover, all traders in an aggregation unit may pursue only
the trading objectives or strategy(ics) of that aggregation unit and may not transmit or
otherwise share information relating to those trading objectives or strategies to the
member's or member firm's other aggregation units. The member or member firm may
have risk management personnel outside of the RMM aggregation units view the
positions of the muliiple RMMs within the entity and direct position adjustments for risk
management purposes. However, such persons may not transmit information to traders in
an RMM aggregation unit about the trading strategies, objectives, or positions of another
RMM aggregation unit.

Senior risk management personnel are prohibited from engaging in any of the following
activities with respect to the Aggregation Units for which they oversee: (i) establishing
quoting parameters for any trader including but not limited to delta and volatility values;
(i1} directing the submission of specific quotes by any trader; or (iii} directing the timing
of a trader's trading activities with anything other than general, nonspecific timeframes.
Prior to being approved in an RMM capacity, each member or member organization
operating multiple Aggregation Units will be required to certify that it is aware of these
prohibitions, that it will comply with these prohibitions, and that it will ensure continued
compliance with these prohibitions.

(C) Individual traders are assigned to only one aggregation unit at any time.

(D) The member or member firm as part of its compliance and/or internal audit routines
establishes and maintains surveillance and audit procedures that facilitate the review and
surveillance programs of the firm and CBOE to ensure the independent operation of the
separate aggregation units operating as RMMs. As part of these routines, the member or
member firm must retain written records of information concerning the aggregation units,
including, but not limited to, trading personnel, names of personnel making trading
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decisions, unusual trading activities, disciplinary action resulting from a breach of the
member or member firm's systems firewalls and information-sharing policies, and the
iransfer of securities between the members or member firm's aggregation units, which
information shall be promptly made available to the Exchange upon its request. The
member or member firm must promptly provide to the Exchange a written report at such
time there is any material change with respect to the aggregation units, at which point the
Exchange will reexamine its status.

(d) Appointment of RMMs: An RMM will have a Virtual Trading Crowd ("VTC")
Appointment, which confers the right to quote electronically (and not in open outcry) an
appropriate number of Hybrid 2.0 Classes selected from "tiers" that have been structured
according to trading volume statistics. All Hybrid 2.0 Classes within a specific tier will be
assigned an "appointment cost” depending upon its tier location. The following table sets forth
the tiers and related appointment costs.

Tier Hybrid 2.0 Option Classes Appointment
Cost
AA » Options on the CBOE Volatility Index (VIX) .50

¢ Options on the iShares Russell 2000 Index Fund (IWM)
e Options on the NASDAQ 100 Index (NDX)

A+ ¢ Options on Standard & Poor's Depositary Receipts 25
s Options on the Russell 2000 Index (RUT)
¢ Options on the S&P 100 (XEO)

A* Hybrid 2.0 Classes 1 — 60 .10
B* Hybrid 2.0 Classes 61 - 120 .05
C* Hybrid 2.0 Classes 121 — 345 .04
D* Hybrid 2.0 Classes 346 — 570 .02
E * Hybrid 2.0 Classes 571 - 999 .01
| * All Remaining Hybrid 2.0 Classes .001

*  Excludes Tiers AA and A+ Classes.

An RMM as part of its VTC appointment may select for each Exchange membership it owns or
leases any combination of Hybrid 2.0 Classes whose aggregate "appointment cost" does not
exceed 1.0. For example, an RMM could request five "A Tier" products (5x.10), five "C Tier"
products (5x.04), ten "D Tier" products (10x.02) and ten "E Tier" products (10x.01) to constitute
its VTC appointment.

The Exchange will rebalance the "tiers" (excluding the "AA" and "A+" tiers) once each calendar
quarter, which may result in additions or deletions to their composition. When a Hybrid 2.0 Class
changes "tiers" it will be assigned the "appointment cost" of that tier. Upon rebalancing, each
RMM with a VTC appointment will be required to own or lease the appropriate number of
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Exchange memberships reflecting the revised "appointment costs" of the Hybrid 2.0 Classes
constituting its appointment.

- An RMM may only change its appointment upon advance notification to the Exchange in a form
and manner prescribed by the Exchange.

Exchange memberships used to satisfy membership requirements to possess an RMM PTC or
VTC appointment may not be used for any other purpose while being used in an RMM capacity,
including being leased to another member or for trading on the trading floor. For purposes of this
Rule, an Exchange membership shall include a transferable regular membership or a Chicago
Board of Trade full membership that has effectively been exercised pursuant to Article Fifth(b) of
the Certificate of Incorporation.

(e) The Exchange may suspend or terminate any appointment of an RMM in one or more
classes under this Rule whenever, in the Exchange's judgment, the interests of a fair and orderly
market are best served by such action. An RMM may seek review of any action taken by the
Exchange pursuant to this Rule in accordance with Chapter XIX.

(f) RMMs are subject to Rule 8.7.03A with respect to trading in appointed classes.
RMMs may not enter quotations in option classes that are not included within their appointment,
RMMs may submit orders in classes that are not included within their appointment.]

& ok ok ok ok

Rule 8.7 - Obligations of Market-Makers
Rule 8.7. (a) No change.

(b) Appointment. With respect to each class of option contracts for which [he]a Market-
Maker holds an Appointment under Rule 8.3, a Market-Maker has a continuous obligation to
engage, to a reasonable degree under the existing circumstances, in dealings for [his]the Market-
Maker’s own account when there exists, or it is reasonably anticipated that there will exist, a lack
of price continuity, a temporary disparity between the supply of and demand for a particular
option contract, or a temporary distortion of the price relationships between option contracts of
the same class. Without limiting the foregoing, a Market-Maker is expected to perform the
following activities in the course of maintaining a fair and orderly market:

(i) To compete with other Market-Makers to improve markets in all series of options
classes comprising the Market-Maker's appointment at the trading station where a Market-
Maker is physically present or into which a Market-Maker is quoting electronically;

{ii) No change.

(iii) To update market quotations in response to changed market conditions in [his/her]the
Market-Maker’s appointed options classes at the trading station where a Market-Maker is
present or at the trading station into which a Market-Maker quotes electronically and to
assure that any market quote it causes to be disseminated is accurate.

A. With respect to trading in appointed classes:
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(1) Market-Makers who are physically present in [their appointed]a trading station may
enter quotes and orders in their appointed classes by public outcry in response to a request for
a quote or, in classes in which Hybrid or Hybrid 2.0 is implemented, through an Exchange-
approved electronic interface via an Exchange-approved quote generation device.

(2) Market-Makers may also enter quotes and orders in their appointed Hybrid and
Hybrid 2.0 classes [from outside of their appointed trading stations (pursuant to Rule 8.3)]
through an Exchange-approved electronic interface via an Exchange-approved quote
generation device.

(3) Market-Makers[, whether in their appointed trading stations or not,] may also submit
orders for automatic execution in accordance with the requirements of Rules 6.8 or 6.13.

B. No change.

[C. RMMs may enter quotes and orders remotely (i.e., from outside of the physical
trading station for the subject class) through an Exchange-approved electronic interface.
RMMs may not quote in open outcry.]

(iv) No change.

(c¢) Classes of Option Contracts other than those to which appointed. With respect to classes
of option contracts in which [he]a Market-Maker does not hold an Appointment, a Market-Maker
should not engage in transactions for an account in which [he]the Market-Maker has an interest
which are disproportionate in relation to, or in derogation of, the performance of his obligations
as specified in paragraph (b) of this Rule with respect to those classes of option contracts to
which [he]the Market-Maker does hold Appointments. Whenever a Market-Maker enters the
trading station for a class of option contracts [located away from his appointed trading station] in
other than a floor brokerage capacity, [helthe Market-Maker shall fulfill the obligations
established by paragraph (b) of this Rule and, for the rest of the trading day, such Market-Maker
may be required to undertake the obligations specified in paragraph (b) of this Rule upon
determination by the Order Book Official in accordance with Rule 7.5. Furthermore, Market-
Makers should not:

(i) No change.
(ii) No change.
(iii)  No change.
(d) Market-Making Obligations in Applicable Hybrid and Hvbrid 2.0 Classes

The following obligations in this paragraph (d) are only applicable to Market-Makers trading
classes on the CBOE Hybrid System and only in those Hybrid classes and Hybrid 2.0 Classes.
As such, this paragraph has no applicability to non-Hybrid classes. [This paragraph is not
applicable to Remote Market-Makers, who instead will be subject to the obligations imposed by
Rule 8.7(e).] Unless otherwise provided in this Rule, Market-Makers trading classes on the
Hybrid System remain subject to all obligations imposed by CBOE Rule 8.7. To the extent
another obligation contained elsewhere in Rule 8.7 is inconsistent with an obligation contained in
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paragraph (d) of Rule 8.7 with respect to a class trading on Hybrid, this paragraph (d) shall
govern trading in the Hybrid class.

These requirements are applicable on a per class basis depending upon the percentage of
volume a Market-Maker transacts electronically versus in open outcry. With respect to making
this determination, the Exchange will monitor Market-Makers' trading activity every calendar
quarter to determine whether they exceed the thresholds established in this paragraph (d). If a
Market-Maker exceeds the threshold established below, the obligations contained in (d)(ii) will
be effective the next calendar quarter.

For a period of ninety (90) days commencing immediately after a class begins trading on the
Hybrid system, the provisions of paragraph (d)(i) shall govern trading in that class

(i) Market-Maker Trades Less Than 20% Contract Volume Electronically:

If a Market-Maker on the CBOE Hybrid System never transacts more than 20% (i.e., [he]
trades 20% or less) of [his]the Market-Maker’s contract volume electronically in an
appointed Hybrid class during any calendar quarter, the following provisions shall apply to
that Market-Maker with respect to that class:

(A) Quote Widths: With respect to electronic quoting, the Market-Maker will not be
required to comply with the quote width requirements of CBOE Rule 8.7(b)(iv) in that
class. The effectiveness of this subparagraph (i)(A) shall be in effect in each Hybrid for a
period of one year commencing with the date the class begins trading on the Hybrid
System.

(B) Continuous Electronic Quoting Obligation: The Market-Maker will not be
obligated to quote electronically in any designated percentage of series within that class.
If a Market-Maker quotes electronically, its undecremented quote must be for at least ten
contracts ("10-up"), unless the underlying primary market disseminates a 100-share
quote, in which case the Market-Maker's undecremented quote may be for as low as 1-
contract ("1-up"). The ability to quote I-up when the underlying primary quotes 100
shares is expressly conditioned on the process being automated (i.e., a Market-Maker
may not manually adjust [his]the Market-Maker’s quotes to reflect 1-up sizes). Quotes
must automatically return to at least 10-up when the underlying primary market no longer
disseminates a 100-share quote. Market-Makers that have not automated this process
may not avail themselves of the relief provided herein.

(C) Continuous Open Outcry Quoting Obligation: In response to any request for
quote by a floor broker for DPM representing an order as agent], in-crowd Market-
Makers must provide a two-sided market complying with the quote width requirements
contained in Rule 8.7(b)(iv) for a minimum of ten contracts for non-broker-dealer orders
and one contract for broker-dealer orders.

[(D) In-Person Quoting Requirement: Any volume transacted electronically will not
count towards the Market-Maker's in-person requirement contained in Rule 8.7.03(B).]

(ii) Market-Maker Trades More Than 20% Contract Volume Electronically:
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If a Market-Maker on the CBOE Hybrid System transacts more than 20% of [his]the Market-
Maker’s contract volume electronically in an appointed Hybrid class during any calendar
quarter, commencing the next calendar quarter [he]the Market-Maker will be subject to the
following quoting obligations in that class for as long as he remains in that class:

(A) Quote Widths: The Market-Maker must comply with the quote width
requirements contained in Rule 8.7(b)(iv).

(B) Continuous Quoting Obligation: A Market-Maker will be required to maintain
continuous electronic quotes (as defined in Rule 1.1(ccc)) in 60% of the series of
[his/her]_the Market-Maker’s appointed class that have a time to expiration of less than
nine months. The initial size of a Market-Maker’s quote must be for at least ten contracts
(undecremented size). If the underlying primary market disseminates a 100-share quote, a
Market-Maker's undecremented quote may be for as low as 1-contract ("1-up"), however,
this ability is expressly conditioned on the process being automated (i.e., a Market-Maker
may not manually adjust [his]the Market-Maker’s quotes to reflect 1-up sizes). Quotes
must automatically return to at least 10-up when the underlying primary market no longer
disseminates a 100-sharc quote. Market-Makers that have not automated this process
may not avail themselves of the relief provided herein.

(C) Continuous Open Outcry Quoting Obligation: In response to any request for
quote by a member or PAR Official, in-crowd Market-Makers must provide a two-sided
market complying with the current quote width requirements contained in Rule 8.7(b)(iv)
for a minimum of ten contracts for non-broker-dealer orders and one contract for broker-
dealer orders.

(iti} The obligations and duties of Market-Makers set forth in paragraphs (d)(i) and (d)(ii)
apply to a Market-Maker on a per class basis and only when the Market-Maker is quoting in a
particular class on a given trading day (e.g., if on a given trading day a Market-Maker is
quoting in 1 of his/her 10 appointed classes, the Market-Maker has quote width, continuous
electronic quoting and, to the extent the Market-Maker is present in the trading crowd,
continuous open outcry quoting obligations in that class; the continuous electronic quoting
obligation in subparagraph (d)(ii)(B) applies to 60% of the series of that class that have a time
to expiration of less than nine months while the Market-Maker is quoting). The obligations
and duties are not applicable to an appointed class if a Market-Maker is not quoting in that
appointed class.

(iv) A Market-Maker that is in the trading crowd but that is not quoting electronically or in
open outcry in an appointed class must provide an open outcry two-sided market complying
with the current quote width requirements contained in Rule 8.7(b)(iv} for a minimum of ten
contracts for non-broker-dealer orders and one contract for broker-dealer orders in response
to a request for quote by a member or PAR Official directed at that Market-Maker or when,
in response to a general request for a quote by a member of PAR Official, a market is not
then being vocalized by a reasonable number of Market-Makers. A Market-Maker may also
be called upon by an Exchange official designated by the Board of Directors to submit a
single quote or maintain continuous quotes in one or more series of a class to which the
Market-Maker is appointed whenever, in the judgment of such official, it is necessary to do
so in the interest of maintaining a fair and orderly market.
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[(e) Obligations of Remote Market-Makers (RMMs): The following obligations apply only to
RMMs:

(i) An RMM must provide legal-width, continuous electronic quotes (as defined in Rule
1.1 (ccc)) in 60% of the series of its appointed class that have a time to expiration of [ess than
nine months. The initial size of an RMM's quote must be for at least ten contracts (undecremented
size).

If the vunderlying primary market disseminates a 100-share quote, an RMM's
undecremented quote may be for as low as 1-contract ("1-up™), however, this ability is expressly
conditioned on the process being automated (i.e., an RMM may not manually adjust its quotes to
reflect 1-up sizes). Quotes must automatically return to at least 10-up when the underlying
primary market no longer disseminates a 100-share quote. RMMs that have not automated this
process may not avail themselves of the relief provided herein.

The obligations and duties of an RMM set forth in this paragraph (e)(i) apply to an RMM
on a per class basis and only when the RMM is logged on to the CBOE Hybrid system and
quoting electronically in a particular class on a given trading day (e.g., if on a given trading day
an RMM is logged in and quoting electronically in 1 of its 10 appointed classes, the RMM has
quote width and continuous electronic quoting obligations in that class; the continuous electronic
quoting obligation applies to 60% of the series of that class that have a time to expiration of less
than nine months while the RMM is logged on to the CBOE Hybrid system and quoting
electronically in that class). The obligations and duties are not applicable to an appointed class if
an RMM is not logged in and quoting electronically in that appointed class.

(ii) An RMM may be called upon by an Exchange official designated by the Board of
Directors to submit a single electronic quote or maintain continuous electronic quotes in one or
more series of a class to which the RMM is appointed whenever, in the judgment of such official,
it is necessary to do so in the interest of maintaining a fair and orderly market.

(iii) All Exchange rules applicable to Market-Makers will also apply to RMMs unless
otherwise provided or unless the context clearly indicates otherwise. RMMs are not considered
trading crowd members, except as provided in Rule 8.60 (Evalvation of Trading Crowd
Performance) or unless the context clearly indicates otherwise.

(iv) The evaluation of RMM performance shall be pursuant to Rule 8.61.

(v) Failure by an RMM to engage in a course of dealings as specified above will subject
the RMM to disciplinary action or suspension or revocation of registration by the Exchange in
one or more of the option classes in which the RMM holds an appointment.

(vi) RMMs shall maintain information barriers that are reasonably designed to prevent
the misuse of material, non-public information with any affiliates that may conduct a brokerage
business in option classes allocated to the RMM or that may act as specialist or Market-Maker in
any security underlying options allocated to the RMM, and otherwise comply with the
requirements of Rule 4.18 regarding the misuse of material non-public information.]

... Interpretations and Policies:
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.01 - .02 No change.

.03 For purposes of Rule 8.7, the following percentage requirements apply to Market-Maker
- trading activity for each quarter of a calendar year, except for unusual circumstances as
determined by the appropriate Market Performance Committee. The appropriate Market
Performance Committee may assign a weighting factor based on volume to one or more classes
or series of option contracts in connection with these requirements.

A. Trading in Appointed Classes: Respecting distribution of trading activity, at least 75
percent of a Market-Maker's total contract volume must be in option classes to which [he]the
Market-Maker has been appointed pursuant to Rule 8.3. Trading in nonappointed classes of
options at the request of a Floor Official, Order Book Official, Board Broker or DPM shall be
deemed to be trading in appointed classes for purposes of this Interpretation.

B. In-Person Requirements for Market-Makers in non-Hybrid and Hybrid 3.0 Classes:
Respecting the manner in which Market-Maker transactions may be executed in non-Hybrid and
Hybrid 3.0 classes, a Market-Maker must execute in person, and not through the use of orders, at
least 25 percent of [his]the Market-Maker’s total transactions, provided, however, that for any
calendar quarter in which a Market-Maker receives Market-Maker treatment for off-floor orders
in accordance with Rule 8.1, in addition to satisfying the requirements of paragraph A of this
Interpretation .03, the Market-Maker must execute in person, and not through the use of orders, at
least 80 percent of [his]the Market-Maker’s total transactions. The off-floor orders for which a
Market-Maker receives Market-Maker treatment shall be subject to the obligations of Rule 8.7(a)
and in general shall be effected for the purpose of hedging, reducing risk of, rebalancing or
liquidating open positions of the Market-Maker. The appropriate Market Performance Committee
may exempt one or more options classes from this calculation.

04. The obligations of a Market-Maker with respect to those classes of option contracts to which
[he]the Market-Maker holds an Appointment shall take precedence over his other Market-Maker
obligations.

.05 - .08 No change.

.09 The obligations and duties of Market-Makers set forth in Rule 8.7 paragraphs (a) and (b)
apply to an in-crowd Market-Maker only when the in-crowd Market-Maker is present in the
trading crowd and to a Market-Maker electronically quoting [from outside of his/her appointed
trading station (in accordance with Rule 8.3(c)) or to an RMM] only when the Market-Maker [or
RMM] is logged on to the CBOE Hybrid system. Market-Makers remain subject to Rule 7.5
while on the floor of the Exchange.

.10 - .12 No change.

oAk ook Kk ok

Rule 8.13 - Preferred Market-Maker Program

Rule 8.13. (a) Generally. The Exchange may allow, on a class-by-class basis, for the receipt of
marketable orders, through the Exchange's Order Routing System when the Exchange's
disseminated quote is the NBBO, that carry a designation from the member transmitting the order
that specifies a Market-Maker in that class as the "Preferred Market-Maker" for that order. A
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qualifying recipient of a Preferred Market-Maker order shall be afforded a participation
entitlement as set forth in subparagraph (c) below.

(b) Eligibility. Any Exchange Market-Maker type (e.g. [Remote Market-Maker,] Lead
Market-Maker, and Designated Primary Market-Maker) may be designated as a Preferred
Market-Maker, however, a recipient of a Preferred Market-Maker order will only receive a
participation entitlement for such order if the following provisions are met:

(i) — (iii) No change.

{c) No change.

* % ok k%

Rule 8.61 [Evaluation of Remote Market-Makers]

Rule 8.61. Reserved. [a. Review: The appropriate Market Performance Committee ("MPC")
will periodically conduct an evaluation of Remote Market-Makers to determine whether they
have fulfilled performance standards relating to, among other things, quality of markets,
competition among Market-Makers, observance of ethical standards, and administrative factors.
The appropriate MPC may consider any relevant information including, but not limited to, the
results of a Remote Market-Maker evaluation, trading data, a Remote Market-Maker's regulatory
history and such other factors and data as may be pertinent in the circumstances.

b. Termination and other limitations. The appropriate MPC may terminate, place conditions
upon, or otherwise limit a member's approval to act as an RMM on the same basis that Market-
Maker privileges may be terminated and/or conditioned under Rules 8.60. If a member's approval
to act as an RMM is terminated, conditioned, or otherwise limited by the appropriate MPC
pursuant to this Rule, the member may seek review of that decision under Chapter XIX of the
Rules.]

® ok ok

Rule 8.85 — DPM Obligations
Rule 8.85.
{a)(i) — (iv) No change.

(v) trade in all securities allocated to the DPM only in the capacity of a DPM and not in any
other capacity; except that as part of a pilot program until March 14, 200{839:2009, not allow
more than one Market-Maker affiliated with an Off-Floor DPM to trade on CBOE's trading floor
in any specific option class allocated to the Off-Floor DPM and provided such Market-Maker is
trading on a separate membership {absent the pilot program, an Off-Floor DPM may not allow
any Market-Makers affiliated with the Off-Floor DPM to trade on CBOE's trading floor in any
class allocated to the Off-Floor DPM) and provided the Off-Floor DPM does not have a DPM
Designee trading in open outcry in the option classes allocated to the Off-Floor DPM,;

(vi) — (xii) No change.

(b) - (d} No change.
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(e) Requirement to Own Membership. Each DPM organization shall own one Exchange
membership, and own or lease such additional Exchange memberships as may be necessary based
~ on the aggregate "appointment cost” for the classes allocated to the DPM organization. Each
membership owned or leased by the DPM organization has an appointment credit of 1.0. The
appointment costs for the classes allocated to the DPM organization are:

{(i)—(iii}  No change;

For example, if the DPM organization has been allocated such number of option classes that
its aggregate appointment cost is 1.6, the DPM organization would be required to own at least one
Exchange membership, and own or lease one additional Exchange membership. The Exchange
will rebalance the "tiers" set forth in Rule 8.3(c)(i), excluding the "AA" and "A+" tiers, once each
calendar quarter, which may result in additions or deletions to their composition. When a class
changes "tiers" it will be assigned the "appointment cost" of that tier. Upon rebalancing, each
DPM organization will be required to own or lease the appropriate number of Exchange
memberships reflecting the revised "appointment costs” of the classes that have been allocated to
it. Additionally, a DPM organization is required to own or lease the appropriate number of
Exchange memberships at the time a new option class allocated to it pursuant to Rule 8.95 begins
trading.

An Exchange membership shall include a transferable regular membership or a Chicago
Board of Trade full membership that has effectively been exercised pursuant to Article Fifth(b) of
the Certificate of Incorporation. The same Exchange membership(s) may not be used to satisfy
this ownership requirement for different DPM organizations. In the event the member
organization approved as the DPM organization is also approved to act as [an RMM]Market-
Maker and/or e-DPM, and has excess membership capacity above the aggregate appointment cost
for the classes allocated to it as the DPM, the member organization may utilize the excess
membership capacity to quote electronically in an appropriate number of Hybrid 2.0 Classes in
the capacity of a [RMM]Market-Maker and not trade in open outcry, or to quote electronically in
the Hybrid 2.0 Classes in which it is appointed an e-DPM. For example, if the DPM organization
has been allocated such number of option classes that its aggregate appointment cost is 1.6, the
member organization could request an appointment as [an RMM]a Market-Maker in any
combination of Hybrid 2.0 Classes whose aggregate "appointment cost” does not exceed .40. The
member organization will not function as a DPM in any of these additional classes. In the event
the member organization utilizes any excess membership capacity to quote electronically in some
additional Hybrid 2.0 Classes as a Market-Maker [an RMM)] or e-DPM, it must comply with the
provisions of Rules [8.4(c)]8.3 and Rule 8.93(vii), respectively.

* Kk ok kX

Rule 8.92 - Electronic DPM Program
Rule 8.92. (a) - (c) No change.

(d) Membership Requirement. Each e-DPM organization is required to (i) own one Exchange
membership, and (ii) own or lease such additional Exchange memberships as may be necessary
based on the aggregate "appointment cost" for the classes allocated to the e-DPM organization.
Each membership owned or leased by the e-DPM organization has an appointment credit of 1.0,
The appointment costs for Hybrid 2.0 Classes allocated to e-DPMs are categorized by "tiers" and
are set forth in Rule 8.3(¢)(i) [and Rule 8.4(d)]. For example, if the e-DPM organization has been




SR-CBOE-2007-120: Amendment No. 2
Date Submitted: April 1, 2008
Page 25 of 49

allocated such number of option classes that its aggregate appointment cost is 6.6, the e-DPM
organization would be required to own at least one Exchange membership, and own or lease six
additional Exchange memberships.

As noted in Rule 8.3(c) [and Rule 8.4(d)], the Exchange will rebalance the "tiers" (excluding
the "AA" and "A+" tiers) once each calendar quarter, which may result in additions or deletions
to their composition. When a class changes "tiers" it will be assigned the "appointment cost" of
that tier. Upon rebalancing, each e-DPM organization will be required to own or lease the
appropriate number of Exchange memberships reflecting the revised "appointment costs” of the
classes that have been allocated to it.

An Exchange membership shall include a transferable regular membership or a Chicago
Board of Trade full membership that has effectively been exercised pursuant to Article Fifth(b) of
the Certificate of Incorporation. Except as provided below, memberships used to satisfy this
requirement may not be used for any other purpose including being leased to another member or
for trading on the trading floor. For purposes of this Rule, the term "product” refers to all options
of the same single underlying security/value. An e-DPM organization shall be deemed to own or
lease an Exchange membership for purposes of this paragraph (d) if its parent company owns or
leases seats that are used solely for the e-DPM organization's e-DPM activities. However, in the
event the member organization approved as the e-DPM organization is also approved to act as [an
RMM]a Market-Maker and/or DPM, and has excess membership capacity above the aggregate
appointment cost for the classes allocated to it as the e-DPM, the member organization may
utilize the excess membership capacity to quote electronically in an appropriate number of
Hybrid 2.0 Classes in the capacity of a [Remote] Market-Maker [("RMM")] and not trade in open
outcry, and/or to quote electronically and trade in open outcry in the classes in which it is
appointed a DPM. For example, if the member organization has been allocated such number of
option classes that its aggregate appointment cost is 6.6, the member organization could request
an appointment as [an RMM]a Market-Maker in any combination of Hybrid 2.0 Classes whose
aggregate "appointment cost” does not exceed .40. The member organization will not function as
an e-DPM in any of these additional classes, In the event the member organization utilizes any
excess membership capacity to quote electronically in some additional Hybrid 2.0 Classes as [an
RMM]a Market-Maker or DPM, it must comply with the provisions of Rules [8.4(c)]8.3 and Rule
8.85(a)(v), respectively.

ok ok ok Kk

Rule 8.93 — e-DPM Obligations

Rule 8.93. Each e-DPM shall fulfill all of the obligations of a Market-Maker and of a DPM under
the Rules (except those contained in Rules 8.85(a)(i), (iv), (v), (vii)- (x), and (xii), 8.85(¢c)(i) and
(v), and 8.85(e)), and shall satisfy each of the following requirements.

(iy— (vi)  No change.

(vii} as part of a pilot program until March 14, 206{8]9;2009, not allow more than one
Market-Maker affiliated with the ¢-DPM organization to trade on CBOE's trading floor in any
specific option class allocated to the e-DPM and provided such Market-Maker is trading on a
separate membership (absent the pilot program, an ¢-DPM may not allow any Market-Makers
affiliated with the e-DPM organization to trade on CBOE's trading floor in any class allocated to
the e-DPM);
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(viii) — (ix) No change.

® ok ok ok %
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Exhibit §

(Additions are underlined and deletions are in [brackets])

Chicago Board Options Exchange, Incorporaied
Rules

* Ok koK ok

Rule 3.2 - Qualifications and Membership Statuses of Individual Members
Rule 3.2.(a) No change.

(b) The individual membership statuses that are approved by the Membership Committee
(along with the primary Exchange Rule that provides for such approval if it is not Rule 3.9)
include: (i) owner; (ii) lessor; (iii) lessee; (iv) Chicago Board of Trade exerciser; (v) sole
proprietor; (vi) individual with a membership that has been registered for a member organization;
(vii) nominee of a member organization; (viii) Market-Maker (Rule 8.2); (ix) Floor Broker (Rule
6.71); (x) member eligible to trade securities traded pursuwant to Chapter XXX (Rule 30.2); (xi)
member eligible to trade securities traded pursuant to Chapter L (Rule 50.2); and (xii) Trust
Member (Rule 3.25)[; and (xiii) Remote Market-Maker ("RMM"}(Rule 8.4)].

(c) Every individual member who is a lessee, a Chicago Board of Trade exerciser, or an
owner (who is not a lessor) must have an authorized trading function. An individual member is
deemed to have an authorized trading function if the member is approved by the Membership
Committee to act as a Market-Maker, Floor Broker, [RMM,] or nominee or person registered for
an [RMM or] e-DPM organization.

koK R K

Rule 3.3 - Qualifications and Membership Statuses of Member Organizations
Rule 3.3. (a) No change.

(b) The member organization membership statuses that are approved by the Membership
Committee (along with the primary Exchange Rule that provides for such approval if it is not
Rule 3.9) include: (i} owner; (ii) lessor; (iii) lessee; (iv) member organization for which an
individual member has registered his or her membership; (v} member organization approved to
transact business with the public (Rule 9.1); (vi) Clearing Member; (vii) order service firm (Rule
6.77); and (viil) [Remote Market-Maker (Rule 8.4)]|Market-Maker (Ruie 8.1).

(¢) No change.
(d) No change.
. .. Interpretations and Policies:

01 No change.
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.02,  Member organization membership statuses that are approved by Exchange bodies other
than the Membership Committee (along with the primary Exchange Rule that provides for such
approval) include: Lead Market-Maker (Rules 8.15 and 8.15A); Designated Primary Market-
 Maker (Rule 8.83), Electronic DPMs (Rule 8.92), SBT Designated Primary Market-Makers and
SBT Lead Market-Makers (Rule 42.1).

% %k ok ok ok

Rule 3.8. Nominees and Members Who Register Their Memberships for Member
Organizations

Rule 3.8. (a) Each member organization that is the owner of a membership for which the member
organization will not be acting as a lessor and each member organization that is a lessee of a
membership shall be subject to the following provisions:

(i) the member organization must designate an individual nominee to represent the
organization with respect to that membership in all matters relating to the Exchange;

(ii) if the member organization is the owner or lessee of more than one such membership,
the member organization may designate one individual to be the nominee for all memberships
utilized by the organization. However, for each_membership utilized for trading in open outcry
on the trading floor, the organization must designate a different individual to be the nominee for
each of the memberships [(subject to the exceptions set forth in Interpretations and Policies .02 to
this Rule)];

(iii) each nominec of a member organization designated pursuant to subparagraph (a)(i)
of this Rule, except for a nominee of a member organization approved solely as a Clearing
Member and/or to transact business with the public pursuant to Rule 9.1, is required to have an
authorized trading function;

(iv) each nominee of a member organization designated pursuant to subparagraph (a)(i)
of this Rule must be approved for membership in accordance with the Rules; and

(v) each nominee of a member organization designated pursuant to subparagraph (a)(i) of
this Rule who is approved for membership shall be deemed to be an individual member.

(b) — (g) No change.
«« . Interpretations and Policies:
.01 No change.

[.02 The following are exceptions to the subparagraph (a)(ii) of this Rule: (i} A member
organization may designate one individual to be the nominee for all memberships utilized by the
organization in an RMM capacity, in an e-DPM capacity, and in an Off-Floor DPM capacity
provided, however, that a member organization may not have more than one RMM appointment
in an option class (except to the extent provided in Rule 8.4(c)} and may not have an RMM
appointment in an option class in which the organization serves as a DPM, e-DPM, or Market-
Maker on the Exchange (except to the extent provided in Rule 8.4(c}); (it) An individual may act
as a nominee of an organization with respect to one membership utilized in an RMM capacity and
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a membership not utilized in an RMM or e-DPM capacity in order to allow the nominee to usc
those memberships to simultaneously trade as an in-crowd Market-Maker and in an RMM
capacity (but not in the same class), provided that the RMM trading activity of the nominee is
* from a location other than the physical trading station for any of the classes traded by the
nominee in an RMM capacity.]

* ok ok ok ok

Rule 6.45A - Priority and Allocation of Equity Option Trades and the CBOE Hybrid
System

Rule 6.45A. Generally: The rules of priority and order allocation procedures set forth in this
rule shall apply only to equity option classes designated by the Exchange to be traded on the
CBOE Hybrid System and has no applicability to index option and options on ETF classes. The
term "market participant” as used throughout this rule refers to a Market-Maker, a DPM, an e-
DPM, [a Remote Market-Maker,] and a floor broker or a PAR Official representing orders in the
trading crowd. The term “in-crowd market participant” only includes an in-crowd Market-Maker,
in-crowd DPM, and floor broker or PAR Official representing orders in the trading crowd.

(a) —(¢)} No change.
. . . Interpretations and Policies:

.01 - .02 No change.

ok ok ok

Rule 6.45B - Priority and Allocation of Trades in Index Options and Options on ETFs
on the CBOE Hybrid System

Rule 6.45A. Generally: The rules of priority and order allocation procedures set forth in this
rule shall apply only to index options and options on ETFs that have been designated for trading
on the CBOE Hybrid System. The term "market participant” as used throughout this rule refers to
a Market-Maker, [a Remote Market-Maker,] an in-crowd DPM or LMM, an e-DPM with an
appointment in the subject class, and a floor broker or PAR Official representing orders in the
trading crowd. The term "in-crowd market participant" only includes an in-crowd Market-Maker,
in-crowd DPM or LMM, and floor broker or PAR Official representing orders in the trading
crowd.

(a) — (d) No change.
.+ Interpretations and Policies:
.01 -.02 No change.
* ok ok k¥
Rule 8.1 — Market-Maker Defined

Rule 8.1. A Market-Maker ("Market-Maker" or "market maker") is an individual [(either a]
member [or nominee of a member organization)] -or a member organization that[who] is
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registered with the Exchange for the purpose of making transactions as dealer-specialist on the
Exchange in accordance with the provisions of this Chapter. Registered Market-Makers are
designated as specialists on the Exchange for all purposes under the Securities Exchange Act of
- 1934 and the Rules and Regulations thereunder. Only transactions that are effected in accordance
with Interpretation and Policy .03 under Rule 8.7 shall count as Market-Maker transactions for
the purposes of this Chapter and Rules 3.1 and 12.3(f). [The term Market-Maker includes
Remote Market-Makers (as defined in Rule 8.4).]

® ok k k%

Rule 8.2 — Registration of Market-Makers

Rule 8.2. (a) An applicant for registration as a Market-Maker shall file [his]an application in
writing with the Membership Department on such form or forms as the Exchange may prescribe.
Applications shall be reviewed by the Membership Committee, which shall consider an
applicant's ability as demonstrated by [his] passing a member's examination prescribed by the
Exchange, and such other factors as the Committee deems appropriate. After reviewing the
application, the Committee shall either approve or disapprove the applicant's registration as a
Market-Maker.

(b) The registration of [any person as] a Market-Maker may be suspended or terminated by
the appropriate Market Performance Committee upon a determination that [such person]the
Market-Maker has failed to properly perform as a Market-Maker.

(¢) No change.

* ok kK ok
Rule 8.3 — Appointment of Market-Makers

Rule 8.3. [This Rule governs the appointment of Market-Makers other than Remote Market-
Makers. Rule 8.4 governs the appointment of Remote Market-Makers.]

(a)(i} [On a form or forms]In a manner prescribed by the Exchange, a registered Market-
Maker may [apply]select [for] an Appointment (having the obligations of Rule 8.7(b) or Rule
30.40, as appropriate) in one or more classes of option contracts or [in] securities traded subject to
the rules in Chapter XXX. [From among those Market-Makers registered, the Exchange shall
ordinarily make two or more Appointments for each class of option contracts or other securities.]
The Exchange may also appoint a registered Market-Maker in one or more classes of option
contracts or securities traded subject to the rules in Chapter XXX. In making such Appointments,
the Exchange shall give attention to (a) the preference of registrants; (b) the maintenance and
enhancement of competition among Market-Makers in each class of contracts; {c) assuring that
financial resources available to a Market-Maker enable him to satisfy the obligations set forth in
Rule 8.7 or Rule 30.40 with respect to each class of option contracts to which he is appointed; and
(d) the impact additional Market-Makers will have on Exchange systems capacity. Limitations on
appointments due to Exchange systems capacity shall be in accordance with Interpretations and
Policies .01 to Rule 8.3A. The Exchange may arrange two or more classes of contracts into
groupings based on, among other things, similar trading locations on the floor, and may make
Appointments to those groupings rather than to individual classes. The Exchange may suspend or
terminate any Appointment of a Market-Maker under this rule and may make additional

3 P g
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Appointments whenever, in the Exchange's judgment, the interests of a fair and orderly market
are best served by such action.

(ii) In the event a Market-Maker is a nominee of a member organization or has registered the
Market-Maker's membership for a member organization, the member organization with which the
Market-Maker is associated can request that the Exchange deem all class appointments be made
to the member organization instead of to the individual Market-Maker. If such a request is made,
the individual Market-Maker will continue to have all of the obligations of a Market-Maker under
Exchange rules, except that the submission of electronic quotations and orders will be made by
and on behalf of the member organization with which the individual Market-Maker is associated.

(b) No Appointment of a Market-Maker shall be made without the Market-Maker's consent to
such Appointment, provided that refusal to accept an Appointment may be deemed a sufficient
cause for termination or suspension of a Market-Maker's registration.

(c) Market-Maker Appointments. Absent an exemption by the Exchange, an appointment of
a Market-Maker confers the right to quote electronically [or]and in open outcry in [its] the
Market-Maker’s appointed classes as described below. A Market-Maker may {only] change its
appointed classes upon advance notification to [with the prior approval of] the Exchange[. Such
requests must be made] in a form and manner prescribed by the Exchange. [In determining
whether to approve such requests, the Exchange shall consider the factors contained in paragraph

(a)]

(i) Hybrid 2.0 Classes. Subject to paragraph (v) below, a Market-Maker can create a
Virtual Trading Crowd ("VTC") appointment, which confers the right to quote electronically in
an appropriate number of Hybrid 2.0 Classes (as defined in Rule 1.1{aaa)) selected from "tiers"
that have been structured according to trading volume statistics. All classes within a specific tier
will be assigned an "appointment cost" depending upon its tier location. The following table sets
forth the tiers and related appointment costs.

Tier Hybrid 2.0 Option Classes Appointment
Cost
AA * Options on the CBOE Volatility Index (VIX) 50
» Options on the iShares Russell 2000 Index Fund (IWM)

Options on the NASDAQ 100 Index (NDX)

At ¢ Options on Standard & Poor's Depositary Receipts 25
e Options on the Russell 2000 Index (RUT)
¢ Options on the S&P 100 (XEO)

A¥ Hybrid 2.0 Classes 1 — 60 10
B* Hybrid 2.0 Classes 61 — 120 05
C* Hybrid 2.0 Classes 121 - 345 .04
D* Hybrid 2.0 Classes 346 — 570 .02

E* Hybrid 2.0 Classes 571 - 999 01

T e T e
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Tier Hybrid 2.0 Option Classes Appointment
Cost
F* All Remaining Hybrid 2.0 Classes .001

*  Excludes Tiers AA and A+ Classes.

(i) Hybrid Classes. Subject to paragraph (v) below, a Market-Maker can quote
electronically in an appropriate number of Hybrid Classes [that are located at one trading station].
The appointment cost of each Hybrid Class is .01.

(iii) Open Outcry. A Market-Maker has an appointment to trade open outcry in all Hybrid
and Hybrid 2.0 Classes traded on the Exchange. A member organization_that is registered as a

Market-Maker may only trade in open outcry through one of its nominees, A Market-Maker must

be physically present in the trading crowd to trade in open outcry.

(iv) Hybrid 3.0, Non-Hybrid and Non-Hybrid 2.0 Classes (collectively “Non-Hybrid
Classes™). In addition to paragraphs (i) through (iii} above, and subject to paragraph (v) below, a
Market-Maker can select as [his]the Market-Maker’s appointment one or more Non-Hybrid
Classes traded on the Exchange, which confers the right to trade in open outery in an appropriate
number of Non-Hybrid Classes as described below. Each Non-Hybrid Class will be assigned an
"appointment cost", which are set forth below.

Non-Hybrid Classes Appointment
Cost
Options on the Standard & Poor's 500 (SPX) 1.0
Options on the S&P 100 (OEX) 75
Morgan Stanley Retail Index Options (MVR) 25

(v} Each membership owned or leased by a Market-Maker has an appointment credit of
1.0. A Market-Maker may select for each Exchange membership [itjthe Market-Maker owns or
leases any combination of Hybrid 2.0 Classes, Hybrid Classes [which are located at one trading
station], and Non-Hybrid Classes, whose aggregate appointment cost does not exceed 1.0. The
Exchange will rebalance the tiers (excluding the "AA" and "A+" tiers) set forth in subparagraph
(i) above once each calendar quarter, which may result in additions or deletions to their
composition. When a class changes tiers it will be assigned the appointment cost of that tier.
Upon rebalancing, each Market-Maker with a VTC appointment will be required to own or lease
the appropriate number of Exchange memberships reflecting the revised appointment costs of the
Hybrid and Hybrid 2.0 Classes constituting [its]the Market-Maker’s appointment.

(vi) A Market-Maker may submit electronic quotations away from CBOE's trading floor
in [his/her] the Market-Maker’s appointed Hybrid Classes and Hybrid 2.0 Classes. While on the
trading floor, a Market-Maker is not required to be present in the trading station where a class is
located in order to stream electronic quotations into the class.
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(vii) [In connection with the Pilot Programs set forth in Rule 8.4(c)(i) and Rule 8.93(vii),

a Market-Maker affiliated with an e-DPM or RMM can only submit electronic quotations in any
class in which the affiliated ¢e-DPM or RMM has an appointment if the Market-Maker is present

* in the trading station where the class is located, unless the Market-Maker and the affiliated e-
DPM or affiliated RMM operate as multiple aggregation units under the criteria set forth in Rule
8.4(c)(ii) pursvant to a Pilot Program that expires on March 14, 2009.] Except as provided below,
a Market-Maker may not hold an appointment and submit electronic quotations in any class in

which an affiliated DPM or e-DPM is appointed, or in which an affiliated Market-Maker holds an
appointment and submits electronic quotations.

(1)

As part of a pilot program until March 14, 2009, an e-DPM or Off-Floor DPM
can have one affiliated Market-Maker trade on CBOE’s trading floor and submit
electronic guotations in any specific option class allocated to the e-DPM or Off-
Floor DPM, provided such affiliated Market-Maker trades on a separate
membership and is present in the trading crowd (see Rule 8.85(a)}(v)} and Rule

8.93(vii)):

As part of a pilot program until March 14, 2009, a Market-Maker may have one
affiliated Market-Maker trade in open outery and submit electronic quotations in
any specific option class in which the Market-Maker holds an appoeintment,
provided such affiliated Market-Maker trades on a separate membership and is

present in the trading crowd;

There is no restriction on (A) affiliated Market-Makers, or Market-Maker(s)
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; or (B) affiliated Market-Makers holding an appointment in the same class
for purposes of trading in open outcry; and

A CBOE member or member firm may have, as part of a pilot program until
March 14, 2009, multiple aggregation units operating as separate Market-Makers
within the same class provided:

{A) The member or member firm has a written plan of organization that identifies
each agprepation unit, specifies its trading objective(s)., and supports its
independent identity. The independence of aggregation units may be evidenced
by separate management structures, location, business purpose, ot separate profit-
and-loss treatment within the member firm. Each aggregation unit must maintain
all trading activity of that aggregation unit in a segregated account, which shall

be reported to the Exchange as such,

(B) Each aggregation unit must operate independently of other aggregation units
of the member or member firm. Moreover, all traders in an aggregation unit may
pursue only the trading objectives or strategies of that aggregation unit and may

not transmit or otherwise share information relating to those trading objectives or
strategies to the member's or member firm's other aggregation units. The member

or member firm may have risk management personnel outside of the Market-
Maker aggregation units view the positions of the multiple Market-Makers within
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the entity and direct position adjustments for risk management purposes.
However, such persons may not transmit information to traders in an Market-
Maker aggregation unit about the trading strategies, objectives, or positions of
another Market-Maker aggregation unit.

Senior risk management personnel are prohibited from engaging in _anv of the
following activities with respect to the Aggregation Units for which they oversee:
(i) establishing quoting parameters for anv trader including but not limited to
delta and volatility values: (ii} directing the submission of specific quotes by any
trader; or (iii) directing the timing of a trader's_trading activities with anything
other than general, nonspecific timeframes. Prior to being approved in a Market-

Maker capacity, each member or member organization operating multiple

Aggrepation Units will be required to certify that it is aware of these prohibitions,

that it will comply with these prohibitions. and that it will ensure continued
compliance with these prohibitions.

(C) Individual traders are assigned to only one aggregation unit at any time.

{D) The member or member firm as part of its compliance and/or internal audit
routines establishes and maintains surveillance and audit procedures that
facilitate the review and surveillance programs of the firm and CBOE to ensure
the independent operation of the separate aggregation units operating as Market-
Makers. As part of these routines, the member or member firm must retain
written records of information concerning the aggregation units, including, but
not limited to, trading personnel, names of personnel making trading decisions,

unusual trading activities, disciplinary_action resulting from a breach of the
member_or member firm's systems firewalls and information-sharing policies,

and the transfer of securities between the members or member firm's aggregation
units, which information shall be promptly made available to the Exchange upon

its request. The member or member firm must promptly provide to the Exchange
a written report at such time there is any material change with respect to the
aggregation units, at which point the Exchange will reexamine its status.

[(viii) Pursuant to a Pilot Program that expires on March 14, 2009, two affiliated Market-
Makers can hold an appointment in the same class provided both Market-Makers operate as
multiple aggregation units under the criteria set forth in Rule 8.4(c)(ii}.]

(d} A member or prospective member adversely affected by a determination made by the
Exchange under this Rule, including the denial of an appointment in a particular class, may obtain
a review thereof in accordance with the provisions of Chapter XIX.

[- - . Interpretations and Policies:

.01 In the event the aggregate appointment cost for all of the Hybrid 2.0 Classes, Hybrid Classes,
and/or Non-Hybrid Classes, constituting a Market-Maker's appointment on 7/20/06 exceeds 1.0,
then the Market-Maker shall be granted six months from the date of the approval of this rule
change, until 1/22/07, to comply with the provisions of paragraph (c)(v) of this Rule that provide
a Market-Maker's appointed classes shall not have an aggregate appointment cost in excess of
1.0. During these six months, any Market-Maker whose aggregate appointment cost exceeds 1.0
is ineligible to request an appointment in any other option class until the Market-Maker's
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aggregate appointment cost is less than 1.0. The preceding limited exemption to Rule 8.3(c)(v) is
only available to a Market-Maker whose aggregate appointment cost for all of the Hybrid 2.0
Classes, Hybrid Classes, and/or Non-Hybrid Classes, constituting the Market-Maker's
- appointment would have exceeded 1.0 on April 24, 2006, if the rule had been in effect on that
date.]
% 3k Kk ok ok
Rule 8.3A. Maximum Number of Market Participants
Quoting Electronically per Product

Rule 8.3A. With respect to products trading on the Hybrid Trading System or on the Hybrid
2.0 Platform, the Exchange will impose an upper limit on the aggregate number of members that
may quote electronically in each product ("Class Quoting Limit" or "CQL"). (For purposes of this
Rule, the term "product" refers to all options of the same single underlying security/value.)
Interpretations and Policies .01 specifies the Class Quoting Limits for all products trading on
Hybrid and the Hybrid 2.0 Platform.

When a CQL is established for each product, the following criteria govern which
members are entitled to quote electronically in that subject product. A Market-Maker (excluding
an [RMM and] e-DPM) that is not eligible to quote electronically in a product may quote in open
outery in that product.

(a) Products Trading on the Hybrid 2.0 Platform [as of March 18, 2005] and [Products
Trading on] the Hybrid Trading System [as of March 18, 2005]

The DPM or LMM(s) and e-DPMs (if applicable) assigned to the product [on March 18,
2005,] and Market-Makers who hold an appointment in the product [: (1) are in good standing
with the Exchange; and (2) (i) have transacted at least 80% of their Market-Maker contracts and
transactions in-person in each of the three immediately preceding calendar months prior to March
18, 2005 in option products traded in the trading station; or (ii) were physically present in the
trading station acting in the capacity of a Market-Maker on March 18, 2005,] are entitled to quote
electronically in those products for as long as they maintain an appointment in those products.

All other Market-Makers[, RMMs,] and approved e-DPMs that request the ability to submit
quotes electronically in the subject product will be entitled to quote electronically in that product
in the order in which they so request provided the number of members quoting electronically in
the product does not exceed the CQL. When the number of members in the product quoting
electronically equals the CQL, all other members requesting the ability to quote electronically in
that product will be wait-listed in the order in which they submitted the request.

The waiting list operates based on time priority. When the product can accommodate another
clectronic quoter (whether due to atirition or an increase in the CQL), the member at the "top" of
the list (i.e., the member that has been on the waiting list the longest amount of time) has priority.
Once a member is wait-listed, the Exchange may not alter his/her position on the wait-list other
than to improve such position (i.e., the Exchange may not place other members ahead of a
previously wait-listed member). If a wait-listed member is offered, yet refuses, the ability to
quote electronically in the subject product, the member will be removed from that waiting list.

(b) Products Added to the Hybrid 2.0 Platform [After March 18, 2005]: With respect
to a product that is added to the Hybrid 2.0 Platform [after March 18, 2005], the DPM or LMM(s)
and e-DPM:s appointed to the product will be entitled to quote electronically. All Market-Makers
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holding an appointment [quoting] in the product prior to its addition to the Hybrid 2.0 Platform
will be entitled to quote electronically [provided that: (i) they have transacted at least 80% of their
Market-Maker contracts and transactions in-person in each of the three immediately preceding
- calendar months prior to the product being added to the Hybrid 2.0 Platform in option products
traded in the trading station; or (ii) they were physically present in the trading station acting in the
capacity of a Market-Maker on the day prior to the product being added to the Hybrid 2.0
Platform]. If at the time a product is added to the Hybrid 2.0 Platform the aggregate number of
DPMs or LMMs, e-DPMs, and Market-Makers entitled to quote electronically in the product
exceeds the CQL, then the product will have an "increased CQL," as described in Interpretations
and Policies .01[(a)]. Reduction of any "increased CQL" will be in accordance with the
procedures described in Interpretations and Policies .01[(a)].

All other members will be entitled to quote electronically in that product in the order in
which they so request provided the number of members quoting electronically in the product does
not exceed the CQL. When the number of members quoting electronically in the product equals
the CQL, all other members will be wait-listed in the order in which they request the ability to
quote electronically. The wait-list will operate as described above in paragraph (a).

(c) Products Added to the Hybrid Trading System [After March 18, 2005]: With
respect to a [new] product that commences trading on the Hybrid Trading System [after March
18, 2005], the assigned DPM will be entitled to quote electronically. All Market-Makers holding
an appointment in the product prior to it trading on the Hybrid Trading System will be entitled to
quote electronically. [Thereafter, aJAll other members will be entitled to quote electronically in
that product in the order in which they so request provided the number of members quoting
electronically does not exceed the CQL. When the number of members quoting electronically in
the product equals the CQL, all other members will be wait-listed in the order in which they
request the ability to quote electronically. The wait-list will operate as described above in

paragraph (a).

« . . Interpretations and Policies:
.01 No change.

[.02 "Temporary Appointments"” for the Period from March 21, 2005 through the end of
the Initial RMM Appointment Process ‘

The following procedures apply to Market-Makers' requests to change their appointed trading
stations during the period commencing March 21, 2005, and lasting until the termination of the
Initial Remote Market-Maker ("RMM") Appointment Process ("IRAP"). The IRAP is the
mechanism by which electronic appointments will be granted to RMMs and other Market-Makers
during the initial allocation process, which is expected to occur during the week of April 18,
200s.

1. Beginning March 21, 2005, until the termination of the IRAP, all Market-Maker
requests to change their appointed trading stations will be granted on a temporary basis
("temporary appointment"), provided the CQL for the requisite product has not been met ( i.e., on
a space-available basis, as described in Rule 8.3A.01). Each temporary appointment terminates at
3:15 p.m. (CT) on the last day of the IRAP, at which point all Market-Makers' appointed trading
stations will revert to the appointed trading station the Market-Maker held on March 18, 2005.
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2. In order to receive a permanent appointment in a product in which a Market-Maker
previously held a temporary appointment, a Market-Maker must participate in the IRAP and be
allocated such product.

3. Upon termination of the IRAP, all Market-Maker (including RMM) requests for
appointments and/or appointed trading stations will be handled subject to the requirements of
Rule 8.3A (Class Quoting Limits) and in accordance with the appointment procedures of Rules
8.3 (Market-Maker appointments) and 8.4 (RMM appointments), as applicable.]

[.03].02 In the event a Market-Maker, who holds an appointment in an option class traded on the
Hybrid Trading System or the Hybrid 2.0 Platform pursuant to Rule 8.3, elects not to quote
electronically in that option class under the provisions of Rule 8.7(d)(i), then the Market-Maker
will not count towards the CQL in that option class. In the event the Market-Maker later
determines to quote electronically in that option class, the Marker-Maker may do so and would
count towards the CQL for that option class. If the total number of members quoting
electronically exceeds the CQL for that option class, the option class would have an "increased
CQL" as described in Interpretations and Policies .01[(a}]. Reduction in any "increased CQL"
will be in accordance with the procedures described in Interpretations and Policies .01[(a)](b).

[04.].03 The following Interpretation and Policy only applies to those option classes traded on the
Hybrid Trading System or the Hybrid 2.0 Platform in which the CQL for the option class is full
and there is a waiting list of member(s) requesting the ability to quote electronically in the option
class. In the event a Market-Maker [or RMM], who holds an appointment in an option class
traded on the Hybrid Trading System or the Hybrid 2.0 Platform, has not submitted any electronic
quotations in that option class during the preceding 30 calendar days (measured on a rolling
basis), then the Market-Maker’s [or RMM's] appointment in that option class will be terminated
effective immediately. The Market-Maker [or RMM] can subsequently request an appointment in
the option class. If there is a wait-list of members requesting the ability to quote electronically,
then Market-Maker [or RMM] will be placed on the wait-list for the option class. The Exchange
will notify the Market-Maker [or RMM] prior to terminating its appointment, and the Exchange
can make exceptions to this Interpretation and Policy in unusual circumstances,

¥ ok ok K ok

Rule 8.4[ — Remote Market-Makers]

Rule 8.4. Reserved. [(a) Definition: A Remote Market-Maker ("RMM") is an individual member
or member organization registered with the Exchange that makes transactions as a dealer-
specialist from a location other than the physical trading station for the subject class. Transactions
of RMMs that are executed on the Exchange are deemed Market-Maker transactions for purposes
of this Chapter and Rules 3.1 and 12.3(f).

(b) Registration and Approval of RMMs: The registration and approval of RMMs shall
be in accordance with Rule 8.2. An RMM shall retain its approval to act as an RMM until the
RMM requests the Exchange to relieve it of its approval to act as an RMM and the Exchange
grants such approval or until the Exchange terminates its approval to act as an RMM pursuant to
Exchange Rules. An RMM may not transfer its approval to act as an RMM unliess approved by
the Exchange.
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(c) Affiliation Limitations: Except as provided in subparagraphs (i) or (ii), an RMM may
not have an appointment as an RMM in any class in which it or its member organization serves as
DPM, e-DPM, RMM, or Market-Maker on CBOE.

(i) A CBOE Member or Member Firm operating as an RMM in a class may have, as part of a
pilot program until March 14, 2009, one Market-Maker affiliated with the RMM organization
trading in open outcry in any specific option class allocated to the RMM, provided such Market-
Maker trades on a separate membership.

(ii) A CBOE Member or Member Firm may have, as part of a pilot program until March 14,
2009, multiple aggregation units operating as separate RMMs within the same class provided:

(A) The member or member firm has a written plan of organization that identifies each
aggregation unit, specifies its trading objective(s), and supports its independent identity.
The independence of aggregation units may be evidenced by separate management
structures, location, business purpose, or separate profit-and-loss treatment within the
member firm. Each aggregation unit must maintain all trading activity of that aggregation
unit in a segregated account, which shall be reported to the Exchange as such.

(B) Each aggregation unit must operate independently of other aggregation units of the
member or member firm. Moreover, all traders in an aggregation unit may pursue only
the trading objectives or strategy(ies) of that aggregation unit and may not transmit or
otherwise share information relating to those trading objectives or strategies to the
member's or member firm's other aggregation units. The member or member firm may
have risk management personnel outside of the RMM aggregation units view the
positions of the multipie RMMSs within the entity and direct position adjustments for risk
management purposes. However, such persons may not transmit information to traders in
an RMM aggregation unit about the trading strategies, objectives, or positions of another
RMM aggregation unit.

Senior risk management personnel are prohibited from engaging in any of the following
activities with respect to the Aggregation Units for which they oversee: (i) establishing
quoting parameters for any trader including but not limited to delta and volatility values;
(ii) directing the submission of specific quotes by any trader; or (iii) directing the timing
of a trader's trading activities with anything other than general, nonspecific timeframes.
Prior to being approved in an RMM capacity, each member or member organization
operating multiple Aggregation Units will be required to certify that it is aware of these
prohibitions, that it will comply with these prohibitions, and that it will ensure continued
compliance with these prohibitions.

(C) Individual traders are assigned to only one aggregation unit at any time.

(D) The member or member firm as part of its compliance and/or internal audit routines
establishes and maintains surveillance and audit procedures that facilitate the review and
surveillance programs of the firm and CBOE to ensure the independent operation of the
separate aggregation units operating as RMMSs. As part of these routines, the member or
member firm must retain written records of information concerning the aggregation units,
including, but not limited to, trading personnel, names of personnel making trading
decisions, unusual trading activities, disciplinary action resulting from a breach of the
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member or member firm's systems firewalls and information-sharing policies, and the
transfer of securities between the members or member firm's aggregation units, which
information shall be promptly made available to the Exchange upon its request. The
member or member firm must promptly provide to the Exchange a written report at such
time there is any material change with respect to the aggregation units, at which point the
Exchange will reexamine its status.

(d) Appointment of RMMs: An RMM will have a Virtual Trading Crowd ("VTC")
Appointment, which confers the right to quote electronically (and not in open outcry) an
appropriate number of Hybrid 2.0 Classes selected from "tiers" that have been structured
according to trading volume statistics. All Hybrid 2.0 Classes within a specific tier will be
assigned an "appointment cost" depending upon its tier location. The following table sets forth
the tiers and related appointment costs.

Tier Hybrid 2.0 Option Classes Appointment
Cost
AA ¢ Options on the CBOE Volatility Index (VIX) .50

Options on the iShares Russell 2000 Index Fund (IWM)
Options on the NASDAQ 100 Index (NDX)

A+ e Options on Standard & Poor's Depositary Receipts 25
Options on the Russell 2000 Index (RUT)
Options on the S&P 100 (XEQO)

A¥ Hybrid 2.0 Classes 1 — 60 10
B* Hybrid 2.0 Classes 61 — 120 05
C* Hybrid 2.0 Classes 121 — 345 04
D* Hybrid 2.0 Classes 346 — 570 02
E* Hybrid 2.0 Classes 571 - 999 01
F* All Remaining Hybrid 2.0 Classes 001

*  Excludes Tiers AA and A+ Classes.

An RMM as part of its VTC appointment may select for each Exchange membership it owns or
leases any combination of Hybrid 2.0 Classes whose aggregate "appointment cost” does not
exceed 1.0. For example, an RMM could request five "A Tier" products {5x.10), five "C Tier"
products (5x.04), ten "D Tier" products (10x.02) and ten "E Tier” products (10x.01) to constitute
its VTC appointment.

The Exchange will rebalance the "tiers" (excluding the "AA" and "A+" tiers) once each calendar
quarter, which may result in additions or deletions to their composition, When a Hybrid 2.0 Class
changes "tiers" it will be assigned the "appointment cost" of that tier. Upon rebalancing, each
RMM with a VTC appointment will be required to own or lease the appropriate number of
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Exchange memberships reflecting the revised "appointment costs" of the Hybrid 2.0 Classes
constituting its appointment.

~ An RMM may only change its appointment upon advance notification to the Exchange in a form
and manner prescribed by the Exchange.

Exchange memberships used to satisfy membership requirements to possess an RMM PTC or
VTC appointment may not be used for any other purpose while being used in an RMM capacity,
including being leased to another member or for trading on the trading floor. For purposes of this
Rule, an Exchange membership shall include a transferable regular membership or a Chicago
Board of Trade full membership that has effectively been exercised pursuant to Article Fifth(b) of
the Certificate of Incorporation.

(e) The Exchange may suspend or terminate any appointment of an RMM in one or more
classes under this Rule whenever, in the Exchange's judgment, the interests of a fair and orderly
market are best served by such action. An RMM may seek review of any action taken by the
Exchange pursuant to this Rule in accordance with Chapter XIX.

(f) RMMs are subject to Rule 8.7.03A with respect to trading in appointed classes.
RMMs may not enter quotations in option classes that are not included within their appointment.
RMMs may submit orders in classes that are not included within their appointment.]

% ok k ok %k

Rule 8.7 - Obligations of Market-Makers
Rule 8.7. (a) No change.

(b) Appointment. With respect to each class of option contracts for which [he]a Market-
Maker holds an Appointment under Rule 8.3, a Market-Maker has a continuous obligation to
engage, to a reasonable degree under the existing circumstances, in dealings for [his]the Market-
Maker’s own account when there exists, or it is reasonably anticipated that there will exist, a lack
of price continuity, a temporary disparity between the supply of and demand for a particular
option contract, or a temporary distortion of the price relationships between option contracts of
the same class. Without limiting the foregoing, a Market-Maker is expected to perform the
following activities in the course of maintaining a fair and orderly market:

(i) To compete with other Market-Makers to improve markets in all series of options
classes comprising the Market-Maket's appointment at the trading station where a Market-
Maker is physically present or into which a Market-Maker is quoting electronically;

(ii) No change.

(iii) To update market quotations in response to changed market conditions in [his/her]the
Market-Maker’s appointed options classes at the trading station where a Market-Maker is
present or at the trading station into which a Market-Maker quotes electronically and to
assure that any market quote it causes to be disseminated is accurate.

A. With respect to trading in appointed classes:
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(1) Market-Makers who are physically present in [their appointed]a trading station may
enter quotes and orders in their appointed classes by public outcry in response to a request for
a quote or, in classes in which Hybrid or Hybrid 2.0 is implemented, through an Exchange-
approved electronic interface via an Exchange-approved quote generation device.

(2) Market-Makers may also enter quotes and orders in their appointed Hybrid and
Hybrid 2.0 classes [from outside of their appointed trading stations (pursuant to Rule 8.3)]
through an Exchange-approved electronic interface via an Exchange-approved quote
generation device.

(3) Market-Makers[, whether in their appointed trading stations or not,] may also submit
orders for automatic execution in accordance with the requirements of Rules 6.8 or 6.13.

B. No change.

[C. RMMs may enter quotes and orders remotely (i.e., from outside of the physical
trading station for the subject class) through an Exchange-approved electronic interface.
RMMs may not quote in open outery. ]

{iv} No change.

(c) Classes of Option Contracis other than those to which appointed. With respect to classes
of option contracts in which [he]a Market-Maker does not hold an Appointment, a Market-Maker
should not engage in transactions for an account in which [he]the Market-Maker has an interest
which are disproportionate in relation to, or in derogation of, the performance of his obligations
as specified in paragraph {b) of this Rule with respect to those classes of option contracts to
which [he]the Market-Maker does hold Appointments. Whenever a Market-Maker enters the
trading station for a class of option contracts [located away from his appointed trading station] in
other than a floor brokerage capacity, [he]the Market-Maker shall fulfill the obligations
established by paragraph (b) of this Rule and, for the rest of the trading day, such Market-Maker
may be required to undertake the obligations specified in paragraph (b) of this Rule upon
determination by the Order Book Official in accordance with Rule 7.5. Furthermore, Market-
Makers should not:

(i) No change.
(ii) No change.
(iii)  No change.
(d) Market-Making Obligations in Applicable Hybrid and Hybrid 2.0 Classes

The following obligations in this paragraph (d) are only applicable to Market-Makers trading
classes on the CBOE Hybrid System and only in those Hybrid classes and Hybrid 2.0 Classes.
As such, this paragraph has no applicability to non-Hybrid classes. [This paragraph is not
applicable to Remote Market-Makers, who instead will be subject to the obligations imposed by
Rule 8.7(e).] Unless otherwise provided in this Rule, Market-Makers trading classes on the
Hybrid System remain subject to all obligations imposed by CBOE Rule 8.7. To the extent
another obligation contained elsewhere in Rule 8.7 is inconsistent with an obligation contained in
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paragraph (d) of Rule 8.7 with respect to a class trading on Hybrid, this paragraph (d} shall
govern trading in the Hybrid class.

These requirements are applicable on a per class basis depending upon the percentage of
volume a Market-Maker transacts electronically versus in open outcry. With respect to making
this determination, the Exchange will monitor Market-Makers' trading activity every calendar
quarter to determine whether they exceed the thresholds established in this paragraph (d). If a
Market-Maker exceeds the threshold established below, the obligations contained in (d)(ii} will
be effective the next calendar quarter.

For a pericod of ninety (90} days commencing immediately after a class begins trading on the
Hybrid system, the provisions of paragraph (d)(i) shall govern trading in that class

(i) Market-Maker Trades Less Than 20% Contract Volume Electronically:

If a Market-Maker on the CBOE Hybrid System never transacts more than 20% (i.e., [he]
trades 20% or less) of [his]the Market-Maker’s contract volume electronically in an
appointed Hybrid class during any calendar quarter, the following provisions shall apply to
that Market-Maker with respect to that class:

(A) Quote Widths: With respect to electronic quoting, the Market-Maker will not be
required to comply with the quote width requirements of CBOE Rule 8.7(b)(iv) in that
class. The effectiveness of this subparagraph (i)(A) shalt be in effect in each Hybrid for a
period of one year commencing with the date the class begins trading on the Hybrid
System.

(B) Continuous Electronic Quoting Obligation: The Market-Maker will not be
obligated to quote electronically in any designated percentage of series within that class.
If a Market-Maker quotes electronically, its undecremented quote must be for at least ten
contracts ("10-up"), unless the underlying primary market disseminates a 100-share
quote, in which case the Market-Maker's undecremented quote may be for as low as 1-
contract ("1-up"). The ability to quote 1-up when the underlying primary quotes 100
shares is expressly conditioned on the process being automated (i.e., a Market-Maker
may not manually adjust [his]the Market-Maker’s quotes to reflect 1-up sizes). Quotes
must automatically return to at least 10-up when the underlying primary market no longer
disseminates a 100-share quote. Market-Makers that have not automated this process
may not avail themselves of the relief provided herein.

(C) Continuous Open Outery Quoting Obligation: In response to any request for
quote by a floor broker [or DPM representing an order as agent], in-crowd Market-
Makers must provide a two-sided market complying with the quote width requirements
contained in Rule 8.7(b)(iv) for a minimum of ten contracts for non-broker-dealer orders
and one contract for broker-dealer orders.

[(ID) In-Person Quoting Requirement: Any volume transacted electronically will not
count towards the Market-Maker's in-person requirement contained in Rule 8.7.03(B).]

(ii) Market-Maker Trades More Than 20% Contract Volume Electronically:
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If a Market-Maker on the CBOE Hybrid System transacts more than 20% of [his]the Market-
Maker’s contract volume electronically in an appointed Hybrid class during any calendar
quarter, commencing the next calendar quarter [he]the Market-Maker will be subject to the
following quoting obligations in that class for as long as he remains in that class:

(A) Quote Widths: The Market-Maker must comply with the quote width
requirements contained in Rule 8.7(b)(iv).

(B) Continuous Quoting Obligation: A Market-Maker will be required to maintain
continuous electronic quotes (as defined in Rule 1.1(cce)) in 60% of the series of
[his/her]_the Market-Maker’s appointed class that have a time to expiration of less than
nine months. The initial size of a Market-Maker’s quote must be for at least ten contracts
(undecremented size). If the underlying primary market disseminates a 100-share quote, a
Market-Maker's undecremented quote may be for as low as 1-contract ("1-up"), however,
this ability is expressly conditioned on the process being antomated (i.e., a Market-Maker
may not manually adjust [his]the Market-Maker’s quotes to reflect 1-up sizes). Quotes
must automatically return to at least 10-up when the underlying primary market no longer
disseminates a 100-share quote. Market-Makers that have not automated this process
may not avail themselves of the relief provided herein.

(C) Continuous Open Outery Quoting Obligation: In response to any request for
quote by a member or PAR Official, in-crowd Market-Makers must provide a two-sided
market complying with the current quote width requirements contained in Rule 8.7(b)(iv)
for a minimum of ten contracts for non-broker-dealer orders and one contract for broker-
dealer orders.

(iii) The obligations and duties of Market-Makers set forth in paragraphs (d)(i} and (d)(ii)
apply to a Market-Maker on a per class basis and only when the Market-Maker is quoting in a
particular class on a given trading day (e.g., if on a given trading day a Market-Maker is
quoting in 1 of his/her 10 appointed classes, the Market-Maker has quote width, continuous
electronic quoting and, to the extent the Market-Maker is present in the trading crowd,
continuous open outcry quoting obligations in that class; the continuous electronic quoting
obligation in subparagraph (d)(ii)(B) applies to 60% of the series of that class that have a time
to expiration of less than nine months while the Market-Maker is quoting). The obligations
and duties are not applicable to an appointed class if a Market-Maker is not quoting in that
appointed class.

(iv) A Market-Maker that is in the trading crowd but that is not quoting electronically or in
open outcry in an appointed class must provide an open outcry two-sided market complying
with the current quote width requirements contained in Rule 8.7(b)(iv) for a minimum of ten
contracts for non-broker-dealer orders and one contract for broker-dealer orders in response
to a request for quote by a member or PAR Official directed at that Market-Maker or when,
in response to a general request for a quote by a member of PAR Official, a market is not
then being vocalized by a reasonable number of Market-Makers. A Market-Maker may also
be called upon by an Exchange official designated by the Board of Directors to submit a
single quote or maintain continuous quotes in one or more series of a class to which the
Market-Maker is appointed whenever, in the judgment of such official, it is necessary to do
so in the interest of maintaining a fair and orderly market.
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[(e) Obligations of Remote Market-Makers (RMMs): The following obligations apply only to
RMMs:

(i) An RMM must provide legal-width, continuous electronic quotes (as defined in Rule
1.1 (cce)) in 60% of the series of its appointed class that have a time to expiration of less than
nine months. The initial size of an RMM's quote must be for at least ten contracts (undecremented
size).

If the underlying primary market disseminates a 100-share quote, an RMM's
undecremented quote may be for as low as 1-contract ("1-up"), however, this ability is expressly
conditioned on the process being automated (i.e., an RMM may not manually adjust its quotes to
reflect 1-up sizes). Quotes must automatically return to at least 10-up when the underlying
primary market no longer disseminates a 100-share quote. RMMs that have not automated this
process may not avail themselves of the relief provided herein.

The obligations and duties of an RMM set forth in this paragraph (e)(i) apply to an RMM
on a per class basis and only when the RMM is logged on to the CBOE Hybrid system and
quoting electronically in a particular class on a given trading day (e.g., if on a given trading day
an RMM is logged in and quoting electronically in 1 of its 10 appointed classes, the RMM has
quote width and continuous electronic quoting obligations in that class; the continuous electronic
quoting obligation applies to 60% of the series of that class that have a time to expiration of less
than nine months while the RMM is logged on to the CBOE Hybrid system and quoting
electronically in that class). The obligations and duties are not applicable to an appointed class if
an RMM is not logged in and quoting electronically in that appointed class.

(i) An RMM may be called upon by an Exchange official designated by the Board of
Directors to submit a single electronic quote or maintain continuous electronic quotes in one or
more series of a class to which the RMM is appointed whenever, in the judgment of such official,
it is necessary to do so in the interest of maintaining a fair and orderly market.

(iii) All Exchange rules applicable to Market-Makers will also apply to RMMs unless
otherwise provided or unless the context clearly indicates otherwise. RMMs are not considered
trading crowd members, except as provided in Rule 8.60 (Evaluation of Trading Crowd
Performance) or unless the context clearly indicates otherwise.

(iv) The evaluation of RMM performance shall be pursuant to Rule 8.61.

(v) Failure by an RMM to engage in a course of dealings as specified above will subject
the RMM to disciplinary action or suspension or revocation of registration by the Exchange in
one or more of the option classes in which the RMM holds an appointment.

(vi) RMMs shall maintain information barriers that are reasonably designed to prevent
the misuse of material, non-public information with any affiliates that may conduct a brokerage
business in option classes allocated to the RMM or that may act as specialist or Market-Maker in
any security underlying options allocated to the RMM, and otherwise comply with the
requirements of Rule 4.18 regarding the misuse of material non-public information.]

. « . Interpretations and Policies:
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.01-.02 No change.

.03 For purposes of Rule 8.7, the following percentage requirements apply to Market-Maker
- trading activity for each quarter of a calendar year, except for unusual circumstances as
determined by the appropriate Market Performance Committee. The appropriate Market
Performance Committee may assign a weighting factor based on volume to one or more classes
or series of option contracts in connection with these requirements.

A. Trading in Appointed Classes: Respecting distribution of trading activity, at least 75
percent of a Market-Maker's total contract volume must be in option classes to which [he]the
Market-Maker has been appointed pursuant to Rule 8.3. Trading in nonappointed classes of
options at the request of a Floor Official, Order Book Official, Board Broker or DPM shall be
deemed to be trading in appointed classes for purposes of this Interpretation.

B. In-Person Requirements for Market-Makers in non-Hybrid and Hybrid 3.0 Classes:
Respecting the manner in which Market-Maker transactions may be executed in non-Hybrid and
Hybrid 3.0 classes, a Market-Maker must execute in person, and not through the use of orders, at
least 25 percent of [his]the Market-Maker’s total transactions, provided, however, that for any
calendar quarter in which a Market-Maker receives Market-Maker treatment for off-floor orders
in accordance with Rule 8.1, in addition to satisfying the requirements of paragraph A of this
Interpretation .03, the Market-Maker must execute in person, and not through the use of orders, at
least 80 percent of [his]the Market-Maker’s total transactions. The off-floor orders for which a
Market-Maker receives Market-Maker treatment shall be subject to the obligations of Rule 8.7(a)
and in general shall be effected for the purpose of hedging, reducing risk of, rebalancing or
liquidating open positions of the Market-Maker. The appropriate Market Performance Committee
may exempt one or more options classes from this calculation.

04. The obligations of a Market-Maker with respect to those classes of option contracts to which
[he]the Market-Maker holds an Appointment shall take precedence over his other Market-Maker
obligations.

.05 - .08 No change.

09 The obligations and duties of Market-Makers set forth in Rule 8.7 paragraphs (a) and (b)
apply to an in-crowd Market-Maker only when the in-crowd Market-Maker is present in the
trading crowd and to a Market-Maker electronically quoting [from outside of his/her appointed
trading station (in accordance with Rule 8.3(c)) or to an RMM] only when the Market-Maker [or
RMM] is logged on to the CBOE Hybrid system. Market-Makers remain subject to Rule 7.5
while on the floor of the Exchange.

.10 - .12 No change,

¥ ok ok koK

Rule 8.13 - Preferred Market-Maker Program

Rule 8.13. (a) Generally. The Exchange may allow, on a class-by-class basis, for the receipt of
marketable orders, through the Exchange's Order Routing System when the Exchange's
disseminated quote is the NBBO, that carry a designation from the member transmitting the order
that specifies a Market-Maker in that class as the "Preferred Market-Maker" for that order. A
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qualifying recipient of a Preferred Market-Maker order shall be afforded a participation
entitlement as set forth in subparagraph (c) below.

(b) Eligibility. Any Exchange Market-Maker type (e.g. [Remote Market-Maker,] Lead
Market-Maker, and Designated Primary Market-Maker) may be designated as a Preferred
Market-Maker, however, a recipient of a Preferred Market-Maker order will only receive a
participation entitlement for such order if the following provisions are met:

(i) — (iii)) No change.

(¢) No change.

* Ok kg ook

Rule 8.61 [Evaluation of Remote Market-Makers]

Rule 8.61, Reserved. [a. Review: The appropriate Market Performance Committee ("MPC")
will periodically conduct an evaluation of Remote Market-Makers to determine whether they
have fulfilled performance standards relating to, among other things, quality of markets,
competition among Market-Makers, observance of ethical standards, and administrative factors.
The appropriate MPC may consider any relevant information including, but not limited to, the
results of a Remote Market-Maker evaluation, trading data, a Remote Market-Maker's regulatory
history and such other factors and data as may be pertinent in the circumstances.

b. Termination and other limitations. The appropriate MPC may terminate, place conditions
upon, or otherwise limit a member's approval to act as an RMM on the same basis that Market-
Maker privileges may be terminated and/or conditioned under Rules 8.60. If a member's approval
to act as an RMM is terminated, conditioned, or otherwise limited by the appropriate MPC
pursuant to this Rule, the member may seek review of that decision under Chapter XIX of the
Rules.]

* ok ok ok ok

Rule 8.85 — DPM Obligations
Rule 8.85.
(a)(i) — (iv) No change.

(v} trade in all securities allocated to the DPM only in the capacity of a DPM and not in any
other capacity; except that as part of a pilot program until March 14, 2009, not allow more than
one Market-Maker affiliated with an Off-Floor DPM to trade on CBOE's trading floor in any
specific option class allocated to the Off-Floor DPM and provided such Market-Maker is trading
on a separate membership (absent the pilot program, an Off-Floor DPM may not allow any
Market-Makers affiliated with the Off-Floor DPM to trade on CBOE's trading floor in any class
allocated to the Off-Floor DPM) and provided the Off-Floor DPM does not have a DPM
Designee trading in open outcry in the option classes allocated to the Off-Floor DPM;

(vi)— (xii) No change.

(b) - (d) No change.
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(e) Requirement to Own Membership. Each DPM organization shall own one Exchange
membership, and own or lease such additional Exchange memberships as may be necessary based
. on the aggregate "appointment cost" for the classes allocated to the DPM organization. Each
membership owned or leased by the DPM organization has an appointment credit of 1.0. The
appointment costs for the classes allocated to the DPM organization are:

(i)—(iii)  No change;

For example, if the DPM organization has been allocated such number of option classes that
its aggregate appointment cost is 1.6, the DPM organization would be required to own at least one
Exchange membership, and own or lease one additional Exchange membership. The Exchange
will rebalance the "tiers” set forth in Rule 8.3(c)(i), excluding the "AA" and "A+" tiers, once each
calendar quarter, which may result in additions or deletions to their composition. When a class
changes "tiers" it will be assigned the "appointment cost” of that tier. Upon rebalancing, each
DPM organization will be required to own or lease the appropriate number of Exchange
memberships reflecting the revised "appointment costs" of the classes that have been allocated to
it. Additionally, a DPM organization is required to own or lease the appropriate number of
Exchange memberships at the time a new option class allocated to it pursuant to Rule 8.95 begins
trading.

An Exchange membership shall include a transferable regular membership or a Chicago
Board of Trade full membership that has effectively been exercised pursuant to Article Fifth(b) of
the Certificate of Incorporation. The same Exchange membership(s) may not be used to satisfy
this ownership requirement for different DPM organizations. In the event the member
organization approved as the DPM organization is also approved to act as [an RMM]Market-
Maker and/or e-DPM, and has excess membership capacity above the aggregate appointment cost
for the classes allocated to it as the DPM, the member organization may utilize the excess
membership capacity to quote electronically in an appropriate number of Hybrid 2.0 Classes in
the capacity of a [RMM]Market-Maker and not trade in open outcry, or to quote electronically in
the Hybrid 2.0 Classes in which it is appointed an ¢-DPM. For example, if the DPM organization
has been allocated such number of option classes that its aggregate appointment cost is 1.6, the
member organization could request an appointment as [an RMM]a Market-Maker in any
combination of Hybrid 2.0 Classes whose aggregate "appointment cost" does not exceed .40. The
member organization will not function as a DPM in any of these additional classes. In the event
the member organization utilizes any excess membership capacity to quote electronically in some
additional Hybrid 2.0 Classes as a Market-Maker [an RMM] or e-DPM, it must comply with the
provisions of Rules [8.4(c)}8.3 and Rule 8.93(vii), respectively.

k ok ok ok ok

Rule 8.92 - Electronic DPM Program
Rule 8.92. (a) —(c) No change.

(d) Membership Reguirement. Each e-DPM organization is required to (i) own one Exchange
membership, and (ii) own or lease such additional Exchange memberships as may be necessary
based on the aggregate "appointment cost” for the classes allocated to the e-DPM organization.
Each membership owned or leased by the e-DPM organization has an appointment credit of 1.0,
The appointment costs for Hybrid 2.0 Classes allocated to e-DPMs are categorized by "tiers" and
are set forth in Rule 8.3(c)(i) [and Rule 8.4(d)]. For example, if the e-DPM organization has been
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allocated such number of option classes that its aggregate appointment cost is 6.6, the e-DPM
organization would be required to own at least one Exchange membership, and own or lease six
additional Exchange memberships.

As noted in Rule 8.3(c) [and Rule 8.4(d)], the Exchange will rebalance the "tiers” (excluding
the "AA" and "A+" tiers) once each calendar quarter, which may result in additions or deletions
to their composition. When a class changes "tiers" it will be assigned the "appointment cost" of
that tier. Upon rebalancing, each e-DPM organization will be required to own or lease the
appropriate number of Exchange memberships reflecting the revised "appointment costs" of the
classes that have been allocated to it.

An Exchange membership shall include a transferable regular membership or a Chicago
Board of Trade full membership that has effectively been exercised pursuant to Article Fifth(b) of
the Certificate of Incorporation. Except as provided below, memberships used to satisfy this
requirement may not be used for any other purpose including being leased to another member or
for trading on the trading floor. For purposes of this Rule, the term "product” refers to all options
of the same single underlying security/value. An e-DPM organization shal] be deemed to own or
lease an Exchange membership for purposes of this paragraph (d) if its parent company owns or
leases seats that are used solely for the e-DPM organization's e-DPM activities. However, in the
event the member organization approved as the e-DPM organization is also approved to act as [an
RMM]a Market-Maker and/or DPM, and has excess membership capacity above the aggregate
appointment cost for the classes allocated to it as the e-DPM, the member organization may
utilize the excess membership capacity to quote electronically in an appropriate number of
Hybrid 2.0 Classes in the capacity of a [Remote] Market-Maker [("RMM")] and not trade in open
outcry, and/or to quote electronically and trade in open outery in the classes in which it is
appointed a DPM. For example, if the member organization has been allocated such number of
option classes that its aggregate appointment cost is 6.6, the member organization could request
an appointment as [an RMM]a Market-Maker in any combination of Hybrid 2.0 Classes whose
aggregate "appointment cost" does not exceed .40. The member organization will not function as
an e-DPM in any of these additional classes. In the event the member organization utilizes any
excess membership capacity to quote electronically in some additional Hybrid 2.0 Classes as [an
RMM]a Market-Maker or DPM, it must comply with the provisions of Rules [8.4(c)]8.3 and Rule
8.85(a)(v), respectively.

* ok ok ok ok

Rule 8.93 — e-DPM Obligations

Rule 8.93. Each e-DPM shall fulfill all of the obligations of a Market-Maker and of a DPM under
the Rules (except those contained in Rules 8.85(a)(i), (iv), (v), (vii)- (x), and (xii), 8.85(c)(i} and
(v), and 8.85(e)), and shall satisfy each of the following requirements.

(iy—(vi)  No change.

(vii) as part of a pilot program until March 14, 2009, not allow more than one Market-Maker
affiliated with the e-DPM organization to trade on CBOE's trading floor in any specific option
class allocated to the e-DPM and provided such Market-Maker is trading on a separate
membership (absent the pilot program, an e-DPM may not allow any Market-Makers affiliated
with the e-DPM organization to trade on CBOE's trading floor in any class allocated to the e-
DPM);




(viii) — (ix) No change.

* & ok & ok
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