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1 CBOE believes that a system malfunction or a
major announcement in the markets late in the
trading days, among other things, may require a
closing rotation for expiring series of index options
in order to accommodate any order flow problems
resulting from such occurrences. Telephone
conversation between Edward Joyce, CBOE,
Michael Meyer, Attorney, Schiff, Hardin, and
Waite, Michael Walinskas, Branch Chief, Office of
Market Supervision (‘‘OMS’’), Division of Market
Regulation (‘‘Division’’), Commission, and John
Ayanian, Attorney, OMS, Division, Commission, on
Monday, February 13, 1995.

proposed deviation from the previously
established rotation policy or procedure.
Presently, pursuant to Interpretation
.01(b) to Rule 6.2, with the approval of
two Floor Officials or the Floor
Procedures Committee, the opening
rotation may be conducted in a manner
other than that set forth in Interpretation
.01(b). Therefore, the proposed
amendment would extend this existing
policy to all rotations. The proposal
would further amend Rule 6.2 so that
the Order Book Official, rather than the
committee, may prescribe that two or
more trading rotations be employed
simultaneously. CBOE believes that it
would be impractical to assemble the
Floor Procedures Committee for an
intra-day decision regarding
simultaneous trading rotations.

The proposal would further add
Interpretation .04 to Rule 6.2 to specify
that the decision to conduct an
abbreviated rotation is one of the
deviations from rotation policy or
procedure and one of the modifications
of rotation order and manner that is
permitted under the amended rule. This
change provides only an example of a
type of rotation modifications or
deviations that may be employed.

The proposal would further amend
Rule 6.2 to give two Floor Officials the
discretion to delay commencement of
the opening rotation in any class of
options in the interests of a fair and
orderly market. It is CBOE’s practice to
allow Floor Officials to delay an
opening, but no rule explicitly states
this practice. CBOE believes that the
rules should grant Floor Officials the
power to react to market conditions and
circumstances by delaying an opening
rotation when it is in the interests of a
fair and orderly market to do so, for the
same reasons that the rules need to grant
Floor Officials authority to modify the
rotation order or manner. As explained
above, pursuant to Interpretation .01(b)
to Rule 6.2, two Floor Officials now
have the authority to conduct the
rotation in a manner other than that set
forth in the Rule, but the Rule does not
expressly state that the Floor Officials
also may delay the opening rotation.

Interpretation .02 to Rule 6.2 lists
reasons why it is permissible to conduct
a rotation after the end of normal
trading hours. CBOE believes that the
proposed amendment to Interpretation
.02 would clarify both that the reasons
listed are not the exclusive reasons why
a trading rotation may be employed after
the close and that two Floor Officials
have the discretion to conduct a rotation
after the close for a number of reasons.
The proposed amendment also would
permit the commencement of more than
one trading rotation after 3:10 p.m.

(central time), but would make it clear
that, in general, no more than one
trading rotation will be commenced
after 3:10 p.m. (central time). Again,
CBOE believes that it is in the interests
of a fair and orderly market to allow two
Floor Officials to exercise their
judgment in response to market
conditions or circumstances and that
not all of these conditions or
circumstances can be enumerated in
advance. Nonetheless, the proposal
would amend Interpretation .02 to state
the current practice of employing a
trading rotation after the end of normal
trading hours if it is in connection with
a year-end rotation or due to the restart
of a rotation which is already in
progress. In these circumstances, CBOE
believes it may be necessary to continue
the rotation after the normal close of
trading in order to complete the
rotation.

Index Options Trading Rotations
Presently, Interpretation .03 to Rule

6.2 provides that ‘‘a closing rotation for
an expiring series of index options shall
not be employed.’’ (Emphasis added).
This limitation is not in Interpretation
.02 to Rule 6.2 as it is presently written
or in the proposed amendment to
Interpretation .02. Although closing
rotations are not ordinarily employed in
expiring series of index options, CBOE
believes it is inappropriate to absolutely
prohibit closing rotations for such
series. CBOE believes the use of the
word ‘‘shall’’ could be interpreted to
prohibit closing rotations for expiring
series of index options in all
circumstances. CBOE, therefore,
proposes to amend the interpretation to
state that a closing rotation for such
expiring series is not ordinarily
employed. CBOE believes the proposed
amendment to Interpretation .03 is
necessary to clarify that, unlike the case
with equity options, closing rotations
are not ordinarily conducted in expiring
series of index options, but that such
closing rotations are not absolutely
prohibited.1 In addition, Interpretation
.03 to rule 6.2 would be amended to
give two Floor Officials the ability to
deviate from the procedures for closing
rotations if they determine such

deviation is in the interests of a fair and
orderly market. Again, CBOE believes
that it is in the interests of a fair and
orderly market to allow two Floor
Officials to exercise their judgment in
response to market conditions or
circumstances.

Consistent with the above changes to
Rule 6.2 regarding the order and manner
of the rotation, the proposal would
amend Rule 24.13 to give the Order
Book Official the same discretion to
determine the appropriate order and
manner for conducting the rotation for
index options when the appropriate
Floor Procedures Committees not acted
to establish a policy applicable to a
particular situation. Just as in amended
Rule 6.2, the Floor Procedures
Committee that make policy for index
options would have the authority to set
policy regarding the order and manner
of the opening rotation. However, if a
Floor Procedures Committee has not
acted to establish a policy applicable to
a particular situation, then the Order
Book Official would be permitted to
determine the appropriate order and
manner for conducting the opening
rotation.

Consistent with the underlying
reasoning for amended Rule 6.2, Rule
24.13 would also be amended by
deleting the two sentences that provide
that the Order Book Official shall open
the nearest expiration series first and
thereafter shall open the remaining
series in a manner he deems
appropriate. CBOE believes that the
word ‘‘shall’’ could be interpreted as
requiring the Order Book Official to
open with the nearest expiration series
even if a different order would be
appropriate under the circumstances.

Again, just as amended Rule 6.2
provides, the proposal would further
amend Rule 24.13 so that Order Book
Officials could deviate from the
appropriate Floor Procedures
Committee’s established procedure
regarding the order and manner of the
opening rotation so long as two Floor
Officials approved such deviation.
CBOE believes that it would be
impractical to assemble a Floor
Procedures Committee for an intra-day
decision allowing a deviation from
establish opening rotation policy or
procedure. CBOE proposes to allow two
Floor Officials to act for the entire
committee and approve or disapprove of
such deviation.

Presently, under Interpretation .03 to
Rule 24.13, two Floor Officials may
delay the commencement of the opening
rotation in an index option for one or
more five (5) minute intervals under
certain specified unusual market
conditions. The proposal would amend


