
. . .. . . . 

SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, 0.C. 20549 

DIVISION OF . 

MARKET RHULATI• 

FEB 111975 

Nr. Jwues E. Brucki,, Jr. 
Vice President 
DcpD.r°tr.lent of compliance 
Chicar.;o Board Options Exchan6e, Inc • 
.LaSalle at Jackson 
Chicago, Illinois · 60604 

Dear r.:r. Brucki: 

f~ECEl\'ED 
FEB 1S19i5 
CBOE 

COMPLIANCE 

Thls is in response to your letter of October 9, 197l: in :·rhich 
you raised a series C'f questions reg~rdinf; the a1>plic:n:lon v.f 
17 C~1H Section 240.15c3-3 under the Securit!.cs Exchtln;~~ /,ct '-•i' 
1934 ("the /•ct") as it relates to a broker or dealer c.!'.Lcc\."tl!i: 
transactions in optione. With respect t:hcreto, ~-.r:: a:i. .. c pi .. \.·: lcU11c; 
the follo\·ring responses in the form of' q·11es ~ions Emel a1~si·: ~- re. 

In this connection for purposes of Secticn 2!i0.15c3-3: 

The tc~"::l 11dai.ly options marl~iriB price" mcnn:; an ~u:iount cqu:ll tc. 
tl:e p!·otl~1.c·~ 01' (i) the unit of tradinr; fer the serie::; o:Z' O~)tlcn~ 
of SUl;h option contra.ct and (ii) the hi:~l"!.c1· of (a) ".;h.? •.;:.:.~~~.n.·; 
pr~mitc;i per unit in E::cha.ngc tran:rn.ctionc p ... ?rtainirn; r.o ~1 tch 
eerie~ of' op-.; ions on the preccciinr, i.lu~ine~n cia;: or ( iJ) c:,·: 
cu.crcnt bighczt askeci !'Sr tmit preJ:iii.lJ.l qltotntion i'cr n~itjo11s 
of the z::ime series on c.n E>:chanr;e :,t or nho'..!t th~ cl~:-: :.' 01 ._,i~c 
}Jr•:cea:i.ng :Jur :i...r~-:?~s c.ioy. Notui thntunt1.i.n::; i:h :- fo.rc::c-l!! ·:, ti1~ 
c1a:i..ly opticnc mE!:rkin,1 price of any option::; contract m:~J bi. 
such hi:V,c-r E'mount as the Options Clca.rinG Corporation ( "o~c") 
rn.2.y requir-:. 

The ter1il "qur!:i.ified lotter of credit" mean~: (a) lett~!·n 0f 
credit iss~.ic;;c; by banks or t1"1ist co;.~:Jt'l.nie~ ~-P!")roved hJ th(: oc;c 
for the pu '!.'pose of ~cetin~ the mar:~in rcqu ::.r~!:icm t~ of the <.•::c 
and ( 1) chall contain the unqualified c·o1~:~i. t::ent of t.:1e i~su.:r 
of the lettc:::c of cre:cli t to pny a specified sum of mo:i"'!~Y t.o OCC 
immcdia tely on demand at any ·c:Lme prior to the r~;~pin:. l;i on oJ:· ti.c 
letter cf crcdl;;, (2) ehE1.J.l e:':r.iire at 2 p.1~1. Cc;ntrc.J.. ·;:· :~:.c (J (.'•.n . • 
i~Clst~.rn 1'.iJna) en either t!:c !~: .. r.ch l "r Scp\;•,rub(:r 1 i::1! ·1cdi~ i;'.:1y 
folJ.cH·:in3 th~ :i.;;::;u:mcc the:1·ocif', (3) .-·lu1ll i,h! l.1.·r-:-\•ocu·o1!? t:xcc;)t 
upon the ~ssu.::r•s written notice to OCC of its intent to do so 
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t;iven n-:>t lcr.u ·~:1un t.wo full hu::;inc!!!S& cl:l.J3 prior l·.o t!&o n:J~ · ! .fixed 
for euch re,.ro:::itJ.on. In a.clciition to U1c 1orc:;o:Ln7,, 1.r·:·.v 1.·:~ of 
c rl~<li t clescrib~ci in ( ~) nbciVc, when ur;crl as rnnr:.~i11 ::. i:. 0cc; for 
th':! customer•~~ ac;cour!;; of a hrol\.C!!' Ol' clcalc.1.· J;1~iinta.i.11,!d. ~·.:i . ~h OCC, 
will not be rlCl?!:.•.::<i n '!u~li..'':ied Jett.er e>f c!rc<lit; un.l·~s:.~ OC~ under­
talrns thttt it t·!ill ai~ 110 tj.Ju<:? £1.pp.l.:v ~\Jch Jetter~ C'f c1·.:·d.it to 
satlsfy other o':.1li!::;at;.ons or the hr~kcr or d(•aler to OCC until 
all claims in the customer'~ account nre first sati:l..:.':!.ccl. 

1. Q. In a broker or dealer who executes all Gc~uri t !..er. 

2. 

A. 

~. 

and onti•)TJ trans~ctions :tr. a~r!t:.lrdancc \·;i ·~h t~i1e 
exempti va J.H'o·;i::;J.orn~ oi' ::a1hp:.!rc.~rc.:,h (k )(:?) (:Li) 
of 17 CPH Sr:!ction 24U.l~ic'3-3 cxcm:Jt S:rc:· '.~:m 
provi::;:Lcms of that section·: 

Yes. S~Jbpnra.~rnph (l~)(~)(ll) p140-:J.rh~:; V:~~t. n 
br<:'ltc!' CH ... rlcal.l'.1r :·!ho in't""C11'111.c-~;-: :.".:; c·l ·.'n:·; :1·1 ·1. 
~ ,..,,n,. "Ci· f Cn~ i·f'i +l1 "'l"'fl fo •• r•P~i-c·.,. ·. .. .. ,.,,.I •· f'• ·-; ~. \.1..,. U •.•t" .I ·•• • ... .,I . U '"' , - -· • . , 'I I I t 

cl"i.~cl c•:.;cd tii .. :: .i.;.; •:!J. t.: 1 c. 1.'. :r. •..llh' .i1 ir ?.1 •:v::"' •• o ~.- •: ~ ..:. u .. ' t': 
and ".·!i1r:1 !:t~·c:: .p"vl:,· -t.:i·iln:~!"nit~ nl !. :"t.-.i".t'.'•::;·1·s 1 ·;·· , • . ,~ : 

a.no s~cu.cit.i~"s rec~ Lvcc! to tirn cL::c.:r.:.n·: i· ·.·: .: :i.' 
or rjeulcr ;·1i10 ctu•rir..;::.; tho accol.P"!"l.:-; of !:11.~,, r.•1.;, .. 
tamer~.: r..a:v· 1 .. ~ e::xc~~nr. from ·i:.h~ pr0·,,· .i.:.;:1.1.•!1r. '.J· 
Section :~''i0.15cJ-:;. 'l"l'1c fc.ct t~!1~r. ~ l'::·o;; ··'.' ,.,. 
6.ealcr inti.·or:~nce~ C.l~Jtion trrm·;:t\!;.::Lt:w; :;·.) ·~=~•1'.~h · 
b.i.'Oltcr o:.· ll~aJi:-t• on•' i'uJl;{ u.i..;1.,;l .. : :;_;,. r;:..~.:·i •. ; ·,.:: • '· 
not ol· i'i:.r.c::i..1· pi.··.::cliu.l.!~ the av:.>.:i . ."l<t.:.'.U.li..: c• ;-. •. : 
(l~)(2)(ii) u>=~mution for such :!.Jlt . .:.·~c:ucln : : iJI' ' >i::· ,. 
or aea1cr. · 

Ia n h1·o!{cr or· dc::.·.l·~c \':ho c:·:'""'c.:\1t.r .. ; ~11 i::.·:-1\..'.r l• 

trr.m:":ClCtion~~ in o'lCCO L'dC!l'H..:~ , ... 1 t:1 i.~).;? 1';:•.!:::. i . .i ': .. 
p!.4 0V:i.f.iionr. ci' ~~1bpe:~:..·:~~c~piJ (:'-),~)(..:...1.) ~r1·:! •! .'.'. 
c~..;Ju:!:' .~cct~ritlc:: trnr:.~~tion.o i.n ~.-:: ; ::r.~-:.1H"" ·..:j .; . • 

t . ) .... . . O"T • • . I (, · ) ·.· : .· 1' .' • ·.ue ~xem1 1.:L·vr! uc ~:1.:o·Lo!1:; CJl ::1111:1•~!.·n::!·r~ : :- . :. _ 
0 ' 1'7 · rt:•~ :·,··nti' 0··1 '"''I'll .L- 1• .... .; r..1 · .. ' ,.· ~ - : . . • 

... 1 V.1..1 .. •·•-\,. .l ~· ·• J'-.J-." \,:;: luJ.J~.11. .. -.· .. ~ ~ 

c::·:u11.u ~.;_;_o:.·1 i' "4c;~l t;·ic p l'ov:i. s l•..11} ; c:~ · :: t:" ·c .l .un c • ·.'. J ·~ < ~ -~~ ·: 
j..,. "l•~:!.,. 1\ l;!,O;(t;;l• O.i.' dC.:..!lC~ \•!J)•.• °LlJ• .t

11
• ... '·i~l.l'' ; : · t':l: · : <.'. 

port:i.c'r. oi' hi::: :il°'~~1.rl ti\:.; ~:-··~r'! : :~···· L·Jl .. ~: ~· .. :1;.· ' ::. 
ai1l\'..rJr.::.· h~oL•:-1· cc Ch.';:t .l.c;· ~~II:~ .L'.i1~t ... · <.:i·;,;i"':· :r 

,JLLS:i:.; Ju~~.' · .. ~~i ... i] ·:,,~ ·~:··•.'J'l · t· .. (.•:':~:·. "':.},.·; ;".·t:. ·:i.;.::. ~ ... ·.· . 
l '( ,•o ·.,ll/ "'•·r· t· i 0·11 . /j'.() 1 ;· ,,~- •.• ,,· t•I': 'J" ~•> " "111 : , 

0 

'.•. 'r' I,':,',· · ... • . ' ,_, . .. . - . - -. . . ... . .~ ..... ' .. \.• . : . . . .. .. ·- . 
if ~1:1 oti~ c:·· t1":.::1!~;r.tct~ . 1.::; :.~ ~:. ;· 1 ' .~ .. ~~ •• ~. , ... ,~ .~·· :: .... _.~· : ·,,:•·!~:.? 
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3. Q. Arc fully paid for long options listed on a 
registered national securities exchange anrl held 
by OCC or carried in a special e.>runibus account 
in confonnity with Section 4(b) of Regulation T 
considered to be in the po3sesr.ion or control of 
the broker or dealer or .his correspondent? 

A. Yea, except that, with respect to long positions 
carried in special omnibus accounts, tha. intro­
ducing broker or dealer purauant to subpnraGr~.pil 
(c)(2) of Section 240.15c3-3 is ~cncro1lv required 
to inr;truct such carrying broker or dealer to 
maintain physic.:il possession or control of the 
lonB options f rce of any charge, lien or clai..-:1 
of any lcind in favor of such carryinr, brC"1\.C'r or 
dealer or a.ny persons claiming through such 
broker or dealer. 

4. Q. Are customer fully paid securities dcpooite~ as 
marr;in with OCC consi<iered to be under the ~ontrol 
of the brolter or dealer for the purpooe of 
S~ction 240.15c3-3? 

A. (1) Where a customer secures his obligation as 
a \·rri tcr with a specific depor,i t of the sc.:1~uri ty 
underlying the option, such sec.:uritir.s when 
ploced on "Specific Deposit" \·:i th OCC are d:!l'.:?:cd 
under the control of the broJ:er or dealer ·.: .L thin 
the meaning of subparagraph ( c) ( l) of Section 2im. 
15c3-3. 

(2) Hhcre a cu5torner securcn hln o~lir;a 1..ion .:1::: a 
writer \·rith fully paid sccuritie!j other than ti1e 
security underlying the cptlon, P.~., Tr~nsury 
bills or equities, those securities cener~lly ru~y 
not b~ subjected to a lien by ace and thus, r~y 
not be the subj~ct oi' a "bul1~ depc:.r.5.t" ··:i"!.i1 ti1•:: 
OCC and r:1ust be within the brol:e'·'s or deeJ~r's 
possession or control as requirco. by Section 2J.~o. 
15c3-3. Securities in the OCC bulk Jcpcslt 
account are ::;ecurities upon ""ilich CCC hun a lieu 
and are thus not deemed in the control of the 
broker or dealer. 

/ 
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(3) Where a customqr writes an option, the proceeds 
of his \·1ritin~ transaction are normo.lly included 
in the customer bulk deposit account at OCC. To 
the extent the· mar}~et value of the short option 
increases, the broker or dealer will be required to 
dcposi t additional mar:;in in the c4ston1cr bull~ 
deposit account to secure the customer's writlng 
obligation. Prior to marl~ct movement of the option, 
the brol~er or dealer is not financing his custo!:ler 
and, therefore, may not use cus to:ners 1 fully paid 
securitieo in the bulk deposit account. However, 
at such time as the market value of the option 
increases, the customer will have an c.' ::.gation 
to the brol~er or dealer to the extent the brol;.cr 
or dealer has had r.lar:;in calls to meet the daily 
mc.rl~int:; price requirements of oc;c. It is the 
Division's view that fully paid for securities: 
whether 'l'reasury iJillf:i or equi tics, h~ld by the 
broker or dealer to mar~in such customel' 1 3 writ.in~ 
obli~ations, may be used to the extent of iJ.1CY,j ci' 
the amount derived by subtractin~ from the do.il:.,r 
marking price deposits required from the broJ~ct"' or 
dealer by OCC, the original proceeds of the cus~o­
mcr' s \·:ritins transaction. Cnsto!ncrs 1 ~ccurities 
with a market value in excess of IJ~o~ of that 
amount must be maintained in the possession or 
control of the broker or dealer. 

5. Q,. WJ.1at lG the basis upon 1·1hich a brol-:ur or dealer 
dete1"Tnincs whether customer debit btt.lance,;:; arc 
3CCtlJ."'Cd wj1en the debit balance3 re:.ul t f re,,111 tl ~....: 
purchn sc of listed or convcn ti on a I OI)"t;ions \·rhi-: ll 
have not be~n oaid for wi tld.n sev~n (7) business 
days ac required by Hcgula tion '11? 

A.. (1) With respect to options listed on a rc8ist~!"'ed 
national ~ccuritlcs cxchan~e, secur~d tleoit~ arc 
t~ose debit balances arisin~ f r~a t~e nurchnGe er 
an opt:Lon until the seventh- btrntncss day fo].lci:·:ing 
trade date, or for •:rhich o. H~,r;ula·r.ion T r~x~~cnstc.m 
has bPen c;rantet!. Whc1·e no extens.1.on has been 
granted, a secur'3d dcblt is one i'or which the 
marl;.ct value of th·~ op1;ion equals t'r exceeds th3 
debit balance uttribntcible to the purchase of 
such option. Where the marl\.ct value of the option 
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is less than the d~bi t balance a :aore than one 
Rec;ula tion T extension has been :. . .oted, such 
debit should be excluded fro:n the:· computation or 
the Formula for Determination of Reserve Require­
ments of Brokers and Dealers ("Reserve Formula"). 

(2) With respect to conventional options which 
r~rr.ain unpaid for beyond 3even (7) business days 
from trade date, such debit balances should be. 
excluded from the Reserve li'ormula computation. 

6. Q. Can the market value of U.S. Treasury· ::11s owned 

1. 

b~,r the brol~er or dealer and placed in the customer 
"bulk deposit" account with OCC be included as a 
debit in the Reserve Formula? 

A. The market value or TJ •. s. 'l'reasury Bills o•:med by 
the firm o.nd placed in the custct'lcr bulk c'iepcsi t 
account with the OCC may be included an a debit 
item in the Reserve Formula to the extent or the 
daily marking pri=e of all optio:'ls writt~n in 
custo1rier accounts. Such daily nu1rltin~ price ·::ill 
alflo be included as a credit in each such wrj.ting 
customer's account. 

Q. If a clearing mcrnbcr obtains an irrevocable ''Letter 
of Credit" f rorn a banl~ which ma~; be dra\·111 down by 
OCC solely to satisfy obllgatio!'::; of the broltcr or 
d<.!alcr related to the bro~~er' o or ciealer 1 s custc.i11ers' 
account at OCC, .can the amount of the "LtJttcr of 
Credit" be included as a c.iebit in the Reserve Fu:crnula? 

A. To the extent a broker or dealer has obtained a 
"crnnJified" Letter of Credit, an dcf:lned herein, 
5~cur£a Gy cuGtanarR 1 sccuritle5 which may be used 
by the brol~P.r or dealer in conformity with the 
reouirements of Section 2~0.15c3-3 (See rcsoon3c to 
Question 1+ above) such "<!il·:?.lil' .Led" Letter of Credit 
may be included as a deb:i.~ :i.tcrn In the Rc:;er·1e 
Formula to the extent oi' the da:ily marking price 
of all options contracts written in customers' 
accotu1ts~ Un3ecurcd or non-qualified letters of 
credit may not be included as a debit item in the 
Reserve Formula. We note that at present the 

7 
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letters of cretlit approved by OCC are not "au~lified" 
but we understand that ace will submit appropriate 
amendments to its rules to qualify 5Uch letters of 
credit. Until such time as those amendments a.re 
approved by the Commission, letters of credit may 
not be included as a debit item in the Reserve 
Formula. 

8. Q. What treatment should a broker or dealer apply to a 

9. 

conventional option, which has been purchased and 
fully paid for by a customer and forwarded to an 
endorsinr; JlYSi:! member and not returner~ +o the broker 
or dealer carrying the customer's account? 

A. Such conventionnl option contracts shoulrt be treated 
lil.:.e any other secur:!. ty for purposes of Section 2J.10. 
15c3-3 and be rednccd to possession or con trcl · .. ri thin 
the time frnme called for by cubparagraph (d) (1) of 
Section 2Jio .15c3-3. ~ince such options a.re fully 
paid, there is no efi'ect on the Reserve 1"01T.1ula. 

Q. would a member who acts solely as a marl.:.et maker 
and/or floor brolter be deemed a "cuctomer" for the 
purpose of Section 240.15c3-3? 

A. A member who a.etc i=>olely as a mo.rl·:et maker and/or 
floor broker ts not a "customar" pursuant to 
Section 24a.15c3-3(a){l). 

ia. Q. Can funds deposited by a brol-:er or dealer with OCC 
to meet margin calls for cu!itorn.ers be included o.s 
a debit in the Reserve Formula? 

A. Tne amount' of funds deposited by a brolter or dealer 
with ace to meet mar~in calls for ctwtorncrs can be 
included as a debit in the Recerve Formula to tl~e 
extent of the daily markin~ price fer all optlon 
contracts WJ. .. i tten in customarn 1 o.cco·.int~. such 
funds include cash, th~ marl~cn, value of Treasury 
bills ( cli3CUs:led in QUe5 tion 6) and the a.111ount of 
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"quu lif led 11 L•:itters of Credit ( d:lsr.ussed in 
Qw;'·~10:1 n ·~o the extent tho.t t..:·rnre arc off­
setting c1·edits in customers' accountn. 

If ~,rou have e:tny 1'urti1cr questionz, plc~c~! contact us. 

Sincerely, 

Hcl~on S. ;::tbler 
A~sistant Director 
Bro1• ~'"-D~•PlC.,. 1"ir1"'nci !l-, n1=-r1)''i '"l.. l>i ll ~·v /, .... _ ....... . ·- • ••• t;"" • • • c; •• _ ··-···. -.1.~ - . ..., ... 

and Securitic~ Trun~actionc 




