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Pursuant to Section 19(b)(7) of the Securities Exchange Act of 1934 (“Act”),1  notice is 

hereby given that on  January 19, 2017 CBOE Futures Exchange, LLC (“CFE” or “Exchange”) 

filed with the Securities and Exchange Commission (“SEC” or “Commission”) the proposed rule 

change described in Items I, II, and III below, which Items have been prepared by CFE.  The 

Commission is publishing this notice to solicit comments on the proposed rule change from 

interested persons.  CFE also has filed this proposed rule change with the Commodity Futures 

Trading Commission (“CFTC”).  CFE filed a written certification with the CFTC under Section 

5c(c) of the Commodity Exchange Act (“CEA”)2 on January 19, 2017. 

I.   Self-Regulatory Organization’s Description of the Proposed Rule Change 
 

The Exchange proposes to amend CFE Rule 415 related to Block Trades.  The scope of 

this filing is limited solely to the application of the proposed rule amendments to security futures 

that may be traded on CFE.  Although no security futures are currently listed for trading on CFE, 

CFE may list security futures for trading in the future.  The text of the proposed rule change is 

attached as Exhibit 4 to the filing but is not attached to the publication of this notice. 

II.   Self-Regulatory Organization’s Statement of the Purpose of, and Statutory Basis for, the 
Proposed Rule Change 
 
In its filing with the Commission, CFE included statements concerning the purpose of 

and basis for the proposed rule change and discussed any comments it received on the proposed 

                                                 
1  15 U.S.C. 78s(b)(7). 
2  7 U.S.C. 7a-2(c). 
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rule change.  The text of these statements may be examined at the places specified in Item IV 

below.  CFE has prepared summaries, set forth in Sections A, B, and C below, of the most 

significant aspects of such statements. 

A. Self-Regulatory Organization’s Statement of the Purpose of, and Statutory Basis 
for, the Proposed Rule Change 

 
1. Purpose 

 CFE Rule 415 sets forth requirements relating to Block Trades.  The proposed rule 

change adds paragraph (l) to Rule 415 which relates to the front running of Block Trades.  

Proposed Rule 415(l) makes clear that no person may engage in the front running of a Block 

Trade when acting on material non-public information regarding an impending transaction by 

another person, acting on non-public information obtained through a confidential 

employee/employer relationship, broker/customer relationship, or in breach of a pre-existing 

duty.  Proposed Rule 415(l) would apply to all products traded on CFE, including both non-

security futures and security futures. 

The proposed rule change is being made in connection with other proposed amendments 

to Rule 415 which are not included as part of this proposed rule change.  Those proposed 

amendments are to be included in new paragraph (k) of Rule 4153.  The provisions of proposed 

Rule 415(k) are intended to clarify certain restrictions relating to disclosure and use of non-

public information regarding Block Trades and the extent to which counterparties to a Block 

Trade may enter into pre-hedging or anticipatory hedging transactions in connection with Block 

Trades.  Proposed Rule 415(k) would only apply to non-security futures, and the Exchange is 

                                                 
3  Paragraph (k) will be filed simultaneously with paragraph (l) with CFTC which is why 

the provisions of paragraph (l) are marked as existing rule text in Exhibit 4. 
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including a sentence in proposed Rule 415(k) to make clear that its provisions do not apply to 

security futures.   

The Exchange is also re-lettering certain paragraphs in Rule 415 to accommodate for the 

new provisions that are being added.   

2. Statutory Basis 

The Exchange believes that the proposed rule change is consistent with Section 6(b) of 

the Act,4 in general, and furthers the objectives of Sections 6(b)(5)5 and 6(b)(7)6 in particular in 

that it is designed: 

• to prevent fraudulent and manipulative acts and practices, 

• to promote just and equitable principles of trade, and 

• to remove impediments to and perfect the mechanism of a free and open market and a 

national market system, and in general, to protect investors and the public interest. 

The Exchange believes that the proposed rule change would provide additional guidance 

to CFE market participants related to the front running of Block Trades.  The proposed rule 

change would also contribute to enhanced protection of CFE’s market and market participants.  

B. Self-Regulatory Organization’s Statement on Burden on Competition 

CFE does not believe that the proposed rule change will impose any burden on 

competition not necessary or appropriate in furtherance of the purposes of the Act, in that the 

proposed rule change is consistent with similar guidance provided by other designated contracts 

                                                 
4  15 U.S.C. 78f(b). 
5  15 U.S.C. 78f(b)(5). 
6  15 U.S.C. 78f(b)(7). 
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markets.7  The Exchange believes that the proposed rule change is equitable and not unfairly 

discriminatory in that the rule amendments included in the proposed rule change would apply 

equally to all market participants. 

C. Self-Regulatory Organization’s Statement on Comments on the Proposed Rule 
Change Received from Members, Participants, or Others 

 
No written comments were solicited or received with respect to the proposed rule change. 

III. Date of Effectiveness of the Proposed Rule Change and Timing for Commission Action 

 The proposed rule change will become operative on February 2, 2017.  At any time 

within 60 days of the date of effectiveness of the proposed rule change, the Commission, after 

consultation with the CFTC, may summarily abrogate the proposed rule change and require that 

the proposed rule change be refiled in accordance with the provisions of Section 19(b)(1) of the 

Act.8 

IV. Solicitation of Comments 

Interested persons are invited to submit written data, views, and arguments concerning 

the foregoing, including whether the proposed rule change is consistent with the Act.  Comments 

may be submitted by any of the following methods:   

Electronic comments: 

• Use the Commission’s Internet comment form (http://www.sec.gov/rules/sro.shtml); or  

• Send an e-mail to rule-comments@sec.gov.  Please include File Number SR-CFE-2017-

001 on the subject line.  

                                                 
7  These designated contract markets are Chicago Mercantile Exchange, Inc. (“CME”), The 

Board of Trade of the City of Chicago, Inc., New York Mercantile Exchange, Inc., New 
York Mercantile Exchange, Inc., and Commodity Exchange, Inc.  See, CME Submission 
No. 16-470 (November 15, 2016), which is available on the CFTC’s website. 

8  15 U.S.C. 78s(b)(1). 
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Paper comments: 

• Send paper comments in triplicate to Secretary, Securities and Exchange Commission, 

100 F Street, NE, Washington, DC 20549-1090. 

All submissions should refer to File Number SR-CFE-2017-001.  This file number should be 

included on the subject line if e-mail is used.  To help the Commission process and review your 

comments more efficiently, please use only one method.  The Commission will post all 

comments on the Commission’s Internet website (http://www.sec.gov/rules/sro.shtml).  Copies 

of the submission, all subsequent amendments, all written statements with respect to the 

proposed rule change that are filed with the Commission, and all written communications 

relating to the proposed rule change between the Commission and any person, other than those 

that may be withheld from the public in accordance with the provisions of 5 U.S.C. 552, will be 

available for website viewing and printing in the Commission’s Public Reference Room, 100 F 

Street, NE, Washington, DC 20549, on official business days between the hours of 10:00 a.m. 

and 3:00 p.m.  Copies of such filing also will be available for inspection and copying at the 

principal office of the Exchange.  All comments received will be posted without change; the 

Commission does not edit personal identifying information from submissions.  You should 
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submit only information that you wish to make available publicly.  All submissions should refer  

to File Number SR-CFE-2017-001, and should be submitted on or before [insert date 21 days 

from publication in the Federal Register]. 

 For the Commission, by the Division of Trading and Markets, pursuant to delegated 

authority.9 

 
 
      Robert W. Errett 
 Deputy Secretary 

  
 
 

                                                 
9  17 CFR 200.30-3(a)(73). 
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Exhibit 4 

Set forth below are proposed changes to the rule text, with additions represented by 

underscoring and deletions represented by [bracketing]. 

CBOE Futures Exchange, LLC Rules 
 

* * * * * 
415. Block Trading 
 
(a)   - (j) No changes. 
 
(k) Parties involved in the solicitation or negotiation of a Block Trade may not disclose the 
details of those communications to any other party for any purpose other than to facilitate the 
execution of the Block Trade.  Parties privy to non-public information regarding a consummated 
Block Trade may not disclose such information to any other party prior to the public report of the 
Block Trade by the Exchange.  A broker negotiating a Block Trade on behalf of a Customer may 
disclose the identity of the Customer to potential counterparties, including the counterparty with 
which the Block Trade is consummated, only with the permission of the Customer. 
 
Parties to a potential Block Trade may engage in pre-hedging or anticipatory hedging of the 
position that they believe in good faith will result from consummation of the Block Trade, except 
for an intermediary that takes the opposite side of its own Customer order.  In such instances, 
prior to the consummation of the Block Trade, the intermediary is prohibited from offsetting the 
position established by the Block Trade in any account which is owned or controlled by the 
intermediary, in which an ownership interest is held by the intermediary, or which is a proprietary 
account of the employer of the intermediary.  The intermediary may enter into transactions to 
offset the position only after the Block Trade has been consummated. 
 
The Exchange may proceed with an enforcement action when the facts and circumstances of pre-
hedging suggest deceptive or manipulative conduct by any of the involved parties, including 
when an intermediary handling a customer order acts against its customer’s best interests. 
 
The guidance in this paragraph (k) applies only in the context of pre-hedging of Block Trades.  
This guidance does not affect any requirement under the CEA or Commission Regulation. 
 
Parties solicited to provide a two-sided Block Trade market are not deemed to be in possession of 
non-public information provided that side of market is not disclosed in the context of the 
solicitation.  
 
The provisions of this paragraph (k) do not apply to Security Futures. 
 
(l) It shall be a violation of this Rule for a Person to engage in the front running of a Block Trade 
when acting on material non-public information regarding an impending transaction by another 
Person, acting on non-public information obtained through a confidential employee/employer 
relationship, broker/customer relationship or in breach of a pre-existing duty. 
 
[(k)] (m) The Help Desk may review a Block Trade for compliance with the requirements of this 
Rule and may determine not to permit the Block Trade to be consummated, or may bust a Block 
Trade that has been posted or for which the Help Desk has transmitted a transaction summary, if 
the Help Desk determines that the Block Trade does not conform with those requirements. 
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[(l)] (n) The posting of a Block Trade by the Help Desk or the transmission by the Help Desk of a 
transaction summary for a Block Trade does not constitute a determination by the Exchange that 
the Block Trade was effected in conformity with the requirements of this Rule.  A Block Trade 
that is posted by the Help Desk or for which the Help Desk has transmitted a transaction 
summary that does not conform to the requirements of this Rule shall be processed and given 
effect if it is not busted but will be subject to appropriate disciplinary action in accordance with 
the Rules of the Exchange. 
 
[(m)] (o) Any Block Trade in violation of the requirements of this Rule shall constitute conduct 
which is inconsistent with just and equitable principles of trade; provided, however, if the 
Exchange imposes a minor rule violation fine pursuant to Rule 714 for violation of this Rule, that 
minor rule violation shall not be considered to constitute conduct which is inconsistent with just 
and equitable principles of trade. 
 
[(n)] (p) Authorized Reporters may electronically report Block Trades in VX futures to the CBOE 
System pursuant to this paragraph ([n]p) in a form and manner prescribed by the Exchange 
instead of reporting them to the Help Desk. 
 
A Block Trade may be electronically reported to the CBOE System only if each Authorized 
Reporter for the transaction has obtained access to the CBOE System from the Exchange to 
enable the Authorized Reporter to electronically report Block Trades and agrees with the other 
Authorized Reporter for the Block Trade to electronically report the Block Trade to the CBOE 
System in lieu of reporting the Block Trade to the Help Desk.  In order to electronically report a 
Block Trade to the CBOE System, each Authorized Reporter for the Block Trade must complete 
all of the steps required by the CBOE System and as prescribed by the Exchange in order for a 
Block Trade to be electronically reported to the CBOE System. 
 
The Authorized Reporter that is the initiator of an electronic report of a Block Trade to the CBOE 
System must enter the required information into the CBOE System promptly enough to allow a 
reasonable amount of time for the other Authorized Reporter to electronically accept that report 
by no later than ten minutes after the Block Trade is agreed upon. 
 
Electronic Block Trade reports may be submitted during trading hours and outside of trading 
hours to the extent permitted in paragraph (c) of this Rule.  For Block Trades that are 
electronically reported outside of trading hours, the CBOE System will generally disseminate the 
Block Trade and provide a transaction summary to the Authorized Reporters following the next 
commencement of trading hours. 
 
The Business Day which Authorized Reporters electronically reporting a Block Trade designate 
for the Block Trade to be submitted for clearing must conform to the same parameters in this 
regard that apply to Block Trades that are reported to the Help Desk which are set forth in the 
first and second columns of the chart in paragraph (g) of this Rule. 
 
Except to the extent modified by this paragraph ([n]p), the provisions of the other paragraphs of 
this Rule shall continue to be applicable in relation to Block Trades that are electronically 
reported to the CBOE System.  For the avoidance of doubt: 
 

(i) the e-mail notification requirement  and the third column of the chart in 
paragraph (g) of this Rule shall not be applicable to electronically submitted Block 
Trades; 
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(ii) the procedure in paragraph (i) of this Rule for notification to the Help 

Desk of any inaccuracies in the content of the transaction summary for a Block Trade 
shall be applicable to electronically submitted Block Trades and to any mistake or 
inaccuracy in the electronic submission of a Block Trade to the CBOE System; and 

 
(iii) the provisions of paragraph ([l]n) of this Rule shall be applicable to 

electronically submitted Block Trades. 
 

* * * * * 
 
 

 


