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Form 19b-4 Information 

 
1. Text of Proposed Rule Change 
 

(a) The Chicago Stock Exchange, Incorporated (the “CHX” or the 
“Exchange”), pursuant to Rule 19b-4 of the Securities Exchange Act of 
1934 (the “Act” or the “Exchange Act”), proposes to amend its rules to 
permit both on-floor and off-floor firms to act as market makers in the 
Exchange’s electronic book.  The text of the proposed rule change is set 
out below: 

 
ARTICLE XXA 

 
Operation of the Electronic Book 

 
* * * 

 
Registration of Market Makers 

 
 RULE 6. Upon application and approval by the Exchange, 
any Exchange [floor] Participant may register as a market maker in one or 
more of the securities traded in the electronic book.  
 

* * * 
 

 (b) Not applicable. 
 
(c) Not applicable. 
 

2. Procedures of Self-Regulatory Organization 
 

The Exchange’s Board of Directors unanimously approved these proposed rule 
changes on October 18, 2005.   

 
 
3. Self-Regulatory Organization’s Statement on the Purpose of, and Statutory 

Basis for, the Proposed Rule Change 
 
 (a) On July 21, 2005, the Securities and Exchange Commission approved the 

Exchange’s rules associated with the operation of a fully-automated electronic 
book for the display and execution of orders in securities that are not assigned to a 
specialist.1  The electronic book displays and matches eligible limit orders in 

                                                 
1 See Release No. 34-52094 (July 21, 2005), 70 FR 43913 (July 29, 2005). 
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eligible securities and allows the Exchange’s participants, whether or not they are 
on the Exchange’s floor, to enter orders into a fully-automated matching system 
operated by the Exchange for possible execution.   

 
Under the current electronic book rules, on-floor Exchange participants can seek 
registration as market makers in one or more of the securities traded in the 
electronic book.  A market maker is required to maintain a continuous two-sided 
market in each security in which he or she is registered and to engage, to a 
reasonable degree under existing circumstances, in a course of dealing in the 
securities in which he or she is registered that is reasonably calculated to 
contribute to the maintenance of a fair and orderly market.2   In exchange, these 
market makers are entitled to utilize exempt credit for financing their market 
maker transactions.  The rules set out a process for market makers to apply for 
this registration and for the suspension or termination of their registrations, where 
appropriate.3   
 
Through this filing, the Exchange proposes to extend the ability to act as market 
maker to both on-floor and off-floor participants.  The Exchange believes that this 
proposal appropriately allows more than just a subset of its participants to perform 
an important role in the electronic book.  As noted above, the electronic book is a 
fully-automated matching system into which both on-floor and off-floor 
participants already can send orders for execution – the open access and potential 
competition provided by this model can only be enhanced by confirming that off-
floor participants can serve as market makers in the system.4  Importantly, the 
Exchange’s regulatory staff are developing procedures for reviewing and acting 
upon applications of persons who might seek to be off-floor market makers and 
for surveilling a market maker’s quoting and trading activity.  The Exchange 
believes that these procedures are being appropriately designed to allow the 
Exchange to determine whether a market maker is adhering to its obligations.5    
  

 (b) Approval of the rule changes proposed in this submission is consistent 
with the requirements of the Act and the rules and regulations thereunder that are 
applicable to a national securities exchange, and, in particular, with the 
requirements of Section 6(b).  In particular, the proposed changes are consistent 
with Section 6(b)(5) of the Act, because they would promote just and equitable 
principles of trade, remove impediments to, and perfect the mechanism of, a free 
and open market and a national market system, and, in general, protect investors 
and the public interest by providing an opportunity for more of the Exchange’s 

                                                 
2 See Article XXA, Rule 6(b).   
 
3 See Article XXA, Rule 6(a) and (d). 
 
4 Even without this change to the electronic book rules, an off-floor participant could submit proprietary 
orders to the book without registering in any particular capacity with the Exchange. 
 
5 At this point, these procedures assume that market makers in the electronic book would engage only in  
proprietary trading – that they would not be handling agency orders and routing them to the Exchange.     
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participants to act as market makers in a fully-automated trading system, in a 
manner similar to those permitted in other markets.   

 
 
4. Self-Regulatory Organization’s Statement of Burden on Competition 
 
 The Exchange believes that no burden will be placed on competition as a result of 

the proposed rule changes.   
 
 
5. 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. 
 
 
6. Extension of the Time Period for Commission Action 
 
 The Exchange does not consent to an extension of the time period specified in 

Section 19(b)(2) of the Act. 
 
 
7. Basis for Summary Effectiveness Pursuant to Section 19(b)(3) or for 

Accelerated Effectiveness Pursuant to Section 19(b)(2) 
 
 Not applicable. 
 
 
8. Proposed Rule Change Based on Rule of Another Self-Regulatory 

Organization or of the Commission 
 
 Not applicable. 
 
 
9. Exhibits 
 

Exhibit 1: The Completed Notice of the Proposed Rule Change for 
publication in the Federal Register. 

 
 Exhibits 2-5: Not applicable. 
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Exhibit 1 

 
 

SECURITIES AND EXCHANGE COMMISSION 
 
(Release No. 34-_____; File No. SR-CHX-2005-28) 
SELF-REGULATORY ORGANIZATIONS 
 
Proposed Rule Change By The Chicago Stock Exchange, Inc. Regarding Allowing 
Off-Floor Participants to Act as Market Makers in the Electronic Book    
 
 Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (the “Act”), 

15 U.S.C. 78s(b)(1), notice is hereby given that on November 14, 2005, the Chicago 

Stock Exchange, Inc. (the “CHX” or the “Exchange”) filed with the Securities and 

Exchange Commission (the “Commission”) the proposed rule change as described in 

Items I, II and III below, which Items have been prepared by the CHX.  The Commission 

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

persons. 

 
I. Self-Regulatory Organization’s Statement of the Terms of Substance of the 

Proposed Rule Change 
 
 Through this filing, the Exchange proposes to amend its rules to permit both on-

floor and off-floor firms to act as market makers in the Exchange’s electronic book.  The 

text of this proposed rule change is available on the Exchange’s website at 

http://www.chx.com/rules/proposed_rules.htm and in the Commission’s Public Reference 

Room, 100 F Street, NE, Washington, DC 20549.       
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II. Self-Regulatory Organization’s Statement of the Purpose of, and Statutory   
 Basis for, the Proposed Rule Change     
 
 In its filing with the Commission, the CHX included statements concerning the 

purpose of and basis for the proposed rule changes and discussed any comments it 

received regarding the proposal.  The text of these statements may be examined at the 

places specified in Item IV below.  The CHX 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 Changes 

 
1. Purpose 

 On July 21, 2005, the Securities and Exchange Commission approved the 

Exchange’s rules associated with the operation of a fully-automated electronic book for 

the display and execution of orders in securities that are not assigned to a specialist.1  The 

electronic book displays and matches eligible limit orders in eligible securities and allows 

the Exchange’s participants, whether or not they are on the Exchange’s floor, to enter 

orders into a fully-automated matching system operated by the Exchange for possible 

execution.   

Under the current electronic book rules, on-floor Exchange participants can seek 

registration as market makers in one or more of the securities traded in the electronic 

book.  A market maker is required to maintain a continuous two-sided market in each 

security in which he or she is registered and to engage, to a reasonable degree under 

existing circumstances, in a course of dealing in the securities in which he or she is 

registered that is reasonably calculated to contribute to the maintenance of a fair and 

                                                 
1  See Release No. 34-52094 (July 21, 2005), 70 FR 43913 (July 29, 2005). 
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orderly market.2   In exchange, these market makers are entitled to utilize exempt credit 

for financing their market maker transactions.  The rules set out a process for market 

makers to apply for this registration and for the suspension or termination of their 

registrations, where appropriate.3   

 Through this filing, the Exchange proposes to extend the ability to act as market 

maker to both on-floor and off-floor participants.  The Exchange believes that this 

proposal appropriately allows more than just a subset of its participants to perform an 

important role in the electronic book.  As noted above, the electronic book is a fully-

automated matching system into which both on-floor and off-floor participants already 

can send orders for execution – the open access and potential competition provided by 

this model can only be enhanced by confirming that off-floor participants can serve as 

market makers in the system.4  Importantly, the Exchange’s regulatory staff are 

developing procedures for reviewing and acting upon applications of persons who might 

seek to be off-floor market makers and for surveilling a market maker’s quoting and 

trading activity.  The Exchange believes that these procedures are being appropriately 

designed to allow the Exchange to determine whether a market maker is adhering to its 

obligations.5 

                                                 
2 See Article XXA, Rule 6(b).   
 
3  See Article XXA, Rule 6(a) and (d). 
 
4  Even without this change to the electronic book rules, an off-floor participant 
could submit proprietary orders to the book without registering in any particular capacity 
with the Exchange. 
 
5  At this point, these procedures assume that market makers in the electronic book 
would engage only in  proprietary trading – that they would not be handling agency 
orders and routing them to the Exchange. 
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 2. Statutory Basis 

The CHX believes the proposal is consistent with the requirements of the Act and 

the rules and regulations thereunder that are applicable to a national securities exchange, 

and, in particular, with the requirements of Section 6(b).6  The Exchange believes that the  

proposed changes are consistent with Section 6(b)(5) of the Act, because they would 

promote just and equitable principles of trade, remove impediments to, and perfect the 

mechanism of, a free and open market and a national market system, and, in general, 

protect investors and the public interest by providing an opportunity for more of the 

Exchange’s participants to act as market makers in a fully-automated trading system, in a 

manner similar to those permitted in other markets.   

 
B. Self-Regulatory Organization’s Statement of Burden on Competition 
 
 The Exchange does not believe that the proposed rule changes will impose any 

burden on competition. 

 
C. Self-Regulatory Organization’s Statement on Comments Regarding the Proposed 

Rule Changes Received from Members, Participants or Others 
 
No written comments were either solicited or received. 
 

 
III. Date of Effectiveness of the Proposed Rule Changes and Timing for  
 Commission Action 
 
 Within 35 days of the date of publication of this notice in the Federal Register or 

within such other period (i) as the Commission may designate up to 90 days of such date  

                                                 
6  15 U.S.C. 78(f)(b). 
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if it finds such longer period to be appropriate and publishes its reasons for so finding or 

(ii) as to which the self-regulatory organization consents, the Commission will: 

(A) by order approve the proposed rule changes, or 

(B) institute proceedings to determine whether the proposed rule changes 

should be disapproved. 

IV. Solicitation of Comments 

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

concerning the foregoing, including whether the proposal 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 No. SR-

CHX-2005-28 on the subject line. 

Paper Comments: 

 · Send paper comments in triplicate to Jonathan G. Katz, Secretary, 

Securities and Exchange Commission, 100 F Street, NE, Washington, DC 

20549-9303. 

All submissions should refer to File No. SR-CHX-2005-28.  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 Web site 

(http://www.sec.gov/rules/sro.shtml).  Copies of the submission, all subsequent 
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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 

changes 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 

inspection and copying in the Commission’s Public Reference Room, 100 F Street, NE, 

Washington, DC 20549.  Copies of such filing will also be available for inspection and 

copying at the principal office of the CHX.  All comments received will be posted 

without change; the Commission does not edit personal identifying information from 

submissions.  You should submit only information that you wish to make available 

publicly.  All submissions should refer to File No. SR-CHX-2005-28 and should be 

submitted on or before [insert date 21 days from publication in the Federal Register]. 

 For the Commission, by the Division of Market Regulation, pursuant to delegated 

authority.7 

       Margaret H. McFarland 
       Deputy Secretary 
 
 
 
 

                                                 
7  17 CFR 200.30-3(a)(12). 


