


of a brief roll-out period lasting approximately six months, all equity and ETF option classes
would be included in the Penny Pilot Program. Moreover, in all Pilot classes, option series of less
than $1 premium value would be quoted in penny increments, and series at $1 or above would be
quoted in nickel increments. As such, CBOE’s proposal:

e Provides the benefits of penny quoting and trading in those option contracts that
customers actually trade. 57% of customer contract volume is in series priced up to
$1. In the Penny Pilot classes, 61% of customer contract volume is in series priced
up to $1:

e Introduces penny increments in nearly all listed option classes:

e Reduces the current dime increment to nickels in those same classes for series priced
$1 and above;

o Helps to reduce the explosion of quote traffic that would otherwise occur if the
current $3 breakpoint was maintained as part of a large expansion;

e Provides a simple and easily understood standard for investors as to which options
are quoted in penny increments; and

e Provides flexibility in that if it is determined that the benefits of penny quoting at a
breakpoint higher than $1 outweigh any negatives, modifying the breakpoint would
be fairly easy to implement.

CBOE’s proposal also contemplates the launch of the new Linkage Plan prior to any
expansion of the Penny Pilot Program. As noted above, CBOE believes strongly that the new
Linkage Plan should be implemented before any expansion occurs.

The benefits of CBOE’s proposal are clear: it provides for penny quoting and trading in a
substantial percentage of option contracts that customers actually trade; it expands the Pilot to all
equity and ETF option classes; it eliminates the confusion that will naturally result from quoting
and trading some number of option classes in pennies and nickels and others in nickels and
dimes; and it narrows the increment from a dime to a nickel in those series priced $1 and above.
Finally, it is flexible in that the breakpoint can be modified in subsequent years if it is deemed
worthwhile to the industry overall.

CBOE notes that when the Penny Pilot initially was being developed, the SEC expressly
authorized the exchanges to act jointly in developing the Penny Pilot in order to “facilitate the
orderly transition to quoting standardized options in penny increments.”" The SEC obviously
believed that an orderly transition to quoting in penny increments would not be achieved if each
of the exchanges submitted their own proposals for how such a pilot program should be
structured -- which is the current state of affairs with NYSEArca, CBOE and ISE filing three very
different proposals to expand the Penny Pilot. CBOE believed then that it was a good idea for
the exchanges to act collectively with the SEC staff in designing the Pilot Program, and believes
it is a good idea today for the SEC to expressly authorize the exchanges and other market
participants to jointly determine with the SEC staff how the Penny Pilot Program should be
expanded. To say the least, it would be confusing to firms and investors if the SEC were to
approve multiple plans to expand the Penny Pilot Program.

' See letter from SEC Chairman Christopher Cox to CBOE Chairman and CEQ William J. Brodsky, dated
June 7, 2006.



CBOE appreciates the opportunity to comment on the NYSEArca proposal. We would
be pleased to meet with you to discuss our comments as well as CBOE’s separate proposal to
expand the Penny Pilot Program as described in its rule filing SR-CBOE-2009-31.

Sincerely,
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Edward J. Joyce

ce: Elizabeth King



