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This circular is intended to keep you informed regarding the major issues affecting the Exchange, 
and to provide information regarding other developments at the Exchange.

Payment for Order Flow and Internalization
On January 24, 2003, each of the options exchanges received a letter from outgoing SEC Chairman
Harvey Pitt expressing concern regarding exchange-sponsored payment for order flow and internal-
ization practices in the options industry, and asked for the exchanges’ viewpoints on these issues.

To read the letter from former Chairman Pitt as well as CBOE’s responses, see the documents 
titled, “SEC Letter On Payment for Order Flow and Internalization” and “January 24, 2003, Letter 
on Payment for Order Flow and Internalization,” on the members’ website at www.cboe.com
(Information Circular IC03-11).

Special Membership Meeting Vote Results
A Special Membership Meeting to vote on member petitions to amend the CBOE Constitution took
place on February 13, 2003. The meeting achieved a quorom and the membership voted against 
proposed changes to the CBOE Constitution. For background information on the petitions, see
Information Circular IC02-161 and for exact vote results, see “ELECTION CERTIFICATE,” posted 
on the members’ website as Information Circular IC03-21.

Linkage Launched
On January 31, 2003, all five U.S. options exchanges participated in the launch of an intermarket 
linkage system. In phase one, CBOE members began sending and receiving linkage orders, including
“principal-acting-as-agent” and “principal” orders, that are eligible for automatic execution. 

The first day of the intermarket linkage plan included options on 14 individual stocks, and, subsequently,
more options were added over the next several weeks. Approximately 75 options classes are now
available via intermarket linkage, including the top 20 most active classes. On Tuesday, March 4, all
remaining, multiply-listed classes (approximately 1,300) will be added to phase one intermarket linkage.

Phase two (the final phase), which will fully incorporate “trade-through” protections, will be rolled
out beginning Friday, April 25, 2003, and will enable members to send and receive larger linkage
orders that may not be eligible for automatic execution.

The Options Institute is offering education on linkage rules and technology. For more information,
refer to Regulatory Circular RG02-199 available on the members’ website at www.cboe.com or 
contact Debra Peters, vice president, The Options Institute at 312.786.7395.

Hybrid Development and Implementation
Plans to implement CBOE’s Hybrid trading model remain on schedule. As previously announced, the
conversion to Hybrid will begin with the most active equity options classes, with the top six classes
converting to Hybrid in May of 2003, followed by phased-in inclusions of other top classes over the
remainder of the year. The objective is to have the top 225 classes, which account for approximately
80% of the national volume in equity options, on the Hybrid by the end of this year. 
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The CBOE Hybrid was designed by members and staff to incorporate the speed and efficiencies of
a screen-based trading system with the liquidity and price discovery of a floor-based, open outcry
marketplace. The Hybrid will meld synergies between the two, capitalize on our strengths, and create
a marketplace unprecedented in the options industry.

To learn more about plans thus far for implementation of the Hybrid, refer to Information Circular
IC03-009 on the members’ website at www.cboe.com.

Washington Update
Bill Brodsky, CBOE CEO, and Ed Tilly, CBOE floor director and chairman of the Equity Floor Procedure
Committee, recently traveled to Washington, D.C. for meetings with Securities and Exchange
Commission officials including their Market Regulation staff. Mr. Brodsky and Mr. Tilly also met with
Senator Richard Shelby (R-AL), incoming chairman of the Senate Banking Committee and Senator
Evan Bayh (D-IN), member of the Banking Committee. They discussed CBOE’s rule filing on the
Hybrid as well as the issue of payment for order flow and its impact on the options industry.

On Tuesday, February 18, William H. Donaldson was sworn in as the new chairman of the SEC.

New members have been appointed to the Senate Banking Committee and the House Financial
Services Committee. Senators added are: John Sununu (R-NH), Elizabeth Dole (R-NC), and Lincoln
Chafee (R-RI). Additions to the Financial Services Committee include: Rahm Emanuel (D-IL), Carolyn
McCarthy (D-NY), and Tim Murphy (R-PA). 

Status of Proposed NASD Rule Changes
At the end of last month, the National Association of Securities Dealers, Inc. (NASD) submitted an
“effective on filing” fee filing that will extend for three more months the trading activity fee from 
SR-NASD-2002-98 that was supposed to have been sunsetted December 31st.

This could indicate good news that the NASD is encountering resistance to its proposal in 
SR-NASD-2002-148 to make the fee permanent, but in the short run, it continues a confusing and 
difficult status quo for CBOE member organizations that are also NASD members. According to
NASD’s last pronouncement on the subject, members to whom the fee applies needed to start sub-
mitting the collected fees as of January 15, 2003.

CBOE continues at both the SEC and directly with the NASD, to fight this unfair, unwarranted fee on
a significant number of our members. We will keep the CBOE membership apprised of our activities
and informed regarding any specific action they should be taking to express their concerns. 

Member organizations with questions about their current NASD fee obligations should visit the NASD’s
website at www.nasdr.com or contact the NASD Office of the General Counsel at 202.728.8071.

Financial Update
For the first six months of Fiscal Year 2003, CBOE realized a pre-tax profit of $14.1 million on revenues
of $85.8 million. Working capital for the Exchange increased from $17.1 million on July 1 to $31.1
million on December 31. CBOE averaged 1,054,700 contracts per day for the first six months, well
ahead of budgeted volume of 925,000 contracts per day. Trading in CBOE’s index products accounted
for over 40% of total volume during this six-month period.

Because of CBOE’s better than budgeted volume and strong financial results, market maker fees
were reduced from 24 cents per contract to 18 cents per contract on January 1. This 25% reduction
in fees to DPMs and market makers will save CBOE members more than $1 million per month. 
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On March 1, CBOE will be implementing the Market Share Incentive Plan. This new program is
designed to financially reward DPMs and market makers in high volume equities and QQQ by reducing
their fees when they have high market share or show an increase in their market share in terms of
total volume. Please see Information Circular IC03-18 for a full explanation of this program designed
by the Financial Planning Committee.

Single Stock Futures
Open interest in stock futures exceeded the 100,000 contracts level for the first time, as of the close
of trade on Friday, February 7, 2003. Open interest at OneChicago stood at 68,363 and open interest 
at Nasdaq Liffe Markets was 33,478, for a total of 101,841. Average daily volume in January was
5,311 contracts with 85 individual stock futures and DIAMONDS® available for trading at OneChicago. 

On January 27, 2003, OneChicago, LLC announced the launch of OneChicago AnalyticsSM,  a state-of-the-art
securities research and analytic system created by Quantitative Analytics Inc. for OneChicago’s website.

The service enables OneChicago website visitors to perform quantitative research of potential 
securities trades using fundamental data and technical analysis. Users of the service also can 
build customized portfolios and analyze the performance of those portfolios against relevant
benchmarks and economic indicators.

OneChicago Analytics incorporates a historical database of prices for over 3,000 common stocks and
derivative instruments, as well as historical stock index data and company financials.

OneChicago is operating exclusively as an electronic exchange, with CBOEdirect® performing as the
trade engine. Any firms not yet in the process of connecting to and testing with CBOEdirect should
contact Dan Hustad, CBOE vice president, Market Quality and Assurance, at 312.786.7715. 

Trading hours are from 8:15 a.m. to 3:00 p.m. (CST). All CBOE members with trading privileges on
CBOE have member access and rights to OneChicago. However, members need to have the appropriate
guarantee and clearing designation forms in place prior to trading on OneChicago. Forms are available
online at www.cboe.com under the “About CBOE” tab, or by calling CBOE’s Membership Department
at 312.786.7449.

For additional information on products or services available at OneChicago, visit their website at
www.onechicago.com or call 312.424.8500.

Volume Update
Exchange-wide volume totaled 22,114,466 contracts (12,502,844 calls and 9,611,622 puts), down 16%
from January 2002. For the month of January, average daily volume was 1,053,070 contracts and
open interest reached 64,774,480 contracts, up 5% over the close of January 2002. 

Stock options volume in January 2003 totaled 13,561,789 contracts (8,471,393 calls and 5,090,396
puts), a 32% decrease from January 2002. For the month of January, average daily volume in stock
options was 645,799 contracts, while open interest stood at 54,159,121 contracts, up 2% from the 
end of January 2002. 

In January 2003, total index options volume reached 8,548,192 contracts (4,029,741 calls and
4,518,451 puts), 37% higher than January 2002, increasing for the ninth consecutive month. In
January, average daily volume in index options totaled 407,057 contracts, while open interest was
10,603,888 contracts, 31% higher than January 2002. 
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January volume in the following indexes posted significant gains, when compared to January 2002:

. S&P 500® IndexSM (SPX) options: 3,023,780 contracts, up 39%

. Nasdaq-100 Index Tracking StockSM (QQQ) options: 2,075,808 contracts, up 9%

. S&P 100® Index (OEX) options: 1,054,248 contracts, up 37% 

. Dow Jones Industrial AverageSM (DJX) options: 943,171 contracts, up 62%

. Russell 2000® Index (RUT) options: 28,019 contracts, up 241%

Options on DIAMONDS® (DIA), launched in May 2002, continued to post impressive growth as
629,586 contracts traded in January 2003, up 64% from the previous month.

LEAPS® on OEX®

On Tuesday, February 25, 2003, CBOE began trading S&P 100® Index (OEX) full value LEAPS®.
Chicago Trading Co., LLC; Knight Financial Group; and QSA-Ronin Capital, LLC are the 
Lead Market Makers.

Questions regarding OEX LEAPS may be directed to William Nauss on the OEX Hotline at
312.460.1705 (8 a.m. – 3:30 p.m. Chicago time).

New Products
CBOE recently listed options on six Exchange-Traded Funds based on Russell Indexes and nine
based on SPDR® Sector Funds:

. iShares® Russell 2000® Index Fund (ticker symbol IWM; DPM: CTC, LLC)

. iShares Russell 2000 Growth Index Fund (ticker symbol IWO; DPM: CTC, LLC)

. iShares Russell 2000 Value Index Fund (ticker symbol IWN; DPM: CTC, LLC)

. iShares Russell 1000® Index Fund (ticker symbol IWB; DPM: SLK-Hull Derivatives, LLC)

. iShares Russell 1000 Growth Index Fund (ticker symbol IWF; DPM: SLK-Hull Derivatives, LLC)

. iShares Russell 1000 Value Index Fund (ticker symbol IWD; DPM: SLK-Hull Derivatives, LLC)

. Consumer Staples SPDR Fund (ticker symbol XLP; DPM: Timber Hill, LLC)

. Energy Select Sector SPDR Fund (ticker symbol XLE; DPM: Timber Hill, LLC)

. Financial Select Sector SPDR Fund (ticker symbol XLF; DPM: Timber Hill, LLC)

. Health Care Select Sector SPDR Fund (ticker symbol XLV; DPM: Timber Hill, LLC)

. Materials Select Sector SPDR Fund (ticker symbol XLB; DPM: Timber Hill, LLC)

. Technology Select Sector SPDR Fund (ticker symbol XLK; DPM: Equitec Structured Products)

. Consumer Discretionary Select Sector SPDR Fund (ticker symbol XLY; DPM: CTC, LLC)

. Utilities Select Sector SPDR Fund (ticker symbol XLU; DPM: SLK-Hull Derivatives, LLC)

. Industrial Select Sector SPDR Fund (ticker symbol XLI; DPM: CTC, LLC)
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Upcoming Conferences and Events
The 19th Annual Risk Management Conference, sponsored jointly by CBOE, Chicago Board of Trade
and Chicago Mercantile Exchange Inc., will be held Sunday, March 23 through Wednesday, March 26,
2003 at the Hyatt Regency Hill Country Resort, San Antonio, Texas.

For registration information, please call Theon Katsis at the RMC Registration Headquarters,
312.435.3673 or e-mail tkatsis@cbot.com. For detailed information about this year’s conference, 
visit the Risk Management Conference website at www.cboe.com/rmc.

The 21st Annual Options Industry Conference, sponsored by the Options Industry Council and hosted
this year by CBOE, will be held Thursday, April 24 through Saturday, April 26, 2003 at the Grand
Cypress Resort in Orlando, Florida.

Register on-line at www.optionsindustryconference.com. For registration questions, problems or
concerns, call the Registration Hotline at 877.752.6481.

Chairman and CEO Bill Brodsky and Vice Chairman Mark Duffy will be hosting the 4th annual
“Lessor Luncheon” in Boca Raton, Florida. The luncheon will be held Friday, March 14 at the Boca
Raton Resort & Club. Bill and Mark will be discussing current issues facing the Exchange and 
welcome your questions and comments.

If you will be in Florida at that time and would like to attend, please contact Christy Hanson 
312.786.7066/hansonc@cboe.com for more information. 

E-mails to Members
You are encouraged to sign up today to receive informational and news notices via e-mail or fax. 
E-mail your name, firm (if applicable) and desired e-mail address or fax number to members@cboe.com,
or contact Doug Luzzi of Internet Systems Development at 312.786.7105. Members who prefer to
receive the OPEN INTEREST newsletters via e-mail rather than by U.S. mail should send their
request, including their name, to members@cboe.com.


