
Information Circular IC03-108
September 22, 2003

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.

CBOE Futures Exchange
The application filed with the CFTC for the CBOE Futures Exchange, LLC has been approved. 

Futures and options on the CBOE Volatility Index® (VIX®) will soon be available for trading. VIX futures
will be the first product listed on the CBOE Futures Exchange, LLC. VIX futures and options will be
based on the volatility of S&P 500® Index (SPXSM) options, and will be the first in a new family of volatility
products to be offered by CBOE. Several enhancements to the VIX are being implemented, including
shifting the underlying index to the S&P 500. Launch is anticipated to be in the fourth quarter of 2003. 

CBOE’s VIX futures will offer an entirely new investment vehicle to investors, providing a direct means
to trade the volatility of the broad market, as defined by the S&P 500 which covers approximately 80%
of the U.S. equity market. VIX futures offer the benefits of a standardized, exchange-traded volatility
contract, cleared through the triple-A rated Options Clearing Corporation.

Futures on the VIX and other related products will be traded electronically, via CBOEdirect,® on the
CBOE Futures Exchange. Options on VIX will be listed on CBOE.

In preparation for the launch of VIX futures and options, CBOE has updated and broadened the
methodology used to calculate VIX, including changing the underlying index to the S&P 500. The new
methodology will yield a more robust and precise measure of expected volatility, and will be applied
beginning on September 22, 2003. 

The new methodology also will include a broader range of strike prices, rather than using only at-
the-money index options. Each strike price that is included in the calculation will be weighted, with
at-the-money strike prices having the most weight. Methodology details are available in a white
paper that is posted on the CBOE website.

CBOE calculates and disseminates VIX continuously throughout the trading day under the ticker 
symbol “VIX,” providing a real-time measure of volatility in the broad market. VIX quotes can generally
be accessed wherever stock or futures quotes are available, and are easily accessed on the CBOE
website at www.cboe.com/quotes. CBOE will continue to calculate and disseminate the original formula
VIX, under the ticker symbol “VXO.”

In addition to VIX, CBOE also calculates and disseminates VXN,SM the CBOE Nasdaq® Volatility Index
based on Nasdaq-100® Index options (NDX). The same updated formula used for calculating VIX will
also be applied to VXN beginning on September 22. 

More information on the new calculation, historical values, charts and comparisons can be found at
www.cboe.com/VIX. Members with questions can also contact Joe Levin, CBOE Vice President,
Research and Product Development, at 312.786.7143. 
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Updates to the Chicago Board Options Exchange Membership Meetings



Hybrid Trading Update
It is expected that 171 classes will have been converted to trading on CBOEdirect HyTSTM by October
10, 2003. These 171 classes represent over 50% of the potential national equity options volume and
include 135 of the most active 200 classes. The pace of Hybrid class conversions will be accelerating
through the fall. This is consistent with CBOE’s goal to implement Hybrid in the most active 500
equity option classes by year-end. The most active 500 classes account for approximately 90% of 
the national volume in equity options. Roll-out schedules are posted on the members’ website at
www.cboe.com as they are developed.

Each CBOE equity trading crowd is now trading at least one class on CBOEdirect HyTS. The Equity
Market Development and Market Performance Committee has determined that all market makers,
including DPMs and floor brokers, must participate in a mandatory Hybrid Trading System Education
Program, even if they are not trading in a Hybrid class. The hour-long seminars are being held at
CBOE. Members should refer to Regulatory Circular RG03-78 on the members’ website at
www.cboe.com for more information.

In addition to the education program, all market makers must participate in a practice session and
be certified ready to quote before accessing the Hybrid in live trading.

Some of the features of the Hybrid are: individual market makers’ streaming quotes with size; 
point-and-click electronic execution and open Limit Order Book for customer, firm and (non-market
maker) broker/dealer orders; and potential for price improvement by retaining the benefits inherent
in a floor-based, open outcry exchange. By displaying CBOE market makers’ consolidated best bid and
offer, along with total size available at those prices, deeper, tighter markets should result, improving
CBOE’s competitive position. Customers, firms and non-market maker broker/dealers have direct
electronic point-and-click access to continually updated quotes with size on CBOE markets.

The “CBOE Hybrid Rules” are posted on the members’ website at www.cboe.com. Select “What’s New”
under the “Exchange” tab. For additional information on the Hybrid, select the “CBOEdirect HyTS”
micro-website under the "About CBOE" tab at www.cboe.com. 

Members with questions can contact the following:

Rules                           Stephen Youhn, Senior Attorney, at 312.786.7416. 

Connectivity               API Client Relations at 312.786.7300

Business issues           Anthony Montesano, Vice President, Trading Operations, at 
312.786.7365 or Carol Zylius at 312.786.7174.

Universal WorkStation Available to CBOE Customers
Earlier this year, CBOE and Belzberg Technologies, Inc. entered into an agreement to co-brand the CBOE
Hybrid Trading System (HyTSSM) Terminal. The HyTS Terminal is a universal, multifunctional, trading
solution workstation for CBOE customers. The CBOE HyTS Terminal is provided to CBOE customers,
firms and (non-market maker) broker/dealers by Electronic Brokerage Systems, an affiliate of
Belzberg. The Terminal provides electronic access and order routing to U.S. options exchanges, as
well as complete access to market data, streaming quotes and order management—all on a single
screen. Terminal users may also obtain similar functionality for futures and stock exchanges. The
HyTS Terminal serves as an order management tool with position monitoring, order status and
maintenance, and trade-log capabilities. It also serves as a portal into CBOEdirect HyTS.

Members with questions regarding the HyTS Terminal or who would like to schedule a demonstration,
can contact Andrew Lowenthal, CBOE Director, Business Development, at 312.786.7180.
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Marketing Initiatives for CBOEdirect HyTS
An extensive marketing and educational program to promote CBOEdirect HyTS is under way. Begun
in early 2003, the plan incorporates efforts across a variety of communication channels, including
print, web-based and direct mail media, as well as a wide-ranging, face-to-face campaign in the
form of office visits, presentations to key industry groups, and a strong CBOE presence at industry
conferences, expos, and events.

The print advertising campaign began in April with an initial announcement using the occasion of
CBOE’s 30th anniversary as a springboard. Ads were run in Barron’s (April 26), The Wall Street
Journal (April 30) and Investor’s Business Daily (April 30). Also, due to the additional exposure
gained through bonus distribution at the Options Industry Conference, ads were run in Wall Street
Letter (April 28) and Securities Industry News (April 21). The June issue of Stock Futures and
Options magazine carried a full-page color ad with an opposite page 500-word “advertorial,” the final
piece of a HyTS-themed three ad deal. CBOE, promoting CBOEdirect HyTS, was also a local advertiser
in the June Crain’s Chicago Business 25 Year Anniversary edition. A CBOEdirect HyTS ad was featured
on the inside front cover of Risk magazine (August ’03), which contained two articles featuring CBOE
and the CBOE BuyWriteSM (BXMSM) Index. (See Exhibit A on page 5.)

As CBOEdirect HyTS marketing efforts continue, particular attention will be focused on the period
beginning October 1 as CBOE continues to roll out the Hybrid system to the anticipated 500 classes
by year’s end. Members with questions regarding marketing initiatives for CBOEdirect HyTS can 
contact Lisa Morano, Director, Business Development, at 312.786.7319.

Financial Update
For the fiscal year ended June 30, 2003, CBOE reported a pre-tax profit of $13.4 million, compared to
a pre-tax loss of $3.4 million one year earlier. Strong volume and cost control efforts allowed CBOE
to post these positive results even in the face of a continued decline in equity market share. Volume
averaged 1,070,100 contracts per day for the fiscal year as compared to 1,096,700 for the prior fiscal
year. Working capital for the Exchange increased from $17.1 million to $30.1 million by fiscal year-
end. CBOE continues to be debt-free. A full report of CBOE’s financial results will be presented to
the membership at the Annual Meeting on October 29, 2003.

OneChicago
OneChicago is operating exclusively as an electronic exchange trading single stock futures and 
narrow-based index futures, 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 at
312.786.7715.

All CBOE members with trading privileges on CBOE have member access and rights to trade on
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
www.onechicago.com or call 312.424.8500.

Washington Update
As reported previously, the SEC published for public comment a proposal by the Boston Stock
Exchange (BSE) to allow an entity called the Boston Options Exchange (BOX) to operate an electronic
options trading system as a part of the BSE. The BOX would be primarily a mechanism through which
broker-dealers could trade against their customers’ orders in penny increments without exposing
those orders in a meaningful way to the market. As proposed, BOX would conflict with brokers’ 
obligation to seek the best execution for their customers’ orders. CBOE previously commented on
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the proposal, asserting that the SEC should not approve the proposal as submitted. The SEC has
now published revised trading rules submitted by BOX that do not address the deficiencies previously
noted by CBOE and others. CBOE recently submitted additional comments on BOX’s revised trading
rules. CBOE’s comments are available on the members’ website at www.cboe.com.

CBOE representatives met with key members of our jurisdictional committees to enlist their help 
in addressing the problems in the BOX filings. Meetings were held with House Financial Services
Committee Chairman Mike Oxley (R-OH) and members of his committee staff and with Capital
Markets Subcommittee Chairman Richard Baker (R-LA), which included a nearly three hour visit 
to CBOE in late August. Members of the Illinois Congressional Delegation, both Republicans and
Democrats, are circulating a letter to Chairman Oxley and Ranking Member Barney Frank (D-MA)
urging them to express their concern about this issue to SEC Chairman Donaldson.

Rep. Richard Baker (R-LA), Chairman, Capital Markets Subcommittee of House Financial Services
Committee, visited CBOE on August 21. Beginning in January, Chairman Baker intends to do a full
review of the 1933 and 1934 securities laws with an attempt to modernize them to meet the needs of
today’s dynamic marketplace. He is interested in addressing macro-market issues, many of which
are of great concern to CBOE. In addition to discussing major market issues, including the BOX
proposal, Mr. Baker spent time on the CBOE trading floor.

On July 22nd and 23rd, CBOE PAC Executive Committee members John Smollen, Paul Jiganti and
Stuart Kipnes met with Senator Paul Sarbanes (D-MD), Senator Robert Bennett (R-UT), Congressman
Don Manzullo (R-IL), Ranking Member of the House Financial Services Committee Congressman
Barney Frank (D-MA), Congressman Rahm Emanuel (D-IL), and Chief Deputy Whip Eric Cantor (R-VA),
to discuss the BOX proposal as well as present CBOE’s views on several other key issues. 

Political Action Committee
CBOE’s Political Action Committee (PAC) is in the midst of conducting an annual fund-raising drive.
PAC funds are critical at a time when there is so much at stake affecting the options industry in both
the U.S. House of Representatives and in the U.S. Senate. Donations are very much needed to main-
tain a significant presence in Washington. Any questions regarding the PAC may be directed to Amy
Zisook, Vice President, Civic and Governmental Affairs, at 312.786.7182 or Christy Hanson, Civic and
Governmental Affairs, at 312.786.7066.

Volume Update
Exchange-wide volume for August 2003 dipped 7%, while total equity options volume was down 6%
and total index options volume declined 7% when compared to the year-ago totals.

Exchange-wide volume for August 2003 totaled 20,600,437 contracts (11,464,681 calls and 9,135,756
puts), down 7% versus the 22,022,906 contracts traded in August 2002. For the month of August,
average daily volume was 980,973 contracts. At the end of August, open interest reached
119,577,733 contracts, 33% higher than the close of August 2002. 

Stock options volume in August 2003 totaled 12,278,105 contracts (8,093,372 calls and 4,184,733
puts), a 6% decrease from the 13,085,454 contracts traded in August 2002. For the month of August,
average daily volume in stock options was 584,672 contracts. Open interest in stock options stood at
99,968,257 contracts at the end of August 2003, up 31% from the end of August 2002.

In August 2003, total index options volume reached 8,308,354 contracts (3,359,695 calls and
4,948,659 puts), a decrease of 7% from the 8,932,738 contracts traded in August 2002. For the month
of August, average daily volume in index options totaled 395,636 contracts. At the end of August
2003, open interest in index options was 19,592,598 contracts, 45% higher than August 2002. 
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Memorial Event 
On Friday September 12th, CBOE staff held the first annual Ken Murrow Memorial Golf Outing. The
outing was held at the St. Andrew’s Golf Course in West Chicago. Thirty staff members participated
in a round of golf with contests including longest drive, closest to the pin and longest putt (using
Ken’s putter). John Johnston (Reporting Services) finished with the low gross score of 79. Don
Patton (Accounting) finished with the low net score of 64. 

Through donations and a raffle, the staff raised $650 to be donated to the American Cancer Society
in Ken’s honor. Ken Murrow passed away in July. He was an employee of CBOE for 22 years. 

E-mails to Members
CBOE 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, firm name (if applicable), and desired 
e-mail address to members@cboe.com or contact Doug Luzzi of Internet Systems Development 
at 312.786.7105. 

Exhibit A


