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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.

Hybrid Trading Update
The pace of Hybrid class conversions continues to accelerate throughout the fall. As of November 
14, 2003, 212 classes have been converted to trading on CBOEdirect ® HyTS.™  This is consistent with 
CBOE’s goal to implement Hybrid in the most active 400 equity option classes by the end of the year. 
The most active 400 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.

Through CBOEdirect HyTS, disseminated bid-ask spreads have tightened and displayed sizes have 
increased. Our research shows that the average quote size of all classes converted to Hybrid has more 
than tripled. In addition, during October, CBOE was on the National Best Bid or Offer (NBBO) 48% of 
the time in non-hybrid classes, as compared to 74% of the time on the NBBO in Hybrid classes.

Some of the important features of the Hybrid include: individual market makers’ streaming quotes 
with size; 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. Customers, firms and non-market maker broker/dealers have direct electronic 
point-and-click access to continually updated quotes with size on CBOE markets.

Market makers should contact their autoquote provider and request a Hybrid login ID. Market makers 
must participate in a practice session and receive quote certification by CBOE Trading Operations 
staff before accessing the Hybrid in live trading.

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 on Hybrid may 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

Hybrid 2.0
At the Annual Membership Meeting on October 29, 2003, CBOE announced a plan to combine techno-
logical innovation and liquidity with the goal of assuring that CBOE remains the premier marketplace 
for listed equity options. 

The plan, known as Hybrid 2.0, follows the successful implementation of CBOEdirect HyTS at the 
Exchange. Hybrid 2.0 capitalizes on the unique strengths of CBOE’s Hybrid system by expanding the 
DPM community and allowing market makers to stream quotes remotely into Hybrid classes. Hybrid 
2.0 will also provide for streamlined procedures related to crossing rules and the implementation of 
a revised fee schedule. 
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The plan is composed of the following four principal initiatives:

1.  The creation of a new class of CBOE members, Remote Market Makers (“RMMs”), that will 
stream quotes into CBOE to enhance the liquidity base provided by market makers. As part of 
this initiative, floor-based CBOE Market Makers (“MMs”) will be enabled to stream quotes into 
CBOE while they are away from the floor. 

2.  The creation of a new class of CBOE members, electronic Designated Primary Market Makers 
(“e-DPMs”), that will stream quotes into CBOE remotely to enhance the liquidity base provided by 
Designated Primary Market Makers (DPMs).

3.  The streamlining of CBOE’s current procedures to allow order flow providers to participate at a 
20% or 40% rate in the orders they bring to CBOE electronically.

4.  A revision of CBOE’s transaction fee schedule to provide incentives for members and member 
firms to bring substantial additional liquidity and business to CBOE.

During November 2003, membership meetings have been held to address in detail the significant 
aspects of this initiative. The last of the meetings is scheduled for Monday, November 24.

CBOE members will be asked to endorse and approve these initiatives in a referendum to be held 
in December. With the endorsement of the CBOE membership, and approval of any necessary rule 
filings by the SEC, Hybrid 2.0 is expected to be implemented during the first quarter of 2004.

For more extensive information on current plans for Hybrid 2.0, members can refer to Information 
Circular IC03-135 and a news release titled “CBOE Further Expands Roll-Out of CBOEdirect HyTS, 
Introduces Hybrid 2.0.” Both documents are posted on www.cboe.com.

Universal Workstation Available
Earlier this year, CBOE and Belzberg Technologies, Inc. entered into an agreement to co-brand the 
CBOE Hybrid Trading System (HyTS™) Terminal. The HyTS Terminal is a universal, multifunctional, 
trading solution workstation. The CBOE HyTS Terminal is provided to CBOE members and sponsored 
users 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 manage-
ment 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 demonstra-
tion may contact Andrew Lowenthal, CBOE Director, Business Development, at 312.786.7180.

Annual Election Meeting
The Annual Election Meeting will be held on Friday, November 21, 2003. The CBOE membership 
will be asked to vote on the Nominating Committee’s recommended slate of candidates for expiring 
terms and vacancies on the Board of Directors, Nominating Committee and Modified Trading System 
(MTS) Appointments Committee.

For a listing of candidates, refer to Information Circulars IC03-123 and IC03-126, posted on the 
members’ website at www.cboe.com. Members with questions regarding the election process may 
contact Andrew Spiwak, Nominating Committee Counsel, at 312.786.7483.
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Futures and Options on VIX
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, which is expected to 
launch in the first quarter of 2004. VIX futures and options will be the first in a new family of volatility 
products to be offered by CBOE. 

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. When they become available, 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 was implemented 
beginning on September 22, 2003. 

The new methodology also includes a broader range of strike prices, rather than using only 
at-the-money index options. Each strike price that is included in the calculation is weighted with 
at-the-money strike prices having the most weight. Methodology details are available in a 
white paper that may be found at www.cboe.com/VIX.

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. Historical data, as well as delayed quotes, 
are easily accessed on the CBOE website at www.cboe.com/quotes. CBOE continues 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 was 
also applied to VXN beginning on September 22. 

More information on the new calculation, historical values, charts and comparisons may be found 
at www.cboe.com/VIX. Members with questions may also contact Joe Levin, CBOE Vice President, 
Research and Product Development, at 312.786.7143. 

Options on Russell Indexes
CBOE listed options on eleven Russell indexes during the week of October 27, 2003. CBOE currently 
lists options on the Russell 2000® Index (RUT), in addition to 37 other index options. 

The eleven underlying Russell indexes are capitalization-weighted and include common stocks 
belonging to U.S. corporations. Russell estimates more than $85 billion of assets are benchmarked 
to Russell indexes.

The indexes and the DPMs for each are listed below:

• Russell 1000 Index (RUI); DPM: Wolverine Trading

• Russell 1000 Growth Index (RLG); DPM: Wolverine Trading

• Russell 1000 Value Index (RLV); DPM: Wolverine Trading

• Russell 2000 Growth Index (RUO); DPM: Susquehanna Investment Group 
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• Russell 2000 Value Index (RUJ); DPM: Susquehanna Investment Group

• Russell 3000 Index (RUA); DPM: Susquehanna Investment Group

• Russell 3000 Growth Index (RAG); DPM: Susquehanna Investment Group

• Russell 3000 Value Index (RAV); DPM: Susquehanna Investment Group

• Russell Midcap Index (RMC); DPM: Susquehanna Investment Group

• Russell Midcap Growth Index (RDG); DPM: Susquehanna Investment Group

• Russell Midcap Value Index (RMV); DPM: Susquehanna Investment Group

The options are European-style exercise, and settled in cash. The last trading day ordinarily will be 
the Thursday before expiration, with the settlement value calculated from the first (opening) prices 
on the day before expiration (usually Friday). The options will trade on the March expiration cycle.

Contract specifications, including expiration months and strike prices are available at 
www.cboe.com/OptProd/IndexOptions.asp. Trading hours for the Russell indexes are 8:30 a.m. 
to 3:15 p.m., Central Time.

Russell, a global leader in multi-manager investment services, provides investment products and 
services in more than 35 countries. Russell manages more than $85 billion in assets and advises 
clients worldwide representing more than $1.6 trillion. Founded in 1936, Russell is a subsidiary of 
Northwestern Mutual and is headquartered in Tacoma, Washington, with additional offices in New 
York, Toronto, London, Paris, Singapore, Sydney, Auckland and Tokyo. 

Back-Up Trading Arrangements
CBOE has entered into separate and distinct Memorandum of Understanding with each of the other 
U.S. floor-based options exchanges, including the American Stock Exchange, the Pacific Exchange 
and the Philadelphia Stock Exchange, to develop back-up trading arrangements in the event that 
trading is disabled at one of the exchanges.

Each exchange recognizes the importance of having arrangements in place that would allow their 
members and customers to continue to trade in the event of a disabling event or occurrence. These 
Memoranda of Understanding contemplate that customers and members of each exchange will be 
able to continue to trade through the facilities of a back-up exchange. CBOE will work collaboratively 
with each of the exchanges to develop the logistics of the back-up arrangements. Final implementation 
of logistical plans will be subject to approval by the Securities and Exchange Commission.

Financial Update
For the first three months of Fiscal Year 2004 (period ending September 30, 2003), CBOE reported a 
pre-tax profit of $3.3 million, compared to a budgeted pre-tax profit of $0.1 million. Strong volume 
and cost control efforts allowed CBOE to post these positive results. Volume averaged 1,095,900 
contracts per day for the first quarter of Fiscal Year 2004, which is higher than the 1,070,100 that 
CBOE averaged for Fiscal Year 2003. Working capital for the Exchange increased from $30.1 million 
to $37.0 million during the quarter. CBOE continues to be debt-free.

While the financial results for October have not been finalized, CBOE’s positive financial results 
are expected to continue. CBOE averaged just over 1,243,000 contracts per day during the month of 
October and there are no significant additions to expenses. Working capital should decline slightly, 
reflecting the $4 million additional investment in CBOE’s joint venture (OneChicago) with the 
Chicago Board of Trade and the Chicago Mercantile Exchange during the month.
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The implementation of the Hybrid Trading System will allow CBOE to begin reducing staff on the 
trading floor. This program was recently announced to staff and will begin in early calendar year 
2004. Other cost control efforts will be implemented in an effort to maintain CBOE’s profitability and 
generate working capital even if CBOE does not realize growth in trading volume.

Washington Update
Qualified Covered Calls
The “Jumpstart Our Business Strength Act” (S. 1637), recently reported by the Senate Finance 
Committee, would expand the scope of the punitive “anti-straddle” rules by repealing the current 
exception for “qualified covered call” (“QCC”) options. CBOE believes that such a repeal is unwar-
ranted and would have a significant, negative impact on the Exchange’s business.

CBOE, along with other members of The U.S. Securities Markets Coalition have been working with 
staffs of the House Ways and Means Committee, The Joint Committee on Taxation, the Senate 
Finance Committee and the Treasury Department to ensure that this proposed repeal is not enacted.

Congress initially adopted the anti-straddle provisions of section 1092 of the Internal Revenue Code in 
1981 to prevent taxpayers from generating artificial losses for tax purposes. The specific transactions 
that Congress attacked were straddles in commodity futures, which were widely touted as a method 
for creating artificial tax losses. Congress expanded section 1092 in 1984 to apply the anti-straddle 
rules to a taxpayer holding stock and an offsetting option position. 

Congress recognized, however, that this expansion of section 1092 could adversely affect the popular, 
non-abusive investment strategy of writing call options on stock held by the taxpayer for the purpose 
of generating premium income. For this reason, Congress extended the straddle rules to covered calls 
only where the covered call substantially diminishes the taxpayer’s risk of loss on the underlying stock. 
Congress’ rationale for excluding qualified covered calls from the straddle rules remains valid today 
and we are working to maintain the provision. 

Market Structure Hearings
Both the Senate Banking Committee and the House Financial Services Committee have begun 
Market Structure Hearings as they begin to analyze the 1933 and 1934 Acts. CBOE worked to ensure 
that questions about internalization were asked at each hearing. At the Senate Banking Committee 
Hearing, Senator John Sununu (R-NH) asked about the issue. Annette Nazareth, Director of Market 
Regulation at the SEC, told the Committee that the SEC staff expected to have the concept release 
on internalization in the next “several weeks.” CBOE has been anxiously awaiting this concept 
release and advocating that the SEC not approve BOX until the concept release or some greater 
analysis of the issue is finished. 

At the House Financial Services Committee hearing, several members of the committee expressed 
concern about the BOX proposal, internalization and penny trading in the options industry. Members 
who submitted questions include Rep. Paul Kanjorski (D-PA), Rep. Judy Biggert (R-IL), Rep. Rahm 
Emanuel (D-IL), and Rep. Jay Inslee (D-WA). William Donaldson, SEC Chairman, answered by saying 
the Commission is still reviewing the most recent comments on BOX. Noting that all the negative 
comments from the comment period were regarding the internalization piece of the BOX proposal, 
he also indicated the Commission was concerned about the “dangers of internalization” and the 
negative potential of trading inside the market. CBOE’s comments on BOX are available on the 
members’ website at www.cboe.com.

Visit to Chicago Exchanges
On Monday, October 27, 2003, several members of the House Financial Services Committee visited 
Chicago as the guests of CBOE, CBOT and CME. Key members visiting were Rep. Barney Frank (D-MA), 
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Ranking Minority Member of the full committee; Rep. Paul Kanjorski (D-PA), Ranking Minority 
Member of the Capital Markets Subcommittee; and Rep. Rahm Emanuel (D-IL), a former investment 
banker who represented CBOE.

Also attending were Rep. Joe Crowley (D-NY), Rep. Jay Inslee (D-WA), Rep. Brad Miller (D-NC) and Rep. 
Mel Watt (D-NC). They met with CBOE Political Action Committee (PAC) members to discuss several 
issues, including the BOX proposal, internalization, PIP and penny trading with nickel/dime quoting. 

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 Representative, at 312.786.7066.

Governance Changes
At its July 30 meeting, the Exchange’s Governance Committee recommended, and the Board approved, 
a number of amendments to the CBOE Constitution and certain other rules and procedures pertaining 
to the governance of the Exchange. These governance recommendations were previously reviewed and 
endorsed by various Exchange constituencies, including the Lessor Advisory Committee. The changes 
were approved by CBOE membership vote at a special membership meeting, which achieved a quorum 
on October 29, 2003.

The changes are intended to further enhance the fair and efficient governance structure and 
modernize various provisions of the Exchange’s governance structure. Information Circular IC03-121 
on the members’ website at www.cboe.com lists the changes.

Volume Update
Exchange-wide volume for October 2003 increased 8%, while total equity options volume surged 
21% and total index options volume declined 10% when compared to the year-ago totals. 

Exchange-wide volume for October 2003 totaled 28,635,741 contracts (16,345,637 calls and 
12,290,104 puts), up 8% versus the 26,475,145 contracts traded in October 2002 and 15% from the 
24,886,367 contracts traded in September 2003. For the month of October, average daily volume was 
1,245,032 contracts. At the end of October, open interest reached 129,002,721 contracts, 37% higher 
than the close of October 2002. 

Stock options volume in October 2003 totaled 18,584,791 contracts (12,384,764 calls and 6,200,027 
puts), a rise of 21% from the 15,345,912 contracts traded in October 2002 and 22% from the 
15,187,828 contracts traded in September 2003. For the month of October, average daily volume 
in stock options was 808,034 contracts. Open interest in stock options stood at 108,693,096 contracts 
at the end of October 2003, 36% higher than the end of October 2002.

In October 2003, total index options volume reached 10,046,593 contracts (3,958,211 calls and 
6,088,382 puts), a decrease of 10% from the 11,123,014 contracts traded in October 2002, but up 4% 
from the 9,691,269 contracts traded in September 2003. For the month of October, average daily 
volume in index options totaled 436,808 contracts. At the end of October 2003, open interest in index 
options was 20,294,305 contracts, 41% higher than October 2002.
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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, Vice President, 
Market Quality and Assurance, 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.

Options Institute Seminars
The Options Institute is offering free seminars in locations throughout the country to CBOE customers. 
The seminars, which discuss the strategies and tactics involved in index trading, are targeted at 
investors with some basic options trading experience. Currently, seminars throughout the end 
of 2003 are scheduled in Seattle, Washington on December 1 and Vancouver, British Columbia 
on December 2. 

Please refer to www.cboe.com for more times and locations as they are announced or call Felecia 
Tatum at The Options Institute at 312.786.7852 for more information. 

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 member 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. 


