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CFE Launches Variance Futures
The CBOE Futures Exchange, LLC (CFE) launched trading in CBOE S&P 500® Three-Month Variance
Futures (symbol VT) on May 18, 2004. VT is an exchange-traded futures contract based on the
realized variance of the Standard & Poor’s 500 Stock Index over a three-month period. Chicago
Trading Company, LLC (CTC) is the Designated Primary Market Maker (DPM) for VT futures. 

Variance Futures are the second product listed on CFE, where futures on the CBOE Volatility Index®,
VIX®, debuted on March 26, 2004. In its first full month of trading, CFE traded 8,108 contracts.
Susquehanna Investment Group is the DPM in VIX futures.

CFE is a wholly-owned subsidiary of CBOE, and operates as an all-electronic exchange using
CBOEdirect® as the trading platform. Trading Privilege Holder (TPH) permits are available to CBOE
members and other eligible parties. TPH applications are available on the CBOE website at
http://www.cboe.com/CFE or through the CBOE Membership Department. CBOE members trading
on CFE are charged reduced fees, as opposed to non-CBOE members. No transaction fees are being
charged during the initial launch period. The Options Clearing Corporation (OCC) is clearing all
CFE trades. 

For contract specifications and more information, visit http://www.cboe.com/CFE or contact Patrick
Fay, CFE Managing Director, at 312.786.7925.

Vote on Exercise Rights
On April 19, 2004, CBOE membership voted in favor of a proposal to initiate a purchase offer for a
significant number of Chicago Board of Trade (CBOT) exercise rights. The CBOE Board of Directors
had approved the proposal in March 2004.  

The proposal calls for CBOE to offer to purchase up to 500 exercise rights from CBOT Full Members
for $100,000 each. CBOE is now preparing the purchase offers and will be sending them to CBOT Full
Members shortly. CBOT members will have up to 60 days to respond.  

The purchase of exercise rights from those who want to sell them gives CBOE’s regular members a
greater interest in CBOE and more control over its activities, while giving CBOT members the ability
to monetize the value of their asset. 

See Information Circular IC04-41 at https://www.cboe.com/members for a description of the
approved proposal.

Hybrid Trading Update
As of May 14, 2004, CBOE had 694 classes available for trading on Hybrid. Updated roll-out schedules
are accessible at http://www.cboe.com/Hybrid.

Hybrid allows market makers to display their own markets and trade on their own 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.

For additional information on Hybrid, visit http://www.cboe.com/Hybrid.
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Members with questions on Hybrid may contact the following:
Rules Stephen Youhn, Senior Attorney, at 312.786.7416 or                         

(mailto: youhn@cboe.com) 

Connectivity Curt Schumacher, Vice President and Chief Technology Officer, at 
312.786.7564 or (mailto: curt@cboe.com)

Business Issues Anthony Montesano, Vice President, Trading Operations, at 312.786.7365
or (mailto: montesan@cboe.com); Carol Zylius at 312.786.7174 or 
(mailto: zyliusc@cboe.com)

CBOE HyTS™ Terminal Andrew Lowenthal, CBOE Director, Business Development, at  
Demonstrations 312.786.7180 or (mailto: lowenthl@cboe.com)

Hybrid 2.0
It is anticipated that Hybrid 2.0 will launch by the end of June 2004, following SEC approval of rule
filings. Hybrid 2.0 will be implemented in phases, and roll-out will be carefully monitored by the
Equity Market Development and Market Performance Committee. The subsequent speed at which
2.0 is expanded after launch will be based on the early success of the initial launch.

The rules for Hybrid 2.0 were published in the FEDERAL REGISTER for comment through May 28.
Systems development to support Hybrid 2.0 has been completed.

e-DPMs Selected
On May 4, 2004, CBOE announced the selection of seven firms to serve as electronic-Designated
Primary Market Makers (e-DPMs). Although a total of seven e-DPMs have been named, CBOE will
allocate no more than four e-DPMs per class. (The average is 3.85 e-DPMs per class.)

The firms named as e-DPMs are:
Citadel Derivatives Group LLC
Citigroup Global Markets
Knight Financial Products
SLK-Hull Derivatives LLC
Susquehanna Investment Group
Timber Hill LLC
Wolverine Trading LLC

These e-DPMs will expand CBOE’s universe of liquidity providers by allowing firms to stream quotes
electronically into the CBOE Hybrid Trading System from any location. The e-DPM designation was
created to enable a wider range of market participants to access the system. DPMs and e-DPMs will
share in trade participation rights.

RMMs
Hybrid 2.0 will also include Remote Market Makers (RMMs) who will contribute to the CBOE pool of
liquidity by remotely streaming quotes and trading electronically. The RMM designation was created
for market makers who prefer to operate solely from outside of the trading crowd. The appropriate
committees have endorsed the RMM structure, and the RMM rules will be filed in the near future
with the SEC for final approval. 

RMM and e-DPM quotes and liquidity will be consolidated with that of in-crowd market participants’
through the Hybrid Trading System.
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The Equity Market Performance Committee has issued Information Circular IC04-16, which
describes the planned establishment and configuration of Hybrid 2.0 Trading Crowds, including the
creation of virtual trading crowds. IC04-16 is currently posted at http://www.cboe.com/Legal.

For more information on current plans for Hybrid 2.0, members may refer to
http://www.cboe.com/Hybrid.

Revised Marketing Fee Program
On March 31, 2004, CBOE members voted to implement a revised marketing fee program. The
revised marketing fee program is described in Information Circular IC04-38, which may be accessed
at https://www.cboe.members. The revised program takes into account plans for Hybrid 2.0 and is
intended to ensure a fair distribution of the payment burden across all market-making constituents
of the Exchange.

The vote count is reported in Information Circular IC04-49 available at
https://www.cboe.com/members.

Exclusive Index Products
CBOE members should be aware that several of CBOE’s competitors continue to press the SEC for
multiple listing of index products. CBOE, Standard & Poor’s, and Dow Jones have submitted
comment letters to the SEC opposing any efforts to overturn exclusive licenses and intellectual
property rights. CBOE will continue to fight vigorously to oppose any poaching of CBOE’s proprietary
products and interference with our exclusive licenses.

For more information, see ISE’s Petition for Rulemaking and comment letters from CBOE,
Standard and Poor’s, Dow Jones and The Pacific Exchange posted at
https://www.cboe.com/members/special/comment_ltrs.asp.

Washington Update
The Senate passed the JOBS bill, S. 1637, by a vote of 92–5 on May 11. The bill still contained the
version of the Qualified Covered Call (QCC) provision that preserves the QCC exception to the
straddle rules for QCCs involving listed options.  

CBOE worked with the U.S. Securities Markets Coalition, which is comprised of the options
exchanges, as well as Senator Richard Durbin (D-IL). We will continue to monitor the QCC provision,
but with the Senate preserving the QCC treatment, it is good news for CBOE and all option market
participants.

CBOE hosted several members of Congress in April and May. They include:
Senator Jon Corzine (D-NJ), who is currently chairman of the Democratic Senatorial Campaign
Committee. The Senator discussed the current political landscape and issues facing CBOE.  

Congressman Jerry Moran (R-KS), who is chairman of the General Farm Commodities and Risk
Management subcommittee (which oversees the CFTC and futures markets) of the House
Agriculture Committee. Congressman Moran visited to discuss the new CBOE futures exchange
as well as the congressional agenda for the rest of the year.

Congressman Steny Hoyer (D-MD), House Democratic Whip. He visited CBOE in early May.
The Congressman toured the trading floor and met with members of the CBOE PAC
executive committee.  

CBOE Responds to SEC Concept Release
On February 3, 2004, the SEC issued a concept release titled “Competitive Developments in the
Options Markets,” which raised questions about payment for order flow, internalization,
decimalization, best execution and other important issues facing the options industry today. A
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special membership committee worked with the CBOE Legal Department to submit comments on
the issues and respond to all of the questions posed in the release. CBOE filed a response on April
16, which can be found on the members’ website at: https://www.cboe.com/members. See
Information Circular IC04-57. 

On April 21, the SEC held hearings in New York to discuss the proposed Regulation NMS (“National
Market System”) and its four areas of focus: trade-through, market access, market data and
sub-pennies. Forty-five industry executives appeared before the SEC panel to discuss the potential
impact of Regulation NMS on the U.S. financial markets’ structure. Among the participants were
CBOE Chairman William Brodsky and CBOE Vice Chairman Ed Tilly, who were asked to jointly testify
on the strengths of CBOE’s Hybrid Trading System. The SEC cited CBOE’s Hybrid as a trading model
that effectively incorporates floor and screen-based trading.  

To access a Webcast or written transcripts of the SEC’s Regulation NMS hearing, including the
participants’ testimonies, refer to the “Spotlight” section of the SEC website at: http://www.sec.gov.

Regulatory Climate
CBOE members should also be aware that the regulatory climate in Washington is changing,
and that the Self-Regulatory Organization (SRO) concept is being very closely scrutinized and
re-evaluated. Intensified examination of SROs is being prompted by well-publicized problems at
the New York Stock Exchange, in the mutual fund industry, etc.  

CBOE is an SRO under the regulatory watch of the SEC. CBOE established a Regulatory Oversight
Committee in June 2002. That committee—comprised of CBOE Public Directors Susan Phillips,
Robert Birnbaum, James Boris and Duane Kullberg—oversees all aspects of the regulatory process
at CBOE. CBOE is committed to meeting or exceeding any new regulatory expectations issued by
government regulators.

Financial Update
For the first nine months of Fiscal Year 2004 (period ending March 31, 2004), CBOE reported a
pre-tax profit of $9.0 million, compared to a budgeted pre-tax loss of $3.4 million. Extraordinarily
strong volume allowed CBOE to post these positive results. Volume averaged 1,281,300 contracts
per day during this time period, which is 20% higher than the 1,070,100 contracts that CBOE
averaged for Fiscal Year 2003. Working capital for the Exchange increased from $30.1 million to
$36.9 million during the first eight months of FY04 despite the acquisition of $19.0 million in new
equipment and software, mostly related to the implementation of our new Hybrid trading system.
CBOE continues to be debt-free.

CBOE’s strong financial results are expected to continue. We averaged over 1,300,000 contracts per
day for the month of April, and we averaged over 1,400,000 contracts per day through the middle of
May. CBOE continues to invest significant capital in technology as we prepare for the launch of
Hybrid 2.0 late in the 4th quarter of this fiscal year.

CBOE Budget
The Financial Planning Committee has completed an 18-month budget that will be presented to the
Board of Directors at their meeting in June. The budget will cover July 1, 2004 through December
31, 2005. CBOE is switching to a calendar fiscal year beginning January 1, 2005. Starting in 2005,
CBOE fiscal years will run January 1 through December 31. Historically, CBOE fiscal years have run
July 1 of one year through June 30 of the following year. The new structure for the CBOE fiscal year,
based on the calendar year, is consistent with the fiscal year structure of other financial exchanges.

CBOE members with questions about CBOE’s finances or the budget can direct them to Financial
Planning Committee Chairman Dan Koutris at (mailto: FPC@cboe.com).

https://www.cboe.com/members
http://www.sec.gov
mailto:FPC@cboe.com).


CEO’s Contract Renewed
The CBOE’s Board of Directors has announced the renewal of William J. Brodsky’s contract as
CBOE Chairman and CEO. Brodsky has served as CBOE Chairman and CEO since February 1997. 

Under the terms of his new contract, Brodsky will serve as CBOE Chairman and CEO until
December 2007. Financial terms are comparable to those of the current contract and will be
disclosed as they routinely are after the close of the fiscal year.  

Volume Update
April 2004 volume totaled 31,678,263 contracts traded, an increase of 39% over the April 2003
volume of 22,772,736 contracts. This was the eighth consecutive month that CBOE registered
volume gains over year-ago levels. Through the end of April, CBOE’s year-to-date volume of
126,269,989 contracts traded is 46% ahead of 2003’s pace of 86,535,081 contracts. 

Exchange Volume, April 2004
Total Volume
31,678,263 contracts
+39% vs. year-ago  (April ‘03)
-4% vs. previous month  (March ‘04)

Average Daily Volume
1,508,489 contracts
+39% vs. year-ago  (April ‘03)
+5% vs. previous month  (March ‘04)

Open Interest
130,092,022 contracts
+41% vs. year-ago  (April ‘03)
+4% vs. previous month  (March ‘04)

Year-To-Date Volume
126,269,989 contracts
+46% vs. YTD 2003

April highlights at CBOE included:
During April, volume in stock option classes (equities) rose 48% as over 20 million contracts
traded, while index options rose 26% with over 11 million contracts traded.   

Options on the S&P 500® Index (SPX®) were the most-actively traded index options at CBOE during
April as volume totaled 3,632,963 contracts, an increase of 14% over 2003.  

Index options on Nasdaq-100 Index® related products posted strong gains in April: volume in options
on the Nasdaq-100 Index (NDX) surged 132%, the Nasdaq-100 Index Tracking StockSM (QQQ) rose
52%, and the Mini-Nasdaq-100 Index (MNX) increased 51%.  

OneChicago
In April 2004, 103,454 security futures contracts traded at OneChicago, LLC, a 30% increase over
April 2003 volume. Open interest stood at 161,822 contracts on April 30. Each single stock futures
contract is equivalent to 100 shares of the underlying stock or exchange-traded fund.

OneChicago lists a total of 109 products: 94 single stock futures, including futures on the
DIAMONDS Trust, and 15 futures on the Dow Jones MicroSector IndexesSM.
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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
http://www.cboe.com/AboutCBOE/CBOEMembership.asp or through the CBOE Membership
Department at 312.786.7449.

For additional information on products or services available at OneChicago, visit
http://www.onechicago.com or call 312.424.8500. 

To learn more about single stock futures, members might also want to contact Mark Esposito,
OneChicago Project Coordinator, at 312.424.8527 or (mailto: SPO@OneChicago.com). Mark is a
23-year veteran in the Merck (MRK) crowd on the floor of the CBOE and very active in both the
committee structure at the CBOE and implementation of Hybrid.

Simulated Trading Events
The Options Institute has scheduled “Trade Like the Pros” simulated trading events for 2004. These
events, which attract many retail customers, feature hands-on simulated trading experience,
education on options strategies by floor traders, and an emphasis on teaching hedging and
managing risk while setting up for profit. CBOE members should advise interested parties to call
1.877.THE.CBOE or visit http://www.cboe.com/Seminars to register. Simulated trading events are
scheduled at CBOE on June 24 and October 28.

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 (mailto: members@cboe.com), or contact the CBOE Membership Department
directly at 312.786.7449. 

Now available: MEMBER E-NEWS, a weekly update for CBOE members that is being distributed via
e-mail only and posted on the CBOE members’ website. Please be sure to submit your e-mail
address to (mailto: members@cboe.com), or contact the Membership Department to begin receiving
this weekly update.

Bill Brodsky Ed Tilly Ed Joyce
Chairman and CEO Vice Chairman President and COO
(mailto: brodsky@cboe.com) (mailto: tillye@cboe.com) (mailto: joyce@cboe.com)
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