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To: Membership 
 
From: Floor Directors Committee 
 Equity Options Procedures Committee 
 Equity Market Performance Committee 
 Index Options Procedures Committee 
 Index Market Performance Committee 
 
Date: December 20, 2007 
 
Re: Hybrid 4.0 
________________________________________________________________________ 
 
Over the past several months, the Exchange has been developing enhancements to its market model to 
foster an environment for increased price competition and market quality.  The new initiative, Hybrid 
4.0, will provide a comprehensive set of incentives to further reward market participants for 
competitive pricing while maintaining the depth and liquidity of CBOE’s marketplace.  The respective 
member committees have approved the following changes to CBOE’s market model and pricing 
structure, all of which will take effect on January 2, 2008. 
 
1. Institution of Pro-Rata as the Base Matching Algorithm for All Hybrid Classes 
 
Pro-rata will replace UMA as the applicable matching algorithm in all Hybrid classes. 
 
2. Addition of a 50% Market Turner Overlay to the Pro-Rata Matching Algorithm in All 
Penny Pilot Classes 
 
Under this algorithm, any market participant (market makers, firms and/or broker/dealers) that 
improves the BBO will be entitled to a 50% allocation on each electronic order executed at that price 
until the turner’s size is depleted or they relinquish turner status.  Public customer priority would 
remain.  Following a market turner allocation, the remainder of each order would be allocated using 
the DPM/eDPM/PMM allocations and/or pro-rata.  Example: Incoming 100-lot executes against a 
quote where there is market turner and a resting customer order of 10 contracts.  The customer order is 
filled first for 10 contracts, and the market turner receives 50% of the remainder, or 45 contracts, up to 
the turner’s size.  Of the remaining 45 contracts, if the order is directed to a Preferred Market Maker 
(PMM) who is also on that market, the PMM receives a 40% allocation of the balance, or 18 contracts.  
The final 27 contracts would then be allocated pro-rata to other market maker participants, plus the 
market turner if they continued to have size present.  If there was no PMM allocation, the original 45 
contract remainder would be allocated to the Designated Primary Market Maker (DPM)/Electronic 
Designated Primary Market Maker (eDPM) at their respective guarantees or pro-rata, whichever is 
greater, provided they were present on the market, with the remainder being allocated pro-rata.     
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Concurrent with the launch of Hybrid 4.0, CBOE will also begin development of an enhanced 
algorithm menu that would allow, under certain conditions to be approved by the appropriate 
committees and pending systems development and rule filing approval, for the PMM allocation to take 
place before the market turner.  In general, this functionality would be for classes that have a 
preponderance of order flow tied to PMM related order flow. 
 
3. Removal of “Tweeners” from HAL and Institution of a Step-Up Credit 
 
Orders that middle the market (“tweeners”) will route directly into the CBOE book.  HAL will thus 
only flash NBBO rejects.  Furthermore, in penny classes only, to incent market makers to execute 
orders at CBOE vs. routing it away via linkage, market makers that “step up” in HAL and trade all or 
part of an order at CBOE will be entitled to a $.20/rebate against their transaction fee on that trade 
provided that at least 80% of their quotes in that class in that same month (not including LEAPS) were 
on either side of the NBBO.  Market makers not meeting that qualification will continue to participate 
in HAL but would not receive the credit.  CBOE will also begin passing through costs for linking non-
public customer orders.  Non-public customers can avoid this cost by marking orders as Immediate-or-
Cancel (IOC). 
 
4. Reduction in Marketing Fee 
 
CBOE will reduce the current $.30/contract marketing fee in penny pilot classes to $.25/contract and 
cease collection for HAL executions in all penny classes.  There will continue to be no collection in 
options on QQQQ or IWM, and for options on DIA and SPY the collection level will remain 
$.10/contract.  For non-penny classes, collection in HAL would remain. 
 
5. Redesigned Quoting Fee Schedule 
 
Effective December 1st, 2007, CBOE reduced the Hybrid Electronic Quoting Fee and significantly 
increased credits for competitive, market turning and NBBO matching quotes.  This has brought a 56% 
average reduction in December quoting fees and resulted in multiple liquidity providers eliminating 
quoting charges altogether.  Please refer to Regulatory Circular RG07-131 dated December 5, 2007 for 
details. 
 
It is expected that several months will be necessary for the full effect of these changes to be observable 
in CBOE market performance statistics, given the various lead times required by different firms to 
adjust their systems accordingly.  Staff will monitor the results and report back to the respective 
committees as events progress.  Please direct any questions to Anthony Montesano at (312) 786-7365 
or montesan@cboe.com, or to Eric Frait at (312) 786-7747 or frait@cboe.com. 
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