


hybrid trading system. CBOE is the first exchange to
truly/ marry/the speed and efficiency of screen-based
trading wirh the liquidity and price discovery of a
ompetiyive, open outcry marketplace.



By launching CBOEdirect HyTS,
CBOE has created a unique
trading model, unlike that of
any other options exchange.

OOOOOOOOOOO



Erlllh-

Pl ml - ‘Tjaﬁ | HT ﬁk ”HH
r‘t’E‘,

= OF 0 Dwration 3
m:h han

CM _-_I I‘_‘I n
= - fi."r" SubE x
CBOE [_J'—

Last I

Status

e Lo —
= LY



984 GE Oct-03 25,09
at 5.00 SALC

’EN, CUST, UNCVRD
Account : A QFQ
Exchange : CBOE

Duration : DAY
CMTA :

et | {::_.,r"

Increased Efficiency and Speed

CBOEdirect HyTS offers powerful new features which
provide customers with efficiency, speed and market
quality unparalleled in the options industry.

Individual Market Makers’ Streaming Quotes
CBOEdirect HyTS allows in-crowd market makers to
input real-time, streaming quotes into CBOEdirect,
the system'’s trade engine. CBOE disseminates the
resulting, composite best bid and offer, including the
total size available at the best price. Customers
benefit from tight, guaranteed markets that can be
immediately accessed electronically.

The ability for market makers to stream live quotes,
to post “quotes with size” and to more quickly execute
orders allows CBOE market makers to better show-
case the quality of markets found at CBOE.

Point-and-Click Execution for Customers

The HyTS Terminal is a universal access, multifunctional
workstation that provides electronic access and order
routing to U.S. options exchanges, as well as complete
access to market data, real-time quotes and order
management—all on a single screen. Terminal users may
also obtain similar functionality for futures and stock
exchanges. Additionally, the CBOE HyTS Terminal
serves as a portal into the CBOE Hybrid Trading System.



CBOE MAKES MARKETS

CBOE's trading floor houses the most traders
and the greatest pool of liquidity of any
options exchange. Within this highly-liquid
marketplace, opportunities for price
improvement are plentiful.

Potential for Price Improvement

CBOE believes in the inherent value of the face-to-face,
open outcry marketplace and also recognizes the
beneficial features of electronic trading. The Hybrid
Trading System, CBOEdirect HyTS, is more than just
the sum of its parts. The system offers customers
synergistic benefits by uniting the advantages of
both types of marketplaces. With nearly 1,400 well-
capitalized market makers, CBOE features more
options traders in one place than any other exchange.
This vast pool of expertise and liquidity creates deep
markets where abundant opportunities for price
discovery allow for price improvement.

Open Access to the Limit Order Book

Because individual market makers now have electronic
quoting capability, CBOE, for the first time, allows for
the “opening of the Limit Order Book” to customer, firm
and Broker/Dealer orders. Orders entered in the Book
are afforded priority according to price and are eligible
for electronic matching. Customer priority is retained.
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Enhanced Access to CBOE’s Markets

An open auction market combined with the benefits of
electronic trading provides customers with easy access
to CBOE's deep, transparent markets. Floor brokers
can walk into a trading crowd and request markets on
their customers’ behalf.

Ultimate Matching Algorithm

The CBOEdirect HyTS ultimate matching algorithm
retains the priority to public customer orders that
CBOE has always afforded. Additionally, participation
rights are awarded to other market participants
based on a formula that rewards deep liquidity, as
well as competitive pricing.



Fiscal Year Events and Highlights

JULY 1, 2002-JUNE 30, 2003

JULY 19, 2002

CBOE launches Large Order Utility

(LOU) to allow customers to instanta-
neously secure CBOE's disseminated
quote for large size orders that were
not eligible for electronic execution.

JULY 23, 2002

The CBOE Volatility Index® (VIX®)
closes at 50.48, marking the first
time VIX has closed above 50 since
November 11, 1987.

JULY 31, 2002

New records set for monthly volume
in options on the S&P 500° Index
(SPX™)—3,859,734 contracts and
options on the Dow Jones Industrial
Average™ (DJX)—1,485,582 contracts.
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Volume in options on DIAMONDS®
(DIA) increases by 37%. Introduced
on May 20, 2002, options on DIA is
one of the most successful new
product launches in CBOE history.
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NOVEMBER 8, 2002
OneChicago, LLC, a joint venture
exchange between CBOE, CBOT
and CME, launches trading of
securities futures.

DECEMBER 31, 2002

For the calendar year, CBOE trades
a total of 267,616,496 contracts,
making 2002 the fourth busiest
year in CBOE history.

NOV
T DEC

Fy2003 bmr—m——+"9o9o—9o——o—o+——"——0—0—0 @

08 - CBOE 2003

AUGUST 15, 2002

CBOE membership votes over-
whelmingly in favor of adopting
governance amendments intended
to increase the role of public
directors on the Exchange’s Board
of Directors.

AUGUST 26, 2002

In a partnership with Chicago
Public Schools, CBOE “adopts” John
B. Drake Elementary School. CBOE
members and staff, as part of the
Working In The Schools (WITS)
Program, tutor students through-
out the school year.

OCTOBER 21, 2002

CBOE and Chicago Public Schools
(CPS) hold a joint press conference
to announce CPS’ new “Futures
Exchange” corporate partnership
program.

OCTOBER 31, 2002

New record for monthly volume in
options on QQQ set with a total of
2,508,407 contracts traded.



FEBRUARY 27, 2003

The CBOE Hybrid Trading System
(HyTS) Terminal, a universal access,
multifunctional, trading solution
workstation, is introduced.

FEBRUARY 28, 2003

For the third consecutive month,
CBOE has the largest total volume
of all U.S. options exchanges in

options on QQQ.

FEB
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JANUARY 2, 2003

Thirty Chicago high school students
spend a week at CBOE as part of
the annual Diversity Representation,
Education and Mentoring (DREAM)
program. The DREAM program,
now in its fifth year, is an ongoing
effort at CBOE to expose minority
youth to the financial industry.

JANUARY 31, 2003

CBOE, along with the other U.S.
options exchanges, participates
in the launch of an intermarket
linkage system.
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APRIL 26, 2003

CBOE marks its 30th anniversary
and the launch of listed options.
To commemorate the occasion,
Mayor Richard M. Daley visited
the Exchange on April 22, 2003
and rang the opening bell during
a special ceremony.

APRIL 30, 2003

The end of April marks one
consecutive year in which index
options’ total monthly volume

exceeds the previous year’s levels.

APR

MAR

MARCH 11, 2003

The 20th anniversary of index
options trading at CBOE is
celebrated. Standard & Poor’s®
executives rang the opening bell
in recognition of the milestone.

MARCH 21, 2003

CBOE experiences one of the
busiest trading days in its history
as 2,003,524 contracts trade.

MARCH 27, 2003

CBOE S&P 500° BuyWrite Index
(BXM™) is licensed to Rampart
Investment Management, Inc. for a
new investment vehicle to be based
on the BXM.

MAY
JUN

MAY 2, 2003

Myron Scholes, 1997 Nobel
Laureate in Economics for develop-
ment of the Black-Scholes options
pricing model, tours the CBOE
trading floor and is honored at a
30th anniversary luncheon.

JUNE 9, 2003

CBOE activates application with
the Commodity Futures Trading
Commission to become a registered
futures exchange.

JUNE 12, 2003

CBOE launches its new hybrid trading
system, CBOEdirect HyTS.



Each chapter in CBOE's
remarkable history is chronicled
by the Exchange’s ability to
Innovate and elevate the stan-
dard for industry leadership.
CBOEdirect HyTS is in keeping
with that long-standing tradition.



William J. Brodsky Mark F. Duffy Edward J. Joyce

Letter from the Office of the Chairman

Mounting competitive pressures, a prolonged bear market in equities and shaken investor
confidence combined to make Fiscal Year 2003 extremely demanding for the Chicago Board
Options Exchange (CBOE) and its members. In the midst of this very challenging year, CBOE
celebrated 30 years of options trading and retained its position as the world’s largest
options exchange based on total volume. In addition, CBOE launched a major strategic and tech-
nological initiative designed to extend the Exchange'’s leadership position into the future.

CBOE remained the leading exchange in overall options volume in FY 2003, garnering a 33%
market share. Nearly 270 million contracts were traded, with an average daily volume of
1,071,305 contracts. Total equity options volume in FY 2003 was 159.3 million contracts.
Despite a decrease of 2% when compared to FY 2002, the volume in FY 2003 represented
the fourth highest fiscal year total in the Exchange’s history.

Impressive growth in CBOE's options on benchmark indexes drove exchange volume in

FY 2003, including: S&P 500° Index options (SPX), up 45%; S&P 100° Index options (OEX®),
up 51%; options on the Dow Jones Industrial Average™ (DJX), up 31%; Russell 2000 Index”
options (RUT), up 71%; and options on the Nasdag-100° Index Tracking Stock (QQQ), up 21%.

Total index options volume was 110.6 million contracts traded, an increase of 43% over
FY 2002. From May 2002 through June 2003, index options volume at CBOE posted
consecutive gains each month over the same month’s year-ago level.

CBOE remains committed to innovations and strategies that will foster the future growth of
the Exchange. The most significant of those in 2003, as we've noted in the previous pages,

was the launch of CBOEdirect HyTS, our new hybrid trading system.

CBOEdirect HyTS was designed to capitalize on CBOE's greatest assets—the largest pool of
market-making professionals in the options industry and the deep, liquid markets found in
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TOTAL OPTIONS MARKET SHARE INDEX OPTIONS MARKET SHARE EQUITY OPTIONS MARKET SHARE

FISCAL YEAR 2003 FISCAL YEAR 2003 FISCAL YEAR 2003
CBOE 33.0% CBOE 55.7% CBOE 25.8%
ISE 23.4% ISE 7.3% ISE 28.5%
AMEX 21.9% AMEX 20.2% AMEX 22.4%
PHLX 11.6% PHLX 8.6% PHLX 12.5%
PCX 10.1% PCX 8.2% PCX 10.8%

our trading crowds. Those assets, combined with the Exchange’s ongoing commitment to
enhance the trading process through technological innovation, led to the creation of this
new business model.

CBOEdirect HyTS provides market makers with cutting-edge technology to display their
markets in order to compete more aggressively with both screen- and floor-based competitors.
We believe that CBOEdirect HyTS, with its unique marriage of traders and technology, has the
capability to revolutionize the industry and change the way options are traded.

The conversion to Hybrid is ongoing as individual classes continue to be phased-in throughout
the remainder of 2003. By year-end, the top classes, which account for approximately 90%
of the national volume in equity options, will be traded on the Hybrid.

The emergence of CBOEdirect HyTS onto the competitive landscape significantly alters the
options marketplace. Additionally, because CBOE both built and owns the highly-flexible
technology used to power CBOEdirect HyTS, it can be easily adapted to future customer needs.

It is fitting, in our 30th anniversary year, for CBOE to punctuate its great tradition of leader-
ship in customer service and technological innovation with the unveiling of CBOEdirect HyTS,
the trading model of tomorrow. Through the continued dedication and skilled efforts of our
members and staff, we look forward to an even more productive and successful future.

Sincerely,
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William J. Brodsky Mark F. Duffy Edward J. Joyce

Chairman and CEO Vice Chairman President and COO
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CBOE TOTAL VOLUME
IN MILLIONS, BY FISCAL YEAR

CBOE OPEN INTEREST
IN MILLIONS, BY FISCAL YEAR
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