
 Regulatory Circular RG96-33 
 
Date: April 4, 1996 
 
To: Members and Member Organizations 
 
From: Office of the Chairman 
 
Re: Addition of a New Class of Nasdaq-100 Index® Options Due to a Change in the 

Method of Calculating Exercise-Settlement Value  
 
Summary:  The Chicago Mercantile Exchange (“CME”) anticipates receiving approval from the 
Commodity Futures Trading Commission to list Nasdaq-100 Index futures and futures options 
contracts and plans to commence trading in these instruments on Wednesday, April 10, 1996.  
Nasdaq-100 Index futures contracts at the CME have been designed with a different expiration- 
settlement value methodology than the calculation used to determine the settlement value 
currently employed in conjunction with Nasdaq-100 Index Options (ticker symbol NDX and 
overflow symbol NDZ) at the Chicago Board Options Exchange (“CBOE”).  To facilitate 
hedging and arbitrage strategies by market participants in Nasdaq-100 Index derivatives, the 
CBOE has filed with the Securities and Exchange Commission an amendment to its rules to 
allow for a new class of Nasdaq-100 Index Options with an exercise-settlement value calculation 
methodology which conforms with the one to be employed by the CME.  Approval of this rule 
change is anticipated prior to April 10, 1996.  This circular explains the effects of the change on 
CBOE policies and procedures, and the manner in which existing and new Nasdaq-100 Index 
Options series will be identified for trading. 
 
Ticker Symbol Changes and Nasdaq-100 Index Options Class Addition:  To implement this 
rule change it is necessary to create a new class of Nasdaq-100 Index Options which will be 
listed in parallel with the existing class.  No new expiration months will be added to the Nasdaq-
100 Index Options class with the “old” exercise-settlement value methodology and this class of 
options will cease to exist after September 1996 expiration.  In order to have the surviving 
options root symbol be the well-recognized NDX, it is necessary to effect a symbol conversion 
for existing NDX series.  Therefore, at the beginning of trading on April 10, 1996: 
 

all existing series with the options root symbol NDX will be converted to the 
root symbol NDV; 

 
all existing series with the options root symbol NDZ will remain; and, 

 
new series with expirations in June, September and December of 1996 will be 
created employing the options root symbol NDX. 

 
While this represents a change in symbols for NDX positions (but not NDZ positions) opened 
prior to this date, the contract specifications in force at the time these contracts were initially 
listed remain unchanged. 



Change in Method of Calculating Nasdaq-100 Index Options Exercise-Settlement Value 
The “new” Nasdaq-100 Index Options employing the symbol NDX will have their exercise- 
settlement value NDS based on a volume-weighted average of prices reported in the first five 
minutes of trading for each of the component securities on the last business day (usually a 
Friday) before the expiration date.  The existing Nasdaq-100 Index Options employing the ticker 
symbols NDV and NDZ -- which will cease to exist after the September 1996 expiration -- have 
their exercise-settlement value NAS based on the first reported price on the Nasdaq Stock 
Market® for each of the component securities on the last business day (usually a Friday) before 
the expiration date.  It is important to note that the exercise-settlement value for NDX options 
is highly likely to differ from the exercise settlement value for NDV and NDZ options.  
Although the magnitude of the difference may be small, the incongruence means that spread 
positions between NDX, on the one hand, and NDV or NDZ on the other, will result in risks that 
must understood by investors and traders. 
 
Position and Exercise Limit Considerations:  Options whose underlying instrument is the 
Nasdaq-100 Index -- ticker symbols NDX, NDV and NDZ -- must be aggregated for position 
and exercise limit purposes.  The limits are 25,000 contracts on the same side of the market 
with no more than 15,000 of such contracts in the near-term series. 
 
Capital Treatment:  For capital purposes, Nasdaq-100 Index Options (ticker symbols NDX, 
NDV and overflow NDZ) are treated as non-high-cap, broad-based index options.  Under risk-
based haircuts, the haircut shall be equal to the maximum potential loss for each index calculated 
over a range of market movements of  +(-)10% of the underlying index value for non-clearing 
market makers and +(-)15% for all other broker-dealers1.  Nasdaq-100 Index futures and futures 
options contracts (ticker symbol ND) to be listed at the CME will receive a 100% profit/loss 
offset with Nasdaq-100 Index Options at the same valuation point.  Additionally, a 75% offset of 
gains versus losses, at the same valuation point, will be available between Nasdaq-100 Index 
Options (NDX, NDV and NDZ) and Nasdaq-100 Index futures and futures options contracts 
(ND) and National OTC Index options contracts (ticker symbol XOC) listed at the Philadelphia 
Stock Exchange. 
 
As a result of this rule change, all Nasdaq-100 Index Options employing the “first reported 
price” methodology for calculating exercise-settlement value will expire on or before 
September 21, 1996.  The CBOE has developed a flyer which is approved for customer 
distribution which contains “new” and “old” contract specifications and a table that describes the 
symbol conversion and expiration month additions that will occur between April 10, 1996 and 
September 21, 1996.  To obtain copies please call CBOE Investor Services at 1-800-OPTIONS. 
 
For regulatory and procedural questions concerning position limits, please contact the CBOE 
Department of Market Surveillance at 312/786-7722.  For questions concerning capital treatment 
and margin, please contact the CBOE Department of Financial Compliance at 312/786-7924. 

                                                           
     1Risk-based haircuts are applied pursuant to a SEC staff no-action letter dated March 15, 
1994 from Brandon Becker, Director, SEC Division of Market Regulation, to Mary L. Bender, 
CBOE, and Timothy Hinkes, OCC. 


