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Regulatory Circular RG-96-82 
 
 

 
Date: September 13, 1996     
To: Members 
From: Department of Market Regulation 
Re: SPX Position and Exercise Limit Increase and Expanded Hedge Exemptions in all Index 
 Option Classes 
 
The Securities and Exchange Commission (“SEC”) has approved significant revisions to 
Exchange Rule 24.4 regarding broad based index option position and exercise limits, index 
hedge and firm facilitation exemptions (Exchange Rule 4.11), as proposed by the Exchange in 
SR-CBOE-96-01.  
 
THESE REVISIONS ARE EFFECTIVE AT THE OPENING OF TRADING ON 
MONDAY, SEPTEMBER 16, 1996. 
 
 ********************************* 
 
PLEASE NOTE:  (1)The hedge exemption now applies to broker-dealers and customers 
and allows for cross-index hedges among listed broad-based index options, warrants, 
futures and futures options, such as OEX, SPX and futures contracts on the S&P 500. 
 (2)  The new SPX limits are as follows:  100,000 basic; 250,000 hedge; 400,000 firm 
facilitation.  These exemptions are in addition to the basic limits and other exemptions 
available under Exchange rules.    
(3) The index hedge exemption is not  automatic; advance approval is required from the 
Department of Market Regulation.  Retroactive exemptions will not be granted.    
(4) No other basic limit increases have been approved at this time.  
 
 ********************************** 
 
The following chart illustrates the maximum position an account or accounts acting in concert 
may control under the revised position limit and broad based index hedge and firm facilitation 
exemption rules.  A more detailed description of the exemption program follows.Page 
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SUMMARY 
 
 
 
 

Maximum Combined Position 
 
 Option 
Class 

 
 Standard 
Limit (all 
accounts) 

 
 Index Hedge 
(all 
accounts) 

 
 Firm  
 Facilitation 
(clearing 
firms only) 

 
 
 
M/M1 

 
 
 
Firm 

 
 
 
Customer 

 
 SPX 

 
100,000 

 
 250,0002 

 
 400,000 

 
350,000 

 
750,000 

 
350,0003 

 
 OEX,  
NDX 

 
 15,000 n.t.4 
25,000 

 
 75,000 

 
 50,000 

 
90,000 n.t 
100,000 

 
140,000 n.t. 
150,000 

 
90,000 n.t. 
100,000 

 
RUT 

 
 30,000 n.t. 
50,000 

 
 75,000 

 
 100,000 

 
105,000n.t. 
125,000 

 
205,000n.t. 
225,000 

 
105,000n.t. 
125,000 

 
SML 

 
 60,000 n.t. 
100,000 

 
 75,000 

 
 200,000 

 
135,000n.t. 
175,000 

 
335,000n.t. 
375,000 

 
135,000n.t. 
175,000 

 
SGX and 
SGS 

 
 21,500 n.t. 
36,000 

 
 65,000 

 
 72,000 

 
86,500 n.t. 
101,000 

 
158,500n.t. 
173,000 

 
86,500n.t. 
101,000 

 

                                                           
1 Market-maker accounts may be eligible for an additional exemption pursuant to Exchange Rule  

 4.11.05. 

2 Accounts approved for a collar or debit put spread/covered write exemption may count 1 short  
 call and 1 long put as 1 contract.  Therefore, an account approved for these hedging 
transactions may hold a maximum  hedge exemption position of 500,000 contracts (250,000 x 2 = 
500,000 contracts).  

3 Money managers with multiple accounts under management are eligible for an index hedge  
 exemption of 350,000 contracts with no more than 235,000 contracts in a single account.   
 Therefore, the maximum position for a money manager is 450,000 contracts with no more than  
 335,000 contracts in a single account.  

4 N.T. = near term option series 
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SPX STANDARD POSITION AND EXERCISE LIMIT  
 
The standard position and exercise limit in the Standard & Poors 500 Stock Index (SPX) option 
class has been increased from 45,000 to 100,000 contracts on the same side of the market.5 

 
New Reporting Requirement 6 --  Pursuant to Exchange Rule 24.4 .03, each clearing member 
organization must file a report with the Department of Market Regulation (the “Department) on 
behalf of any customer or firm account that maintains an end of day position in excess of 45,000 
contracts. This report must identify whether such position is hedged and if so, must include a 
description of the hedge employed.  The purpose of this requirement is to provide information 
regarding non-qualified  types of hedging scenarios that may be utilized in conjunction with 
trading activity in the SPX option class.  A  report must be filed when an account’s position 
exceeds 45,000 contracts and whenever the account increases or decreases its options position by 
10,000 contracts or more.  For example, if an account as of the close of trading has increased its 
position on the same side of the market from below 45,000 contracts to 46,000 contracts a report 
must be filed with the Department.  The next reportable level is  56,000 (10,000 contract 
increase) or 36,000 contracts (10,000 contract decrease).  After a report is filed of  a  reduction 
below 45,000 contracts, no additional report is required unless the account again increases its 
position as of the close of trading on any day beyond 45,000 contracts.  In addition, any 
significant change to the hedge which would result in the option position being either unhedged 
or only partially hedged should be reported.  
 
Margin and Clearing Firm Requirements --  Without regard to margin provisions established 
in other Exchange rules, whenever the Exchange determines that additional margin is warranted 
in light of the risks associated with an under-hedged SPX option position in excess of 45,000 
contracts, the Exchange may impose additional margin upon the account maintaining such 
under-hedged position.  In lieu of requiring its customer to post the additional margin, the 
carrying broker-dealer may  reduce  its  current net capital to the extent of any margin deficiency 
resulting from the higher margin requirement.   
 
INDEX HEDGE EXEMPTION 
 
The index hedge exemption is in addition to the standard limit and other exemptions available 
under Exchange rules.  The purpose of this exemption is to provide position limit relief to those 

                                                           
5 No increase in the standard limit for any other broad based index option class has been  

 approved at this time.  

6 Market-makers are not subject to this reporting requirement.  In addition, accounts that have  
 been granted either an index hedge exemption of firm facilitation exemption need not file 
this report for those option positions exempt under either provision. 
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accounts wishing to hedge a portfolio of qualified securities.   The exemption is not automatic; 
an application must be submitted to the Department of Market Regulation in advance for 
Exchange approval.  If an exemption is granted, it is effective at the time the decision is 
communicated.  Retroactive exemptions will not be granted.  In addition,  exemptions may be 
granted on verbal representations provided that documentation to substantiate the hedge is 
forwarded to the Department of Market Regulation within two (2) business days of the execution 
of the transactions.  Failure to provide the required documentation may result in the hedge 
exemption being rescinded.  To qualify for an index hedge exemption, an applicant must 
maintain a qualified portfolio or effect such transactions concurrent with , or at or about the same 
time as,  the execution of the exempted option positions.  It is expected that the hedge will be 
established concurrent with or immediately following the execution of the options 
transactions absent good cause.7 
 
 

 Maximum exemption amount:  In SPX, the maximum hedge exemption amount 
has been increased to 250,000 contracts for a single account.  In addition, a 
money manager with multiple accounts under control may be eligible for a hedge 
exemption of 350,000 contracts with no more than 235,000 contracts in any single 
account under control.  In general, the maximum hedge exemption amount for all 
other broad based index options contracts remains at 75,000 contracts.8  

  
 

 Eligibility: Broker-dealers, including market-makers may now qualify for an 
index hedge exemption.  Public customer accounts remain eligible for the 
exemption.  The hedge exemption account must either be carried by a CBOE 

                                                           
7 Extreme market conditions, the implementation of circuit breakers or the lack of liquidity may 

affect a market participant's ability to establish the hedge within the noted time frame. 

8 The Standard & Poors/Barra Growth or Value Index is subject to a maximum 65,000 contract  
 exemption. 
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clearing member organization or a clearing member of a self-regulatory 
organization participating in the Intermarket Surveillance Group.9  

                                                           
9 The Intermarket Surveillance Group is an organization comprised of domestic and foreign self  

 regulatory agencies including the American Stock Exchange, National Association of 
Securities Dealers, New York Stock Exchange,  Pacific Stock Exchange and Philadelphia Stock 
Exchange.     



Page 6 
 

 
F:\SRV\CERNY\PLPROP\NEWSPXCI.WPD 

 
 Qualified Portfolio: (I) a net long or short position in common stocks or 

securities readily convertible into common stock in at least four industry groups 
in at least 20 stocks, none of which accounts for more than 15% of the value of 
the portfolio10, and/or  (ii) a net long or short index futures position, options on 
index futures contracts or positions in listed index options or index warrants for 
which the underlying index is included in the same margin or cross-margin 
product group cleared at the Options Clearing Corporation as the index option 
class to which the hedge exemption applies.  

 
Qualified Hedging Transactions --  Hedge exemptions under Rule 24.4 may not be granted for 
an opposite side of the market position in the same options class.    Only the following hedging 
transactions or positions are eligible for purposes of hedging a qualified market index portfolio 
(i.e. stocks, futures, index options, index warrants, options on futures): 
 
 

  Long put(s) and/or short call(s) used to hedge a long side of the market position 
in a qualified market index portfolio; 

 
  Long call(s) and/or short put(s) used to hedge a short side of the market position 

in a qualified market index portfolio; 
 
The following strategies may only be effected in conjunction with a qualified stock portfolio 
and may only apply to non-P.M. settled European style broad based index options: 
 

 Collar Transaction: A short call position accompanied by a long put position in 
the same index class, where the short call expires with the long put and the strike 
price of the short call equals or exceeds the strike price of the long put.  For 
purposes of calculating position limits, a collar position (i.e. , one short call and 
one long put) will be treated as one contract rather than two.  In order to qualify 
for this treatment, neither side of the collar transaction can be in-the-money at the 
time the position is established.  

 
 Debit Put Spread: A long put position coupled with a short put position in the 

same index class where the short put expires with the long put and the strike price 
of the long put exceeds the strike price of the short put.   

                                                           
10 Market-makers should consult with their clearing firms to determine the margin and haircut 

requirements for a stock basket which does not mirror the underlying index, as the requirements 
may be substantial. 
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 Short Call Coupled with a Debit Put Spread: A short call position 

accompanied by a debit put spread position in the same index class, where the 
short call expires with the long put and the strike price of the short call equals or 
exceeds the strike price of the long put.  For purposes of calculating position 
limits, one short call and one long put as described above will be treated as one 
contract.  To qualify for this treatment, neither side of the short call, long put 
transaction can be in-the-money at the time the position is established.  

 
 
Determination of the Portfolio Value Available for a Hedge Exemption -- The exemption 
applies to positions in broad-based index options dealt in on the Exchange and is applicable to 
the unhedged value of the qualified portfolio.  The unhedged value will be determined as 
follows:  (1) the values of the net long or short positions of all qualifying products in the 
portfolio are totaled; (2) for positions in excess of the standard limit, the underlying market value 
(a) of any economically equivalent opposite side of the market calls and puts in broad-based 
index options, and (b) of any opposite side of the market positions in stock index futures, options 
on stock index futures, and any economically equivalent opposite side of the market positions, 
assuming no other hedges for these contracts exist, is subtracted from the qualified portfolio; and 
(3) the market value of the resulting unhedged portfolio is equated to the appropriate number of 
exempt contracts as follows - the unhedged qualified portfolio is divided by the correspondent 
closing index value and the quotient is then divided by the index multiplier or 100. 
 
For example, a portfolio is net long $3 billion of common stock and is applying for an index 
hedge exemption in S&P 500 index option contracts. The portfolio also contains the following 
positions: short 1,000 S&P 500 futures contracts, 95,000 short call, long put SPX option 
contracts, long 15,000 OEX calls and short 10,000 OEX call option contracts.  Assuming the 
S&P 500 closing index value corresponding to the date of the qualified portfolio is 613.00 and 
the closing index value of OEX is 585.00 the following adjustments to the unhedged value of the 
qualified portfolio will be made: a) the underlying market value of the short 1,000 futures 
contacts (1,000 x 613.00 x 500 multiplier = $306,500,000)  will be subtracted from the long 
common stock ($3 billion - $306,500,000 = $2,693,500,000); b) the underlying market value of 
the net long OEX call option position (5,000 x 585 x 100 multiplier = $292,500,000) will be 
added to the long common stock  ($292,500,000 + 2,693,500,000 = 2,986,000,000).  The 
resulting amount is the unhedged value of the qualified portfolio.  The 95,000 contract SPX 
position is below the standard 100,000 contract limit, therefore, the underlying market value is 
not subtracted from the qualified portfolio. To determine the number of exempt contracts, the 
unhedged qualified portfolio is divided by the corresponding closing index value and the 
quotient is divided by the index multiplier or 100 ($2,986,000,000 / 613.00 = 4,871,100 / 100 = 
48,711 hedge exempt SPX option contracts).  The qualified portfolio is now permitted to 
establish a total SPX short side of the market position of 148,711 option contracts as shown in 
the calculation below. 
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SPX hedge exemption calculation: 
 
On calculation date, qualified portfolio is net long $3 billion common stock, short 1,000 S&P 
500 futures, long 15,000 OEX calls, short 10,000 OEX calls, long call and short put 95,000 SPX; 
SPX = 613.00, OEX = 585.00. 
 
Long qualified stock portfolio =  $3,000,000,000 
 
less adjustments for broad based contracts other than SPX below the basic limit: 
 

underlying 
position   x    index     x multiplier = 
short 1,000 S&P futures x    613.00 x    500  = -306,500,000 
net long 5,000 OEX calls x    585.00 x    100  = +292,500,000 
 
value of unhedged qualified portfolio     = $2,986,000,000 
 
max # hedge exempt contracts: 

underlying 
value of unhedged qualified portfolio ÷    index    ÷ multiplier 

2,986,000,000   ÷    613.00 ÷    100 
 

= 48,711 contracts 
 
total allowable contracts = allowable hedge contracts + standard limit =   
 
48,711  + 100,000 = 148,711         
 
 

 
Other Requirements--   Accounts granted an index hedge exemption shall agree to establish 
and liquidate option positions and corresponding hedges in an orderly manner and to not use the 
hedge exemption to engage in trading activity calculated to cause unwarranted price changes or 
unreasonable price fluctuations, and to not initiate or liquidate a stock position or its equivalent 
with an equivalent index options position with a view toward taking advantage of any 
differential in price between a group of securities and an overlying stock index option.   



Page 9 
 

 
F:\SRV\CERNY\PLPROP\NEWSPXCI.WPD 

 
SPX FIRM FACILITATION EXEMPTION  
 
Pursuant to Exchange Rule 4.11 .06, a member firm who wishes to facilitate its customer 
order(s) pursuant to Exchange Rule 6.74(b)11 when the trading crowd is unwilling to do so, may 
now receive a firm facilitation position limit exemption of up to 400,000 contacts upon 
application to the Exemption Committee.  Prospective exemptions must be granted by the 
Committee;  however, a member of the Exemption Committee may grant an instant exemption 
for the facilitation of a live order in the crowd, provided that all of the criteria are met.  The 
Committee may rescind an instant exemption if it is later determined that an exemption was not 
warranted.  The firm facilitation exemption is in addition to the standard limit and any other 
exemptions available under Exchange rules and applies to the offsetting side of the market to the 
customer facilitated order(s). The facilitation firm must provide to the Department a copy of all 
executed exempted customer facilitated orders by the end of the trading day.  Copies can be 
delivered to the 7th floor or deposited in the OEX exercise advice box located adjacent to the 
OEX pit.   In addition, within five (5) business days of execution, the resultant facilitated 
position must be liquidated or hedged and if hedged, documentation describing the hedge must 
be provided to the Department. 
 
When effecting transactions for the firm account or its customers, the exemption may not be 
used to engage in activity calculated to cause unreasonable price fluctuations or unwarranted 
price changes and any liquidation of option positions and/or corresponding hedges must be 
effected in an orderly manner.  Further, when effecting transactions involving this exemption, 
the firm, for its own account or its customer,  shall not initiate or liquidate a stock position or its 
equivalent with an equivalent index option position with a view toward taking advantage of any 
differential in price between a group of securities and an overlying stock index option.  For a 
detailed description of the firm facilitation policy and procedures for obtaining an exemption, 
please refer to Regulatory Circular  RG-96-29 and Rule 4.11.06. 
 
 
 ******************************** 
 
 
Questions concerning this memorandum can be directed to Patricia Cerny at (312) 786-7722 or 
Karen Charleston at (312) 786-7724 in the Department of Market Regulation.  In their absence, 
questions may be directed to Jeffrey Schroer at (312) 786-7716 or to Mary Bender at (312) 786-
7923, or to the Trading Floor Liaison group on the trading floor.  Copies of the Standard Limit 

                                                           
11 For the purpose of facilitating, in accordance with the provisions of Rule 6.74(b), orders of its  

 own customer is defined as one in which the resulting position will be carried with the 
member firm. 
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Hedge Reporting Form and/or the Index Hedge Exemption Application can be obtained in the 
Department of Market Regulation or by contacting one of the above individuals.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


