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Frankfurt/Main — Zurich

The Netherlands at your Fingertips -

Now More Markets for Investors

September saw the successful start of the US segment — 10 US stock options on Eurex, as
well as approximately 200 underlyings and two exchange traded funds on Deutsche
Borse's cash market trading platform Xetra®. As of the start of the US segment, the Dow
Jones Industrial Average™ and Dow Jones Global Titans 50°* are calculated according to

Xetra® prices until the US markets open for trading.

Building upon this initial success, Eurex and Deutsche Borse
have just announced that they are now expanding their “Global
Markets Concept” to cover additional segments starting with
the Dutch market. This concept aims at providing market partic-
ipants with integrated access to equity and complementary
equity index products on both the cash and derivatives sides.

From the derivatives side, Eurex lists a total of eight Dutch

equity options, all on component shares of the EURO STOXX
50°" index:

From October 22, 2001 until April 30, 2002 no trading or clearing
fees will be charged for these equity options.

From the cash side, Deutsche
Borse with its decision to list the
underlying equities on an addi-
tional segment at Xetra®, the
“Xetra® Dutch Stars” segment,
now makes it easier for investors
to cost-effectively invest in the
underlying cash markets.

Eurex and Deutsche Borse con-
tinue to cooperate with skilled
market participants, who provide
liquidity in the Dutch products.
On the derivatives side, six Eurex
members act as Market Makers
for the Dutch options. To date,
brokers Van der Moolen and
AOT Stock Specialist have agreed
to become Xetra® “Dutch Market
Experts” and provide permanent
quotes for the underlying equities.

For more information, please contact for Eurex equity options Vassilis Vergotis,

T +49 (0)69-21 01-72 75, e-mail: Vassilis.Vergotis@eurexchange.com and for Market Making on Eurex

equity options Holger Stiirtz, T +49 (0)69-21 01-72 51, e-mail: Holger.Stuertz@eurexchange.com.

For more information on the Xetra® Dutch Stars please contact Ken Sorenson,
T +49 (0)69-21 01-15 50, e-mail: Ken.Sorenson@deutsche-boerse.com.

eurex




Eurex Contract Specifications for New

US Equity Options

On September 24, 2001 Eurex successfully introduced a set of ten US equity options.
The options have been designed along the lines of the European equity options

already listed at Eurex. Trading and listing is in Euro.

Deutsche Bérse launched its US segment on September 24,
2001. The new “Xetra® US Stars" segment comprises each of the
US component shares of the Dow Jones Industrial Average™,
S&P 100, Nasdaq 100, as well as Dow Jones Global Titans 50°".
Almost 200 of the most attractive US stocks are tradable on
Xetra® from 9:00 a.m. until 8:00 p.m. in the “Xetra® US Stars"
segment (instrument group: USS1).

Contract Specifications (Extract)

Contract Size

Underlying Instruments

Minimum Price Change
Settlement

Settlement Day
Contract Months

Trading Hours

Both retail and institutional inve-
stors benefit from an optimized
trading quality in US equities and
related costs.

Dow Jones Indexes, one of the
leading global index providers,
will calculate and disseminate the
Dow Jones Industrial Average™
index until the US market opens
for trading using Xetra® prices.

Each contract is based on 100 shares of the underlying instrument.

AOL Time Warner (AOL)

CISCO Systems (CIS)

Citigroup (TRV)

EMC (EMP)

General Electric (GEC)

IBM International Business Machines (IBM)
Intel (INL)

Microsoft (MSF)

Oracle (ORC)

Sun Microsystems (SSY)

The minimum price change for options is EUR 0.01.
Physical delivery of 100 shares of the underlying instrument.

Three exchange trading days after exercise.

The three nearest calendar months, as well as the three following months within the March, June,
September and December cycle thereafter (i.e. up to a maximum lifetime of 12 months).

9:00 a.m. until 8:00 p.m. CET.

So far between five and six Market Makers per stock category have agreed to quote these new option

products, thus providing the necessary initial liquidity.

The underlying shares are held in collective safe custody and are included in the cross-border link to the

US central depository DTCC located in New York. In case of exercise, settlement will be effected via

CASCADE in line with the procedure relevant for European equity options, against payment of the cor-

responding Euro amount.

The full contract specifications for the US equity options can be viewed online or downloaded from the

Eurex website at www.eurexchange.com/Marketplace/Products. For more information, please contact
Holger Stirtz, T +49 (0)69-21 01-72 51, e-mail: Holger.Stuertz@eurexchange.com.



100 -

50

A Comparison of US and Eurex Equity

Option Markets

By Randolf Roth, Eurex & Ed Gierlach, CMT Derivatives

Single equity options have grown exponentially in the last few years to become the
world's largest derivatives complex, accounting for approximately 30% of global
exchange traded derivatives volume. In the last two years the equity option market in
the US has become increasingly aggressive and has grown to take a 46% share of the
total exchange derivative volume. This option volume is itself the subject of intense
competition from five separate options exchanges. Equity options markets in Europe
have also seen growth at a similar pace and the beginnings of competitive listings. This
article looks at the differences in market models of US exchanges and Eurex.

Background

In 1973 the first US equity option exchange, the CBOE, was
launched as an offspring of the CBOT. Shortly thereafter the
AMEX, PHLX and PCX stock exchanges followed and created
their own equity options divisions. But it was only in August
1999 that the option exchanges, under SEC pressure, started
the competitive listing of options. This led to intensified price
and product competition between exchanges and Market
Makers while order flow providers gained considerable market
power. Payment for option order flow was a logical consequence.
Competitive listings were very successful because, in contrast to
futures exchanges, the option exchanges all share the same
clearing house, the Options Clearing Corporation (OCC), thus
making the open interest fungible between exchanges.
Competitive pressure was further increased last year by the start
of the first fully electronic options exchange in the US, the Inter-
national Securities Exchange (ISE). The four traditional exchanges
are still floor based but, pushed by the emergence of the ISE, are
all investing significantly in electronic trading systems. These
systems are currently planned as “after-hours” trading systems

US Equity Option Exchange Volume, January — June 2001

Traded Contracts (Millions)
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but could be used during the full
trading day should it become
necessary for competitive reasons.
The chart below shows the Jan-
uary to June 2001 trading volumes
of the different exchanges.

The latest significant development in the US equity
option field is that the SEC now requires the exchanges
to build an electronic inter-market linkage to avoid the
trade through of customer orders. While the OCC is cur-
rently building a permanent inter-market linkage there is
already an interim market linkage in place for a limited
number of options. Connecting CBOE, ISE, PHLX, PCX
and soon AMEX, the interim market linkage is currently
only used for small customer orders?. Both inter-market
linkages are based on the so-called “step up or ship out”
principle. It requires the Specialist/Market Maker to fill
an incoming customer order either at the National Best
Bid or Offer (NBBO), i.e. the

“step up" option, or to route the

order to the exchange with the

NBBO, i.e. the “ship out” option.

Therefore, the rule allows the

Specialist/Market Maker to im-

prove his price before he has to

ship out the order and thereby

implying pure price priority rather

than price-time priority, which

would reward the first one at the

NBBO.

" Year on year
% change

1 The maximum order size depends on the option and lies between 20 and 50.
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continued As can be seen in the second chart the leading European equity
option exchanges are Euronext Paris (formerly known as Monep)
and Eurex. Additional significant volume is traded on Euronext
Amsterdam, OM and MEFF. Given the size of the British equity
market, it is somewhat surprising that LIFFE has never managed

to generate a significant volume in equity options.

European Exchange Equity Option Volume, January — June 2001

Traded Contracts (Millions)
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As in the US, competitive listings have not traditionally been offered in Europe with a
few unique exceptions such as the listing of Nokia in Stockholm and Helsinki.
Competitive listings started after the introduction of the Euro and the successful start
of the first European index derivatives (Dow Jones (EURO) STOXX 50°*) in 1999.
Eurex currently lists next to German and Swiss options Finnish, Dutch, Italian and
French options as well as options on US blue chips. Euronext Paris next to French
products lists options on Finnish and German stocks.

However, in contrast to the US, these competitive listings have been largely ineffective
not only because of the fragmentation of the underlying cash market but also because
of the non-fungible option open interest.

Comparing the US and Eurex Market Models

There are significant differences between the US and European market models finding
their origins in the different trading and legal environments. The Eurex market model
has been taken as an example of the European exchanges, which all follow similar
models. All US exchanges have very similar models, which in part results from the histor-
ical development as open outcry exchanges as well as from various SEC regulations.

Basic Principles

In the US there is one market participant in each option with
significant privileges over the other participants. Former is
known as a Specialist2 who in general terms has the right to
claim a stake (30-60%) of every single trade at the price at
which the trade is completed. In return, the Specialist has to
provide continuous quotes and is generally expected to be will-

ing to bear considerable market
risks in order to maintain an
orderly market.

The Eurex model is based on strict
price-time priority with compet-
ing Market Makers in order to
accommodate the special liquidity
requirements in options. The
Market Makers have no order
privileges but pay reduced fees
on their market making activity.
In return, they are required to
answer quote requests in a way,
which fulfills certain criteria
regarding minimum quantities,
maximum spreads and response
times. Any exchange member
can apply as a Market Maker. In
general Eurex requires at least
three Market Makers per option
in order to create competitive
prices. In some options, up to 50
Market Makers are active.

Fees

After the introduction of compe-
titive listings the pricing structure
of the US option exchanges
reversed completely in order to
attract order flow to the ex-
changes. Traditionally the fees for
Market Makers in all derivative
markets have been much lower
than for any other participant with
the highest fees for (non-member)
customers. This has reversed on
the options exchanges to the
point where customers pay no
exchange fees.

This stands in contrast to the
CFTC regulated futures exchanges
where non-member customers
still pay significantly higher fees
than any other participant.

In Europe Market Makers pay
lower fees in return for their
liquidity provision while all other
participants pay the same fee.

2 The SEC uses the term Specialist. The different exchanges use sometimes different names such as Designated Primary Market
Maker (DPM) on the CBOE, Primary Market Maker (PMM) on the ISE or Lead Market Maker (LMM) on the PCX.



Quotes

The US exchanges require continuous quotes from the
Specialists but traditionally these quotes are not required to be
firm. In the recent Rule 11Ac1-1, the SEC requires option
Market Makers to publish firm quotes but only for agency
orders and only for a minimum quantity to be specified by the
exchanges. Most exchanges specify this quantity as one. In
reality competitive pressure has forced the exchanges to require
a minimum quantity of 20-100 contracts in any option.

On Eurex all quotes are firm but Market Makers do not have to
quote continuously. However some Market Maker groups do
continuous quoting in a number of series on a voluntary basis.

Payment for Order Flow

Payment for order flow describes the common practice of
(usually Market Makers) paying the order flow providers to get
and facilitate their order flow. In the US this practice started in
the mid 80's in equities while in options it emerged only after
the introduction of competitive listings between the different
exchanges in August 1999. Since then it has grown exponen-
tially fostered in part by the exchanges filing with the SEC for
payment for order flow schemes in order to lure order flow from
other exchanges. The principle of these schemes is that Market
Makers have to pay a “marketing fee" of about 40 cents per
option traded against agency orders. The exchange transfers
the marketing fee to the Specialist who decides how to use the
funds to get order flow. Generally Specialists are willing to pay
more (up to US$ 1) for retail market orders and less (or nothing)
for “informed" institutional order flow.

The different payment for order flow prices in the US option
market indicate that the more efficient model is created when
payment is strictly between the Market Maker and the order
flow provider. Recently the US exchanges appear to follow the
same path with CBOE, PHLX and AMEX announcing the
suspension of their payment for order flow schemes and PCX
reorganizing its.

Facilitation of Pre-arranged Trades

Closely linked to the issue of payment for order flow is the
question of how participants can facilitate orders. The more
participants are able to control the (purchased) order flow, the
more valuable the order flow becomes. Thus a significant num-
ber of players, including Integrated Broker Dealers and some
Market Makers, would like to facilitate orders. Also, all order
flow providers are interested in an efficient facilitation mecha-
nism since this would allow Market Makers to pay more for
their order flow. On the other hand, facilitation means that the
market has no, or very little, access to the order flow, which
cannibalizes the normal order book. Since the exchanges,
together with all participants, would like to see a very liquid
order book the exchanges (together with the supervisory

authorities) have determined
rules for the facilitation of orders.
This includes participants, who
are keen on easy crossing rules
since an efficient facilitation
requires the opportunity to lay
off “bad order flow". Exchanges
thereby try to find the ideal trade
off between efficient facilitation
on the one hand and getting as
much volume as possible through
the public market on the other.

The magnitude of pre-arranged trades depends heavily
on the specific options but it can be assumed that
30-60% of all volume is pre-arranged with little
difference between Europe and the US.

On the US floor exchanges facilitation of orders can be
accommodated by pre-negotiation off the floor and
then execution on the floor in which the Specialist can
claim its share of the trade. However it is increasingly
common that the competition between the exchanges
has forced the Specialist to allow the broker to cross the
trade with little, if any, Specialist/Crowd participation,
since the broker could decide to execute the order on
another competing exchange. On the ISE a facilitation
mechanism is in place whereby the order gets exposed
to the market and the facilitator is guaranteed a minimum
of only 40% of the trade. Alternatively participants can
expose the order to the market for 30 seconds3 and then
execute against that order themselves. Currently most of
the large orders are crossed on the floor exchanges since
exchange competition has significantly reduced the
share that has to be given to the Specialist/Crowd.

On Eurex pre-arranged trades can be accommodated in
two ways: block trades and crosses. Institutional order
sizes can be entered via the block trade facility. The
block trade facility allows entering institutional order
sizes marked as OTC trades in the (clearing-)system
without exposing them through the public order book.
One party or two different parties can execute the block
trade. The idea is that very often

trades of large sizes are pre-

arranged anyway outside the

book. Therefore market partici-

pants are allowed to accommo-

date them efficiently through the

block trade facility without the

risk of partial execution.

3 The ISE filed with the SEC to reduce that to 5 seconds.
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continued Crosses without minimum size must go through the public improved bid-ask spread he/she

order book. According to the Eurex crossing rules market partici- has to give the order, either

pants who are planning to cross have to inform the market partially or completely, to the
about their intention by entering a cross request which also indicates the crossing market4 which will fill it at the
quantity. This gives the other market participants the possibility of entering new or improved bid/offer. Accordingly,
improved bids and offers. After a waiting period of 5 seconds the facilitator(s) can enter crosses always happen on Eurex
the cross order. For this purpose separate buy and sell orders — subject to execution inside the bid-offer spread while
risks — must be entered. Price-time priority guarantees that the cross can only happen in the US exchanges crossing at
inside the improved bid-ask spread. If the crossing party is not willing to cross inside the the bid or the offer is relatively

common.

In summary, there are major differences in the market models, which are mainly the result of the

different historical trading environments. The major differences are:

e The US market is price priority with one Specialist per option — Eurex is price-time priority with com-
peting Market Makers

e Only firm quotes for small customer orders in the US — no differentiation between customer and
principal order and only firm quotes at Eurex

e Rules for prearranged trades, whereby whether the US exchanges' or Eurex's rules are stricter
depends on the participants’ perspective

e The pricing model of the US exchanges is reversed with customers not paying fees. Following the
traditional European exchanges' model Eurex foresees a lower fees for Market Makers.

For more information please contact Randolf Roth, T +1-312-357-69 84,
e-mail: Randolf.Roth@eurexchange.com.

The New Eurex StrategyMaster

The Eurex Strategy Master helps retail and institutional investors optimize
their investment strategies. The Strategy Master is a software program
that allows users to simulate and calculate risk associated with
various futures and options trading strategies. The Strategy-
Master's functionalities are particularly well adapted to help
investors develop and chart complex trading positions for Eurex
products.

The Eurex StrategyMaster provides numerous screen
options and helpful calculation tools to simulate custom-
ized trading strategies. A wide range of strike prices and
contract months are available for each product and can
be selected by simple mouse-click. Investors can also align their
investment decisions with individual market expectations by spe-

cifying various risk parameters. The program offers maximum flexibility, as all changes
are immediately displayed on screen. In addition, the extensive help file offers a func- -
tional introduction to the StrategyMaster, detailed explanations of Eurex products and |
an overview of basic and advanced options and futures trading strategies.

For more information please contact the Trainingscenter team, T +49 (0)69-21 01-37 67,
e-mail: trainingscenter@eurexchange.com.

4 The Eurex Crossing Rules require specifically to give at least the smaller of the minimum quote size for Market Makers or 50%
of the intended contract amount to the market.



Market Transparency at Eurex — 10 Deep Now also for Non-Members

Increase in Limit for Non-Product-Specific Synchronous Transactions

New Products & Market Participants on EEX Dates in October and

November

Market Transparency at Eurex — 10 Deep
Now also for Non-Members

Since September 2001 investors are able to
view market depth of 10 for the most liquid
Eurex futures, which means that the ten best
bid and ask prices are being distributed.
Market depth 10 is available for DAX and
Dow Jones EURO STOXX 50°" futures as
well as for Euro Bund, Euro Bobl and Euro
Schatz futures.

This gives investors the same quality of
order book information as available to regis-
tered Eurex traders. Until now only the five
best bid and offers were published. With
this extension the transparency of electronic
trading is passed onto the investor. Market
depth forms the base for judging the
dynamics of the market and the liquidity of
individual products. The data on market
depth is distributed through Deutsche
Borse's CEF system to data vendors and
internet service providers.

For more information, please contact the
IP-Hotline, T +49 (0)69-21 01-18 00.

Increase in Limit for Non-Product-Specific
Synchronous Transactions

Eurex has made the decision to increase the
limit for non-product-specific synchronous
transactions from 3,000 to 5,000 per member
per exchange trading day. The change took
effect on September 17, 2001. A table of the
current daily synchronous transaction limits
at Eurex, and the associated excess trans-
action fees can be found on the Eurex web-
site www.eurexchange.com/marketplace/

products_funct_overview_2_en.html.

For more
Thomas Wahl, T+49 (0)69-21 01-56 38,

e-mail: Thomas.Wahl@eurexchange.com.

information please contact

New Products & Market Participants

on EEX

On September 25, 2001 RWE Trading
GmbH, Essen, became the newest EEX
member supporting trading in 12-month
futures as a Market Maker in the EEX
European Energy Exchange derivatives
market. EEX anticipates further increases in
liquidity due to RWE Trading's activity.
Trading volumes in September reached a
total of 2.73 million MWh in the futures
market.

On September 10, 2001 started trading 12-
month futures. Contracts with expiries over
the next three years are currently available
for trading. EEX thus expands its product
family in the futures market to include new
products like those that are used in the OTC
(over-the-counter) market. The three-month
(quarter-end) futures will be launched in
the fourth quarter this year with trading
simulations starting November 8, 2001.

As of the introduction of the new products,
trading in the EEX futures market will start
one hour earlier, at 9:00 a.m. instead of
10:00 a.m. In addition, EEX has two new
members: Total Fina Elf Gas and Power
Ltd., London, and Acton Energy GmbH,
Frankfurt. Both firms will participate in the
spot and futures markets.

For more information, please contact the
EEX-Hotline, T +49 (0)69-21 01-18 90,

e-mail:eex@exchange.de.

Dates in October and November
October 21-23

MAR Hedge's 8" International Conference
on Hedge Fund Investments
Southampton Princess Hotel, Bermuda
October 21-24

Canadian International Futures & Options
Conference, Chateau Montebello
Montebello, Quebec

October 25-26

European Fixed Income Summit,

Marriott Hotel, Amsterdam

November 6-7

FOW's Derivatives Exhibition

The Furama Hotel, Hong Kong
November 11-14

Alternative Investing Summit

Sawgrass Marriott Resort, Ponte Vedra,
Florida

November 27-20

FIA's 17" Annual Futures & Options Expo
Hyatt Regency, Chicago

Seminars for Private Investors
November 20-22

Dolder Grand Hotel, Zurich
November 28-30

Neue Borse, Frankfurt

Your feedback is important to us!

The X-pand team has set up a new mailbox:
Xpand.feedback@eurexchange.com. If you would like to provide us

with feedback about our newsletter, please send us an e-mail.




Trainingscenter Training & Education Derivatives Market

Course October November
Special Courses Eurex — 22 Paris 12 London
Clearing Fundamentals
Colloquium for 29-30 Chicago 08 Paris
Eurex Trader Examination 31 London 26-27 Chicago
System Training Eurex — 25 Chicago 12 Paris
Courses Technical Training 26 Chicago
VALUES API - Introduction 08 London
12 Chicago
13 Chicago
14 Chicago
Eurex — 26 Paris
System Training Security 22 London
Eurex — 25 Paris 01 Chicago
System Training Trading 13 London
22 Paris
Eurex Bonds — 18 London 02 Paris
System Training Trading 15 London
Eurex — 23 Paris 02 Chicago
System Training Clearing 14 London
23 Paris
Examinations/ Eurex Trader Examination 15 Helsinki 05 Chicago
Tests 16 London 06 Chicago
17 London 07 Chicago
19 Hong Kong 19 Helsinki
29 Paris 20 London
30 Paris 21 London
31 Paris 26 Paris
27 Paris
Eurex Clearer Test 15 London/Helsinki 07 Chicago
22 Chicago 19 London/Helsinki
29 Paris 26 Chicago/Paris

m new/changed

Both the Trainingscenter and the Eurex Repo training teams are happy to personally answer any questions you might have concerning
training courses and registration. Additional course information is available on the Trainingscenter's learning portal http://trainingscenter.
deutsche-boerse.com or on the Eurex Repo website www.eurexrepo.com.

Take advantage of our special offer and save EUR 25 per course by registering online via the learning portal.

Deutsche Borse AG, Trainingscenter, D-60485 Frankfurt am Main, Trainingscenter Hotline: T +49 (0)69-21 01-37 67

http://trainingscenter.deutsche-boerse.com

Eurex Repo, Selnaustrasse 30, CH-8021 Zurich, Hotline: T +41 (0)1-229-24 24 (Switzerland), e-mail: funchelp@eurexrepo.com

www.eurexrepo.com
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