February 5, 2002

To:
Options Advisory Committee

From:
Scott Hess, Co-Chairman


John McNamara, Co-Chairman

Re:
Committee Meeting 
Please be advised there is an Options Advisory Committee meeting scheduled for Monday, February 11, 2002, at 3:00 p.m. New York prevailing time in room 1012 at the New York Mercantile Exchange. A video conference will be established between New York and the NYMEX office in Houston, and a conference call will be established for all those wishing to participate from other locations. The agenda is as follows:

(1) Launch of Calendar Spread Options 

(2) Exchange of Options for Options

(3) Listing Options on eACCESS

If you have any questions or concerns please contact Matthew Schaefer at (212) 299-2612 or mschaefer@nymex.com, or Bob Biolsi at (212) 299-2610 or bbiolsi@nymex.com.  

February 5, 2002

To:
Options Advisory Committee

From:
Robert Levin

Re:
Exchange of Options for Options

During December 2001 the Exchange offered Exchange of Options for Options (“EOO”) on a temporary basis to facilitate transfer of OTC options, subject to counterparty credit risk, to the Exchange and its creditworthy clearinghouse.  EOOs work similarly to EFPs but apply to OTC options rather than cash-market positions.  In light of recent events, many market participants were very receptive to the program but initially found negotiating a price for transfers from specific OTC options positions to Exchange options to be challenging.  There were a number of reasons for this including differences in settlement mechanisms (cash-settle vs exercising into futures) and time of expiration.  The result was virtually no trading.  However, at month’s end, 2000 lots were transferred.

Since that time, additional discussions within industry has led to increased confidence that prices for EOOs could be more easily negotiated by relying on spread positions in options.  As such, industry interest in EOOs continues and the Committee is asked to consider recommending to the Board of Directors implementating for an extended time period on either a trial or permanent basis.
The benefits from introducing such a program include:

· Increasing use of the Exchange by better meeting industry needs

· Transferring positions from the OTC to Exchange-traded instruments

· Increasing trading opportunities that arise from liquidation of open-interest established through execution of EOOs.

Nonetheless, some market participants who rely exclusively on Exchange-traded instruments are skeptical about instruments like EOOs.  They are concerned that these instruments would be used to side-step the competition inherent in open-outcry to take advantage of the Exchange’s clearinghouse.  Notwithstanding these concerns, which are legitimate to raise, the Exchange’s experience to date with EFSs in natural gas (introduced November 1, 2001) has been positive: OTC positions have been transferred to the Exchange; volume has been enhanced; open-interest has increased; and there has been no perception of using EFSs to side-step open-outcry.

Based on the positive experience with EFSs in natural gas to date and the overall goal of the Exchange to increase its business, staff recommends adopting EOOs on at least a trial basis.

February 5, 2002

To:
Options Advisory Committee

From:
Matthew Schaefer


Bob Biolsi

RE:
Commodity Codes and Strike Price Intervals for Calendar Spread Options

Below are commodity codes and strike price intervals for WTI Crude Oil, Brent Crude Oil, Natural Gas, Unleaded Gasoline, and Heating Oil Calendar Spread Options.

Table 1. CSO Commodity Codes



Duration of Spread

Commodity
Lead Symbol
1M
2M
3M
Jun – Dec

Dec. – Jun
Dec. Dec.

WTI 
W
WA
WB
WC
WM
WZ

Brent
A
AA
AB
AC
AM
AZ

Natural Gas
I
IA
IB
IC



Unleaded Gas
Y
YA
YB
YC



Heating Oil
F
FA
FB
FC



Table 2. CSO Contracts To Be Listed

WTI
All combinations of the first four nearby months, Jun-Dec1, Dec-Jun1, Dec-Dec1.

Brent
All combinations of the first four nearby months, Jun-Dec1, Dec-Jun1, Dec-Dec1.

Natural Gas
All combinations of the first four nearby months, Jan-Feb1, Feb- Mar1, Mar-Apr1, Apr-May1.

Unleaded Gas
All combinations of the first four nearby months.

Heating Oil
All combinations of the first four nearby months.


 Spread will be listed in addition to all combinations of the first four nearby months, with the exception the spread is one of the latter, going out one year from present date. 

Table 3. CSO Strike Price Intervals

Commodity
Narrow Strike Price Interval (10 Above and Below ATM)
Wide Strike Price Interval (5 Above (Below) Highest (Lowest) Narrow Strike) 
Coverage from ATM Strike

Crude Oil
0.05
0.10
$1.00

Heating Oil

Unleaded Gas
0.001
0.002
$0.02

Natural Gas
0.01
0.02
$0.20







