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Case Study

CME GROUP USES ORC TRADING
FOR ADVANCED OPTIONS ANALYTICS,
FURTHER ENHANCES CUSTOMER SERVICE

INTRODUCTION

CME Group (CME] is the world's largest and most diverse
derivatives exchange handling over three billion contracts
per year worth more than $1,000 trillion. CME Group’s elec-
tronic trading platform, CME Globex®, carries over 80% of
CME Group’s total volume.

To continue to support this mas-
sive amount of trading, which
can be as much as 26 million
contracts a day, the exchange’s
CME Globex Control Center
(GCC) has added Orc Software’s
advanced trading platform, Orc
Trading, as another tool to price
options on futures.

The GCC is the Market Op-
erations and Customer Service
desk for trading on CME Globex
and handles inquiries, issues
and support requests from registered customer contacts for
all components of the CME Globex platform. The addition of
Orc Trading has provided a reliable tool in helping the GCC
derive accurate pricing for options on futures contracts and
to provide the services in options valuations its customers
demand while handling the increasing trading volumes CME
Group generates.

Orc Trading is now one of the software applications the GCC
uses to accurately and quickly price thousands of options on fu-
tures contracts on U.S. Treasuries, foreign exchange, and equity
indexes with volumes of almost 100 million trades per year.

“ Orc Trading has provided a
reliable tool in helping the GCC
derive accurate pricing for options
on futures contracts and to provide
the services in options valuations its
customers demand while handling
the increasing trading volumes
CME Group generates.,,

HOW ORC TRADING IS USED

In November 2008, CME Group deployed Orc Trading, which
was a novel use of the Orc Trading system as most customers
today are those that trade on exchanges like CME Group. Orc's
advanced derivatives trading functionality includes numerous
pricing and volatility models, which
gives the GCC the flexibility to use
the models that most accurately
value each instrument. In addition,
Orc Trading’s volatility manage-
ment functionality gives the GCC
the ability to tune these models

to their specifications, ensuring
accurate, quick, and easy pricing
when analyzing erroneous trades.

Orc Trading helps determine the
prices derived by the volatility
skews and displays these prices
in “tradable ticks” so that the
GCC staff can quickly see where
an instrument should be valued. As the markets move, Orc
Trading updates the price in these same ticks to make it
easy to understand how the market is moving.

CME Group does not take a position on the fair market price
of an instrument. Instead, CME Group takes market prices
and builds a sophisticated volatility curve to fit these prices.
This volatility curve allows CME Group's GCC to see what
the value of a given point along that curve should be based
on that model. Trades that fall outside a given range around
the exchange's “market” price, also known as a “price
band”, are automatically rejected.
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Orc Trading window with June
E-Mini S&P Options

The key issue for the GCC is both the accuracy of their
models in determining the width of the price bands as well
as the time it takes to analyze a trade and return a decision.
Timing is important both from the trader’s perspective, who
needs to know exactly where they stand on a trade in order
to continue participating in a market, as well as for the GCC,
where error trade resolution productivity is important to be
able to handle the large trading volumes generated on CME
Globex.

Observing CME Group's options markets by the GCC re-
quires a pricing model that is both flexible and robust. This
pricing model needs the ability to adapt to changing market
conditions in real time. Based on these real-time, trans-

parent, actionable markets, the GCC can derive a volatility
skew which is then used to determine fair market option
values. CME Group had undertaken this critical challenge
in the past using in-house systems. However, with growing
trading volumes and the expansion of its markets, the GCC
implemented various other tools, including Orc Trading,

to help improve their team’s productivity in deriving daily
settlements with the same accuracy, but with less overall
time required. Also, with CME Group customer firms us-
ing increasing sophisticated tools for pricing, CME Group
needed similar sophistication in their pricing to serve their
trading community.
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RESULTS

The addition of Orc Trading as one of the tools used within
the GCC gave the exchange both time savings for the team
as well as the ability to handle the tremendous trading

volumes generated. Orc Trading has proven itself capable
of handling thousands of instruments simultaneously with
real-time, and most importantly, accurate pricing. As CME

Group continues to expand, it can effortlessly scale and add
more instruments quickly, easily, and accurately.

Orc Trading delivers powerful and reliable trading tools for the global financial
industry, with strong analytics, automated trading functionality, unmatched
liquidity access on 100+ markets, high performance cross-asset trading
capabilities, ultra-low latency and risk management for electronically traded
derivatives.

CONCLUSION

CME Group's addition of Orc Trading provided numerous
benefits to the exchange and its customers. Amid CME
Group’s continued growth, the need for fast and accurate
pricing information can only be expected to grow. With Orc
Trading, the exchange has adopted an additional solution
that gives them the ability to quickly price the growing num-
bers of instruments accurately and in real-time. Meeting
the needs of their customers is critical and Orc Trading is
helping them achieve this goal.
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