
 
 
       IC03-117 
DATE:  September 26, 2003 
 
TO:  CBOE Membership 
 
FROM:  Compensation Committee of the CBOE Board of Directors 
 
RE:  Compensation of the Members of the Office of the Chairman 
 
Recent publicity regarding the compensation process at the NYSE may have  raised questions 
regarding executive compensation at CBOE.  This memo addresses CBOE’s process for 
determining compensation and recent levels of compensation for the members of the Office 
of the Chairman at CBOE. 
 
As you know, Public Directors comprise fifty percent of CBOE’s Board of Directors, 
Compensation Committee, Audit Committee, and Executive Committee.  This assures 
significant independent input into CBOE’s decision-making processes and into the 
performance of its regulatory obligations.  This structure was implemented at the request of 
the SEC and adopted pursuant to a CBOE membership vote held in 2002.  CBOE’s Board 
includes 11 Public Directors and 11 industry (Member) Directors.  Candidates for these 
Board slots are nominated by a ten-person Nominating Committee, which is comprised of a 
cross section of the membership and representatives of the public.  Both CBOE’s Board of 
Directors and the Nominating Committee are elected by the CBOE membership. 
 
The Compensation Committee includes the Vice Chairman, the Lessor Director, the 
Chairman of the Financial Planning Committee, one or more Off-Floor Directors, and a 
sufficient number of Public Directors to constitute at least fifty percent of the members of the 
Committee.  The Chairman of the Board, with the approval of the Board, appoints the Off-
Floor Directors and the Public Directors to the Committee.  The Chairman of the 
Compensation Committee is a Public Director appointed by the Chairman of the Board.  The 
current members of the Compensation Committee are listed below. 
 

2003 CBOE Compensation Committee 
R. Eden Martin, Chairman  (Public Director) 

James R. Boris (Public Director) 
Mark F. Duffy (Vice Chairman of the Board) 

Daniel P. Koutris (Floor Director; Chairman of Financial Planning Committee) 
Richard F. Lynch (Firm Director) 

William R. Power (Lessor Director) 
Robert A. Rosholt (Public Director) 

Eugene S. Sunshine (Public Director) 
 
We believe that CBOE’s compensation process is responsible to our membership and fair in 
all respects.  As noted above, the Compensation Committee is comprised of individuals who 
represent all constituents within our exchange and also includes independent Board members 
who represent the public interest. 
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Q1. What is the process for determining compensation for the Office of the Chairman? 
 
A1. With respect to base salary, bonus, and pension benefits, the Compensation Committee is 
responsible for considering and making recommendations to the Board of Directors.  The 
Board of Directors makes the final decision on all compensation matters.  Evaluation of the 
individual’s performance is the key factor in determining compensation.  The Compensation 
Committee also considers external market compensation data (executive compensation levels 
at other exchanges, including CME and CBOT), direct CBOE member input (i.e., Financial 
Planning Committee), seat price data, seat lease rates, member profitability data, and CBOE 
financial and non-financial results.  The Committee has also, in the past, sometimes solicited 
the opinion of outside experts. 
 
 
Q2. How is individual performance of each member of the Office of the Chairman 
evaluated by the Compensation Committee and the Board of Directors? 
 
A2. Earlier this year, the Board modified the evaluation process of the Chairman and the 
President.  At the beginning of the fiscal year, each of these individuals prepares a draft set of 
detailed objectives or goals.  These include specific goals to be undertaken in the coming 
year that are critical to the immediate success of CBOE, as well as those objectives that can 
be described as ongoing and necessary to CBOE’s long-term viability.  These draft objectives 
are reviewed and discussed by the Compensation Committee, which may propose changes.  
After the draft objectives are agreed to by the individual and the Compensation Committee, 
they are subject to the review and approval of the Board of Directors.  Midway through the 
year, the Compensation Committee will meet with each person to discuss the progress made 
toward achieving the objectives and to modify the objectives, if necessary.  At the end of the 
fiscal year, each Board member has an opportunity to evaluate the performance of the 
Chairman and President.  The Compensation Committee then makes recommendations 
concerning all compensation issues on the basis of the Board’s evaluations of each 
individual, as well as on the other factors described above.  This modified evaluation process 
was adopted for the Chairman and President at the beginning of fiscal 2004 (July 1, 2003) 
and may be utilized for the Vice Chairman beginning January 1, 2004. 
 
 
Q3. What is the term of the members of the Compensation Committee? 
 
A3. All Compensation Committee members serve one or more one-year terms. 
 
 
Q4. Do any members of the Office of the Chairman have employment contracts? 
 
A4. Yes, both the Chairman and the President have an employment contract.  The 
Chairman’s most recent contract began on January 1, 2001 and ends on December 31, 2004.  
The President’s most recent contract began July 1, 2003 and ends on June 30, 2006.  The 
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Vice Chairman is elected each calendar year (or declared by the Board if there is only one 
candidate). 
 
 
Q5. What are the monetary terms of the contracts? 
 
A5. The Chairman has an annual base salary of $1,250,000 and the President has an annual 
base salary of $700,000.  Each individual is also eligible to receive a bonus at the end of the 
fiscal year.  Both individuals are also eligible to participate in CBOE’s retirement program.  
Details as to the amounts are set forth in A10 below.  Also, in the event that the Chairman or 
the President separate from CBOE, each of the individuals may be eligible to receive up to 
three years of compensation as a severance payment, depending on the reason for the 
separation. 
 
Q6. How do the Chairman and the President participate in a retirement program? 
 
A6. CBOE utilizes a defined contribution plan methodology for its employees.  This means 
that CBOE makes periodic payments to individual, self-directed retirement accounts.  Each 
individual is then responsible for investing those funds which will be used to fund retirement.  
Unlike a defined benefit plan, CBOE’s defined contribution plans do not guarantee any 
minimum rate of return on those funds, nor do they guarantee any minimum income level at 
retirement.  A portion of CBOE’s contribution to each executive’s pension is variable.  The 
total payment can range from 18% to 27% of the Chairman’s compensation and from 14% to 
22% of the President’s compensation.  The actual percentage of CBOE’s contribution is 
recommended each year by the Compensation Committee subject to the approval of the 
Board of Directors, and is based on the evaluations of each individual and other factors, 
including, member profitability, seat prices, lease rates, external market data, and CBOE 
financial results in the previous year.  If either the Chairman or the President were to leave 
CBOE now, the value of their retirement and deferred compensation accounts does not 
exceed $3.5 million. 
 
 
Q7. Do the Chairman and President participate in any other incentive compensation 
plans? 
 
A7. No. 
 
 
Q8. How is the Vice Chairman compensated? 
 
A8. The Vice Chairman, who is not considered a CBOE employee and may continue his/her 
CBOE related business, currently receives an annual stipend of $250,000.  The Vice 
Chairman is also eligible to receive a bonus at the end of each calendar year.  The amount of 
the bonus is recommended by the Compensation Committee and must be approved by the 
Board of Directors.  The Compensation Committee may utilize the same process in 
considering a bonus award for the Vice Chairman as it does for the Chairman and President.  
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The Vice Chairman does not participate in any CBOE sponsored pension plan, or any other 
CBOE benefits. 
 
 
Q9. Are the Chairman and the President able to defer any of their compensation? 
 
A9. Yes.  The Chairman and the President may defer up to 20% of their base salary and 
bonus.  As with their pensions, the deferred compensation is deposited into self-directed 
accounts and CBOE does not guarantee any interest rate or minimum rate of return. 
 
 
Q10. What is the recent compensation history for the members of the Office of the 
Chairman? 
 
A10. The total compensation broken down by category for the last three years is presented 
below. 
 
  

Year Base Salary
 

Bonus
Pension 

Contribution
FY03 $1,250,000 $250,000 $422,800

FY02 $1,250,000 -- $373,400
William J. 
Brodsky, 
Chairman & CEO 

FY01 $1,125,000 $750,000 $501,100

2003 $250,000 TBD (1) 
2002 $250,000 -- 

Mark F. Duffy, 
Vice Chairman 
 
 2001 $250,000 $175,000 

Not 
Applicable

FY03 $700,000 $200,000 $180,000
FY02 $650,000 -- $97,500

Edward J. Joyce, 
President & COO 
 

FY01 $600,000 $350,000 $180,500
 
(1) The Compensation Committee and the Board of Directors consider the issue of a bonus for the 
Vice Chairman at the end of the calendar year, coincidental with his term of office. 
 
 
Q11. How are members of CBOE’s Board of Directors compensated? 
 
A11. Each member of the Board of Directors (except for the Chairman and the Vice 
Chairman) receives a $2,225 stipend for each Board meeting attended.  With nine regularly 
scheduled meetings per year, a Board member, who attends all of the meetings, would 
receive $20,000.  In addition, Public Directors receive a fixed retainer of $10,000 per year.  
Public directors also receive $750 for each meeting of a Board committee/task force (Audit, 
Compensation, etc.) or $1,250 per meeting if the Public Director serves as the chairperson of 
the committee/task force. 


