
  
        Information Circular IC04-40 
Date:  March 15, 2004 
 
To:  CBOE Membership 
 
From:  Bill Brodsky, Chairman and CEO 
  Ed Tilly, Vice Chairman 
  Ed Joyce, President and COO 
 
Re:  CBOE Plan for the Purchase of CBOT Exercise Rights 
 
In December 2003, CBOE Membership was informed of a plan to reduce the number of CBOT exerciser 
memberships via an offer to purchase CBOT exercise rights.  The proposal, which had been developed by a 
CBOE Working Group1 over an eighteen-month period, involves CBOE potentially utilizing a significant 
amount of financing to purchase up to one thousand (1,000) CBOT exercise rights.  The proposal is based on 
an agreement that was entered into by CBOE and CBOT in December, 2003, which provided for the 
issuance by CBOT, at the request of any CBOT Full Member, of a transferable “Exercise Right Privilege” 
that represents the exercise right component of every CBOT Full Membership.  On February 12, 2004, the 
CBOT Membership approved rule changes to implement that agreement, and on March 2, 2004, the CBOE 
Board of Directors authorized the exchange to proceed with this plan.  However, due to the significant debt 
that CBOE may incur and its possible impact on CBOE’s balance sheet and operating budget, your Board of 
Directors is seeking CBOE Membership endorsement of this purchase offer proposal and the related 
financing arrangements before proceeding with this transaction. 
 
On March 8, 2004, a membership meeting was held which addressed many of the issues and details of the 
proposed purchase offer to CBOT members.  The following pages represent a summary of the questions and 
answers that were discussed during the meeting.  Also enclosed for your reference is a document titled “A 
Brief History of the CBOT Exercise Right”.  This document, which was first distributed in August 2001, 
gives the reader a detailed background of the history of the exercise right.  
 
Your endorsement of this transaction will be sought during a special meeting of the membership (vote) 
scheduled for April 19, 2004.  We will hold at least one additional general membership meeting to discuss 
this issue in the coming weeks.  The next general membership meeting is scheduled for Monday, March 
29th at 3:30 PM.  For members who are unable to participate in person, we have made arrangements 
for members only to participate by telephone.  Members may participate by calling 1-800-640-5128, 
passcode: Markets, conference leader: Ed Provost.  To help reduce the waiting time experienced by 
Members and to ensure that everyone is on line by 3:30 p.m., Members should begin calling in as early 
as 3:15 p.m. on the day of the meeting.  As participants dial in, they will be instructed to press the 
“star” (*) key and then the number “1” on their touch-tone telephone if they wish to ask a question 
during the meeting.  However, our telecommunications provider has also informed us that if a party is 
listening to the meeting on a speakerphone, and if they wish to ask a question, that party should pick-
up their handset to enter “star” (*) “1” as opposed to doing so while the speakerphone is active.  It is 
possible that the tone would not be recognized by the system if it were being transmitted while the 
speakerphone was in use.  Should any member experience teleconference complications during the 
meeting, we ask that they please call 312-735-6112 where a teleconference administrator will be 
readily available to assist.  

                                                 
1 The members of the Working Group are William Brodsky (CBOE Chairman and CEO), James Boris (CBOE Public Director), 
Alan Dean (CBOE Chief Financial Officer), Mark Duffy (CBOE Floor Director and former Vice Chairman), Richard DuFour 
(CBOE Executive Vice President for Corporate Planning), Daniel Koutris (CBOE Floor Director and Chairman of the Financial 
Planning Committee), William Power (CBOE Lessor Director and Chairman of the Lessors Committee), John Smollen (CBOE Floor 
Director), Eugene Sunshine (CBOE Public Director) and Edward Tilly (CBOE Vice Chairman). 
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Membership Meeting, March 8, 2004 – Questions & Answers 
 
What is the CBOT Exercise Right? 
The CBOT exercise right entitles the holder of every CBOT full membership to all rights and 
privileges of CBOE membership including the right to trade at CBOE and the right to take part in 
CBOE business, such as voting on matters before the membership and participating in any potential 
dividends or distributions. 
 
What are the primary benefits of this transaction? 
For the first time in our history, CBOE will gain some level of control over trading access by 
reducing the number of CBOT exercise rights.  The reduction of exercise rights will also cap 
potential seat dilution by limiting the number of exercise rights that can be used to trade our 
products.  It will afford CBOE the strategic flexibility that it needs to be competitive in the future.  
And finally, it will provide CBOE owners with more significant control over CBOE’s future.  For 
CBOE, this transaction is the key first step in establishing its independence from CBOT. 
 
What are the details of the proposed purchase offer? 
CBOE will direct the purchase offer to all 1,402 CBOT Full Members.  We will offer $100,000 for 
each exercise right.  CBOE will be obligated to purchase every exercise right tendered up to 500 
exercise rights and may purchase more depending on the response of CBOT members and CBOE’s 
financing capacity, but in no case will CBOE purchase more than 1,000 exercise rights.  CBOE will 
rely primarily on newly acquired bank debt or private placement financing but may draw on working 
capital reserves for some of the cash outlay.  The purchase offer will be opened to CBOT members 
shortly after CBOE membership approval.  
 
Why $100,000 per exercise right?  
CBOE believes that $100,000 represents a modest premium to the value of the exercise right based 
upon the analysis of our investment bankers, the views of the Working Group and current seat and 
lease prices.  To attract a high degree of interest from CBOT owners, CBOE’s offer needs to reflect a 
premium to the valuation arrived at in our models.  
 
Is CBOE or CBOT providing valuation guidance? 
No.  Neither CBOE nor CBOT is providing CBOT full seat owners with valuation guidance, nor can 
they provide investment advice or recommendations with respect to a CBOT full seat owner’s 
decision to participate in this transaction.  CBOT full seat owners must make their own decision as to 
whether or not to participate in the purchase offer.  Participants in the transaction should be aware 
that there has never been a market-determined price for the exercise right. 
 
Is the CBOT exercise right equivalent to a CBOE seat? 
No.  The holder of an exercise right, unlike the holder of a CBOE seat, has no rights of access to 
CBOE nor any other rights of CBOE membership unless he is also the holder of a CBOT full 
membership.  Thus, unlike a CBOE seat, which is freely transferable, the rights represented by an 
exercise right cannot be transferred separate and apart from the transfer of a CBOT full membership. 
 
Why is CBOE obligating itself to purchase 500 exercise rights? 
CBOE has decided to commit to purchase up to 500 exercise rights, if offered, to provide CBOT 
members with the assurance that participation in the offer will most likely mean that CBOE will 
purchase the exercise right if tendered.  CBOE limited this commitment to 500 exercise rights as 
CBOE intends to secure only $50 million in underwritten financing in the form of bank debt.  Above 
$50 million, CBOE will be seeking additional capital on a best efforts basis via a private placement.  
If more than 500 exercise rights are offered and if CBOE determines to accept them, payment for 
these additional exercise rights will be contingent on CBOE securing this financing. 
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Why a maximum of 1,000 exercise rights? 
Based on current and projected financial performance, CBOE has no more than $100 million in total 
financing capacity.  With $100 million in financing capacity and a $100,000 exercise right offer 
price, CBOE is limited to a purchase offer cap of 1,000 exercise rights. 
 
Is the purchase of 500 or even 1,000 exercise rights sufficient to justify this transaction? 
With each exercise right purchased, CBOE members will own a greater share of their exchange and 
can enjoy a greater percentage of its value.  CBOE believes that reducing the number of exercise 
rights would benefit CBOE and its members.  Reducing the number of exercise rights protects 
members from additional dilution of trading profits and seat prices.   
 
What will CBOE do with the exercise rights it purchases? 
CBOE will extinguish any exercise rights it purchases.  The transaction is intended to eliminate 
exercise rights, so there will be no need to retain them.  In the unlikely event that CBOE needs 
additional access rights, the CBOE membership could vote to create additional access rights at some 
point in the future. 
 
How will the transaction be financed?  
We are in final negotiations with Bank of America to provide financing for the transaction.  For a 
transaction up to $50 million, CBOE intends to finance the transaction with bank debt.  If the 
transaction exceeds $50 million, CBOE intends to complete a private placement of senior notes to 
fund the purchase of exercise rights. 
 
What would be a successful purchase offer for CBOE? 
CBOE believes that it has already achieved a major objective in gaining CBOT consent to separate 
the exercise right from a CBOT full seat.  For the first time in its history, CBOE will have the 
opportunity to purchase exercise rights separate from a CBOT full seat.  A successful purchase offer 
begins with a single exercise right being purchased and a market for exercise rights being 
established.  While we hope to purchase up to 1,000 exercise rights, CBOE cannot predict CBOT 
participation in the offer process. 
 
How will you repay this debt? 
CBOE expects to repay this debt from its current and future operating income. 
 
Will CBOE increase fees to pay for this? 
No.  Based upon our current financial projections, CBOE does not expect to need additional member 
support to repay this debt.  Before CBOE would ever assess its members, it would reduce costs and 
capital expenditures where prudent.  In addition, CBOE would utilize a portion of its cash on hand to 
repay the debt.  Following that, if CBOE could still not cover its debt service, CBOE would assess 
CBOE seat owners and any remaining active CBOT exercise right members. 
 
What if your financial projections are wrong? 
CBOE has analyzed its ability to repay this debt over a number of possible future scenarios including 
those where CBOE financial performance declines markedly.  If our financial projections are 
incorrect, and after all other prudent steps were taken to repay this debt without requiring additional 
financial assistance, CBOE would assess CBOE seat owners and the remaining CBOT exercisers.  
We will include a plan with your ballot materials that we will ask you to approve. 
 
What alternatives to a purchase offer did CBOE consider? 
CBOE considered a number of alternatives to a purchase offer for exercise rights.  The Working 
Group considered the purchase of CBOT full seats with a subsequent resale of such CBOT seats 
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without the exercise right.  Another alternative considered was the exchange of partial CBOE seats or 
trading permits for the exercise right.  CBOE considered and rejected these and other alternatives in 
favor of a purchase offer.  These alternatives would be more expensive and take longer to execute 
than a purchase offer.  Moreover, any alternative that created additional CBOE seats or trading 
permits would have a negative impact on CBOE seat and lease prices.  For example, CBOE currently 
faces potential dilution from the over 1,000 unexercised CBOT full seats.  If CBOT full seat owners 
were to accept conversion of these exercise rights into partial CBOE seats, that potential dilution 
would immediately become actual dilution weighing down CBOE seat prices and lease rates, as well 
as diminishing the trading opportunity on CBOE.  Lastly, the Working Group believes that cash 
consideration is more attractive to CBOT full seat owners, and therefore more likely to succeed. 
 
Why are we doing this now? 
CBOE must initiate the purchase of exercise rights to create the strategic flexibility it requires to 
keep up in a rapidly evolving marketplace.  CBOE currently enjoys a low number of CBOT 
exercisers; currently there are 389 versus a ten year historical average of 536 and peak of 725 in 
December 2000.  We believe that CBOT full seat owners who are not currently exercising will be 
more likely to participate in this transaction.  In addition, the current interest rate environment 
reflects historical lows and interest rates are only likely to increase going forward.  Furthermore, 
CBOE is in excellent financial condition after years of cost cutting to improve the efficiency of the 
business.  Also, business conditions in the equity option markets may be improving over the near 
term.   
 
What is the date of membership vote? 
The date of the special membership meeting is set for April 19, 2004.  The ballot materials for the 
special membership meeting will be mailed to voting members on March 24, 2004.  Pursuant to CBOE 
Constitution Section 3.8, the record date for this vote is the close of business on March 23, 2004 ("Record 
Date").  All voting members who are effective at the close of business on the Record Date will be entitled 
to vote at the special membership meeting.  At least one additional general membership meeting will 
be held to answer members questions concerning this proposal.  The next membership meeting is 
scheduled for Monday, March 29th at 3:30 PM.  Additionally, we will be meeting with smaller 
groups of members, such as the Lessors Committee, prior to the date of the membership vote. 
 
Why is CBOE seeking member endorsement? 
While CBOE’s rules do not require us to seek member endorsement for this transaction, CBOE is 
only prepared to make this major step and incur this significant liability if its members believe it is in 
the best interest of CBOE and our members to do so. 
 
Where do I go for more information? 
You may speak to any member of the Working Group or you may contact any of the individuals on 
the following list. 
 
Name Phone E-Mail
Alan Dean  
Chief Financial Officer 

(312) 786-7023 dean@cboe.com
 

Ed Tilly 
Vice Chairman 

(312) 786-7088 tilly@cboe.com
 

Dan Koutris 
Chairman, Financial Planning Committee 

(312) 379-2641 fpc@cboe.com
 

Bill Power 
Chairman, Lessor Committee 

(773) 859-0206 lpark@rcn.com
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