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Information Circular IC06-41 

 

Date: March 31, 2006 

 

 

 

Steps to Changing CBOE’s Business Model    

                

WHERE WE’VE BEEN  

Non-Profit Membership Organization 

CBOE has always been (and is today) a membership, or mutually owned, organization, 

meaning the Exchange is owned by seat holders or seat owners who either trade from or 

rent out their seats.  Until January 1, 2006, CBOE operated as a non-profit membership 

organization. That is, CBOE did not endeavor to maximize profits for the Exchange 

itself, but to create profit opportunities for its members. CBOE members, in turn, funded 

the operation of the Exchange through dues and fees. In that sense, the Exchange’s 

operation was similar to that of a large condominium association, whereby the owner of 

an individual unit (like a seat owner) pays assessments or fees to an association for 

common maintenance and enhancements. The prices of individual units may fluctuate, 

and the owners may rent them or sell them at a profit, but the association (like the 

Exchange) does not seek to maximize its own profits.  Surplus fees, in fact, are plowed 

back into the general building fund, or in the case of CBOE, to the Exchange itself.   

 

WHERE WE ARE NOW  

For-Profit Membership Organization   

In January 2006, CBOE began its transition to a for-profit business.  Although CBOE is 

still a membership organization that seeks to create profit opportunities for seat owners 

and members, we have shifted our business plans to emphasize maximizing profits for the 

Exchange as well. This transition period recognizes the dual interest of owners as both 

members and “shareholders,” while recasting our non-owner members as “customers.” 

As an institution, we must demonstrate the ability to operate profitably before taking the 

Exchange to the next level, which is a demutualized, for-profit entity.   

 

WHERE WE ARE GOING  

Demutualized, For-Profit Business   

As a membership organization, CBOE is mutually owned. The demutualization process 

converts member seats into shares, whereby seat owners become shareholders in CBOE.  

Currently, seat owners derive revenues from access – an owner may use his seat to trade 

for his own account or company, or an owner may generate income though leasing his or 

her seats. Following demutualization, CBOE seat holders would become shareholders, 

thereby deriving profits based on the performance of the Exchange itself.  

Demutualization would also enhance CBOE’s strategic agility. The Exchange could more 

readily pursue potential mergers and alliances with similarly structured companies 

(CBOE’s potential partners are likely to be for-profit, share-based entities.).  
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WHAT MAY FOLLOW 

Publicly-Owned, For-Profit Business  

The conversion of seats to shares would also provide CBOE with the option to become a 

publicly held company with shares that could be bought and sold on stock exchanges 

following an IPO (initial public offering). The CME, CBOT, ISE and NYSE, following 

its merger with the Archipelago Group, are now all publicly traded companies.  

 

Frequently Asked Questions:  

 

What was the rationale for CBOE to go “ for–profit”?    

 

A for-profit CBOE helps to better harness and focus our collective efforts.  At CBOE we 

have had to service a number of different constituencies, often with conflicting priorities.  

The for-profit model distinguishes between those members who are owners and those 

members who are our customers.  Additionally, Exchange profitability provides staff and 

owners with a common bottom line, which will help to better focus our collective efforts.  

A for-profit CBOE also drives our overall goals and objectives.  CBOE’s 2006 corporate 

goals are more targeted and quantifiable, with specific metrics to measure performance.        

 

The for-profit model can enable CBOE to react more quickly to competitive challenges.  

For instance, CBOE greatly scaled back its membership committee structure in order to 

streamline the Exchange’s decision-making process.   The for-profit mode of operating 

also increases our ability to pursue a wider range of business alliances more easily than 

before. For instance, CBOE recently announced a partnership with HedgeStreet, which 

potentially can generate revenues for CBOE but will not, necessarily, create a profit 

opportunity for members. 

 

 

What is the rationale for CBOE to demutualize?  

 

A conversion from seats to shares provides CBOE with greater strategic agility.  The 

Exchange world is currently in a state of great flux and, practically speaking, our current 

structure makes it very difficult to negotiate with potential partners.   Most companies, 

and most major exchanges, are valued in shares and run as for-profit businesses, making 

it extremely difficult, if not impossible, for them to merge their business model with that 

of a mutually owned membership organization.  In a sense, CBOE cannot negotiate in the 

same currency as its competitors or its potential allies and partners, the vast majority of 

which are all share-based.  Demutualization would enable CBOE to better showcase its 

strengths and to more readily seize strategic opportunities.   

 

In addition to enhancing CBOE’s “strategic optionality,” another important reason for 

converting seats to shares concerns the distribution of Exchange profits to its owners.  As 

mentioned, CBOE seat owners, as part of a mutual membership organization, derive 

income strictly from the trading opportunities afforded by their seats, or by income 

received from the lease of their seats.  The conversion of seats to shares, however, will 

enable CBOE owners to share in the profits of the Exchange (now a for-profit enterprise) 
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itself.  The conversion of seats into shares provides a way to more efficiently distribute 

dividends and provides owners with another revenue stream.     

 

Obviously, the more profitable the Exchange becomes, the greater the revenues will be, 

which circles back to the importance of owners and staff working toward a common 

“bottom line” of exchange profitability.  In that sense, we are all pulling on the same 

rope, with our collective efforts focused on the success of the Exchange itself.    

 

Why might CBOE want to become a publicly traded company? 

 

Going public unlocks the value for seat holders.  In a publicly traded CBOE, shareholders 

could sell off any number of shares they own in CBOE. An owner of a CBOE seat cannot 

sell any portion of that seat, he or she can only sell the seat in its entirety, whereas a 

shareholder could liquidate a portion of shares and still maintain an investment in CBOE.  

 

By becoming a publicly traded company CBOE could tap into the public markets and sell 

stock to raise capital to fund new projects. Without this ability, CBOE could be 

disadvantaged by competitors who are able to raise funds (and thereby finance new 

competitive initiatives) through the sale of stock.   

 

How long would it take for CBOE to demutualize?  

 

The complete process can take a long time. CBOE is on track to submit a required rule 

filing, called an S-4 Rule Filing, to the SEC this summer (3
rd
 quarter 2006).  In the S-4, 

we detail how we propose to structure a demutualized CBOE.  Typically an S-4 review 

by the SEC takes 6-9 months (1
st
 quarter 2007). After the S-4 has been reviewed and 

approved by the SEC, it will be presented to the membership and then taken to a 

membership vote (2
nd
 quarter 2007). These timeframes are very rough estimates intended 

only to give a sense of what a potential timeline might look like. Based on the 

experiences of other membership-based exchanges that have demutualized, the process 

can be longer, particularly if legal challenges arise.  

 

How much longer would the process take in the event of an IPO?  

 

Another 6-9 months would likely be needed after demutualization in order to prepare for 

an IPO (1
st
 quarter 2008), if CBOE shareholders elect to go down that path.  

 

 


	\376\377\000I\000n\000f\000o\000r\000m\000a\000t\000i\000o\000n\000 \000C\000i\000r\000c\000u\000l\000a\000r\000 \000I\000C\0000\0006\000-\0004\0001
	\376\377\000S\000t\000e\000p\000s\000 \000t\000o\000 \000C\000h\000a\000n\000g\000i\000n\000g\000 \000C\000B\000O\000E \031\000s\000 \000B\000u\000s\000i\000n\000e\000s\000s\000 \000M\000o\000d\000e\000l
	\376\377\000W\000H\000E\000R\000E\000 \000W\000E\000 \000A\000R\000E\000 \000N\000O\000W

	\376\377\000F\000o\000r\000-\000P\000r\000o\000f\000i\000t\000 \000M\000e\000m\000b\000e\000r\000s\000h\000i\000p\000 \000O\000r\000g\000a\000n\000i\000z\000a\000t\000i\000o\000n
	
	\376\377\000W\000H\000E\000R\000E\000 \000W\000E\000 \000A\000R\000E\000 \000G\000O\000I\000N\000G
	\376\377\000D\000e\000m\000u\000t\000u\000a\000l\000i\000z\000e\000d\000,\000 \000F\000o\000r\000-\000P\000r\000o\000f\000i\000t\000 \000B\000u\000s\000i\000n\000e\000s\000s

	\376\377\000W\000H\000A\000T\000 \000M\000A\000Y\000 \000F\000O\000L\000L\000O\000W

	\376\377\000P\000u\000b\000l\000i\000c\000l\000y\000-\000O\000w\000n\000e\000d\000,\000 \000F\000o\000r\000-\000P\000r\000o\000f\000i\000t\000 \000B\000u\000s\000i\000n\000e\000s\000s
	Frequently Asked Questions:
	\376\377\000W\000h\000y\000 \000m\000i\000g\000h\000t\000 \000C\000B\000O\000E\000 \000w\000a\000n\000t\000 \000t\000o\000 \000b\000e\000c\000o\000m\000e\000 \000a\000 \000p\000u\000b\000l\000i\000c\000l\000y\000 \000t\000r\000a\000d\000e\000d\000 \000c\000o\000m\000p\000a\000n\000y\000?
	\376\377\000H\000o\000w\000 \000l\000o\000n\000g\000 \000w\000o\000u\000l\000d\000 \000i\000t\000 \000t\000a\000k\000e\000 \000f\000o\000r\000 \000C\000B\000O\000E\000 \000t\000o\000 \000d\000e\000m\000u\000t\000u\000a\000l\000i\000z\000e\000?


