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To: CBOE Members 
 
From: Office of the Chairman 
  
Date: March 13, 2008 
 
Re:  Exercise Right Settlement Discussion 
 
 

As you know, the Office of the Chairman has been exploring the possibility of settling 
the exercise right litigation, which was filed as a potential class action by former exerciser 
members, the Board of Trade and CME (after CME acquired CBOT).  We have not previously 
informed the membership about the details of those negotiations because the parties had agreed 
to keep those discussions confidential unless and until there was a settlement proposal that each 
side was prepared to recommend.  However, the plaintiffs’ representatives have publicly 
revealed material details about our proposal, so it is appropriate to make sure that the 
membership has complete and accurate information about that proposal. 

The reasons we are willing to consider settlement relates more to matters of timing than 
to litigation concerns.  Our litigation position is strong, but there are risks in any litigation.  The 
SEC approval order improved our litigation position, but there are still open issues that will be 
addressed by the Delaware court.  While settlement would allow us to avoid litigation risks, our 
principal reason for considering settlement at this time is that settlement would free us to proceed 
with demutualization much more quickly than would be possible if we litigated to an eventual 
successful conclusion.  We believe that the opportunity to demutualize and to consider 
subsequent strategic transactions at an earlier time has value to seat owners and, at the right 
financial level, could justify settlement. 

Of course, any settlement proposal would be subject to approval by CBOE’s 
membership.  Although confidentiality constraints precluded us from conferring broadly with the 
membership about settlement, we consulted with floor directors and received advice from our 
legal and financial advisors during the settlement process. 

With that background, these are the key terms of the settlement proposal that CBOE 
management made on February 20, 2008:  

• In connection with CBOE’s demutualization, qualifying class members would have 
shared pro rata in a pool of equity comprising 15% of CBOE’s total equity and a pool of 
$250 million in cash. 



• No individual participant would have received more equity than 33% of the equity that a 
seat owner received or more than $500,000 of the cash. 

• We proposed a set of criteria for defining who would be a qualifying class member, but 
we expressed flexibility on that issue (because, with pooling, CBOE’s exposure would 
not depend on the number of qualifying participants).   

Contrary to statements we have heard, nothing about our proposed caps or other 
conditions undermined the value of the settlement or imposed costs on the settlement.  In fact, 
the caps we proposed would have come into play only in the unlikely event that fewer than 500 
persons, out of a potential 1331 class members, would have qualified to participate in the 
settlement.      

Instead, the disagreement was about the financial terms of the settlement.  We had made 
clear on February 20 that our offer was subject to CBOE membership approval and that it was 
possible that the membership would not accept it.  We further stated that we believed it would be 
highly unlikely that the membership would accept a higher equity component and we therefore 
had no more equity to offer.  Notwithstanding our clear position on that issue, plaintiffs proposed 
a counteroffer on March 4 that contained both a substantially higher equity component and a 
substantially higher cash component.  Upon hearing the counteroffer from the plaintiffs’ 
representatives, we determined there was no basis for further discussions at this time, and we 
immediately left the March 4 meeting.  In light of plaintiffs’ rejection of CBOE’s settlement 
proposal, CBOE’s proposal is off the table. 

We remain open to reconsider settlement if plaintiffs are willing to discuss settlement 
within our stated financial range.  However, because the value of settlement derives principally 
from the increased speed with which we could demutualize, settlement becomes less attractive as 
the time to a litigated solution shortens.  As always, though we may discuss settlement with 
plaintiffs in the future, any settlement proposal will be presented to the membership and will 
become effective only if the membership approves it.  

 Please feel free to e-mail us with any questions or comments.  
 

                 
Bill Brodsky   Ed Tilly  Brad Griffith   Ed Joyce 
Chairman and    Executive    Vice Chairman  President and 
Chief Executive Officer  Vice Chairman     Chief Operating Officer 
brodsky@cboe.com      tillye@cboe.com griffith@cboe.com  joyce@cboe.com              
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This communication shall not constitute an offer to sell or the solicitation of an offer to buy any securities, nor shall there be any sale of 
securities in any state or jurisdiction in which an offer, solicitation or sale would be unlawful prior to registration or qualification under the 
securities laws of any such state or jurisdiction. No offering of securities shall be made except by means of a prospectus meeting the requirements 
of Section 10 of the Securities Act of 1933, as amended. 
 
In connection with the proposed restructuring transaction, CBOE Holdings, Inc. (“CBOE Holdings”) has filed certain relevant materials with 
the United States Securities and Exchange Commission (SEC), including a registration statement on Form S-4. Members are encouraged to read 
the registration statement, including the proxy statement/prospectus that are a part of the registration statement, because it contains important 
information about the proposed transaction. Members are able to obtain a free copy of the proxy statement/prospectus, as well as the other 
filings containing information about CBOE Holdings and the Chicago Board Options Exchange, Incorporated (“CBOE”), without charge, at the 
SEC’s Web site, http://www.sec.gov, and the companies’ website, www.CBOE.com.  In addition, CBOE members may obtain free copies of the 
proxy statement/prospectus and other documents filed by CBOE Holdings or the CBOE from CBOE Holdings by directing a request to the Office 
of the Secretary, CBOE Holdings, Inc., 400 South LaSalle Street, Chicago, Illinois 60605. 
 

CBOE Holdings, the CBOE and their respective directors, executive officers and other employees may be deemed to be participants in the 
solicitation of proxies in connection with the proposed transaction. Information about the directors and executive officers of CBOE Holdings and 
of the CBOE is available in the prospectus/proxy statement. 
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