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BUSINESS

Years after its local ri vals
cashed in during a W all
Str eet boom, the Chica go
Boar d Options Ex change has
finall y gotten on track f or
demutualiza tion, setting the
stage for a potential initial
public offering or acquisition
of the home grown deri va-
tiv es mar t.

In a notice from its Of fice
of the Chair man , the ex-
chang e said it has settled a
legal case in volving Chica go
Boar d of T rade members
who held trading pri vileges
stemming fr om the CBOE's
founding in the 1970s . It was
the final skirmish in a le gal
battle that has dela yed the
CBOE's long-planned con ver-
sion fr om member go vern-
ance.

Under ter ms of the deal,
CBOE along with CME
Group Inc ., whic h acquir ed
the Board of Trade in 2007,
would eac h pay a little mor e
than $2 million to se ven indi-
viduals or firms tha t had
contested a pr evious settle-

ment. The a greement, an-
nounced Monday e vening,
hing es on approv al fr om the
Delawar e Supreme Court b y
Dec. 14.

ªSettlement of the a ppeals
would elimina te all r emain-
ing litig ation impediments to
demutualiza tion within da ys
or w eeks instead of months ,
and would a void further le gal
expenses r elated to the a p-
peals,º the ex chang e notice
said. CBOE Chief Ex ecutive
William Br odsky dec lined to
comment.

The options b usiness has
never commanded the same
lofty values as futur es, most-
ly because its common sys-
tem for clearing trades pr e-

vents an y exchang e from mo-
nopolizing the product line .
In 2008, the CBOE ear ned
$115.3million, on r evenues of
$423.8million. But in the first
nine months of 2009, its ear n-
ings fell 23 percent and r ev-
enues 4percent.

A lthough options v olume
has faded, it held up better
than many financial sectors
during the do wntur n of the
past year, and in vestor inter-
est is strong. Membership
seat prices value the ex-
chang e as high as $3.2 billion,
accor ding to Ed war d Weil of
Dyk ema Gossett, a ttorney
for the members in Monda y's
settlement.

But tha t ªsteepº v aluation
may be far too much f or an y
other U.S. ex chang e to justify ,
said Mic hael Wong, equity
anal yst at Morningstar Inc .
He expects CBOE of ficials to
seek a buyer while simulta-
neously pr eparing an IPO. ªIf
nobody pic ks them up bef ore
the IPO, they will pr oceed,º
he said.

The CBOE alr eady oper-
ates as a for-pr ofit, and it has
spent y ears planning for de-

mutualiza tion. Insiders ex-
pect the ex chang e to r educe
the size of its 23-member
boar d and potentially trim
staff.

ªThey are going to mo ve
along rather quic kly , which
is good,º said P atric k Arbor ,
a for mer CBOT chairman
and member. ªIt's a v aluable
property.º

CME Group paid $8 billion
for the Board of Trade a little
more than tw o years a go.
CME shar es topped out a t
almost $700 apiece in October
2007, and since then ha ve
tumb led to less than half tha t
as trading v olumes plung ed
in the r ecession.

The U.S. mar ket cur rently
i s served by no fe wer than
seven options ex changes,
with mor e on tap that could
put profits under additional
pressure . The Kansas City ,
Mo.-based BATS Global Mar-
kets, backed by some of the
wor ld's leading banks , has
announced plans to launc h
an options ex chang e early
next y ear.

gburns@tribune.com

CBOE on track for demutualization
By Gre g Burns
TRIBUNE REPORTER

William Brodsky is chie f
executiv e of the Chic ago
Boar d Options Ex chang e. LYLE
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Nearl y 40 Chicago-area
banks as of Sept. 30 had
seriousl y delinquent loans
and f orec losed real estate on
their books tha t exceed or
come close to their le vels of
loan r eserves plus core ca pi-
tal, according to Loan W ork-
out Advisers LLC .

The number of local banks
with r eal estate-focused
Texas ra tios of at least 80
percent g rew to 39 at the end
of the thir d quar ter, up fr om
36 in the second quar ter and
29 in the first quar ter, said
Justin Bar r , mana ging prin-
cipal of the Nor thfield-based
bank tur nar ound consulting
fir m. Of the 39, thr ee have
since f ailed.

A Texas ra tio tallies up a
bank's se verel y past-due

loans and f orec losed real es-
tate and compares them with
the levels of a bank's cor e
capital, typically shar ehold-
ers' equity , and the money set
aside for potential loan
losses. A score of at least 80
percent is considered a cause
for concern. A T exas ra tio
puts a bank's asset pr oblems
in the context of its ca pital
and r eserve levels , so it's
consider ed a good pr edictor
of dif ficulties.

To lower it, banks need to
lower their le vels of souring
loans, sell the r eal estate they
repossessed, raise capital or
set aside more r eserves for
potential loan losses .

ªThe latest T exas ra tio
data tells the story of an
accelera ting crisis in the
community banking sector
in Chica go,º Barr said. If it
continues , it will hur t eco-

nomic r ecovery, he said.
Because of Illinois' histori-

call y r estrictiv e branc h
banking la ws, Chica go has
one of the nation's most com-
petitiv e banking mar kets,
and ther efor e its community
banking sector traditionall y
has been a major lender to
small b usinesses that'll help
driv e the r ecovery, Barr said.
Community banks , however,
haven't benefited as muc h
from the U.S. T reasury De-
partment 's TARP pr ogram
as bigger banks, he said.

Survi ving local banks with
high T exas ratios as of Se pt.
30 inc lude Builders Bank of
Chicago, whic h has a Texas
ratio of 340 percent. The
$506.4 million-asset bank
said the le vel of nonperf orm-
ing loans should start dr op-
ping significantly in the first
quar ter of 2010.

Builders typicall y lends to
condo dev elopers in Ne w
York and Los Ang eles. But
since the economy be gan to
slump , the lenders to the
buyers of those condo units
have enforced stricter r ules
about closing loans secur ed
by condos. The lenders typi-
call y won't star t closing on
mortgag es of the first b uyers
in the condominium pr oject
until at least half of the units
are under contract, said the
12-year-old bank.

ªThe projects tha t have
gone to mar ket in the last
couple of months ar e selling
at a nice pace,º said Builders
President Charles Hall .
ªThey'r e star ting to hit tha tº
50 percent mar k.

Others with high T exas
ratios : Citiz ens Bank &
Tr ust Co. of Chica go, 292
percent; Wheatland Bank ,

252 percent; and Lincoln
Par k Savings Bank , 250per-
cent. Citiz ens and Whea tland
couldn't be r eached, and on
Monday Lincoln said it's try-
ing to raise capital. 

Family F eder al Sa vings
of Illinois had a Texas ra tio
of 245 percent. ªW e'r e work-
ing with bor row ers as best as
we can to w ork thr ough the
issues,º said Fr ank Gueri-
no, pr esident of the Cicer o-
based thrift with $64.5 mil-

l ion in assets. ªWhen w e're
left with no alter nativ e we're
taking pr oper ties back and
mark eting them.º

Benchmar k Bank is not
included in the list of banks
with the highest T exas ra tios
because its core ca pital has
been written do wn to ne ga-
tiv e $24 million, and thus the
bank's Texas ratio is tec hni-
call y negative , Bar r said.

byerak@tribune.com
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Many local banks face capital problems
By Be ck y Y erak
TRIBUNE REPORTER
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