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A merger with AMEX is announced, and negotiations  

begin. Meyer “Sandy” Frucher is appointed to the  

Chairman/CEO position.

1998

PHLX: The Last Decade

An End and a Beginning

This is the last annual report of the Philadelphia Stock Exchange® (PHLX®).

For 218 years, the Exchange has been a key financial institution in 

its home city, priding itself on serving as an efficient marketplace 

to generations of bankers and banks, brokers and trading firms. 

We have done so always by responding to change – in the economy, 

in our market, in the world at large – with innovation. 
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The electronic era – paperless trading – is kick-started with the launch  

of the X.Station trade processing technology system. Options 

“multiple listing” begins. Options fee reductions and the waiving  

of customer transaction and comparison fees further increase order 

flow. When the AMEX merger talks collapse, a capital financing  

plan is created, backed by City-subsidized loans and lines of credit,  

to enable investment in technology.

1999

During the two centuries plus of the Exchange’s storied existence, America’s capital markets 

have undergone enormous changes, and the PHLX in turn has moved with agility to meet 

the challenge of the times – every time. Most recently, we have seen changes that can only 

be described as tumultuous. As always, the PHLX responded by implementing trailblazing 

innovations.

n �We transformed the governance of the Exchange, creating a Board composed of a majority 

of independent directors. 

n We became the first floor-based U.S. securities exchange to demutualize.

n �We redefined our market model and rebuilt our trading platform to realize the value-

adding advantages of new technologies.

n �We invited meaningful strategic investments by six of the largest firms in the global 

securities markets, a move that drove the PHLX’s substantial options volume growth.

Over time, these innovations made the PHLX the third-ranking exchange in equity options 

volume in the U.S. and the eighth worldwide. By 2005, this burgeoning success, measured 

in increasing market share in a high-growth market segment, attracted strong interest from 

potential strategic partners. At the direction of the Board of Governors, the PHLX spent the 

summer and fall of 2007 assessing a range of possible options for the Exchange’s future, 

ultimately determining that a sale to The NASDAQ OMX Group, Inc. represented the best 

possible next step for maximizing shareholder value. The sale price of $652 million, likely 

to stand at $675 million once excess working capital is distributed to PHLX shareholders, 

represents an increase of approximately 9,000 percent in the value of the Exchange compared 

to the period following demutualization in January, 2004. Realizing that value through  

the sale to NASDAQ OMX is thus the best as well as the last innovation of the Philadelphia 

Stock Exchange. 

For NASDAQ OMX, the added value of the PHLX options market positions the group uniquely 

to capitalize on the strategy to offer equities, derivatives, and other tradable asset classes to 

the global investment community. 

For the stakeholders of the PHLX – and certainly for both our 

shareholders and the firms that trade in Philadelphia – the timing 

was right for this final evolution. It was clear that the consolidation 

of exchanges was a potent trend in the global economy of the 21st 

century – first within the U.S. market, and now in cross-border 

mergers as well. Given that reality, our aim has been to secure our 

Meyer S. Frucher
Chairman & Chief Executive Officer
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place and the place of our trading firms in the industry in a way that both leverages our 

special capabilities and unique strengths and, of course, offers the greatest advantage to our 

shareholders and customers. That’s exactly what the acquisition by NASDAQ OMX achieves.

A decade ago, when the idea of combining with another institution was first raised, the timing 

was not quite right, and the circumstances were not nearly as favorable. The PHLX was under 

fire from regulators, customers, and its own specialist firms, and it was underperforming in 

terms of capturing and holding market share. We faced challenges ranging from antiquated 

technology to a limiting corporate structure. Our financial situation was weak, our reputation 

diminished, our energy and morale low. The perception of the Exchange in Washington and 

on Wall Street was that PHLX governance was rife with internecine politics and conflicts of 

interest – the very reason we needed to take such bold action in restructuring our Board to 

significantly increase the number of public directors. Those perceptions had to be reversed 

by decisive action if we were to move forward at all. It was in this environment – against a 

background of a troubling situation that cried out for a change of course – that the Board 

appointed me Chairman & CEO of the Exchange in 1998. The assignment: to negotiate as 

strong a deal as we could get in a merger with the American Stock Exchange (AMEX). 

But given our situation at the time, we were not negotiating from a position of strength, and 

when the terms offered by the AMEX struck our members and the PHLX Board as insufficient 

compensation for the loss of the Exchange’s independence, we staked out a different direction. 

We designed a strategy that would keep us an independent entity as we worked to rebuild 

our technology, rejuvenate our performance capability, and regenerate our marketplace 

value, all the while continuing to pursue strategic relationships and partnership possibilities. 

Three factors were particularly crucial in executing that decision and restoring our credibility. 

First, the Board had the courage, in the face of daunting circumstances, to set the Exchange 

on a stand-alone path. Second, Philadelphia’s then-Mayor, Ed Rendell, offered to assist the 

PHLX in lining up financial support, which we structured as an assessment on seat owners  

to help fund a total rebuild of our processing technology. Third, we had the in-house 

talent to effect this rebuild of our trading platform in short order. It was this new platform, 

enabling an operation at once agile and hard-charging, that laid the groundwork for our 

hybrid market model. The result was nothing less than a redefining of the PHLX as an 

institution, a redefining from which we emerged stronger than ever. 

The technology changes were essential. When the Chicago Board Options Exchange (CBOE)  

initiated multiple listing and the International Securities Exchange (ISE) revolutionized the 

trading paradigm by launching a new all-electronic options exchange, the technological  

Multiple listing proves to be a boon, and PHLX’s market share 

in multiple-listed contracts increases significantly – the only 

options exchange to achieve such growth.

2000



2001
The year’s overshadowing event is the September 11 attacks, in 

the aftermath of which the PHLX creates space on the floor for 

the temporary relocation of the AMEX, which had been 

damaged in the attack.
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2002
PHLX Board of Governors authorizes PHLX management to 

pursue demutualization plan for the Exchange.

die was cast. The PHLX did not simply climb aboard a bandwagon, however; we became a 

pacesetter for the industry, and in so doing we gained substantive competitive advantage.

Equally decisive was that we demonstrated, both in our governance and in our management, 

standards of corporate and regulatory integrity that strove to exceed the mandates of the 

Securities and Exchange Commission (SEC). 

In the decade that followed, we grew to become the third largest options exchange in the 

U.S. in terms of market share, with a proprietary trading platform universally seen as best 

in class for capacity, speed, and reliability. In an industry that knew it had to go global, the 

Philadelphia Stock Exchange became a valuable, respected franchise and an attractive growth 

engine in derivatives – technologically at the head of the market, strategically linked to major 

investment firms, with substantial earnings.

In fact, in our last full year of operation, 2007, we broke record after record in volume of 

equity options contracts traded:

n �A record year – 399,146,840 equity options contracts traded, an increase of 50.4 percent 

over 2006

n A record month – 42,216,206 contracts traded in October

n �A record day – 6,399,457 contracts traded on December 20, bringing us to an all-time high 

market share of 31.5 percent that day.

All told, by year-end 2007, the PHLX held a 15.4 percent market share for equity options,  

a growth of slightly more than seven percent over 2006. 

And while volumes decreased slightly for index options and physically-settled foreign 

currency options, we traded 2,024,436 U.S. dollar-settled PHLX World Currency Options® 

during the year, setting a single-day record of 94,120 contracts 

traded on that very busy December 20, 2007. This new currency 

option product exceeded expectations, and the creation of this 

innovative contract represented one of the most successful new 

product launches of the past several years.

In equities, we traded 1.6 billion shares, an increase of more than 

115 percent over the previous year’s volume. 

Such performance was made possible by the innovations we 

pioneered, the initiatives we undertook, the challenges we 

confronted and overcame – all of which have been chronicled 

in the pages of our annual reports for the last ten years. In this, 
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our final report, it seemed fitting to summarize the story of how we achieved what The 

Philadelphia Inquirer has called “the rebirth of the Philadelphia Stock Exchange” – the 

essential prelude to the next phase of the evolution – the globalization of the Philadelphia 

marketplace under the NASDAQ OMX banner.

PHLX: The Last Decade 

In 1997, under the chairmanship of Arthur Levitt, the SEC forced the PHLX to face its 

governance issues by restructuring the Board to include significant public representation. 

The PHLX duly recomposed its Board, but we went further as well, implementing a range 

of best practices for governance. We also undertook an aggressive program of technology 

development, taking step one toward paperless trading – the X.Station®, which automated 

order book management and execution across the options floor – even as we began 

protective measures against possible Y2K glitches. 

By 1998, the technology redesign was well underway, and the annual report described 

numerous “product and system innovations.” It also told of a number of legal and regulatory 

challenges – which ultimately the PHLX led the way in addressing, such as the Department of 

Justice investigation of collusion in the options industry and the class action lawsuit brought 

against options exchanges. 

Our strategy was energetic and focused. As we implemented the strategy, we began to make 

our mark as a technology pacesetter in the industry, defining what a hybrid electronic trading 

environment for options should look like – and how it should work. At the same time, we rose 

to the challenge of multiple listing, sailed through Y2K, and started to see the benefits of 

our strategic plan in consistently increasing market share. We maintained the momentum by 

continuing to enhance our technological capabilities, achieving cost efficiencies, and rolling 

out significant new products. 

By 2001, we were seen as the options exchange that was beginning to break down the walls 

separating customers, broker-dealers, market-makers, and specialists through high-speed, 

precision trading systems. And in 2002, the PHLX again improved its market model when 

we made it possible for off-floor broker-dealers to access the specialist limit order book for 

options, thus greatly expanding order execution opportunities for investors and professional 

traders. Along with our cost-cutting and productivity measures, that year was marked by 

expanded order flow, market share gains, and improved overall business performance metrics. 

2002 also saw us implement a remote competing specialist system for equities so that there 

could be multiple specialists in a security, and order flow providers could direct orders to 

the specialist of their choice. For both specialists and customers, the result was a virtually 

boundless equity market offering wide access to any participant.

2003
The phased implementation of PHLX XL is launched, combining 

the best attributes of electronic and floor-based trading. The 

PHLX Board of Governors, members, and seat owners vote to 

demutualize the Exchange.
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2003 was a year of yet more innovations – like the “What-You-See-Is-What-You-Get” options 

trading rules – along with perhaps our most revolutionary market innovation, the launch of 

PHLX XL®, our fully electronic options trading system. PHLX XL was a watershed event for the 

Exchange; it signaled the creation of a hybrid market, enabling us to offer customers, broker-

dealers, and market-makers a fully electronic trading environment while still leveraging the 

benefits of our trading floor.

While the hybrid market model that was a catalyst in the evolution of the PHLX, and the 

growth it engendered showed our prospects for future growth, there were storm clouds  

over the horizon. Our successes also showed us the substantial costs of technology, and we 

knew that rather than being able to rest on any laurels, PHLX could look forward instead  

to increasing capital costs driven by further technology needs, and we knew that in such  

a capital intensive world the competitive advantage would shift to larger and better 

funded exchanges. As a seat holder owned exchange, our ability to raise capital only by 

taxing owners or borrowing would no longer suffice. And, our efforts to address these  

needs through strategic collaborations had fallen short. The ultimate message was clear:  

to continue to grow and, indeed, to avoid slipping back into obsolescence, we needed  

to move beyond our mutualized, seat-based ownership structure. 

After a year of review and analysis, we were ready with a comprehensive plan of 

demutualization, which the seat owners approved on November 18, 2003 by a vote of 85 

percent and which the members confirmed by a vote of 81 percent on November 25. The 

Board of Governors voted to go forward with demutualization, and, as our annual report 

for that year rightly boasted, the decision confirmed the PHLX as the “first mover among 

securities exchanges” –  the first floor-based U.S. securities exchange to move from a seat-

based organization to a shareholding for-profit company.

Effected in 2004, demutualization was a crucial step in expanding the business prospects 

of the Exchange. No longer confined to a fixed number of seats, the Exchange now had the 

“currency,” in the form of PHLX shares, to pursue 

strategic alliances that could enhance shareholder 

value by opening up commercial opportunities 

hitherto unavailable and unquestionably necessary 

for the Exchange to remain competitive and grow.

By 2005, we had launched the remote market-

making capabilities of PHLX XL, had added directed 

order flow functionality, and had become the  

first floor-based exchange to trade all equity 

options and index options electronically on and 

off the trading floor. The latter represented an 

evolutionary leap beyond the single specialist system, offering multiple pools of liquidity  

and thus improving our overall market quality. 

All of these innovations paved the way for a key event of 2005, covered widely both within 

the industry and in the national and international press – namely, significant strategic 

investments by Citadel, Merrill Lynch, Citigroup, Credit Suisse, Morgan Stanley and UBS. While 

the positive impact of these investments on the PHLX brand was remarkable, the bottom-line 

impact was extraordinary. The PHLX and its trading community gained a substantive increase 

in market share thanks to the surge in options volume from new business directed to our 

market by the strategic investors. Moreover, their active presence in Philadelphia prompted 
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other key derivatives firms to kindle further business – a spillover effect that continues 

unabated in volume and market share growth to this day. It’s no wonder 2005 saw the PHLX 

leap over its competition, the Pacific Exchange and the AMEX, gaining the number three spot 

among all U.S. options exchanges.

By this time, it had become clear throughout the industry that a paradigm shift had to occur 

in the way exchanges operated. The issue was not simply process; rather, as the business of 

options exchanges grew, so did regulatory complexity. We knew that sustained healthy growth 

for our market was only possible with progressive regulatory oversight. We therefore saw 

it as essential, as our business grew, to match that growth with solid investment in the kind 

of legal and regulatory expertise that would keep us on the leading edge of prevention, 

detection of anomalies, and enforcement of SEC rules as well as our own. And indeed, our 

legal and regulatory staff is as renowned for innovativeness as is our technology team – and 

with equally significant results. When the SEC completed the round of audits and enforcement 

actions that followed its review of floor trading at the New York Stock Exchange (NYSE), the 

PHLX emerged as the lone exchange to endure such a process without a censure or a fine. 

In 2006, the PHLX launched PHLX XLE®, our all-electronic equity trading system. While PHLX XLE  

was compliant with the SEC’s Regulation NMS – initiatives to reform a national market 

system for equities trading – its capabilities went well beyond that regulatory requirement, 

supporting a variety of complementary business models on a single platform. The year also 

saw the re-launch of the Philadelphia Board of Trade® (PBOT®), our wholly owned subsidiary, 

as a fully electronic futures marketplace. By this time, the PHLX had opened so many new 

doors that it was time to close an old one, and as 2006 came to an end, the lights were 

turned off on the venerable Exchange equity floor – as the Exchange completed its move  

to a fully electronic equity marketplace. 

In the next year, we extended the possibilities for securities traders even further, introducing 

the trading of U.S. dollar-settled PHLX World Currency Options® on the Euro and the British 

pound in a single day, and following up with four more currencies seven months later: the 

Australian dollar, Canadian dollar, Japanese yen, and Swiss franc – all of which later became 

available for futures trading via PBOT. At the same time, we set the stage for futures trading 

on our industry-leading benchmark sector indexes in oil services, semiconductors, and 

housing, further expanding product diversification for traders seeking to build complex 

strategies. 

With the approval of demutualization, the PHLX becomes 

the first floor-based U.S. securities exchange to transform 

itself from a seat-based organization to a shareholding 

company. At the time, Exchange seats are valued at a total 

of some $7.3 million.

2004
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In 2007, we realized the technological goal we call “One Connection, Three Markets and 

Thousands of Products®. ” It provides virtually universal access to all our electronic trading 

platforms for equities, options, and futures with high-speed, reliable data flow to ensure 

maximum performance and geographic scope, all via a single connection. It is the exchange 

model for the 21st century, and it was the PHLX, not surprisingly, that was on the leading 

edge of this innovation.

In achieving this long-standing objective – to offer variously traded asset classes on best-of-

breed technology and to do it in close consultation with key customers and stakeholders – we 

hewed to the Exchange’s historical character, acting of necessity nimbly, assertively, and with 

a willingness to take chances. The result was that we found ourselves in 2007 at a crossroads: 

on one path, we would continue to stand alone in a world rapidly consolidating down to a 

limited number of cross-border, multi-asset-class exchanges; on the other path, we would 

merge with the one of those exchanges that would provide the most mutually rewarding 

partnership. After weighing both options and giving careful consideration to realizing the 

greatest value for shareholders, the Board of Governors voted to merge with the NASDAQ 

OMX Group. 

The decision places the Philadelphia Stock Exchange under a new banner but enables it to 

continue to grow its options market here in Philadelphia. For our trading firms, it means that 

we go forward as we always have throughout our 218-year history, expanding our reach – this 

time globally, staking out the corners of innovation, and offering to our markets a trading 

venue that is responsive, robust, and efficient.

The People 

The PHLX’s evolutionary success in responding to dynamic outside forces has been due 

entirely to the contributions of committed individuals, many of whom have spent their entire 

careers making and remaking the PHLX into the strong, proud institution it has become. 

It is both difficult and dangerous to single out some of these individuals, for the growth 

and success of the PHLX are due to all the members, employees, and other key actors who 

have worked so hard over the years, and to all, I offer my sincere thanks. Yet not to mention 

certain individuals would be simply impossible given the impact they have had on this 

institution, and it is fitting to record their achievements in this final annual report: 

n  �The Board of Governors. All the individuals who served on the Board of Governors of the 

PHLX during my 10 years here have provided strong oversight of this Exchange. They have 

challenged management to think creatively, set a bold strategic course, and ultimately 

conclude a merger that has returned exceptional value to PHLX shareholders. I am proud 

As the final phases of features and functionality complete the PHLX XL 

implementation, the PHLX becomes the first floor-based exchange to trade 

all equity options and index options electronically on and off the floor. The 

launch of Directed Order Flow in options moves the Exchange beyond the single 

specialist model, while investments by new strategic partners expand the PHLX 

product range as well as its resources. No wonder the Exchange advances to the 

number three rank among options exchanges.

2005
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to have worked with all of them and want to acknowledge in particular those who have 

served on the Board throughout my entire tenure at the Exchange: Eleanor Myers,  

Dr. Constantine Papadakis, and John F. Wallace.

n  �John F. Wallace. His wisdom, knowledge of the industry, and tireless devotion to the 

Exchange have been essential to our recent success and deserve special note. John struck 

the deal with the SEC to restructure the Exchange, and his advocacy for the Floor and the 

trust that he engenders from the members of the PHLX know no bounds. His family has 

been a storied institution in its own right at the PHLX for many years. This Exchange and 

this city are better for the involvement of John Wallace, and I would have achieved little 

without having him by my side.

n  �The member firms that have traded equities, options, currencies, and futures here. It was 

their capital, innovations, market savvy, and commitment to keeping the PHLX vibrant that 

have been the lifeblood of this Exchange.

n  �The specialist units on our options and equity floors. They have been ever stalwart in 

providing market liquidity in Philadelphia, an essential task and their special role.

n  �Market makers. Whether national or local, they have consistently put their own capital 

at risk and have provided a spirited point of view for the direction of our market model 

throughout the sometimes unsettling evolution of the options market.

n  �Floor brokers. A critical component of the PHLX market, the strong relationships our 

floor brokers maintain with customers have consistently brought us order flow from the 

institutional trading community. 

n  �The strategic investors. Their commitment of capital and their business to the PHLX 

ignited our growth beginning in 2005. Always mindful of their obligations to ensure “best 

execution” for their customers, these major contributors directed business to the PHLX and 

took us from being an industry afterthought to our status as a global force. While all were 

strategic to our success, Citadel stands first among equals in its contribution to our growth.  

n  �Spear, Leeds & Kellogg (SLK). Now Goldman Sachs, SLK has long  

been a significant presence in Philadelphia and a mainstay of  

our trading floor. Even now, as a mostly electronic market maker,  

the involvement of the SLK entity as part of Goldman Sachs has  

evolved to the benefit of us both.

John F. Wallace 
Vice Chairman
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n  �Susquehanna International Group (SIG). SIG’s longstanding commitment to the PHLX 

and its reputation for product innovations have marked our long relationship. As a valued 

liquidity provider, SIG was there for the PHLX in the crunch. 

n  �Timber Hill LLC. The PHLX has been fortunate to count Timber Hill as a significant liquidity 

provider whose growth and diversification have proven highly beneficial to our association. 

Moreover, Timber Hill’s input on market structure was critical to the evolution of our 

business model and our technology.

n  �The PHLX staff. They have labored with creativity, professionalism, and a sense of family. 

It is they who have ensured the strong technology and effective regulation with which 

we served our marketplace; it is they who put us on the cutting edge of innovations that 

allowed us to “punch above our weight” for many years. They will be the hardest to say 

goodbye to. The great irony is that many of those who worked so hard to bring us to this 

point will not be taking the next step with us. Change can be disruptive, but for those 

going on to new professional roles, I hope that their years at the PHLX will serve them well 

wherever they go. I want to single out:

n  �Bill Briggs and Norman Steisel, who provided essential contributions in what were 

challenging years both competitively and in terms of moving the Exchange to a strong 

financial position. In his long tenure here, Bill Briggs always made sure that our books 

were balanced, that the employees were treated fairly and 

respectfully, that our member firms could always get their 

questions answered, and that there was a common-sense 

solution to every problem. Norman Steisel has provided 

unmatched leadership and discipline to the organization, 

transforming the management team into a well honed, 

forward-thinking, strategic resource and integrating our 

budgetary and management reporting accountability 

systems. His willingness to be the inside man, allowing me 

to roam far and wide, kept him out of the limelight he so 

well deserved. I predict that the strategic 

team that he shaped and mentored will 

serve as the industry leaders of the future. I am thankful for them for their 

affirmative advice and grateful to them for all the times they said no. 

n  �Bill Morgan, leader of the team that included Tom Wittman and Doug 

Schafer, the architects of our technological renaissance. Without the 

platform they and their teams built, we would not have been able to 

survive the lean years, nor to surge ahead as an industry leader. To them 

we will always be grateful.

William N. Briggs, Jr.  
Strategic Financial Management & Administration

William H. Morgan 
Chief Information Officer

Norman Steisel 
Chief Operating Officer



The Exchange launches PHLX XLE, an all-electronic equity 

trading system, and closes the equity floor.

2006
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Thomas A. Wittman 
Senior Vice President, Development
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n �Our in-house legal talent. In an environment as highly regulated as ours, the importance  

of this in-house staff cannot be overstated. In particular during my tenure here, I would 

note the Herculean efforts led by Lanny Schwartz, who reorganized, professionalized,  

and expanded our legal staff; Edith Hallahan, the best securities lawyer I know; and  

Scott Donnini, who skillfully handled all the corporate litigation matters. Their work set  

a standard of excellence for legal distinction among exchanges. Moreover, in regulating  

our marketplace as we have done, we have proven that we are leaders in developing  

a progressive regulatory structure – an achievement that would not have been possible 

without the expertise and level of excellence Lanny and Edith brought to the regulatory 

field. Charlie Rogers brought expertise and strong oversight to his tenure as Chief 

Regulatory Officer of the PHLX, a tenure marked by continuous improvement in our 

regulatory program and a strong relationship with the SEC. 

n �Marketing. I want to thank Barry Nobel, a tireless advocate for the Exchange and an 

ombudsman for all. He has provided a strong voice for all trading constituencies and has 

worked endlessly to ensure that the PHLX was well regarded throughout the industry.

n �Corporate Development. Ben Craig has worked assiduously with the strategic investors, the 

media, and with state and local governments to ensure that the Exchange’s message to key 

stakeholders was consistently positive and clear. In addition, he coordinated the strategic 

investments and NASDAQ OMX transaction. 

n �Outside professionals. Over the years, a number of individuals of talent and commitment 

have been of immense assistance to our efforts. We have had the good fortune, for 

example, to work with Bob Gerard, who provided invaluable advice and guidance as we 

formulated our demutualization, our strategic alliances, and ultimately the NASDAQ OMX 

transaction with Greenhill & Co. In addition, given the extraordinarily complex legal and 

regulatory environment in which the PHLX operates, expert legal counsel has been critical 

at every phase of our resurrection, and we have received just that from Michael Schwartz of 

Willkie, Farr & Gallagher, and from Stephen Kastenberg of Ballard Spahr Andrews & Ingersoll. 

Their guidance, wisdom, and legal expertise have been integral to our growth and success.

n  �The SEC. In forcing the PHLX to revamp its structure, the SEC led the Exchange to become 

a more focused and progressive organization. In particular, the PHLX has benefited 

immensely from the strong directives we received from Chairman Levitt, who believed 

deeply in open, honest, transparent, competitive, and linked markets. Dedicated and 

effective public servants Annette Nazareth, Bob Colby, Elizabeth King, and Lori Richards all 

worked hard to make the PHLX a strong, self-regulating organization. We also could not 

have survived without the top-to-bottom review conducted by Peter Unger, Joel Brenner, 

and Irv Pollack. Their wise counsel helped us navigate through the labyrinth of SEC processes 

and helped us create and gain approval of the PHLX governance reorganization – a critical 

step in helping us meet the challenges we faced going forward. 

The successful introduction of U.S. dollar-settled PHLX World Currency Options 

spurs dramatic volume growth. The NASDAQ OMX Group, seeking innovative 

derivatives trading models and seeing the potential of our clearing corporation 

and the Philadelphia Board of Trade, offers $652 million to acquire the PHLX. 

The purchase is approved by both the NASDAQ OMX Group and PHLX Boards.

2007

Charles A. Rogers 
Chief Regulatory Officer
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n �Our stakeholders – customers, the media, the Philadelphia business community. All have 

been critical to our success in the past 10 years. 

n  �Philadelphia and its then-Mayor, Ed Rendell. We take seriously our identity as the 

Philadelphia Stock Exchange, and when the Exchange was badly in need of a technology 

rebuild to effect a complete competitive overhaul, then-Mayor Rendell had the courage 

and vision to help us join forces with Commerce Bank and Sovereign Bank, associations 

that provided us with the infusion of resources that have made our successes over the past 

decade possible. The Exchange remains committed to the City of Philadelphia, and I believe 

that our trading floor will be here for a long time to come.

A Farewell 

The NASDAQ OMX Group is today a world-class, multi-asset, global enterprise. When we 

become a part of it, we gain a superb opportunity to play an active role in enhancing 

its offering in the global marketplace through our derivatives trading activities. In many 

respects, the combination with NASDAQ OMX puts the Philadelphia market front and  

center in a global market where equities and derivatives have converged.

Back in 1754, when a group of prosperous Philadelphia merchants founded the London 

Coffee House, a subscription-only club, their aim was to make capital flow across networks of 

credit, commodities, and investors – not just in Philadelphia but in their era’s global market 

as well. They were expansive and outward-looking individuals, and they saw prosperity as 

something to be gained by reaching out to other institutions and other markets. They were 

followed by a succession of leaders – PHLX presidents, chairmen, and Boards of Governors 

– who kept faith with that vision over more than two centuries of often tumultuous history.

Standing as I do at the end of that long line of succession, I thought about those founders of 

the nation’s first stock exchange when their metaphoric heirs, the Board of Governors of the 

PHLX, voted unanimously to approve the acquisition by NASDAQ OMX. I believe those early 

pioneers would have approved it too – and would have looked forward eagerly, as we do, to 

the next stage in the history of exchange trading.

Sincerely,

Meyer S. Frucher

Chairman & Chief Executive Officer

2008
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 A special

thanks

Current PHLX Board Members
Front Row (left to right): Kay R. H. Evans, I. Isabelle Benton, Wendy S. White, Esq., Julius Meisel, Eleanor W. Myers, Esq.,  
Daniel C. Bigelow, Charles P. Pizzi, Gene Sperling

Back Row (left to right): Senator Larry L. Pressler, Esq., Michael Juneman, Peter C. Erichsen, Esq., Michael J. Curcio,  
Sandy Frucher, John F. Wallace, Kevin Carroll, Constantine Papadakis, Ph.D., Daniel B. O’Rourke, The Hon. Wyche Fowler, Jr.,  
Gary E. Yetman, Albert S. Dandridge, III, Esq.

Not Shown: Christopher R. Carter, Ambassador Richard Sklar, William J. Stallkamp
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John F. Wallace
Vice Chairman 1997 - Present 
Board Member 1984 - Present  

Michael J. Curcio
Vice Chairman 2005 - 2006 
Board Member 2000 - Present

Current Board Members

I. Isabelle Benton
2003-Present

Daniel C. Bigelow
2004-Present

Kevin Carroll
2003-Present

Christopher R. Carter
2002-Present

Albert S. Dandridge III, Esq.
1998-Present

Peter C. Erichsen, Esq.
1999-Present

Kay R. H. Evans
2006-Present

The Hon. Wyche Fowler, Jr.
2003-Present

Michael Juneman
2005-Present

Julius Meisel
2007-Present

Eleanor W. Myers, Esq.
1997-Present

Daniel B. O’Rourke
2003-Present

Constantine Papadakis, Ph.D.
1997-Present

Charles P. Pizzi
1999-Present

Senator Larry L. Pressler, Esq.
2000-Present

Ambassador Richard Sklar
2005-Present

Gene Sperling
2002-Present

William J. Stallkamp
2004-Present

Wendy S. White, Esq.
2003-Present

Gary E. Yetman
2005-Present

To the members of the Board of Governors,  
whose tenure coincided with my own as Chairman, I want to offer special thanks for their  

wisdom, courage and support:

William R. Harts
Vice Chairman 1995 - 1999 
Board Member 1994 - 1999

Christopher Nagy
Vice Chairman 2000 - 2004

Former Board Members

Ted H. Baker
1996-1999

Ambassador Adrian A. Basora
1997-2003

J. Carter Beese, Jr.
1995-1998

James J. Bloom
1999

Richard C. Breeden, Esq.
1997-2000

John L. Cantwell, Jr.
1997-2005

John J. Egan, Jr.
1997-1999

Bruce S. Foerster
1997-1999

Kevin M. Foley
2000-2004

Lawrence N. Gage
2001-2004

Ricki R. Helfer, Esq.
1997-1999

Isaac C. Hunt, Jr., Esq.
2002-2005

Antoine C. Kemper, Jr.
1999-2000

Kevin J. Kennedy
1997-2003
2005-2007

Paul Kolton
1997-1999

Carolyn Boone Lewis
1997-2001

Lance M. Liebman, Esq.
1999-2003

Robert H. Miller, II
1994-2001

Lisa K. Polsky
2000-2003

Jack Quinn, Esq.
1997-1999

The Hon. Edward G. Rendell, Esq.
2000-2002

Leon M. Schochet
1995-2000

Robert H. Silver
1997-2000

Marianne K. Smythe, Esq.
1997-1999

R. James Woolsey, Esq.
2000-2002

Thomas W. Wynn
1999-2003



Jerry Aclan
Damon Adams
Robert Alexander
Bervenice Allen
Floyd Allen
Shannon Allen
Antwan Allison
Michael Altabef
Hassell Anderson
Peter Arroyo
Jared Ashworth
Madhav Ayyagari
Thomas Ballingall
Rodney Banks
James Barben
David Barrett
Stefan Basinski
George Becker
Carla Behnfeldt
Ernesto Beitler
Latonya Bennett
Michael Bennett
Roger Benton
Eric Bernstein
Michael Blackson
Marietta Blackston
William Bock
Alexander Bogdashevsky
Joseph Bonaparte
Louis Bonitatibus
Flora Booker
David Boone
Todd Borneman
Michael Borrelli
Dennis Boylan
Anna Brazelis
Kevin Brennan
Oleksandr Brezitskyy
William Briggs
Albert Brinkman
Earl Brooks
Carlton Brown
David Brown
Gladys Brown
Kevin Brown
Shelly Brown
Tatelin Brown
John Brozoskie
Alfreda Bryan-Paden
John Buda
William Bunting
Kevin Burchinow
Zachary Burnett
Lauren Byrne
David Cameron
Robert Carey

Tracy Carr
Daniel Carrigan
Angela Carter
Marcus Carter
Robert Cassise
Daniel Castelan
Neema Chaiban
Rajesh Chandrasekaran
Marie Charles
Xin Chen
Nathalya Cherneykina
Mark Cicon
Joseph Cipriani
Jerry Cirino
Theresa Clavin
Dominic Condo
Cherill Conway
Jessica Cooke
William Costello
Denise Coughlin
Ben Craig
Virginia Craig
David Crawford
Alberta Cuff
Joseph Cusick
Nicholas D’Adamo
Mark Dakhis
Maureen Daly
Joshua Daniels
Steven Davis
John Dayton
Derrick Dean
Michael Decky
Gina DeGiovanni
Edward Deitzel
Melva Demmer
Harry Dewedoff
Thomas DiGilio
David DiMuzio
Michael Diorio
Debra DiSantis
Bernard Donnelly
Russell Donnelly
Scott Donnini
William Donohoe
Anne Dormeier
Karen Dougherty
Christopher Doyle
John Drury
Helaine Dubner
Alexander Dubovsky
Mikhail Dukhon
Angela Dunn
Paul Dzwill
John Egan
Joseph Ellis

Daniel Erickson
Louis Failla
Turyne Faison
Anna Farrow
Joseph Felder
Elina Feldman
Theresa Feldman
John Ferguson
Thaddeus Fialkowski
Michael Fil
James Fink
Niesha Finney
Agnes Fioravanti
Kathleen Flanagan
Keith Fleming
Susanne Foley
Bryan Fort
Larry Foster
Randy Foster
David Fox
Jourdan Frain
Eustace Francis
Staci Frankel
Nikita Fulton
Joseph Gallo
Elina Gamburg
Wanda Gary
Fran Gelman
Christopher Gilligan
Mark Girshovich
Helana Glascoe
Leonid Golovicher
Carolyn Gordon
Herman Gottfried
Matthew Graci
Margaret Grant
Salvatore Grasso
Antonella Greco
Regan Greco
Jeffrey Greenberg
Dana Gregory
Marat Grichener
Mary Griffenberg
Altonise Griffin
Aaron Grosky
Michael Grudkowski
Yulvonda Guyton
Lan Ha
Edith Hallahan
Richard Hamilton
Marc Hampshire
Shelley Handen
Charles Handorf
Ryan Hannigan
Paul Hart
Maurice Hayman

Catherine Heim
Mary Ellen Heim
Ruben Hernandez
Kari High
Cynthia Hoekstra
Patti Holdsworth
Troy Holmes
John Holowich
Scott Horowitz
William Howe
Kurt Howell
Dawei Hu
Arleigh Hughes
Miguel Hughes
Shawn Hughes
Ricardo Hunter
Christopher Hutter
Gary Jarrell
Joseph Jennings
Gerald Jeroski
Brandon Jones
Jeffrey Jones
Sandra Jones
Reekiran Kahlon
Jennine Kain
Michael Kelly
Thomas Kelly
Matthew Kendrick
Kelly Kennedy
Kevin Kennedy
John Kenney
Bruce Kensil
Anatoly Khusid
John King
Leo King
Kenneth Kirk
Christopher Kollman
Robert Kreszswick
Irina Kubala
Kristen Kuligowski
Alan Kurlansky
Alexander LaSalle
Steven Leathem
Iris Lee
Yeon-Jin Lee
David Lehmann
Kenneth Lenoff
Gabriel Leonardo
Christopher Levasseur
Sarah Levick
Chumaine Lewis
Galina Leygerman
Michael Linde
Dana Linthicum
Roman Litvinovsky
David Loewen

The staff of the Philadelphia Stock Exchange are the institution’s soul, its nerve center 

and its heart. These are the people who made our success happen. I salute each one of them:
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Xidan Ma
Joshua Machiz
Colleen Mahoney
Leroy Malachi
William Malandrino
Steven Malinsky
Carmen Maniaci
Lori Mann
Michael Marino
David Marinoff
Davy Mateo
Gregory Mathews
Anthony Mattei
Raymond McArdle
Christine McCloskey
Patrick McCloskey
Andrew McConnell
Wenyu McDermott
Erin McDonnell
James McDowell
Raymond McGettigan
Daniel McGinniss
Shannon McKenna
Erann McLaughlin
Everton McLennon
Christine McMaster
Joseph McMaster
Evelyn Mendez
Rajeev Mendiratta
Stephen Mercatili
Domenic Milici
Thomas Miller
John Milone
Matthew Mintel
Beverly Mitchell
Joseph Mitchell
Margaret Mogavero
Mark Monaco
Daniel MonteCarlo
Harry Moore
Bernard Morgan
William Morgan
William Morris
Jonathan Morrow
Matthew Mundy
Susan Murray
Lucy Myers
Anil Nahar
Madhu Narula
Krishna Natarajan
Amy Neiley
R’twick Niceorgaw
Frank Nie
Barry Nobel
Michael Nobile
Robert Noble

Eleanor Nocella
Joseph Nolfi
Stephen Nolfi
Charlotte Northeast
Natalie Novak
Lewis Ober
Charles O’Brien
James Olson
Suhas Ondkar
Michael Opendak
Andrew Orenyo
John Orr
Roger Osborne
Yoshihiro Ota
Rimma Padva
Olga Palermo
Jaydip Panchall
Sandra Paolone
Angela Paone
Amelia Parnell
Matthew Pascetta
Miguel Pastoriza
Gabriel Patay
Avinkumar Patel
Jana Pechmannova
Laura Pekala
Gerald Penders
Tracey Pereborow
Earl Perry
Dan Peters
Eugene Peters
Corey Petrulich
Stephen Pettibone
Lawrence Pfeifer
Cote Phinnizee
David Pickett
Charles Plymale
Debra Policarpo
Allan Pomerantz
Jennifer Powell
Michael Prestifilippo
Mark Prior
Daniel Purdy
Mohammed Quadri
Manjul Rai
Carlos Ramirez
Vinay Rao
Patricia Reaney
Doris Redd
Francis Reidy
Dawn Reim
Eric Reinholt
Tanya Remchick
Alexander Reyzin
Edward Ripoli
Diane Roberts

Miriam Rodriguez
Allison Roethke
Charles Rogers
Paul Roland
Luis Roman
Michael Romanausky
Russell Rosh
Murray Ross
Richard Ross
Matthew Rotella
Gary Rounbehler
Alexander Rozenfeld
Richard Rudolph
Natalya Ryabysheva
Denise Ryan
Francis Rybacki
Rita Sanders
Julia Sarbash
Erin Saulino
Harshal Savalia
Douglas Schafer
Matthew Schenk
Mark Schepps
David Schwartz
Ronald Scott
Karen Seelinger
Thomas Seneca
Paul Sennett
Zahra Shahlapour
Sabina Shaikh
Arvind Sharma
John Shelton
Emil Shigo
Michael Shimony
Timothy Simpson
William Sinclair
Albert Sindoni
Manmohan Singh
Rajat Singhal
Denise Sisian
Stuart Slom
Barton Smith
Bruce Smith
Crystal Smith
Jill Smith
Walt Smith
William Smith
Martha Sonntag
Barbara Sorid
Lawrence Sperling
Keith Stauring
Norman Steisel
Frederick Steward
Edward Stutz
Darlene Sumpter
Patrik Svoboda

Elaine Sweeney
Christopher Swisher
Edward Tafel
Krystal Taylor
Richard Taylor
Wesley Teasdale
William Terrell
Joseph Timlin
Joshua Tornetta
Joseph Trespalacios
Jurij Trypupenko
Vlady Tsatkin
Timothy Tuveson
Mark Twyman
Patricia Urban
Francis Vain
Anthony Vallone
Zina VanSciver
Srinivasan Venkatesan
Francis Vita 
Anthony Voci
Linh Vuong
Steven Vuotto
Patricia Walter
Annette Ward
Richard Ward
Rene Warrington
Felicia Washington
Michael Wax
Steven Welsh
Theodore Whidbee
Andrew White
Andrew Wild
Dan Williams
James Williams
Richard Williams
Arlinda Willis
William Wills
Johnny Wilson
Thomas Wise
Michael Wisler
Thomas Wittman
Erin Wohler
Jonathan Wolf
George Womack
John Woodman
Richard Wright
Robert Yaworski
Eric Yerkes
Thomas Young
Dawei Zhang
Dana Zhu
Frank Ziegler
Phyllis Zimmerman
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Financial Highlights
(In thousands, except average share value information)

	2 007	2 006	2 005	2 004	2 003

Revenues	 $	 135,757	 $	 113,546	 $	 82,822	 $	 74,813	 $	 67,239

Operating expenses, excluding

	 equity issued to third parties		  126,358		  89,172		  79,923		  74,876		  67,637

Income (loss) before taxes and

	 equity issued to third parties		  9,399		  24,374		  2,899		  (63)		  (398)

Equity issued to third parties		  –		  15,449		  17,835 		  –		  –

Income tax expense (benefit)		  6,132		  9,349		  (987)		  70		  –

Net income (loss)		  3,267		  (424)		  (13,949)		  (133)		  (398)

Equipment and leasehold

	 improvements, net		  60,551		  42,318		  35,602		  31,790		  30,595

Shareholders’/members’ equity		  94,732		  91,041		  79,281		  45,731		  45,406

Operational Highlights (Unaudited)
Dollar value of shares traded 

	 on the Exchange*	 $	76,500,697	 $	34,973,751	 $	49,700,742	 $	88,893,815	 $	86,849,825

Average share value of shares

	 traded on the Exchange	 $	 47.86	 $	 47.08	 $	 35.38	 $	 30.51	 $	 26.29

Shares traded on the Exchange		  1,598,480		  742,834		  1,404,949		  2,913,782		  3,304,035

Equity options contracts traded

	 on the Exchange		  399,147		  265,371		  156,222		  127,818		  109,205

Index options contracts traded on the 

	 Exchange		  6,727		  7,626		  7,237		  5,276		  3,222

U.S. dollar-settled PHLX World

	 Currency Option contracts

	 traded on the Exchange		  2,024		  – 		  –  		  –  		  –  

Physically settled currency option 

	 contracts traded on the 

	 Exchange		  78		  131		  160		  231		  279

* �These statistics do not pertain to the trading of Phlx Common Stock. Phlx Common Stock is not presently listed or publicly traded on the Exchange or any other national securities exchange.
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Report of Independent Certified Public Accountants

Board of Governors and Members

The Philadelphia Stock Exchange, Inc. and Subsidiaries

We have audited the accompanying consolidated balance sheets of the Philadelphia Stock 

Exchange, Inc. and Subsidiaries (collectively, the Exchange) as of December 31, 2007 and 

2006, and the related consolidated statements of operations, shareholders’ equity and cash 

flows for the years then ended. These consolidated financial statements are the responsibility 

of the Exchange’s management. Our responsibility is to express an opinion on these consoli-

dated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in 

the United States of America as established by the American Institute of Certified Public 

Accountants. Those standards require that we plan and perform the audits to obtain reason-

able assurance about whether the consolidated financial statements are free of material  

misstatement. An audit includes consideration of internal control over financial reporting as a 

basis for designing audit procedures that are appropriate in the circumstances, but not for the 

purpose of expressing an opinion on the effectiveness of the Exchange’s internal control over 

financial reporting. Accordingly, we express no such opinion. An audit also includes examining, 

on a test basis, evidence supporting the amounts and disclosures in the consolidated financial 

statements, assessing the accounting principles used and significant estimates made by man-

agement, as well as evaluating the overall consolidated financial statement presentation. We 

believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in 

all material respects, the consolidated financial position of the Exchange as of December 31, 

2007 and 2006, and the consolidated results of their operations and their consolidated cash 

flows for the years then ended, in conformity with accounting principles generally accepted in 

the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic consoli-

dated financial statements taken as a whole. The financial/operational highlights information 

is presented for purposes of additional analysis and is not a required part of the basic financial 

statements. Such information, except for that portion marked “unaudited,” on which we 

express no opinion, has been subjected to the auditing procedures applied in the audits of the 

basic consolidated financial statements and, in our opinion, the information is fairly stated in 

all material respects in relation to the basic consolidated financial statements taken as a whole.

Philadelphia, Pennsylvania 

April 30, 2008
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Consolidated Balance Sheets
December 31,	 2007	 2006

(Dollars in thousands)

Assets
Current assets
	 Cash and cash equivalents	  $	 46,117	 $	 50,773
	 Restricted cash		   1,643		  5,951
	 Accounts receivable, net
		  Members		   9,407 		   6,563 
		  Payment for order flow		   6,110 		   4,294 
		  Others		   4,359 		   2,843 
	 Prepaid and other assets		   6,335		   3,149 
	 Deferred income taxes		  –		  232 
		  Total current assets		   73,971 		   73,805 
Clearing and depository items		   7,344 		   7,192 
Other assets
	 Advance to clearing accounts		  3,622 		   3,607 
	 Investments available for sale, at market		   16,398 		   15,337 
	 Investments held to maturity, at amortized cost		   47 		   110 
	 Investments held to maturity, at amortized cost - restricted		   3,026 		   3,023 
	 Investment in affiliate		   333 		   333 
	 Equipment and leasehold improvements, net of accumulated depreciation  
		  and amortization		   60,551 		   42,318 
	 Other assets		   279 		   369 
	 Deferred income taxes, net		   16,335 		   9,112 
		  Total other assets		   100,591 		   74,209 
		  Total assets	 $	181,906 	 $	155,206 

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
	 Accounts payable and other liabilities	 $	 18,063 	 $	 14,385 
	 Payment for order flow		   7,342 		   9,833 
	 Deferred revenue		   7,544 		   7,120 
	 Deferred credits		   451 		   451 
	 Deferred income taxes		   758 		   –   
	 Covered sale fee payable		   388 		   355 
		  Total current liabilities		  34,546 		   32,144 
Clearing and depository items		   7,344 		   7,192 
Accrued retiree benefits		   12,755 		   10,804 
Management equity plan		   20,867 		   5,095 
Accrued governance compensation		   2,493 		   –   
Deferred credits		   4,526 		   4,977 
Supplemental Executive Retirement Plan		   4,643 		   3,953 
					      45,284 		   24,829 
		  Total liabilities		   87,174 		   64,165 
Shareholders’ equity
	 Preferred Stock, $0.01 par value, 100,000 shares authorized,  
		  1 share issued and outstanding		   –   		   –   
	 Common Stock, Class A, $0.01 par value, 50,500 shares authorized,  
		  46,900 shares issued and outstanding		   –   		   1 
	 Common Stock, Class B, $0.01 par value, 949,500 shares authorized,441, 504 shares  
		  issued and outstanding at December 31, 2007; 394,604 shares issued and outstanding  
		  at December 31, 2006		   5 		   4 
	 Additional paid-in-capital		   113,614 		   113,614 
	 Accumulated other comprehensive loss		   (3,291)		   (3,715)
Accumulated deficit		   (12,356)		   (15,623)
					      97,972 		   94,281 
Treasury stock		   (3,240)		   (3,240)
		  Total shareholders’ equity		   94,732 		   91,041 
		  Total liabilities and shareholders’ equity	  $	181,906 	 $	155,206	

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of Operations

Year Ended December 31,	 2007	 2006

(Dollars in thousands)

Revenues	
	 Transaction fees	 $	100,771	 $	 75,710 
	 Other services
		  Clearing and settlement		   1,891 		   2,252 
		  Security price data and floor charges		   12,251 		   10,673 
	 Regulatory fees		   10,613 		   10,350 
	 Dividend and interest income		   2,896 		   2,889 
	 Gain on real estate transaction		  –		   5,738 
	 Other		   7,335 		   5,934 

		  Total revenues		   135,757 		   113,546 

Operating expenses
	 Staffing costs		   70,067 		  46,829 
	 Data processing and communication costs		   12,585 		  10,505 
	 Depreciation and amortization		   12,597 		  11,862 
	 Occupancy costs		   4,899 		  4,999 
	 Professional services		   9,187 		  7,927 
	 License costs		   210 		  1,730 
	 Equity issued to third parties		  –		  15,449 
	 Governance compensation		   4,366 		  1,821 
	 Class action settlement		   3,100 		  –
	 Other		   9,347 		  3,499 

		  Total operating expenses		   126,358 		   104,621 

Income before income tax expense		   9,399 		  8,925 

Income tax expense 		   6,132 		   9,349 

		  Net income (loss)		   $3,267 		   $(424)

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of Shareholders Equity

Preferred Stock

Shares Amount

Class A Common Stock

Shares Amount

Class B Common Stock

Shares Amount

Additional  
paid-in 
capital

Accumulated 
other com-
prehensive 

loss
Accumulated 

deficit
Treasury 

Stock

Total stock-
holders’ 

equity  Years ended December 31, 2007 and 2006

(In thousands except share amounts)

Balance, December 31, 2005 1 $ – 46,900 $ 1  45,450 $ 1 $ 98,196 	 $ (478) 	$ (15,199) $ (3,240) $ 79,281

Change in treasury seats – – – – – – (28) – – – (28)

Capital contributions – – – – – – 2 – – – 2

Issuance of Class B Common 
Stock

– – – – 349,154 3 (5) – – – (2)

Issuance of warrants – – – – – – 15,449 – – – 15,449

Effect of adoption of SFAS No. 
158, net of taxes

– – – – – – – (3,273) – – (3,273)

Net loss – – – – – – – – (424) – (424)

Other comprehensive income, 
net of reclassifications and 
taxes – – – – – – – 36 – – 36

Total comprehensive loss $ (388)

Balance, December 31, 2006 1 – 46,900 1 394,604 4 113,614 (3,715) (15,623) (3,240) 91,041

Change in treasury seats – – – – – – – – – – –

Conversion of Class A 
Common Stock

– – (46,900) (1) 46,900 1 – – – – –

Net income – – – – – – – – 3,267 – 3,267

Other comprehensive income, 
net of reclassifications and 
taxes – – – – – – – 424 – – 424

Total comprehensive income $ 3,691

Balance, December 31, 2007 1 $ – 	 – $ – 441,504 $ 5 113,614 (3,291) (12,356) (3,240) $ 94,732

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of Cash Flows

Year ended December 31,	 2007	 2006

Cash flows from operating activities
	 Net income (loss)	 $	 3,267	 $	 (424)
	 Adjustments to reconcile net income (loss) to net cash provided by operating activities
		  Amortization/accretion of bond premiums/discounts		  3		  29
		  Depreciation and amortization		   12,597		  11,862
		  Equity issued to third parties		  –		  15,449
		  Provision for rebates, discounts and allowances		  800		   80 
		  Gain on real estate transaction		  –		  (5,738)
		  Non cash compensation expense		  15,772		  5,095
		  Settlement of class action lawsuit		  –		  (3,406)
		  Realized gain on sale of investments		  (533)		  (944)
		  Loss on disposal of fixed assets		   339 		   1,135 
		  Supplemental executive retirement plan		   931 		   891 
		  Deferred taxes		   (6,590)		   (3,339)
		  Changes in operating assets and liabilities
			   Accounts receivable		   (6,976)		   (200)
			   Prepaid and other assets		   (3,096)		   (477)
			   Accounts payable and other liabilities		   6,462 		   (3,539)
			   Deferred credits		   (451)		   2,163 
			   Deferred revenue		   424 		   291 
			   Covered sale fee payable		   33 		   (259)

				    Net cash provided by operating activities		   22,982 		   18,669 

Cash flows from investing activities
	 Proceeds from sale of investments		   9,913 		   9,250 
	 Purchase of investments		  (10,673)		   (8,260)
	 Proceeds from sale of real estate		  –		   5,738 
	 Decrease in restricted cash		   4,308 		   72 
	 Capital expenditures		  (31,170)		  (19,713)
	 Increase in advance to clearing accounts, net		   (15)		   3 

				    Net cash used in investing activities		  (27,637)		  (12,910)

Cash flows from financing activities
	 Repayments of long-term debt		  –		   (46)
	 Capital contributions		  –		   2 
	 Proceeds from issuance of Class B common stock		  –		  –
	 Change in treasury seats		   (1)		   (28)

				    Net cash used in financing activities		   (1)		   (72)

				    (Decrease) increase in cash and cash equivalents		   (4,656)		   5,687 

Cash and cash equivalents at beginning of year		   50,773 		   45,086 

Cash and cash equivalents at end of year	 $	46,117 	 $	50,773 

Supplemental disclosures of cash flow information

	 Cash paid during the year for interest	 $	 18 	 $	 5 

	 Cash paid during the year for taxes	 $	15,687 	 $	 – 

The accompanying notes are an integral part of these consolidated financial statements. 



Philadelphia Stock Exchange, Inc. and Subsidiaries 27

Notes to Consolidated Financial Statements
December 31, 2007 and 2006

NOTE A – ORGANIZATION AND OPERATIONS

The Philadelphia Stock Exchange, Inc. (the Exchange), provides a marketplace and facilities for the trading of equity securities, equity 

option, index option, and foreign currency option products for its members. On January 20, 2004, the Exchange demutualized and 

was converted from a Delaware non-stock corporation into a Delaware stock corporation. The Exchange’s subsidiaries include the Stock 

Clearing Corporation of Philadelphia (SCCP), the Philadelphia Board of Trade (PBOT), Advanced Tech Source (ATS), and Phlx Investment 

Product Services (PIPS). SCCP provides an interface clearing arrangement between certain of the Exchange’s floor members and National 

Securities Clearing Corporation (NSCC), and also provides margin services to certain market makers. Pursuant to a 1997 Securities 

and Exchange Commission (SEC) order, the Exchange, SCCP, NSCC, and Depository Trust Company (DTC) entered into an agreement 

whereby SCCP provides limited clearing services. SCCP’s limited clearing services are facilitated through an omnibus account with NSCC 

and do not include the maintenance or offering of continuous net settlement accounts for its participants. The Exchange and SCCP are 

subject to regulatory oversight by the SEC. PBOT is subject to oversight by the Commodity Futures Trading Commission and operates as 

a designated contract market, which allows PBOT to list and trade various futures contracts. PBOT also engages in the distribution  

of market data products, including futures trading market data and sector index spot and settlement values data. PIPS was organized  

to develop and to act as sponsor of unit investment trusts to be listed and traded on the Exchange. ATS was organized to provide  

outsourced data processing services.

On November 10th, 2006, PHLX launched an all-electronic equities exchange, creating a marketplace for executing, displaying, and 

routing orders in all National Market System Stocks. In addition, the SEC introduced Regulation NMS, designed to enhance and mod-

ernize the regulatory structure of the existing national market system (“NMS”). Fundamentally different than floor-based trading, the 

new equity-trading model is designed in compliance with Regulation NMS, as well as competes with a new technology platform named 

“XLE”. 

NOTE B – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1.	Basis of Presentation

The consolidated financial statements include the accounts of the Exchange and its subsidiaries, SCCP, PBOT, ATS, and PIPS. 

Significant intercompany accounts and transactions have been eliminated in consolidation.

2.	Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America 

requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of 

contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the 

reporting period. Actual results could differ from those estimates.

3.	Cash and Cash Equivalents

All highly liquid investments purchased with an original maturity of three months or less are considered cash equivalents.

The Exchange periodically maintains cash balances at a financial institution in excess of the $100,000 Federal Deposit Insurance 

Corporation insurance limit.

4.	Revenue Recognition

Transaction fees and the majority of clearing and settlement service fees relate to trades executed or cleared through the Exchange 

and its subsidiaries and are recorded on a settlement date basis. Regulatory fees include annual registered representative registration 

renewal fees and initial, transfer and termination fees from parties that are members of the Exchange. The renewal registration fees are 

billed annually and collected by the Financial Industry Regulatory Authority (FINRA) and remitted to the Exchange in December preceding 

the effective year, and are deferred and recognized monthly over the course of the effective year. Registered representative initial regis-

tration, transfer and termination fees are also billed and collected by FINRA and are remitted monthly to the Exchange and recognized  

in the month they are assessed to the member. Security price data revenue includes distributions from the Exchange’s participation in the 

Consolidated Tape Association, the Nasdaq UTP Plan and the Options Price Reporting Authority and PBOT’s market data revenue from 

sale of the Exchange’s data associated with the current and closing index spot values and the settlement values for the Exchange and 

SIG Sector Indices and are accrued and recognized in the month the revenue is earned. Floor charges consist predominantly of trading 

post rental fees and other fees related to operating a trading floor and other revenue includes permit and Foreign Currency Options 

(FCO) participation fees, which are accrued and recognized in the month the services are provided.
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5.	Accounts Receivable

The Exchange’s accounts receivable are primarily due from monthly transaction fees and member fees. Credit is extended based on 

evaluation of customers’ financial condition and, generally, collateral is not required. Accounts receivable are stated in the consolidated 

financial statements at amounts due from customers net of an allowance for doubtful accounts. Accounts outstanding longer than 

the payment terms are considered past due. The Exchange determines its allowance by considering a number of factors, including the 

length of time trade accounts receivable are past due, the Exchange’s previous loss history, the obligor’s current ability to pay its obliga-

tion to the Exchange, and the condition of the general economy and the industry as a whole. The Exchange writes-off accounts receiv-

able when they become uncollectible, and payments subsequently received on such receivables are credited to the allowance  

for doubtful accounts. 

6.	Investments

Investments classified as available for sale are stated at market value, and any net unrealized gain or loss is reported as a sepa-

rate component of equity, net of deferred income taxes. Market value was obtained based on available quoted market prices as of 

December 31, 2007 and 2006. Debt securities for which the Exchange has the intent and ability to hold to maturity are classified as 

held to maturity and are valued at cost adjusted for the amortization/accretion of premiums/discounts computed by the interest method. 

Gain or loss recognized on sales of securities are based on the specific classification method and are recorded as of the trade date.

7.	Equipment and Leasehold Improvements

Equipment and leasehold improvements are carried at cost less allowances for accumulated depreciation and amortization. 

Depreciation of furniture and equipment is provided using the straight line method over the estimated useful lives of the applicable 

assets. Leasehold improvements are amortized over the lesser of the lease term or the useful life of such improvements.

8.	Restricted Cash

The Exchange has classified cash totaling $11,000 and $12,000 as restricted at December 31, 2007 and 2006, respectively, represent-

ing capital contributions from owners of exchange memberships used for funding technological improvements and other capital needs 

including principal payments with respect to certain loans, as more fully described in note K (Capital Contribution). The Exchange has 

classified cash totaling $1,232,000 and $5,539,000 as of December 31, 2007 and 2006, respectively, as restricted, representing funds 

collected from market makers and specialists for the purpose of making qualifying payments for order flow, as more fully described in 

note I (Payment for Order Flow). Additionally, the Exchange has classified $400,000 as restricted at December 31, 2007 and 2006,  

representing SCCP restricted cash, deposits and escrow amounts.

All SCCP participant funds are maintained in cash, cash equivalents, or short-term investments, except for amounts utilized to satisfy 

the Depository Trust and Clearing Corporation (DTCC) participant fund requirements with respect to SCCP’s omnibus clearance and 

settlement accounts. At December 31, 2007 and 2006, the participant funds were invested in overnight reverse repurchase agreements.

9.	Deferred Revenue

The Exchange has classified amounts totaling $7,544,000 (comprised of regulatory fees of $7,436,000, PBOT member dues of $-0- 

and licensing fees of $108,000) and $7,120,000 (comprised of regulatory fees of $6,965,000, PBOT member dues of $4,000 and licens-

ing fees of $151,000) as deferred income at December 31, 2007 and 2006, respectively. Deferred income is amortized to income over 

the applicable future year.

10. Deferred Credits

The Exchange has classified amounts totaling $4,977,000 (comprised of rent credits of $4,642,000 and depreciation credits of 

$335,000) and $5,428,000 (comprised of rent credits of $4,977,000 and depreciation credits of $451,000) as deferred credits at 

December 31, 2007 and 2006, respectively. The deferred rent credit (see note N.1) represents the tenant improvement allowance paid 

to the Exchange and will be amortized over the life of the lease renewal. The deferred depreciation credit represents a reimbursement of 

equipment purchases and internally developed software expenses related to development of PBOT’s trading platform and will be amor-

tized over the life of the equipment and software.

11. Securities Purchased Under Agreements to Resell

Relative to SCCP, transactions involving purchases of securities under agreements to resell (reverse repurchase agreements or reverse 

repos) are accounted for as collateralized financings except where SCCP does not have an agreement to sell (or purchase) the same, or 

substantially the same, securities before maturity at a fixed or determinable price. It is the policy of SCCP to obtain possession of or the 

legal right to collateral with a market value equal to or in excess of the principal amount loaned under reverse repurchase agreements. 

Collateral is valued daily, and SCCP may require counterparties to deposit additional collateral or return pledges when appropriate. As of 

December 31, 2007 and 2006, SCCP had open reverse repos, which amounted to $5,638,957 and $3,719,147, respectively, reflected 

in clearing and depository items on the balance sheet. The value of securities taken as collateral for these contracts was $5,920,905 and 

$3,905,105 at December 31, 2007 and 2006, respectively. 

12. Government and Government Agency Securities

Government securities, which are expected to be held until maturity, are stated at cost and adjusted for the amortization of premiums 

computed by the interest method, which approximates fair value. SCCP maintains a $3,000,000 reserve fund that is invested in govern-

ment securities. At December 31, 2007 and 2006, this reserve fund was part of investments held to maturity, which totaled $3,025,817 

and $3,022,533, respectively. Pursuant to SCCP rules, the reserve fund is to be used to cover all reasonably anticipated operating 

expenses of SCCP and must be replenished within 60 days of the use of such monies.
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13. Participants’ Securities Transactions

SCCP’s participants’ securities transactions are reported on a settlement date basis.

14. Participants’ Margin Accounts

Relative to SCCP, margin accounts receivable from and payable to participants include amounts due on cash and margin transactions. 

Securities owned by participants and held as collateral for receivables were valued at $1,426,000 and $3,440,000 at December 31, 

2007 and 2006, respectively. Such collateral is not reflected in the consolidated financial statements. Securities owned by participants 

are marked to market in determining equity for margining purposes.

SCCP is potentially exposed to credit risk arising from nonperformance of its margin members in meeting their settlement obligations.

15. Income Taxes

Deferred income taxes are recognized for the tax consequences of differences in future years between the tax bases of assets and 

liabilities and their financial reporting amounts at each year-end based on tax laws and statutory tax rates applicable to the periods in 

which the differences are expected to result in taxable income. Valuation allowances are established when necessary to reduce deferred 

tax assets to the amount expected to be realized. Income tax expense is the tax payable for the period and the change during the 

period in deferred tax assets and liabilities.

16. Computer Software Developed or Obtained for Internal Use

The Exchange follows the provisions of American Institute of Certified Public Accountants (AICPA) Statement of Position (SOP) No. 

98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal Use, which requires entities to capitalize direct 

internal and external costs that meet certain capitalization criteria. Accordingly, the Exchange capitalized $5,226,000 and $5,081,000 in 

2007 and 2006, respectively.

17. Comprehensive Income

The Exchange follows the provisions of Statement of Financial Accounting Standards (SFAS) No. 130, Reporting Comprehensive 

Income. SFAS No. 130 establishes standards to provide prominent disclosure of comprehensive income items. Comprehensive income is 

the change in equity of a business enterprise during a period from transactions and other events and circumstances from non-operating 

sources. Other comprehensive loss consists of net unrealized gains on investment securities available for sale and pension and postretire-

ment plan adjustments. The components of other comprehensive income (loss) are as follows:

Year ended December 31, 2007	 	 Before	 Tax	 Net of	
	 	 tax	 expense	 tax	
	 	 amount	 (benefit)	 amount

(Dollars in thousands)

Unrealized gains on securities
	 Unrealized holding gains arising during period			   $	 244	 $	 112	 $	 132
	 Less reclassification adjustment for gains
		  realized in net income				    (533)		  (244)	  	 (289)
	 Unrealized gains on securities				     (289)		  (132)		  (157)
	 Pension liability adjustments				    1,070		  481		  581

	 Other comprehensive loss, net			   $	 (781)	 $	(357)	 $	 (424)

Year ended December 31, 2006	 	 Before	 Tax	 Net of	
	 	 tax	 expense	 tax	
	 	 amount	 (benefit)	 amount

(Dollars in thousands)

Unrealized gains on securities
	 Unrealized holding gains arising during period			   $	1,252	 $	 703	 $	 549
	 Less reclassification adjustment for gains
		  realized in net income				    (944)		  (431)		  (513)
	 Unrealized gains on securities				    308		  272		  36

	 Other comprehensive income, net			   $	 308	 $	 272	 $	 36

18. Pension Plan

Pension costs reflect an allocation of aggregate pension costs under a plan sponsored by the Parent. The Exchange funds the plan 

subject to the full funding limitation of the Employee Retirement Income Security Act of 1974.
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In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS 158, Employers’ Accounting for Defined Benefit 

Pension and Other Postretirement Plans: an amendment of FASB Statements No. 87, 88, 106, and 132(R). SFAS 158 requires the 

Exchange to recognize the funded status of its defined benefit postretirement benefit plan in the Exchange’s statement of financial 

position. The funded status was previously disclosed in the notes to the Exchange’s financial statements, but differed from the amount 

recognized in the balance sheet. SFAS 158 does not change the accounting for the Exchange’s defined contribution plan.

The recognition and disclosure provisions of SFAS 158 are effective for fiscal years ending after June 15, 2007, for nonpublic entities 

with defined benefit plans and are to be applied as of the end of the year of adoption. Retrospective application is not permitted. The 

Exchange voluntarily adopted the recognition and disclosures provisions of SFAS 158 effective December 31, 2006. The Exchange uses  

a December 31 measurement date for its pension and postretirement health benefit plan and thus the measurement date provisions will 

not affect the Exchange.

At December 31, 2006, the Exchange’s projected benefit obligation under its pension and retiree medical health plans exceeded the 

fair value of the plan assets by $372,240 and $366,861, respectively, and thus the plans are underfunded. The adoption of SFAS 158 

had the following effect on the Exchange’s balance sheet as of December 31, 2006:

	 	 Prior to	 	 After	
	 	 adoption of	 	 adoption of	
	 	 Statement 158	 Adjustments	 Statement 158

Noncurrent liability		  $	9,495,000	 $	6,404,000	 $	15,899,000
Deferred income taxes			   6,213,000		  3,131,000		  9,344,000
Accumulated other comprehensive loss			   (442,000)		  (3,273,000)		  (3,715,000)

The adoption of SFAS 158 did not affect the Company’s statement of operations for the year ended December 31, 2006, or any prior 

periods. Application of SFAS 158 will not change the calculation of net income in future periods, but will affect the calculation of other 

comprehensive income.

19. Postretirement Health Benefit Plan

Net postretirement health benefit costs are not funded. The net transition obligation for the plan is being amortized over a 20-year 

period, and will be fully amortized by January 1, 2013 (see note M).

20. Advertising Costs

The Exchange expenses advertising costs as incurred. Advertising expense was $212,000 and $161,000 for 2007 and 2006, 

respectively.

21. Reclassifications

Certain reclassifications have been made to the 2006 financial statements to conform to the 2007 presentation.

22. New Accounting Pronouncements

In early July 2006, the FASB issued FASB Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes – an Interpretation 

of Statement No. 109. FIN 48 was issued to address financial statement recognition and measurement by an enterprise of a tax posi-

tion taken, or expected to be taken, in a tax return. The new standard will require several new disclosures in annual financial state-

ments, including (a) the income statement classification of income tax-related interest and penalties and (b) a reconciliation of the total 

amount of unrecognized tax benefits. On February 1, 2008, the FASB issued FASB Staff Position (FSP) FIN 48-2, “Effective Date of FASB 

Interpretation No. 48 for Certain Nonpublic Enterprises.”  The FSP defers the effective date of FIN 48, Accounting for Uncertainty in 

Income Taxes, for certain nonpublic companies to the Exchange’s annual financial statements for fiscal years beginning after December 

15, 2007. Nonpublic companies subject to the deferral are not required to adopt FIN 48 in interim period financial statements in the 

year of adoption. Earlier adoption is permitted, but when adopted, FIN 48 must be applied as of the beginning of the Exchange’s fiscal 

year. The Exchange is still evaluating the impact of adoption of FIN 48. 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 clarifies the principle that fair value 

should be based on assumptions market participants would use when pricing an asset or liability and establishes a fair value hierarchy 

that prioritizes information used to develop those assumptions. Under the standard, fair value measurements would be separately dis-

closed by level within the fair value hierarchy. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007. The adop-

tion of SFAS No. 157 is not expected to have a material impact on the financial position or results of operations of the Exchange.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities – Including an 

amendment of FASB Statement No. 115. SFAS No. 159 expands the use of fair value accounting but does not affect existing standards, 

which require assets and liabilities to be carried at fair value. Under SFAS No. 159, a company many elect to use fair value to measure 

accounts and loans receivable, available-for-sale and held-to-maturity securities, equity method investments, accounts payable, guaran-

tees, issued debt and other eligible financial instruments. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. 

The Exchange has not determined yet whether it will elect to adopt SFAS No. 159.
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NOTE C – REGULATORY DIRECTIVES 

Pursuant to investigations conducted by the SEC regarding, among other things, listing and competition-related behavior, and by the 

United States Department of Justice (DOJ) regarding antitrust, the agencies in the year 2000 entered into settlements with the Exchange 

and certain other options exchanges.

On September 11, 2000, the SEC issued an Order Instituting Public Administrative Proceedings (the 2000 Order), which accepted 

the settlement offers of the Exchange and certain other options exchanges, censured them, and, among other things, required them 

to adopt or modify certain rules regarding listing, allocation, harassment or intimidation, order handling, and certain other competition-

related behavior. The 2000 Order also required the Exchange, jointly with other defendant exchanges, to establish a consolidated audit 

trail system, reform the plan by which capacity is procured and allocated and reform the plan by which exchanges list options. The 2000 

Order also required the Exchange and other exchanges to enhance their surveillance, investigation, and enforcement processes.

On September 11, 2000, a U.S. district court entered a Proposed Final Judgment (Judgment), which instituted an antitrust proceeding 

brought by the DOJ and likewise accepted the settlement offers of the Exchange and certain other options exchanges. The Judgment, 

which was finalized by the court on December 6, 2000, among other things, established periodic reporting requirements, required the 

Exchange and the other exchanges to designate an Antitrust Compliance Officer and initiate an Antitrust Compliance Program, and  

prohibited certain agreements between and among the exchanges. The Judgment expires ten years from the date of its entry.

NOTE D – DISSOLUTION OF PHILADEP

In January 2001, Philadep adopted a Plan of Voluntary Dissolution (the Plan) providing for the cessation of Philadep’s corporate exis-

tence pursuant to the Pennsylvania Banking Code of 1965. In connection with the Plan, in February 2001, Philadep and the Exchange 

entered into an Assumption and Guarantee Agreement (the Assumption Agreement) providing for the Exchange to discharge certain 

obligations of Philadep not discharged directly by Philadep. Pursuant to the Assumption Agreement, the Exchange assumed Philadep’s 

obligations under its pension and/or post-retirement benefit plans.

As of December 31, 2002 (the “Final Distribution Date”), by virtue of the Plan and the Assumption Agreement, all funds, assets, and 

liabilities of Philadep, with a net asset value of $2,185,800, were assigned to and assumed by the Exchange. In 2005, Philadep received 

tax clearance from the Commonwealth of Pennsylvania and filed Articles of Dissolution with the Pennsylvania Department of Banking 

which were approved by the Department of Banking in 2006, causing Philadep to be dissolved. In December 2002, the SEC issued an 

order approving Philadep’s request to withdraw as a registered clearing agency effective as of December 31, 2002. At December 31, 

2007 and 2006, the Exchange maintained reserves of $-0- and $194,000, respectively, for potential claims related to dividends and 

interest on securities that were on deposit with Philadep. The SEC required Philadep to keep a separate minimum reserve of $300,000 

to cover potential reorganization claims. In 2000, Philadep was authorized by the SEC to amortize the $300,000 reserve to income over 

a three-year period.

NOTE E – INVESTMENTS

The amortized cost, gross unrealized gains and losses and estimated market values of the Exchange’s investment securities are sum-

marized as follows (in thousands):

	 	 Gross	 Gross	 Estimated	
	 Amortized	 unrealized	 unrealized	 market	
2007	 cost	 gains	 losses	 value	

(Dollars in thousands)

Available-for-sale
	 Equity securities	 $	13,036	 $	2,807	 $	503	 $	15,340
	 Debt securities		  1,049		  14		  5		  1,058

				    $	14,085	 $	2,821	 $	508	 $	16,398

Held-to-maturity
	 Debt securities	 $	 3,073	 $	 23	 $	 1	 $	 3,095
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	 	 Gross	 Gross	 Estimated	
	 Amortized	 unrealized	 unrealized	 market	
2006	 cost	 gains	 losses	 value	

(Dollars in thousands)

Available-for-sale
	 Equity securities	 $	12,145	 $	2,731	 $	125	 $	14,751
	 Debt securities		  579		  12		  5		  586

				    $	12,724	 $	2,743	 $	130	 $	15,337

Held-to-maturity
	 Debt securities	 $	 3,133	 $	 –	 $	 24	 $	 3,109

The amortized cost and estimated market value of investment securities, by contractual maturity at December 31, 2007 (in thou-

sands), are shown below:

	 	 Available-for-sale	 	 	 Held-to-maturity	

	 	 Estimated	 	 Estimated	
	 Amortized	 market	 Amortized	 market	
	 cost	 value	 cost	 value

(Dollars in thousands)

Due within five years	 $	 –  	 $	 –  	 $	3,073	 $	 3,095
	 Municipal securities		  523		  532		  –  		  –  
	 Mortgage-backed securities	   	 516	   	 526	   	 –  	   	 –  

		  Total debt securities	 $	 1,049	 $	1,058	 $	3,073	 $	 3,095

Proceeds from the sales of investments and gross realized gains and losses on such sales for 2007 and 2006 were as follows:
	 2007	 2006

(Dollars in thousands)

	 Proceeds	 $	 9,876	 $	 9,250
	 Gross gains		  926		  1,297
	 Gross losses		  (393)		  (353)

The table below indicates the length of time individual securities have been in a continuous unrealized loss position as of December 

31, 2007 (in thousands):

	 Number	 	 Less than 12 months	 	 	 	 12 months or longer	 	 	 Total	

Description of	 of	 Fair	 Unrealized	 Fair	 Unrealized	 Fair	 Unrealized	
Securities	 securities	 value	 losses	 value	 losses	 value	 losses

Mortgage-backed
	 securities	 5	 $	 –	 $	 –	 $	140	 $	 3	 $	 140	 $	 3
Marketable equity
	 securities	 19		  4,015		  505		  –		  –		  4,015		  505

Total temporarily 
	 impaired investment
	 securities	 24	 $	4,015	 $	 505	 $	140	 $	 3	 $	4,155	 $	 508
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Management has considered factors regarding other than temporarily impaired securities and determined that there are no securities 

that are impaired as of December 31, 2007.

The Company invests a portion of its investments in auction-rate securities, the market for which has recently undergone significant 

change. As of December 31, 2007, the Exchange had approximately $1,000,000 in auction-rate securities (“ARS”). ARSs have a long-

term stated maturity, but are reset through a “dutch auction” process that occurs periodically depending on the terms of the individual 

security. Until February 2008, the ARS market was highly liquid. During February 2008, however, a significant number of auctions 

related to these securities failed, meaning that there was not enough demand to sell the entire issue at auction. The impact of the failed 

auctions on holders of ARS is that the holder cannot sell the securities and the issuer’s interest rate is generally reset to a higher 

“penalty” rate. 

At December 31, 2007 and 2006, the Company held 4.70 shares of DTCC common stock. As a member firm of DTCC, the Exchange 

is designated, by DTCC rule, as a mandatory purchaser participant and is required to own the shares for as long as it remains a member. 

The number of shares required to be owned is determined by DTCC and the Exchange is prohibited from owning anything more or less 

than the amount calculated by DTCC. The shares are substantially restricted and cannot be sold to any party other than the DTCC. For 

this reason, these shares are recorded at cost and are classified in other assets on the Exchange’s balance sheet at December 31, 2007 

and 2006.

NOTE F – INVESTMENT  IN AFFILIATE

The Exchange has a minority equity interest in The Options Clearing Corporation (OCC) carried at cost totaling $333,000. In the event 

the Exchange should cease to be qualified to participate in OCC, OCC has the right to purchase all the shares owned by the Exchange. 

The shareholders’ agreement provides that the purchase price will be the lesser of the Exchange’s cost or the aggregate book value of 

the shares.

It is intended that the income of OCC will either be distributed to the member exchanges or retained within OCC. This determination 

will be made annually by the OCC Board of Directors. As the investment in OCC is not marketable and because there is little likelihood 

of dividends being distributed to the shareholders, the Exchange will realize its share of OCC’s equity upon ultimate liquidation of OCC, 

an event not in the foreseeable future. Accordingly, the investment in OCC is carried at the Exchange’s cost. There were no distributions 

in 2007 and 2006.

NOTE G – EQUIPMENT AND LEASEHOLD IMPROVEMENTS

The Exchange’s investment in equipment and leasehold improvements comprises the following:

	 	 Estimated	
	 	 useful lives	 2007	 2006	

(Dollars in thousands)

Equipment			   3 - 7 years	 $	 53,123	 $	 45,846
Software			   5 years			   43,341		  39,099
Leasehold improvements			   Various			   28,239		  15,638
									         124,703		  100,583
Less - accumulated depreciation and amortization						      64,152		  58,265

								        $	 60,551	 $	 42,318
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NOTE H – CLEARING ITEMS

The clearing items represent cash, receivables and payables for open securities transactions cleared for participants through SCCP’s 

clearing system. A summary of the balances at December 31, 2007 and 2006, follows:
	 2007	 2006

(Dollars in thousands)

Cash - restricted	 $	 67	 $	 122
Securities purchased under agreements to resell - restricted		  3,012		  2,786
Securities purchased under agreements to resell		  2,627		  933
Cash				   108		  113
Margin accounts, debit balances		  1,104		  2,895
Miscellaneous accounts, debit balances		  1		  7
Omnibus accounts with other clearing organizations		  4		  2
Deposits with other clearing agencies	   	 421	   	 334

				    $	7,344	 $	7,192

	 2007	 2006

(Dollars in thousands)

	 Margin accounts, credit balances	 $	 215	 $	 298
	 Continuous net settlement and other accounts, credit balances		  7		  17
	 Participants’ fund		  3,500		  3,242
	 Advance from corporate accounts		  3,622		  3,607
	 Dividend and other payables		  –		  28

				    $	7,344	 $	7,192

SCCP participants are required to contribute to the Participants’ Fund (the Fund). Amounts are dependent upon the nature and  

volume of services utilized by the participant. The Fund is designed to provide security for participants’ obligations to SCCP, and is  

available to protect against the possibility of certain losses and as necessary to meet participant fund requirements of NSCC and/or  

DTC. SCCP determined that each participant’s contribution was in accordance with the formulas approved by the SCCP Board of 

Directors. All formulas were applied to all SCCP participants on a uniform non-discriminatory basis.

All required contributions to the Fund must be made in cash and SCCP may allocate any portion of the Fund to satisfy DTCC’s partici-

pant fund requirements with respect to SCCP’s Omnibus Clearance and Settlement account. Accordingly, at December 31, 2007, SCCP 

had $420,000 deposited with DTCC, at December 31, 2006, SCCP had $334,000 deposited with DTCC. SCCP’s excess participant fund 

cash not used to fund its DTCC participants’ fund requirements is segregated and invested by SCCP in accordance with its rules.

SCCP rebates interest monthly to participants with deposits greater than $50,000 at the average federal funds rate, less one half of 

a percent. During 2007 and 2006, SCCP rebated $34,000 and $36,000, respectively, in interest, to the participants in accordance with 

the formulas. The participants’ fund consisted of $3,500,000 and $3,242,000 in cash deposits and securities at December 31, 2007 and 

2006, respectively.

NOTE I  – PAYMENT FOR ORDER FLOW

The Exchange administers the collection and payment of Payment for Order Flow (“PFOF”) fees assessed on certain qualifying 

transactions. PFOF funds are made available to order flow providers at the direction of specialist units and Directed Registered Options 

Traders. At December 31, 2007, the Exchange held total cash in the amount of $1,232,000 and total receivable and payable balances 

of $6,110,000 and $7,342,000, respectively, related to its PFOF programs. At December 31, 2006, the Exchange held total cash in the 

amount of $5,539,000 and total receivable and payable balances of $4,294,000 and $9,833,000, respectively, related to its PFOF  

programs. 
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NOTE J – NOTES PAYABLE

The Exchange had no loan obligations at December 31, 2007 and 2006. The Exchange had a capital lease obligation of $46,000 at 

December 31, 2005, which was paid off in 2006.

During 2007, the Exchange maintained two collateralized line of credit facilities. Under these facilities, the Exchange has lines of credit 

totaling $10,000,000, comprised of agreements of $5,000,000 each at two different banks. Interest on outstanding balances is payable 

at the prime rate minus 0.5% and the prime rate, respectively. During 2006, the Exchange maintained two collateralized line of credit 

facilities. Under these facilities, the Exchange has lines of credit totaling $10,000,000, comprised of agreements of $5,000,000 each at 

two different banks. Interest on outstanding balances is payable at the prime rate. The Exchange has pledged a minimum of $1,500,000 

in marketable securities and certain of its accounts receivable to each bank as collateral for the lines of credit. At December 31, 2007 

and 2006, no portion of the lines of credit was outstanding.

During 2007 and 2006, SCCP maintained two collateralized line-of-credit agreements. Under these agreements, SCCP has lines 

of credit totaling $40,000,000, comprised of agreements of $20,000,000 each at two different banks. Interest is payable to the two 

accounts at the federal funds rate plus 1.6%. At December 31, 2007 and 2006, no portion of the lines of credit was outstanding.

NOTE K – CAPITAL CONTRIBUTION

In June 2000, the Exchange implemented a three-year capital contribution program. The program assessed a $1,500/month contri-

bution on owners of the Exchange’s 505 seats to be used to provide funding for technological improvements and other capital needs. 

Through December 31, 2007, the Exchange had collected $27,188,000 (2007 - $-0-; 2006 - $2,000; 2005 - $6,000; 2004 - $33,000; 

2003 - $4,251,000; 2002 - $9,336,000; 2001 - $8,888,000; 2000 - $4,672,000) from its seat owners. The program expired in May 

2003.

NOTE L – INCOME TAXES

The components of the provision for income taxes are as follows:
Year ended December 31,	 2007	 2006

(Dollars in thousands)

	 Currently payable
		  Federal	 $	 6,830	 $	 7,260
		  State and local		  5,892		  5,545
					     12,722		  12,805

	 Deferred taxes		  (6,590)		  (3,456)

				    $	 6,132	 $	 9,349

The 2007 and 2006 provisions for income taxes are different from the amount which would be provided by applying the statutory 

Federal income tax rate to the income (loss) from continuing operations before income taxes, primarily as a result of permanent book 

tax differences and tax credits.

Deferred taxes result from federal and state net operating losses, recording depreciation, pension costs, deferred compensation,  

retiree medical benefits, unrealized gains/losses on investments, the reserve for possible losses on aged items in different periods for 

financial accounting and income tax reporting purposes, research and development credits and valuation allowance.

The components of the net deferred tax asset/liability recognized in the accompanying consolidated balance sheets are as follows:
Year ended December 31,	 2007	 2006

(Dollars in thousands)

	 Deferred tax assets	 $	35,250	 $	27,051
	 Deferred tax liability		  18,031		  16,065
	 Net deferred tax asset before valuation allowance		  17,219		  10,986
	 Valuation allowance		  (1,642)		  (1,642)

	 Net deferred tax asset	 $	15,577	 $	 9,344
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During 2006, the Exchange performed a study regarding available Research and Development (“R&D”) tax credits relating to their 

internally development software. Based upon this study, there are $5,037,000 of R&D credits available to the Exchange that were gener-

ated between 1998 and 2006. As of December 31, 2007, the Exchange had net deferred tax assets relating to research and develop-

ment credits of $4,014,000. These credits expire in 2018 through 2026. Additionally, alternative minimum tax credits are available of 

approximately $549,000 for 2006. The Exchange has approximately $5,000,000, expiring through 2024, of net operating loss carryfor-

wards available to reduce future federal taxable income. These net operating losses are subject to an annual limitation under Internal 

Revenue Code Section 382 of approximately $2,100,000.

The Exchange files a consolidated federal income tax return. It is the Exchange’s policy to calculate all taxes on a separate company 

basis. Any tax calculated at the subsidiary level is paid to the parent for subsequent payment to the federal government.

NOTE M – EMPLOYEE BENEFITS

1.	Pension Plan

The Company participates in a trusteed noncontributory pension plan and a postretirement benefit plan covering substantially all 

employees of the Parent and its subsidiaries. The Company provides defined benefits which are generally a function of years of service 

and based on an employee’s average pay over the employee’s career with the Company.

The funded status of the defined benefit plan and postretirement benefit plan is as follows:

	 	 Pension benefits	  	 	 Postretirement benefits	

	 2007	 2006	 2007	 2006	

(Dollars in thousands)

	 Change in benefit obligation
		  Benefit obligation, beginning of year	 $	27,969	 $	27,252	 $	 9,184	 $	 8,595
		  Service cost		  1,829		  1,641		  697		  688
		  Interest cost		  1,519		  1,503		  546		  489
		  Assumption changes		  895		  (1,080)		  783		  –  
		  Actuarial gain		  (2,423)		  (904)		  (297)		  (463)
		  Benefits paid		  (475)	 	 (443)		  (156)		  (125)

	 Benefit obligation, end of year		  29,314		  27,969		  10,757		  9,184

	 Change in plan assets
		  Fair value of plan assets, beginning 
			   of year		  25,625		  19,883		  –  		  –  
		  Return on plan assets		  1,584		  2,235		  –  		  –  
		  Employer contributions		  358		  3,948		  156		  125
		  Expenses		  (18)		  2		  –  		  –  
		  Benefits paid		  (475)		  (443)		  (156)	 	 (125)

	 Fair value of plan assets, end of year		  27,074		  25,625		  –		  –

	 Funded status, end of year	 $	 (2,240)	 $	 (2,344)	 $	(10,757)	 $	(9,184)

	 Amounts recognized in balance sheets 
			   at December 31, 2007
		  Current liabilities (anticipated
			   contributions)	 $	 –	 $	 –	 $	 (242)	 $	 (155)
		  Noncurrent liabilities		  (2,240)	 	 (2,344)		  (10,515)		  (9,029)

	 Net amount recognized in balance sheets	 $	 (2,240)	 $	 (2,344)	 $	(10,757)	 $	(9,184)

	 Amounts recognized in accumulated 
			   other comprehensive loss 
		  Net actuarial loss	 $	 2,377	 $	 3,412	 $	 3,894	 $	 3,586
		  Unrecognized transition obligation		  –		  –		  89		  107
		  Prior service cost		  49		  134		  –	 	 –

				    $	 2,426	 $	 3,546	 $	 3,983	 $	 3,693
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The postretirement benefit plan provides certain health care and life insurance benefits for retired employees. Substantially all of the 

Company’s employees may become eligible for those benefits if they reach normal retirement age while employed by the Company and 

fulfill other eligibility requirements as specified by the plan.

The accumulated benefit obligation for the pension plan at December 31, 2007 and 2006 was $29,314,000 and $27,969,000, 

respectively. The accumulated postretirement benefit obligation at December 31, 2007 and 2006 was $10,757,000 and $9,184,000, 

respectively.

	 	 Pension benefits	 	 	 Postretirement benefits	

	 2007	 2006	 2007	 2006

	 Weighted-average assumptions used to 
			   determine benefit obligations
			   at December 31
		  Discount rate		  6.00%	 6.00%			   6.00%		  6.00%
		  Rate of compensation increase		  4.50	 4.50			   4.50		  4.50

	 Weighted-average assumptions used to 
			   determine net periodic benefit
			   cost for years ended December 31
		  Discount rate		  6.00%	 5.75%			   6.00%		  5.75%
		  Expected long-term return on plan assets		  8.00	 8.00			   N/A		  N/A
		  Rate of compensation increase		  4.50	 4.50			   4.50		  4.50

The Exchange sets the discount rate assumption annually for its retirement-related benefit plan at the measurement date to reflect 

the yield of high-quality fixed-income debt instruments. 

Assumed health care cost trend rates related to postretirement benefits at December 31:
	 2007	 2006

	 Current trend rate		  9.00%		  9.50%
	 Ultimate trend rate		  5.00%		  5.00%
	 Year that the rate reaches the ultimate trend rate		  2015		  2015

Year ended December 31,	 2007	 2006

(Dollars in thousands)

	 Effect of 1% Change in Assumed Healthcare Trend rates
		  One-Percentage point Increase
			   Effect on Total of Service Cost and Interest Cost					     $	 210	 $	 276
			   Effect on Postretirement Benefit Obligation		  1,658		  1,800
		  One-Percentage point Decrease
			   Effect on Total of Service Cost and Interest Cost		  (168)		  (215)
			   Effect on Postretirement Benefit Obligation		  (1,342)		  (1,437)

The Exchange’s net periodic pension cost and other postretirement benefits costs include the following components:

	 	 Pension benefits	 	 	 Postretirement benefits	

	 2007	 2006	 2007	 2006	

(Dollars in thousands)

		  Service cost	 $	1,829	 $	 1,641	 $	 697	 $	 688
		  Interest cost		  1,519		  1,503		  546		  489
		  Expected return on plan assets		  (2,059)		  (1,645)		  –		  –
		  Amortization of transition obligation		  –		  –		  18		  18
		  Amortization of prior service cost		  85		  85		  –		  2
		  Amortization of net losses		  –		  228		  178		  224

			   Net periodic benefit cost	 $	1,374	 $	 1,812	 $	1,439	 $	1,421
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The Exchange’s expected long-term rate on pension plan assets of 8% is based on the aggregate historical returns of the investments 

that comprise the defined benefit plan portfolio over the most recent six consecutive year period. The investment strategy of the plan is 

to achieve an asset allocation balance within planned targets to preserve principal while obtaining an average 8% annual return for the 

long-term.

The Exchange’s strategy is to fund its defined benefit pension plan obligations. The need for further contributions will be based on 

changes in the value of plan assets and the movements of interest rates during the year. The Exchange expects to contribute $-0- to the 

pension plan in 2008. The Exchange’s pension plan asset allocation at December 31, 2007 and 2006, and target allocation for 2008 by 

category are as follows:

	 	 Percentage of plan assets	 	 	Target allocation	

Asset category	 	 2007	 2006	 2008

			   Equity securities				    69%		  68%		  65%
			   Fixed income securities				    29%		  28%		  30%
			   Cash				    2%		  4%		  5%

The following assumed benefit payments, which reflect expected future service, as appropriate, are expected to be paid as follows:
	 Pension	 Postretirement 
	 benefits	 benefits

(Dollars in thousands)

	 2008	 $	 763	 $	 242
	 2009		  841		  278
	 2010		  925		  304
	 2011 - 2016		  11,942		  3,226

2.	Supplemental Executive Retirement Plan

The Exchange maintains nonqualified Supplemental Executive Retirement Plans (“Plans”) for certain key executives. The Plans are 

unfunded. The Exchange has reflected its liability related to the Plans of $4,643,000 and $3,953,000 as supplemental executive  

retirement plan in the accompanying balance sheet at December 31, 2007 and 2006, respectively. 

The funded status of the Plans are as follows:

	 	 Plan #1	 	 	 Plan #2	

	 2007	 2006	 2007	 2006

(Dollars in thousands)

	 Change in benefit obligation
		  Benefit obligation, beginning of year	 $	 132	 $	 139	 $	 3,821	 $	3,382
		  Service cost		  –		  –		  459		  457
		  Interest cost		  7		  8		  229		  191
		  Assumption changes		  5		  (1)		  –		  –
		  Actuarial loss		  19		  18		  3		  (209)
		  Benefits paid		  (32)		  (32)		  –		  –

	 Benefit obligation, end of year	 $	 131	 $	 132	 $	 4,512	 $	3,821

	 Change in plan assets
		  Fair value of plan assets, beginning of year	 $	 –	 $	 –	 $	 –	 $	 –
		  Employer contributions		  32		  32		  –		  –
		  Benefits paid	 	 (32)		  (32)		  –		  –

	 Fair value of plan assets, end of year	 $	 –	 $	 –	 $	 –	 $	 –

	 Funded Status, end of year	 $	 (131)	 $	(132)	 $	(4,512)	 $	(3,821)

	 Amounts recognized in accumulated 
			   other comprehensive loss 
		  Net actuarial loss (gain)	 $	 116	 $	 111	 $	 (1)	 $	 (3)
		  Prior service cost		  –		  –  		  1,859		  2,107

				    $	 116	 $	 111	 $	 1,858	 $	2,104
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The accumulated benefit obligation for Plan #1 at December 31, 2007 and 2006 was $131,000 and $132,000, respectively. The 

accumulated benefit obligation for Plan #2 at December 31, 2007 and 2006 was $4,512,000 and $3,821,000, respectively.

	 	 Plan #1	 	 	 Plan #2	

	 2007	 2006	 2007	 2006

	 Weighted-average assumptions used to 
			   determine benefit obligations at 
			   December 31
		  Discount rate		  6.00%		  6.00%		  6.00%		  6.00%
		  Rate of compensation increase		  4.50		  4.50		  4.00		  4.00

	 Weighted-average assumptions used to 
			   determine net periodic benefit cost 
			   for years ended December 31 
		  Discount rate		  6.00%		  5.75%		  6.00%		  5.75%
		  Expected long-term return on plan assets		  8.00		  8.00		  N/A		  N/A
		  Rate of compensation increase		  4.50		  4.50		  4.00		  4.00

The Exchange sets the discount rate assumption annually for its retirement-related benefit plan at the measurement date to reflect 

the yield of high-quality fixed-income debt instruments. 

The Exchange’s net periodic pension cost includes the following components:

	 	 Plan #1	 	 	 Plan #2	

	 2007	 2006	 2007	 2006

(Dollars in thousands)

	 Service cost	 $	 –	 $	 –	 $	 459	 $	457
	 Interest cost		  7		  7		  229		  192
	 Amortization of prior service cost		  –		  –		  248		  248
	 Amortization of net losses		  19		  20		  –		  –

		  Net periodic benefit cost	 $	 26	 $	 27	 $	 936	 $	897

The following assumed benefit payments, which reflect expected future service, as appropriate, are expected to be paid as follows:
	 Plan #1	 Plan #2	
	 benefits	 benefits

(Dollars in thousands)

	 2008					     $	 32	 $	 64
	 2009		  26		  61
	 2010	  	 22		  58
	 2011 - 2017		  75		  3,683

3.	Savings Plan

The Exchange and SCCP also participate in a voluntary defined contribution 401(k) plan which covers substantially all of the Exchange 

and its Subsidiaries’ employees. Employer contributions to this 401(k) plan were $716,000 in 2007 and $618,000 in 2006.

In December 2006, the Board of Governors approved changes to the Exchange’s retirement program. Employees hired on or after 

January 1, 2007 will participate in an enhanced 401(k) plan only. Employees hired prior to January 1, 2007 will be given a one-time 

opportunity to choose between continued participation in the current defined benefit pension plan plus the current 401(k) plan or  

participation in the enhanced 401(k) plan.

4.	Postretirement Health Benefit Plan

The Exchange adopted SFAS No. 106, Employer’s Accounting for Postretirement Benefits Other Than Pensions, as of January 1, 1993. 

This statement requires the accrual of the cost of providing postretirement benefits, including medical and life insurance cover-

age, during the active service period of the employee. The transition obligation as of January 1, 1993, was estimated to be $2,617,000, 

which the Exchange has elected to amortize over 20 years as permitted by SFAS No. 106.

On December 8, 2003, the President signed into law the Medicare Prescription Drug, Improvement and Modernization Act of 2003 

(the “Act”). The Act provides for an expansion of Medicare, primarily adding a prescription drug benefit for Medicare-eligible retirees 

starting in 2006. The Act also provides a federal subsidy to sponsors that provide a benefit that is at least actuarially equivalent to 

Medicare Part D. The Exchange has concluded that the benefits provided by the plans are actuarially equivalent to Medicare Part D 

under the legislation, and that the effects of the Act on medical obligations and costs to the Company are not significant.
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NOTE N – COMMITMENTS AND CONTINGENCIES

1.	Operating Leases

Rental expense was $4,441,000 in 2007 and $4,434,000 in 2006. Rental expense includes $223,000 in 2007 and $358,000 in 2006, 

for taxes and maintenance related to leased property.

The Exchange’s minimum future annual rental obligations, exclusive of insurance, maintenance, and other costs, applicable to existing 

operating leases, are as follows:
Year ending December 31, 

(in thousands)

	 2008			   $	 3,895
	 2009				    3,806
	 2010				    3,742
	 2011 and thereafter				    42,696

						      $	54,139

The Exchange leases its facilities under leases which are included in the preceding commitment schedule. Two lease agreements 

expired in May 2005 and two in October 2006, one of which was renewed for an additional 15 year lease term (primary lease). In 

December 2004, the Exchange renewed its lease agreement for approximately 91,000 square feet of office space at its existing loca-

tion and in March 2005 and July 2005, the Exchange expanded its space to primarily address the other lease agreements that were 

expiring in May 2005 and October 2006 and to expand its data center for approximately 56,000 square feet of additional office space. 

In October 2006, the Exchange increased its space to expand its data center for approximately 7,000 square feet of office space. For 

the primary space, the lease term is 15 years, effective November 1, 2006, and contains a renewal option for extending the agreement 

for an additional two consecutive five-year terms. The five-year renewal options provide for possible escalation in annual rental costs 

depending on certain economic factors between now and the exercise periods of the renewal options. The expansion space commenced 

between June 1, 2005 and November 1, 2006 with free rent periods on certain amounts of space from between three months and 

seventeen months. It is co-terminus with the primary lease. Additionally, the landlord reimbursed the Exchange $2,708,000 in 2005 

and $2,380,000 from January through February 2006 for tenant improvements made after January 1, 2003. Reimbursement of tenant 

improvements is recorded as deferred rent credits and will be amortized on a straight-line basis over the 15 year lease renewal term as a 

reduction of rent expense. The lease agreements include termination options in October 2011 and 2016, subject to a termination fee. 

In June 2006, the Exchange expanded its space to accommodate its data center by approximately 26,000 square feet of office space 

in a Keystone Opportunity Zone, in which the Exchange qualified for state and local tax savings through 2018. The lease term is 15 

years and 6 months, effective November 30, 2007, and contains a renewal option for extending the agreement for an additional two 

consecutive five-year terms. The five-year renewal options provide for possible escalation in annual rental costs depending on certain 

economic factors between now and the exercise periods of the renewal options. The landlord will reimburse the Exchange $762,000 in 

2008 for tenant improvements. Reimbursement of tenant improvements will be recorded as deferred rent credits and will be amortized 

on a straight-line basis over the 15 year lease renewal term as a reduction of rent expense. 

In May of 2006, pursuant to rights granted to the Exchange in its main lease, the Exchange acquired a limited partnership interest in 

Market 1900 Associates, L.P., a Pennsylvania limited partnership, an entity which, in turn, acquired a partnership interest of the entity 

whose primary asset is the real estate in which the Exchange’s main leased premises are located. The Exchange recognized a gain of 

$5,738,000 on the purchase and subsequent sale of these ownership interests. 

2.	Class Action Settlement

In May 2000, the Exchange settled consolidated class action lawsuits filed against it and certain other exchanges in October 1999 

(the Original Settlements). The lawsuits alleged antitrust violations in connection with the listing of options. The Exchange was obli-

gated under its Original Settlement Agreement to pay $2,800,000 (the Original Settlement Amount) to plaintiffs, which was accrued 

and included in the 2000 Consolidated Statement of Operations in Other Expenses. Payment of the Original Settlement Amount was 

secured by a letter of credit issued by a bank, which was renewed every year since 2001 and expired on November 28, 2005 and was 

not renewed due to the Original Settlement Agreement being replaced by a Modified Settlement Agreement, as described below.

In February 2001, the Court before whom the class action was filed issued an order granting a summary judgment motion filed by all 

Exchanges on the grounds that the Exchanges are entitled to implied immunity from liability under the antitrust laws. In April 2001, the 

Court issued an order stating that, as a result of its granting summary judgment, it does not have jurisdiction to entertain the plaintiffs’ 

request to preliminarily approve the proposed settlement, and thus denied the plaintiffs’ motion for approval of the settlement. The 

plaintiffs in April and May 2001 appealed the Court orders. In January 2003, after appellate briefing and oral argument, the Appellate 

Court issued a decision in which it a) affirmed the Court’s dismissal of the class action complaint on the basis of implied repeal, and 

b) vacated the Court’s order stating that it did not have jurisdiction to hear motions for preliminary approval of the settlements and 

remanded the matter to the Court to entertain such motions. The plaintiffs filed a petition with the Court of Appeals for panel rehear-

ing and for rehearing en banc. This petition was denied.
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In February 2004, the plaintiffs filed a motion with the Court seeking preliminary approval of the Original Settlements including the 

Exchange’s. In July 2004, the Court issued a complex order and decision regarding the Original Settlements wherein, among other 

things, the court agreed with certain objections to the settlement while approving the original settlement of one of the exchange defen-

dants. In January 2006, the Exchange, the other exchange defendants and several market maker defendants submitted to the Court a 

Modified Settlement Agreement that was complemented by supplemental settlement agreements of additional defendants (collectively 

the Modified Settlement Agreement). On February 8, 2006, the Court entered an order preliminarily approving the Modified Settlement 

Agreement and scheduling May 22, 2006, for consideration of final approval of the settlement. Pursuant to the Modified Settlement 

Agreement the Exchange is obligated to pay a Modified Settlement amount that is significantly reduced from the Original Settlement 

Amount. As a result, the Exchange paid $575,000 ($525,000 principal, $50,000 interest) and reversed $3,406,000 ($2,275,000 in  

principal, $1,131,000 in interest) of previously accrued settlement liabilities through other expenses which are reflected in operat-

ing expenses in the consolidated statement of operations. An amended final judgment and order approving the Modified Settlement 

Agreement was entered on December 14, 2006. No appeal was taken on the final judgment, and the settlement under the Modified 

Settlement Agreement is final.

3.	Other

In December 2003, six purported trading firms sued the Exchange and other options exchanges, ROTs, and specialists in federal court 

in Chicago, alleging improper handling of options orders placed by these firms. The case was dismissed by order of the court on March 

30, 2005, but plaintiffs were permitted to amend their complaint excluding antitrust allegations. Other similarly situated plaintiffs filed 

similar complaints against the Exchange, among others, on September 28, 2005 and September 30, 2005, respectively. All of these have 

been consolidated with this first case. Plaintiffs’ amended complaint (without antitrust claims), with allegations very similar to the origi-

nal complaints, was dismissed on September 13, 2006 and their Motion for Reconsideration was denied on March 22, 2007. Plaintiffs’ 

appeal to the United States Court of Appeals was dismissed on April 20, 2007. The Exchange is producing a response to a third party 

subpoena, but is no longer a party to the action.

In 1998, Joseph Carapico, a member of the Exchange, and PennMont Securities (“PennMont”), an entity through which he trades 

securities at the Exchange, filed suit against the Exchange in Pennsylvania Common Pleas Court. The suit was amended in 2003 to 

request the Court to appoint a custodian to conduct the business of the Exchange, direct defendants to provide immediate notice to 

members of the commencement of any exploratory talks regarding certain corporate transactions, declare whether any fundamental 

transaction that might be undertaken by the Exchange was lawful, and enjoin the Exchange from pursuing certain mergers, sales of 

assets, conversions, or other transfers. On October 6, 2004, the Court granted summary judgment against the plaintiffs and dismissed 

the case with prejudice. On February 24, 2006, the Superior Court affirmed, and on September 15, 2006, the Supreme Court of 

Pennsylvania denied plaintiffs’ petition for allowance of appeal, ending the litigation in favor of the Exchange. The Exchange now seeks 

recovery of nearly $1,000,000 in legal fees pursuant to Exchange Rule 651.

PennMont, a member of the Exchange, filed suit on December 31, 2007 against the Exchange and Meyer S. Frucher, the Exchange’s 

Chairman and Chief Executive Officer, seeking to enjoin PHLX’s enforcement of Exchange Rule 651 against PennMont and seeking 

damages in connection therewith. On February 13, 2008, after the parties had briefed PennMont’s motion for a temporary restraining 

order and a preliminary injunction, the Court denied the motion and dismissed the action for failure to state a claim. PennMont filed 

an appeal to the United States Court of Appeals for the Third Circuit, which remains pending. On February 27, 2008, the District Court 

denied PennMont’s emergency motion for injunction pending appeal, and on March 7, 2008, the United States Court of Appeals for the 

Third Circuit denied a similar emergency motion for injunction pending appeal.

PennMont, a member of the Exchange, filed suit on December 22, 2005 against five individuals: Meyer S. Frucher, the Exchange’s 

Chairman and Chief Executive Officer; William Briggs, the Exchange’s Executive Vice President; Norman Steisel, the Exchange’s Executive 

Vice President and Chief Operating Officer; and Kevin Foley and Christopher Nagy, former members of the Exchange’s Board of 

Governors. The Exchange is advancing defense expenses to the Defendants in accordance with its Restated Certificate of Incorporation 

and By-Laws. The complaint alleges mismanagement from the mid-1990s forward, with a specific focus on demutualization, and alleges 

direct shareholder class action and derivative claims under the Racketeer Influenced and Corrupt Organizations Act and nine common 

law causes of action. The complaint seeks monetary damages for plaintiffs and fellow shareholders. Defendants filed a motion to dismiss 

the complaint on multiple grounds. The Court dismissed the matter for failure to state a claim on August 15, 2007, and plaintiff has 

filed an appeal to the United States Court of Appeals for the Third Circuit.

Certain Exchange shareholders and members filed a proposed shareholder class action suit on June 14, 2006 in the United States 

District Court for the Eastern District of Pennsylvania, alleging securities fraud against the Exchange’s Board of Governors and its officer 

Norman Steisel (the “Exchange Defendants”) in connection with the six strategic investments secured by the Exchange in June and 

August 2005. The Exchange is advancing defense expenses to the Exchange Defendants in accordance with its Restated Certificate of 

Incorporation and By-Laws. The complaint also alleged “fraudulent transfer” of Exchange stock against the Strategic Investors. Plaintiffs 
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requested rescission of the sale of stock to the Strategic Investors, or in the alternative, monetary damages. On July 19, 2006, plaintiffs 

filed an amended complaint that expanded upon the securities fraud claim asserted against the Exchange Defendants to attack not only 

the Strategic Transactions, but also demutualization and the Exchange’s September 2005 self-tender offer. Plaintiffs requested the fol-

lowing relief:  (i) rescission of stock sales pursuant to the tender offer; (ii) reversal of demutualization “to the extent such is possible and, 

to the extent such is not possible,” damages; and (iii) rescission of the stock issued to the Strategic Investors. The amended complaint 

also asserted a claim for breach of fiduciary duty against the Exchange Defendants for which plaintiffs sought damages. With respect 

to the Strategic Investors, in addition to “fraudulent transfer,” the amended complaint asserted claims for securities fraud, “commercial 

bribery” pursuant to the Robinson-Patman Act, and aiding and abetting breach of fiduciary duty. The plaintiffs subsequently informed 

the Court that they were pursuing only their securities fraud claims. Motions to dismiss filed on behalf of all of the defendants were 

granted on March 31, 2007, and plaintiffs have filed an appeal to the United States Court of Appeals for the Third Circuit. On January 

28, 2008, plaintiffs filed motion for remand of the appeal to the District Court for consideration of the applicability of the settlement 

release in Ginsburg v. Philadelphia Stock Exchange, Inc. et al., No. 2202-CC (Del. Ch.).

Another shareholder class action was filed against the Exchange, its then-Board of Governors, and the Strategic Investors in the 

Delaware Court of Chancery on June 6, 2006. As in the above matter, the plaintiff asserted a breach of fiduciary duty against the Board 

defendants, and sought the unwinding of the strategic investments, or in the alternative, monetary damages. Plaintiff’s claim against 

the Strategic Investors was for aiding and abetting a breach of fiduciary duty. A substantial portion of the legal costs associated with the 

defense of both class action matters has been covered by Insurance. Motions to dismiss filed on behalf of all defendants were denied 

on December 7, 2006. On October 22, 2007, the court issued an order and final judgment providing for final class certification and 

approving as fair and adequate to the class a settlement that had been reached on June 20, 2007, on the eve of trial. Certain object-

ing class members appealed the October 22, 2007 order, and the Delaware Supreme Court affirmed the judgment on March 27, 2008. 

Among other consideration, the settlement provided that the Exchange would cause its insurers to pay to the class $14 million, and 

would itself further pay $3.1 million to the class. Among other consideration, the settlement consideration includes:  (i) 14% of each of 

the Strategic Investor’s equity interest in the Exchange; (ii) payment by the Exchange’s insurers of $14 million to the class; (iii) payment 

by the Exchange of $3.1 million to the class; and (iv) cancellation of the interest of Myer S. Frucher, the Exchange’s Chairman and Chief 

Executive Officer, in 14% of the restricted stock units that were previously awarded to him pursuant to the Exchange’s management 

equity compensation plan. By its terms, the settlement did not constitute an acknowledgement of liability by any of the defendants.

PennMont, a member of the Exchange, filed suit on April 19, 2006 in the United States District Court for the Eastern District of 

Pennsylvania, alleging insider trading in violation of the Securities Exchange Act of 1934 against Meyer S. Frucher, the Exchange’s 

Chairman and Chief Executive Officer; John F. Wallace, the Exchange’s On-Floor Vice Chairman; and Pasquale DiDonato, the principal  

of a floor broker at the Exchange. The Exchange has advanced defense expenses to Frucher and Wallace in accordance with its Restated 

Certificate of Incorporation and By-Laws. The complaint’s allegations concerned the sale of 100 shares of the Exchange’s Class A  

common stock from plaintiff to defendant DiDonato in January 2005. PennMont filed an amended complaint on August 4, 2006  

that purports to state a controlling person claim against Wallace and hold him liable as a “tipper,” and that purports to state a direct 

securities fraud claim against Frucher. Defendants’ motions to dismiss the amended complaint were denied on March 23, 2007. After 

the close of discovery, defendants filed a motion for summary judgment on November 19, 2007, and their motions were granted on 

March 28, 2008.

Richard Feinberg, a member of the Exchange, filed suit on September 9, 2005 in the United States District Court for the Eastern 

District of Pennsylvania alleging insider trading in violation of the Securities Exchange Act of 1934 against I. Isabelle Benton, a member 

of the Exchange’s Board of Governors, and Benton Partners II, L.P., a member of the Exchange in which Ms. Benton is a partner. The 

Exchange has advanced defense expenses to Benton in accordance with its Restated Certificate of Incorporation and By-Laws. The 

complaint’s allegations concerned the sale of 100 shares of the Exchange’s Class A common stock from plaintiff to defendant Benton 

Partners II, L.P., in December 2004. At the close of discovery, defendants filed a motion for summary judgment on June 22, 2007, and 

the motion was denied on December 13, 2008. Trial began on March 3, 2008, and at the close of plaintiff’s case the Court entered 

judgment on a directed verdict for defendants. Final judgment in favor of defendants was entered on March 10, 2008.

On June 2, 2006, NexTrade, Inc., filed a claim against the Exchange in the United States District Court for the Middle District of 

Florida alleging patent infringement and breach of contract. The suit arises out of an April 2005 licensing agreement between the 

Exchange and NexTrade regarding an alleged patent for expirationless options. Plaintiff sought unspecified damages, costs, and fees  

for infringement and breach, along with a declaratory judgment that NexTrade’s patent covers long dated options in addition to  

expirationless options. A motion to dismiss filed by the Exchange was denied in August 2006, and discovery commenced. The parties 

entered into a settlement agreement in January 2008, and the action was dismissed. 

Certain Exchange shareholders and members filed a proposed shareholder class action suit on June 18, 2007 in the United States 

District Court for the Eastern District of Pennsylvania against Keefe Bruyette & Woods, Inc. (“KBW”), and Joseph J. Spalluto, a KBW 

managing director, asserting claims stemming from financial advisory services rendered to the Exchange by KBW. On February 5, 2008, 



Philadelphia Stock Exchange, Inc. and Subsidiaries 43

KBW filed a complaint against the Exchange in the United States District Court for the Southern District of New York seeking indem-

nification pursuant to an engagement agreement between the parties for costs incurred by KBW in connection with the underlying 

shareholder suit against KBW and Spalutto, and in connection with McGowan Investors L.P., et al. v. Meyer S. Frucher, et al., No. 06-

2558 (E.D. Pa.). The Exchange filed a state court action in Philadelphia against KBW on February 25, 2008 seeking a declaration that 

its indemnification obligation does not apply. On March 12, 2008 KBW removed that action to the United States District Court for the 

Eastern District of Pennsylvania. On March 14, 2008, KBW filed a motion to dismiss, stay, or transfer the Eastern District of Pennsylvania 

action to the Southern District of New York. On March 17, 2008, the Exchange sought leave to file a motion to transfer the Southern 

District of New York action to the Eastern District of Pennsylvania. On March 24, 2008, the Exchange filed an Answer in the Southern 

District of New York action denying liability. The Exchange and KBW have reached an agreement in principle to resolve the two cross 

suits regarding indemnification.

William and Maureen Dooner, husband and wife, filed suit against the Exchange, among others, on May 28, 2004 in the Court of 

Common Pleas, Philadelphia County primarily alleging that the Exchange had provided negligent security on its trading floor which 

resulted in bodily injury and other harm to Mr. Dooner (and a loss of consortium for his wife). Mr. Dooner alleges that he was pulled to 

the ground, striking his head, by another trader in a trading crowd which action arose out of a disagreement over positioning within a 

trading crowd. On March 3, 2006, a jury awarded Mr. and Mrs. Dooner a total of $1,935,000 of which the Exchange was held liable 

for $967,500 (50%). The Exchange appealed and the Superior Court of Pennsylvania vacated the judgment on October 17, 2007. The 

Supreme Court of Pennsylvania granted Plaintiff’s petition for allowance of appeal. Insurance has and will fully indemnify the Exchange.

On March 22, 2006, the Exchange was served with a complaint filed in the Court of Common Pleas of Philadelphia County by the 

owner of 200 shares of the Exchange’s Class A Common Stock (the “Shares”) and by two prospective purchasers of those shares. The 

complaint alleges that the Exchange in 2005 wrongfully prevented the transfer of the Shares to their record owner, Steven Braverman, 

due to debts owed by Mr. Braverman to the Exchange thus depriving Mr. Braverman of a gain of $120,000 from an agreed upon sale 

to the two prospective purchasers in May 2005. The two prospective purchasers allege that they were wrongfully deprived of gains of 

$30,000 each, which they would have realized upon their acceptance of a tender offer made by the Exchange in October 2005. The 

Exchange reached a settlement with the two prospective purchasers in December of 2006, by allowing the transfer of shares with the 

proceeds being held in escrow pending the outcome of the litigation with Mr. Braverman. The Exchange filed an amended counter-

claim and a motion for summary judgment in January of 2007. A settlement with Braverman, individually, was reached and finalized in 

October of 2007.

In March 2004, the Exchange received a request for documents from the SEC’s Division of Enforcement related to a review of the 

Exchange’s surveillance, investigation and enforcement functions from April 1999 through January 2002. This resulted in a settlement 

with the Division of Enforcement in May 2006 which included: (i) an order that the Exchange cease and desist from committing or  

causing any violations of Section 19(g) of the Securities and Exchange Act of 1934; (ii) an undertaking that the Exchange shall institute 

a training program for staff that addresses compliance with the federal securities laws and the Exchange’s rules; and (iii) a further under-

taking that the Exchange retain in 2006 and 2008 a third party auditor to conduct a comprehensive compliance audit and allocate up to 

$500,000 in each of 2006 and 2008 on those audits. 

PBOT has entered into a Letter of Intent (LOI) to which the Exchange is a third-party beneficiary, which contemplates the creation of a 

Joint Development Agreement (Agreement) amongst the parties to the LOI. This Agreement has not yet been consummated.

In August 2003, the Exchange entered into an exclusive license agreement with The NASDAQ Stock Market, Inc. (NASDAQ) for list-

ing and trading options on the Nasdaq Composite Index which began on March 22, 2004. The initial term of the agreement is for three 

years. Under the agreement, the Exchange is responsible for paying a license fee per contract traded, but must pay NASDAQ a mini-

mum of $1,250,000 during the 3 year term of the agreement. A member organization committed that they would cover any shortfall 

owed by the Exchange to NASDAQ. Pursuant to a termination and release notice, dated February 17, 2006, NASDAQ and the Exchange 

released each other from all obligations in this agreement and the Exchange agreed to pay NASDAQ $320,000 in final satisfaction. A 

member organization reimbursed the Exchange for such amount.

The Exchange has entered into employment agreements with certain employees. In addition to base salaries, the agreements provide 

for retention and, in part, incentive bonuses based on criteria established by the Board of Governors.

SCCP is a participant of NSCC and as such submits and guarantees activity of certain of the Exchange’s members for clearance 

through the SCCP omnibus account. SCCP is entitled to all of the services and benefits of a participant of NSCC and is subject to all of 

the liabilities of a participant. The Exchange guarantees to NSCC all liabilities and/or obligations of SCCP to NSCC which now, or in the 

future may arise including liabilities and obligations which may arise from SCCP’s membership in DTC.

In the normal course of its business, the Exchange is exposed to asserted and unasserted claims. In the opinion of management, the 

resolution of these matters will not have a material adverse affect on the Exchange’s consolidated financial position, results of operations 

or cash flows.
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NOTE O – EQUITY

1.	Equity

The Exchange is authorized to issue (i) 1,000,000 shares of common stock, 50,500 shares of which are designated Class A Common 

Stock and 949,500 shares of which are designated Class B Common Stock (collectively, the Common Stock), and (ii) 100,000 shares of 

preferred stock, all with a par value of $.01 per share. As described below, one share of Series A Preferred Stock was issued.

Shareholder and Independent Governors of the Exchange are elected by the holders of the Common Stock. Member and Designated 

Independent Governors are chosen, and their removal may be directed by the members (permit holders) of the Exchange. All voting 

rights of a member are exercised through the member organization with which the member is primarily affiliated. The Member and 

Designated Independent Governors who are chosen by the members are formally elected at the annual meeting of stockholders by the 

Phlx Member Voting Trust (the Trust), a Delaware statutory trust whose trustee is an independent institution that is required to vote in 

accordance with the vote of the Exchange’s members. One share of Series A Preferred Stock of the Exchange was issued to the Trust, 

the sole purpose of which is to allow the Trust to vote for the election or removal of Member and Designated Independent Governors as 

directed by a member vote. Except for the election and removal of Member and Designated Independent Governors, and subject to the 

rights of any class or series of preferred stock if and when issued, the Common Stock retains all voting rights of the stockholders of the 

Exchange.

The holders of the Common Stock will have all dividend and other distribution rights of stockholders in the Exchange, subject to the 

rights of any class or series of preferred stock, if and when issued. The Series A Preferred Stock does not have any dividend rights. The 

Exchange’s by-laws prohibit the payment of dividends from revenues received by the Exchange from regulatory fines, fees or penalties.

On January 20, 2007, the third anniversary of the demutualization of the Exchange, all 46,900 shares of Class A Common Stock  

converted to Class B Common Stock such that all 441,504 shares of the Exchange are, as of that date, Class B shares. Upon conversion 

to Class B, the eligibility of holders of Class A shares for a contingent dividend terminated. The former holders of the Class A shares  

otherwise continue to have the same rights and privileges, including voting, as the Class B holders. 

2.	Strategic Partners

As approved by the Board of Governors on June 15, 2005, the Company, on June 16, 2005, entered into strategic alliances with 

Merrill Lynch, Pierce, Fenner & Smith and Citadel Derivatives Group (the “First Round Strategic Partners”). Pursuant to the terms of each 

transaction and in exchange for a cash purchase price of $7.5 million, each First Round Strategic Partner acquired (i) shares of Class B 

Common Stock representing 10% of the number of shares of Common Stock outstanding (or available for issuance to management 

pursuant to the Phlx’s management incentive plan) immediately after and taking into account the closing of the First Round Strategic 

Alliances and (ii) a warrant (a “First Round Warrant”) to acquire, for nominal consideration, additional shares of Common Stock such 

that, together with the shares already owned by the investor, the investor would own shares representing up to 19.9% of the shares of 

Common Stock outstanding (or available for issuance to management pursuant to the Phlx’s management incentive plan) immediately 

after and taking into account the exercise of such First Round Warrant (with provision made, through a “Shortfall Warrant” if the issu-

ance thereof is necessary, to maintain the right to acquire such 19.9% if any dilutive warrants, options, convertible securities or other 

similar rights are outstanding at the time the First Round Warrant is exercised).

As approved by the Board of Governors on August 12, 2005, the Company on August 16, 2005,  entered into strategic alliances  

with Citigroup Financial Products, Inc.,  Credit Suisse First Boston Next Fund, Inc, UBS Securities, LLC (collectively, the “5% Investors”) 

and Morgan Stanley & Co., Incorporated (“Morgan Stanley”) (together with the 5% Investors, the “Second Round Strategic Partners”). 

Like the First Round Strategic Partners, Morgan Stanley acquired, pursuant to the terms of the transaction and in exchange for a cash 

purchase price of $7.5 million, (i) shares of Class B Common Stock representing 10% of the number of shares of Common Stock out-

standing (or available for issuance to management pursuant to the Exchange’s management incentive plan) immediately after and taking 

into account the closing of the Second Round Strategic Alliances and (ii) a warrant (a “Second Round Warrant” and, together with the 

First Round Warrants, the “Warrants”) to acquire, for nominal consideration, additional shares of Common Stock such that, together 

with the shares already owned by Morgan Stanley, it would own shares representing up to 19.9% of the shares of Common Stock  

outstanding (or available for issuance to management pursuant to the Exchange’s management incentive plan) immediately after and 

taking into account the exercise of such Second Round Warrant (with provision made, through a “Shortfall Second Round Warrant” if 

the issuance thereof is necessary, to maintain the right to acquire such 19.9% if any dilutive warrants, options, convertible securities or 

other similar rights are outstanding at the time the Second Round Warrant is exercised). 

Pursuant to the terms of the transaction and in exchange for a cash purchase price of $3.75 million, the 5% Investors acquired (i) 

shares of Class B Common Stock representing 5% of the number of shares of Common Stock outstanding (or available for issuance 

to management pursuant to the Exchange’s management incentive plan) immediately after and taking into account the closing of the 

Second Round Strategic Alliances and (ii) a Second Round Warrant to acquire, for nominal consideration, additional shares of Common 

Stock such that, together with the shares already owned by such 5% Investors, each 5% Investor would own shares representing up to 

9.9% of the shares of Common Stock outstanding (or available for issuance to management pursuant to the Exchange’s management 

incentive plan) immediately after and taking into account the exercise of such Second Round Warrant (with provision made, through  

a “Shortfall Second Round Warrant” if the issuance thereof is necessary, to maintain the right to acquire such 9.9% if any dilutive  

warrants, options, convertible securities or other similar rights are outstanding at the time the Second Round Warrant is exercised).
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As a result of the Second Round Strategic Alliances, the Board of Governors issued an additional 3,156 shares of Class B Common 

Stock to each of the First Round Strategic Partners, in order to restore their Common Stock ownership to 10% after taking into account 

the Second Round Strategic Alliances. 

The number of additional shares of Common Stock that may be issued pursuant to a First or Second Round Warrant and any Shortfall 

First or Second Round Warrant will vary depending on whether the First or  Second Round Strategic Partner holding such First or Second 

Round Warrant meets the specific performance criteria set forth in the First or Second Round Warrant, which require that the First or 

Second Round Strategic Partner trade an agreed-upon number of option contracts, subject to certain exceptions, on the Phlx’s exchange 

on a daily basis over a specified period of months.

As a result of the above transactions, the Exchange issued 45,450 shares of Class B Common Stock to the six Strategic Partners 

described above for $33,750,000. Additionally, the Exchange recognized expense of $-0- and $15,449,000 in 2007 and 2006, respec-

tively, related to the costs associated with the Strategic Partners meeting their performance criteria and earning additional Class B 

Common stock under their warrants and is included in equity granted to third parties and additional-paid-in-capital in the accompanying 

consolidated statements of operations and consolidated balance sheets, respectively.

In January 2006, Citadel Derivatives Group, LLC met all of its performance criteria under the warrants issued to them on June 15, 

2005. Citadel Derivatives Group, LLC exercised their warrant on February 14, 2006 and the Company issued to them 10,334 shares of 

Class B Common Stock. In June 2006, Merrill Lynch, Pierce, Fenner & Smith (“Merrill Lynch”) met all of their performance criteria under 

the warrants issued to them on June 15, 2005. Merrill Lynch exercised their warrant on July 17, 2006 and the Exchange issued to them 

77,759 shares of Class B Common Stock. In June 2006, Morgan Stanley met all of their performance criteria under the warrants issued 

to them on June 15, 2005. Morgan Stanley exercised their warrant on July 17, 2006 and the Exchange issued to them 77,759 shares of 

Class B Common Stock. In June 2006, Citigroup Financial Products, Inc. met all of their performance criteria under the warrants issued 

to them on June 15, 2005. Citigroup Financial Products, Inc. exercised their warrant on July 17, 2006 and the Exchange issued to them 

38,659 shares of Class B Common Stock. In June 2006, Credit Suisse First Boston Next Fund, Inc. met all of their performance criteria 

under the warrants issued to them on June 15, 2005. Credit Suisse First Boston Next Fund, Inc. exercised their warrant on July 17, 2006 

and the Exchange issued to them 38,559 shares of Class B Common Stock. In June 2006, UBS Securities, LLC met all of their perfor-

mance criteria under the warrants issued to them on June 15, 2005. UBS Securities, LLC exercised their warrant on July 17, 2006 and 

the Exchange issued to them 38,659 shares of Class B Common Stock. On July 17, 2006, the Exchange also issued to Citadel Derivatives 

Group, LLC, 67,425 shares of Class B Common Stock pursuant to the Shortfall Warrant.

NOTE P – MANAGEMENT EQUITY PLAN

On December 14, 2006, the Exchange established the Philadelphia Stock Exchange, Inc. 2005 Stock Incentive Plan (“Plan”) whereby 

the Board of Governors may grant Restricted Stock Units (“RSUs”) to management, which is defined in the Plan as a notional unit repre-

senting the right to receive one share of stock on a settlement date at which time, all vested RSU’s shall be settled by issuance of shares 

of stock underlying such vested units, or at the discretion of the Compensation Committee, in cash or partially in cash and partially in 

shares of stock. The settlement dates shall be the earliest to occur of (i) the third anniversary of the date of the grant; (ii) a change in 

control; or (iii) termination of employment or service. The Exchange has accounted for the awards using the assumption that the awards 

will be fully settled in cash. Fair value of the Exchange’s stock is based on an independent valuation. The RSUs shall vest in accordance 

with the following schedule, subject to each holder’s continued employment or service with the Exchange or its affiliates as applicable:  

(i) 33.3% of the RSUs shall be vested on the date of the grant; and the remaining 66.7% of such RSUs shall vest ratably in 24 equal 

monthly installments beginning on the first day of each of the subsequent 24 months following the date of the grant. Compensation 

expense is charged to earnings over the vesting of each award. The charge is based upon each award’s current value, which is adjusted 

annually to reflect changes in value associated with movements in the value of the Exchange’s stock. The number of RSUs to be given 

to each individual was set at a special meeting of the Board of Governors on December 19, 2006. During the year ended December 

31, 2006, the Exchange awarded 17,761 RSUs with a grant date value of $860 per unit vesting over three years ending December 31, 

2008. Total compensation expense related to the Plan was $5,095,000 for the year ended December 31, 2006 and is included in staff-

ing costs on the consolidated statements of operations and in accounts payable and other liabilities on the consolidated balance sheets. 

During the year ended December 31, 2007, the Exchange awarded 8,984 RSUs with a grant date value of $1,340 per unit vesting 

over two and three years ending December 31, 2009. The Exchange revalued all RSU’s as of December 31, 2007 based on a fair value 

of $1,340 per unit. Total compensation expense related to the Plan was $15,772,000 for the year ended December 31, 2007 and is 

included in staffing costs on the consolidated statements of operations and in accounts payable and other liabilities on the consolidated 

balance sheets. Additional compensation expense related to these awards, estimated to be $14,972,000, and the related income taxes, 

will be recognized over the vesting period through December 31, 2009.

Included as part of the compensation approved by the Board of Governors at the December 19, 2006 regular meeting was change of 

control arrangements for certain members of executive management as well as the Independent Governors on the Board of Governors.
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NOTE Q – COMPENSATION PACKAGES

Also in 2007, the Board of Governors approved cash compensation awards totaling $5,000,000 to all Governors substantially similar 

to RSU awards granted to management, with vesting through December 31, 2008 or at a change in control. The Board of Governors 

also granted increased executive cash compensation in the amount of $5,300,000 reflecting the Board’s policy to compensate executives 

at 90% of the Exchange’s peer group, with executives waiving any additional increases to the change in control payments. In 2007, the 

Board of Governors approved additional change of control agreements for the non-independent Governors.

NOTE R – ACQUISITION AGREEMENT WITH NASDAQ STOCK MARKET, INC.

On November 6, 2007, the Exchange entered into a definitive agreement to be acquired by the NASDAQ Stock Market, Inc. 

(NASDAQ). The transaction, which has already been approved by the Exchange shareholders, is expected to close in the first half of 

2008, subject to the approval of appropriate regulatory authorities, including the SEC, and certain other conditions. 

NOTE S – SUBSEQUENT EVENT – STAY PAY BONUSES

Due to the acquisition agreement with NASDAQ, the Exchange implemented stay pay bonus programs in January and April 2008 

totaling $4,727,000 payable to employees who continue their employment with the Exchange and/or the NASDAQ through July 30, 

2008 and/or August 15, 2008 (stay pay dates). The stay pay bonus will be paid in a lump sum within 30 business days following the 

stay pay dates.

The Board has also approved compensation in the amount of $5,385,000 for performance and long-term incentive for the first six 

months of 2008, payable May 15, 2008.
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