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Exchange’ demutualization process

> Rn exclloqee‘ demutualization isr an evolving
process From a nonFor-profit member-owned
exchpqee o a shareholder-owned exchange,
which is likely Go be a For-profit corporation



Exchange demutualization produces
changes (l)

> Main clloqge: that a demutualization process
will produce

v The decisions will be made in the company
on a one share, one vote Larsis insbead of on

Q
one'member, one-vote barsis

v The owners, decisionrmakers and direct
users of the exchpqge': brodiqg services
could be different persons

v Jhares of the company will be more Freely
tradable than the old ownership righbf
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Exchange demutualization produces
changes (II)

v |6 will be porssible For the exchpqge Go raise
capital From_ other entities than market
participants so Pcworiqe the capital increase
of the market

v The entrance of new participants in the
exchoqge will be Pacilicated

v To be a market participant will be
dissociabed and not related to the necessity
of beiqg market member or shareholder



Main drivers for demutualization

v chreofiqg competition
- Requires more efFiciency in all activities
- chludiqg the decirioqmolﬁqg process
v Chpqgcf in l:edmoloeg
- More eFFicient l:mdiqg systemys require
:igquicoqb investments in new becnqoloeg
- There isr need For broader access Go capital
v'Additionally, certain responses o competition
- Alliances and mergers between exchpqee:
- Moy be Racilibated by demutualization,
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Recent trends

v In 2000 and 200l demutualization processes
were more Frequent than beFore
v The majority of €uropean fecuritiesr Markets
are currently demutualized
v Demutualization processes have been more
recently accelerated in the U.S.A.
v Inmost of Ehe cases Bhe demutualization was
Followed For the Iifbiqe of the shares
- €ither immediately or after a short period
- Very often in the exchpqee‘f own Morket
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Recent trends

Demutualized and listed exchanges

Exchange Demutualization date Listing date
Stockholm Stock Exchange (OM X) 1993 1998
Helsinki Stock Exchange (OM X) 1995 Integrated in OM X
Australian Stock Exchange 1996 Oct. 1998
Copenhagen Stock Exchange 1996 Integrated in OM X
Amsterdam Stock Exchange 1997 Integrated in Euronext
Borsa Italiana 1997
Iceland Stock Exchange 1999 Integrated in Euronext
TSX Group 1999 2002
Singapore Exchange 1999 Nov. 2000
Hong Kong Stock Exchange 2000 Jun. 2000
Nasdag 2000 Feb. 2005
Euronext NV 2000 Jul. 2001
London Stock Exchange 2000 Jul. 2001
Sydney Futures Exchange 2000 April. 2002
Chicago Mercantile Exchange 2000 Dec. 2002
Bolsas y Mercados Esparioles (BME) 2000 Jul. 2006
Greece Stock Exchange 2001 Feb. 2001
Deutsche Borse 2001 Feb. 2001
Oslo Stock Exchange 2001 oTC
Swiss Exchange (SWX) 2001
New York Stock Exchange (NY SE) 2006 Mar. 2006
BursaMalaysia 2004 Mar. 2005
CBOT Holdings Inc. 2005 Oct. 2005

Sources. |OSCO and Madrid Stock Exchange



Key issues for regulators (l)

> Demutualization raises some key issues Go be
analyzed For securities regulobor:

v The adequacy of the regulnborg and puLlic

inGerest Punctions and responysibilities
auigqed

o a For-profit exch_orge should be analyzed
with,
regord to

otengial conflicts of interest betbween the
rhareholders (maximize benefits) and
moarket participants CefPicient and :
comnetitive tradina services)



Key issues for regulators (lII)

> some key issues o be analyzed ...

- Reduction of the resources allocated For the
exchange’ regulnbioq and supervision Punctions
- Potential incentives For :oncqiqg the level of
reeulabioq with, regard to
o €Ii3ibilibg requirements For Ii.rbiqg
o deiqg rules
o €Ii3ibilibg requirements For market
participants
o Risk rrlibigobioq requirements For cleoriqg
ond
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Key issues for regulators (llI)

> ... rome key issues Go be analyzed ...
v' Potential Ehreats to the Financial viability of
the exch_aqge
- Possible incenbives For assuming more
commercial risks in iGs Lursiness model
v Those problemys could be exacerbated if the
demutualized exchonge is oiqg Go Le listed
v Rdditional conflicts ofF interest may appear in
case of selfisti
- Would be appropriate For the exch_aqge to
be its own regulator ars issuer and ibs own
supervisor For iGs bmdiqg Qs insGrument?
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Regulatory responses (l)

> Qeguloborg responses o the euclloqge:
demutualization

v They have been different and there isr not a
universal regulaborq solution o be Followed.

Ic
depends on bhe circumsbances

v Jometimes r?ulaborq Iegol Fromework wars
modified beFore demutualization arrived

v In rome cases the clearing and settlement
activities were GransFferred to another

insLitution =



Regulatory responses (ll)

> Jome common reguloborg responses o
demutualization

v chremiqe the scope of sbatutory regulabioq
and
the requlatory oversight
4 Troq:Perriqg the regulatory Punctions of the
exchange to the securities regulobor, another
independent entity, or a JRO
4 Qequiriqg exchpqge: to have all chgqee: in
their
rules approved by Bhe securities regulobor
authority 13



Regulatory responses (lll)

> ... common regulatory responses ...

v €s6ablishing corporate governance mechanismys
and restrictions o fhoreholdiqg as For insbance
- Appropriate governance afrangements
- Jpecific and separate regulaborg divisions in
the exchaqee
- Caps Go the quoters of individual
shareholders
and previous approval requirements For
exceediqg those thresholds
- Fit and proper requisices For relevant
shareholders 4
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