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OATH OR AFFIRMATION

Stuart Kipnes swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Associated Options Inc as

of December 31 2010 are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows

igna ure

Q5jJ
Title

This report contains check all applicable boxes

Facing Page
Statement of Financial Condition

Statement of Income Loss
El Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

IJ Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3- and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date ofthe previous audit

For conditions of confidential treatment of certain portions ofthis filing see section 240.1 7a-5e3

Notary Public
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CJBS

INDEPENDENT AUDITORS REPORT

Board of Directors

Associated Options Inc

Chicago Illinois

We have audited the accompanying statements of Associated Options Inc an Illinois

Corporation as of December 31 2010 and for the year then ended These statements are the

responsibility of the management Our responsibility is to express an opinion on these statements

based on our audit

We conducted our audit in accordance with U.S generally accepted auditing standards Those

standards require that we plan and perform the audit to obtain reasonable assurance about

whether the statements are free of material misstatement An audit includes examining on test

basis evidence supporting the amounts and disclosures in the financial statements An audit also

includes assessing the accounting principles used and significant estimates made by

management as well as evaluating the overall financial statement presentation We believe that

our audit provides reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

information therein of Associated Options Inc as of December 31 2010 and for the year then

ended in conformity with U.S generally accepted accounting principles

C5B5 LLC

CJBS LLC

Northbrook Illinois

February 24 2011

CJBS LLC

2100 Sanders Road Suite 200 Northbrook IL 60062-6141 847-945-2888 847-945-9512

www.cjbs.com



ASSOCIATED OPTIONS INC

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2010

ASSETS

Allowable Non-Allowable Total

Cash-Operating 1818873 1818873
Cash Segregated Clearance 179436 179436
Receivables From Brokers or Dealers

Less Allowance for Doubtful Accounts of $285000 602733 558791 1161524
Securities-Common Stock at Fair Market Value 806958 800100 1607058
Security Deposit 8000 8000

TOTALASSETS 3408000 1366891 4774891

LIABILITIES AND STOCKHOLDERS EQUITY

Total Liabilities

Stockholders Equity

Common Stock 1000
Retained Earnings 3273533
Accumulated Other Comprehensive Income 500358

Total Stockholders Equity 4774891

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY 4774891

The accompanying notes are an integral part of these financial statements



ASSOCIATED OPTIONS INC

STATEMENT OF INCOME AND COMPREHENSIVE INCOME

FOR THE YEAR ENDED DECEMBER 31 2010

REVENUE
Commissions on Listed Option Transactions 10035007

Gain/Loss From Tender Offer on Securities 236000
Other Revenue 15910

Total Revenue 10286917

EXPENSES

Salaries and Employment Costs for Stockholder Officer 2502318
Other Employee Compensation and Benefits 2139990
Commissions Paid to Other Brokers-Dealers 97683
Regulatory Fees 126921
Other Expenses 1738799

Total Expenses 6605711

NET INCOME 3681206

OTHER COMPREHENSIVE INCOME

Unrealized Gains/Loss on Securities

Unrealized Holding Gains/Loss Arising During The Period 1736358
Less Reclassification Adjustment For Gains Included In Net Income 236000

TOTAL OTHER COMPREHENSIVE INCOME 1500358

TOTAL COMPREHENSIVE INCOME 5181564

The accompanying notes are an integral part of these financial statements
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ASSOCIATED OPTIONS INC

STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY

DECEMBER 31 2010

BALANCE Beginning of Year January 12010 2363327

Net Income 3681206
Other Comprehensive Income 1500358

5181564

Distributions to Stockholder 2770000

BALANCE End of Year December 31 2010 4774891

The accompanying notes are an integral part of these financial statements
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ASSOCIATED OPTIONS INC

STATEMENT OF CASH FLOWS

DECEMBER31 2010

OPERATING ACTIVITIES

Net Income 5181564

Adjustment to Reconcile Net Income to

Net Cash Provided by Operating Activities

Realized and Unrealized Gain/Loss on Securities 1736358

Changes in Operating Assets and Liabilities

Increase Decrease In

Receivables from Brokers or Dealers 51665

NET CASH PROVIDED BY OPERATING ACTIVITIES 3496871

INVESTING ACTIVITIES

Proceeds from Dividend-Return of Basis 100000
Purchase of Common Stock Securities 8000
Proceeds from Tender on Common Stock 250000

NET CASH PROVIDED BY INVESTING ACTIVITIES 342000

FINANCING ACTIVITIES

Stockholder Distributions 2770000

NET CASH USED BY FINANCING ACTIVITIES 2770000

NET INCREASE DECREASE IN CASH 1068871

CASH BEGINNING OF YEAR 929438

CASH END OF YEAR 1998309

Suprlemental Disclosures

The Corporation considers all investments having original maturities of less than 90 days to be

cash equivalents

The Corporation paid no interest expense during the year ended December 31 2010

The Corporation paid no federal income taxes during the year ended December 31 2010

The accompanying notes are an integral part of these financial statements

-4-



ASSOCIATED OPTIONS INC

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2010

NOTE ORGANIZATION

Associated Options Inc was formed as Delaware Corporation on December 22 1994 The

Corporation operates as brokerage execution firm principally conducting its business activities from

the floor of the Chicago Board Options Exchange CBOE Chicago Illinois

NOTE SIGNIFICANT ACCOUNTING POLICIES

Overall Accounting Method

The Corporation maintains its books using the accrual basis method of accounting

Use of Estimates

The preparation of financial statements in conformity with U.S generally accepted accounting

principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial

statements and revenue and expenses during the period reported Actual results could differ from

those estimates

Accounts Receivable

The Company carries its accounts receivable at cost less an allowance for doubtful accounts and

provides an allowance of $285000 at December 31 2010 to reserve for potentially uncollectible

accounts and discounts customers may take The allowance is based on managements estimate

Cash and Cash Equivalents

Cash and cash equivalents consist of highly liquid investments with maturity of three months or less

when purchased

NOTE INCOME TAXES

The Corporations sole Shareholder made an election under Internal Revenue Code Section 1362
effective as of January 1995 to be an S-corporation As such the Shareholder is taxed on all the

Corporations taxable income Therefore no provision for federal income taxes has been included in

these financial statements The tax returns of the Corporation are filed on the cash basis of

accounting Any state taxes are included in other expenses

NOTE COMMON STOCK

The Corporation is authorized to issue 20000 shares of common stock at no par value per share At

December 31 2010 10000 shares are issued and outstanding

-5-



ASSOCIATED OPTIONS INC

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2010

NOTE CAPITAL REQUIREMENTS

The Corporation is subject to the net capital requirements of the Securities and Exchange
Commission Uniform Net Capital Rule SEC Rule 15c 3-1 and as such is required to maintain net

capital balance of $100000 Total capital of the Corporation at December 31 2010 was $4774891
The minimum capital requirements may effectively restrict the withdrawal of corporate equity

NOTE COMPUTATION OF NET CAPITAL PURSUANT TO SEC RULE 15c 3-1

Audited Net Capital at December 31 2010 was 3217933

No material differences exist with the Focus Report Part IIA for the quarter ending

December 31 2010 as filed by Associated Options Inc

NOTE COMMISSIONS

Commissions are recorded on trade date basis as securities transactions occur

NOTE CBOE MEMBERSHIP CONVERTED TO COMMON STOCK AT INITIAL PUBLIC OFFERING

Associated Options Inc owned Chicago Board Options Exchange CBOE membership seat

purchased September 2003 for $212000 and carried it at cost The CBOE changed its

organizational structure from non-stock corporation owned by its members to wholly-owned

subsidiary of new holding company CBOE Holdings Inc organized as stock corporation

The CBOE on June 15 2010 launched an initial public offering at $29 share Associated Options

Inc was granted classes of stock in the IPO for its membership interest consisting of 40000 shares

of Class A-I Restricted Common Stock and 40000 shares of Class A-2 Restricted Common Stock

Shortly after the initial offering special dividend of $1.25 per share was issued which represented

return of basis and totaled $100000

tender offer from the proceeds from the CBOEs public offering was made to former members on

both classes of restricted common stock on October 13 2010 by CBOE Holdings Inc and on

November 23 2010 they purchased 5000 Class A-I shares and 5000 Class A-2 shares from

Associated Options Inc for $250000

The restrictions on the remaining 35000 shares of Class A-I common stock net of the tender offer

expired on December 15 2010 and were automatically converted one for one into unrestricted

common stock traded on the NASDAQ and the restrictions on the 35000 of Class A-2 Common Stock

will expire on June 13 2011 The Class A-2 Restricted Common Stock is not listed on any exchange

or quoted on any over-the-counter market and is subject to restrictions on transfer

At December 31 2010 the Company owned total of 70000 shares in regards to the conversion

carried on the Statement of Financial Condition at the closing market price of $22.86 per share

Associated Options Inc purchased an additional 300 shares of unrestricted common stock at the

initial public offering at $29 per share At December 31 2010 the fair market value of these shares

was $6858

-6-



ASSOCIATED OPTIONS INC

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2010

NOTE OTHER COMPREHENSIVE INCOME AND UNREALIZED GAINILOSS ON INVESTMENTS

Other Comprehensive Income as prescribed under generally accepted accounting principles includes

unrealized gains and losses on investments At December 31 2010 the Company had the following

unrealized gains reported as Other Comprehensive Income

December 31 2010

Value of 35000 Shares CBOE 800100

Unrestricted Common Stock

Formerly Class A-I Restricted

Value of 35000 Shares CBOE 800100

Class A-2 Restricted Common Stock

Value of 300 Shares of CBOE 6858
Unrestricted Common Stock

Total Fair Market Value at December 31 2010 1607058

Less Company Cost Basis in Securities 106700

Total Other Comprehensive Income 1500358

At December 31 2010

NOTE FAIR VALUE MEASUREMENTS

FASB ASC 820 defines fair value establishes framework for measuring fair value and establishes

fair value hierarchy that prioritizes the inputs to valuation techniques use to measure fair value The

hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or

liabilities Level measurements and the lowest priority to unobservable inputs Level

measurements The three levels of the fair value hierarchy under FASB ASC 820 are described

below

Basis of Fair Value Measurement

Level Unadjusted quoted prices in active markets that are accessible at the measurement
date for identical assets or liabilities

Level Quoted prices in markets that are considered to be active or financial instruments for

which all significant inputs are observable either directly or indirectly

Level Prices or valuations that require inputs that are both significant to the fair value

measurement and unobservable

The following table sets forth by level within the fair value hierarchy the Companys investment

assets at fair value as of December 31 2010 As required by FASB ASC 820 assets and liabilities

are classified in their entirety based on the lowest level of input that is significant to the fair value

measurement At December 31 2010 the Company had no investment assets at fair value classified

within Level or

-7-



ASSOCIATED OPTIONS INC

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2010

NOTE FAIR VALUE MEASUREMENTS continued

Fair Value Measurements at 12/31/10 Using

Quoted Prices

in Active Significant

Markets for Other Significant

Identical Observable Unobservable

Assets Inputs Inputs

Total Level Level Level

CBOE Holdings Inc

Class A-I Common Stock 35000 shares 800100 800100
Class A-2 Common Stock 35000 shares 800100 800100

Unrestricted Common Stock 300 shares 6858 6858

TOTAL 1607058 806958 800100

NOTE OFF-BALANCE-SHEETRISK

In connection with the Corporations floor brokerage activities which encompass 100% of the

Corporations business activity as floor execution firm there are no transactions or other off-

balance-sheet financial instruments There is no market or credit risk in excess of the amounts
recorded in the statement of financial condition All operating cash balances are 100% insured by the

Federal Deposit Insurance Corporation

The segregated clearance cash account is an SIPC money market securities account The

segregated clearance cash amount as well as the common stock securities in the statement of

financial condition are subject to market risk

Net sales for the year ended December 31 2010 includes commissions from three major customers

which accounted for approximately 26.92% 17.54% and 8.33% respectively of the total net

commissions of the Company

NOTE SUBSEQUENT EVENTS

The Companys management has evaluated events and transactions through February 24 2011 the

date the financial statements were issued noting no material events requiring disclosure in the

Companys financial statements
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CJBS

INDEPENDENT AUDITORS REPORT ON SUPPLEMENTAL INFORMATION
REQUIRED BY RULE 15C 3-1 AND 17A-5

OF THE SECURITIES AND EXCHANGE COMMISSION

Board of Directors

Associated Options Inc

Chicago Illinois

We have audited the accompanying financial statements of Associated Options Inc as of and

for the year ended December 31 2010 and have issued our report thereon dated February 24
2011 Our audit was conducted for the purpose of forming an opinion on the basic financial

statements taken as whole The information contained on pages 9-17 are presented for

purpose of additional analysis and are not required part of the basic financial statements but

are supplemental information required by Rule 15c 3-1 and 17a-5 under the Securities

Exchange Act of 1934 Such information has been subjected to the auditing procedures applied

in the audit of the basic financial statements and in our opinion is fairly stated in all material

respects in relation to the basic financial statements taken as whole

C5935 LLC

CJBS LLC

Northbrook Illinois

February 24 2011
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CJBS
INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL

In planning and performing our audit of the financial statements of Associated Options Inc as of

and for the year ended December 31 2010 in accordance with auditing standards generally

accepted in the United States of America we considered the Corporations internal control over

financial reporting internal control as basis for designing our auditing procedures for the

purpose of expressing our opinion on the financial statements but not for the purpose of

expressing an opinion on the effectiveness of the Corporations internal control Accordingly we
do not express an opinion on the effectiveness of the Corporations internal control

Also as required by Rule 7a-5g1 of the Securities and Exchange Commission SEC we
have made study of the practices and procedures followed by the Corporation including

consideration of control activities for safeguarding securities This study included tests of

compliance with such practices and procedures that we considered relevant to the objectives

stated in Rule 17a-5g

Because the Corporation does not carry any securities accounts for customers or perform

custodial functions related to customer securities we did not review the practices and

procedures followed by the Corporation in the following

Making the periodic computations of aggregate indebtedness or aggregate debits

and net capital under Rule 17a-3a11 and the reserve required by Rule 15c3-

3e

Making the quarterly securities examinations counts verifications and

comparisons and the recordation of differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section

of Federal Reserve Regulation of the Board of Governors of the Federal Reserve

System

Obtaining and maintaining physical possession or control of all fully paid and

excess margin securities of customers as required by Rule 15c3-3

The management of the Corporation is responsible for establishing and maintaining internal

control and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected

benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected

to achieve the SECs previously mentioned objectives Two of the objectives of the internal

control and the practices and procedures are to provide management with reasonable but not

absolute assurance that assets for which the Company has responsibility are safeguarded

against loss from unauthorized use or disposition and that transactions are executed in

accordance with managements authorization and recorded properly to permit the preparation of

financial statements in conformity with generally accepted accounting principles Rule 17a-5g
lists additional objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control or the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them to

CJBS LLC
-10-
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future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management or

employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is deficiency or combination of

deficiencies in internal control that is less severe than material weakness yet important enough

to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the companys financial statements

will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and

second paragraphs and would not necessarily identify all deficiencies in internal control that

might be material weaknesses We did not identify any deficiencies in internal control and

control activities for safeguarding securities that we consider to be material weaknesses as

defined previously

It is not practicable for company of this size to achieve all the divisions of duties and

crosschecks generally included in system of internal accounting control and as result

greater reliance is placed on the close supervision of the accounting records by management on

daily basis

This report is intended solely for the information and use of the stockholders management the

SEC the Chicago Board of Options Exchange Inc and other regulatory agencies that rely on

Rule 17a-5g of the SEC in their regulation of registered brokers and dealers and is not

intended to be and should not be used by anyone other than these specified parties

C55 LIX
CJBS LLC

Northbrook Illinois

February 24 2011

Il



CJBS
INDEPENDENT ACCOUNTANTS REPORT ON APPLYING AGREED-UPON

PROCEDURES RELATED TO AN ENTITYS SIPC ASSESSMENT RECONCILIATION

To the Board of Directors of Associated Options Inc

Chicago Illinois

In accordance with Rule 17a-5e4 under the Securities Exchange Act of 1934 we have

performed the procedures enumerated below with respect to the accompanying Schedule of

Assessment and Payments to the Securities Investor Protection Corporation SIPC for the Year

Ended December 31 2010 which were agreed to by Associated Options Inc and the Securities

and Exchange Commission Chicago Board Options Exchange and SIPC solely to assist you

and the other specified parties in evaluating Associated Options Inc.s compliance with the

applicable instructions of the Transitional Assessment Reconciliation Form SIPC-7
Associated Options Inc.s management is responsible for the Associated Options Inc.s

compliance with those requirements This agreed-upon procedures engagement was
conducted in accordance with attestation standards established by the American Institute of

Certified Public Accountants The sufficiency of these procedures is solely the responsibility of

those parties specified in this report Consequently we make no representation regarding the

sufficiency of the procedures described below either for the purpose for which this report has

been requested or for any other purpose The procedures we performed and our findings are as

follows

Compared the listed assessment payments in Form SIPC-7 with respective cash

disbursement records entries noting no differences

Compared the amounts reported on the audited Form X-1 7A-5 for the year ended

December 31 2010 as applicable with the amounts reported in Form SIPC-7 for the

year ended December 31 2010 noting no difference

Compared any adjustments reported in Form SIPC-7 with supporting schedules and

working papers noting no differences and

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the

related schedules and working papers supporting the adjustments noting no differences

We were not engaged to and did not conduct an examination the objective of which would be

the expression of an opinion on compliance Accordingly we do not express such an opinion

Had we performed additional procedures other matters might have come to our attention that

would have been reported to you

This report is intended solely for the information and use of the specified parties listed above

and is not intended to be and should not be used by anyone other than these specified parties

C7BS LW
CJBS LLC

Northbrook Illinois

February 24 2011
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ASSOCIATED OPTIONS INC

SCHEDULE OF COMPUTATION OF NET CAPITAL

DECEMBER 31 2010

Total Stockholders Equity From Statement of Financial Condition 4774891

Total Stockholders Equity Qualified for Net Capital 4774891

Total Capital 4774891

Deductions

Total Non-allowable Assets From Statement of Financial Condition 1366891

Net Capital Before Haircuts on Securities Positions 3408000

General Rule Haircut on Securities 121044

Undue Concentration Deduction 69023

Net Capital 3217933

Minimum Net Capital Requirement 100000

EXCESS NET CAPITAL 3117933

In regards to SEC Rule 15c 3-1 Net Capital Requirements for Brokers or Dealers no unusual

differences exist between the computation reported above and Associated Option Inc.s unaudited

filing of Part IIA of the FOCUS report
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