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John

Thank you for joining us.  Craig Donohue, our CEO, Terry Duffy, our Executive Chairman and Jamie Parisi, our CFO, will spend a few minutes outlining the highlights of the second quarter, and then we will open up the call for your questions.  Also joining us for participation in the Q&A session are Rick Redding, our head of products and services, and Phupinder Gill, our President.
Before they begin, I’ll read the safe harbor language.  Statements made on this call, and in the accompanying slides on our Web site, that are not historical facts are forward-looking statements.  These statements are not guarantees of future performance and involve risks, uncertainties and assumptions that are difficult to predict.  Therefore, actual outcomes and results may differ materially from what is expressed or implied in any forward-looking statements.  More detailed information about factors that may affect our performance may be found in our filings with the SEC, including our most recent Forms 10-K and 10-Q, which are available in the Investor Relations section of the CME Group Web site.

During this call, we will refer to GAAP and non-GAAP pro forma results.  A reconciliation is available in our press release, and there is an accompanying file on the investor relations portion of our Web site that provides detailed quarterly information on a GAAP and pro forma basis.

Now, I would like to turn the call over to Craig.
Craig

· Thank you for joining us today. I will begin by spending some time covering our second quarter highlights, Terry will take a few minutes to discuss the current regulatory environment, and then I will turn the call over to Jamie for a more detailed discussion of the financial results. 

· I am pleased to report another highly profitable quarter. On a pro forma basis, we achieved revenues of $648M and operating income of $405M. Earnings per share were $3.37 for the second quarter, and we continue to exhibit strong expense discipline and operating leverage, as evidenced by operating margins of 63%. Pro forma operating expenses were $243M, down 4% from the first quarter. 
· While the macroeconomic conditions in the first quarter were marked by ongoing uncertainty, in the second quarter, the economy started to show increasing signs of stabilization. One closely monitored metric, the LIBOR-OIS spread, trended consistently downward over the quarter, ending June at the lowest level in nearly eighteen months. A decrease in volatility in many asset classes during the second quarter further indicates growing economic stability.

· In our markets, a key measure of increasing stability that we have observed is increased liquidity, as marked by improvements in depth of book and bid-ask spreads across all asset classes from Q109 to Q209.   

· Getting into a few highlights on volume, June saw 11.4M in average daily volume, the highest monthly volume of the year, led by interest rate products as a steepening yield curve drove market participants’ need to hedge intermediate and long term interest rate exposure. At the peak of this activity, CME Group’s interest rate complex saw the highest volume day ever on June 5, with 10.9 million contracts traded. 

· Our Treasury complex has shown growing cash market penetration, or Treasury futures activity as a percent of cash Treasury trading activity, over the course of 2009, ending the quarter at 53%, up from 46% at the end of December.  This positions us well for the return of more dynamic interest rate expectations. 

· 10-year Interest Rate Swap Futures had both a record June and a record second quarter, with average daily volumes of 9,500 in June and 4,900 in the second quarter. Finally, the current environment has generated uncertainty further out on the yield curve, and ADV in our back month Eurodollar contracts are up 21% for the quarter versus the same period last year.  
· Our FX product line also had strong volume in June, the fourth highest monthly volume ever, with ADV of 702,000. In addition, CME Group’s FX products gained significant traction versus the over-the-counter markets in June and Q2. 
· Looking beyond product performance to our customers, we can see some moderately favorable trends in the customer segment data from Q1 to Q2. Proprietary buyside traders have increased from 39% of volume to 41%. Hedge funds increased slightly and accounted for 6% of volume, the first quarter in a year that did not show a decline in hedge fund contribution. Bank proprietary trading accounted for 14% of volume, other member activity, 22%, and non-member activity, 17%. This segmentation is for legacy CME/CBOT products only. 
· Additionally, we are seeing favorable trends in global customer acquisition, with increased trading out of new proprietary accounts in the EMEA region.   

· Taken together, we believe all of these figures underscore that our customer base has remained relatively unchanged even following the impacts of the credit crisis, and that we are seeing modestly increased confidence in overall economic conditions.
· While we can’t predict when an economic recovery will occur or what sentiments will indicate next, we do believe that our markets and products continue to demonstrate their value and that further improvements in the economy have the potential to generate increased hedging and risk management activity.  

· I’d now like to discuss CME Group’s strategic accomplishments this quarter.

· We are very pleased with the progress on the NYMEX integration and we achieved several key milestones this quarter, including combining the New York trading floors and cutting over to the CME Group fee system. In July, we introduced a new SPAN margining regime to create maximum capital efficiencies across the combined suite of products, which has gotten very positive feedback. In addition, we are starting to see the benefits of some of our cross-selling initiatives and have seen the beginnings of NYMEX customer participation in legacy CME Group markets. 

· We continue to build out our suite of over-the-counter offerings with the upcoming launch of Cleared OTC London Gold Forwards. This product reflects the innovation and customer focus that we strive for in our over-the-counter products, and we continue to work with the buy and sell sides to develop new product on CME ClearPort across all asset classes. 

· In addition to these, 114 products were launched on CME ClearPort in Q2, bringing the total of new products for the year to 220. We are pleased to see rapid growth in many of our new launches. In Q2, products launched since the acquisition of NYMEX contributed approximately 2% of total CME ClearPort revenue. Most of this revenue came from our innovative day ahead power contracts, but other product lines, including petroleum and natural gas liquids, saw rapid ramp up for new product launches. 

· Innovation in our interest rate products continues to take hold, with continued growth coming from users accessing the inter-commodity spread functionality for Treasury futures, volumes on which increased from 13,000 ADV in January to 23,000 ADV in June. 
· Our partnership with BM&F is thriving, with North-to-South order routing volume of 21,000 per day in June, up from 5,000 per day in March. Both the number of participants trading and the variety of contracts traded are increasing and we expect these numbers to improve when the iBovespa index is approved for trading by US participants. 

· I will now turn the call over to Terry Duffy to address some of the regulatory issues currently facing the derivatives industry.

Terry
· Thanks Craig. Good morning, and thank you for joining us today. 

· CME Group broadly supports the Obama administration’s efforts to ensure that US financial markets maintain high standards of integrity, safety and soundness for all participants. Specifically, we are in favor of the creation of a systemic risk regulator to work in conjunction with the existing regulatory agencies, and we support the administration’s recognition of the distinct regulatory issues facing the futures industry and the cash equities industry. 

· CME Group has a 150-year track record of ensuring transparent, equitable, and efficient markets through many economic and socio-political crises, including the credit crisis of the past year. This fact is a key tenet of our value proposition, and we maintain this track record through vigilant and thorough market regulation and surveillance. Our market protections at this time include position limits or accountability levels in all non-financial commodity products, including energy and metals, as well as a thorough process for annual review of any hedge exemptions issued. 
· With the current regulatory focus on the role of speculators in determining commodities prices, the word speculation has been given a strong negative connotation, in some ways synonymous with the word manipulation. This connotation is undeserved. In healthy markets, speculators, or non-commercial participants, are a critical part of the market ecosystem and provide essential liquidity to hedgers, or commercial participants. Markets require both types of participants and we work hard to raise awareness of this fact.   

· While the role of speculators in determining energy prices has been fiercely debated for the past 12 months, extensive empirical evidence indicates that fundamental supply and demand factors, along with macroeconomic conditions, have been determinative of energy commodities pricing, independent of the positions of various types of market participants. 
· The evidence and analysis leading to this conclusion are documented in studies by the CFTC and the US Government Accountability Office, as well as studies conducted by independent research firms, and in reports published by many of the widely followed analysts covering the energy sector.

· At a time when it is clear that centralized clearing would bring capital and risk management benefits to market participants, there is danger that restricting market access to a smaller group of participants and limiting positions will drive business to unregulated or foreign over-the-counter markets, out of the jurisdiction of US regulators. In that event, the markets driving price discovery for energy products used by US citizens would be many multiples less transparent than they are currently. 

· Given the options available to market participants, we must carefully consider the impacts that position limits and hedge exemptions have on overall market liquidity, and the potential for over-regulation to  raise transaction costs and impair the hedging capabilities of commercial participants, creating outcomes that are at odds with the push to drive more volumes onto centrally cleared markets.   

· Hearings are scheduled for next week and early next month on the topic. CME Group will continue to fully support ongoing efforts to ensure efficient and fair markets. CME has worked extensively in Washington DC for many years, and continues to be actively engaged to ensure that critical decision makers are well informed on the issues that impact our markets. We are confident that final decisions on this and other matters facing regulators will be based on factual, economic analysis and careful consideration of potential unintended consequences rather than political rhetoric. 

Craig

· Thank you, Terry. 

· In summary, the second quarter saw some return of economic stability, if not a clear cut recovery.  We continue to manage the business to generate profits through current conditions and to maximize our strategic positioning for the future. This involves an intense focus on expense discipline coupled with investment in our growth initiatives, particularly the over-the-counter clearing opportunities ahead of us. 

· Following the credit crisis, it was evident that existing regulation would be heavily scrutinized, and we are now working through that process. Many of the proposals put forward have potential positive impacts for market stability and for CME Group, while of course some have potential negative implications. There will be much discussion on all fronts, but what truly matters is what legislation and/or regulations actually get put into effect. 

· CME Group will continue our ongoing efforts to provide education on issues related to our industry in Washington, where we enjoy constructive working relationships with the CFTC and our elected representatives. 
· With that, let me turn the call over to Jamie.

Jamie

· Thank you Craig. 


· CME Group turned in a sound second-quarter financial performance, despite the continued challenging economic environment.

· Our GAAP results are summarized in the press release.  Today, I’m going to focus on the details of Q2 on a pro forma basis, as if we owned NYMEX for all periods considered.  The pro-formas exclude approximately $3 million of CBOT and NYMEX merger-related items on an after tax basis, as well as the impact of earnings on deferred compensation balances.
· In previous quarters, we experienced impacts related to gains or losses on deferred compensation balances, which were driven by quarterly equity market movements.  Keep in mind that there is no bottom line impact, as the changes in deferred compensation gains and losses were booked as compensation expense with an offsetting entry to investment income.  We have removed these entries in our non-GAAP pro forma income statements for all periods considered, better reflecting the fact that this is unrelated to our core operations.
· During Q2, we generated $648 million in revenue, $405 million of operating income and earnings per share of $3.37.  Average daily volumes were down 19% compared to second-quarter 2008, but up slightly versus Q1 2009.  Continued disciplined expense management, resulting in a four percent reduction in expenses, contributed to a sequential earnings increase of 17 cents per diluted share.
· The overall pro forma rate per contract for all CME Group volume increased 5 percent to 81.6 cents, compared with 77.5 cents in second quarter 2008, due primarily to a positive product mix shift.  The rate per contract decreased two percent from 83.3 cents in Q1 2009 due mainly to a product mix shift, as interest rate volumes increased 14 percent sequentially, representing 42 percent of total volume in Q2 compared to 37 percent in Q1.  We also saw a one percent decrease in the non-member volume mix, with the CME and CBOT at 17 percent non-member in the second quarter, and NYMEX at approximately 36 percent.

· Turning to our market data revenue of $82 million for the quarter, it was down five percent versus last year and down four percent sequentially.  At the end of the second quarter, users subscribed to 407,000 base devices across CME, CBOT and NYMEX, down 18,000 versus Q1 of this year, reflecting the impacts of reduced staffing at the larger banks.   There is generally a lag impact in device counts, which I discussed on the call last quarter.
· I’ll now take a few minutes to review expenses.
· Total pro forma operating expenses were $243 million for Q2, down four percent sequentially and down 13 percent versus Q2 last year.  We continued our significant efforts to capture the NYMEX synergies and wring out discretionary expenses where possible.  
· Starting with our largest expense, compensation and benefits was down $3 million sequentially to $85 million due primarily to synergy capture and lower bonus expense.  Our combined headcount at the end of Q2 stood at 2,250, down 25 from the prior quarter, and down 92 versus the prior year.  

· Our second quarter bonus expense was $8.7 million, which is down from our quarterly average run rate in 2008 and down one million from the first-quarter.  We are currently running below the cash earnings target we set for ourselves at the beginning of the year.  Stock based compensation was $8.2 million in the second quarter, down $500,000 from Q1 of this year.  We decided to move our stock option grant date from mid-June to mid-September, to better distribute components of our pay throughout the year and to reduce expenses in the current year. 
· Non-compensation expenses of $157 million were down $29 million versus last year and down $8 million sequentially.  The largest contributor to the sequential reduction was a $2.9 million reduction in license fees related to reduced CME ClearPort and equity volumes.  We also reduced our marketing spend by approximately $2.5 million in Q2 compared to Q1,and, within marketing and other, we had a positive $2 million impact due to FX fluctuations.  Lastly, occupancy and building expense was down $2 million sequentially due primarily to lower utilities expense, the closing of the CBOT New Jersey Data center and other miscellaneous adjustments.
· We realized NYMEX-related expense synergies of $11.4 million in Q2 – or approximately $45 million annualized – well on our way to the $60 million of annual expense synergies we had identified at the time of the acquisition.  
· In terms of our expectations for full year expenses, based on volumes near current levels, we expect annual pro forma expenses to range from $1.01 billion to $1.02 billion.  Giving some further color on expenses going forward, we expect compensation expense in the second half to be similar to the first half, with growth oriented hiring and the impact of the Q3 option grant offsetting the additional cost of merger related savings.  On non-comp expenses, we expect an increase in the second half of the year, due to technology and building related expenses driven by the go live date of early August for our new data center.  In addition, we expect higher travel and marketing costs based on our current plans to continue to promote our business globally.
· Q2 pro forma operating income was $405 million, down 15 percent from the second-quarter last year.  Our revenue was down 14 percent vs. the same quarter a year ago, while expenses dropped by 13 percent.  As a result, we were able to maintain a strong pro forma operating margin of 63 percent, consistent with Q2 of 08, and up from 61 percent last quarter.     
· In the non-operating expense category, second-quarter interest expense and borrowing costs were $33 million, and were offset by $8 million of investment income resulting in total non-operating expense of $26 million, down approximately $9 million sequentially.  Additionally, as I mentioned last quarter, part of this variance is due to the one-time interest expense of approximately $5 million related to the replacement of our bridge loan during the first-quarter.  The remainder of the variance is due to a dividend from BM&F/Bovespa.  We typically receive the dividend payments twice a year, and the timing and amount varies.  As I mentioned earlier, the impact to investment income that would historically have been related to deferred compensation balances has been removed.

· During the quarter, we paid down approximately $110 million in debt.  As of the end of the quarter, we had $3.0 billion of debt, and $545 million of cash and marketable securities.  We have $250 million of debt coming due in Q3, which we expect to pay down primarily from cash generated in the quarter.
· Pro forma net income for Q2 was $224 million and diluted EPS was $3.37.  For the quarter, our pro forma effective tax rate was 40.8 percent – in line with our expectations of approximately 41 percent for the year.  
 
· Capital expenditures, net of leasehold improvement allowances, totaled $31 million in the second quarter and $66 million year-to-date, driven primarily by data center, software, equipment, and facilities cost.  We continue to review our 2009 Capex plans and as a result we are reducing our 2009 Capex guidance to between $150 and $160 million for the year.  This reduction from our previous guidance is driven by a deferral of some data center spend and some office construction.


· So far in July, we are averaging 9.7 million contracts per day.  This is fairly similar to the pattern we saw in Q1 and Q2 in terms of the first month in the quarter.
· In summary, despite the macroeconomic challenges impacting financial markets and our customers, our strong financial results and expense discipline allow us to continue our focus on growing both the business as well as shareholder value for the long-term. 


· As we reminded you last quarter, in order to get to everyone, we would like to limit all of you to one question and one follow up, and then feel free to get back in the queue for an additional question if time permits.  With this in mind, we’ll now open up the call for your questions. 

  Statements in this press release that are not historical facts are forward-looking statements. These statements are not guarantees of future performance and involve risks, uncertainties and assumptions that are difficult to predict. Therefore, actual outcomes and results may differ materially from what is expressed or implied in any forward-looking statements. Among the factors that might affect our performance are: our ability to realize the benefits and control the costs of our merger with NYMEX Holdings, Inc.  and our ability to successfully integrate the businesses of CME Group and NYMEX Holdings, including the fact that such integration may be more difficult, time consuming or costly than expected and revenues following the merger may be lower than expected and expected cost savings from the merger may not be fully realized within the expected time frames or at all; increasing competition by foreign and domestic entities, including increased competition from new entrants into our markets and consolidation of existing entities; our ability to keep pace with rapid technological developments, including our ability to complete the development and implementation of the enhanced functionality required by our customers; our ability to continue introducing competitive new products and services on a timely, cost-effective basis, including through our electronic trading capabilities, and our ability to maintain the competitiveness of our existing products and services; our ability to adjust our fixed costs and expenses if our revenues decline; our ability to continue to generate revenues from our processing services; our ability to maintain existing customers, develop strategic relationships and attract new customers; our ability to expand and offer our products in foreign jurisdictions; changes in domestic and foreign regulations; changes in government policy, including policies relating to common or directed clearing, changes as a result of a combination of the Securities and Exchange Commission and the U.S. Commodity Futures Trading Commission, or changes relating to the recently enacted or proposed legislation relating to the current economic crisis; the costs associated with protecting our intellectual property rights and our ability to operate our business without violating the intellectual property rights of others; our ability to generate revenue from our market data that may be reduced or eliminated by the growth of electronic trading or declines in subscriptions; changes in our rate per contract due to shifts in the mix of the products traded, the trading venue and the mix of customers (whether the customer receives member or non-member fees or participates in one of our various incentive programs) and the impact of our tiered pricing structure; the ability of our financial safeguards package to adequately protect us from the credit risks of clearing members; the ability of our compliance and risk management methods to effectively monitor and manage our risks; changes in price levels and volatility in the derivatives markets and in underlying fixed income, equity, foreign exchange and commodities markets; economic, political and market conditions, including the recent volatility of the capital and credit markets and the impact of current economic conditions on the trading activity of our current and potential customers; our ability to accommodate increases in trading volume and order transaction traffic without failure or degradation of performance of our systems; our ability to execute our growth strategy and maintain our growth effectively; our ability to manage the risks and control the costs associated with our acquisition, investment and alliance strategy; our ability to continue to generate funds and/or manage our indebtedness to allow us to continue to invest in our business; industry and customer consolidation; decreases in trading and clearing activity; the imposition of a transaction tax on futures and options on futures transactions; the unfavorable resolution of material legal proceedings, the seasonality of the futures business; and changes in the regulation of our industry with respect to speculative trading in commodity interests and derivatives contracts. More detailed information about factors that may affect our performance may be found in our filings with the Securities and Exchange Commission, including our most recent periodic reports filed on Form 10-K and Form 10-Q, which are available in the Investor Relations section of the CME Group Web site. We undertake no obligation to publicly update any forward-looking statements, whether as a result of new information, future events or otherwise. 
 

 Non-GAAP Financial Measures 

In this document  we refer to non-GAAP financial measures, including pro forma results that assume the merger with CBOT Holdings and acquisition of NYMEX Holdings were completed as of the beginning of the period presented.  A reconciliation of these measures to our GAAP financial results is available in the company’s latest financial statements in the Investor Relations section of the CME Group Web site.  
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