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John
Thank you for joining us.  Craig Donohue, our CEO, 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.  Phupinder Gill, our president, and Rick Redding, our head of products and services have also joined us this morning and will participate in the Q&A session.  Please note that all references we make during this call to trading volume and rate per contract exclude FXMarketSpace and Swapstream products and our low-priced TRAKRS products.
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 Quarterly Report on Form 10-Q, which is available in the Investor Relations section of the CME Group Web site.
Also, we refer in this call to our cash earnings, a non-GAAP number.  The reconciliation to net income can be found on our Web site under Investor Relations-Earnings Releases.  Additionally, in this call we exclude expenses relating to the merger in certain financial results as set forth in today’s press release.  In addition, we have posted slides associated with this earnings call on the IR portion of the site.
Today, we will be focused primarily on CME’s Q2 results.  We will talk briefly about CBOT’s second quarter results, which were included in this mornings’ press release.  Since the merger closed on July 12th, CME Group results for the third quarter ending September 30th will include CBOT results from July 13th, the day following the closing of the merger. 
Now, I would like to turn the call over to Craig.

Craig
· Thank you for joining us this morning for our first CME Group earnings release conference call.  Both CME and CBOT had strong second quarters.  Combined we generated more than $500 million in revenue in the second quarter, and we are well positioned to build on that going forward.
· We are very excited that the merger has closed and we are confident we will integrate the merger quickly and smoothly, which is important to both our investors and our customers.  We will be able to leverage each company’s distinct product lines for the benefit of users around the world.  We will also continue to extend our broad global distribution and customer reach, particularly in Europe and Asia where we already have a significant presence and where we see excellent growth potential.  We will offer our respective customers significantly increased trading efficiencies and substantial continued capital and cross margin benefits. Many of our users are focused on reducing their own operating costs, and our consolidated trading and clearing platforms and trading floors will help them with that goal, without a disruption to their business.  
   
· This quarter, in addition to finalizing our integration planning and closing the merger, we continued to successfully execute our long-term strategy, expanding globally, innovating and launching new products, increasing revenues from our third-party transaction processing business, and launching new non-core businesses in the high growth over-the-counter markets.  


· In the second quarter, CME had revenue growth of 17 percent to $329 million.  On a GAAP basis, operating income grew 15 percent to $192 million and diluted earnings per share grew 14 percent to $3.57.  Excluding merger related expenses during the quarter of $7 million, CME’s operating income would have been $199 million, up 19 percent, and diluted EPS would have been $3.69 per share, up 18 percent.

· CME reached its second highest quarterly average daily volume, while CBOT achieved its highest quarterly volume level ever.  In June, both CME and CBOT set monthly volume records, and on a combined basis we averaged 12.9 million contracts per day.  The strong volume in June was widespread, with CME achieving records in interest rate, equity and FX products, while CBOT set monthly records in interest rate, equity and agricultural products.  

· During the second quarter, CME saw continued growth in our options volume, with record total options volume exceeding 1.4 million contracts per day.  Our total electronic options volume averaged a record 193,000 contracts per day, up 47 percent from the same period a year ago.  Electronic volume of CME Eurodollar options averaged a record 106,000 contracts per day, up 19 percent from second-quarter 2006, representing 9 percent of overall CME Eurodollar options volume.  This electronic percentage grew slightly from 8 percent in both Q4 2006 and Q1 2007.  We continue to focus on the growth of our electronic options volume, through pricing programs, enhanced functionality and continued sales and education efforts.  We also look forward to integrating CME’s Eurodollar options with CBOT’s Treasury options on CME Globex.  The CBOT electronic financial options averaged 100,000 contracts per day in the second quarter, which represented 25 percent of total CBOT financial options volume.  

· Moving onto our transaction processing business in energy and metals, NYMEX electronic volumes continue to grow, which is a testament to our industry leading technology platform.  In total, for Q2, a record 710,000 NYMEX contracts traded per day on CME Globex, setting quarterly records in electronic trading for both the energy and metals products, while our major competitors in these markets experienced a reduction in electronic volume from Q1 to Q2.  Last week, on July 17th, we set a daily volume record of 960,000 energy and metals contracts on CME Globex.  I’d like to note that we have yet to make any decisions about CME Group’s future plans for the e-cbot metals business, but now that the merger has closed, we will be evaluating our alternatives.  Additionally, we continue to evaluate future transaction processing opportunities in Asia, South America and possibly Europe.
· Since late March, when FXMarketSpace was launched, average daily volumes have grown significantly from $331 million of notional value in April to $509 million in May and most recently $993 million in June.  So far in July, we have seen a decrease in average daily volume, yet we are seeing increased levels of customer on boarding.  Initially, most of our activity had been driven from users who were generally algorithmic traders with existing access to CME Globex.  More recently the proprietary trading groups at several banks have begun to utilize the platform.  We expect the core users to continue to grow, and the next step is to bring on more prime brokerage clients of the banks.  Finally, when liquidity expands, we will begin marketing aggressively to medium and small bank users outside the top 20 banks and other FX traders.  Typically, the summer months in FX are slow as European and US based traders go on holiday, so we would expect customer on boarding to moderate somewhat through August. 

· We are pleased with the progress to date, given that FXMarketSpace has only been fully operational for just a few months, and activity levels are consistent with our business plans.  CME has always viewed continued evolution in the FX markets as inevitable and our joint venture is well positioned to capitalize on this significant long-term opportunity.  We continue to expect FXMarketSpace to reach the break-even point sometime in 2008, and to continue to grow from there.
· Turning to our other significant OTC initiative, last week, we enhanced our ability to compete in the $1 trillion per day interest rate swap market, and announced plans to offer a cleared interest rate swap product through our subsidiary, Swapstream.  CME Swaps on Swapstream will be the first interest rate swap product to offer the OTC marketplace the full benefits of central counterparty clearing.  The new offering will provide the balance sheet and operational efficiencies of central counterparty clearing and straight through processing to the interest rate swap market.  

· Moving on to product innovation, we have been intensely focused on the execution of our small and mid-cap equity product strategy.  We made an announcement this morning, further elaborating on our plans, and we believe that we are very well positioned to succeed with our strategy.  Compared to the Russell 2000, the S&P small cap index has had better performance.  For example, as of June 30th, the S&P600 has averaged an 11.3 percent return annually over 10 years compared to 9.1 percent on the Russell 2000, and every time period is favorable for the S&P small cap product.  The S&P small cap index is a more stable benchmark with lower turnover.  In 2006, turnover was 12.9 percent for the S&P600 and 18.6 percent for the Russell 2000.   Furthermore, the S&P600 is composed of more liquid stocks and has a superior construction methodology, as it has a rolling reconstitution versus the annual reconstitution for the Russell 2000. 

· Key advantages of our strategy include established distribution to, and customer relationships with, equity derivatives trading firms and market makers; capital and cross-margining efficiencies with a full spectrum of equity index products; and significant brand recognition through CME and S&P.  It is important to note, that CME members account for approximately 75 percent of the Russell 2000 volume, while traditional investment managers who are specifically benchmarked to the Russell 2000 are generally some subset of non-member volume, so they make up less than 25 percent of CME’s small cap volume.  

·  As our earlier announcement outlined, we will be launching our new E-mini S&P Small Cap electronic product based on the S&P 600, and we will create a pit traded contract that is five times larger.  Other plans include the following:
· As provided for in our contract we will continue to list the Russell products through September 2008.
· We will intensively promote the E-mini MidCap 400 futures and options.
· We will structure a market maker program with 7 to 10 firms who will provide continuous markets in both the MidCap and SmallCap products.
· Finally, we will be waiving all fees through the end of the year for the SmallCap products, and we will examine our pricing strategy for the SmallCap products for 2008 later in the year.    

· Lastly, let me provide a brief update on upcoming milestones related to our merger integration plans.  First, we intend to finalize our staffing plans in mid-August.  On the technology front, to facilitate the process of connecting third-party trading applications to the CME Globex platform, we will be providing electronic customers with a dedicated testing environment beginning in mid-August, just one month after the close of our merger.  The environment is designed to meet the development needs of e-cbot electronic trading customers transitioning to CME Globex - supporting straight-through processing from CME Globex to Clearing and connected to clearing test environments so customers can test front-end and back-end systems simultaneously.  In terms of our CME Globex cutover, we now expect to complete that in January of 2008, ahead of the prior schedule.  And finally, we will be combining our trading floors in three phases between March and May of 2008.  
· I want to recognize the tremendous efforts of all the employees of CME Group, who not only helped us deliver continued strong results in the second quarter, but also have worked tirelessly on our integration.  The dedication and professionalism displayed by all of our employees is something that I am very proud of.  As we look to our exciting future together there is no doubt that the depth and talent of our team will be critical to our success and our ability to continue to lead the industry.
· We are extremely pleased to begin operating as the largest and most diverse exchange in the world, and CME Group is in a strong position within the global financial markets to pursue a broad range of ambitious new growth opportunities.  We will continue to execute on our long-term strategy, expanding globally, innovating and launching new products, increasing revenues from our third-party transaction processing business, and launching new non-core businesses in the high growth over-the-counter markets.  
· Now, I would like to turn the call over to Jamie to discuss the financials.

 Jamie

· Thank you Craig.  

· As John mentioned at the beginning of the call, my following comments refer to CME’s Q2 results.  I will talk briefly about CBOT’s second quarter results at the end of my remarks. 
· CME posted solid financial results in the second quarter, driven by continued volume growth across all product lines.  

· Our total revenue of $329 million for the second quarter was up 17 percent or $47 million compared with the same quarter last year.   

· Our average rate per contract was 62.4 cents in Q2, down from 64.4 cents in Q1 and 63.2 cents during the same quarter last year.  The primary driver of the sequential drop in the RPC was member/non-member mix and a higher percentage of Eurodollar options as a percentage of the overall volume.   Members, who receive the lowest prices, accounted for 81.5 percent of volumes in Q2, up from 80.9 percent in Q1.  Additionally, while the Eurodollar option volume on Globex improved in Q2, the Eurodollar option volume on the floor also improved.  In Q2, lower priced Eurodollar option floor volume represented 17.9 percent of the total CME volume, up from 16.6 percent in Q1.
· Moving on to the processing services line, the Chicago Board of Trade reported volume of 4 million contracts per day, up 21 percent versus Q2 of 2006, which generated $23.6 million of processing revenue for the quarter.  Revenue from the NYMEX agreement exceeded $13.5 million, representing an average of 30 cents per contract.    
· Quotation data fees were $24 million for the quarter, up 18 percent from $21 million in Q2 of 06.  At the end of the quarter, we had approximately 145,000 users paying for the base devices, down slightly from the first quarter.  
·  I’ll now take a few minutes to review expenses.
· Total expenses for Q2 were $137 million, up 19 percent versus $115 million for Q2 last year, and up from $132 million last quarter.  Excluding expenses related to the CBOT merger, the expenses would have been $130 million, up 12 percent compared to the prior year.  This increase is consistent with our historical expense growth rates.  During Q2, we expensed $7 million of merger costs driven primarily by legal, marketing and promotion, and integration consulting expenses. We also capitalized an additional $7.2 million for merger related activity in Q2.  In addition, we incurred expense of approximately $3.9 million for our FXMarketSpace and Swapstream initiatives.
 
· Now, let’s turn to further expense detail.  First, compensation and benefits totaled $56.7 million for the quarter, up $300,000 sequentially.  There are three components of this expense: salaries and benefits, bonus and stock-based compensation.  Salaries and benefits totaled $43.8 million, up $400,000 sequentially.  This increase was due to the full quarter impact of annual merit and promotion increases as well as increased earnings on deferred compensation balances, offset somewhat by lower employment taxes.  The number of CME employees at the end of the quarter was approximately 1,450.  Next, our employee bonus accrual totaled $7.9 million, down $500,000 sequentially.  And finally, the stock based portion of compensation was $5.1 million, up $600,000 from the prior quarter, due to our annual mid-June stock option grant to our employees.   
· All other expenses totaled $80 million in the second quarter, up $4.7 million sequentially.  Merger related costs increased by $5.3 million from Q1 to Q2, with the other core expenses decreasing sequentially. 
· This resulted in an operating margin on a GAAP basis of 58 percent compared to 59 percent in Q2 last year.  Excluding the merger related costs, the operating margin would have been 61 percent.     
· Moving on to the equity in losses of unconsolidated subsidiaries.  Our portion of the FXMarketSpace loss was approximately $3.2 million during the second quarter.
· Our pre-tax income was $209 million in the quarter, up 16 percent from the second quarter last year.  Net income for the quarter was $126 million and diluted GAAP EPS was $3.57.  Excluding merger related expenses, the diluted EPS would have been $3.69.
   Moving on to the balance sheet: 
 
· At the end of the quarter, we had $1.4 billion in cash and marketable securities.  Capital expenditures, net of leasehold improvement allowances, totaled $26 million in the second quarter, driven by continued investment in our technology infrastructure.

· Cash earnings totaled $123 million for the second quarter, representing our second highest cash earnings quarter ever, up 15 percent compared to Q2 of 2006. 

· In our press release, we reported outstanding financial results for CBOT for the second quarter.  CBOT revenue grew 33 percent driven by 45 percent growth in exchange fees, resulting from a 23 percent growth in trading volume and a 17 percent increase in rate per contract compared to the second quarter of 2006.  The CBOT average rate per contract increase was due to continued electronic migration within the agricultural product line, and an increase in privately negotiated volumes primarily within the interest rate product line.  CBOT operating margin, excluding merger related costs, increased to 56 percent compared to 45 percent in Q2 of 2006, driven by increased revenue and curtailed spending in advance of the merger.  Lastly, CBOT’s net income was $58 million on a GAAP basis, up 34 percent.  Excluding merger costs, net income would have been $72 million, up 65 percent vs. Q206.  
 
· CME Group, including volume from both exchanges starting July 2nd is averaging 9.7 million contracts per day.  That is up 21 percent compared to the same point in July last year.

· I wanted to make a brief point about our plans for the fixed price tender, which was part of our merger agreement with CBOT.  In accordance with the agreement, we will launch the program in the next week, and we expect it to expire prior to the end of August.  As we have previously stated, if the stock trades through the $560 level and there is no significant repurchase of shares, we are committed to returning excess capital to shareholders, and will discuss alternatives with our board at that time.

· We will be providing historical pro forma volume, rate per contract, and income statement information in the next few weeks, which should be helpful for modeling the CME Group going forward.  In addition, at some point during the third quarter, likely in September, we will update our ongoing guidance for CME Group.

· We look forward to executing on our growth initiatives and delivering on our commitment of expense synergies of at least $150 million and revenue synergies of at least $75 million.  As part of our pay for performance philosophy, we have modified our annual bonus program for our management team and managing directors to include the timely achievement of our expense synergies as a trigger for receiving a bonus in 2007 and 2008.


· With that, we would now like to open up the call for your questions.
Q&A
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