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[Photographic montage of a globe, hand signals and wallboard displays (from our open outcry trading floors) and a computer keyboard (used for
electronic trading). The image is captioned "Our futures and options on futures contracts are traded on CME's open outcry trading floors in
Chicago, electronically on CME's GLOBEX® platform and through privately negotiated transactions."]
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Our principal executive offices are located at 30 South Wacker Drive, Chicago, Illinois 60606, and our telephone number is
(312) 930-1000. In this prospectus, the terms "company," "exchange," "we," "us" and "our" refer to Chicago Mercantile Exchange Holdings Inc.
and its subsidiary, Chicago Mercantile Exchange Inc., when the distinction between the two companies is not important to the discussion. When
the distinction between the two companies is important to the discussion, we use the term "CME" to refer to Chicago Mercantile Exchange Inc.
and "CME Holdings" to refer to Chicago Mercantile Exchange Holdings Inc. On December 3, 2001, we reorganized into a holding company
structure. This reorganization was effected through a merger of CME Holdings' wholly owned subsidiary, CME Merger Subsidiary Inc., into
CME. Following the merger, CME became a wholly owned subsidiary of CME Holdings. For a more detailed discussion of our reorganization,
see the section of this prospectus entitled "Our Reorganization."

non

Unless otherwise indicated, all information in this prospectus (1) reflects the consummation of our reorganization; and (2) assumes the
underwriters do not exercise their over-allotment option granted by us. In this prospectus, we refer to our Class A, Class A-1, Class A-2,
Class A-3 and Class A-4 common stock collectively as our Class A common stock, and we refer to our Class B-1, Class B-2, Class B-3 and
Class B-4 common stock collectively as our Class B common stock.

You should rely only on the information contained in this prospectus. We have not authorized anyone to provide you with information
different from that contained in this prospectus. We are offering to sell shares of Class A common stock and seeking offers to buy shares of
Class A common stock only in jurisdictions where offers and sales are permitted. The information contained in this prospectus is accurate only
as of the date of this prospectus, regardless of the time of delivery of this prospectus or of the Class A common stock.

We have not taken any action to permit a public offering of the shares of Class A common stock outside the United States or to permit the
possession or distribution of this prospectus outside the United States. Persons outside the United States who come into possession of this
prospectus must inform themselves about and observe any restrictions relating to the offering of the shares of Class A common stock and the
distribution of this prospectus outside the United States.

Chicago Mercantile Exchange Inc., our logo, CME,® GLOBEX,® IEF,® CLEARING 21® and SPAN® are our registered trademarks.
GLOBEX Trader, Moneychanger, CME E-quotes and E-mini are our service marks. e-i¥{N&¥a service mark of CME and New York
Mercantile Exchange, Inc. pursuant to agreement.
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S&P, S&P 500, Standard & Poor's 500, S&P/BARRA Growth, S&P/BARRA Value, S&P MidCap 400, S&P SmallCap 600,
S&P/TOPIX 150, Nasdag-100, Russell 2000, TRAKRS, Total Return Asset Contracts and other trade names, service marks, trademarks and
registered trademarks that are not proprietary to us, are the property of their respective owners and are used herein under license. The
FORTUNE e-50 Index is a trademark of FORTUNE, a division of Time Inc., which is licensed for use by us in connection with futures and
options on futures. These products have not been passed on by FORTUNE for suitability for a particular use. The products are not sponsored,
endorsed, sold or promoted by FORTUNE. FORTUNE makes no warranty and bears no liability with respect to these products. FORTUNE
makes no warranty as to the accuracy and/or completeness of the Index or the data included therein or the results to be obtained by any person
from the use of the Index or the data included therein.

PROSPECTUS SUMMARY

The following is a summary of some of the information contained in this prospectus. In addition to this summary, we urge you to read the
entire prospectus carefully, especially the risks of investing in our Class A common stock discussed under "Risk Factors" and our consolidated
financial statements and notes to those financial statements included elsewhere in this prospectus.

Overview

We are the largest futures exchange in the United States and the second largest exchange in the world for the trading of futures and options
on futures, as measured by 2001 annual trading volume. In 2001, our customers traded futures and options on futures contracts with a notional
dollar value of $293.9 trillion, making us the world's largest exchange by this measure. We also have the largest futures and options on futures
open interest of any exchange in the world. As of November 15, 2002, our open interest record was 23.2 million contracts, set on November 14,
2002. Our open interest is the daily total of positions outstanding on our exchange. Open interest is a widely recognized indicator of the level of
customer interest in an exchange's products.

We bring together buyers and sellers of derivative products on our open outcry trading floors, on the GLOBEX electronic trading platform
and through privately negotiated transactions that we clear. We offer market participants the opportunity to trade futures contracts and options
on futures for interest rates, stock indexes, foreign exchange and commodities. Our key products include Eurodollar contracts and contracts
based on major U.S. stock indexes. These indexes include the S&P 500 and the Nasdaqg-100. We also offer foreign exchange contracts for the
principal foreign currencies and contracts for a number of commodity products, including cattle, hogs and dairy. We believe several of our key
products serve as global financial benchmarks. Our Eurodollar contract provides a benchmark for measuring the relative value of U.S.
dollar-denominated, short-term fixed-income securities. Similarly, our S&P 500 Index and Nasdaq-100 Index contracts are closely linked to the
benchmark indexes for U.S. equity performance.

Our products provide a means for hedging, speculation and asset allocation relating to the risks associated with interest rate sensitive
instruments, equity ownership, changes in the value of foreign currency and changes in the prices of commodity products. Our customer base
includes professional traders, financial institutions, institutional and individual investors and major corporations, manufacturers, producers and
governments.

Trading on our trading floors is conducted exclusively by our members, either through open outcry or by using GLOBEX terminals located
on our trading floors. Trades executed by our members can be for their own account or for the account of non-member customers. Members also
conduct trading electronically through remote access to our GLOBEX platform and through privately negotiated transactions that we clear.
Non-members may also access our markets through the GLOBEX electronic trading platform. Generally, member customers are charged lower
fees than our non-member customers. In the first nine months of 2002, our members were responsible for approximately 78% of our trading
volume.

Our principal source of revenue is from charges for trade execution and clearing that we assess on each contract traded on our exchange or
using our clearing house. We assess clearing and transaction fees based on the product traded, the membership status of the individual executing
the trade and whether the trade is executed on our open outcry trading floors, through the GLOBEX electronic trading platform or as a privately
negotiated transaction. In addition to clearing and transaction fees, we derive revenue from the sale of valuable data and information regarding
pricing and trading activity generated by our markets.

Our 2001 net revenues were $387.2 million, an increase of 70.9% from the $226.6 million recorded during 2000. For the nine months
ended September 30, 2002, our net revenues were $333.8 million, an increase of 18.3% from $282.2 million for the nine months ended
September 30, 2001. In 2001, we derived $292.5 million, or 75.5% of our net revenues, from fees associated with trading and clearing products
on or through our exchange. For the nine months ended September 30, 2002, we derived $261.4 million, or 78.3% of our net revenues, from
such fees. In 2001, we derived approximately 62% of our clearing and
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transaction fees revenue from open outcry trading, nearly 27% from electronic trading and approximately 11% from privately negotiated
transactions. During the first nine months of 2002, approximately 53% of our clearing and transaction fees revenue was generated from open
outcry trading, nearly 39% from electronic trading and approximately 8% from privately negotiated transactions. Revenues from market data
products totaled $48.3 million, or 12.5% of our net revenues, in 2001 and $36.5 million, or 11.0% of our net revenues, in the nine months ended
September 30, 2002.

Our net income for 2001 was $68.3 million, compared to a net loss of $5.9 million during 2000. Our net income for the nine months ended
September 30, 2002 was $61.0 million, compared to net income of $54.5 million for the nine months ended September 30, 2001.

We own our clearing house and are able to guarantee, clear and settle every contract traded through our exchange. During the first nine
months of 2002, we processed an average of more than 553,000 clearing transactions per day. We currently have the capacity to clear more than
1.5 million transactions per day. Our systems are scalable and give us the ability to further increase substantially our capacity with very little
lead time. As of September 30, 2002, we acted as custodian for approximately $27.7 billion in collateral. In the first nine months of 2002, we
moved an average of $1.7 billion of settlement funds through our clearing system each day. In addition, 40 exchanges and clearing organizations
worldwide have adopted our Standard Portfolio Analysis of Risk, or SPAN, risk evaluation system. The New York Mercantile Exchange, or
NYMEX, and Euronext N.V. also use CLEARING 21, our state-of-the-art clearing system.

CME was founded in 1898 as a not-for-profit corporation. In November 2000, CME became the first U.S. financial exchange to
demutualize and become a shareholder-owned corporation. As a consequence, we have adopted a for-profit approach to our business, including
strategic initiatives aimed at optimizing volume, efficiency and liquidity. We posted record trading volume of more than 411.7 million contracts
in 2001, an increase of 78.1% over 2000, which was previously our busiest year. During the first nine months of 2002, we posted trading volume
of more than 413.8 million contracts, an increase of 40.0% over the same period in 2001.

Currently, we have or are developing strategic relationships with the leading derivative exchanges and clearing organizations in France,
Spain, England, Singapore, Japan and Korea. These relationships are intended to extend the market reach of our global derivatives business.

We devote substantial resources to introducing new products based on new markets or securities. For example, last year we formed a joint
venture with Chicago Board Options Exchange, or CBOE, and the Chicago Board of Trade, or CBOT, to trade single stock futures and futures
on narrow-based stock indexes. The venture is called OneChicago, LLC. OneChicago commenced its trading operations on November 8, 2002.
We also recently entered into an agreement with NYMEX to introduce small-sized versions of key NYMEX energy futures contracts for trading
on our GLOBEX electronic trading platform. The products, based on our successful E-mini stock index contracts, are called e-miNY energy
futures and clear at the NYMEX clearing house. The first of these products, e-miNY crude oil and natural gas futures contracts, began trading on
June 17, 2002.

Competitive Strengths

We have established ourselves as a premier global marketplace for financial risk management. We believe our principal competitive
strengths are:

Highly Liquid Markets. Our deep and liquid markets tend to attract additional customers. This further enhances our liquidity.

Global Benchmark Products. We believe our key Eurodollar product serves as a global financial benchmark for measuring the
relative value of U.S. dollar-denominated, short-term fixed-income securities. Similarly, our stock index products are closely linked to
the benchmark indexes for U.S. equity performance. As a result, our products are increasingly recognized by our customers as efficient
tools for managing and hedging their interest rate and equity market risks.

Diverse Portfolio of Products and Services. We differentiate ourselves from our competitors by developing and offering to our
customers a diverse array of products. We also offer a broad range of trade execution and clearing services.
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Wholly Owned Clearing House. We believe our performance guarantee and capital-efficient clearing systems are major
attractions of our markets. In addition, because we own our clearing house and have significant available capacity, we are able to
efficiently introduce new products. We are also able to provide clearing services to other exchanges.

Proven and Scalable Technology. We possess fast, reliable and fully integrated trading and clearing systems. Our systems are
highly scalable and designed to accommodate additional products with relatively limited modifications and low incremental costs.

Global Reach. Our electronic trading services are available around the world approximately 23 hours a day and five days per
week.

Growth Strategy

Globalization, deregulation and advances in technology offer significant opportunities for expanding futures markets, and exchange
markets generally. We intend to increase our trading volume, revenues and profitability by implementing the following four strategies:

Expand Our Current Core Business. We intend to advance our position as a leader in the futures industry by:

Expanding Customer Access. We continue to expand our customer base and trading volume by broadening the
access, order routing, trading and clearing solutions we offer to existing and prospective customers.

Expanding Electronic and Other Trade Execution Choices. Our strategy is to offer our customers a broad range
of trade execution choices, including increased electronic trading, enhanced facilities for privately negotiated
transactions and new links with exchanges around the world.

Enhancing Our Market Data and Information Products. We intend to leverage the value of our market data and
information capabilities by developing enhancements to our existing information products and creating new
products.

Add New Products. We intend to continue to introduce, either directly or through alliances with other exchanges, new products
based on new markets or securities. In addition, we intend to continue working with emerging cash market trading platforms to jointly
develop innovative futures products.

Provide Transaction Processing and Other Business Services to Third Parties. We intend to leverage our existing capacity
and scalable technology and business processes to offer a broad range of services to other exchanges, clearing organizations and
e-marketplaces. We believe that third parties will be attracted by our proven ability to process high volumes of transactions.

Pursue Select Alliances and Acquisitions. We plan to supplement our internal growth through the formation of joint ventures
or alliances and select acquisitions of businesses or technologies that help us to enter new markets, provide services that we currently
do not offer, open access to our markets and advance our technology.

Corporate Information

We were incorporated in Delaware in August 2001. Our principal executive offices are located at 30 South Wacker Drive, Chicago, Illinois
60606, and our telephone number is (312) 930-1000. Our Web site is http://www.cme.com. Information contained in our Web site is not
incorporated by reference into this prospectus. You should not consider information contained in our Web site as part of this prospectus.

3
THE OFFERING
Class A common stock offered by us 3,000,000 shares
Class A common stock offered by the selling
shareholders 1,751,070 shares
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Common stock to be outstanding immediately
after this offering:

Class A common stock 31,817,662 shares
Class B common stock 3,138 shares
Use of proceeds We intend to use the net proceeds from this offering for development of our technology

infrastructure, for capital expenditures, to finance possible acquisitions and investments
in technology, businesses, products or services, for working capital and for general
corporate purposes. Please see the section of this prospectus entitled "Use of Proceeds."
New York Stock Exchange
symbol CME
The number of shares of our Class A common stock outstanding immediately after this offering is based on the number of shares
outstanding at September 30, 2002. This number does not take into account:

68,400 shares of Class A common stock subject to restricted stock awards, which are not vested;

1,101,400 shares of Class A common stock issuable upon the exercise of outstanding stock options issued under our stock
option plan, with an exercise price of $22 per share; and

2,773,209 shares of Class A common stock issuable upon the exercise of the outstanding stock options issued to our chief
executive officer, at a weighted average exercise price of $19.69 per share, based on the initial public offering price of
$35.00 per share, and assuming the entire option is exercised for cash and settled in Class A common stock only.

If the underwriters exercise their over-allotment option in full, we will issue and sell an additional 712,660 shares and the number of shares
of Class A common stock to be outstanding immediately after this offering will be 32,530,322 shares.

COMMON STOCK OWNERSHIP AND SPECIAL RIGHTS OF CLASS B SHAREHOLDERS

Our Class B common stock is associated with trading rights on our exchange and is owned by holders of those membership interests.
Owners of memberships on our exchange, as holders of 100% of our Class B common stock, have special rights. These rights include the right
to elect 6 of our 20 directors and the right to approve changes to our charter that adversely affect the rights of Class B shareholders and to
specified "Core Rights" related to their trading privileges. Seventeen of our 20 directors own or are officers or directors of others who own
memberships on our exchange. Following this offering, we estimate that our shareholders who own memberships on our exchange will own, of
record, more than 80% of our outstanding Class A common stock. Shareholders who own memberships may have interests that are different
from the interests of the holders of Class A shares who do not own memberships. For more information on the rights and interests of our
members, see the sections of this prospectus entitled "Business" and "Risk Factors." Except with respect to the special rights described above,
shares of our Class A common stock and Class B common stock are identical with respect to voting, liquidation, dividend and dissolution rights.
Shares of our Class A common stock outstanding prior to this offering are subject to transfer restrictions that vary from 180 to 540 days from the
completion of this offering. Shares of our Class B common stock cannot be transferred separately from the transfer of the associated membership
interest in our exchange. See "Description of Capital Stock" for more information on these rights and transfer restrictions.

4

SUMMARY CONSOLIDATED FINANCIAL DATA

The summary information set forth below is not necessarily indicative of the results of future operations and should be read in conjunction
with "Selected Financial Data," "Management's Discussion and Analysis of Financial Condition and Results of Operations" and the financial
statements and related notes included elsewhere in this prospectus. The as adjusted balance sheet data below gives effect to the sale by us of
3,000,000 shares of our Class A common stock in this offering at the initial public offering price of $35.00 per share, after deducting
underwriting discounts and commissions and estimated offering expenses.
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Nine Months Ended
Year Ended December 31, September 30,
1999 2000 2001 2001 2002
(unaudited)

(in thousands, except per share amounts)

Income Statement Data:

Net revenues $ 210,602  $ 226,552 $ 387,153  § 282,197 $ 333,789
Total expenses 203,958 234,635 272,788 191,222 232,541
Limited partners' interest in earnings of PMT Limited
Partnership (2,126) (1,165)
Net income (loss) 2,663 (5,909) 68,302 54,481 61,018
Earnings (loss) per share:(1)

0.09 0.21) 2.37 1.89 2.12

0.09 2.33 1.86 2.04

As of September 30, 2002
Actual As Adjusted
(unaudited)

(in thousands)

Balance Sheet Data:

Assets:

Cash and cash equivalents(2) $ 197,164 $ 291,773
Proceeds from securities lending activities(3) 554,870 554,870
Cash performance bonds and security deposits(4) 1,920,033 1,920,033
Total current assets(5) 2,723,747 2,818,356
Total assets 2,863,830 2,958,439
Liabilities and shareholders' equity:

Payable under securities lending agreements(3) 554,870 554,870
Cash performance bonds and security deposits(4) 1,920,033 1,920,033
Total current liabilities 2,543,993 2,543,993
Shareholders' equity 299,570 394,179
(6]

(@)

3

“

Earnings per share is presented as if the common stock issued on December 3, 2001 had been outstanding for all periods presented. Diluted loss per
share is not presented for the year ended December 31, 2000, because shares issuable for stock options, which would be included as part of the
calculation, would have an anti-dilutive effect.

Cash equivalents consist of highly liquid investments with maturities of three months or less.

Securities lending transactions utilize a portion of the securities that clearing firms have deposited to satisfy their proprietary performance bond
requirements. Securities lending proceeds change daily. The related investment of these proceeds is short-term in nature. Investments consist
principally of money market mutual funds. Securities lending activity is represented by an equal and offsetting current asset and current liability. See
the section of this prospectus entitled "Management's Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital
Resources" for a more detailed discussion of our securities lending program.

Our clearing firms are subject to performance bond requirements pursuant to the rules of our exchange. These requirements can be satisfied in cash or
by depositing securities, at the clearing firms' election. The deposit of cash is reflected in our financial statements while the deposit of securities is not
reflected in our financial statements. The amount of cash performance bonds and security deposits that are deposited by our clearing firms may change
daily as a result of changes in the number of the clearing firms' open positions and how clearing firms elect to satisfy their performance bond
requirements. The balance of cash performance bonds and security deposits will also fluctuate daily based on the change in the value of positions held
by clearing firms. When clearing firms deposit cash, it is held or invested by us on an overnight basis. We are required to return these funds when
performance bond requirements are reduced, as these funds ultimately represent assets of the respective clearing firms. Therefore, the current asset
represented by cash performance bonds and security deposits has an equal and offsetting current liability. See the section of this prospectus entitled
"Management's Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital Resources" for a more detailed
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discussion of cash performance bonds and security deposits.

(5)
Current assets consist of cash and cash equivalents, marketable securities, accounts receivable and other current assets in addition to cash performance
bonds and security deposits and securities lending. Current assets are short-term in nature and are generally converted to cash in one year or less.

5
Nine Months Ended
Year Ended December 31, September 30,
1999 2000 2001 2001 2002
(in thousands, except notional value of trading volume)
Other Data:
Total trading volume (round turns, in contracts)(6) 200,737 231,110 411,712 295,463 413,790
GLOBEX trading volume (round turns, in contracts)(6) 16,135 34,506 81,895 55,999 131,685
Open interest at period-end (contracts) 6,412 8,021 15,039 13,938 17,618
Notional value of trading volume (in trillions) $ 1383 $ 1550 $ 2939 $ 2102  $ 257.8
(6)
A round turn represents a matched buy and sell.
6
RISK FACTORS

You should carefully consider the risks below before making an investment decision. The risks described below are not the only ones facing
our company. Additional risks not presently known to us or that we currently deem immaterial may also impair our operations.

Our business, financial condition or results of operations could be materially adversely affected by any of these risks. The trading price of
our Class A common stock could decline due to any of these risks, and you may lose all or part of your investment.

Risks Related to Our Business

Our shareholders who own memberships on our exchange, and who may have interests that differ from or conflict with those of
shareholders who are not also owners of memberships, currently own substantially all of our voting stock. Shareholders who own
memberships on our exchange account for 17 of the 20 directors on our board and, after the offering, will continue to control the
election of all directors. Our dependence on the trading and clearing activities of our members, combined with their ability to control
the election of directors, will enable them to exert substantial influence over the operation of our business.

Immediately following this offering, we estimate that our shareholders who own memberships will together own, of record, shares
representing in excess of 80% of our outstanding Class A common stock. As a result, they will, if voting in the same manner, control all matters
submitted to our shareholders for approval, including electing directors and approving changes of control. As of the date of this prospectus, 17 of
the 20 directors on our board own or are officers or directors of others who own memberships on our exchange. In addition, we are dependent on
the revenues from the trading and clearing activities of our members. This dependence also gives them substantial influence over how we
operate our business.

Many of our trading members and clearing firms derive a substantial portion of their income from their trading or clearing activities on or
through our exchange. In addition, trading privileges on our exchange have substantial independent value. The amount of income that members
derive from their trading or clearing activities and the value of their memberships are in part dependent on the fees they are charged to trade,
clear and access our markets and the rules and structure of our markets. Our trading members, many of whom act as floor brokers and floor
traders, benefit from trading rules, membership privileges and fee discounts that enhance their open outcry trading opportunities and profits. Our
predominantly electronic trading members benefit from fee discounts and transaction fee caps that enhance their electronic trading opportunities
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and profits. Our clearing firms benefit from all of the foregoing, as well as decisions that increase electronic trading, which over time, will
reduce their costs of doing business on our exchange. As a result, holders of our Class A common stock may not have the same economic
interests as our members. In addition, our members may have differing interests among themselves depending on the role they serve in our
markets, their method of trading and the products they trade. Consequently, members may advocate that we enhance and protect their clearing
and trading opportunities and the value of their trading privileges over their economic interest in us represented by Class A common stock they
own.

The share ownership of our members, in combination with their board representation rights and charter provision protections described in
the immediately following risk factor, could be used to influence how our business is changed or developed, including how we address
competition and how we seek to grow our volume and revenue and enhance shareholder value.

Our certificate of incorporation grants special rights to holders of Class B common stock, which protect their trading rights and give
them special board representation, and requires that we maintain open outcry trading until volumes are not significant.

Under the terms of our certificate of incorporation, our Class B shareholders have the ability to protect their rights to trade on our exchange
by means of special approval rights over changes to the

operation of our markets. In particular, these provisions include a grant to the holders of our Class B common stock of the right to approve any
changes to:

the trading floor rights;
access rights and privileges that a member has;

the number of memberships in each membership class and the related number of authorized shares of each class of Class B
common stock; and

the eligibility requirements to exercise trading rights or privileges.

For a more detailed description of the approval rights of our Class B shareholders, see the section of this prospectus entitled "Description of
Capital Stock." Our Class B shareholders are also entitled to elect six of the 20 directors on our board. As the transfer restrictions on shares of
Class A common stock held by Class B shareholders terminate over time, Class B shareholders will continue to have these board representation
rights, even if their Class A share ownership interest is very small.

Our certificate of incorporation also includes a provision requiring us to maintain open outcry floor trading on our exchange for a particular
traded product as long as the open outcry market is "liquid." Our certificate of incorporation requires us to maintain a facility for conducting
business, disseminating price information, clearing and delivery and to provide reasonable financial support for technology, marketing and
research for open outcry markets. Our certificate of incorporation provides specific tests as to whether an open outcry market will be deemed
liquid, as measured on a quarterly basis. If a market is deemed illiquid as a result of a failure to meet any of these tests, our board will determine
whether or not that market will be closed.

We only recently began operating as a for-profit company and have a limited operating history as a for-profit company. Accordingly,
our historical and recent financial and business results may not be representative of what they may be in the future.

We have only operated as a for-profit company with private ownership interests since November 13, 2000. We have a limited operating
history as a for-profit business on which you can evaluate our management decisions, business strategy and financial results. As a result, our
historical and recent financial and business results may not be representative of what they may be in the future. We are subject to risks,
uncertainties, expenses and difficulties associated with changing and implementing our business strategy that are not typically encountered by
established for-profit companies. The major U.S. futures exchanges have operated historically as mutual, membership organizations. There is
little history or experience in operating an exchange as a for-profit corporation upon which we can draw. As a not-for-profit company, our
business strategy and fee structure were designed to provide profit opportunities for our members. We targeted profit levels that provided
sufficient levels of working capital. Today, our for-profit initiatives are designed to increase our revenues, make us profitable, optimize volume
and liquidity and create operating efficiencies. These initiatives may not yield the benefits or efficiencies we expect. For example, fee increases,
volume and member discounts and new access rules to our markets may not separately result in higher revenues and profits or greater volume or
liquidity in our markets. As a result, we may not be able to operate effectively as a for-profit corporation. It is possible that we may incur
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significant operating losses in the future and that we may not be able to achieve or sustain long-term profitability.

Our business is subject to the impact of domestic and international market and economic conditions, many of which are beyond our
control and could significantly reduce our trading volumes and make our financial results more volatile.

We generate revenues primarily from our trade execution services, clearing services and market data and information services. We expect
to continue to do so for the foreseeable future. Each of these revenue

sources is substantially dependent on the trading volume in our markets. Our trading volume is directly affected by U.S. domestic and
international factors that are beyond our control, including:

economic, political and market conditions;
broad trends in industry and finance;

changes in levels of trading activity, price levels and price volatility in the derivatives markets and in underlying
fixed-income, equity, foreign exchange and commodity markets;

legislative and regulatory changes;

competition;

changes in government monetary policies and foreign exchange rates;
consolidation in our customer base and within our industry; and

inflation.

Any one or more of these factors may contribute to reduced activity in our markets. Our recent operating results and trading volume have
been favorably impacted by global and domestic economic and political uncertainty. This is because our customers have sought to hedge or
manage the risks associated with volatility in the U.S. equity markets, fluctuations in interest rates and price changes in the foreign exchange and
commodities markets. The future economic environment will be subject to periodic downturns, including possible recession and lower volatility
in financial markets, and may not be as favorable as it has been in recent years. As a result, period-to-period comparisons of our financial results
are not necessarily meaningful. Trends less favorable than those of recent periods could result in decreased trading volume, decreased capital
formation and a more difficult business environment for us. Material decreases in trading volume would have a material adverse effect on our
financial condition and operating results.

Stock-based compensation expense relating to the option granted to our Chief Executive Officer could have a significant impact on our
reported earnings that is unrelated to the operating performance of our business.

Our stock-based compensation expense is a non-cash expense. This expense can fluctuate significantly from quarter-to-quarter based on
changes in the value of our Class A common stock and the underlying trading rights on our exchange associated with our Class B common
stock. This is because the amount of expense we record for each quarter for the option granted to our CEO is determined using variable
accounting. Variable accounting takes into account changes in the value of our Class A common stock and the underlying trading rights on the
exchange associated with our Class B common stock from quarter to quarter. As a general matter, if the combined value of our Class A common
stock and Class B common stock, including associated trading rights, subject to our CEO's option goes up from the combined value at the end of
the previous quarter, we will record additional expense in the amount of the change in combined value. Similarly, if the combined value goes
down, we will record a negative expense or credit in the amount of the change in combined value. As a result, our earnings may be subject to
significant volatility that is unrelated to the actual operating performance of our business and quarter to quarter or period to period comparisons
may not be meaningful. We expect that our stock-based compensation expense will increase significantly in the fourth quarter of 2002 based on
the initial public offering price.

Our operating results are subject to significant fluctuations due to seasonality and a number of other factors. As a result, you will not be
able to rely on our operating results in any particular period as an indication of our future performance.
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A number of factors beyond our control may contribute to substantial fluctuations in our operating results particularly in our quarterly
results. In the three years prior to 2001, we experienced relatively higher volume during the first and second quarters, and we generally expect
that the third quarter will have

lower trading volume. This trend was not evident in 2001 or 2002 in part because of the volatility of interest rates and U.S. equities in the third
quarter in each of those years. As a result of seasonality and the factors described in the preceding risk factors, you will not be able to rely on our
operating results in any particular period as an indication of our future performance. If we fail to meet securities analysts' expectations regarding
our operating performance, the price of our Class A common stock could decline substantially.

Our cost structure is largely fixed. If we are unable to reduce our costs if our revenues decline, our profitability will be adversely
affected.

Our cost structure, with the exception of stock-based compensation, is largely fixed. We base our cost structure on historical and expected
levels of demand for our products and services. If demand for our products and services and our resulting revenues decline, we may not be able
to adjust our cost structure on a timely basis. In that event, our profitability will be adversely affected.

The global trend toward electronic trading may divert volume away from our open outcry trading facilities. Our revenues, profits and
stock price will be adversely affected if we experience reductions in our open outcry trading volume that are not offset by increases in
our electronic trading volume.

Both newly formed organizations and established exchanges are increasingly employing electronic trading systems that provide fast,
low-cost execution of trades by matching buyers and sellers electronically. These organizations are attracting order flow away from some
traditional open outcry trading markets. Many market participants believe that these electronic trading systems represent a threat to the continued
viability of the open outcry method of trading. Some major European and Asian futures exchanges have closed their traditional open outcry
trading facilities and replaced them entirely with electronic systems. Although we offer an electronic trading system, currently the majority of
our revenue is generated by open outcry trading. Reductions in our open outcry trading volume that are not offset by increases in our electronic
trading volume would have a material adverse effect on our revenue, earnings and stock price.

The success of our markets will depend on our ability to complete development of and successfully implement electronic marketplaces
that have the functionality, performance, reliability, speed and liquidity required by customers.

The future success of our business depends in large part on our ability to create interactive electronic marketplaces in a wide range of
derivatives products that have the required functionality, performance, reliability, speed and liquidity to attract and retain customers. A
significant portion of our current overall volume is generated through electronic trading of our E-mini S&P 500 and E-mini Nasdaq-100
products. However, during the first nine months of 2002, approximately 67% of our volume and approximately 53% of our clearing and
transaction fees revenue was generated through our open outcry trading facilities. Most of that open outcry volume is related to trading in
Eurodollar contracts. To date, our electronic functionality has not been capable of accommodating the complex trading strategies typically used
for trading our Eurodollar contracts. As a result, our electronic trading facilities for these products have met with limited success. We will soon
implement a new electronic system upgrade we call the Eagle Project. This software is designed to provide the required functionality to replicate
electronically some of the trading strategies used by open outcry Eurodollar traders. We are currently developing additional functionality to
accommodate more Eurodollar trading strategies. We may not complete the development of or successfully implement the required electronic
functionality for our Eurodollar marketplace. Moreover, our Eurodollar customers may not accept our electronic trading systems. In either event,
our ability to increase our electronic Eurodollar trading volume would be adversely affected. In addition, if we are unable to develop our
electronic trading systems to include other products and markets, or if our electronic marketplaces do not have the required functionality,
performance, reliability, speed and liquidity, we may not be able to compete successfully in a new environment that we expect to be increasingly
dominated by electronic trading.
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We maintain the simultaneous operation of open outcry trading and electronic trade execution facilities, which may, over time, prove to
be inefficient and costly and ultimately adversely affect our profitability.

Currently, we maintain both open outcry trade execution facilities and electronic trade execution facilities. For some products, we maintain
side-by-side trading facilities for both open outcry and electronic trading. We are obligated, through the inclusion of provisions in our certificate
of incorporation, to maintain the operation of our open outcry trading facilities until the trading volumes in them are not significant. If we
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continue to operate both trading facilities for the same product, liquidity of markets on each may be less than the liquidity of competing markets
on a unified trading platform. In addition, it may be expensive to continue operating two trading systems for the same product. We may incur
substantial expenses and experience delays because of our efforts to create trading links between the separate trading platforms to facilitate
trading on both systems. Any loss of efficiency or increase in time to market of new or improved products could be detrimental to our business.
In addition, we may expend resources on the maintenance of our open outcry facilities that could be more efficiently used to develop our
capacity and reduce our costs in the increasingly competitive market for electronic trading facilities.

The development of our electronic trading facilities exposes us to risks inherent in operating in the new and evolving market for
electronic transaction services. If we do not successfully develop our electronic trading facilities, or if our customers do not accept them,
our revenues, profits and stock price will be adversely affected.

We must further develop our electronic trading facilities to remain competitive. As a result, we will continue to be subject to risks, expenses
and uncertainties encountered in the rapidly evolving market for electronic transaction services. These risks include our failure or inability to:

provide reliable and cost-effective services to our customers;

develop, in a timely manner, the required functionality to support electronic trading in some of our key products in a manner
that is competitive with the functionality supported by other electronic markets;

match fees of our competitors that offer only electronic trading facilities;

increase the number of trading and order routing terminals capable of sending orders to our floor and to our electronic
trading system;

attract independent software vendors to write front-end software that will effectively access our electronic trading system
and automated order routing system;

respond to technological developments or service offerings by competitors; and

generate sufficient revenue to justify the substantial capital investment we have made and will continue to make to develop
our electronic trading facilities.

If we do not successfully develop our electronic trading facilities, or our current or potential customers do not accept them, our revenues,
profits and stock price will be adversely affected.

Our market data fees may be reduced or eliminated by the growth of electronic trading and electronic order entry systems. If we are
unable to offset that reduction through terminal usage fees or transaction fees, we will experience a reduction in revenue.

Electronic trading systems do not usually impose separate charges for supplying market data to trading terminals. If we do not separately
charge for market data supplied to trading terminals, and trading terminals with access to our markets become widely available, we would lose
quote fee revenue from those who have access to trading terminals. We will experience a reduction in our revenues if we are unable to recover
that lost quote fee revenue through terminal usage fees or transaction fees.
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Our change to a for-profit company may cause members to seek alternative trading venues and products and negatively impact the
liquidity of our markets and our trading volume.

The trading activities of our members accounted for over 70% of our trading volume during both 2001 and the first nine months of 2002.
When we became a for-profit company, we changed the role of our members in the operation of our business. We eliminated many
member-dominated committees or converted them into advisory bodies. We gave our professional staff greater decision-making responsibilities.
Subject to the oversight of our board of directors, our management is charged with making decisions that are designed to enhance shareholder
value, which may lead to decisions or outcomes with which our members disagree. These changes may make us less attractive to our members
and encourage them to conduct their business at, or seek membership in, another exchange or to trade in equivalent products among themselves
on a private, bilateral basis. A material decrease in member trading activity would negatively impact liquidity and trading volume in our
products and reduce our revenues. A loss or material reduction in the number of our clearing firms and the capital they provide to guarantee their
trades and the trades of their customers would also diminish the strength and attractiveness of our clearing house and our markets.
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Despite our governance changes, our dependence on our members gives them substantial influence over how we operate our business.
Members could use their ownership of Class A and Class B common stock, and ability to elect our board of directors, to change or modify our
policies or business practices with which they do not agree.

Our trading volume, and consequently our revenues and profits, would be adversely affected if we are unable to retain our current
customers or attract new customers to our exchange.

The success of our business depends, in part, on our ability to maintain and increase our trading volume. To do so, we must maintain and
expand our product offerings, our customer base and our trade execution alternatives. Our success also depends on our ability to offer
competitive prices and services in an increasingly price sensitive business. In addition, our success depends on our ability to increase the base of
individual customers who trade our products. We cannot assure you that we will be able to continue to expand our product lines, or that we will
be able to retain our current customers or attract new customers. We also cannot assure you that we will not lose customers to low-cost
competitors with comparable or superior products, services or trade execution facilities. If we fail to expand our product offerings or execution
facilities, or lose a substantial number of our current customers, or are unable to attract new customers, our business will be adversely affected.

We face intense competition from other companies, including some of our members. If we are not able to successfully compete, our
business will not survive.

The derivatives, securities and financial services industries are highly competitive. We expect that competition will intensify in the future.
Our current and prospective competitors, both domestically and around the world, are numerous. They include securities and securities option
exchanges, futures exchanges, over-the-counter, or OTC, markets, clearing organizations, market data and information vendors, electronic
communications networks, crossing systems and similar entities, consortia of large customers, consortia of some of our clearing firms and
electronic brokerage and dealing facilities. We believe we may also face competition from large computer software companies and media and
technology companies. The number of businesses providing Internet-related financial services is rapidly growing. Other companies have entered
into or are forming joint ventures or consortia to provide services similar to those provided by us. Others may become competitive with us
through acquisitions. Recent changes in federal law allow institutions that have been major participants on our exchange to trade the same or
similar products among themselves without utilizing any exchange or trading system. Many of our competitors and potential competitors have
greater financial, marketing, technological and personnel resources than we do. These factors may enable them to develop similar products, to
provide lower
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transaction costs and better execution to their customers and to carry out their business strategies more quickly and efficiently than we can. In
addition, our competitors may:

respond more quickly to competitive pressures due to their corporate governance structures, which may be more flexible and
efficient than our corporate governance structure;

develop products that are preferred by our customers;

develop risk transfer products that compete with our products;

price their products and services more competitively;

develop and expand their network infrastructure and service offerings more efficiently;
utilize better, more user-friendly and more reliable technology;

take greater advantage of acquisitions, alliances and other opportunities;

more effectively market, promote and sell their products and services;

better leverage existing relationships with customers and alliance partners or exploit better recognized brand names to
market and sell their services; and

exploit regulatory disparities between traditional, regulated exchanges and alternative markets that benefit from a reduced
regulatory burden and lower-cost business model.
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If our products, markets and services are not competitive, our business, financial condition and operating results will be materially harmed.
In addition, even if new entrants do not significantly erode our market share, we may be required to reduce our fees significantly to remain
competitive, which could have a material adverse effect on our profitability. For more information concerning the competitive nature of our
industry and the challenges we face, see the section of this prospectus entitled "Business Competition."

The enactment of the Commodity Futures Modernization Act will increase competition and enable many of our customers to trade
futures contracts other than on exchanges. These events could result in lower trading volume, revenue and profits.

Our industry has been subject to several fundamental regulatory changes, including changes in the statute under which we have operated
since 1974. The Commodity Exchange Act generally required all futures contracts to be executed on an exchange that has been approved by the
Commodity Futures Trading Commission, or CFTC. The exchange trading requirement was modified by CFTC regulations and interpretations
to permit privately negotiated swap contracts to be transacted in the over-the-counter, or OTC, market. The CFTC exemption under which the
OTC derivatives market operated precluded the OTC market from using exchange-like electronic transaction systems and clearing facilities.
These barriers to competition from the OTC market were largely repealed by the Commodity Futures Modernization Act. It is possible that the
chief beneficiaries of the Commodity Futures Modernization Act will be OTC dealers and competitors that operate or intend to open electronic
trading facilities or to conduct their futures business directly among themselves on a bilateral basis. The customers who may access these trading
facilities or engage in bilateral private transactions are the same customers who account for a substantial portion of our trading volume. The
Commodity Futures Modernization Act also permits banks, broker-dealers and some of their affiliates to engage in foreign exchange futures
transactions for or with retail customers without being subject to regulation under the Commodity Exchange Act.

The Commodity Futures Modernization Act also permits bank clearing organizations and clearing organizations regulated by the Securities
and Exchange Commission, or SEC, to clear a broad array of derivatives products in addition to the products that these clearing organizations
have traditionally cleared. This allocation of jurisdiction may be advantageous to competing clearing organizations and result in a lower volume
of trading cleared through our clearing house.
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If we are not able to keep up with rapid technological changes, our business will be materially harmed.

To remain competitive, we must continue to improve the responsiveness, functionality, accessibility and other features of our software,
network distribution systems and technologies. The markets in which we compete are characterized by rapidly changing technology, changes in
customer demand and uses of our products and services, frequent product and service introductions embodying new technologies and the
emergence of new industry standards and practices that could render our existing technology and systems obsolete. Our future success will
depend in part on our ability to anticipate and adapt to technological advancements and changing standards in a timely, cost-efficient and
competitive manner. We cannot assure you that we will successfully implement new technologies or adapt our technology to customer and
competitive requirements or emerging industry standards.

Any significant decline in the trading volume of our Eurodollar, S&P 500 or Nasdaq-100 futures and options on futures contracts or in
privately negotiated foreign exchange transactions using our clearing house would adversely affect our revenues and profitability.

We are substantially dependent on trading volume from three product offerings for a significant portion of our clearing and transaction fees
revenues and profits. The clearing and transaction fees revenues attributable to transactions in our Eurodollar contracts, our S&P 500 and
Nasdag-100 contracts, and privately negotiated foreign exchange transactions using our clearing house were approximately 47%, 10%, 2% and
10%, respectively, of our total clearing and transaction fees revenues during 2001 and approximately 42%, 9%, 2% and 7%, respectively, during
the nine months ended September 30, 2002. Any significant decline in our trading volume in any of these products would negatively impact our
business, financial condition and operating results.

We believe our Eurodollar product serves as a global financial benchmark, but we cannot assure you that, in the future, other products will
not become preferred alternatives to the Eurodollar contract as a means of managing or speculating on interest rate risk. We also cannot assure
you that competitors will not enter the Eurodollar market, or that our members will not trade Eurodollars in privately negotiated bilateral
transactions without the use of our clearing house. In either of these events, our trading volume, revenues and profitability would be adversely
affected.

Our rights to the Standard & Poor's and Nasdaq products were obtained through licensing arrangements. Our license agreement with
Standard & Poor's provides that the S&P 500 Index futures products will be exclusive until December 31, 2008 and non-exclusive from
December 31, 2008 until December 31, 2013.
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Our license with Nasdaq will be exclusive for each calendar year until expiration, provided the aggregate average daily trading volume in
Nasdag-100 futures contracts and options on Nasdag-100 futures contracts remains above 5,000 contracts per day. The agreement terminates in
April 2006, subject to our mutual agreement to extend the agreement. The agreement does not preclude Nasdaq from allowing Nasdaq-100
futures contracts to be traded on a market owned by Nasdaq or some of its affiliates.

We cannot assure you that either of our Standard & Poor's or Nasdaq license agreements will be renewed when they terminate. In addition,
we cannot assure you that others will not succeed in creating stock index futures based on information similar to that which we have obtained by
license or that market participants will not increasingly use alternative instruments, including securities and options based on the S&P and
Nasdaq indexes, to manage or speculate on U.S. stock risks. We also cannot assure you that Nasdaq will not directly or indirectly offer
competitive futures contracts. Currently, Nasdaq LIFFE Markets, or NQLX, offers futures contracts based on an exchange-traded fund called
QQQ, which may compete with our Nasdaq-100 futures contracts. Any of these events could have an adverse effect on our trading volume,
revenues and profits.
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Some of our largest clearing firms have indicated their belief that clearing facilities should not be owned or controlled by exchanges and
should be operated as utilities and not for profit. These clearing firms are seeking legislative or regulatory changes that would, if
adopted, enable them to use alternative clearing services for positions established on our exchange. Even if they are not successful, these
factors may cause them to limit or stop the use of our markets.

Some of our largest clearing firms, which are significant customers and intermediaries in our products, have increasingly stressed the
importance to them of centralizing clearing of futures contracts and options on futures in order to maximize the efficient use of their capital,
exercise greater control over their value at risk and extract greater operating leverage from clearing activities. Many clearing firms have
expressed the view that clearing firms should control the governance of clearing houses or that clearing houses should be operated as utilities
rather than as for-profit enterprises. Some of these firms, along with the Futures Industry Association, are attempting to cause legislative or
regulatory changes to be adopted that would facilitate mechanisms or policies that allow market participants to transfer positions from an
exchange-owned clearing house to a clearing house owned and controlled by clearing firms. Our strategic business plan is to operate a vertically
integrated transaction execution and clearing and settlement business. If these legislative or regulatory changes are adopted, our strategy and
business plan may lead clearing firms to establish, or seek to use, alternative clearing houses for clearing positions established on our exchange.
Even if they are not successful in their efforts, the factors described above may cause clearing firms to limit or stop the use of our products and
markets. If any of these events occur, our revenues and profits would be adversely affected.

Our clearing house operations expose us to substantial credit risk of third parties. Our financial condition will be adversely affected in
the event of a significant default.

Our clearing house acts as the counterparty to all trades consummated on or through our exchange. As a result, we are exposed to
significant credit risk of third parties, including our clearing firms. We are also exposed, indirectly, to the credit risk of customers of our clearing
firms. These parties may default on their obligations due to bankruptcy, lack of liquidity, operational failure or other reasons. A substantial part
of our working capital is at risk if a clearing firm defaults on its obligations to our clearing house and its margin and security deposits are
insufficient to meet its obligations. Although we have policies and procedures to help assure that our clearing firms can satisfy their obligations,
these policies and procedures may not succeed in detecting problems or preventing defaults. We also have in place various measures intended to
enable us to cover any default and maintain liquidity. However, we cannot assure you that these measures will be sufficient to protect us from a
default or that we will not be materially and adversely affected in the event of a significant default. For a more detailed discussion of our
clearing house operations, see the section of this prospectus entitled "Business Clearing."

If we experience systems failures or capacity constraints, our ability to conduct our operations would be materially harmed and we
could be subjected to significant costs and liabilities.

We are heavily dependent on the capacity and reliability of the computer and communications systems and software supporting our
operations. We receive and/or process a large portion of our trade orders through electronic means, such as through public and private
communications networks. Our systems, or those of our third party providers, may fail or operate slowly, causing one or more of the following
to occur:

unanticipated disruptions in service to our customers;
slower response times;

delays in our customers' trade execution;

15



Edgar Filing: CHICAGO MERCANTILE EXCHANGE HOLDINGS INC - Form 424B1

failed settlement of trades;

incomplete or inaccurate accounting, recording or processing of trades;
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financial losses;
litigation or other customer claims; and

regulatory sanctions.

We cannot assure you that we will not experience systems failures from power or telecommunications failure, acts of God, war or terrorism,
human error, natural disasters, fire, sabotage, hardware or software malfunctions or defects, computer viruses, acts of vandalism or similar
events. If any of our systems do not operate properly or are disabled, including as a result of system failure, customer error or misuse of our
systems, we could suffer financial loss, liability to customers, regulatory intervention or reputational damage that could affect demand by current
and potential users of our market.

From time to time, we have experienced system errors and failures that have resulted in some customers being unable to connect to our
electronic trading platform or erroneous reporting, such as transactions that were not authorized by any customer or reporting of filled orders as
cancelled. In September of this year, we experienced a hardware failure that resulted in a temporary suspension of trading on our GLOBEX
platform. The impact of these events has not been material.

Our status as a CFTC registrant requires that our trade execution and communications systems be able to handle anticipated present and
future peak trading volume. Heavy use of our computer systems during peak trading times or at times of unusual market volatility could cause
our systems to operate slowly or even to fail for periods of time. We constantly monitor system loads and performance and regularly implement
system upgrades to handle estimated increases in trading volume. However, we cannot assure you that our estimates of future trading volume
will be accurate or that our systems will always be able to accommodate actual trading volume without failure or degradation of performance.
For example, in June and July 2002, the volume on our GLOBEX electronic trading platform repeatedly exceeded one million contracts in a
single day. During the initial period of increased GLOBEX trading volume, there were instances of connectivity problems or erroneous reports
that affected some users of the platform. System failure or degradation could lead our customers to file formal complaints with industry
regulatory organizations, file lawsuits against us or cease doing business with us or could lead the CFTC or other regulators to initiate inquiries
or proceedings for failure to comply with applicable laws and regulations.

We will need to continue to upgrade and expand our systems as our business grows. Although many of our systems are designed to
accommodate additional volume without redesign or replacement, we will need to continue to make significant investments in additional
hardware and software to accommodate increased volume. The inability of our systems to accommodate an increasing volume of transactions
could constrain our ability to expand our businesses and could cause us to lose business.

We depend on third party suppliers and service providers for a number of services that are important to our business. An interruption
or cessation of an important supply or service by any third party could have a material adverse effect on our business.

We depend on a number of suppliers, such as banking, clearing and settlement organizations, telephone companies, online service
providers, data processors, and software and hardware vendors for elements of our trading, clearing and other systems, as well as
communications and networking equipment, computer hardware and software and related support and maintenance. We cannot assure you that
any of these providers will be able to continue to provide these services in an efficient, cost-effective manner or that they will be able to
adequately expand their services to meet our needs. An interruption in or the cessation of an important supply or service by any third party and
our inability to make alternative arrangements in a timely manner, or at all, would result in lost revenue and higher costs.
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Our networks and those of our third party service providers may be vulnerable to security risks, which could result in wrongful use of
our information or cause interruptions in our operations that cause us to lose customers and trading volume and result in significant
liabilities. We could also be required to incur significant expense to protect our systems.
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We expect the secure transmission of confidential information over public networks to continue to be a critical element of our operations.
Our networks and those of our third party service providers, our members and our customers may be vulnerable to unauthorized access,
computer viruses and other security problems. Persons who circumvent security measures could wrongfully use our information or cause
interruptions or malfunctions in our operations. Any of these events could cause us to lose customers or trading volume. We may be required to
expend significant resources to protect against the threat of security breaches or to alleviate problems, including reputational harm and litigation,
caused by breaches. Although we intend to continue to implement industry-standard security measures, these measures may prove to be
inadequate and result in system failures and delays that could cause us to lose customers, experience lower trading volume and incur significant
liabilities.

We operate in a heavily regulated environment that imposes significant costs and competitive burdens on our business.

Although the Commodity Futures Modernization Act significantly reduced our regulatory burdens, we remain extensively regulated by the
CFTC. Our international operations may be subject to similar regulations in specific jurisdictions. We have registered in the United Kingdom as
arecognized foreign exchange. We may be required to register or become subject to regulation in other jurisdictions in order to accept business
from customers in those jurisdictions.

Many aspects of our operations are subject to oversight and regulation by the CFTC. Our activities relating to single stock and
narrow-based stock index futures products will also be subject to oversight by the SEC. Our operations are subject to ongoing review and
oversight, including:

the security and soundness of our order routing and trading systems;
record keeping and record retention procedures;
the licensing of our members and many of their employees; and

the conduct of our directors, officers, employees and affiliates.

If we fail to comply with applicable laws, rules or regulations, we may be subject to censure, fines, cease-and-desist orders, suspension of
our business, removal of personnel or other sanctions, including revocation of our designation as a contract market. Changes in laws, regulations
or governmental policies could have a material adverse effect on the way we conduct our business.

The CFTC has broad powers to investigate and enforce compliance and punish non-compliance with its rules and regulations. We cannot
assure you that we and/or our directors, officers and employees will be able to fully comply with these rules and regulations. We also cannot
assure you that we will not be subject to claims or actions by the CFTC or other agencies.

Demutualization and utilization of electronic trading systems by traders from remote locations will, among other developments, impact our
ability to continue the traditional forms of "self-regulation" that have been an integral part of the CFTC regulatory program. The CFTC is
reviewing that impact, and it is unclear at this time whether the CFTC will make modifications to its regulations that will have an adverse effect
on the way we conduct our business.

From time to time, it is proposed in Congress that federal financial markets regulators should be consolidated, including a possible merger
between the CFTC and the SEC. While those proposals have not been adopted to date, the perceived convergence of product lines offered on the
securities and commodity exchanges could make adoption more likely. To the extent the regulatory environment following such consolidation is
less beneficial for us, our business could be negatively affected.
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From time to time, the President's budget includes a proposal that a transaction tax be imposed on futures and options on futures
transactions. While those proposals have not been adopted to date, except for a per-contract fee imposed under the Securities Exchange Act of
1934 on single stock futures and futures on narrow-based stock indexes, the imposition of any such tax would increase the cost of using our
products and, consequently, could adversely impact our trading volumes, revenues and profits.

Our compliance and risk management methods might not be effective and may result in outcomes that could adversely affect our
reputation, financial condition and operating results.
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Generally, the CFTC has broad enforcement powers to censure, fine, issue cease-and-desist orders, prohibit us from engaging in some of
our businesses or suspend or revoke our designation as a contract market or the registration of any of our officers or employees who violate
applicable laws or regulations. Our ability to comply with applicable laws and rules is largely dependent on our establishment and maintenance
of compliance, audit and reporting systems, as well as our ability to attract and retain qualified compliance and other risk management
personnel. We face the risk of significant intervention by regulatory authorities, including extensive examination and surveillance activity. In the
case of non-compliance or alleged non-compliance with applicable laws or regulations, we could be subject to investigations and judicial or
administrative proceedings that may result in substantial penalties or civil lawsuits, including by customers, for damages, which can be
significant. Any of these outcomes would adversely affect our reputation, financial condition and operating results. In extreme cases, these
outcomes could adversely affect our ability to conduct our business.

Our policies and procedures to identify, monitor and manage our risks may not be fully effective. Some of our risk management methods
depend upon evaluation of information regarding markets, customers or other matters that are publicly available or otherwise accessible by us.
That information may not in all cases be accurate, complete, up-to-date or properly evaluated. Management of operational, legal and regulatory
risk requires, among other things, policies and procedures to record properly and verify a large number of transactions and events. We cannot
assure you that our policies and procedures will always be effective or that we will always be successful in monitoring or evaluating the risks to
which we are or may be exposed.

As a financial services provider, we are subject to significant litigation risk and potential securities law liability.

Many aspects of our business involve substantial liability risks. While we enjoy governmental immunity for some of our market-related
activities, we could be exposed to substantial liability under federal and state laws and court decisions, as well as rules and regulations
promulgated by the SEC and the CFTC. These risks include, among others, potential liability from disputes over terms of a trade, the claim that
a system failure or delay caused monetary losses to a customer, that we entered into an unauthorized transaction or that we provided materially
false or misleading statements in connection with a transaction. Dissatisfied customers frequently make claims regarding quality of trade
execution, improperly settled trades, mismanagement or even fraud against their service providers. We may become subject to these claims as
the result of failures or malfunctions of our systems and services we provide. We could incur significant legal expenses defending claims, even
those without merit. In addition, an adverse resolution of any future lawsuit or claim against us could have a material adverse effect on our
business.

We could be harmed by employee misconduct or errors that are difficult to detect and deter.

There have been a number of highly publicized cases involving fraud or other misconduct by employees of financial services firms in
recent years. Misconduct by our employees, including employees of GFX Corporation, or GFX, our wholly owned subsidiary that engages in
proprietary trading in foreign exchange futures, could include hiding unauthorized activities from us, improper or unauthorized activities on
behalf of customers or improper use of confidential information. Employee misconduct could subject us to financial losses or regulatory
sanctions and seriously harm our reputation. It is not always possible to
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deter employee misconduct, and the precautions we take to prevent and detect this activity may not be effective in all cases. Our employees also
may commit errors that could subject us to financial claims for negligence, or otherwise, as well as regulatory actions.

Our acquisition, investment and alliance strategy involves risks. If we are unable to effectively manage these risks, our business will be
materially harmed.

To achieve our strategic objectives, in the future we may seek to acquire or invest in other companies, businesses or technologies.
Acquisitions entail numerous risks, including the following:

difficulties in the assimilation of acquired businesses or technologies;
diversion of management's attention from other business concerns;
assumption of unknown material liabilities;

failure to achieve financial or operating objectives; and

potential loss of customers or key employees of acquired companies.
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We may not be able to integrate successfully any operations, personnel, services or products that we have acquired or may acquire in the
future.

We also may seek to expand or enhance some of our operations by forming joint ventures or alliances with various strategic partners
throughout the world. Entering into joint ventures and alliances also entails risks, including difficulties in developing and expanding the business
of newly formed joint ventures, exercising influence over the activities of joint ventures in which we do not have a controlling interest, and
potential conflicts with our joint venture or alliance partners. For example, in 2001 we entered into an operating agreement governing
OneChicago, our joint venture with CBOE and CBOT, to trade single stock futures and futures based on narrow-based stock indexes. Under the
terms of our operating agreement, CBOE and we together own a significant majority interest in the joint venture, and CBOT owns a minority
interest. Our ability to control key decisions relating to the operation and development of OneChicago will be limited. In addition, under the
terms of our operating agreement, until May 31, 2005, we are restricted from in any way engaging in the business of trading, marketing,
regulating, selling, purchasing, clearing or settling transactions in single stock futures other than in conjunction with the joint venture. This
restriction on our ability to compete applies whether or not we remain part of the joint venture, but it does not apply to futures based on
narrow-based stock indexes. We also recently entered into an agreement with NYMEX to introduce small-sized versions of key NYMEX energy
futures contracts, which trade on our GLOBEX electronic trading platform and clear at the NYMEX clearing house. During the term of the
agreement and for one year thereafter, we are generally prohibited, other than in cooperation with NYMEX, from providing for or facilitating
electronic trading in futures or options on futures contracts on any underlying commodity (or index of commodities) that is also the underlying
commodity for a product listed for trading by NYMEX. We cannot assure you that any joint venture or alliance that we have entered or may
enter into will be successful.

Our ability to successfully trade single stock futures and futures on narrow-based stock indexes may be impaired by statutory and
regulatory provisions that limit our natural competitive advantages and expand opportunities for competitors.

The Commodity Futures Modernization Act, which authorized us to trade futures contracts based on individual securities and narrow-based
stock indexes, or security futures, prohibited the implementation in connection with these contracts of many traditional features of futures
trading that would have made using security futures cheaper, tax advantaged and more efficient than using similar security options and OTC
security derivatives. The Commodity Futures Modernization Act also created a system of dual registration and regulation for security futures
intermediaries and exchanges that may be costly and burdensome to the intermediaries and the exchanges and may discourage intermediaries
and investors from using security futures. The Commodity Futures Modernization Act also eliminated most legal impediments to
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unregulated trading of security futures or similar products between qualified investors. In addition, foreign exchanges may be allowed to trade
similar products under terms that will be more favorable than the terms we are permitted to offer our customers. Finally, security futures are
subject to a number of complicated and controversial regulations. As a result, we cannot assure you that we, either directly or through our joint
venture, OneChicago, will be successful in offering single stock futures or futures on narrow-based stock indexes.

The imposition in the future of regulations requiring that clearing houses establish linkages with other clearing houses whereby
positions at one clearing house can be transferred to and maintained at, or otherwise offset by a fungible position existing at, another
clearing house may have a material adverse effect on the operation of our business.

In connection with the trading of single stock futures and futures on narrow-based stock indexes, the Commodity Futures Modernization
Act contemplates that clearing houses will, after an initial period, establish linkages enabling a position in any such product executed on an
exchange for which it clears these products to be offset by an economically linked or fungible position on the opposite side of the market that is
executed on another exchange utilizing a different clearing house. If, in the future, a similar requirement is imposed with respect to futures
contracts generally, the resulting unbundling of trade execution and clearing services would have a material adverse effect on our revenues and
profits.

Expansion of our operations internationally involves special challenges that we may not be able to meet, which could adversely affect
our financial results.

We plan to continue to expand our operations internationally, including by directly placing order entry terminals with members and/or
customers outside the United States and by relying on distribution systems established by our current and future strategic alliance partners. We
face certain risks inherent in doing business in international markets, particularly in the regulated derivatives exchange business. These risks
include:

restrictions on the use of trading terminals or the contracts that may be traded;
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becoming subject to extensive regulations and oversight, tariffs and other trade barriers;
reduced protection for intellectual property rights;
difficulties in staffing and managing foreign operations; and

potentially adverse tax consequences.

In addition, we will be required to comply with the laws and regulations of foreign governmental and regulatory authorities of each country
in which we conduct business. These may include laws, rules and regulations relating to any aspect of the derivatives business. To date, we have
had limited experience in marketing and operating our products and services internationally. We cannot assure you that we will be able to
succeed in marketing our products and services in international markets. We may also experience difficulty in managing our international
operations because of, among other things, competitive conditions overseas, management of foreign exchange risk, established domestic
markets, language and cultural differences and economic or political instability. Any of these factors could have a material adverse effect on the
success of our international operations and, consequently, on our business, financial condition and operating results.

We may not be able to protect our intellectual property rights, which may materially harm our business.

We rely primarily on trade secret, copyright, service mark, trademark law and contractual protections to protect our proprietary technology
and other proprietary rights. We have not filed any patent applications covering our technology. Notwithstanding the precautions we take to
protect our intellectual property rights, it is possible that third parties may copy or otherwise obtain and use our proprietary technology without
authorization or otherwise infringe on our rights. We also seek to protect our software
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and databases as trade secrets and under copyright law. We have copyright registrations for certain of our software, user manuals and databases.
The copyright protection afforded to databases, however, is fairly limited. While the arrangement and selection of data generally are protectable,
the actual data are not, and others may be free to create databases that would perform the same function. In some cases, including a number of
our most important products, there may be no effective legal recourse against duplication by competitors. In addition, in the future, we may have
to rely on litigation to enforce our intellectual property rights, protect our trade secrets, determine the validity and scope of the proprietary rights
of others or defend against claims of infringement or invalidity. Any such litigation, whether successful or unsuccessful, could result in
substantial costs to us and diversions of our resources, either of which could adversely affect our business.

Any infringement by us on patent rights of others could result in litigation and adversely affect our ability to continue to provide, or
increase the cost of providing, electronic execution services.

Patents of third parties may have an important bearing on our ability to offer certain of our products and services. Our competitors as well
as other companies and individuals may obtain, and may be expected to obtain in the future, patents related to the types of products and services
we offer or plan to offer. We cannot assure you that we are or will be aware of all patents containing claims that may pose a risk of infringement
by our products and services. In addition, patent applications in the United States are generally confidential until a patent is issued and, therefore,
we cannot evaluate the extent to which our products and services may be covered or asserted to be covered by claims contained in pending
patent applications. In general, if one or more of our products or services were to infringe patents held by others, we may be required to stop
developing or marketing the products or services, to obtain licenses to develop and market the services from the holders of the patents or to
redesign the products or services in such a way as to avoid infringing on the patent claims. In May 1999, we were sued along with other
defendants for alleged infringement of Wagner U.S. patent 4,903,201 entitled "Automated Futures Trade Exchange." In August 2002, we settled
the lawsuit for $15 million. Under the terms of the settlement agreement, we are not allowed to process trades for any third party futures
exchange, except in specified circumstances. For a more detailed description of the terms of the settlement, see the section of this prospectus
entitled "Business Legal Proceedings." We cannot assess the extent to which we may be required in the future to obtain licenses with respect to
patents held by others, whether such licenses would be available or, if available, whether we would be able to obtain such licenses on
commercially reasonable terms. If we were unable to obtain such licenses, we may not be able to redesign our products or services to avoid
infringement, which could materially adversely affect our business, financial condition and operating results.

As a holding company, we are totally dependent on dividends from our operating subsidiary to pay dividends and other obligations.
We are a holding company with no business operations. Our only significant asset is the outstanding capital stock of our subsidiary. As a
result, we must rely on payments from our subsidiary to meet our obligations. We intend to pay quarterly dividends to our shareholders

beginning in the first quarter of 2003. We currently expect that the earnings and cash flow of our subsidiary will primarily be retained and used
by it in its operations, including to service any debt obligations it may have now or in the future. Accordingly, our subsidiary may not be able to
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generate sufficient cash flow to pay a dividend or distribute funds to us in order to allow us to pay a dividend on or make a distribution in respect

of our Class A common stock. Our existing credit facility, as well as future credit facilities, other future debt obligations and statutory
provisions, may limit our ability to pay dividends.
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Risks Associated With Purchasing Our Class A Common Stock In This Offering

If we settle the option granted to our CEO only in shares of Class A common stock, we could be required to issue substantial additional
shares of Class A common stock. In addition, if our Class B shares increase in value relative to our Class A shares, holders of our
Class A shares will experience additional dilution.

We granted our CEO an option to purchase our Class A and Class B shares, with two separately exercisable tranches. Each tranche of the
option is for 2.5% of each class of our common stock outstanding as of the date of our demutualization, as adjusted for our reorganization.
Currently, we may settle the exercise of the option with any combination of Class A shares, Class B shares or cash, at our discretion. Following
the offering, we do not expect to issue Class B shares to settle the exercise of the option. If the entire option was vested and the exercise price
was paid in cash on September 30, 2002 and the option was settled only with Class A common stock, we would have been required to issue
2,773,209 shares of Class A common stock, based on the initial public offering price of $35.00 per share.

The value of our Class A shares is not directly linked to the value of our Class B shares. As a result, if we decide to settle the entire option
by issuing only Class A shares, the amount of dilution experienced by holders of our Class A shares would increase if our Class B shares
increased in value relative to our Class A shares. As of September 30, 2002, the value of the trading rights associated with our Class B shares
had increased by approximately 10% and 120% compared to their value as of December 31, 2001 and December 31, 2000, respectively.

Sales of our Class A common stock may have an adverse impact on the market price of our Class A common stock.

Sales of a substantial number of shares of our Class A common stock in the public market following this offering, or the perception that
large sales could occur, could cause the market price of our Class A common stock to decline. Either of these circumstances could also limit our
future ability to raise capital through an offering of equity securities. After completion of this offering, there will be 31,817,712 shares of our
Class A common stock issued and outstanding, or 32,530,372 shares if the underwriters exercise their over-allotment option in full. All of the
shares of Class A common stock sold in this offering will be freely tradable without restriction or further registration under the Securities Act by
persons other than our "affiliates" within the meaning of Rule 144 under the Securities Act.

Our currently issued and outstanding shares of Class A common stock are registered under the Securities Act but are subject to significant
transfer restrictions. These transfer restrictions will gradually expire over an 18-month period following this offering. Upon expiration, the
Class A common stock held by existing shareholders will be freely transferable unless held by "affiliates" within the meaning of Rule 144 under
the Securities Act. If our shareholders sell a large number of shares of our Class A common stock upon the expiration of some or all of these
restrictions, the market price for our Class A common stock could decline significantly. For a more detailed description of the transfer
restrictions imposed on our Class A common stock, see the section of this prospectus entitled "Description of Capital Stock."
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SPECIAL NOTE ABOUT FORWARD-LOOKING STATEMENTS

Some of the statements under "Prospectus Summary," "Risk Factors," "Management's Discussion and Analysis of Financial Condition and
Results of Operations," "Business" and elsewhere in this prospectus constitute forward-looking statements. These statements involve known and
unknown risks, uncertainties and other factors that may cause our actual results, levels of activity, performance or achievements to be materially
different from any future results, levels of activity, performance or achievements expressed or implied by these forward-looking statements.
These factors include, among other things, those listed under "Risk Factors" and elsewhere in this prospectus.

"o

In some cases, you can identify forward-looking statements by terminology such as "may," "will," "should," "could," "expects," "plans,"
"anticipates," "believes," "estimates," "predicts," "potential" or "continue" or the negative of such terms or other comparable terminology.

"o "o

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future results,
levels of activity, performance or achievements. Moreover, neither we nor any other person assumes responsibility for the accuracy and
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completeness of such statements. We are under no duty to update any of the forward-looking statements after the date of this prospectus.
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OUR REORGANIZATION

CME Holdings was incorporated in Delaware in August 2001 to be the holding company for CME and its subsidiaries. On December 3,
2001, we reorganized into a holding company structure through a merger of CME Holdings' wholly owned subsidiary, CME Merger
Subsidiary Inc., into CME. Following the merger, CME became a wholly owned subsidiary of CME Holdings, and shareholders of CME
became shareholders of CME Holdings.

CME Holdings operates as a holding company, while CME continues to conduct the business and operations of our exchange. We believe
our holding company structure provides us with greater organizational flexibility, facilitates our access to the capital markets, promotes new
business opportunities, facilitates future acquisitions and the formation of strategic alliances and creates a framework for future growth. The
structure allows us to engage in these activities and maintain our exchange as a separate and distinct regulated entity. Our holding company
reorganization also enabled us to place transfer restrictions on the shares of CME Holdings common stock outstanding prior to this offering.

As a result of our conversion into a for-profit corporation in the fall of 2000, individuals and entities who, at the time, owned trading
privileges on our exchange became the owners of all the outstanding equity of CME. After the merger, these shareholders owned the same
percentage of CME Holdings common stock that they previously owned of CME common stock. We estimate that, immediately prior to our
reorganization, more than 95% of our Class A common stock and 100% of our Class B common stock were held, of record, by persons or
entities who owned memberships on our exchange. We estimate that, as of November 27, 2002, more than 95% of our Class A common stock
and 100% of our Class B common stock were held, of record, by persons or entities who own memberships on our exchange.

As a result of our demutualization, membership interests in our exchange were converted into shares of capital stock of CME. Specifically,
each membership interest was converted into shares of a series of Class B common stock of CME that corresponded with a membership division
of our exchange, and a number of shares of Class A common stock of CME that varied in amount based on membership division. In the merger,
each outstanding whole share of Class A common stock of CME was converted into four shares of Class A common stock of CME Holdings as
follows: one share of Class A-1, one share of Class A-2, one share of Class A-3 and one share of Class A-4. Each class of Class A common
stock is identical to the Class A common stock being sold in this offering except that each class is subject to transfer restrictions of specified
time duration. There are no restrictions on the shares of Class A common stock being sold in this offering. In the merger, each outstanding share
of Class B common stock of CME was divided into two pieces: Class A common stock of CME Holdings in an amount essentially the same as
the Class A share equivalents embedded in that Class B share of CME, and one share of Class B common stock of CME Holdings of the same
class as the Class B share of CME surrendered in the merger. Class A share equivalents are the specified number of Class A shares that were
represented by each Class B share for purposes of determining rights to vote for directors to be elected by both the Class A and Class B
shareholders, to vote on matters submitted to a vote of both the Class A and Class B shareholders, to receive dividends or to receive liquidating
distributions. In the merger, we issued additional Class A shares to Class B shareholders in an amount equal to the Class A share equivalents
previously embedded in each Class B share. Prior to the merger, Class B shareholders had voting, dividend and liquidation rights equivalent to
owning the number of Class A shares embedded in their Class B shares. Following the merger, their ownership interest remained the same,
because the Class A share equivalents were issued in the form of actual Class A shares in CME Holdings.

The Class B common stock of CME represented an aggregate of approximately 10% of the outstanding common equity of CME prior to the
merger. Each share of Class B common stock is associated with trading privileges in our exchange. In this prospectus, we refer to Class A,
Class A-1, Class A-2, Class A-3 and Class A-4 common stock of CME Holdings collectively as Class A common stock, and we refer to
Class B-1, Class B-2, Class B-3 and Class B-4 common stock of CME Holdings collectively
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as Class B common stock. The following chart depicts the total number of shares of Class A common stock and Class B common stock, by class,
received by CME shareholders in the merger.

Converted into Shares of CME Holdings Common Stock Post-Merger
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Converted into Shares of CME Holdings Common Stock Post-Merger

Share of CME Common Class A common stock, Class B common stock, Total shares of common stock in
Stock Pre-Merger by class by class CME Holdings
Class A common stock 1 Class A-1 share
1 Class A-2 share
None 4 shares
1 Class A-3 share

1 Class A-4 share

Series B-1 common stock (included 450 Class A-1 shares
1,800 Class A share equivalents) 450 Class A-2 shares
450 Class A-3 shares 1 Class B-1 share 1,800 shares

449 Class A-4 shares

Series B-2 common stock (included 300 Class A-1 shares
1,200 Class A share equivalents) 300 Class A-2 shares
300 Class A-3 shares 1 Class B-2 share 1,200 shares

299 Class A-4 shares

Series B-3 common stock (included 150 Class A-1 shares
600 Class A share equivalents) 150 Class A-2 shares
150 Class A-3 shares 1 Class B-3 share 600 shares

149 Class A-4 shares

Series B-4 common stock (included 25 Class A-1 shares
100 Class A share equivalents) 25 Class A-2 shares
25 Class A-3 shares 1 Class B-4 share 100 shares

24 Class A-4 shares

The shares of Class A common stock and Class B common stock of CME Holdings received in the merger are subject to significant transfer
restrictions. The Class A-1, A-2, A-3 and A-4 common stock may not be sold or transferred separately from a share of Class B common stock
for specified periods of time following the completion of this offering. The shares of Class B common stock received in the merger may only be
transferred in connection with the transfer of the associated membership in our exchange. For a more detailed discussion of the transfer
restrictions imposed on our currently outstanding shares of Class A and Class B common stock, see the section of this prospectus entitled
"Description of Capital Stock." In connection with our demutualization in 2000, we granted our Class B shareholders the right to approve
changes to specified rights relating to the trading privileges associated with Class B shares. We maintained these rights after the reorganization
through provisions contained in the certificate of incorporation of the holding company. For a more detailed discussion of these rights, see the
section of this prospectus entitled "Description of Capital Stock."

Immediately prior to the merger, CME effected a one-for-four reverse stock split of its Class A common stock reducing the number of
outstanding shares to 6,465,150. The reverse stock split was required to facilitate the issuance of four classes of Class A common stock of CME
Holdings without increasing the number of outstanding shares of Class A common stock after the merger.
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USE OF PROCEEDS

Our net proceeds from the sale of the shares of Class A common stock in this offering at the initial public offering price of $35.00 will be
approximately $94.6 million. If the underwriters fully exercise their over-allotment option, our net proceeds from the offering will be
$117.8 million. Net proceeds are what we expect to receive after paying the underwriters' discounts and commissions and other estimated
expenses of the offering at the initial public offering price of $35.00 per share. We will not receive any proceeds from the sale of shares of our
Class A common stock by the selling shareholders in this offering.

The principal purposes of this offering are to obtain additional capital, create a public market for our Class A common stock, facilitate our
future access to public equity markets and provide increased visibility in a marketplace in which a number of our current and potential
competitors are or will be publicly held companies. A public market for our Class A common stock will also facilitate our use of our Class A
common stock as an acquisition currency. However, currently we have no plans for specific acquisitions. While, at this time, we have no specific
allocations for the use of proceeds from this offering, we intend to use the net proceeds primarily for development of our technology
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infrastructure, capital expenditures, working capital and other general corporate purposes. We also may use some or all of the proceeds to
acquire or invest in other businesses. We may also use a portion of the proceeds to acquire or invest in technologies, products or services. Our
management will have broad discretion over how we use the net proceeds from this offering. Pending such uses, we intend to invest the net
proceeds from this offering in short-term, interest-bearing investment grade securities.

DIVIDEND POLICY

On June 4, 2002, our board of directors declared a special cash dividend on each outstanding and restricted share of our Class A and
Class B common stock in the amount of $0.60 per share to shareholders of record as of June 17, 2002. The holders of record included members
of our exchange, directors and employees with grants of restricted stock, as well as other holders of our Class A common stock. The aggregate
amount of the dividend was $17.3 million, which was paid on June 28, 2002. We did not pay a dividend in 2001.

We intend to pay regular quarterly dividends to our shareholders beginning in the first quarter of 2003. The annual dividend target will be
approximately 20% of prior year's cash earnings. The decision to pay a dividend, however, remains within the discretion of our board of
directors and may be affected by various factors, including our earnings, financial condition, capital requirements, level of indebtedness and
other considerations our board of directors deems relevant.

Our existing credit facility, as well as future credit facilities, other future debt obligations and statutory provisions, may limit our ability to
pay dividends.
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CAPITALIZATION

The following table sets forth our capitalization, as of September 30, 2002, on an actual basis. The as adjusted information reflects the
issuance and sale of the 3,000,000 shares of Class A common stock offered by us in the offering at the initial public offering price of $35.00 per
share. The outstanding share information excludes:

68,400 shares of Class A common stock subject to restricted stock awards, which are not vested;

1,101,400 shares of Class A common stock issuable upon the exercise of outstanding stock options issued under our stock
option plan, with an exercise price of $22 per share; and

2,773,209 shares of Class A common stock issuable upon the exercise of the outstanding stock options issued to our chief
executive officer, at a weighted average exercise price of $19.69 per share, assuming a value of the Class A common stock at
September 30, 2002 of $35.00, the initial public offering price, and assuming the entire option is exercised for cash and
settled in Class A common stock only.

The information set forth below should be read in conjunction with "Selected Financial Data," "Management's Discussion and Analysis of
Financial Condition and Results of Operations" and our financial statements and related notes included elsewhere in this prospectus.

As of September 30, 2002

Actual As Adjusted

(in thousands, except
share data)

Cash and cash equivalents $ 197,164 $ 291,773
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As of September 30, 2002

Long-term debt (including current portion)(1) $ 8,221 $ 8,221
Shareholders' equity

Preferred stock, $.01 par value; 9,860,000 shares authorized; no shares issued and

outstanding, actual and as adjusted $ $

Series A junior participating preferred stock, $.01 par value; 140,000 shares authorized, no

shares issued and outstanding, actual and as adjusted

Class A common stock, $.01 par value; 138,000,000 shares authorized; 28,817,662 shares

issued and outstanding, actual; 31,817,662 shares issued and outstanding, as adjusted 288 318

Class B common stock, $.01 par value; 3,138 shares authorized; 3,138 shares issued and

outstanding, actual; 3,138 shares issued and outstanding, as adjusted

Additional paid-in capital 68,515 163,094

Unearned restricted stock compensation (775) (775)

Retained earnings 231,542 231,542

Accumulated net unrealized gains on securities

Total shareholders' equity 299,570 394,179

Total capitalization $ 307,791 $ 402,400

)

Long-term debt consists of capitalized lease obligations.
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DILUTION

Purchasers of our Class A common stock in this offering will suffer an immediate and substantial dilution in net tangible book value per
share. Dilution is the amount by which the offering price paid by the purchasers of our Class A common stock will exceed the net tangible book
value per share of our Class A common stock and Class B common stock after the offering. The net tangible book value per share of our Class A
common stock and Class B common stock is determined by subtracting total liabilities from the total book value of the tangible assets and
dividing the difference by the number of shares of our Class A common stock and Class B common stock deemed to be outstanding on the date
the book value is determined. As of September 30, 2002, we had a net tangible book value of $299,570,000, or $10.40 per share of Class A
common stock and Class B common stock, excluding this offering. Upon the sale by us of 3,000,000 shares at the initial public offering price of
$35.00 per share, and after deducting underwriting discounts and commissions and estimated offering expenses, our net tangible book value as
of September 30, 2002, would have been $394,179,000, or $12.39 per share of Class A common stock and Class B common stock. This
represents an immediate increase in net tangible book value to existing shareholders of $1.99 per share and an immediate dilution to new

investors of $22.61 per share. The following table illustrates this per share dilution:

Initial public offering price per share $ 35.00
Net tangible book value per share before this offering $ 10.40
Increase in net tangible book value per share resulting from this offering 1.99
Net tangible book value per share after this offering 12.39
Dilution per share to new investors $ 22.61
I

The discussion and table above exclude:
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68,400 shares of Class A common stock subject to restricted stock awards, which are not vested;

1,101,400 shares of Class A common stock issuable upon the exercise of outstanding stock options issued under our stock
option plan, with an exercise price of $22 per share; and

2,773,209 shares of Class A common stock issuable upon the exercise of the outstanding stock option issued to our chief
executive officer, at a weighted average exercise price of $19.69 per share, assuming a value of the Class A common stock at
September 30, 2002 of $35.00, the initial public offering price, and assuming the entire option is exercised for cash and
settled in Class A common stock only.

As the restricted stock awards vest and to the extent option holders exercise their outstanding options, new investors will be further diluted.
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SELECTED FINANCIAL DATA

The following selected consolidated financial data with respect to each of the years in the five-year period ended December 31, 2001 have
been derived from our audited consolidated financial statements. The financial information provided as of and for the nine months ended
September 30, 2001 and 2002 is unaudited, but in the opinion of management contains all adjustments, consisting only of normal recurring
accruals, necessary for a fair presentation of our results of operations and financial position for such periods. The information set forth below is
not necessarily indicative of the results of future operations and should be read in conjunction with "Management's Discussion and Analysis of
Financial Condition and Results of Operations" and the financial statements and related notes included elsewhere in this prospectus.

Nine Months Ended
Year Ended December 31, September 30,
1997 1998 1999 2000 2001 2001 2002
(unaudited)
(in thousands, except per share amounts)

Income Statement Data:
Revenues
Clearing and transaction fees $ 116917 $ 126,524 $ 140,305 $ 156,649 $ 292459 $ 211,894 $ 261,414
Quotation data fees 37,719 40,079 43,005 36,285 48,250 35,810 36,507
GLOBEX access fees 1,013 1,899 3,971 11,987 8,908 9,770
Communication fees 7,885 8,128 8,165 9,391 9,330 6,905 7,364
Investment income 8,178 10,117 9,091 9,736 8,956 6,796 6,098
Securities lending interest income 10,744 7,490 14,702
Other 6,945 11,304 8,137 10,520 14,904 11,494 10,943

Total revenues 177,644 197,165 210,602 226,552 396,630 289,297 346,798
Securities lending interest expense 9,477) (7,100) (13,009)

Net revenues 177,644 197,165 210,602 226,552 387,153 282,197 333,789
Expenses
Salaries and benefits 66,873 72,386 80,957 94,067 105,227 78,338 85,222
Stock-based compensation 1,032 17,639 6,643 5,748
Occupancy 19,779 19,702 17,773 19,629 20,420 15,145 16,970
Professional fees, outside services and licenses 16,913 28,038 28,319 23,131 27,289 18,372 24,747
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Nine Months Ended
Year Ended December 31, September 30,
Communications and computer and software
maintenance 17,197 22,731 28,443 41,920 43,598 31,365 33,816
Depreciation and amortization 16,689 17,943 25,274 33,489 37,639 27,279 35,504
Patent litigation settlement 13,695
Public relations and promotion 11,175 9,586 7,702 5,219 6,326 3,424 4,398
Other 9,960 12,586 15,490 16,148 14,650 10,656 12,441
Total expenses 158,586 182,972 203,958 234,635 272,788 191,222 232,541
Income (loss) from continuing operations before
limited partners' interest in PMT and income taxes 19,058 14,193 6,644 (8,083) 114,365 90,975 101,248
Limited partners' interest in earnings of PMT (2,849) (2,126) (1,165)
Income tax (provision) benefit (6,963) (4,315) (1,855) 3,339 (46,063) (36,494) (40,230)
Income (loss) from continuing operations 12,095 7,029 2,663 (5,909) 68,302 54,481 61,018
Discontinued operations, net of tax (3,428)
Net income (loss) $ 8,667 $ 7,029 $ 2,663 $ (5,909) $ 68,302 $ 54,481 $ 61,018
Earnings (loss) per share:(1)
Basic $ 030 $ 024 $ 0.09 $ 0.21) $ 237 $ 1.89 $ 2.12
Diluted 0.30 0.24 0.09 2.33 1.86 2.04
(6]
Earnings per share is presented as if the common stock issued on December 3, 2001 had been outstanding for all periods presented. Diluted loss per
share is not presented for the year ended December 31, 2000, because shares issuable for stock options, which would be included as part of the
calculation, would have an anti-dilutive effect.
29
As of December 31, As of September 30,
1997 1998 1999 2000 2001 2001 2002
(unaudited)
(in thousands)
Balance Sheet Data:
Assets:
Cash and cash equivalents(2) $ 11,170 $ 14,841 $ 14,249 $ 30,655 $ 69,101 $ 56,995 $ 197,164
Proceeds from securities lending activities(3) 882,555 131,271 554,870
Cash performance bonds and security
deposits(4) 151,081 71,803 73,134 156,048 855,227 609,904 1,920,033
Current assets(5) 268,081 205,186 178,401 267,432 1,946,110 923,946 2,723,747
Total assets 346,732 295,090 303,467 381,444 2,068,881 1,036,127 2,863,830
Liabilities and shareholders' equity:
Payable under securities lending agreements(3) 882,555 131,271 554,870
Cash performance bonds and security
deposits(4) 151,081 71,803 73,134 156,048 855,227 609,904 1,920,033
Total current liabilities 178,210 112,555 111,717 198,294 1,801,845 796,589 2,543,993
Long-term obligations and limited partners'
interest in PMT 8,968 15,638 23,087 19,479 16,667 13,536 20,267
Shareholders' equity 159,554 166,897 168,663 163,671 250,369 226,003 299,570
Year Ended December 31, Nine Months Ended
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September 30,
1997 1998 1999 2000 2001 2001 2002
(in thousands, except notional value of trading volume)
Other Data:
Total trading volume (round turns, in contracts)(6) 200,742 226,619 200,737 231,110 411,712 295,463 413,790
GLOBEX trading volume (round turns, in
contracts)(6) 4,388 9,744 16,135 34,506 81,895 55,999 131,685
Open interest at period-end (contracts) 6,479 7,282 6,412 8,021 15,039 13,938 17,618
Notional value of trading volume (in trillions) $ 184.6 $ 161.7 $ 1383 $ 155.0 $ 2939 $ 2102 $ 257.8
@)
Cash equivalents consist of highly liquid investments with maturities of three months or less.
3
Securities lending transactions utilize a portion of the securities that clearing firms have deposited to satisfy their proprietary performance bond
requirements. Securities lending proceeds change daily. The related investment of these proceeds is short-term in nature. Investments consist
principally of money market mutual funds. Securities lending activity is represented by an equal and offsetting current asset and current liability. See
the section of this prospectus entitled "Management's Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital
Resources" for a more detailed discussion of our securities lending program.
“
Our clearing firms are subject to performance bond requirements pursuant to the rules of our exchange. These requirements can be satisfied in cash or
by depositing securities, at the clearing firms' election. The deposit of cash is reflected in our financial statements while the deposit of securities is not
reflected in our financial statements. The amount of cash performance bonds and security deposits that are deposited by our clearing firms may change
daily as a result of changes in the number of the clearing firms' open positions and how clearing firms elect to satisfy their performance bond
requirements. The balance of cash performance bonds and security deposits will also fluctuate daily based on the change in the value of positions held
by clearing firms. When clearing firms deposit cash, it is held or invested by us on an overnight basis. We are required to return these funds when
performance bond requirements are reduced, as these funds ultimately represent assets of the respective clearing firms. Therefore, the current asset
represented by cash performance bonds and security deposits has an equal and offsetting current liability. See the section of this prospectus entitled
"Management's Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital Resources" for a more detailed
discussion of cash performance bonds and security deposits.
&)
Current assets consist of cash and cash equivalents, marketable securities, accounts receivable and other current assets in addition to cash performance
bonds and security deposits and securities lending. Current assets are short-term in nature and are generally converted to cash in one year or less.
©

A round turn represents a matched buy and sell.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This prospectus contains forward-looking statements that involve risks and uncertainties. Our actual results could differ materially from
those anticipated in forward-looking statements for many reasons, including the risks described in "Risk Factors" and elsewhere in this
prospectus. You should read the following discussion with "Selected Financial Data" and our financial statements and related notes included
elsewhere in this prospectus.

Corporate Structure

We are the largest futures exchange in the United States, as measured by 2001 annual trading volume. Our international marketplace brings
together buyers and sellers on our trading floors, as well as through our GLOBEX electronic trading platform and privately negotiated
transactions. We offer market participants the opportunity to trade futures contracts and options on futures primarily in four product areas:
interest rates, stock indexes, foreign exchange and commodities.
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Our exchange was organized in 1898 as a not-for-profit membership organization. On November 13, 2000, we became the first U.S.
financial exchange to become a for-profit corporation by converting membership interests into shares of common stock. As a result of our
conversion into a for-profit corporation, individuals and entities who, at the time, owned trading privileges on our exchange became the owners
of all of the outstanding equity of CME. As part of our demutualization, we also purchased all of the assets and liabilities of P-M-T Limited
Partnership, or PMT, an Illinois limited partnership that operated the GLOBEX electronic trading platform.

On December 3, 2001, we completed our reorganization into a holding company structure, as described more fully in the section of this
prospectus entitled "Our Reorganization." As a result of the reorganization, CME became a wholly owned subsidiary of CME Holdings. In our
reorganization, CME shareholders exchanged their shares for shares of CME Holdings. After the reorganization, these shareholders owned the
same percentage of CME Holdings common stock that they previously owned of CME common stock. CME shareholders retained their
memberships and trading privileges in CME and continue to own substantially all of our outstanding common stock. Prior to the reorganization,
CME Holdings had no significant assets or liabilities. Our financial statements have been prepared as if the holding company structure had been
in place for all periods presented.

As a not-for-profit membership organization, our business strategy and fee structure were designed to provide profit opportunities for our
members and to limit our profits beyond that necessary to provide for sufficient working capital and infrastructure investment. Membership
provided individuals and clearing firms with exclusive direct access to our markets, allowing them to profit from proprietary trading and
customer execution. We provided some infrastructure services at a significant discount or as a membership benefit and, on occasion, offered fee
holidays or fee rebates. For example, in 1998 we paid a rebate of $17.6 million to our clearing firms and member brokers, which had a negative
impact on our profitability, as did other fee reductions implemented prior to our demutualization. As a result, our financial results for periods
prior to our demutualization may not be indicative of such results in subsequent periods. Consequently, comparisons of periods before and after
demutualization may not be meaningful.

In conjunction with our demutualization and corporate reorganization, we adopted a new for-profit business strategy that is being integrated
into our operations. As part of this integration process, we have examined and will continue to examine the fees we charge for our products in
order to increase revenues and profitability, provide incentives for members and non-members to use our markets and enhance the liquidity of
our markets. To enhance trading volume and promote new products, we offer discounts, some of which may be significant, to our members and
non-members to use our markets. In the fourth quarter of 2000 and first quarter of 2001, we implemented changes to our fee structure. These
changes included: increasing clearing fees for some products; increasing the daily maximum on GLOBEX fees for our E-mini products;
implementing fees for order routing, delivery of agricultural products and a surcharge for trades
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executed by one firm and cleared by another clearing firm ("give-ups"); increasing fees for access to our trading floor by members and their
employees; increasing fees for the use of certain facilities on our trading floor; reducing GLOBEX fees for interest rate products; and
implementing reduced clearing fees for customers achieving certain volume levels in our interest rate products. In addition, we increased the
number of GLOBEX access choices, altered the pricing for existing GLOBEX access choices, changed the type of market data offered through
our non-professional service offering and increased the price of our professional market data service offering. In contrast to the fee rebates and
other fee reductions implemented prior to our demutualization, this new approach to fees has had a significant positive impact on our revenues
and profitability.

Overview

As the largest futures exchange in the United States, our revenue is derived primarily from the clearing and transaction fees we assess on
each contract traded through our trading venues or using our clearing house. As a result, revenues fluctuate significantly with volume changes,
and thus our profitability is tied directly to the trading volume generated. Clearing and transaction fees are assessed based on the product traded,
the membership status of the individual executing the trade and whether the trade is completed on our trading floor, through our GLOBEX
electronic trading platform or as a privately negotiated transaction. In addition to clearing and transaction fees, revenues include quotation data
fees, GLOBEX access fees, communication fees, investment income, including securities lending activities and other revenue. Our securities
lending activities generate interest income and related interest expense. We have elected to present securities lending interest expense as a
reduction of total revenues on our consolidated statements of income to arrive at net revenues.

Net revenues have increased from $177.6 million in 1997 to $387.7 million in 2001 and $337.8 million for the nine months ended
September 30, 2002. As a result of the increase in trading volume during this time period and the fee changes implemented in the fourth quarter
of 2000 and the first quarter of 2001, resulting from our demutualization, the percentage of our revenues derived from clearing and transaction
fees increased and represented 65.8% and 75.5% of our net revenues in 1997 and 2001, respectively, and 78.3% of our net revenues for the nine
months ended September 30, 2002.
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While volume has a significant impact on our clearing and transaction fees revenue, there are four other factors that also influence this
source of revenue: rate structure, mix of products traded, method of trade and the percentage of trades executed by customers who are members
compared to non-member customers. Our fee structure is complex, and fees vary depending on the type of product traded. Therefore, our
revenue increases or decreases if there is a change in trading or usage patterns. Trades executed through GLOBEX are charged fees for using the
electronic trading platform in addition to the clearing fees assessed on all transactions executed on our exchange. Trades executed as privately
negotiated transactions also incur additional charges beyond the clearing fees assessed on all transactions. In addition, non-member customers
are charged higher fees than customers who are members. Our revenue decreases if the percentage of trades executed by customers who are
members increases and increases if the percentage of trades executed by non-member customers increases, even when our fee structure remains
unchanged. As a result, there are multiple factors that can change over time and these changes all potentially impact our revenue from clearing
and transaction fees.

Our quotation data fees represent our second largest source of revenue. Revenue from these fees has increased 27.9% from 1997 to 2001. In
1998, we began to generate revenue from fees assessed for access to our GLOBEX electronic trading platform. These fees currently represent
approximately 3% of our net revenues. In June 2001, we began to engage in securities lending activities, which has contributed modestly to our
net revenues. Revenue derived from investment income and other revenue have increased in a manner consistent with our net revenues from
1997 to 2001, while communication fees have remained relatively constant during this period.
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Expenses have increased from $158.6 million in 1997 to $272.8 million in 2001 and $232.6 million for the nine months ended
September 30, 2002. The rate of increase in expenses has been lower than the rate of increase in revenues. The majority of our expenses fall into
three categories: salaries and benefits; communications and computer and software maintenance; and depreciation and amortization. Additional
expenses are also incurred for stock-based compensation, occupancy, professional fees, public relations and promotion and other expenses. Also,
in the nine months ended September 2002, we incurred expenses related to a patent litigation settlement. Our salaries and benefits expense has
increased 57.4% from 1997 to 2001 and currently represents 36.6% of our total expenses. A significant component of the increase in expenses,
stock-based compensation, began in 2000 and is a non-cash expense that results primarily from the increase in the value of the option granted to
our Chief Executive Officer as well as other stock-based compensation awarded to certain other employees. In addition, in 2000, we incurred
$9.8 million of expenses associated with restructuring of management, our demutualization and the write-off of certain internally developed
software that could not be utilized as intended.

With the exception of license fees paid for the trading of our stock index contracts and a component of our trading facility rent that is
related to trading volume, expenses do not vary directly with changes in trading volume. The number of transactions processed, rather than the
number of contracts traded, tends to impact expenses. A trade executed on our exchange represents one transaction, regardless of the number of
contracts included in that trade. Therefore, total contract trading volume is greater than the number of transactions processed.

Revenues

Our net revenues have grown from $177.6 million in 1997 to $387.2 million in 2001. During the first nine months of 2002, our net revenues
were $333.8 million, an 18.3% increase over the first nine months of 2001.

Our clearing and transaction fees revenues are tied directly to volume and underlying market uncertainty. We attempt to mitigate the
downside of unpredictable volume swings through various means, such as increasing clearing fees, creating volume incentives, opening access
to new markets and further diversifying the range of products and services we offer. The annual growth in daily trading volume from 1997,
when average daily volume was 793,627 contracts, to 2001 is summarized as follows:

1998 1999 2000 2001

(in round-turn contracts)

Average Daily Volume 899,281 793,425 917,120 1,640,288
Increase (Decrease) from Previous Year 105,654 (105,856) 123,695 723,168
Percentage Increase (Decrease) from Previous Year 13.3% (11.8)% 15.6% 78.9%

This represents a compound annual growth rate of 19.9% from 1997 to 2001. Average daily volume increased from 1.6 million contracts per day
in the first nine months of 2001 to 2.2 million contracts per day in the same period of 2002, an increase of 39.3%.

Trading volume in our interest rate products increased 97.4% in 2001 over 2000. Trading volume in our equity products rose 64.1% in 2001
over 2000. During 2001, trading volume in our foreign exchange products increased 16.1% over levels in 2000. Our commodity products trading
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volume rose 7.3% in 2001 over 2000. Volume increased as a result of economic and political factors, enhancements to our product and service
offerings and expansion of our electronic and other trade execution choices. Global and national economic and political uncertainty generally
results in increased trading activity, as our customers seek to hedge, manage or speculate on the risks associated with fluctuations in interest
rates, equities, foreign exchange and commodities. For example, at the time of the terrorist attacks of September 11, our year-to-date 2001
trading volume had increased 71.3% over the same time period in 2000. During the period from September 12, 2001 to December 31, 2001, our
trading volume increased 95.2% when compared to the same time period in 2000. In recent periods, our trading volume has been positively
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affected by the increased volatility in the markets for equity and fixed-income securities. Products and services offered also have a significant
effect on volume. We built on earlier successes in our standard S&P 500 and Nasdag-100 stock index contracts by introducing E-mini versions
of the S&P 500 contract in 1997 and the Nasdag-100 contract in 1999. E-mini contracts are one-fifth the size of the standard contract. These
E-mini contracts are traded only through GLOBEX, our electronic trading platform. In addition, since 1998, we significantly upgraded our
GLOBEX electronic trading platform and, beginning in November 2000, we modified GLOBEX policies to give more users direct access to our
markets. A comparison of our average daily trading volume by venue and the related percentage of clearing and transaction fees associated with
each venue are illustrated in the table below:

Approximate
Percentage of Clearing
and Transaction Fees
Average Daily Volume Revenue

Method of Trade: 1997 2001 Increase 1997 2001

(in round turn contracts)

Open Outcry 752,273 1,282,147 529,874 75% 62%
GLOBEX 17,343 326,274 308,931 5 27
Privately Negotiated 24,011 31,867 7,856 20 11
Total 793,627 1,640,288 846,661 100%  100%

For the nine months ended September 30, 2002, the percentage of our clearing and transaction fees revenue derived from open outcry trading
was approximately 53%, while GLOBEX and privately negotiated transactions represented approximately 39% and 8%, respectively.

While the increase in clearing and transaction fees has generally resulted from increased trading volume, the largest factors contributing to
the increase in clearing and transaction fees from 1999 to 2000 were the rate increases and new transaction fees implemented in the fourth
quarter of 2000, resulting from our demutualization. Additional revenue was also generated by the 15.1% increase in trading volume and an
increase in the percentage of trades executed through GLOBEX. Partially offsetting these increases was a decrease in the percentage of trades
attributable to non-member customers, who are charged higher fees than members, and a decrease in the percentage of total volume attributable
to our standard equity products from which we earn higher clearing fees than other contracts. By contrast, the increase in clearing and
transaction fees from 2000 to 2001 resulted primarily from the increase in trading volume and was augmented by the rate increases and new
transaction fees implemented in the fourth quarter of 2000 and first quarter of 2001. Our revenues would have been higher in 2001 if the
percentage of trading volume attributable to interest rate products, which are charged lower clearing fees than some of the other products offered
through our exchange, had not increased compared to such other products. The increase in trading volume was the primary reason for the
increase in clearing and transaction fee revenue in the first nine months of 2002 when compared to the same time period in 2001. Partially
offsetting this volume increase was the impact of certain volume discounts, fee limits and a decrease in the percentage of trades executed by
non-member customers. Changes in fees, volume discounts, limits on fees and member discounts, including some that may be significant, occur
periodically based on management's review of our operations and business environment.
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Our clearing and transaction fees revenues, stated as an average rate per contract, are illustrated in the table below:
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Nine Months Ended
Year Ended December 31, September 30,
1997 1998 1999 2000 2001 2001 2002
(in thousands, except rate per contract)
Clearing and Transaction
Revenues $ 116,917 $ 126,524 $ 140,305 $ 156,649 $ 292,459 $ 211,894 $ 261,414
Total Contracts Traded 200,742 226,619 200,737 231,110 411,712 295,463 413,790
Average Rate per Contract $ 0.582 $ 0.558 $ 0.699 $ 0.678 $ 0.710 $ 0.717 $ 0.632

Overall, the average rate per contract has increased since 1997. This increase was attributable primarily to the pricing changes implemented
in the fourth quarter of 2000 and first quarter 2001, resulting from our demutualization, as well as growth in the percentage of trades executed
through GLOBEX. The average rate per contract decreased in 1998 as a result of fee reductions and rebates. Despite the pricing changes in the
fourth quarter of 2000, there was a decrease in the average rate per contract in 2000 that resulted primarily from an increase in the percentage of
total volume from Euordollar products, as these products have a lower average rate per contract, and a decline in the percentage of trades for
non-member customers. The decline in the average rate per contract from the first nine months of 2001 to the first nine months of 2002 resulted
primarily from volume discounts on certain products, limits on some fees associated with trading through the GLOBEX platform and a decrease
in the percentage of trades attributed to non-members. In addition, in the second quarter of 2002, we established a $5.0 million reserve relating
to our fee adjustment policy and clearing firm account management errors.

Our second largest source of revenue is quotation data fees, which we receive from the sale of our market data. Revenues from market data
products represented 12.5% of our net revenues in 2001 and 11.0% of our net revenues for the nine months ended September 30, 2002. In
general, our market data service is provided to two types of customers. Since March 2001, our non-professional service has been provided to
those customers that typically only require market data provided in one-minute snapshots or on a limited group of products, such as our E-mini
products. The fee for this service is relatively nominal and is a flat rate per month. Subscribers to our professional service receive market data on
all our products on a real-time streaming basis. Fees for the professional service are higher than the non-professional service. Professional
customers pay one price for the first device, or screen, at each physical location displaying our market data and a lower price for each additional
screen displaying our market data at the same location. Pricing for our market data services is based on the value of the service provided, our
cost structure for the service and the price of comparable services offered by our competitors. The pricing of quotation data services was
increased on March 1, 2001 as part of the pricing changes implemented in 2001. Increases or decreases in our quotation data revenue will be
influenced by changes in our price structure for existing market data offerings, introduction of new market data services and changes in the
number of subscribers. In addition, general economic factors will influence our market data fees. For example, the recent downsizing in the
brokerage industry has contributed to a decline in the number of screens displaying our market data and has adversely affected our market data
revenue.

At year-end 2001, more than 48,000 subscribers displayed our data on approximately 190,000 screens worldwide. At September 30, 2002,
the number of subscribers had increased to nearly 54,000, but the number of screens displaying our data had declined to approximately 180,000.
With the exception of 2000, revenues from quotation data fees have grown steadily over the last five years. In 2000, we began to offer a
lower-priced non-professional service that increased the number of subscribers but adversely affected revenue as some of our existing customers
switched to this lower-priced service. When this service was changed from real-time streaming to one-minute snapshots of market data in 2001,
the number of subscribers to this service declined. Partially offsetting this decrease was the effect of some subscribers to our previous
non-professional service switching to our professional service to obtain real-time streaming of
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market data. In addition, a new non-professional service offering began late in 2001 whereby a subscriber could obtain market data limited to
our E-mini products. As of September 30, 2002, there were approximately 14,000 subscribers to this E-mini market data service. The combined
effect of these changes was a net decline in the total number of non-professional subscribers from nearly 25,000 at December 31, 2000 to
approximately 20,000 at September 30, 2002. In addition, one of the major resellers of our quotes declared bankruptcy in February 2001. This
reduced our revenue from quotation data fees by $1.4 million in 2000 and $0.5 million in 2001. The pricing of quotation data services was
increased on March 1, 2001 as part of the pricing changes implemented in 2001. We began to offer CME E-quotes, an additional market data
service utilizing Internet access, in March 2002.

GLOBEX access fees are the connectivity charges to customers of our electronic trading platform. The fee each customer is charged varies
depending on the type of connection provided. There is a corresponding communication expense associated with providing these connections
that varies based on the type of connection selected by the customer. Increases or decreases in revenue from GLOBEX access fees are
influenced by changes in the price structure for our existing GLOBEX access choices, the introduction of new access choices and our ability to
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attract new users to our electronic trading platform. In addition, GLOBEX access fees are affected by some of the same factors that influence the
general level of activity in electronic trading, including the products offered, quality of execution services and general economic conditions
affecting our markets.

Communication fees consist of charges to members and firms that utilize our various telecommunications networks and communications
services. Revenue from communication fees is dependent on open outcry trading, as a significant portion relates to telecommunications on the
trading floor. There is a corresponding variable expense associated with providing these services.

Investment income represents interest income and net realized gains and losses from our marketable securities and from the trading
securities in our non-qualified deferred compensation plans as well as income generated by the short-term investment of clearing firms' cash
performance bonds and security deposits. Investment income is influenced by our operating results, market interest rates and changes in the
levels of cash performance bonds deposited by clearing firms. The total cash performance bonds deposited by clearing firms is a function of the
type of collateral used to meet performance bond requirements, the number of open positions held by clearing firms and volatility in our
markets. As a result, the amount of cash deposited by clearing firms is subject to significant fluctuation. For example, cash performance bonds
and security deposits totaled $156.0 million at December 31, 2000, compared to $855.2 million at December 31, 2001 and $1.9 billion at
September 30, 2002. In addition, clearing firms may choose to deposit cash in a foreign currency. Our ability to generate investment income
from clearing firms' cash performance bonds and security deposits is impacted by the currency received and the interest rates prevailing in the
country for that particular currency. The investment results of our non-qualified deferred compensation plans that are included in investment
income do not affect net income as there is an equal and offsetting impact to our salaries and benefits expense.

Beginning late in the second quarter of 2001, we entered into securities lending transactions utilizing a portion of the securities that clearing
firms deposited to satisfy their proprietary performance bond requirements. Securities lending interest income is presented separately in the
consolidated statements of income. Substantial interest expense is incurred as part of this securities lending activity and is presented as a
deduction from total revenues to arrive at net revenues.

Other revenue is composed of fees for trade order routing and various services to members, as well as fees for administering our Interest
Earning Facility program, or IEF, which consists of private money market funds managed by third party investment managers. We offer clearing
firms the opportunity to invest cash performance bonds in our IEF. These clearing firms receive interest income, and we receive a fee based on
total funds on deposit. We recently implemented an addition to our IEF program, called IEF2, which allows clearing firms to invest directly in
public money market mutual funds through a special
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facility provided by us. Other revenue also includes trading revenue generated by GFX, our wholly owned subsidiary that trades in foreign
exchange futures contracts to enhance liquidity in our markets for these products, fines assessed to members for violations of exchange rules and
revenue from the sale of our SPAN software. In 2001, we entered into a joint venture, OneChicago, to trade single stock futures and futures on
narrow-based stock indexes. We currently have a 40% ownership interest in the joint venture. Our share of the net loss from this joint venture is
included in other revenue.

A substantial portion of our clearing and transaction fees, telecommunications fees and various service charges included in other revenue
are billed to the clearing firms of the exchange. The majority of clearing and transaction fees received from clearing firms represent charges for
trades executed on behalf of the customers of the various clearing firms. There are currently approximately 70 clearing firms, and one firm, with
a significant portion of customer revenue, represented approximately 11% of our net revenues in the first nine months of 2002. Should a clearing
firm withdraw from the exchange, we believe the customer portion of that firm's trading activity would likely transfer to another clearing firm of
the exchange. Therefore, we do not believe we are exposed to significant risk from the loss of revenue received from any particular clearing
firm.

Expenses

Our expenses have grown from $158.6 million in 1997 to $272.8 million in 2001. The increase in total annual expenses since 1997 is
illustrated in the table below:

1998 1999 2000 2001

(in thousands)

Total Expenses $ 182,972 % 203,958 $ 234,635 $ 272,788
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1998 1999 2000 2001

Total Increase From Previous Year $ 24386 $ 20,986 $ 30,677 $ 38,153
Percentage Increase From Previous Year 15.4% 11.5% 15.0% 16.3%
Expenses for the nine months ended September 30, 2002 totaled $232.5 million, a 21.6% increase from the same time period in 2001.

Salaries and benefits expense is our most significant expense and includes employee wages, bonuses, related benefits and employer taxes.
Changes in this expense are driven by increases in wages as a result of inflation or labor market conditions, the number of employees, rates for
employer taxes and price increases affecting benefit plans. This expense, combined with stock-based compensation, accounted for
$122.9 million, or 45.0% of total expenses, for 2001 and $91.0 million, or 39.2% of total expenses, for the nine months ended September 30,
2002. Annual bonus payments also vary from year to year and have a significant impact on total salaries and benefits expense. This expense has
increased each year for the years 1997 to 2001. The number of employees increased from 865 at December 31, 1997 to 1,118 at September 27,
2002.

Stock-based compensation is a non-cash expense related to stock options and restricted stock grants. The most significant portion of this
expense relates to our CEO's stock option, granted in February 2000 for 5% of all classes of our outstanding common stock. For accounting
purposes, the option was treated as a stock appreciation right prior to our demutualization. Since the date of demutualization, variable accounting
treatment has been required for this option. As a result, this expense increases or decreases from quarter to quarter based on changes between
quarters in the value of our Class A shares and the trading rights on our exchange, which are associated with our Class B shares. Currently, there
is no independent established trading market for our Class A shares. Since demutualization, shares of Class A common stock can only be sold as
part of a bundle with a Class B share and the associated trading right. Therefore, the value of the Class A shares is imputed based on recent
transactions in the bundle and transactions involving the trading rights only. As a result of variable accounting for the option, this expense, and
ultimately our reported operating results, will be subject to significant fluctuation related to
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volatility in the value of our Class A common stock and the trading rights on our exchange associated with our Class B common stock. This
volatility may be unrelated to our operating performance. Specifically, given our variable accounting treatment for the option, we anticipate this
expense will increase in the fourth quarter of 2002 by approximately $16 million if the value of our Class A common stock at the end of that
quarter is equal to the initial public offering price and the value of our Class B shares included in the option remains unchanged from the values
at September 30, 2002. Stock-based compensation expense totaled $1.0 million in 2000 and $17.6 million in 2001 and did not occur prior to
2000. The expense related to our CEO's options was $16.6 million for the year ended December 31, 2001 and $5.1 million for the nine months
ended September 30, 2002. In the second quarter of 2001, restricted stock grants were awarded to certain employees and fixed accounting
treatment was adopted for these grants. The portion of stock-based compensation expense related to stock grants awarded to employees was
$1.0 million for the year ended December 31, 2001 and $0.6 million for the nine months ended September 30, 2002.

Occupancy costs consist primarily of rent, maintenance and utilities for our offices, trading facilities and remote data center. Our office
space is primarily in Chicago, and we have smaller offices in Washington, D.C., London and Tokyo. Occupancy costs are relatively stable,
although our trading floor rent fluctuates to a limited extent based on open outcry trading volume.

Professional fees, outside services and licenses expense consists primarily of consulting services provided for major technology initiatives,
license fees paid as a result of trading volume in stock index products and legal and accounting fees. This expense fluctuates primarily as a result
of changes in requirements for consultants to complete technology initiatives, stock index product trading volume changes that impact license
fees and other undertakings that require the use of professional services.

Communications and computer and software maintenance expense consists primarily of costs for network connections with our GLOBEX
customers; maintenance of the hardware and software required to support our technology; telecommunications costs of our exchange; and fees
paid for access to market data. This expense is affected primarily by the growth of electronic trading. Our computer and software maintenance
costs are driven by the number of transactions processed, not the volume of contracts traded. We processed approximately 75% of total
transactions electronically in the first nine months of 2002 compared to approximately 65% for the year 2001, which represented approximately
32% and 20%, respectively, of total contracts traded.

Depreciation and amortization expense results from the depreciation of fixed assets purchased, as well as amortization of purchased and
internally developed software. This expense increased as a result of significant technology investments in equipment and software that began in
late 1998 and led to additional depreciation and amortization in the following years.
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Public relations and promotion expense consists primarily of media, print and other advertising expenses, as well as expenses incurred to
introduce new products and promote our existing products and services. Also included are seminar, conference and convention expenses for
attending trade shows. Expenses of this nature have decreased from $11.2 million in 1997 to $6.3 million in 2001. During this time period the
emphasis of our promotion efforts shifted from print advertising and brochures to direct contact with our primary customers and Internet
availability of our promotional materials, and we discontinued certain incentive programs. In 1997 and 1999, additional expenses were incurred
to promote the introduction of our E-mini stock index products. Also, we introduced daytime electronic trading in our Eurodollar contracts on a
limited basis in 1999. These products were introduced to increase our trading volume as well as to respond to increased competition. We expect
these expenses to increase in the near term after our initial public offering.

Other expense consists primarily of travel, staff training, fees incurred in providing product delivery services to customers, stipends for the
board of directors, interest for equipment purchased under capital leases, meals and entertainment, fees for our credit facility, supplies, postage

and various state and local taxes. Other expense fluctuates, in part, due to changes in demand for our product delivery services and
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decisions regarding the manner in which to purchase capital equipment. Certain expenses, such as those for travel and entertainment, are more
discretionary in nature and can fluctuate from year to year as a result of management decisions.

Net Income

Net income for 1997 was $8.7 million, declined in the next three years to a loss of $5.9 million in 2000 and rebounded to net income of
$68.3 million in 2001. The decline from 1997 through 2000 resulted from a variety of factors. In 1998, we paid clearing firms a rebate on
clearing and transaction fees that totaled $17.6 million, thus reducing our net income for that year. Trading volume declined from 1998 to 1999,
but the percentage of trades executed through GLOBEX continued to increase. A significant portion of the expense increase in 1999 was for
depreciation and amortization that resulted from capital expenditures related to our technology. The net loss in 2000 resulted primarily from our
management restructuring, demutualization and the write-off of certain internally developed software that could not be used as intended.
Increased volume combined with the change in our pricing structure following our demutualization drove the change in operating results in
2001.

Net operating results for 1998 through 2000 were adversely affected by the limited partners' interest in the earnings of PMT. Prior to our
demutualization, PMT owned all rights to electronic trading of our products, received the revenue generated from electronic trading and was
charged for our services to support electronic trading. The limited partners were entitled to a portion of the income of PMT which totaled
$2.8 million in 1998, $2.1 million in 1999 and $1.2 million 2000. We purchased PMT's net assets as part of our demutualization.

Critical Accounting Policies

The notes to our audited consolidated financial statements include disclosure of our significant accounting policies. In establishing these
policies within the framework of U.S. generally accepted accounting principles, management must make certain assessments, estimates and
choices that will result in the application of these principles in a manner that appropriately reflects our financial condition and results of
operations. Critical accounting policies are those policies that we believe present the most complex or subjective measurements and have the
most potential to impact our financial position and operating results. While all decisions regarding accounting policies are important, we believe
there are three accounting policies that could be considered critical. These three critical policies, which are presented in detail in the notes to our
audited consolidated financial statements, relate to securities lending; stock-based compensation; and clearing and transaction fees.

With respect to securities lending, we have elected to present the interest expense associated with this activity as a reduction of total
revenues, and present net revenues in the consolidated statements of income. Due to the nature of securities lending transactions, a substantial
amount of interest expense is incurred in relation to the total interest income from this activity. While U.S. generally accepted accounting
principles require that interest income and interest expense be disclosed separately, we believe the income statement presentation adopted
provides the best insight into our revenues and expenses.

The accounting for stock-based compensation is complex, and under certain circumstances, accounting principles generally accepted in the
United States allow for alternative methods. As permitted, we have elected to account for stock-based compensation using the intrinsic value
method in accordance with APB Opinion No. 25 rather than the alternative fair value method prescribed in Statement of Financial Accounting
Standards (SFAS) No. 123 "Accounting for Stock Based Compensation.” Variable accounting was required for the options granted to our CEO
as a result of certain provisions of the option agreement. In addition, this option includes both Class A and Class B common stock. The expense
related to this option has fluctuated based on the change in the value of our Class A shares and the underlying trading rights on our exchange
associated with our Class B common stock. Since our demutualization,
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there has not been an independent trading market for our Class A shares, and shares of our Class A common stock can only be sold or acquired
as part of a bundle with the trading rights on our exchange and the related Class B shares. Therefore, the value of the Class A shares at the end of
each reporting period is imputed based on the recent prices for the bundle and recent prices relating to the trading rights only. Fixed accounting
has been adopted for all other stock option and restricted stock grants. We have elected the accelerated method for recognizing the expense
related to stock options. As a result of this election and the vesting provisions of our stock grants, a greater percentage of the total expense for all
options is recognized in the first years of the vesting period than would be recorded if we elected the straight-line method.

Clearing and transaction fees are recorded as revenue and collected from clearing firms on a monthly basis. Several factors affect the fees
charged for a trade, including whether the individual making the trade has trading privileges on our exchange. In the event inaccurate
information has resulted in an incorrect fee, the clearing firm has a period of three months following the month in which the trade occurred to
submit the correction and have the fee adjusted. When preparing financial statements for a reporting period, an estimate of anticipated fee
adjustments applicable to that period is recorded as a liability with a corresponding reduction to clearing and transaction fees revenue. This
estimate is based on historical trends for such adjustments. Our estimate of anticipated fee adjustments at year-end 2001 was $2.2 million.

Key Statistical Information

The following table presents key information on volume of contracts traded, expressed in round turn contracts, as well as information on
open interest and notional value of contracts traded.

Nine Months Ended
Year Ended December 31, September 30,
1997 1998 1999 2000 2001 2001 2002
Average Daily Volume:
Product Area
Interest Rate 522,835 574,829 475,023 550,810 1,091,846 1,053,593 1,293,202
Equity 116,801 174,840 189,984 258,120 425,149 402,644 779,958
Foreign Exchange 119,429 113,948 94,747 76,615 89,290 89,314 97,351
Commodity 34,562 35,664 33,671 31,575 34,003 34,466 30,502
Total Average Daily Volume 793,627 899,281 793,425 917,120 1,640,288 1,580,017 2,201,013
Method of Trade
Open Outcry 752,273 830,687 698,011 754,049 1,282,147 1,248,824 1,469,037
GLOBEX 17,343 38,668 63,782 136,928 326,274 299,459 700,454
Privately Negotiated 24,011 29,926 31,632 26,143 31,867 31,734 31,522
Total Average Daily Volume 793,627 899,281 793,425 917,120 1,640,288 1,580,017 2,201,013
Largest Open Interest (contracts) 8,305,804 10,174,734 8,799,641 9,324,154 18,900,911 15,791,353 20,268,225
Total Notional Value (in trillions) $184.6 $161.7 $138.3 $155.0 $293.9 $210.2 $257.8
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The following table sets forth key information on volume of contracts traded, measured based on the number of round turn contracts, by
product area presented as a percentage of the total average daily volume for all product areas and by method of trade presented as a percentage
of the total average daily volume for all methods of trade.

Nine Months Ended
Year Ended December 31, September 30,
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Average Daily Volume:
Product Area
Interest Rate

Equity
Foreign Exchange

Commodity

Total Average Daily Volume

Method of Trade:
Open Outcry
GLOBEX

Privately Negotiated

Total Average Daily Volume

Nine Months Ended
Year Ended December 31, September 30,

1997 1998 1999 2000 2001 2001 2002
65.9% 63.9% 59.9% 60.1% 66.6% 66.7% 58.8%
14.7 19.4 24.0 28.1 25.9 255 354
15.0 12.7 11.9 8.4 5.5 5.6 44

44 4.0 4.2 34 2.0 2.2 1.4
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
94.8% 92.4% 88.0% 82.2% 78.2% 79.0% 66.8%
2.2 4.3 8.0 14.9 19.9 19.0 31.8
3.0 33 4.0 2.9 1.9 2.0 1.4
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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Results of Operations

The following tables set forth our consolidated statements of income for the periods presented both in dollar amounts and as a percentage of

net revenues:

Revenues:

Clearing and transaction fees
Quotation data fees

GLOBEX access fees
Communication fees

Investment income

Securities lending interest income
Other

Total revenues
Securities lending interest expense

Net revenues

Expenses:

Salaries and benefits
Stock-based compensation
Occupancy

Professional fees, outside services and licenses

Communications and computer and software maintenance

Nine Months Ended
Year Ended December 31, September 30,
1999 2000 2001 2001 2002
(unaudited)
(in thousands)
$ 140,305 $ 156,649 $ 292,459 $ 211,894 $ 261,414
43,005 36,285 48,250 35,810 36,507
1,899 3,971 11,987 8,908 9,770
8,165 9,391 9,330 6,905 7,364
9,091 9,736 8,956 6,796 6,098
10,744 7,490 14,702
8,137 10,520 14,904 11,494 10,943
210,602 226,552 396,630 289,297 346,798
(9,477) (7,100) (13,009)
210,602 226,552 387,153 282,197 333,789
80,957 94,067 105,227 78,338 85,222
1,032 17,639 6,643 5,748
17,773 19,629 20,420 15,145 16,970
28,319 23,131 27,289 18,372 24,747
28,443 41,920 43,598 31,365 33,816
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Nine Months Ended
Year Ended December 31, September 30,
Depreciation and amortization 25,274 33,489 37,639 27,279 35,504
Patent litigation settlement 13,695
Public relations and promotion 7,702 5,219 6,326 3,424 4,398
Other 15,490 16,148 14,650 10,656 12,441
Total expenses 203,958 234,635 272,788 191,222 232,541
Income (loss) before limited partners' interest in PMT and
income taxes 6,644 (8,083) 114,365 90,975 101,248
Limited partners' interest in earnings of PMT (2,126) (1,165)
Income tax (provision) benefit (1,855) 3,339 (46,063) (36,494) (40,230)
Net income (loss) $ 2,663 $ (5,909) $ 68,302 $ 54,481 $ 61,018
I B I S
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Nine Months
Ended
Year Ended December 31, September 30,
1999 2000 2001 2001 2002
Revenues:
Clearing and transaction fees 66.6% 69.1% 75.5% 75.1% 78.3%
Quotation data fees 20.4 16.0 12.5 12.7 11.0
GLOBEX access fees 0.9 1.8 3.1 3.2 2.9
Communication fees 3.9 4.2 2.4 2.4 2.2
Investment income 4.3 4.3 2.3 2.4 1.8
Securities lending interest income 2.8 2.6 4.4
Other 3.9 4.6 3.8 4.1 33
Total revenues 100.0 100.0 102.4 102.5 103.9
Securities lending interest expense 2.4) 2.5) 3.9)
Net revenues 100.0 100.0 100.0 100.0 100.0
Expenses:
Salaries and benefits 384 41.5 27.2 27.8 25.6
Stock-based compensation 0.5 4.6 2.3 1.7
Occupancy 8.4 8.7 5.3 54 5.1
Professional fees, outside services and licenses 13.4 10.2 7.0 6.5 7.4
Communications and computer and software maintenance 13.5 18.5 11.3 11.1 10.1
Depreciation and amortization 12.0 14.8 9.7 9.7 10.7
Patent litigation settlement 4.1
Public relations and promotion 3.7 23 1.6 1.2 1.3
Other 7.4 7.1 3.8 3.8 3.7
Total expenses 96.8 103.6 70.5 67.8 69.7
Income (loss) before limited partners' interest in PMT and
income taxes 3.2 (3.6) 29.5 322 30.3
Limited partners' interest in earnings of PMT (1.0) 0.5)
Income tax (provision) benefit (0.9) 1.5 (11.9) (12.9) (12.0)
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Nine Months
Ended
Year Ended December 31, September 30,
Net income (loss) 1.3% (2.6)% 17.6% 19.3% 18.3%

Nine Months Ended September 30, 2002 Compared to Nine Months Ended September 30, 2001
Overview

Our operations for the nine months ended September 30, 2002 resulted in net income of $61.0 million compared to net income of
$54.5 million for the nine months ended September 30, 2001. Our improved operating results were driven by a $51.6 million, or 18.3%, increase
in net revenues that was partially offset by a $41.3 million, or 21.6%, increase in expenses for the nine months ended September 30, 2002
compared to the nine months ended September 30, 2001. The growth in revenue resulted primarily from a 40.0% increase in total trading
volume during the first nine months of 2002 when compared to the same time period in 2001. However, the percentage growth in volume did not
result in an equal percentage growth in revenue as volume incentive programs, which include limits on GLOBEX fees for E-mini contracts and
volume discounts to benefit large customers trading our Eurodollar products, had a greater impact on clearing and transaction revenue during the
first nine months of 2002. Contributing to the overall increase in expenses was the settlement of the Wagner patent litigation in August 2002,
resulting in a one-time expense of $13.7 million. Partially offsetting this increase in expenses was a decrease in stock-based compensation, a
non-cash expense, from $6.6 million for the nine months ended September 30, 2001
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to $5.7 million for the same time period in 2002. Our operating margin was 30.3% for the first nine months of 2002 compared to 32.2% for the
first nine months of 2001. Excluding stock-based compensation, our operating margin would have been 32.1% for the first nine months of 2002
compared to 34.6% for the first nine months of 2001. Excluding both the Wagner patent settlement and stock-based compensation, our operating
margin for the nine months ended September 30, 2002, would have increased to 36.2%.

Trading volume for the first nine months of 2002 totaled a record 413.8 million contracts, representing an average daily trading volume of
2.2 million contracts. This was a 40.0% increase over the 295.5 million contracts traded during the first nine months of 2001, representing an
average daily trading volume of 1.6 million contracts. Total trading volume through September 30, 2002 exceeded the total 2001 annual trading
volume of 411.7 million contracts, which was a record. The third quarter of 2002 represented the seventh consecutive calendar quarter in which
new total trading volume records have been established. In the first nine months of 2002, investors traded a record number of interest rate and
stock index contracts, in part to protect portfolios against market swings and possible U.S. Federal Reserve Board policy changes. On June 27,
2002, we experienced a new single-day total trading volume record of nearly 4.3 million contracts, surpassing the previous record of 3.5 million
contracts that was established on March 7, 2002. In addition, the month of July 2002 represented our busiest month ever when total trading
volume was 59.3 million contracts, representing an average daily trading volume of nearly 2.7 million contracts. GLOBEX volume exceeded
one million contracts for a single day for the first time on June 12, 2002 and exceeded one million contracts on 21 days through the end of the
third quarter of 2002. A new GLOBEX volume record was established on July 24, 2002 when 1.5 million contracts were traded. These
GLOBEX volume records exclude the initial launch of TRAKRS®™ (Total Return Asset Contracts®™), a product developed with Merrill Lynch
that began trading on July 31, 2002. On the launch date, this product recorded trading volume of 1.3 million contracts, which included orders
taken since the product was announced on July 8, 2002. Total GLOBEX volume on July 31, 2002 was 2.2 million contracts, including the
TRAKRS volume.

Revenues

Total revenues increased $57.5 million, or 19.9%, from $289.3 million for the nine months ended September 30, 2001 to $346.8 million for
the nine months ended September 30, 2002. Net revenues increased $51.6 million, or 18.3%, from $282.2 million for the nine months ended
September 30, 2001 to $333.8 million for the nine months ended September 30, 2002. The increase in revenues was attributable primarily to a
39.3% increase in average daily trading volume. In the first nine months of 2002, electronic trading represented 31.8% of total trading volume.
Electronic trading volume grew 133.9%, to 700,454 contracts per day, when compared to the first nine months of 2001. Increased trading
volume levels resulted from continued volatility in U.S. stocks and currencies; the anticipation of possible changes in interest rates; increased
customer demand for the liquidity provided by our markets; product offerings that allowed customers to manage their risks; and enhanced access
choices to our products. Partially offsetting these volume increases, and the related increase in clearing and transaction fees, was a decline in
investment income resulting from a decrease in rates earned on our marketable securities and the short-term investment of clearing firms' cash
performance bonds and security deposits; a decrease in the trading revenue generated by our foreign exchange trading subsidiary, GFX; and our
share of the net loss from OneChicago, our joint venture in single stock futures and futures on narrow-based stock indexes. OneChicago had not
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initiated trading of single stock futures or futures on narrow-based stock indexes as of September 30, 2002.

Clearing and Transaction Fees. Clearing and transaction fees, which include clearing fees, GLOBEX electronic trading fees and other
volume-related charges, increased $49.5 million, or 23.3%, from $211.9 million for the nine months ended September 30, 2001 to
$261.4 million for the nine months ended September 30, 2002. A significant portion of the increase was attributable to the 39.3% increase in
average daily trading volume combined with the 133.9% increase in average daily trading volume on GLOBEX
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during the nine months ended September 30, 2002. For the first nine months of 2002, the additional revenue resulting from these volume
increases was partially offset by a reserve of $5.0 million for a one-time payment to clearing firms relating to our fee adjustment policy and
clearing firm account management errors. Finally, the first nine months of 2002 had one more business day than the first nine months of 2001.

Despite the increase in revenue from clearing and transaction fees, the average rate, or revenue, per contract decreased $0.085 from $0.717
for the nine months ended September 30, 2001 to $0.632 for the same period in 2002. Management believes that the fee limits and volume
discounts offered to customers contributed to increased overall trading volume but had a negative impact on our average rate per trade. While
volume discounts and limits on certain GLOBEX fees were in effect during both 2001 and 2002, the average rate per contract for the first nine
months of 2002 was more adversely impacted by these programs as increased trading volume resulted in more trades being executed at the
discounted levels. In addition, the volume discounts for our Eurodollar products that were implemented in January 2001 were expanded in the
third quarter of 2001. While volume in Eurodollar contracts has grown, the larger volume discounts have partially offset the additional revenue
generated by the increased trading volume in Eurodollars. The average rate per conract was also affected by the lower percentage of trades
attributed to non-member customers. The percentage of trades for non-members decreased to approximately 22% of total trading volume during
the first nine months of 2002 compared to approximately 25% during the same time period in 2001. We believe our lower fee structure for
members has resulted in the acquisition of trading rights by parties intending to trade significant volumes on our exchange, creating an increase
in member volume. Finally, the $5.0 million reserve in the second quarter of 2002 relating to our fee adjustment policy and clearing firm account
management errors represented $0.012 of the reduction in our average rate per contract for the nine months ended September 30, 2002.

The following table shows the average daily trading volume in our four product areas, the portion that is traded electronically through the
GLOBEX platform, and clearing and transaction fees revenues expressed in total dollars and as an average rate per contract:

Nine Months Ended
September 30,
Percentage

Product Area 2002 2001 Increase/(Decrease)
Interest Rate 1,293,202 1,053,593 22.7%
Equity 779,958 402,644 93.7
Foreign Exchange 97,351 89,314 9.0
Commodity 30,502 34,466 (11.5)

Total Volume 2,201,013 1,580,017 39.3
GLOBEX Volume 700,454 299,459 133.9
GLOBEX Volume as a Percent of Total Volume 31.8% 19.0%
Clearing and Transaction Fees Revenue (in thousands) $ 261,414  $ 211,894
Average Rate per Contract $ 0632 $ 0.717

During the first nine months of 2002, volatility in U.S. equity markets continued. This volatility, combined with increased access choices to
our GLOBEX platform and marketing efforts to increase awareness of our product offerings, drove the growth in volume of our equity products.
Approximately 80% of our stock index product volume is traded through the GLOBEX platform. While the U.S. Federal Reserve Board left
interest rates unchanged during the first nine months of 2002, compared to eight interest rate reductions during the first nine months of 2001, we
continued to experience increased volume in our interest rate products. Continued uncertainty over interest rates and volatility in U.S. stocks has
led to increased use of interest rate products. With respect to foreign exchange products, the increase in trading volume was attributable to the
impact of instituting side-by-side trading of these products on our
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GLOBEX platform during open outcry trading hours in April 2001, and additional volatility in the foreign exchange markets during the first nine
months of 2002. The decrease in average daily volume for commodity products was primarily the result of a decline in price levels in livestock
and dairy products during the first quarter of 2002 that was partially offset by the impact of a drought in much of the United States in the second
quarter of 2002.

Quotation Data Fees. Quotation data fees increased $0.7 million, or 2.0%, from $35.8 million for the nine months ended September 30,
2001 to $36.5 million for the nine months ended September 30, 2002. The increase principally reflects the effect of fee increases, implemented
in March 2001, for the full nine-month period ended September 30, 2002 and an increase in the administrative fee for our quote vendor services
in January 2002. In addition, these increases were partially offset by a decline in the number of users of our professional market data service that
began in the second quarter of 2002, primarily as a result of recent downsizing at a number of major brokerage firms. As a result, the number of
screens displaying our market data decreased from approximately 190,000 screens at December 31, 2001 to approximately 180,000 screens at
September 30, 2002. This decline was partially offset by an increase in the number of subscribers from approximately 48,000 at December 31,
2001 to approximately 54,000 at September 30, 2002. The increase in subscribers occurred in our lower-priced non-professional E-mini market
data service. Quotation data fees for the first nine months of 2001 were adversely impacted by $0.5 million as a result of the bankruptcy filing of
a vendor that served as a large distributor of our market data. There was no similar adverse event in the first nine months of 2002.

GLOBEX Access Fees. GLOBEX access fees increased $0.9 million, or 9.7%, from $8.9 million for the nine months ended September 30,
2001 to $9.8 million for the nine months ended September 30, 2002. This increase resulted primarily from the additional monthly access fees
generated from the increase in the number of GLOBEX users from September 30, 2001 to September 30, 2002. Partially offsetting this increase
was a $0.5 million decrease in installation revenue during the first nine months of 2002 when compared to the same time period in 2001. When
our pricing structure was changed in February 2001, we increased our installation charges for certain access choices. Many customers elected
those access choices when they were first introduced. This resulted in an increase in installation revenue in the second and third quarter of 2001
that was not repeated during the comparable period of 2002. In addition, some new customers in 2002 selected access choices that do not require
installation fees, such as our virtual private network access.

Communication Fees. Communication fees increased $0.5 million, or 6.7%, from $6.9 million for the nine months ended September 30,
2001 to $7.4 million for the nine months ended September 30, 2002. This increase resulted primarily from modest increases in fees for some of
the wireless services we provide and an increase in telecommunication services and equipment provided on our trading floor.

Investment Income. Investment income decreased $0.7 million, or 10.3%, from $6.8 million for the nine months ended September 30,
2001 to $6.1 million for the nine months ended September 30, 2002. The decline resulted primarily from a reduction in rates earned on our
marketable securities and the investment of clearing firms' cash performance bonds and security deposits. A significant portion of these
investments is short-term in nature. Rates earned on these investments declined from approximately 3.2% during the first nine months of 2001 to
approximately 2.3% during the first nine months of 2002, representing a decrease in investment income of approximately $5.1 million. The
decrease in rates earned was primarily a result of the actions taken by the Federal Reserve Board in 2001 to lower the Fed funds rate. Another
component of the decrease in investment income was a $0.5 million decrease in the investment results of our non-qualified deferred
compensation plan that is included in investment income but does not affect our net income, as there is an equal decrease in our salaries and
benefits expense. Partially offsetting these decreases in investment income was an increase of approximately $2.6 million in interest income as a
result of increased balances in marketable securities and cash performance bonds and security deposits. In addition, in the third quarter of 2002,
we changed our investment policy and converted
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our marketable securities to short-term investments, resulting in realized gains from the sale of these marketable securities of $2.7 million.

Securities Lending Interest Income and Expense. ~ Securities lending interest income increased $7.2 million, from $7.5 million for the nine
months ended September 30, 2001 to $14.7 million for the nine months ended September 30, 2002. Our securities lending activity began late in
June 2001. Therefore, relatively modest revenue was generated for the nine months ended September 30, 2001. Our securities lending is limited
to a portion of the securities that clearing firms deposit to satisfy their proprietary performance bond requirements. Securities lending interest
expense increased $5.9 million, from $7.1 million for the nine months ended September 30, 2001 to $13.0 million for the nine months ended
September 30, 2002. This expense is an integral part of our securities lending program and is required to engage in securities lending
transactions. Therefore, this expense is presented in the statements of income as a reduction of total revenues.

Other Revenue. Other revenue decreased $0.6 million, or 4.8%, from $11.5 million for the nine months ended September 30, 2001 to
$10.9 million for the nine months ended September 30, 2002. This decrease is attributed primarily to a $1.6 million increase in our share of the
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net loss of OneChicago and a $1.0 million decrease in trading revenue generated by GFX for the nine months ended September 30, 2002.
OneChicago was not formed until August 2001. Therefore, the loss at September 30, 2001 only represented two months of operating results.
There was also a modest decrease in revenue from the sale of our SPAN software during the first nine months of 2002 when compared to the
same period in 2001. Partially offsetting these decreases was a $1.9 million increase in fees associated with managing our Interest Earning
Facility.

Expenses

Total operating expenses increased $41.3 million, or 21.6%, from $191.2 million for the nine months ended September 30, 2001 to
$232.5 million for the nine months ended September 30, 2002. This increase was primarily attributable to the $13.7 million expense associated
with the settlement of the Wagner patent litigation as well as increases in salaries and benefits, professional fees and depreciation expense. These
increases were partially offset by a $0.9 million decrease in stock-based compensation expense. Excluding stock-based compensation, expenses
would have increased $42.2 million, or 22.9%. Excluding both the Wagner patent settlement and stock-based compensation, expenses would
have increased $28.5 million, or 15.5%.

Salaries and Benefits Expense. Salaries and benefits expense increased $6.9 million, or 8.8%, from $78.3 million for the nine months
ended September 30, 2001 to $85.2 million for the nine months ended September 30, 2002. There are two significant components to this
increase. The average number of employees increased approximately 6%, or 64 employees, from the nine months ended September 30, 2001 to
the nine months ended September 30, 2002. This increased headcount resulted in increased salaries and benefits of approximately $5.2 million.
In addition, salaries and benefits increased approximately $3.6 million as a result of increases in salaries and the related employer taxes, pension
and benefits. We had 1,118 employees at September 27, 2002. Partially offsetting these increases was an increase in the capitalization of salaries
relating to internally developed software and an increase in the losses experienced in our non-qualified deferred compensation plan during the
first nine months of 2002 when compared to the same time period in 2001.

Stock-Based Compensation Expense. Stock-based compensation expense decreased $0.9 million, or 13.5%, from $6.6 million for the nine
months ended September 30, 2001 to $5.7 million for the nine months ended September 30, 2002. The primary component of this expense
relates to the stock option granted to our CEO in February 2000, which included options for both Class A and Class B shares of common stock.
The Class B share component of the option includes the value of the trading rights associated with the Class B shares subject to the option.
Variable accounting treatment is required for the
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option granted to our CEO. Because variable accounting reflects the change in the value of our Class A common stock and the underlying
trading rights on the exchange associated with our Class B common stock, there is the possibility for significant variation in this component of
stock-based compensation expense. There was a significant increase in the value of the trading rights associated with the Class B shares during
the first nine months of 2001. This increase in value was partially offset by a decrease in the imputed value of the Class A shares during the first
nine months of 2001. This net increase in value, when combined with the effect of vesting, resulted in $6.0 million of our stock-based
compensation expense for the first nine months of 2001. In the first nine months of 2002, there was also a significant increase in the value of the
trading rights associated with the Class B shares. The stock-based compensation for the CEO option was $5.1 million in the first nine months of
2002. The remainder of the expense relates to restricted stock granted to certain employees in May 2001.

Occupancy Expense. Occupancy expense increased $1.9 million, or 12.1%, from $15.1 million for the nine months ended September 30,
2001 to $17.0 million for the nine months ended September 30, 2002. This increase is directly related to additional rent expense incurred in 2002
for a remote data facility leased in the fourth quarter of 2001 and an increase in rent for our trading floors. A portion of the trading floor rent is
determined based on open outcry trading volume, which increased 18.3% during the first nine months of 2002 when compared to the same time
period in 2001.

Professional Fees, Outside Services and Licenses Expense. Professional fees, outside services and licenses expense increased
$6.3 million, or 34.7%, from $18.4 million for the nine months ended September 30, 2001 to $24.7 million for the nine months ended
September 30, 2002. This increase is attributable primarily to two factors. There was a $3.4 million increase in legal fees associated with our
defense of the Wagner patent litigation during the first nine months of 2002. In the first nine months of 2002, there was also a $1.6 million
increase in license fees resulting from growth in our equity product trading volume. In addition, professional fees for technology initiatives, net
of the portion that relates to the development of internal use software and is capitalized rather than expensed, also increased $0.8 million. New
initiatives during the first nine months of 2002 included work on capacity testing of various exchange systems, adaptation of certain systems to
accommodate single stock futures transactions and technology work to prepare for our E-quotes market data offering. Additional expenses also
were incurred in 2002 for building security in response to the September 11 terrorist attacks. Partially offsetting these increases was a refund for
certain legal expenses incurred in 2001 and reduced expenses related to recruiting employees.
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Communications and Computer and Software Maintenance Expense. Communications and computer and software maintenance expense
increased $2.4 million, or 7.8%, from $31.4 million for the nine months ended September 30, 2001 to $33.8 million for the nine months ended
September 30, 2002. The increase in 2002 resulted primarily from additional hardware and software maintenance associated with recent
technology purchases, telecommunications expense associated with our remote data facility and additional expenses incurred in connection with
our E-quotes market data service launch in March 2002. These increases were partially offset by a reduction in communication expenses
associated with connections to our GLOBEX platform resulting from the renegotiation of a contract with one of our vendors in the second half
of 2001.

Depreciation and Amortization Expense. Depreciation and amortization expense increased $8.2 million, or 30.2%, from $27.3 million for
the nine months ended September 30, 2001 to $35.5 million for the nine months ended September 30, 2002. This increase was attributable
primarily to equipment and software purchased late in 2001 as well as during the first nine months of 2002.

Patent Litigation Settlement. Patent litigation settlement expense totaled $13.7 million for the nine months ended September 30, 2002.
This expense represents the August 26, 2002 settlement of the Wagner patent litigation. The settlement required a $5.0 million payment in

September 2002 with five subsequent annual payments of $2.0 million each beginning in August 2003. The expense recorded in the nine months
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ended September 30, 2002 represents the present value of these payments. No similar expense occurred in the nine months ended September 30,
2001.

Public Relations and Promotions Expense. Public relations and promotions expense increased $1.0 million, or 28.5%, from $3.4 million
for the nine months ended September 30, 2001 to $4.4 million for the nine months ended September 30, 2002. The increase resulted from
additional print advertising expenditures in the first nine months of 2002, primarily to promote our foreign exchange and E-mini stock index
products. This increase was partially offset by a decrease in charitable contributions. In response to the terrorist attacks of September 11, 2001,
we established the Chicago Mercantile Exchange Foundation and made an initial contribution of $1.0 million in the third quarter of 2001. No
similar expense was incurred in the first nine months of 2002.

Other Expense. Other expense increased $1.7 million, or 16.8%, from $10.7 million for the nine months ended September 30, 2001 to
$12.4 million for the nine months ended September 30, 2002. Bank fees increased $0.8 million as a result of the fees associated with securities
lending that began late in the second quarter of 2001. In addition, fees paid to our board of directors increased during the first nine months of
2002 when compared to the same time period in 2001 due to a change in our board fee structure that became effective July 1, 2001. Partially
offsetting these increases was a decrease in fees associated with providing certain delivery services that resulted from a decrease in the
utilization of these services by our customers.

Income Tax Provision

We recorded a tax provision of $40.2 million for the nine months ended September 30, 2002 compared to a tax provision of $36.5 million
for the same period in 2001. The effective tax rate was 39.7% for the first nine months of 2002, a modest decline from the 40.1% effective tax
rate for the first nine months of 2001.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000
Overview

Our operations for the year ended December 31, 2001 resulted in net income of $68.3 million compared to a net loss of $5.9 million for the
year ended December 31, 2000. Our improved operating results were driven by a $170.0 million, or 75.1%, increase in total revenues. Net
revenues increased $160.6 million, or 70.9%. This increase in revenues was partially offset by a $38.2 million, or 16.3%, increase in expenses in
2001 when compared to 2000. Excluding stock-based compensation, which represented a non-cash expense of $17.6 million, our net income for
2001 would have been $78.8 million compared to a loss of $5.3 million for 2000.

During 2001, the U.S. Federal Reserve Board lowered the Fed funds rate on 11 occasions, resulting in a total reduction of 4.75%. The
increased need for risk management instruments resulting from this interest rate volatility led to increased volume in our Eurodollar contract.
Our Eurodollar contract also became a benchmark for the industry, contributing to its volume growth. Concerns and uncertainty about the global
and national economy, interest rates and the performance of U.S. stocks that had resulted in increased trading volume throughout 2001 were
magnified after the terrorist attacks of September 11. In addition, opening access to our electronic trading platform and improved performance of
that platform, coupled with uncertainty over the economy and interest rates, resulted in increased trading volume in our stock index products.
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Revenues

Total revenues increased $170.0 million, or 75.1%, from $226.6 million for 2000 to $396.6 million for 2001. Net revenues increased
$160.6 million, or 70.9%, from 2000 to 2001. The increase in revenues was attributable primarily to a 78.9% increase in average daily trading
volume in 2001, establishing an
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exchange record and making our exchange the largest futures exchange in the United States, based on annual trading volume, for the first time.
In 2001, we also experienced record levels of electronic trading that resulted in average daily GLOBEX volume of 326,274 contracts,
representing 19.9% of our trading volume and an increase of 138.3% compared to 2000. These increased volume levels resulted from
uncertainty over interest rates and volatility in U.S. stocks, a diverse product offering, our new open access policy for GLOBEX and volume
discounts available to customers using our markets to manage their financial risk. Finally, a new pricing framework announced in

December 2000 that took effect in the first quarter of 2001 resulted in additional revenue.

Clearing and Transaction Fees. Clearing and transaction fees and other volume-related charges increased $135.9 million, or 86.7%, from
$156.6 million in 2000 to $292.5 million in 2001. Total trading volume increased 78.1% from 231.1 million contracts, our previous trading
volume record established in 2000, to 411.7 million contracts for 2001. Many other volume records were established in 2001. Trading volume of
3.3 million contracts on November 15, 2001 established a new single-day trading volume record. Trading volume for the month of
November 2001 also established a new monthly record, with 45.3 million contracts traded. This growth in total volume, and the related increase
in clearing fees, was compounded by additional GLOBEX transaction fees resulting from a 138.3% increase in electronic trading volume from
2000 to 2001. In addition to increased volume, revenue was favorably impacted by changes to our pricing structure that were implemented in the
first quarter of 2001.

In response to the terrorist attacks in the United States, our markets closed early on September 11, 2001, and our exchange remained closed
on September 12, 2001. Trading resumed on September 13, 2001. However, equity products did not trade for an additional two business days,
until September 17, 2001, when the equity markets in the United States resumed trading.

In addition to the increase in trading volume, the average rate per contract increased $0.032 from $0.678 for the year ended December 31,
2000 to $0.710 for the year ended December 31, 2001. The increase in 2001 reflects increases in pricing, which were partially offset by volume
discounts for our Eurodollar products. These discounts were implemented in January 2001 and expanded in the third quarter of 2001. Also, as a
result of the limits on certain GLOBEX fees, the additional trading volume generated through GLOBEX has increased clearing fees but has not
necessarily resulted in additional GLOBEX fees.

The following table shows the average daily trading volume in our four product areas, the portion that was traded electronically through the
GLOBEX platform, and clearing and transaction fees revenues expressed in total dollars and as an average rate per contract:

Year Ended
December 31,
Percentage
Product Area 2001 2000 Increase
Interest rate 1,091,846 550,810 98.2%
Equity 425,149 258,120 64.7
Foreign exchange 89,290 76,615 16.5
Commodity 34,003 31,575 7.7
Total Volume 1,640,288 917,120 78.9

GLOBEX Volume 326,274 136,928 138.3
GLOBEX Volume as a Percent of Total Volume 19.9% 14.9%
Clearing and Transaction Fees Revenues (in thousands) $ 292,459 $ 156,649
Average Rate per Contract $ 0.710 $ 0.678

While we experienced increased volume in all products, the most significant increases occurred in interest rate and equity products. This
increased volume reflected market dynamics in U.S. stocks and interest rates, as well as the effect of volume discounts and increased access to
our electronic trading
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platform. These measures were designed to stimulate additional activity in a time of volatility in interest rates and U.S. equities.

Quotation Data Fees. Quotation data fees increased $12.0 million, or 33.0%, from $36.3 million in 2000 to $48.3 million in 2001. On
March 1, 2001, we implemented a fee increase for professional subscribers. At year-end 2001, more than 48,000 subscribers displayed our data
on approximately 190,000 screens worldwide. This represented a modest decrease from year-end 2000 when we had approximately 54,000
subscribers displaying our data on more than 196,000 screens. In addition, while we maintained our non-professional market data offering, the
service was changed from real-time streaming to one-minute snapshots of market data. This led some of our subscribers to convert to the
higher-priced professional service. In addition, our 2000 revenue was adversely impacted by the bankruptcy filing of one of the larger resellers
of our quotes.

GLOBEX Access Fees. GLOBEX access fees increased $8.0 million, or 201.9%, from $4.0 million in 2000 to $12.0 million in 2001. This
increase was primarily attributable to the growth in the number of GLOBEX connections. Our FIX API connections increased from
approximately 60 at December 31, 2000 to approximately 175 at December 31, 2001. These connections generally are used by clearing firms
and allow multiple users to access GLOBEX. In addition, our GLOBEX Trader-Internet connections, a new access choice in 2001, grew to
approximately 250 connections. Also contributing to the increase in revenue were changes to fees charged for access to GLOBEX in 2001 that
were partially offset by a decrease in dedicated terminals accessing GLOBEX.

Communication Fees. Communication fees were relatively constant, experiencing a decrease of $0.1 million, from $9.4 million in 2000 to
$9.3 million in 2001.

Investment Income. Investment income decreased $0.7 million, or 8.0%, from $9.7 million in 2000 to $9.0 million in 2001. The decline
resulted primarily from a decrease in interest rates, which had a negative impact on the rate earned on funds invested. Also, there was a
$0.2 million decrease in the investment results of our non-qualified deferred compensation plan, which did not impact our net income as there
was an equal reduction to our salaries and benefits expense. Partially offsetting these decreases was investment income generated by additional
funds available for investment in marketable securities as a result of our improved financial performance. Also, cash performance bonds
deposited by clearing firms increased from 2000 to 2001, resulting in additional investment income in 2001.

Securities Lending Interest Income and Expense. ~ Securities lending interest income was $10.7 million in 2001. There was no similar
income for 2000, as our securities lending activity began in June 2001. Securities lending is limited to a portion of the securities that clearing
firms deposit to satisfy their proprietary performance bond requirements. Securities lending interest expense was $9.5 million in 2001. There
was no similar expense for 2000. This expense is an integral part of our securities lending program and is required to engage in securities
lending transactions. Therefore, this expense is presented in the consolidated statements of income as a reduction of total revenues.

Other Revenue. Other revenue increased $4.4 million, or 41.7%, from $10.5 million in 2000 to $14.9 million in 2001. The majority of this
increase, or $2.3 million, was attributable to increased fees associated with managing our IEF. Fees earned are directly related to amounts
deposited in each IEF. In addition, the comprehensive pricing changes implemented in the first quarter of 2001 resulted in additional revenue
from floor access charges, booth rental on our trading floors and order routing services. Finally, sales of our SPAN software increased by
$0.3 million in 2001 compared to 2000. Partially offsetting these increases was a $0.6 million decrease in the trading revenue generated by GFX
and our share of the net loss of OneChicago, the joint venture established in August 2001 for the trading of single stock futures.
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Expenses

Total operating expenses increased $38.2 million, or 16.3%, from $234.6 million in 2000 to $272.8 million in 2001. The most significant
components of this increase were the increase in non-cash stock-based compensation and, to a lesser extent, the increase in salaries and benefits
expense. Excluding the increase resulting from stock-based compensation, expenses increased $21.5 million, or 9.2%, from 2000 to 2001.

Salaries and Benefits Expense. Salaries and benefits expense increased $11.1 million, or 11.9%, from $94.1 million in 2000 to
$105.2 million in 2001. Included in this expense in 2000 were $4.3 million of one-time expenses relating to the restructuring of management that
included a sign-on bonus for our new President and CEO hired in February 2000 and expenses related to severance payments to departing
executives with employment contracts. Excluding these one-time charges, salaries and benefits increased $15.5 million, or 17.3%, in 2001,
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primarily as a result of an increase in overall compensation levels and employee bonus expense, coupled with related increases in pension
expense, employment taxes and employee benefits costs. In addition, the average number of employees increased approximately 1% during
2001. This increased headcount resulted in additional salaries and benefits expense of approximately $1.4 million. These increases were
compounded by a reduction in the number of technology staff utilized for internally developed software initiatives in 2001 when compared to
2000. As a result, more employee-related costs were expensed, rather than being capitalized as part of the development of internal use software.

Stock-Based Compensation Expense. Stock-based compensation, a non-cash expense, increased $16.6 million, from $1.0 million in 2000
to $17.6 million in 2001. This increase was primarily the result of the increase in value of the trading rights on our exchange associated with the
Class B shares included in the stock option granted to our CEO in 2000 and vesting that occurs with the passage of time. Prior to our
demutualization in November 2000, the expense relating to this option was recognized as a stock appreciation right using variable accounting as
prescribed under Accounting Principles Board (APB) Opinion No. 25, "Accounting for Stock Issued to Employees," and related
pronouncements. Since the date of demutualization, variable accounting has been required for this option. Because variable accounting reflects
the change in the value of our Class A common stock and the underlying trading rights on the exchange associated with our Class B common
stock, there was a significant increase in this component of stock-based compensation expense in 2001. This option represented $16.6 million of
our stock-based compensation expense in 2001.

Occupancy Expense. Occupancy expense increased $0.8 million, or 4.0%, from $19.6 million in 2000 to $20.4 million in 2001. This is
primarily the result of an increase in rent expense related to our trading floors, as a portion of this rent is directly related to increased open outcry
trading volume.

Professional Fees, Outside Services and Licenses Expense. Professional fees, outside services and licenses increased $4.2 million, or
18.0%, from $23.1 million in 2000 to $27.3 million in 2001. Professional fees for technology-related initiatives, net of the reduction for the
portion that relates to the development of internal use software and is capitalized rather than expensed, increased $4.5 million in 2001 when
compared to 2000. Major initiatives in 2001 included improvements to the Application Program Interface (API) to GLOBEX, work on
enhancing the ability to execute sophisticated spread trades in GLOBEX and improvements to our Web site. In addition, there was a $0.9 million
increase in license fees resulting from increased stock index product trading volume. We also incurred fees in 2001 relating to our reorganization
into a holding company structure. In 2000, we completed our management restructuring and demutualization that resulted in recruiting, legal and
other professional fees that were not repeated in 2001.

Communications and Computer and Software Maintenance Expense. Communications and computer and software maintenance expense
increased $1.7 million, or 4.0%, from $41.9 million in 2000 to
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$43.6 million in 2001. As a result of a new contract with our communications provider, communication costs related to GLOBEX connections
increased modestly despite the increased number of customers utilizing our electronic trading platform. In addition, our hardware and software
maintenance costs increased in 2001 as a result of technology-related purchases.

Depreciation and Amortization Expense. Depreciation and amortization expense increased $4.1 million, or 12.4%, from $33.5 million in
2000 to $37.6 million in 2001. This increase was attributable primarily to depreciation of the cost of equipment and software purchased late in
2000, as well as amortization on internally developed software completed in 2001 and the second half of 2000.

Public Relations and Promotion Expense. Public relations and promotion expense increased $1.1 million, or 21.2%, from $5.2 million in
2000 to $6.3 million in 2001. In response to the terrorist attacks on September 11, 2001, we established the Chicago Mercantile Exchange
Foundation with an initial contribution of $1.0 million to be distributed to those affected by the events of September 11, 2001. In addition, in
2001 promotion expense was affected by increased spending on direct advertising offset by reduced expenditures for trade shows and specific
product promotions.

Other Expense. Other expense decreased $1.4 million, or 9.3%, from $16.1 million in 2000 to $14.7 million in 2001. This decrease was
due primarily to a $2.7 million write-off of previously capitalized software development costs during 2000. It was determined that the software
would not be utilized as intended. A similar write-off of $0.3 million occurred in 2001. Other factors affecting these expenses in 2001 included a
reduction in travel and entertainment when compared to 2000, offset by the expense associated with the settlement of certain litigation in 2001.

During 2000, the limited partners' interest in the earnings of PMT was $1.2 million. We purchased the net assets of PMT on November 13,
2000 as part of our demutualization. Therefore, there was no reduction in earnings during 2001 as a result of the sharing of profits with the
limited partners of this entity.
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Income Tax Provision

We recorded a tax provision of $46.1 million in 2001, compared to a tax benefit of $3.3 million in 2000. The effective tax rate was 40.3%
in 2001 and 36.1% in 2000.

Year Ended December 31, 2000 Compared to Year Ended December 31, 1999
Overview

We experienced a net loss of $5.9 million in 2000, compared to net income of $2.7 million in 1999. The change was due primarily to
expenses in 2000 relating to management restructuring, demutualization and the write-off of certain internally developed software that could not
be used as intended and increased technology-related expenses. As a result, overall expense increases outpaced the growth in revenue.

Revenues

Total revenues increased $16.0 million, or 7.6%, from $210.6 million in 1999 to $226.6 million in 2000. The $16.0 million increase in
revenue was the result of several factors. Clearing and transaction fees increased as a result of total volume increasing 15.1% in addition to a
new pricing structure implemented in 2000. Our revenue from quotation data fees decreased due to reduced fees charged to non-professional
subscribers. GLOBEX access fees increased as a result of an increase in the number of terminals of more than 30%. Our communication fees
increased due to rate increases to the users of our telecommunication systems. Investment income increased due to the increase in our cash
performance bonds offset by realized losses on net sales of marketable securities. Trading gains of GFX and the increase in revenue from our
IEF program resulted in an increase in other revenue.
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Clearing and Transaction Fees. Clearing and transaction fees accounted for 69.1% of total revenues in 2000. Clearing and transaction
fees revenues increased $16.3 million, or 11.6%, from $140.3 million in 1999 to $156.6 million in 2000. This increase was due primarily to a
15.1% increase in total trading volume in 2000 over 1999, setting a new annual volume record at that time of 231.1 million contracts. The
increase in trading volume was due primarily to uncertainty over interest rates and the 2000 U.S. presidential election that resulted in strong
volume in our interest rate and stock index products as a way to help manage financial risk. Total electronic trading volume on our GLOBEX
platform in 2000 rose 113.8% to 34.5 million contracts and accounted for 14.9% of total volume. In addition to the increase in trading volume,
clearing and transaction fee revenue rose as a result of a fee increase that went into effect on October 1, 2000. The fee increase was replaced
with a new, strategically designed fee structure that went into effect primarily on January 1, 2001. The new pricing structure reflects our
business strategy as a for-profit corporation.

The average rate per contract decreased $0.021 from $0.699 for the year ended December 31, 1999 to $0.678 for the year ended
December 31, 2000. This decrease was attributable primarily to a lower percentage of trades being executed by non-members, who are charged
higher rates than members. While the number of round turn contracts traded by non-members increased from approximately 52 million in 1999
to 56 million in 2000, the percentage of total trading volume attributed to non-members decreased from approximately 26% of total trading
volume in 1999 to approximately 24% of total trading volume in 2000. Also contributing to the decrease in the average rate per contract is a
decline in volume for our foreign exchange products and the related delivery services.

The following table shows the average daily trading volume in our four product areas, the portion that was traded electronically through the
GLOBEX platform, and clearing and transaction fees revenues expressed in total dollars and as an average rate per contract:

Year Ended December 31,
Percentage

Product Area 2000 1999 Increase/(Decrease)
Interest Rate 550,810 475,023 16.0%
Equity 258,120 189,984 359
Foreign Exchange 76,615 94,747 (19.1)
Commodity 31,575 33,671 (6.2)

Total Volume 917,120 793,425 15.6
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Year Ended December 31,
GLOBEX Volume 136,928 63,782 114.7
GLOBEX Volume as a Percent of Total
Volume 14.9% 8.0%
Clearing and Transaction Fees Revenues (in
thousands) $ 156,649 $ 140,305
Average Rate per Contract $ 0.678 $ 0.699

Quotation Data Fees. Quotation data fees decreased $6.7 million, or 15.6%, from $43.0 million in 1999 to $36.3 million in 2000. The
decrease was a result of lower promotional fees charged to non-professional subscribers. This special promotional fee was eliminated in 2001.
While the total number of subscribers increased from 1999 to 2000, a portion of our existing subscribers switched to the new non-professional
service at a lower monthly fee. In addition, the likelihood of collecting certain receivables outstanding at December 31, 2000 appeared
questionable. The resulting reserve against receivables reduced revenue in 2000 by $1.4 million.
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GLOBEX Access Fees. GLOBEX access fees increased $2.1 million, or 109.1%, from $1.9 million in 1999 to $4.0 million in 2000. The
total number of GLOBEX terminals increased more than 30% during 2000, resulting in additional revenue.

Communication Fees. Communication revenue increased $1.2 million, or 15.0%, from $8.2 million in 1999 to $9.4 million in 2000. The
increase was a result of rate increases to users of our telecommunications system.

Investment Income. Investment income increased $0.6 million, or 7.1%, from $9.1 million in 1999 to $9.7 million in 2000. Investment
income generated by increased cash performance bonds was partially offset by realized losses on net sales of marketable securities.

Other Revenue. Other revenue increased $2.4 million, or 29.3%, from $8.1 million in 1999 to $10.5 million in 2000. Trading gains of
GFX increased by $2.0 million in 2000 compared to 1999, and there was an increase in fees generated as a result of our IEF program. Partially
offsetting these increases was a decline in consulting revenue generated for work completed by us for ParisBourseSBFSA. Since this consulting
arrangement was concluded in 1999, there was no similar revenue in 2000.

Expenses

Total operating expenses increased $30.6 million, or 15.0%, from $204.0 million in 1999 to $234.6 million in 2000. Excluding
approximately $9.8 million of expenses in 2000 relating to management restructuring, demutualization and the write-off of certain internally
developed software that could not be used as intended, the increase was $20.8 million, or 10.2%. Technology-related expenses of $100.1 million
increased $23.2 million as we continued to invest in trading and clearing systems. In electronic trading, we made significant capacity and
performance enhancements to GLOBEX to support our new open access policy approved in 2000. As a result, telecommunication, software
licenses and maintenance, as well as hardware maintenance and depreciation costs, increased for our technology division. These increases were
partially offset by a reduction in the use of consultants for technology initiatives in 2000 compared to 1999. We continued to upgrade our
clearing technology and made advances in furthering alliances with other exchanges. Clearing infrastructure enhancements enabled us to launch
the world's first cross-border, cross-margining program with the London Clearing House. Other enhancements included an upgraded real-time
mutual offset system with Singapore Exchange Derivatives Trading Limited, or Singapore Derivatives Exchange, improved asset management
capabilities for exchange customers and a more flexible and streamlined clearing process. Seeking new growth opportunities by leveraging our
established clearing house expertise, we explored opportunities in the e-business market in 2000 and incurred $0.9 million in related expenses.

Salaries and Benefits Expense. Salaries and benefits expense increased $13.1 million, or 16.2%, from $81.0 million in 1999 to
$94.1 million in 2000. There are three significant components to this increase. Salaries and benefits expense increased $8.8 million as a result of
increases in overall compensation levels and the related employer taxes, pension and benefits. In January 2000, we entered into an employment
agreement with our new President and CEO that stipulated payment of a sign-on bonus of $2 million. In addition, three executives with
employment contracts resigned during the first quarter of 2000. The payments required by these contracts and increases in headcount accounted
for the remainder of the increase in salaries and benefits.

Stock-based Compensation Expense. Stock-based compensation expense of $1.0 million resulted from the expense relating to the stock
option granted to our CEO in 2000. Variable accounting treatment was required for the option under APB Opinion 25, "Accounting for Stock
Issued to Employees," as of the date of demutualization.
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Occupancy Expense. Occupancy costs increased $1.8 million, or 10.4%, from $17.8 million in 1999 to $19.6 million in 2000. In 1999,
reductions in real estate taxes, combined with credits from the landlord for operating expenses, resulted in one-time savings and represented the
majority of the variance between 1999 and 2000.

Professional Fees, Outside Services and Licenses Expense. Professional fees, outside services and licenses decreased $5.2 million, or
18.3%, from $28.3 million in 1999 to $23.1 million in 2000. The decrease resulted primarily from a $3.7 million decline in professional fees
relating to some technology initiatives that were substantially completed in 1999. Additional savings resulted from a $0.8 million reduction in
recruiting costs, a $0.4 million reduction in ongoing legal and accounting fees and a decrease in the use of temporary employees. Also, in 1999,
certain professional fees were incurred for projects that were concluded the same year, including $0.9 million in professional fees relating to the
development of our strategic plan, $0.9 million for services associated with the launch of side-by-side electronic trading of our Eurodollar
products and $0.7 million in professional fees for certain enhancements to GLOBEX. These savings were partially offset by a $1.3 million
increase in legal costs and professional fees associated with our demutualization and a $0.9 million increase in license fees incurred as a result of
increased trading volume in our equity products in 2000 when compared to 1999.

Communication and Computer and Software Maintenance Expense. Communication and computer and software maintenance expense
increased $13.5 million, or 47.4%, from $28.4 million in 1999 to $41.9 million in 2000. Communication costs rose $9.1 million, or 38.9%, as a
result of additional GLOBEX electronic trading subscribers. The number of GLOBEX terminals increased more than 30.0% in 2000. In
addition, software and related maintenance costs increased by $3.3 million in 2000 compared to 1999 as a result of technology initiatives.

Depreciation and Amortization Expense. Depreciation and amortization increased $8.2 million, or 32.5%, from $25.3 million in 1999 to
$33.5 million in 2000. The increase was due to the amortization of completed capitalized software development, additional depreciation expense
resulting from software and computer equipment purchases made in 2000 and late in 1999 and the change in depreciable lives of such software
and computer equipment from five years to four years.

Public Relations and Promotion Expense. Public relations and promotion expense decreased $2.5 million, or 32.2%, from $7.7 million in
1999 to $5.2 million in 2000, due primarily to the elimination or reduction of certain incentive programs related to specific contracts offered on
our exchange.

Other Expense. Other expense increased $0.6 million, or 4.2%, from $15.5 million in 1999 to $16.1 million in 2000. The increase resulted
from a $2.7 million write-off during the second quarter of 2000 of previously capitalized software development costs. It was determined that the
software would not be utilized as intended. Partially offsetting this were decreases in travel and entertainment expenses as well as in various
state and local taxes.

The limited partners' interest in the earnings of PMT was $1.2 million for the period January 1, 2000 through November 13, 2000, the date
of the sale of PMT's net assets to us as part of our demutualization, compared to $2.1 million in 1999. A decline in the operating results of PMT,
and the corresponding decline in the limited partners' interest in the earnings of PMT in 2000, was due to higher operating costs associated with
electronic trading. The fact that PMT operated for less than a full year also reduced its profits compared to 1999. The impact of these factors was
partially offset by an increase in the net income of GFX in 2000, a portion of which was allocated to PMT.

Income Tax Provision

A benefit for income taxes of $3.3 million was recorded for the twelve months ended December 31, 2000 as a result of operating losses
during this period. The effective income tax rate for the period was 36.1%. The benefit will be realized through a tax loss carryback to offset a
prior year's taxable income.
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Quarterly Results of Operations

Quarterly results have varied significantly as a result of the following:
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trading volume;

changes in and limits and volume discounts on fees;

one-time expenses, such as those relating to demutualization and the patent litigation settlement;

changes in our business strategy and fee structure as a result of our conversion from a non-profit into a for-profit

corporation;

stock-based compensation expense resulting from stock options granted to our CEO;

amount and timing of capital expenditures; and

growth in GLOBEX.

The following tables set forth certain unaudited consolidated quarterly income statement data, both in dollar amounts and as a percentage of
net revenues for the 11 quarters ended September 30, 2002. In our opinion, this unaudited information has been prepared on substantially the
same basis as the financial statements appearing elsewhere in this prospectus and includes all adjustments (consisting of normal recurring
adjustments) necessary to present fairly the unaudited quarterly data. The unaudited quarterly data should be read together with the financial
statements and related notes included elsewhere in this prospectus. The results for any quarter are not necessarily indicative of results for any

future period.

Revenues:

Clearing and transaction fees
Quotation data fees

GLOBEX access fees
Communication fees

Investment income

Securities lending interest income
Other

Total revenues
Securities lending interest
expense

Net revenues

Expenses:

Salaries and benefits
Stock-based compensation
Occupancy

Professional fees, outside services
and licenses

Communications and computer
and software maintenance
Depreciation and amortization
Patent litigation settlement
Public relations and promotion
Other

Quarter Ended
Mar. 31, June 30, Sept.30, Dec.31, Mar.31, June30, Sept.30, Dec.31, Mar.31, June 30, Sept.30,
2000 2000 2000 2000 2001 2001 2001 2001 2002 2002 2002
(in thousands, except per share amounts)
$40,046  $35,643 $32,282 $48,678 $70,938 $68,266 $72,690 $80,565 $77.885 $84,274  $99,255
9,883 8,568 9,028 8,806 10,225 13,582 12,003 12,440 12,465 11,925 12,117
701 918 1,109 1,243 2,347 3,557 3,004 3,079 3,130 3,278 3,362
2,242 2,403 2,442 2,304 2,256 2,350 2,299 2,425 2,405 2,506 2,453
2,148 2,236 2,296 3,056 2,573 2,496 1,727 2,160 1,617 1,304 3,177
605 6,885 3,254 3,514 6,275 4913
2,569 2,560 2,324 3,067 3,831 4411 3,252 3,410 3,053 3,518 4,372
57,589 52,328 49,481 67,154 92,170 95,267 101,860 107,333 104,069 113,080 129,649
(569) (6,531) (2,377)  (2977) (5,548) (4,484)
57,589 52,328 49,481 67,154 92,170 94,698 95,329 104,956 101,092 107,532 125,165
26,724 22,153 22,290 22,899 25,059 25,147 28,132 26,889 29,227 28,349 27,646
1,521 957 (370) (1,075 3,473 4,394 (1,224) 10,996 (5,191) 4,383 6,556
5,022 5,106 4,874 4,627 5,257 4,796 5,092 5,275 5,781 5,308 5,881
5,858 4,702 4,823 7,748 6,018 5,538 6,816 8917 7,261 8,377 9,109
9,417 10,675 11,147 10,681 9,988 10,141 11,236 12,233 10,308 11,325 12,183
8,302 8,294 8,622 8,271 8,388 9,146 9,245 10,360 10,814 12,337 12,353
13,695
1,120 942 1,397 1,760 581 788 2,055 2,902 1,563 1,354 1,481
3,445 6,064 2,815 3,824 2,990 3,631 4,035 3,994 3,429 5,007 4,005
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Quarter Ended
Total expenses 61,409 58,893 55,598 58,735 62,254 63,581 65,387 81,566 63,192 76,440 92,909
Income (loss) before limited
partners' interest in
(earnings)/loss of PMT and
income taxes (3,820)  (6,565)  (6,117) 8,419 29,916 31,117 29,942 23,390 37,900 31,092 32,256
Limited partners' interest in
(earnings)/loss of PMT (988) (194) 21 4)
Income tax (provision) benefit 1,924 2,703 2,438 (3,726) (11,975) (12,353) (12,166)  (9,569) (15,178) (12,150) (12,902)
Net income (loss) $(2,884) $(4,056) $(3,658) $4,689 $17,941 $18,7764 $17,776 $13,821  $22,722 $18,942  $19,354

Earnings (loss) per share:(1)
Basic $ 0.10) $ 0.14) $ 0.13)$ 016 $ 062 % 065% 062$ 048 $ 079 % 066 $ 067

Diluted 0.16 0.62 0.64 0.60 0.46 076 $ 064 $ 0.65

)]
Earnings per share is presented as if the common stock issued on December 3, 2001 had been outstanding for all periods presented. Diluted loss per
share is not presented for the first three quarters of 2000 because shares issuable for stock options, which would be included as part of the calculation,
would have an anti-dilutive effect.
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Quarter Ended

Mar. 31, June 30, Sept.30, Dec.31, Mar.31, June30, Sept.30, Dec.31, Mar.31, June30, Sept.30,
2000 2000 2000 2000 2001 2001 2001 2001 2002 2002 2002

(as a percentage of net revenues)

Revenues:

Clearing and transaction

fees 69.5% 68.1% 65.3% 72.5% 77.0% 72.1% 76.3% 76.8% 77.0% 78.4% 79.3%

Quotation data fees 17.2 16.4 18.3 13.1 11.1 14.3 12.6 11.9 12.3 11.1 9.7

GLOBEX access fees 1.2 1.8 2.2 1.9 2.5 3.8 32 2.9 3.1 3.1 2.8

Communication fees 3.9 4.6 4.9 34 2.4 2.5 2.4 2.3 2.4 2.3 1.9

Investment income 3.7 4.3 4.6 4.6 2.8 2.6 1.8 2.1 1.6 1.2 2.5

Securities lending interest

income 0.6 7.2 3.1 3.5 5.8 3.9

Other 4.5 4.8 4.7 4.5 4.2 4.7 34 32 3.0 33 3.5
Total revenues 100.0 100.0 100.0 100.0 100.0 100.6 106.9 102.3 102.9 105.2 103.6

Securities lending interest

expense (0.6) (6.9) (2.3) 2.9) (5.2) (3.6)
Net revenues 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Expenses:

Salaries and benefits 46.4 423 45.0 34.1 27.2 26.6 29.6 25.6 28.9 26.4 22.1

Stock-based compensation 2.6 1.8 0.7) (1.6) 3.8 4.6 (1.3) 10.5 (5.1) 4.1 5.2

Occupancy 8.7 9.8 9.9 6.9 5.7 5.1 53 5.0 5.7 4.9 4.7

Professional fees, outside

services and licenses 10.2 9.0 9.8 11.6 6.5 5.8 7.1 8.5 7.2 7.8 7.3

16.4 20.4 22.5 15.9 10.8 10.7 11.8 11.7 10.2 10.5 9.7
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Quarter Ended

Communications and

computer and software

maintenance

Depreciation and

amortization 14.4 15.8 17.4 12.3 9.7 9.7 9.7 9.9 10.7 11.5 9.9
Patent litigation settlement 10.9
Public relations and

promotion 1.9 1.8 2.8 2.6 0.6 0.8 22 2.8 1.5 1.3 1.2
Other 6.0 11.6 5.7 5.7 33 3.8 42 3.8 3.4 4.7 32

Total expenses 106.6 112.5 112.4 87.5 67.6 67.1 68.6 71.8 62.5 71.2 74.2

Income (loss) before

limited partners' interest in

(earnings)/loss of PMT and

income taxes (6.6) (12.5) (12.4) 12.5 324 329 314 222 37.5 28.8 25.8
Limited partners' interest in

(earnings)/loss of PMT (1.7) 0.4)

Income tax (provision)

benefit 33 52 4.9 (5.5) (13.0) (13.0) (12.8) 9.1) (15.0) (11.3) (10.3)

Net income (loss) (5.00% (7.1)% (7.5)% 7.0% 19.4% 19.9% 18.6% 13.1% 22.5% 17.5% 15.5%

Although individual expense categories may vary, our total ongoing expenses, with the exception of stock-based compensation, have
proven to be relatively fixed in nature. During 2000, our professional fees also fluctuated as a result of our demutualization, which resulted in
$1.3 million of expense during the year and represented approximately $0.4 million of expense in each of the first three quarters of 2000. We do
not expect recurring expenses of this nature. We expect that salaries and benefits expense will continue to account for the largest portion of our
expenses. In addition, we expect that communications and computer and software maintenance expense will continue to increase in absolute
dollars as our electronic trading volume increases. We expect that occupancy expense; professional fees, outside services and licenses; and
public relations and promotions expense will remain relatively fixed.

We believe that our operating margins will also be affected by several factors including trading volume, the mix of fees generated from the
trading of different products, changes in our pricing policies, migration from open outcry to electronic trading, our ability to leverage capital
expenditures related to our electronic infrastructure and new product introductions. Our trading volume is directly affected by domestic and
international factors that are beyond our control, including economic, political and market conditions, broad trends in industry and finance,
changes in levels of trading activity, price levels and price volatility in the derivatives markets and in underlying fixed-income, equity, foreign
exchange and commodity markets, legislative and regulatory changes, competition, changes in government monetary policies, foreign exchange
rates, consolidation in our customer base or within our industry and inflation. Our business is also subject to seasonality. In the three years prior
to 2001, we experienced relatively higher volume during the first and second quarters, and we generally expect that the third quarter will have
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lower trading volume. This historical trend was not evident in 2001 or 2002 in part because of the volatility of interest rates and U.S. equities in
the third quarter of each of those years.

Due to all of the foregoing factors, period-to-period comparisons of our revenues, expenses and operating results are not necessarily
meaningful, and these comparisons cannot be relied upon as indicators of future performance. Also, with the exception of the most recent seven
quarters, all of our results reflect operating as a mutual not-for-profit corporation.

Liquidity and Capital Resources

Cash and cash equivalents totaled $197.2 million at September 30, 2002 compared to $69.1 million at December 31, 2001 and
$30.7 million at December 31, 2000. The $128.1 million increase from December 31, 2001 to September 30, 2002 resulted primarily from the
change in our investment policy to convert our marketable securities to more short-term investments. Our revised investment policy,
implemented in the third quarter of 2002, allows us to invest in institutional money market funds with a fund balance over $1.0 billion and
certain U.S. Treasury and Government agency securities, provided these securities will mature at par value within seven days of purchase. This

52



Edgar Filing: CHICAGO MERCANTILE EXCHANGE HOLDINGS INC - Form 424B1

new policy resulted in a $128.3 million increase in the balances invested in money market funds and securities that are treated as cash
equivalents. In addition, our operations for the nine months ended September 30, 2002 contributed to the increase in cash and cash equivalents
since December 31, 2001. Partially offsetting these increases was the June 28, 2002 payment of a $17.3 million dividend to owners of our
common stock. In addition, during the first nine months of 2002, the payment of certain short-term liabilities required the use of cash and is
reflected on the consolidated balance sheets as a reduction in accounts payable during the same time period. The increase from December 31,
2000 to December 31, 2001 resulted primarily from improved operating performance. In addition, at December 31, 2001, a larger portion of our
marketable securities were held in short-term instruments, and considered to be a cash equivalent, when compared to December 31, 2000.
During 2000 and 2001, the balance retained in cash and cash equivalents was a function of anticipated or possible short-term cash needs,
prevailing interest rates and alternative investment choices.

Other current assets readily convertible into cash include marketable securities as well as accounts receivable. When combined with cash
and cash equivalents, these assets represented 62.7% of our total assets at September 30, 2002, excluding cash performance bonds and security
deposits and investment of securities lending proceeds, compared to 60.9% at December 31, 2001 and 45.9% at December 31, 2000. The
increase at September 30, 2002 compared to year-end 2001 resulted primarily from cash generated by operations during the nine months ended
September 30, 2002 that was partially offset by purchases of capital assets and the dividend payment. The improvement in 2001 is a result of
improved operating results that increased cash, receivables and marketable securities from year-end 2000 levels. Cash performance bonds and
security deposits, as well as investment of securities lending proceeds, are excluded from total assets and total liabilities for purposes of this
comparison.

Each clearing firm is required to deposit and maintain a specified performance bond based on the number of open contracts at the end of
each trading day. Performance bond requirements can be satisfied with cash, U.S. Government securities, bank letters of credit or other approved
investments. Cash performance bonds and security deposits are included in our consolidated balance sheets and fluctuate due to the investment
choices available to clearing firms and the change in the amount of deposits required. Our securities lending transactions utilize a portion of the
securities that clearing firms have deposited to satisfy their proprietary performance bond requirements. The balance in our securities lending
activity fluctuates based on the amount of securities that clearing firms have deposited and the demand for securities lending activity in the
particular securities available to us. As a result of these factors, the balances in cash performance bonds and security deposits as well as the
balances in our securities lending program may fluctuate significantly over time. In general, the balance of cash performance bonds and security
deposits has increased in recent years. Our securities lending program began in June 2001. Since
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that time, our securities lending balances have, as of the end of each quarter, ranged from a low of approximately $131 million at September 30,
2001 to a high of $882.6 million at December 31, 2001.

Cash performance bonds and security deposits and securities lending proceeds consisted of the following at December 31, 2001 and
September 30, 2002:

December 31, September 30,
2001 2002

(in thousands)

Cash Performance Bonds $ 848,391 $ 1,913,180
Cash Security Deposits 6,836 6,853
Total Cash Performance Bonds and Security Deposits $ 855,227 $ 1,920,033
Proceeds from Securities Lending and Payable Under Securities Lending Agreements 882,555 554,870
Total $ 1,737,782  $ 2,474,903

As discussed above, clearing firms may also deposit U.S. Government securities and other approved investments, including deposits in our
IEF program, to satisfy their performance bond and security deposit requirements. With the exception of the portion of securities deposited that
are utilized in our securities lending program, assets of this nature are not included on our consolidated balance sheets. We are required under
the Commodity Exchange Act to segregate cash and securities deposited by clearing firms on behalf of customers. In addition, our exchange
rules require a segregation of all funds and securities deposited by clearing firms from exchange operating funds and securities. As with cash
performance bonds and security deposits, these balances will fluctuate due to the investment choices available to clearing firms and the change
in the amount of total deposits required. Securities, at fair market value, and IEF deposits consisted of the following at December 31, 2001 and
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September 30, 2002:

December 31, September 30,
2001 2002

(in thousands)

Securities and IEF Funds for:

Performance Bonds $ 27,208,994 $ 26,467,515
Security Deposits 694,323 852,299
Cross-margin Securities Held Jointly with Options Clearing Corporation 422,996 348,043
Total $ 28,326,313 § 27,667,857

Historically, we have met our funding requirements from operations. Net cash provided by operating activities was $101.6 million for the
nine months ended September 30, 2002 compared to $77.4 million for the nine months ended September 30, 2001, an increase of $24.2 million.
This increase resulted primarily from the increase in net income and increases in non-cash items, such as depreciation and the loss on our
investment in OneChicago, as well as reduced growth in our accounts receivable during the first nine months of 2002. Partially offsetting these
increases was the utilization of cash to achieve a $7.1 million reduction in accounts payable from September 30, 2001 to September 30, 2002.
Net cash provided by operating activities was $120.6 million for 2001 and $33.0 million for 2000. The cash provided by operations increased in
2001 as a result of our improved operating results. The increase in net cash provided by operating activities exceeded our net income in 2001
primarily as a result of increases in non-cash expenses, such as depreciation and stock-based compensation, that do not adversely impact our
cash flow. Stock-based compensation totaled $17.6 million in 2001, compared to $1.0 million in 2000.

Cash provided by investing activities was $48.1 million for the nine months ended September 30, 2002 compared to cash used in investing
activities of $48.3 million for the nine months ended September 30, 2001. The increase of $96.4 million is primarily due to the $119.8 million of

proceeds received from the sale
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of marketable securities in excess of purchases of marketable securities as a result of the change in our investment policy to convert marketable
securities to short-term investments that are considered cash equivalents. Cash used to acquire property and software increased $20.3 million,
from $22.2 million for the first nine months of 2001 to $42.5 million for the same time period in 2002. Purchases of software and equipment in
the first nine months of 2002 included $11.6 million for our remote data center, which became operational in September 2002, and $5.3 million
to accommodate trading in single stock futures. An additional investment in OneChicago of $3.1 million was made in the first nine months of
2002. We continue to fund capital expenditures from current operating funds.

For the year ended December 31, 2001, net cash used in investing activities was $78.2 million, compared to $13.0 million for 2000. As a
result of our improved operating results in 2001, purchases of marketable securities that required the use of cash exceeded sales and maturities
by $46.5 million. This is in contrast to 2000, when sales and maturities of our marketable securities that generated cash exceeded purchases by
$16.4 million. In addition, in 2001, purchases of property increased $5.1 million when compared to 2000. In 2000, cash used in investing
activities was increased by the $4.2 million payment to the limited partners of PMT to complete the purchase of PMT.

Cash used in financing activities was $21.6 million for the nine months ended September 30, 2002 and $2.8 million for the nine months
ended September 30, 2001. The 2002 increase resulted from a cash dividend of $0.60 per share on Class A and Class B shares of common stock
that was declared by our board of directors on June 4, 2002 for shareholders of record on June 17, 2002. The dividend was paid on June 28, 2002
and totaled $17.3 million. In addition, cash used in financing activities for both periods includes regularly scheduled payments on long-term debt
related to our capital lease obligations. Net cash used in financing activities was $3.9 million for 2001 and $3.6 million for 2000, representing
scheduled payments on capital leases.

We intend to pay regular quarterly dividends to our shareholders beginning in the first quarter of 2003. The annual dividend target will be
approximately 20% of prior year's cash earnings. The decision to pay a dividend, however, remains within the discretion of our board of
directors and may be affected by various factors, including our earnings, financial condition, capital requirements, level of indebtedness and
other considerations our board of directors deems relevant.
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We maintain a $500.0 million line of credit with a consortium of banks to be used in certain situations, such as a disruption in the domestic
payments system that would delay settlement between our exchange and our clearing firms or in the event of a clearing firm default. The line of
credit has never been utilized. On October 18, 2002, at the annual renewal date, the line of credit was renewed for the same amount and with
substantially the same terms. The credit agreement continues to be collateralized by clearing firm security deposits held by us in the form of U.S.
Treasury or agency securities, as well as security deposit funds in IEF2.

In addition, as of September 30, 2002, we were contingently liable on irrevocable letters of credit totaling $68.0 million in connection with
our mutual offset system with Singapore Derivatives Exchange. We also guarantee the principal for funds invested in the first IEF facility, which
had a balance of $471.2 million as of September 30, 2002.

On August 26, 2002, the lawsuit relating to Wagner patent 4,903,201 entitled "Automated Futures Trade Exchange" was settled for
$15.0 million. The settlement required an initial payment of $5.0 million in September 2002 and requires five subsequent annual payments of
$2.0 million each beginning in August 2003. The entire expense related to this settlement was recognized in the third quarter of 2002, at its
present value of $13.7 million.
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Capital expenditures, which includes expenditures for purchased and internally developed software as well as equipment acquired utilizing
capital leases, have varied significantly from 1999 through the first nine months of 2002, as demonstrated in the table below:

Nine Months Ended
Year Ended December 31, September 30,
1999 2000 2001 2001 2002

(in millions, except percentages)

Total Capital Expenditures $ 632 $§ 271 $ 365 $ 211 $ 431
Technology 50.8 21.6 323 18.7 39.0
Percent for Technology 80.2% 79.9% 88.3% 88.3% 90.4%

This highlights our commitment to continual enhancements to the technology we employ. The significant expenditures in 1999 included
$31.2 million for additional equipment and upgrades to our data center, expenditures for hardware and software required for year 2000
compliance and an improvement to our back-up recovery capabilities. Capital expenditures in 1999 also were made in connection with an
upgrade to GLOBEX, which represented a significant portion of the $15.3 million of capitalized costs for staff and consultants who completed
work on internally developed software. In 2001, capital expenditures for technology included $13.9 million for purchased and internally
developed software, as well as $17.3 million in equipment purchases for our data centers. These purchases were attributable primarily to
increased capacity requirements of our electronic platform as a result of increased trading volume. This necessitated increased equipment and
software licenses. Continued capital expenditures for technology are anticipated as our electronic trading platform is expanded and we continue
to improve the technology utilized as part of our open outcry facilities.

Other than technology, significant expenditures in 1999 include an upgrade to our telecommunications systems at a cost of $2.4 million and
exchange-wide purchases that were required in anticipation of the new millennium. Each year capital expenditures are also incurred for
improvements to our trading floor facilities, offices, telecommunications capabilities and other operating equipment.

If operations do not provide sufficient funds to complete capital expenditures, our marketable securities or short-term investments can be
reduced to provide the needed funds or assets can be acquired through capital leases.

We expect to use our available cash, combined with the proceeds from this offering and cash anticipated to be available from future
operations, primarily for general corporate purposes. We believe these funds will enable us to meet our working capital requirements for the
foreseeable future. We may also use a portion of our available cash to acquire or invest in technologies or business ventures or products that are
complementary to our business. We have not determined the amounts we plan to spend on any of the uses described above or the timing of these
expenditures. Our future liquidity and capital requirements will depend on numerous factors, including product development, new business
opportunities and the development and maintenance of our technology systems. If capital requirements vary materially from those currently
planned, we may require additional financing sooner than anticipated. Any additional equity financing may be dilutive to our stockholders and
debt financing, if available, may involve restrictive covenants with respect to dividends, raising capital and other financial and operational
matters that could restrict our operations.
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Quantitative and Qualitative Disclosures About Market Risk

Market risk represents interest rate risk relating to the marketable securities that are available for sale, as well as derivatives trading risk
associated with GFX. With respect to interest rate risk, a change in market interest rates would impact interest income from temporary cash
investments, cash performance bonds and security deposits, variable rate marketable securities and new purchases of marketable
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securities. Changes in market interest rates also would have an effect on the fair value of marketable securities. However, as a result of our new
investment policy that was effective in the third quarter of 2002, we invest only in cash equivalents comprised primarily of money market
mutual funds and obligations of the U.S. Government and its agencies with maturities of seven days or less. Prior to the recent change in our
investment policy, we monitored interest rate risk by completing regular reviews of our marketable securities portfolio and its sensitivity to
changes in the general level of interest rates, commonly referred to as a portfolio's duration. We controlled the duration of the portfolio primarily
through the purchase of individual marketable securities having a duration consistent with our overall investment policy. In addition, under our
prior investment policy, we would generally hold marketable securities to maturity, which acted as a further mitigating factor with respect to
interest rate risk. GFX engages in the purchase and sale of our foreign exchange futures contracts to promote liquidity in our products and
subsequently enters into offsetting transactions using futures contracts or spot foreign exchange transactions to limit market risk. Any potential
impact on earnings from a change in foreign exchange rates would not be significant. Net position limits are established for each trader and
currently amount to $12.0 million in aggregate notional value.

Interest Rate Risk

Interest income from marketable securities, temporary cash investments, cash performance bonds and security deposits was $4.5 million in
the first nine months of 2002. Our marketable securities experienced net realized and unrealized gains of $2.2 million in the nine months ended
September 30, 2002 compared to net realized and unrealized gains of $1.4 million in the nine months ended September 30, 2001. At
September 30, 2002, our marketable securities included one variable rate security for $0.1 million maturing in October 2002. As a result of a
change in our investment policy, marketable securities previously owned were sold during the third quarter of 2002. The proceeds from the sale
of these securities have been invested in other short-term liquid investments, primarily an institutional money market mutual fund and U.S.
Government agency securities that mature within seven days of purchase. Interest income from marketable securities, temporary cash
investments and cash performance bonds and security deposits was $8.9 million in 2001. Net realized and unrealized gains (losses) from our
marketable securities totaled $0.7 million in 2001, $0.6 million in 2000 and ($1.4) million in 1999.

Derivatives Trading Risk

At September 30, 2002, GFX held futures positions with a notional value of $67.5 million, offset by a similar amount of spot foreign
exchange positions. All positions are marked to market through a charge or credit to other revenue on a daily basis. Net trading gains were
$2.3 million for the nine months ended September 30, 2002 and $3.3 million for the nine months ended September 30, 2001.

At December 31, 2001, futures positions held by GFX had a notional value of $102.3 million, offset by a similar amount of spot foreign
exchange positions, resulting in a zero net position. Net trading gains were $3.8 million in 2001, $4.4 million in 2000 and $2.4 million in 1999.

Accounting Matters
Recent Accounting Pronouncements

At this time, we do not believe that any recently issued accounting standards which require adoption in the future will have a material
impact on our financial condition or operating results. However, on October 4, 2002 the Financial Accounting Standards Board (FASB) issued
an Exposure Draft "Accounting for Stock Based Compensation Transition and Disclosure" that would amend SFAS No. 123, "Accounting for
Stock Based Compensation." Currently, we account for stock options in accordance with APB Opinion No. 25, "Accounting for Stock Issued to
Employees" and related interpretations, and accordingly, variable accounting is required for our CEO's option. If the Exposure Draft is adopted
by the FASB as it is
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currently written and this offering is completed, we intend to adopt SFAS No. 123. We believe that adoption of SFAS No. 123 would result in
the application of the fair value method of accounting for our CEO's option and would result in a fixed expense for this option, instead of the
current variable expense.

Change in Independent Public Accountants

On May 15, 2002, our board of directors adopted the recommendation of its audit committee that Arthur Andersen LLP be dismissed as our
independent public accountants. Effective May 15, 2002, the board of directors, based upon a recommendation of its audit committee, retained
Ernst & Young LLP as the independent public accountants to audit our consolidated financial statements for the year ending December 31,
2002, as well as each of the three years in the period ended December 31, 2001.

During the two most recent fiscal years ended December 31, 2001, and through May 15, 2002, there were no disagreements between us and
Arthur Andersen on any matter of accounting principles, financial statement disclosure or auditing scope or procedure which, if not resolved to
Arthur Andersen's satisfaction, would have caused Arthur Andersen to make reference to the matter of the disagreement in connection with their
reports. The audit reports of Arthur Andersen on our consolidated financial statements as of and for the years ended December 31, 2001 and
2000 did not contain any adverse opinion or disclaimer of opinion, nor were these opinions qualified or modified as to uncertainty, audit scope
or accounting principles.

During our two most recent fiscal years ended December 31, 2001, and through May 15, 2002, there were no reportable events as defined
in Item 304(a)(1)(v) of Regulation S-K.

During our two most recent fiscal years ended December 31, 2001, and during the interim period through May 15, 2002, we did not consult
with Ernst & Young LLP regarding any of the matters or events set forth in Item 304(a)(2)(i) and (ii) of Regulation S-K.
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INDUSTRY OVERVIEW
Introduction

A futures contract is a derivatives product that provides the means for hedging, speculation and asset allocation and is used in nearly all
sectors of the global economy. Those who trade futures essentially trade contracts to buy or sell an underlying commodity or financial
instrument at a specific date in the future usually within a few months or less. Futures contracts are generally traded through a centralized auction
or computerized matching process, with all bids and offers on each contract made public. Through this process, a prevailing market price is
reached for each contract, based primarily on the laws of supply and demand. Futures markets are rarely used to actually buy or sell the physical
commodity or financial instrument being traded. Rather, they are used for price estimation, risk management and, for some people, investment
and profit.

Dating back to the 1800s, futures initially were developed to help agricultural producers and commercial users manage the price risks they
faced as a result of the various factors that affect the supply of, and demand for, crops. The futures industry still serves those markets, but has
broadened beyond its agricultural origins. Today, for example, futures serve as risk management tools related to interest rates, government and
other securities, stock indexes, foreign exchange and non-agricultural as well as agricultural commodities. The customer base includes
professional traders, financial institutions, institutional and individual investors, as well as major corporations, manufacturers, producers,
supranational entities and governments.

Notwithstanding the rapid growth and diversification of futures markets, their primary purpose remains the same to provide an efficient
mechanism for the management of price risks. Futures markets attract two kinds of market participants: hedgers, or those who seek to minimize
and manage price risk, and speculators, or those who are willing to take on risk in the hope of making a profit. By buying and selling futures
contracts, hedgers seek to protect themselves from adverse price changes. For example, a producer hedger wants to transfer the risk that prices
will decline by the time a sale is made. By contrast, a consumer hedger wants to transfer the risk that prices will increase before a purchase is
made. Speculators buy when they anticipate rising prices and sell when they anticipate declining prices. The interaction of hedgers and
speculators helps to provide active, liquid and competitive markets. Other market participants utilize futures as a method of asset allocation and
a means to achieve greater diversification and a potentially higher overall rate of return on their investments. These market participants attempt
to assure that at least a portion of their investment portfolio is allocated to an asset class that has the potential to perform well when other
portions of the portfolio are underperforming.
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A futures contract is different from a share of stock, or equity, that is traded on a stock exchange. A share of stock represents an ownership
interest in a corporation. A futures contract does not itself represent a direct interest in an underlying commodity or financial instrument. Rather,
it is an agreement between a buyer and a seller to consummate a transaction in that commodity or financial instrument at a predetermined time in
the future at a price agreed on today. One of the main attractions of futures is the leverage they provide. With relatively little initial outlay,
usually just a small percentage of the contract's value, buyers and sellers are able to participate in the price movement of the full contract. As a
result, the leverage can lead to substantial returns on the original investment. However, it can also lead to substantial losses. The risks associated
with futures can be significant.

Industry Growth

According to the Futures Industry Association, the total number of futures contracts traded worldwide on reporting futures exchanges grew
from approximately 475 million in 1990 to approximately 1.8 billion in 2001, representing a compound annual growth rate of approximately
13%. In the United States, the total number of futures contracts traded on futures exchanges increased from approximately 277 million in 1990
to approximately 629 million in 2001. In Europe, the total number of futures contracts traded on futures
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exchanges grew from approximately 76 million in 1990 to approximately 778 million in 2001, and in Asia this number grew from 109 million in
1990 to 241 million in 2001.

The substantial recent growth in global futures trading volume is attributable to a number of factors. Increasing awareness of the
importance of risk management has significantly expanded the demand for risk management tools in all economic sectors. Greater price
volatility in key market sectors, such as in the fixed-income sector, has increased the need for these tools. Greater access to futures markets
through technological innovation and the relaxation of regulatory barriers has also expanded the market reach of futures exchanges and the
customer base for these products. Growing awareness of the opportunities to obtain or hedge market exposure through the use of futures
contracts at a lower cost than the cost of obtaining or hedging comparable market exposure by purchasing or selling the underlying financial
instrument or commodity has also contributed to increased customer interest in the use of futures contracts.

At year-end 2001, there were 52 futures exchanges located in 27 countries, including nine futures exchanges in the United States. Major
futures exchanges in the United States include us, CBOT, NYMEX and the New York Board of Trade. Major futures exchanges outside the
United States include Eurex, which is a part of Deutsche Borse Group and the Swiss Exchange; Euronext N.V., which recently acquired a
controlling interest in the London International Financial Futures and Options Exchange, or LIFFE, and announced plans to integrate their
derivatives markets; Mercado Oficial de Futuros y Opciones Financieros in Spain, or MEFF; Singapore Derivatives Exchange; and the Tokyo
Stock Exchange.

Methods of Trading

Trading in futures products at futures exchanges has traditionally occurred primarily on physical trading floors in arenas called "pits"
through an auction process known as "open outcry". Open outcry trading is face-to-face trading, with each trader serving as his or her own
auctioneer. The traders stand in the pit and make bids and offers to one another, via shouting or flashed hand signals, to buy and sell contracts.
Only members owning or leasing a seat on the exchange may trade in the pit, and orders from individual and institutional traders are sent to
these members on the trading floor, usually through a broker. The rules of many exchanges also permit block trading, which involves the private
negotiation of large purchases and sales away from the trading floor, but which are settled and cleared through the exchange's clearing facilities.
Futures exchanges also offer privately negotiated exchange-for-physical, or EFP, transactions and exchange basis facility, or EBF, transactions.
An EFP transaction is a privately negotiated and simultaneous exchange of a futures position for a corresponding cash position, outside of the
public auction market, in the context of a non-interest rate contract. An EBF is essentially an EFP trade that is transacted in the context of
interest rate contracts. EFPs and EBFs are also sometimes referred to as "cash for futures transactions."

In order to expand access to their markets, most futures exchanges, either exclusively or in combination with open outcry trading facilities,
provide electronic trading platforms that allow subscribing customers to obtain real-time information about bid and ask prices and trading
volume and enter orders directly into the platform's centralized order book, subject to the agreement of a clearing firm to accept responsibility
for clearing resulting transactions on behalf of the customer. The emergence of electronic trading has been enabled by the ongoing development
of sophisticated electronic order routing and matching systems, as well as advances in communications networks and protocols. Examples of
electronic trading platforms include the GLOBEX system, the a/c/e platform, LIFFE Connect and the eSpeed platform, which supports the
Cantor Exchange.

Liquidity of Markets
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Liquidity of markets is a key component to attracting customers and ensuring the success of a market. Liquidity is important because it
means a contract is easy to buy or sell quickly with minimal price
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disturbance. Liquidity is a function of the number of participants making a market or otherwise trading in a contract, the size, or notional value,
of the positions participants are willing to accommodate and the prevailing spread between the levels at which bids and offers are quoted for the
relevant contract. As a result, the volume of contracts or transactions executed on an exchange is a widely recognized indicator of liquidity on
the exchange. Volume is stated in round turn trades, which represent matched buy and sell orders. In addition, the daily total of positions
outstanding on an exchange, or open interest, and notional values of contracts traded are widely recognized indicators of the level of customer
interest in a specific contract.

A neutral, transparent and relatively anonymous trading environment, as well as a reputation for market integrity, are critical to the
establishment and maintenance of a liquid market. In addition, a successful exchange must provide cost-effective execution and have access to
an advanced technology infrastructure that enables reliable and efficient trade execution as well as dependable clearing and settlement
capabilities.

Clearing and Settlement

Transactions executed on futures exchanges are settled through an entity called a clearing house that acts as a central counterparty to the
clearing firm on each side of the transaction. When a futures transaction has been executed in the pit or on an electronic platform and matched,
the clearing house facilitates the consummation of the transaction by substituting itself as the counterparty to both the clearing firm that is or
represents the buyer and the clearing firm that is or represents the seller in the transaction. By interposing itself between two transacting parties,
a clearing house guarantees the contractual obligations of the transaction. A clearing house also can provide clearing services for transactions
that occur outside the pit or electronic platform, such as block trades, EFPs and EBFs.

The measures used to evaluate the strength and efficiency of a clearing house include the number of transactions that are processed per day,
the amount of settlement payments that are handled per day and the amount of collateral deposits managed by the clearing house. The major
clearing houses for futures products include the CME Clearing House, which we own, the Board of Trade Clearing Corporation, the London
Clearing House, Eurex Clearing AG, Singapore Exchange Derivatives Clearing Limited and Clearnet.

Trends in the Industry

Globalization, deregulation and recent advances in technology are changing the way both the futures and broader commodities and
financial exchange markets operate.

Globalization. In recent years, the world's financial markets, as well as the exchanges and marketplaces that serve them, have experienced
an accelerating pace of globalization. The emphasis on greater geographic diversification of investments, investment opportunities in emerging
markets and expanded cross-border commercial activities are leading to increasing levels of cross-border trading and capital movements. In
response to these trends, financial exchanges within particular geographic regions, notably in Europe, are both expanding access to their markets
across borders and consolidating.

Deregulation. Deregulation of the financial services industry in the United States, Europe and Asia has increased customer access to
products and markets, reduced regulatory barriers to product innovation and encouraged consolidation.

United States. Many regulatory barriers to product development were largely repealed by the enactment of the Commodity
Futures Modernization Act in the United States. The adoption of the Commodity Futures Modernization Act creates a more
flexible regulatory framework for exchanges, clearing houses and other financial institutions. Among other developments,
the Commodity Futures Modernization Act authorized the trading of new products, such as futures
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contracts on individual stocks and narrow-based stock indexes, which were prohibited under prior law. The Commodity
Futures Modernization Act also enabled regulated exchanges to self-certify new contracts and rules, without the delays
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occasioned by regulatory review and approval, permitting quicker product launch and modification.

Europe and Asia. We believe deregulation and competition will continue to pressure European exchanges to consolidate
across borders to gain operating efficiencies necessary to compete for customers and intermediaries. We also believe there
will be continued efforts in Europe and Asia to consolidate cash markets (or markets that directly trade financial instruments,
such as securities, or commodities on a current or forward basis) and derivatives markets on single exchange platforms.
Singapore Derivatives Exchange, the Tokyo Stock Exchange, Deutsche Borse Group, which owns a controlling interest in
Eurex, and Euronext N.V. are major securities exchanges in addition to being futures exchanges, highlighting the growing
convergence between cash and derivatives markets. Euronext N.V., which resulted from the merger of the Amsterdam
Exchanges N.V., Paris BourseSBF SA and Societe de la Bourse de Valeurs Mobilieres de Bruxelles S.A. (the Brussels
Exchange), has recently acquired a controlling interest in LIFFE and announced plans to integrate their derivatives markets.

Technological Advances. Technological advances have led both to the decentralization of exchanges and the introduction of alternative
trading systems, or ATSs.

Decentralization. Exchanges are no longer required to operate in specific geographic locations, and customers no longer
need to act through local financial services intermediaries in some markets. Market participants around the world are now
able to trade certain products nearly 24 hours a day through electronic platforms.

ATSs. Advances in electronic trading technology have also led to the emergence of ATSs. These systems bring together the
orders of buyers and sellers of financial instruments and have the capacity both to route orders to exchanges as well as to
internalize customer order flow within their own order book. ATSs have not yet emerged, however, in the U.S. futures
markets, although a number of successful electronic trading systems offering financial derivatives that are economically
similar to futures contracts operate today, particularly in the foreign exchange and fixed-income markets. It is not yet clear
how these trading systems will continue to evolve in and outside the United States.
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BUSINESS
Overview

We are the largest futures exchange in the United States and the second largest exchange in the world for the trading of futures and options
on futures, as measured by 2001 annual trading volume. In 2001, our customers traded futures and options on futures contracts with a notional
dollar value of $293.9 trillion, making us the world's largest exchange by this measure. We also have the largest futures and options on futures
open interest of any exchange in the world. As of November 15, 2002, our open interest record was 23.2 million contracts, set on November 14,
2002.

We bring together buyers and sellers of derivatives products on our open outcry trading floors, on the GLOBEX electronic trading platform
and through privately negotiated transactions that we clear. We offer market participants the opportunity to trade futures contracts and options
on futures on interest rates, stock indexes, foreign exchange and commodities. Our key products include Eurodollar contracts and contracts
based on major U.S. stock indexes, including the S&P 500 and the Nasdag-100. We also offer foreign exchange contracts for the principal
foreign currencies and contracts for a number of commodity products, including cattle, hogs and dairy. We believe several of our key products
serve as global financial benchmarks. Our Eurodollar contract provides a benchmark for measuring the relative value of
U.S. dollar-denominated, short-term fixed-income securities. Similarly, our S&P 500 Index and Nasdaqg-100 Index contracts are closely linked to
the benchmark indexes for U.S. equity performance.

Our products provide a means for hedging, speculation and asset allocation relating to the risks associated with interest rate sensitive
instruments, equity ownership, changes in the value of foreign currency and changes in the prices of commodity products. Our customer base
includes professional traders, financial institutions, institutional and individual investors and major corporations, manufacturers, producers,
supranational entities and governments.
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We own our clearing house and are able to guarantee, clear and settle every contract traded through our exchange. During the first nine
months of 2002, we processed an average of more than 553,000 clearing transactions per day. We currently have the capacity to clear more than
1.5 million transactions per day. Our systems are scalable and give us the ability to substantially increase our capacity with very little lead time.
As of September 30, 2002, we acted as custodian for approximately $27.7 billion in collateral. In the first nine months of 2002, we moved an
average of $1.7 billion of settlement funds through our clearing system each day. In addition, 40 exchanges and clearing organizations
worldwide have adopted our SPAN risk evaluation system. NYMEX and Euronext N.V. also use CLEARING 21, our state-of-the-art clearing
system, although we do not generate material revenue from the adoption of these systems by other exchanges.

We have a demonstrated history of innovation in our industry. In the 1960s, we introduced the first livestock futures contract that resulted
in the physical delivery of live cattle. In 1972, we introduced the world's first financial futures contracts when we launched seven foreign
exchange futures contracts. That innovation fundamentally changed the nature and scope of futures markets, transforming them from agricultural
hedging mechanisms to hedging and risk management markets applied to financial instruments and financial risks. We also developed the first
cash-settled futures in 1981 with the introduction of Eurodollar futures, which is now the world's most actively traded futures contract. Cash
settlement also enabled us to introduce in 1982 the first successful stock index futures contract, the S&P 500 futures. In 1987, we pioneered the
concept of global electronic trading of derivatives contracts, and we subsequently launched the GLOBEX platform in 1992. Today, most of our
products trade electronically in addition to on our open outcry trading floors. In 1997, we introduced the first of our E-mini stock index products,
which are smaller sized electronically traded versions of our successful benchmark stock index futures contracts.
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CME was founded in 1898 as a not-for-profit corporation. In November 2000, we became the first U.S. financial exchange to demutualize
and become a shareholder-owned corporation. As a consequence, we have adopted a for-profit approach to our business, including strategic
initiatives aimed at optimizing volume, efficiency and liquidity. We posted record trading volume of more than 411.7 million contracts in 2001,
an increase of 78.1% over 2000, which was previously our busiest year. During the first nine months of 2002, we posted trading volume of more
than 413.8 million contracts, an increase of 40.0% over the same period in 2001.

We devote substantial resources to introducing new products based on new markets or securities. For example, last year we formed
OneChicago, our joint venture with CBOE and CBOT, to trade single stock futures and futures on narrow-based stock indexes. OneChicago
commenced its trading operations on November 8, 2002. We also recently entered into an agreement with NYMEX to introduce small-sized
versions of key NYMEX energy futures contracts for trading on our GLOBEX electronic trading platform. The products, based on our
successful E-mini stock index contracts, are called e-miNY energy futures and clear at the NYMEX clearing house.

Throughout our history, our members have conducted their trading through our open outcry trading facilities. The roots of our open outcry
trading extend to the late 1800s when the Chicago Butter and Egg Board established official quotations in butter, eggs, poultry and other farm
products. Membership gave the right to participate in the markets, in what was to become open outcry trading, and was expanded over the
decades to accommodate new traders in new commodities and financial products. As of September 30, 2002, open outcry represented
approximately 67% of our trading volume.

Trading on our open outcry trading floors is conducted exclusively by our members. Our certificate of incorporation includes a provision
requiring us to maintain open outcry floor trading on our exchange for a particular traded product as long as the open outcry market is "liquid."
The provisions of our certificate of incorporation require us to maintain a facility for conducting business, disseminating price information,
clearing and delivery and to provide reasonable financial support for technology, marketing and research for open outcry markets. Our certificate
of incorporation further provides specific tests as to whether an open outcry market will be deemed liquid, as measured on a quarterly basis. If a
market is deemed illiquid as a result of a failure to meet any of these tests, our board will determine whether or not that market will be closed.

Our members are individual traders, as well as most of the world's largest banks, brokerages and investment houses. Prior to the
introduction of our electronic trading platform, our members traded only on our open outcry trading floors. Today, our members are able to
conduct trading on our open outcry trading floors, electronically through the GLOBEX platform and through privately negotiated transactions.
Members who broker trades executed on our open outcry trading floors generally do not play a role in facilitating the execution of transactions
on behalf of customers on GLOBEX.

Prior to our demutualization, direct access to our markets, whether on our open outcry trading floors or through the GLOBEX platform, was
limited to members, and those with an exchange permit who met specified qualifications. In connection with our demutualization, we opened
access to our markets by allowing unlimited, direct access to the GLOBEX platform for all market participants. Today, any individual or
institutional customer guaranteed by a clearing firm is able to obtain direct access to the GLOBEX platform. We have further opened access to
our markets by expanding the range of member and non-member customer choices for alternative execution procedures, such as block trading
and privately negotiated EFP transactions. While our members benefit from market information advantages that may accrue from their proximity
to activity on the trading floors, as a result of the increased access to our markets, all market participants now have the ability to view bids and
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offers in the market. Generally, member customers are charged lower fees than our non-member customers. In the first nine months of 2002, our
members were responsible for approximately 78% of our total trading volume.
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As a result of our conversion into a for-profit corporation in the fall of 2000, individuals and entities who, at the time, owned trading
privileges on our exchange became the owners of all our outstanding equity. These individuals and entities continued to own substantially all of
our outstanding equity following our reorganization into a holding company structure in December 2001.

Competitive Strengths

We have established ourselves as a premier global marketplace for financial risk management. We believe our principal competitive
strengths are:

highly liquid markets;

global benchmark products;

diverse portfolio of products and services;

wholly owned clearing house;

proven and scalable technology; and

global reach.

Highly Liquid Markets. The liquidity in our markets is a key factor in attracting and retaining customers. We have the largest futures and
options on futures open interest of any exchange in the world. As of November 15, 2002, our open interest record was 23.2 million contracts, set
on November 14, 2002. Before 2001, our open interest record was 10.2 million positions set in 1998. During 2001, we posted record trading
volume of more than 411.7 million contracts, an increase of 78.1% over 2000, making us the most active exchange in the United States and the
second most active in the world for the trading of futures and options on futures during that period. During the first nine months of 2002, we
posted trading volume of more than 413.8 million contracts, an increase of 40.0% over the same period in 2001. By notional value, we are the
largest futures exchange in the world, with $293.9 trillion traded in 2001. Our deep and liquid markets tend to attract additional customers,
which in turn further enhances our liquidity.

Global Benchmark Products. We believe our key products serve as global benchmarks for valuing and pricing risk. Our Eurodollar
contract is increasingly referenced as the global benchmark for measuring the relative value of U.S. dollar-denominated short-term fixed-income
securities. Similarly, the S&P 500 and Nasdaq-100 indexes are considered primary tools for benchmarking investment performance against U.S.
equity market exposure. Our Eurodollar, S&P 500 and Nasdaqg-100 contracts, which are based on these benchmarks, are increasingly recognized
by our customers as efficient tools for managing and hedging their interest rate and equity market risks.

Diverse Portfolio of Products and Services. We differentiate ourselves from our competitors by developing and offering to our customers
a diverse array of products, as well as a broad range of trade execution and clearing services. We have a long history of developing innovative
interest rate, stock index, foreign exchange and commodity products designed to appeal to institutional and individual customers. We offer both
open outcry auction trading and electronic order-matching services, and we provide facilities to clear privately negotiated transactions. Our
markets provide important risk management tools to our customers, which include leading global and financial institutions around the world. We
work closely with our customers to create markets and products that meet their needs. These relationships help us to anticipate and lead industry
changes.

Wholly Owned Clearing House. We own our clearing house, which guarantees, clears and settles every contract traded through our
exchange. During the first nine months of 2002, we processed an average of more than 553,000 clearing transactions per day. We currently have
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the capacity to clear more than 1.5 million transactions per day, and our scalable systems give us the ability to further increase our capacity
substantially, with very little lead time. As of September 30, 2002, we acted as custodian for approximately
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$27.7 billion in collateral and, in the first nine months of 2002, moved an average of $1.7 billion of settlement funds through our clearing system
each day. We believe our performance guarantee is a major attraction of our markets, particularly compared to OTC markets, because it
substantially reduces counterparty risk. Our clearing system permits more efficient use of capital for our customers by allowing netting of long
and short positions in a single type of contract and providing risk offset and cross-margining arrangements with several other leading clearing
houses. In addition, ownership of our clearing house enables us to more quickly and efficiently bring new products to market through
coordination of our clearing functions with our product development, technology, market regulation, other risk management and additional
activities. Our current capacity ensures that we are able to service peak volumes, introduce new products with high volume potential and provide
clearing services to other exchanges in the future.

Proven and Scalable Technology. We believe our ability to use technology effectively has been a key factor in the successful
development of our business. As a result of significant investments in our technology asset base, we possess fast, reliable and fully integrated
trading and clearing systems. Our highly scalable systems are designed to accommodate additional products with relatively limited modifications
and low incremental costs. The core components of our system infrastructure for trading, clearing and risk management are becoming widely
adopted throughout the futures industry, resulting in common interfaces and efficiencies for intermediaries and customers. For example, our
SPAN risk evaluation system, which is used to determine the appropriate performance bond requirements for trading portfolios, has been
adopted by 40 exchanges and clearing organizations worldwide. In addition, CLEARING 21, our state-of-the-art clearing system, is being used
by NYMEX and Euronext N.V.

Global Reach. Globalization of financial markets is expanding the customer base for futures products beyond traditional boundaries. Our
electronic trading services, which are available approximately 23 hours a day and five days per week, position us to take advantage of this
development. We have established strategic relationships with other exchanges and clearing houses around the world to enable our customers to
gain further capital and execution efficiencies. Currently, we have or are developing strategic relationships with the leading exchanges and
clearing houses in Singapore, England, France, Spain, Japan and Korea. These relationships are intended to extend the market reach of our
global derivatives business. We received $5.6 million and $4.4 million in clearing and transaction fees from these relationships during the year
ended December 31, 2001 and the nine months ended September 30, 2002, respectively.

Growth Strategy

Globalization, deregulation and advances in technology offer significant opportunities for expanding futures markets, and exchange
markets generally. We intend to increase our trading volume, revenues and profitability by capitalizing on these opportunities through
implementation of the following four strategies:

expand our current core business;

add new products;

provide transaction processing services to third parties; and

pursue select alliances and acquisitions.

Expand Our Current Core Business. We intend to advance our position as a leader in the futures industry by continually expanding
customer access to our markets and services, offering additional trade execution choices and enhancing our market data and information
products.

Expand Customer Access. We continue to expand our customer base and trading volume by broadening the access, order
routing, trading and clearing solutions we offer to existing and prospective customers. We were the first U.S. exchange to
allow all customers to view the book of prices, where they can see the five best bids and offers in the central limit order book
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and directly execute transactions in our electronically traded products. This expanded access further increases
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the transparency of our markets by giving our customers valuable trading information. We provide our customers with
flexibility to access our markets in the most cost-effective manner for them. Our customers can use their own proprietary
trading software or third party software connected to our trading environment through a suite of application programming
interfaces, or APIs, that we have developed. We also provide front-end trading terminal software solutions for a fee,
including a cost-efficient Web-based virtual private network solution, which we call GLOBEX Trader-Internet, for our
lower volume customers. In addition to our standard marketing activities, we have implemented two programs to increase
our customer base. We have offered promotional pricing to European users to expand our presence in Europe. We are also
actively seeking to increase the number of independent software vendors that offer interfaces to our systems. Increasing the
number of these vendor relationships enables us to access a broader network of customers.

Expand Electronic and Other Trade Execution Choices. Our strategy is to offer our customers a broad range of trade
execution choices, including increased electronic trading, enhanced facilities for privately negotiated transactions and new
links with exchanges around the world. We believe offering multiple execution alternatives will enable us to attract new
customers and increase our overall volume. We offer daytime electronic trading in most of our major product lines. We
traded more than 81.9 million contracts electronically in 2001, an increase of 137.3% over the total electronic trading
volume in 2000 of 34.5 million contracts. In the first nine months of 2002, electronic trading volume was more than

131.7 million contracts, an increase of 135.2% from the same period of 2001. We introduced daytime electronic trading in
our Eurodollar contracts on a limited basis during 1999. We are developing new electronic functionality to accommodate
complex trading strategies that are utilized in trading Eurodollar contracts to facilitate the expanded use of this market. In
addition, we intend to capture further volume through enhancements to our privately negotiated block trading facilities in our
Eurodollar, S&P 500 and Nasdaqg-100 futures contracts and by allowing block trading of other contracts. Our block trading
facilities enable institutional customers to trade large positions efficiently and economically and gain the benefits of our
clearing house guarantee and capital efficiencies. Currently, block transactions are typically negotiated telephonically and
prices are reported, also telephonically, within five minutes of execution, or 15 minutes in the case of Eurodollar futures and
options transactions. The parties to these transactions then transmit the transactions to our clearing house to be cleared and
settled. Some users have informed us that the block trading reporting process can be cumbersome. The enhancements we
intend to make will allow users to input trade details and prices in a single electronic transmission. We believe this will
streamline the trade reporting process, thereby allowing for greater efficiencies and increased trading.

Enhance Our Market Data and Information Products. Our markets and trading activities generate valuable information
regarding prices and trading activity in our products. We intend to leverage the value of our market data and information
capabilities by developing enhancements to our existing information products and creating new products. Revenues from the
sale of our market data represented 12.5% of our net revenues during 2001. We sell our market data, which include
information about bids, offers and trade size, to banks, broker-dealers, pension funds, investment companies, mutual funds,
insurance companies, other financial services companies and individual investors. We believe we can enhance our market
data and information product offerings by packaging the basic data we have traditionally offered with advanced, analytical
data and information, and developing partnerships with other content and service providers to create information products
with value-added services.

Add New Products. We develop new products and product line extensions based on research and development in collaboration with our
customers and financial services firms. We have created modified versions of some of our existing products in order to attract new types of
customers. For example, in 1997 and 1999, respectively, we introduced E-mini versions of our larger open outcry-traded S&P 500 and
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Nasdag-100 futures contracts. By creating smaller-sized products and offering electronic trading services in them, we have successfully
expanded our customer base and overall volume. We introduced E-mini Russell 2000 futures contracts in October 2001, and in January 2002, we
initiated trading in E-mini S&P MidCap 400 futures contracts, another smaller scale version of one of our larger contracts that offers exposure to
small- and medium-sized capitalization company stocks. In July 2002, we launched TRAKRS, a private label index product developed with
Merrill Lynch & Co., Inc. TRAKRS, which stands for Total Return Asset Contracts, are a new series of non-traditional futures contracts licensed
exclusively to us for North America, and the first broad-based index product traded on a U.S. futures exchange that can be sold by securities

64



Edgar Filing: CHICAGO MERCANTILE EXCHANGE HOLDINGS INC - Form 424B1

brokers. TRAKRS are designed to enable customers to track an index of stocks, bonds, currencies or other financial instruments. Long-Short
Technology TRAKRS are the first in this new product line. We subsequently introduced Select 50 TRAKRS contracts. TRAKRS differ from
traditional futures contracts in that most non-institutional customers who purchase these contracts are required to post 100% of the TRAKRS
market value at the time of purchase. As a result, these customers will not be subject to margin calls or any requirement to make any additional
payments throughout the life of their TRAKRS positions.

In September 2002, we began to introduce futures contracts based on industry sectors within the S&P 500 Index. We also intend to continue
expanding our derivatives product lines by introducing contracts based on new markets or securities, such as single stock futures and futures on
narrow-based stock indexes. We believe these products offer significant opportunities to generate new business and capture business from other
markets. We believe our joint venture, OneChicago, with CBOE and CBOT to trade single stock futures and futures on narrow-based stock
indexes will position us to take advantage of opportunities in this market. OneChicago initiated trading of 21 single stock futures on
November 8, 2002, and has announced plans to offer more than 80 single stock futures and 15 narrow-based stock index contracts. In addition,
we intend to continue working with emerging cash market trading platforms to jointly develop innovative futures products.

Provide Transaction Processing and Other Business Services to Third Parties. We intend to leverage our existing capacity, scalable
technology and business processes to provide a broad range of services to other exchanges, clearing organizations and e-marketplaces. We
intend to offer services, including clearing and settlement processing and risk management, market structuring, product structuring and trade
execution platforms. We believe we can differentiate ourselves from our competitors by offering some or all of these services on a cost-effective
basis in combination with the potential to access our broad distribution and customer base and to access our experienced liquidity providers.
Users of our clearing services also have the potential to gain substantial capital and collateral efficiencies for their clearing firms.

Pursue Select Alliances and Acquisitions. We plan to supplement our internal growth through the formation of joint ventures or alliances
and select acquisitions of businesses or technologies. We will seek alliances and acquisitions that help us to enter new markets, provide services
that we currently do not offer, open access to our markets or advance our technology. For example, we recently entered into an agreement with
NYMEX to introduce small-sized versions of key NYMEX energy futures contracts for trading on our GLOBEX electronic trading platform.
The products, based on our successful E-mini stock index contracts, are called e-miNY energy futures and clear at the NYMEX clearing house.
The first of these products, e-miNY crude oil and natural gas futures contracts, began trading on June 17, 2002. We believe we can achieve
significant potential economies of scale through the consolidation of exchange transaction processing services, either directly through
acquisition, or indirectly through the provision of these services to others.

Products

Our broad range of products includes futures contracts and options on futures contracts based on interest rates, stock indexes, foreign
exchange and commodities. Our products are traded through our open outcry auction markets, through the GLOBEX electronic trading platform
or in privately negotiated
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transactions. For the year ended December 31, 2001, we derived $292.5 million, or 75.5% of our net revenues from fees associated with trading
and clearing products on or through our exchange. For the nine months ended September 30, 2002, we derived $261.4 million, or 78.3% of our
net revenues, from such fees. These fees include per contract charges for trade execution, clearing and GLOBEX fees. Fees are charged at
various rates based on the product traded, the method of trade and the exchange trading privileges of the customer making the trade. Generally,
members are charged lower fees than non-members. Our customers benefit from volume discounts and limits on fees as part of our effort to
encourage increased liquidity in our markets. Our markets also generate valuable data and information regarding pricing and trading activity in
our markets. Revenues from market data products totaled $48.3 million, or 12.5% of our net revenues, in 2001 and $36.5 million, or 11.0% of
our net revenues, in the nine months ended September 30, 2002. The following charts depict the percentage of our total volume represented by
each product group and the percentage of our total clearing and transaction fees revenues generated from each product group, in each case for
the nine months ended September 30, 2002. Volume is measured based on the number of round turn contracts, with each round turn representing
a matched buy and sell of one contract.
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We identify new products by monitoring economic trends and their impact on the risk management and speculative needs of our existing
and prospective customers. Historically, we have successfully introduced a variety of new futures products. We pioneered the trading of foreign
exchange futures in 1972 and Eurodollar futures, the first cash-settled futures contracts listed for trading, in 1981. In 1982, we were the first to
introduce a successful stock index futures contract, the S&P 500 Index futures contract, and in 1996 we introduced the Nasdag-100 Index futures
contract. We believe the S&P 500 Index and the Nasdag-100 Index are the global benchmarks for managing exposure to the U.S. stock markets,
and our futures contracts based on them are among the most successful products in our industry. The smaller, electronically traded versions of
these contracts, the E-mini S&P 500 Index futures and the E-mini Nasdaq-100 futures, were introduced in 1997 and 1999, respectively, and are
the fastest growing futures contracts in the history of our exchange.

The following table shows the total notional value and average daily volume of contracts traded in our four principal product groups for the
years ended December 31, 2000 and 2001 and the nine months ended September 30, 2002.

Average Daily Contract Volume

Total Notional Value (in billions) (in thousands)
Nine Months Nine Months
Year Ended Ended Year Ended Ended
December 31, September 30, December 31, September 30,
Product Group Principal Underlying Instruments 2000 2001 2002 2000 2001 2002
Interest Rate Eurodollar, LIBOR, Euroyen $ 141,000 $ 279,100 $ 244,800 551 1,092 1,293
Equity S&P 500, Nasdag-100, S&P $ 12,000 $ 12,600 $ 11,000 258 425 780
MidCap 400, S&P 500/BARRA
Growth and Value Indexes, Nikkei
Stock Average, Russell 2000
Foreign Exchange Euro, Japanese yen, British pound, $ 1,800 $ 2,000 $ 1,900 77 89 97
Swiss franc, Canadian dollar
Commodity Cattle, hogs, pork bellies, lumber, $ 200 $ 200 $ 100 31 34 31

dairy

Interest Rate Products. Our interest rate products include our global benchmark Eurodollar futures contracts. Eurodollars are U.S. dollar
bank deposits outside the United States. Eurodollar futures contracts are a short-term interest rate product and constitute one of the most
successful products in our industry and the most actively traded futures contract in the world during 2001. Open interest on Eurodollar futures
and options on futures contracts traded on our exchange was nearly 14.4 million contracts on September 30, 2002 representing a notional value
of nearly $14.4 trillion. We also trade contracts based on other short-term interest rates, such as one-month LIBOR, which stands for the London
Interbank Offered Rate, and Euroyen. Interest rate products represented 66.6% of our trading volume during 2001, an average of approximately
1.1 million contracts per day, and 58.8% of our trading volume during the first nine months of 2002, an average of approximately 1.3 million
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contracts per day.

The growth of our Eurodollar futures market has been driven by the general acceptance of the U.S. dollar as the principal reserve currency
for financial institutions throughout the world. As a result, Eurodollar deposits have significance in the international capital markets. Participants
in our Eurodollar futures market are generally major domestic and international banks and other financial institutions that face interest rate risks
from their lending and borrowing activities, their activities as dealers in OTC interest rate swaps and structured derivatives products and their
proprietary trading activities. Many of these participants use our Eurodollar and other interest rate contracts to hedge or arbitrage their money
market swaps or convert their interest rate exposure from a fixed rate to a floating rate or a floating rate to a fixed rate. Asset managers also use
our interest rate products to lengthen the effective maturity of short-term investment assets by buying futures contracts, or shorten the effective
maturity by selling futures. Our contracts are an attractive alternative when physical restructuring of a portfolio is not possible
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or when futures transaction costs are lower than the cash market transaction costs. In 1999, we initiated simultaneous, side-by-side electronic
trading in our Eurodollar contracts. Trading in our Eurodollar contracts often involves complex trading strategies that we believe cannot be fully
accommodated by existing electronic trading platforms. Accordingly, electronic trading in our Eurodollar contracts has achieved only limited
market acceptance. We are developing new electronic functionality to accommodate trading strategies required for electronic trading of
Eurodollar contracts to accelerate. For example, we intend to launch the "Eagle Project” to bring new electronic functionality to many of the
complex strategies now used in trading Eurodollar contracts on our trading floor. Initially, the new functionality will allow market professionals
to see new bids and offers in individual quarterly contracts and calendar spreads, as derived from outright bids and offers in monthly contracts
and pre-defined calendar spreads. We intend to introduce more functionality next year that will accommodate other complex trading strategies
electronically. The new technology closely replicates Eurodollar trading conventions employed in open outcry and is designed to help maintain
our leadership in Eurodollar futures.

As shown below, our interest rate product trading volume has grown significantly over the last five years, with total 2001 trading volume
up 97.4% over 2000. The increase is due primarily to the volatility of short-term interest rates, monetary policy of the U.S. Federal Reserve
Board and a decline in the issuance of U.S. Treasury securities. With less availability of U.S. Treasury securities, swap dealers, who represent a
significant group of our customers, have increasingly turned to our Eurodollar contract as a benchmark for valuing fixed-income obligations and
as a tool for managing dollar-denominated interest rate exposure. Volume is measured based on the number of round turn contracts, with each
round turn representing a matched buy and sell of one contract.

We intend to increase our revenues from our interest rate product sector by increasing trading volume, optimizing pricing of existing
products and introducing new products such as the swap futures we launched in April 2002. We have been active in adopting new policies and
practices that are closely aligned with customer demand and designed to promote enhanced market penetration. We also increased institutional
trading of Eurodollar futures by expanding privately negotiated transaction alternatives. Privately negotiated transactions include block trades,
EFP transactions and EBF transactions and are executed apart from the public auction market. See the section of this prospectus entitled
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"Business Execution" for a description of types of trading alternatives. These trading opportunities are particularly attractive to large-scale

institutional traders. We have recently extended EBF trading to all Eurodollar futures contracts. Block trading was originally introduced in late
2000 in a limited number of Eurodollar
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futures contracts. As of July 2001, block trading has been extended to all Eurodollar futures contracts using a revised and more competitive fee
schedule.

Equity Products. We have been a leader in stock index futures since we began offering these products in 1982 and remain the largest
exchange in the world for trading stock index futures. Stock index futures products permit investors to obtain exposure, for hedging or
speculative purposes, to a change in the weighting of one or more equity market sectors more efficiently than by buying or selling the underlying
securities. We offer trading in futures contracts based upon the S&P 500 and Nasdag-100 stock indexes, as well as other small-, medium- and
large-capitalization indexes based on both domestic and foreign equity markets. We currently have approximately a 95% market share in all U.S.
listed stock index futures, based on the number of contracts traded.

Our trading volume for stock index products rose 64.1% in 2001, to 106.7 million contracts, from 65.0 million contracts in 2000. Trading in
stock index futures products represented 25.9% of our trading volume during 2001, an average of more than 425,000 contracts per day, and
35.4% of our trading volume during the first nine months of 2002, an average of nearly 780,000 contracts per day. In 2001, 98% of our stock
index product trading volume was based on the S&P 500 Index and the Nasdag-100 Index. The total notional value of S&P 500 futures and
options on futures contracts traded on our exchange was approximately $10.2 trillion during 2001, compared to the approximately $10.5 trillion
value of stock traded on the New York Stock Exchange. In addition, the notional value of our stock index futures contracts is significantly larger
than the comparable exchange-traded fund, which is a basket of securities designed to track an index but trade on a securities exchange or
electronic communications network like a single stock. In 2001, the total notional value of our S&P 500 futures contracts was more than $8.9
trillion, compared with approximately $397.4 billion for S&P 500 Depositary Receipts, or SPDRs. In 2001, the total notional value of our
Nasdag-100 futures contracts was approximately $2.0 trillion, compared with approximately $729.5 billion for the QQQs, which is the
Nasdag-100 Index tracking stock.

Standard & Poor's designed and maintains the S&P 500 Index to be a proxy for a diversified equity portfolio representing a broad
cross-section of the U.S. equity market. The index is based on the stock prices of 500 large-capitalization companies. We have an exclusive
license with Standard & Poor's Corporation until 2008. The Nasdag-100 Index is based on the 100 largest non-financial stocks listed on the
Nasdaq National Market. We have a license with Nasdaq that allows us to offer the Nasdaq-100 Index contract exclusively, other than as to
Nasdaq and some of its affiliates, until 2006. For a more detailed discussion of these license agreements, see the section of this prospectus
entitled "Business Licensing Agreements." Our standard S&P and Nasdaq products are traded through our open outcry facilities during regular
trading hours and on GLOBEX after the close of open outcry trading.

We also offer futures on the S&P MidCap 400, the S&P SmallCap 600, the S&P/BARRA Growth and Value Indexes, which are based on
data compiled by S&P and BARRA, Inc., the Nikkei Stock Average, the Russell 2000 Stock Price Index and the FORTUNE e-50 Index. In
July 2002, we launched TRAKRS, a private label index product developed with Merrill Lynch & Co., Inc. TRAKRS are a new series of
non-traditional futures contracts licensed exclusively to us for North America, and the first broad-based index product traded on a U.S. futures
exchange that can be sold by securities brokers. TRAKRS are designed to enable customers to track an index of stocks, bonds, currencies or
other financial instruments. Long-Short Technology TRAKRS are the first in this new product line. We subsequently introduced Select 50
TRAKRS contracts. TRAKRS differ from traditional futures contracts in that most non-institutional customers who purchase these contracts are
required to post 100% of the TRAKRS market value at the time of purchase. As a result, these customers will not be subject to margin calls or
any requirement to make any additional payments throughout the life of their TRAKRS positions. In September 2002, we introduced futures
contracts based on subsets of the S&P 500 Index: Technology and Financial. Each contract is sized at $125 times the respective index price,
making the contract size comparable to the E-mini stock index contracts. We intend to introduce other futures contracts based on additional S&P
500 sector indexes, pursuant to an April 2002 agreement we signed with Standard & Poor's.
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We believe the variety of our stock index futures products appeals to a broad group of equity investors. These investors include public and
private pension funds, investment companies, mutual funds, insurance companies and other financial services companies that benchmark their
investment performance to different segments of the equity markets.
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In 1997, we launched our E-mini S&P 500 futures contracts. We followed this highly successful new product offering with the introduction
of E-mini Nasdag-100 futures contracts in 1999. E-mini contracts are traded exclusively on our electronic GLOBEX platform and are one-fifth
the size of our standard size S&P 500 and Nasdaq-100 futures contracts. These products are designed to address the growing demand for stock
index derivatives and electronically traded products from individual traders and small institutions. Since their introduction, trading volumes in
these products have grown rapidly, achieving new volume and open interest records on a regular basis during 2001 and during the first nine
months of 2002. This growth is attributable to the benefits of stock index futures, electronic market access and significant volatility in the U.S.
equity markets. In October 2001, we also introduced E-mini Russell 2000 Index futures. In January 2002, we introduced an E-mini version of
our S&P MidCap 400 futures contract.

The following charts depict the average trading volume in our S&P 500 and Nasdaqg-100 products during the five-year period ending in
2001 and the nine months ended September 30, 2002. Volume is measured based on the number of round turn contracts, with each round turn
representing a matched buy and sell of one contract. E-mini S&P 500 and E-mini Nasdag-100 contracts are one-fifth the size of their
standard-size counterparts.
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Our stock index product trading volume has increased substantially, more than doubling from 1999 to 2001. Trading volume for the
five-year period ending in 2001 and the nine months ended September 30, 2002 is shown below. Volume is measured based on the number of
round turn contracts, with each round turn representing a matched buy and sell of one contract. Volume has been affected significantly by the
volatility of the U.S. equity markets, particularly during the last two years. We believe our leading market position in equity products is a result
of the liquidity of our markets, the status of the S&P 500 Index and the Nasdaq-100 Index as two of the principal U.S. financial standards for
benchmarking stock market returns and the appeal to investors and traders of our E-mini products and GLOBEX. We believe future growth in
our stock index products will come from expanding customer access to our electronic markets, as well as further educating the marketplace on
the benefits of these products. For example, we expect that adding direct connections to a number of customers that provide brokerage services
to day traders will contribute to continued growth of our E-mini equity products in 2003.
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Other equity product growth opportunities are expected to come from the introduction of single stock futures and futures on narrow-based
stock indexes. Recent industry deregulation permits futures and securities exchanges to offer single stock futures and futures contracts on
narrow-based stock indexes. Single stock futures allow investors to obtain exposure, for hedging or speculative purposes, that is economically
equivalent to owning or shorting an individual stock without actually buying or selling the stock. They are designed to offer leverage, ease of
trading and less expensive, more customized risk management strategies than equity options, equity swaps and stock lending transactions. In
2001, we entered into an operating agreement governing OneChicago, our joint venture with CBOE and CBOT, to trade single stock futures
contracts on stocks trading worldwide as well as futures on narrow-based stock indexes. Under the terms of our operating agreement, CBOE and
we own a significant majority interest in OneChicago, and CBOT owns a minority interest. We believe the joint venture will reduce the costs
and risks associated with the start-up of trading in a new futures product and increase our chances of success by combining the customer bases
and resources of our exchanges. In particular, we believe the collective marketing and distribution channels of CME, CBOE and CBOT will
create significant liquidity that will allow the joint venture to become a market leader in single stock futures. Under the terms of our operating
agreement, until May 31, 2005 we are restricted from in any way, directly or indirectly, engaging in the business of trading, marketing,
regulating, selling, purchasing, clearing or settling transactions in single stock futures other than in conjunction with the joint venture. This
restriction on our ability to compete applies whether or not we remain part of the joint venture, but it does not apply to futures based on
narrow-based stock indexes. On November 8, 2002, OneChicago commenced its trading operations.

Foreign Exchange Products. We became the first exchange to introduce financial futures when we launched foreign exchange futures in
1972. Since that time we have built a strong presence in foreign exchange futures. Institutions such as banks, hedge funds, commodity trading
advisors, corporations and individual customers use these products to manage their risks associated with, or speculate on, fluctuations in foreign
exchange rates. Foreign exchange products represented 5.5% of our trading volume in 2001, an average of more than 89,000 contracts per day,
and 4.4% of our trading volume during the first nine months of 2002, an average of more than 97,000 contracts per day. Volume is measured
based on the number of round turn contracts, with each round turn representing a matched buy and sell of one contract. We offer futures and
options on futures contracts on major currencies, including the Euro, Japanese yen, British pound, Swiss franc, Canadian dollar, Mexican peso,
Australian dollar, Brazilian real, New Zealand dollar and South African rand.
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As shown below, our trading volume for foreign exchange futures products rose in 2001 and the first nine months of 2002 following a
decline during the four years prior to 2001 when overall industry-wide foreign exchange trading volume had been flat. During 2001, our total
trading volume increased 16.1% over levels in 2000. Previously, our volume was impacted by the introduction of the Euro and subsequent
phasing out of many of the major European currencies, the continuing consolidation in the financial institutions sector, increased use of internal
netting mechanisms by our customers and wide use of electronic trading for foreign exchange transactions by competing markets. We have
begun improving the performance of this product sector by expanding electronic trading in our foreign exchange products and permitting wider
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use of block trading and EFPs through our markets. We introduced side-by-side electronic and open outcry trading of foreign exchange futures
in April 2001. We believe this change has helped facilitate the increase in volume in these products. In 2001, electronically traded foreign
exchange futures volume increased 174.4% over 2000, from approximately 1.3 million contracts to nearly 3.5 million contracts, and open outcry
trading also increased 4.8%. The growth in privately negotiated transactions that we accept, settle and guarantee through our clearing house
offset a portion of the revenue impact from the lower trading volume in recent years. Our per transaction revenues for these trades are higher
than other means of trade execution.

In May 2002, we introduced 13 new foreign exchange futures contracts, consisting of two U.S. dollar based contracts and 11 non-dollar
based contracts.
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We expect the potential for growth in our foreign exchange product line will come from further transitioning to electronic trading in this
market that will allow us to compete more effectively for electronic volume. The foreign exchange spot market is heavily reliant on electronic
trading, with the majority of trades estimated to be brokered online. We continue to increase both functionality and distribution and are in
discussions to add electronic interfaces with OTC market electronic trading platforms. We believe these interfaces, if successfully implemented,
will position us to increase our foreign exchange futures volume and expand our product offerings.

Commodity Products. Commodity products were our only products when our exchange first opened for business. We have maintained a
strong franchise in our commodity products, including futures contracts based on cattle, hogs, pork bellies, lumber and dairy products.
Commodity products accounted for 2.0% of our trading volume during 2001, an average of approximately 34,000 contracts per day, and 1.4% of
our trading volume in the first nine months of 2002, an average of approximately 30,500 contracts per day. Volume is measured based on the
number of round turn contracts, with each round turn representing a matched buy and sell of one contract. These products provide hedging tools
for our customers who deal in tangible physical commodities, including agricultural producers of commodities and food processors. Our
commodity products are traded through our open outcry and electronic trading execution facilities. In the first quarter of 2002, we introduced
side-by-side electronic and open outcry trading of lean hog, live cattle and feeder cattle futures and announced plans to trade dairy products
side-by-side.

As shown below, trading volume for our commodity products has been relatively stable in recent years. We believe continuing
consolidation and restructuring in the agricultural sector, coupled with the reduction or elimination of government subsidies and the resulting
increase in demand for risk management in this sector, could create growth in our commodity markets as more producers and processors adopt
formal hedging and risk management programs.
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We intend to leverage our experience in trading futures on physical commodities to jointly develop new commodity products with operators
of electronic, cash and derivatives trading platforms. For example, we recently entered into an agreement with NYMEX to introduce small-sized
versions of key NYMEX energy futures contracts for trading on our GLOBEX electronic trading platform. The products, based on our
successful E-mini stock index contracts, are called e-miNY energy futures and clear at the NYMEX clearing house. The first of these products,
e-miNY crude oil and natural gas futures contracts, began trading on June 17, 2002.
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Market Data and Information Products. Our markets generate valuable information regarding prices and trading activity in our products.
The market data we supply are central to trading activity in our products and to trading activity in related cash and derivatives markets. We sell
our market data, which include information about bids, offers, trades and trade size, to banks, broker-dealers, pension funds, investment
companies, mutual funds, insurance companies, individual investors and other financial services companies or organizations that use our markets
or monitor general economic conditions. We sell our market data directly to our electronic trading customers as part of their access to our
markets through our electronic facilities. We also sell market data via dedicated networks to approximately 170 worldwide quote vendors who
consolidate our market data with that from other exchanges, other third party data providers and news services, and then resell their consolidated
data. As of September 30, 2002, nearly 54,000 of their subscribers displayed our data on approximately 180,000 screens. Revenues from market
data products totaled $48.3 million, or 12.5% of our net revenues, in 2001 and $36.5 million, or 11.0% of our net revenues, in the nine months
ended September 30, 2002.

We have begun enhancing our current market data and information product offerings by packaging the basic data we have traditionally
offered with advanced analytical data and information. We have created marketing programs to increase the use of our market data, and we have
started to develop new business relationships with companies that develop value-added computer-based applications that process our market
data to provide specific insights into the dynamics of trading activity in our products. In March 2002, we expanded the scope of our market data
offerings by providing CME E-quotes, direct, real-time price quotes, to the trading community over the Internet, through our Web site. The new
service enables users to integrate interactive charting and news services with market data, building customized packages of data, charting and
news that fit their particular needs. CME E-quotes received a 2002 European Banking Technology Award for the best use of information
technology in the wholesale banking sector. In June 2002, enhancements to our market data interface software reduced customers' bandwidth
requirements by 65% to 70%. In August 2002, we introduced CME E-history to automate the process of supplying users with historical price
data for our futures and options on futures.

Execution
Our trade execution facilities consist of our open outcry trading pits and the GLOBEX electronic trading platform. Both of these execution
facilities offer our customers immediate trade execution, anonymity and price transparency and are state-of-the-art trading environments

supported by substantial infrastructure and technology for order routing, trade reporting, market data dissemination and market surveillance and
regulation. In addition, trades can be executed through privately negotiated transactions that are cleared and settled through our clearing house.
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The chart below shows the range of trade execution choices we provide our customers in some of our key products.

Privately

GLOBEX GLOBEX Negotiated
Product Open Outcry Daytime Nighttime Transactions
Eurodollar X X X X
Standard S&P 500 X X X
Standard Nasdaq-100 X X X
E-mini S&P 500 X X
E-mini Nasdaq-100 X X
Foreign Exchange X X X X
Commodity X X X

Open Outcry Trading. Open outcry trading represented 78.2% of our total trading volume in 2001, and 66.8% of our trading volume in
the first nine months of 2002. The pits are the centralized meeting place for floor traders and floor brokers representing customer orders to trade
contracts. The trading floors, covering approximately 70,000 square feet, have tiered booths surrounding the pits from which clearing firm
personnel can communicate with customers regarding current market activity and prices and receive orders either electronically or by telephone.
In addition, our trading floors display current market information and news on electronic wallboards hung above the pits. During 2001 and the
first nine months of 2002, approximately 62% and 53%, respectively, of our clearing and transaction fee revenues were derived from open
outcry trading.
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GLOBEX Electronic Trading. We began electronic trading in 1992 using a system developed in partnership with Reuters. Our second
generation electronic trading platform was introduced in 1998, and is based on the Nouveau Systeme de Cotation, or NSC, owned and licensed
to us by Euronext-Paris, a subsidiary of Euronext N.V. GLOBEX maintains an electronic, centralized order book and trade execution algorithm
for futures contracts and options on futures contracts and allows users to enter orders directly into the order book. Initially, these systems were
used to offer our products to customers after the close of our regular daytime trading sessions. Today, however, we trade some of our most
successful products on the GLOBEX platform nearly 23 hours a day, five days a week. In 2001, 19.9% of our trading volume was executed
using GLOBEX, compared to 14.9% in 2000. During the first nine months of 2002, GLOBEX accounted for 31.8% of our total trading volume,
compared to 19.0% during the first nine months of 2001. Our electronic volume has grown rapidly during the last five years. Electronic trading
volume has increased from nearly 4.4 million contracts in 1997 to more than 81.9 million contracts in 2001 and more than 131.7 million
contracts for the first nine months of 2002. In October 2002, GLOBEX volume was a record 28.2 million contracts, a 174.1% increase from
October 2001 levels. GLOBEX volume exceeded one million contracts for a single day for the first time on June 12, 2002. As of November 15,
2002, GLOBEX had achieved 46 days of volume higher than one million contracts, including the volume attributable to the first-day trading
volumes of TRAKRS, a product line developed with Merrill Lynch. On October 7, 2002, GLOBEX volume exceeded open outcry volume for
the first time. During 2001 and the first nine months of 2002, approximately 27% and 39%, respectively, of our clearing and transaction fees
revenue were derived from electonic trading.

The following chart depicts the average daily volume for electronic trading for the five-year period from 1997 to 2001 and the nine months
ended September 30, 2002. Volume is measured based on the number of round turn contracts, with each round turn representing a matched buy
and sell of one contract.
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Privately Negotiated Transactions. In addition to offering traditional open outcry and electronic trading through the GLOBEX platform,
we permit qualified customers to trade our products by entering into privately negotiated EFP and EBF transactions and block trades, which are
reported and included in the market data we distribute. We also clear, settle and guarantee these transactions through our clearing house. Some
market participants value privately negotiated transactions as a way to ensure that large transactions can be completed at a single price or in a
single transaction while preserving their ability to effectively complete a hedging, risk management or other trading strategy. During 2001 and
the first nine months of 2002, approximately 11% and 8%, respectively, of our clearing and transaction fees revenues were derived from this
type of trading.
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EFP and EBF transactions involve a privately negotiated exchange of a futures contract for a cash position or other qualified instrument.
While EFP capabilities have been available for many years, and constitute a significant and profitable segment of our foreign exchange futures
trading, EFPs have been offered on a restricted basis in some of our other markets. Recently, we have taken steps to liberalize our trading
policies, including extending EBF capabilities to all Eurodollar futures contracts.

A block trade is the privately negotiated purchase and sale of futures contracts. Block trading was introduced on our exchange in late 2000,
and volume has been limited to date. We believe block trading provides an important new source of access designed to appeal to large-scale
institutional traders. Originally, these transactions were limited to a certain number of contracts and required high minimum quantity thresholds
along with a fee surcharge. More recently, we implemented new pricing and trading rules designed to increase customer participation.

The following chart depicts the average daily volume for privately negotiated transactions for the five-year period ending in 2001 and the
nine months ended September 30, 2002. Volume is measured based on the number of round turn contracts, with each round turn representing a
matched buy and sell of one contract.
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We intend to continue to enhance the utility of EFP and block transactions while maintaining an appropriate balance with the transactions
conducted within the open outcry and electronic trading environments.

Clearing

We operate our own clearing house that clears, settles and guarantees the performance of all transactions matched through our execution
facilities. By contrast, many derivatives exchanges, including CBOT, CBOE and LIFFE, do not provide clearing services for trades conducted
using their execution facilities, relying instead on outside clearing houses to provide these services. Ownership and control of our own clearing
house enables us to capture the revenue associated with both the trading and clearing of our products. This is particularly important for trade
execution alternatives such as block trades, where we can derive a higher per trade clearing fee compared to other trades. By owning our
clearing house, we also control the cost structure and the technology development cycle for our clearing services. We believe having an
integrated clearing function provides significant competitive advantages. It helps us manage our new product initiatives without being dependent
on an outside entity.
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During the first nine months of 2002, we processed an average of more than 553,000 clearing transactions per day, with an average
transaction size of 8.8 contracts. We maintain the largest futures and options on futures open interest of any exchange in the world. As of
November 15, 2002, our open interest record was 23.2 million contracts, set on November 14, 2002. As of September 30, 2002, we acted as
custodian for approximately $27.7 billion in performance bond assets deposited by our clearing firms and, during the first nine months of 2002,
we moved an average of approximately $1.7 billion a day in settlement funds through our clearing system. In addition, our clearing house
guarantees the performance of our contracts with a financial safeguards package of approximately $3.3 billion.

The clearing function provides three primary benefits to our markets: efficient, high-volume transaction processing; cost and capital
efficiencies; and a reliable credit guarantee. The services we provide can be broadly categorized as follows:
transaction processing and position management;

cross-margining;

market protection and risk management;
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settlement, collateral and delivery; and

investment.

Transaction Processing and Position Management. We developed a state-of-the-art clearing system, CLEARING 21, in conjunction
with NYMEX to provide high quality clearing services. This system processes reported trades and positions on a real-time basis, providing users
with instantaneous information on trades, positions and risk exposure. CLEARING 21 is able to process trades in futures and options products,
securities and cash instruments. CLEARING 21 can also support complex new product types including combinations, options on combinations,
options on options, swaps, repurchase and reverse repurchase agreements, and other instruments. Through CLEARING 21 user interfaces, our
clearing firms can electronically manage their positions, exercise options, enter transactions related to foreign exchange deliveries, manage
collateral posted to meet performance bond requirements and access all of our other online applications. Together with our order routing and
trade matching services, we offer straight-through electronic processing of transactions in which an order is electronically routed, matched,
cleared and made available to the clearing firm's back-office systems for further processing.

Cross-Margining and Mutual Offset Services. We have led the derivatives industry in establishing cross-margining agreements with
other leading clearing houses. Cross-margining arrangements reduce capital costs for clearing firms and our customers. These agreements permit
an individual clearing house to recognize a clearing firm's open positions at other participating clearing houses, and clearing firms are able to
offset risks of positions held at one clearing house against those held at other participating clearing houses. This reduces the need for collateral
deposits by the clearing firm. For example, our cross-margining program with the Options Clearing Corporation reduces performance bond
requirements for our members by approximately $371.4 million a day. We have implemented cross-margining arrangements with the
Government Securities Clearing Corporation, the Board of Trade Clearing Corporation and the London Clearing House and LIFFE. We also will
implement a cross-margining arrangement with NYMEX in connection with the agreement we entered into with that exchange to offer newly
created smaller-sized versions of key NYMEX energy futures. In addition, we have a mutual offset agreement with Singapore Derivatives
Exchange, which has been in place since 1984, that allows a clearing firm of either exchange initiating trades in some interest rate products on
either exchange to execute after-hours trades at the other exchange in those products, then transfer them back to the originating exchange. This
mutual offset system enables firms to seamlessly execute trades at either exchange virtually 24 hours per day.

Market Protection and Risk Management. Our clearing house guarantee of performance is a significant attraction, and an important part
of the functioning, of our exchange. Because of this guarantee, our
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customers do not need to evaluate the credit of each potential counterparty or limit themselves to a selected set of counterparties. This flexibility
increases the potential liquidity available for each trade. Additionally, the substitution of our clearing house as the counterparty to every
transaction allows our customers to establish a position with one party and then to offset the position with another party. This contract netting
process provides our customers with significant flexibility in establishing and adjusting positions.

In order to ensure performance, we establish and monitor financial requirements for our clearing firms. We also set minimum performance
bond requirements for our traded products. Our clearing house uses our proprietary SPAN software, which determines the appropriate
performance bond requirements by simulating the gains and losses of complex portfolios. We typically hold performance bond collateral to
cover at least 95% of price changes for a given product within a given historical period. Performance bond requirements for a clearing firm's or
customer's overall portfolio are calculated using SPAN.

At each settlement cycle, our clearing house values at the market price prevailing at the time, or marks to market, all open positions and
requires payments from clearing firms whose positions have lost value and makes payment to clearing firms whose positions have gained value.
Our clearing house marks to market all open positions at least twice a day, and more often if market volatility warrants. Marking-to-market
provides both participants in a transaction with an accounting of their financial obligations under the contract.

Conducting a mark-to-market a minimum of two times a day helps protect the financial integrity of our clearing house, our clearing firms
and market participants. This allows our clearing house to identify quickly any clearing firms that may not be able to satisfy the financial
obligations resulting from changes in the prices of their open contracts before those financial obligations become exceptionally large and
jeopardize the ability of our clearing house to ensure performance of their open positions.

In the unlikely event of a payment default by a clearing firm, we would first apply assets of the clearing firm to cover its payment
obligation. These assets include security deposits, performance bonds and any other available assets, such as the proceeds from the sale of
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Class A and Class B common stock and memberships of the clearing firm at our exchange owned by or assigned to the clearing firm. Thereafter,
if the payment default remains unsatisfied, we would use our surplus funds, security deposits of other clearing firms and funds collected through
an assessment against all other solvent clearing firms to satisfy the deficit. We have a secured, committed $500.0 million line of credit with a
consortium of banks in order to provide additional liquidity to address a clearing firm payment default. The credit agreement requires us to
pledge all clearing firm security deposits held by us in the form of U.S. Treasury or agency securities, as well as security deposit funds in our
IEF2 program. This line of credit may also be utilized if there is a temporary disruption with the domestic payments system that would delay
settlemen