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Chicago Merc to Buy Board of Trade
Linkup of Old Rivals Shows

Fast Rise of Derivatives

And Electronic Trading

Biggest Yet in a Merger Wave

Entrepreneur Puts

Himself Up for Study

In Genetic ‘Tell-All’
i i i

Dr. Venter Wants to Be First

ToHave His DNA Mapped;

Risk of Blindness Revealed

Windy City Coupling
A look at Chicago’s biggest exchanges,
which have agreed to merge:

                  Source: the companies

Chicago 
Mercantile 
Exchange

Chicago 
Board 
of Trade

Founded 1898 1848

Market cap $17.75 billion $8.03 billion

Most heavily
traded futures
products

Interest-rates, 
stock, curren-
cies, cattle 
and lean hogs

Treasury
bonds, corn, 
soybeans and 
wheat

Average daily
volume, 3Q 2006

5.4 million 
contracts

3.2 million 
contracts

Trading by venue

UPI/Landov

n OPEN AUCTION
n ELECTRONIC
n OTHER

71

28% 27%

71

Traders at the Chicago 
Mercantile Exchange

The Chicago Mercantile Exchange
Holdings Inc. and the Chicago Board of
Trade agreed to join forces to form the
world’s largest financial market, one that

will dwarf exchanges in the U.S. and Eu-
rope—even the New York Stock Exchange.

The Chicago Merc announced plans to
buy the smaller CBOT Holdings Inc. for
about $8 billion.As the biggest deal yet in a
global consolidation of the financial-ex-
change industry, the plan sets aside more
than a century of crosstown rivalry.

The agreement reflects the rapid
growth in the investment industry’s hot-
test sector: derivatives, or contracts
whose value is derived from the move-
ments in other financial instruments
such as stocks and bonds. The linkup

will make trading in many such deriva-
tives a simpler matter, while also rais-
ing concerns that the increased power
of the combined exchanges could lead
to higher fees for traders.

Having grown far beyond their roots
in putting together buyers and sellers of
eggs, butter and corn, the Chicago ex-
changes, together, will trade some nine
million futures contracts a day. Futures
contracts give investors the right to buy
or sell something later at a set price.
Thus, they are used to hedge risk, allow-
ing investors to enjoy smoother growth
of their assets without the bumps that
come with simpler investments on, say,
a portfolio of stocks.

“Chicago used to be known as the
hog butcher of the world. The city now
will be known as the world’s risk man-
ager,” said John F. Sandner, a Chicago
Merc board member.

Futures have also become tools for
making investment bets: on commodities
such as wheat or oil, on trends in the
economy and on broad measures of the
stock and bond markets. Futures con-
tracts can be tied to price movements of
stock indexes, bonds, interest rates and
foreign currencies. Commodities now
make up only about 2% of the CME’s
trading and around 18% of the CBOT’s.

Though futures are little understood
outside professional circles, a wide array
of investors trade them, including hedge
funds, pension funds, some individuals
and even mutual funds that manage
money for millions of people. In recent

years, hedge funds and investment banks’
own trading desks have used new technol-
ogy and trading methods to fire in rapid
trades toexchangesacross theworld, lead-
ing toa surge in tradingvolumes. Someex-
changes, including the CME, have re-
sponded by catering directly to hedge
funds, a sign of the growing power of some
exchangesversusWallStreet firms in serv-
ing sophisticated investors.

The business of the Chicago exchanges
Please Turn to Page A14, Column 1

n Deal to ripple through huge pool of
investors, Heard on the Street ..... C1
n Chicago secures its role as deriva-
tives market to the world ............ C1
n Nymex and ICE are two targets left
amid a flurry of mergers ............ C4
n The price of CBOE seats rose amid
unusually heavy trading ............. C4

Problems Afflict
U.S. Army Program
To Advise Iraqis

Untested Americans Ship Out

To Mentor Foreign Forces;

Military Plans Changes

A Few Hours of Arabic Lessons

By GREG JAFFE

One of the biggest shocks for Lt. Col.
Nick Demas and his troops came before
they even deployed to Iraq.

The colonel’s soldiers, most of them
inexperienced reservists from Maryland,
had been tapped to serve as advisers to
the Iraqi army. Their job was to live
with, train and mentor an Iraqi force
buffeted by poor morale, desertions and

corruption.
President Bush

has touted such ad-
visory teams as
key to the U.S.
strategy for stabiliz-
ing Iraq and bring-
ing American
troops home. So
Col. Demas and his
troops expected
some of the best in-
struction the Army
had to offer. What
they got was a “phe-
nomenal waste of

time,” the colonel wrote from Iraq last
fall, in a report to his superiors.

“In my 28 years of military service I
have never seen such an appalling ap-
proach to training,” he wrote. “Nowhere
else in the Army system would this have
been acceptable.” His soldiers received
only a few hours of instruction in Arabic
language, Iraqi culture and advising for-
eign forces, says Col. Demas, who had
previously served in Special Forces
units.

Other advisers have been just as
scathing. “By the time the training was
finished, soldiers were demoralized, moti-
vation was nonexistent and the team
motto came from the Jo Dee Messina
lyric, ‘my give-a-damn’s busted,’ ”
wrote Lt. Col. James Goodwillie, who led
advisers in Iraq, in a review that was
passed to senior Army officials last fall.

Senior U.S. military officers in Iraq
and the Pentagon say their primary fo-
cus is getting Iraqi forces to take over
more of the fighting as quickly as possi-
ble so U.S. forces can pull back. The 10-
to 12-man advisory teams are central to
that effort.

In recent weeks, Army officials over-
seeing the advisory program have begun
to acknowledge the gap between the Ar-
my’s words and deeds. This summer, after
two years of biting reviews, the Army
rushed to revamp the training advisers re-
ceive. It also has begun to assign more ex-
perienced troops to advisory teams. “I
think we are going to be doing it much,
much better than what you have seen in
the past,” says Gen. Richard Cody, the Ar-
my’s vice chief of staff.

Internal Army reviews and interviews
with dozens of advisers show that, thus
far, the Army hasn’t treated the advisory
program as a priority. The job has often
fallen to the military’s less seasoned sec-
ond team: reservists, guardsmen and re-
tirees called back to active duty. A 48-page
Army study, finished in May and marked
“For Official Use Only,” concluded that 10-
to 12-man advisory teams are too small
and “do not have the experience to advise
in the various areas they are assigned.”

The teams have had to scrounge for
equipment that is routinely allocated to
big combat units. Advisers going through
training today are warned in a Power-

Please Turn to Page A19, Column 1
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By ANTONIO REGALADO

J. Craig Venter, a biologist and brash
entrepreneur, started a recent day with a
bowl of oatmeal and skim milk. Since he
is genetically predisposed to heart dis-
ease, he added “just a little” brown
sugar. By the end of the day, Dr. Venter
was informed he’s got a gene that quadru-
ples his risk of going blind.

Life can be that way when you study
your own DNA.

Dr. Venter, 60 years old, is best known
for his role in the scientific fight to be the
first to decipher the full sequence of the

human genome,
the billions of DNA
letters, or chemical
building blocks,
that make up the av-
erage human’s ge-
netic code. In the
late 1990s, he
headed a private
company, Celera
Genomics, which
tried to finish the
task before the Hu-
man Genome
Project, a public-
sector effort paid

for by the U.S. government and others.
Both sides reached a negotiated “tie” an-
nounced by the White House in 2000.

After Dr. Venter was ousted by Cel-
era, in a dispute over business strat-
egy, he revealed a big secret. More
than half the DNA decoded by Celera
was his own. Now he heads up his own
scientific center, the nonprofit J. Craig
Venter Institute in Rockville, Md. One
major activity over recent months:
completing the decoding of Dr. Venter’s
genome.

As in all humans, Dr. Venter’s six bil-
lion DNA letters make up thousands of
genes that are strung along his 46 chro-
mosomes. The genes act as the body’s
instruction manual, producing proteins
that are the building blocks of life and
helping determine things like height.

Institute staffers are close to finishing
an almost complete readout of Dr. Ven-
ter’s DNA. The biologist plans to release
his genetic code to the world through a
computer database, and last week fin-
ished a 469-page draft of an autobiogra-
phy discussing his days as a medic in
Vietnam, his two divorces, and what he’s
found in his DNA. He’s chosen the title,
“A Life Decoded.”

There’s OCA2, a gene on chromo-
some 15 that probably accounts for his
blue eyes. His version of another gene
has been tied to longevity, while an-
other is linked to clogged arteries—a
trait he may have inherited from his
father, who died at age 59 from a heart
attack. And despite his entrepreneurial
bent, his dopamine D4 receptor doesn’t

Please Turn to Page A16, Column 4

By KEVIN J. DELANEY

In the latest sign of the rapidly shift-
ing forces on the Web, Yahoo Inc. ac-
knowledged it faces increased competi-
tion for online advertising dollars from
both new and established rivals.

For several years, Yahoo, Google Inc.
and a few other large sites have reaped the
lion’s share of U.S. online-ad spending
without significant challenges from up-
starts. Now, the explosive growth of new
players in areas such as online video and
social networking is drawing the attention
of advertisers, potentially giving some of
the established sites a run for their money.

The development is a further sign of
fast changes to the Web landscape and
the perils facing any large Internet com-
panies that don’t successfully ride succes-
sive new waves of consumer trends.

Online advertising is still growing
briskly, with U.S. revenue projected to rise
27% this year to $15.9 billion, according to
research firm eMarketer Inc. But some of

the early leaders in online ad sales, such
as Yahoo, could struggle to maintain their
faster-than-average ad-revenue growth
rates in the face of rising competition.

“There are more alternatives” to ad-
vertising on Yahoo, said Chief Executive
Terry Semel in an interview yesterday
after the company posted a 38% drop in
third-quarter profit and lowered its
fourth-quarter sales projection. The
lower third-quarter net income was
largely the result of changes in account-
ing for stock options from last year.

Mr. Semel said the new alternatives
to Yahoo feature ads that cost less and
aren’t necessarily guaranteed premium
placement on a site or to run at a specific
time. On a conference call with analysts,
Yahoo executives spoke of a “glut” of
new places to advertise, which they hope
to counter by convincing advertisers of
the virtues of advertising on Yahoo.

The Sunnyvale, Calif., company said
the number of unique users to its site and

Please Turn to Page A15, Column 1

n RICE LEFT for Asia as worry rose
that North Korea plans a second test.

The secretary of state said Pyong-
yang’s nuclear adventure risks a run-
away Asian arms race as she travels
to give Japan and South Korea assur-
ances that the U.S. will protect them
and press China to take a hard line
on shipping interdictions the U.N. ap-
proved. Her trip comes amid reports
that satellite imagery shows a burst
of North Korean activities around at
least two bomb-test sites. (Page A8)

North Koreans held a mass rally as
leaders labeled sanctions a declara-
tion of a war they are not afraid to
fight. Kim made a rare appearance.

i i i
n U.S. troops in Iraq resumed patrols
in Balad after criticism they stayed
on base during a weekend sectarian
slaughter of 95, mostly Sunnis. Else-
where, attacks killed 36 Iraqis and 16
more corpses turned up in Baghdad.

i i i
n House Republicans enter the mid-
terms’ home stretch at a cash disad-
vantage because their ad-dollar burn
rate has been high fighting unfavor-
able national trends. The party scaled
back ads for Sen. DeWine. (Page A4)
n Rep. Kildee (D., Mich.) said the in-
quiry on pages could go beyond Fo-
ley. Reports surfaced of a focus on a
’96 raft trip by Rep. Kolbe (R., Ariz.)
n Ex.-Rep. Cunningham (R., Calif.)
steered at least $70 million in federal
work to two defense contractors who
bribed him, a House probe concluded.
n Colorado began a criminal probe of
whether an attack ad run by Repub-
lican Rep. Beauprez relied on confi-
dential federal data, which he denies.
n California’s attorney general is in-
vestigating a letter sent to Hispanics
that warns even naturalized citizens
could be deported if they try to vote.

i i i
n Lay’s Enron conviction was post-
humously vacated by a federal judge
on the grounds that his July 5 death
ended all chance of appeal. (Page A6)

i i i
n Bush signed legislation authorizing
terror-tribunal rules and interroga-
tion methods, with trials of high-pro-
file detainees expected next summer.

i i i
n NATO’s Afghan commander said
the U.S.-led coalition’s failure to fully
secure the country after its 2001 vic-
tory allowed the Taliban to regroup.
n Afghan President Karzai said Mul-
lah Omar is living in the southeast
Pakistan city of Quetta. Islamabad de-
nied it, saying he is in Afghanistan.

i i i
n Israeli troops killed five West Bank
Palestinians, two of them young men
throwing stones. Israel found a 13th
smuggling tunnel in Gaza since July.

i i i
n Georgia protested an asthmatic cit-
izen’s death while awaiting deporta-
tion from Russia, one of hundreds of
migrants rounded up in a spy spat.

i i i
n A subway crash in Rome killed at
least one person and hurt 236 when
a train rammed into another at the
Piazza Vittorio Emanuele II station.

i i i
n Health benefits generally outweigh
the risks of ingesting toxins in deci-
sions on raising one’s fish consump-
tion, two studies suggest. (Page D1)
n Polio was diagnosed in a Somali ref-
ugee in Kenya, first case in 22 years,
making it the 26th nation re-infected
by a 2003 vaccine boycott in Nigeria.
n Bad reactions to medicines send a
conservative estimate of 700,000 Amer-
icans a year to emergency rooms, a
CDC study in the AMA Journal says.
n Diabetes in the elderly is linked to
a rate of cardiovascular deaths twice
as high as among nondiabetics, the
online Public Library of Science says.

i i i
n Iceland is joining Norway in a re-
sumption of commercial whaling af-
ter a two-decade moratorium. Japan
hunts under the banner of research.
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i i i

Business and Finance

i i i

World-Wide

Econoblog: Rapid cooling in
some once-hot housing mar-
kets is stoking concerns about

risks to the broader economy. Three
economists consider the outlook.

i i i
n Act One: How twentysomething
hosts can make the leap from keg
parties to dinner parties.

i i i
n Stock Watch: Wendy’s hopes a
breakfast and a buyback can beef up
shares. Bulls and bears weigh in.

7

Nick Demas

Training Regimen

What’s News–

WSJ.com

CHICAGO MERC AGREED
to buy smaller CBOT Hold-

ings for about $8 billion, a move
that would form the world’s
largest financial market. It is
the biggest deal yet in a global
consolidation of the financial-
exchange industry. Nymex and
ICE are the big targets left
standing amid the consolidation.
(Articles in Column 4, on Pages C1 and C4)

i i i
n Yahoo acknowledged it faces
increased competition for online
advertising dollars and posted a
sharp decline in net. IBM’s net
soared 46%, while profit at Mo-
torola and Intel plunged.
(Articles in Column 5 and on Pages A3, A2)

i i i
n Industrial output dropped 0.6%
in September. Wholesale prices
fell 1.3%, but core prices, which ex-
clude food and energy, rose 0.6%.

(Article on Page A8)

i i i
n The Dow industrials ended
down 30.58 points to 11950.02 as
crude-oil prices slipped $1.01 to
$58.93 a barrel. Bond prices rose.

(Article on Page C1)

i i i
n Merrill’s net more than dou-
bled, aided by a hefty gain from
the merger of its money man-
agement unit with BlackRock.
n Seven large banks, led by
Wells Fargo, posted higher
profit, overcoming a challeng-
ing interest-rate environment.

(Articles on Pages C4 and A16)

i i i
n Collins & Aikman cut off de-
liveries to Ford last weekend
in a sign of heightened ten-
sions in the U.S. auto industry.

(Article on Page A3)

i i i
n KLA-Tencor’s chairman retired
and the chief executive of Sapient
stepped down amid fallout from
probes into options backdating.

(Article on Page A10)

i i i
n Verizon is changing the way
it rewards CEO Seidenberg, ty-
ing part of his compensation to
attaining strategic objectives.

(Article on Page C1)

i i i
n Tata Steel offered to buy Corus
for $8 billion. Separately, Mittal
has found itself on both sides in
a fight over U.S. trade barriers.

(Articles on Page A6)

i i i
n Tishman Speyer and a unit of
BlackRock bought Manhattan
complexes with 11,000 apartments
from MetLife for $5.4 billion.
n A survey found that the com-
mercial real-estate cycle appears
to have reached its peak and
will begin pulling back in 2007.

(Articles on Pages B4 and B7)

i i i
n Johnson & Johnson’s net rose
8.7%, led by a recovering phar-
maceutical segment and a boost
from the Medicare drug benefit.
n Eli Lilly agreed to buy Icos
for $2.1 billion, a move that
would give it full ownership of
erectile-dysfunction drug Cialis.

(Articles on Page A10)

i i i
n Dow Jones is expected to an-
nounce that it is taking full con-
trol of Factiva, buying out Reut-
ers’ stake for about $160 million.

(Article on Page B3)

—Online Today—
WSJ.com/OnlineToday

Abreast of the Market ....... C4
Amex Stocks .................... C7
Bond Data Bank ............. C10
Cars ................................... D4
Commodities ............... B2,C4
Corrections ....................... A2
Credit Markets ............. C5,10
Currency Trading ......... B2,C2
Deals & Deal Makers ....... C4
Directory of Services ....... A15
Dividend News .................. C9
Earnings Digest ............... A12
Editorials ................... A20,21
Gadgets ........................... D13
Health ............................. D16
Heard on the Street .......... C1

Leisure & Arts ................ D15
Media & Marketing .......... B3
Money Rates ................... C10
Mutual Funds ................. C10
Nasdaq Stocks ................. C8
New Securities Issues ..... C10
NYSE Stocks ...................... C6
Personal Finance ........... D2,3
Politics & Economics .A4,6,8
Small-Stock Focus ............ C4
Technology ...................... B10
Travel .............................. D14
Treasury/Agency Issues ..... C9
Weather Watch ............... C12
Who’s News ...................... B9
World Stock Markets ....... C12

By Aaron Lucchetti,
Alistair MacDonald and Edward Taylor

Derivative Effects

s 2006 Dow Jones & Company. All Rights Reserved

77

Futures Shock

J. Craig Venter

After Foley Scandal,
New Monitors at Home
Parents are flocking to software
that tracks their kids’ computers
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–Markets–
Stocks:NYSE comp. vol. 2,485,418,840
shares, Nasdaq vol. 2,092,625,975.
DJ industrials 11950.02, t –30.58;
Nasdaq composite 2344.95, t –18.89;
S&P 500 index 1364.05, t –5.00.
Bonds (4 p.m.):10-yr Treasury
s +3/32, yld 4.774%; 30-yr
Treasurys + 6/32, yld 4.903%.
Dollar:118.86 yen, –0.25; euro
$1.2548, +0.16 cent against the dollar.
Commodities:Oil futures $58.93 a
barrel, t –$1.01; Gold (Comex)
$589.70 per troy ounce, t –5.00;
DJ-AIG Commodity166.848, t –1.005.
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Will your teenager have the right answer?

Knowing what to do behind the wheel can help them avoid a serious
accident. For answers on how to start a conversation with your teen
about safer driving habits visit ToyotaTeenDriver.com
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thus is exploding, especially as they ramp
up electronic trading. Doing so has en-
abled them to compete with European ri-
vals that long ago moved away from the
older model of a big floor on which traders
jostle and shout. Last year almost 10 bil-
lion derivatives contracts, including fu-
tures, were bought or sold on the world’s
exchanges—in a business that barely ex-
isted 20 years ago. Trading has grown by
an average of almost 18% a year between
2002 and 2005, according to the World Fed-
eration of Exchanges.

The Chicago deal illustrates the in-
creasingly rapid pace at which financial
exchanges world-wide are consolidating
to lift profits by cutting costs. Ex-
changes have morphed from member-
owned clubs into profit-hungry publicly
traded companies. This gives them an
incentive to make acquisitions and also
a currency, their stock, with which to
do so.

Distinct Styles
The Chicago exchanges’ styles are dis-

tinct even though they’re just a few
blocks apart. The CBOT has long oper-
ated in a 45-story Art Deco building
topped by a statue of Ceres, the Roman
goddess of grain. The CME occupies mod-
ern sand-colored towers stacked above
its trading floor—a hectic scene of arm-
waving, boisterous traders. The CME’s
largest contracts are Eurodollars. At the
CBOT, grain remains important but has
been eclipsed by Treasury-bond futures.

Both exchanges also trade options,
which convey the right, but not the obliga-
tion, to buy or sell an asset later at a set
price.

The two Chicago markets have a com-
bined market value of $26 billion, and the
underlying value of contracts they trade
daily is a massive $4.2 trillion. Now, “it’s
going to be one big animal,” said Steve
Rodosky, head of U.S. government-bond
trading at Pacific Investment Manage-
ment Co., or Pimco, a large mutual-fund
management company. “It will be a mas-
sive part of what the markets rely on
every day and the only exchange to use
for fixed-income derivatives.”

The exchanges had talked occasion-
ally about aligning for decades, but were
deterred by rivalries between their floor
traders, who owned the markets before
they became public companies. This
time, serious talks began before the
CBOT went public in the fall of 2005. The
talks revived about a month ago when
CME executives contacted the CBOT,
said people familiar with the matter. A
flurry of meetings followed, including a
dinner between the CME Chairman
Terry Duffy and his CBOT counterpart,
Charles Carey, at Gene & Georgetti, a
famous Chicago steakhouse. About a
week ago, the exchanges’ executives
shook hands on a deal.

The Chicago markets sealed their
agreement as the New York Stock Ex-

change and Nasdaq Stock Market con-
tinue separate bitter fights to close their
own deals—international transactions
they hope will push them into Europe and
take advantage of robust stock trading
overseas.

NYSE Group Inc. announced a
merger deal in June with Euronext NV,
which trades both stocks and deriva-
tives. But the Big Board is in a fierce
battle to close the deal as Germany’s
Deutsche Börse pursues its own pro-
posal to merge with Euronext in an all-
European combo.

Chicago exchange officials pointed to
the consolidation
overseas as a cata-
lyst for their own
deal. “If you look at
the discussions of
consolidation, this
is the best alterna-
tive for us,” said
Mr. Carey, a third-
generation grain
trader whose grand-
father and uncle
preceded him as
chairman. All of
them once worked
the floors.

The proposed combination represents
another triumph for electronic trading
over pit trading. The Chicago Board of
Trade started so-called open-outcry trad-
ing in 1848, and three years later traded
its first corn-futures contract, for deliv-
ery of 3,000 bushels.

The Merc’s value has surged, driven by
the growth of its electronic trading sys-
tem, called Globex. By 2001 the CME had
passed the CBOT to become the largest
U.S. futures exchange by number of con-
tracts traded. The CBOT delayed embrac-
ing of electronic trading and then relied on
an outside technology vendor to develop a
systemthatwaspartially ownedbya Euro-
pean competitor.

As part of the deal, the CME will
close its trading floor and move the re-
maining trading in its pits to the CBOT,
probably in late 2008. That will cut the
number of major exchange trading
floors in the U.S. to two: the CBOT’s
and the New York Stock Exchange’s.
The NYSE’s, too, is endangered, owing
to increased electronic trading there.
Most exchanges in Europe and Asia
rely fully on computers to match inves-
tors’ orders to buy or sell.

The CBOT’s Mr. Carey said the deal
wouldn’t have happened without the
Board of Trade’s 2005 initial public offer-
ing. Before the offering, the CME of-
fered to buy the CBOT for the equiva-
lent of less than $60 a share, according
to people familiar with the matter. But
the CBOT elected to go public first, and
investors drove its shares up steeply
from the start. It closed yesterday at
$151.99 a share, up $17.48, or 13%, on
the day. CME shares—which are up ten-
fold from their December 2002 debut—

rose $13.25, or 2.63%, to $516.50.
The CME’s Mr. Duffy is to become

chairman of the combined firm, and CME
Chief Executive Craig Donohue is slated to
be CEO. Mr. Carey of the CBOT will be vice
chairman. The deal effectively pushes
aside the CBOT’s chief executive, Bernard
Dan, who will serve as special adviser for
a year after the deal closes in mid-2007.
Thenew company will have a largeand po-
tentiallyunwieldyboard of 29members, in-
cluding 20 named by the CME.

The partners will save some $125 mil-
lion annually on a pretax basis starting
12 months after the deal closes, accord-
ing to Mr. Donohue. The savings will
come from losing one trading floor, com-
bining the technology platforms of the
two companies and much of their staff.

The savings could be used to reduce
fees for customers, though that might be
small comfort to some investors: Both
the CBOT and the CME have raised fees
in recent years—empowered by regula-
tions that give them exclusive trading
rights to their contracts. Stock ex-
changes, by contrast, face much more
competition because shares can trade on
different exchanges.

These exclusive rights, along with
the Chicago exchanges’ sheer size, will
provide a formidable bulwark against
the NYSE and other markets that are
trying to get into the futures business.
Successful futures contracts are lucra-
tive for exchanges. This is especially so
for the CME, because in addition to
matching trades, it “clears” trades—
that is, guarantees that both sides of
every trade get what they bargained
for, either money or a viable contract.
For several years, the CME has handled
clearing for the CBOT.

Both exchanges have come a long way
in recent years. They were put on the
defensive at the time of the 1987 stock-
market crash, as many argued that com-
puterized futures trading exacerbated
the losses, enabling stock declines to
feed on themselves. Then a few years
later, a Federal Bureau of Investigation
sting operation exposed fraud on both
Chicago trading floors.

As the stock market roared in the
1990s, giving the NYSE and Nasdaq
record trading volumes, the Chicago ex-
changes struggled to compete with grow-
ing derivatives trading done off ex-
change, or over the counter. Big banks
privately negotiated their own contracts
and didn’t need the financial guarantee
provided by an exchange clearing house.

Those trends reversed in this de-
cade, giving far more power to the ex-
changes that trade derivatives. In the
early 2000s, stock trading faced a bear
market and U.S. recession. But the Chi-
cago exchanges’ business proved resil-
ient, as a tide of hedge funds continued
placing bets in markets that were doing
well—bonds, foreign currencies and
commodities.

The Chicago exchanges got another

boost after the collapse of energy giant
Enron Corp. in the early 2000s under-
scored the danger of private deals that
would prove worthless if a company de-
faulted on its obligations.

By 2002, the Chicago Merc’s business
had improved to the point where it sold
its shares to the public. The stock soon
soared. By 2005, the CME was worth well
more than the NYSE, long the world’s
marquee exchange.

The NYSE copied the CME’s strat-
egy, announcing a public offering and
following this year with its deal to buy
Euronext—thus getting into futures trad-
ing through that exchange’s Euronext.
liffe platform. The NYSE wants to use
Euronext.liffe to grow into the futures
business in the U.S. It doesn’t intend to
compete on products the Chicago ex-
changes already dominate. Instead, the
NYSE will compete in new products that
allow investors to bet on corporate
credit risk, weather or economic indica-
tors such as inflation.

The Chicago merger means fewer
competitors in the futures industry, rais-
ing questions over whether the previ-
ously scrappy rivals will continue to in-
novate as effectively. That may be
small comfort for the NYSE’s designs
on the futures business, because the
Big Board now faces a much stronger
competitor. Its market value would be
larger than a combined NYSE-Euronext
by about $3 billion.

Battle for Dominance
The Chicago exchanges have battled

for dominance in the U.S. futures indus-
try for decades—each lobbying for an
upper hand in regulations, competing
for customers and vying to create and
launch the next new blockbuster prod-
uct. The rivalry thawed a few years
ago, when the German-Swiss futures
market Eurex made a run at the
CBOT’s Treasurys-bond futures con-
tracts and Euronext.liffe took on the
CME Eurodollar contract. The moves
prompted the Chicago exchanges to cut
fees and embrace electronics to keep
their edge. The CBOT also agreed to
have its contracts cleared by the Chi-
cago Merc to save costs.

Since then, the per-trade prices that
exchanges charge have crept back up.
The result could be some antitrust con-
cern. There also may be regulatory con-
cerns about the combined company’s abil-
ity to handle so much business on one
technology platform. The deal faces regu-
latory reviews by the Commodity Fu-
tures Trading Commission, the Securi-
ties and Exchange Commission and Jus-
tice Department antitrust lawyers. Cur-
rent and former federal officials yester-
day said it isn’t likely to be derailed.

“The Justice Department is going to
want to look over any overlap in products
and services, and whether the deal will
avert potential competition, especially in
electronic-trading platforms,” said

Steven Sunshine, a former antitrust en-
forcer now with Cadwalader Wickersham
& Taft. “I don’t see any major hang-ups”
given strong global competition. A U.S.
official agreed, because the two ex-
changes specialize in different types of
futures and don’t overlap.

Exchange officials said there will still
be plenty of competition—the large vol-
ume of derivative trades done privately
through commercial and investment
banks. Mr. Donohue said, “We’re not ex-
pecting any significant regulatory obsta-
cles. We’re in an increasingly competi-
tive environment. The market is globaliz-

ing. The OTC mar-
ket is much
larger.” CME offi-
cials maintain that
greater efficiencies
and cost-cutting
would benefit cus-
tomers and that its
trading systems
can handle the
added stresses of
the merger.

The combined
exchange will tie to-
gether products on
one platform that

make sense to trade together—the CME
interest-rate futures with the CBOT’s
bonds, for example, and the CME’s live-
stock contracts with CBOT’s corn, wheat
and soybean contracts. The exchanges
also compete with New York commodity
exchanges. The CBOT launched elec-
tronic metals trading in recent years,
and the CME provided technology for
electronic trading of the New York Mer-
cantile Exchange’s booming energy fu-
tures contracts.

The deal calls for a swap of each CBOT
Class A share for 0.3006 share of CME
Class A common. CBOT shareholders can
elect to receive cash, but the cash portion
of payment for CBOT will be limited to $3
billion. The CME could issue up to 15.9 mil-
lion new shares as part of the deal. Of the
up to $3 billion in cash it could spend, it
would raise about $2 billion in new debt.

The Chicago Merc will own from 69% to
about 80% of the combined company—to
be called CME Group Inc.—depending on
CBOT shareholders’ decision on whether
to accept cash or stock.

The historic deal comes as other U.S.
exchanges have encountered some trou-
ble completing their own deals. Nasdaq
has built a 25.3% stake in London Stock
Exchange PLC but is still being rebuffed
by London, which rejected Nasdaq in an
earlier approach in March. In all, LSE
has had four approaches from potential
buyers in two years.

And Deutsche Börse, in trying to block
the NYSE from buying Euronext, has
played the political card, lobbying Euro-
pean politicians and regulators to back a
Europe-wide exchange group. The NYSE
dealwill beputbeforeEuronext sharehold-
ers in December, but it is far from certain

they will approve. Euronext operates
stock exchanges in Paris, Amsterdam,
Brussels and Lisbon as well as the Euro-
next.liffederivativesexchange in London.
Deutsche Börse operates the Frankfurt
Stock Exchange and the Eurex derivatives
exchange and trades products similar to
those the CME and CBOT trade.

The CME looked at doing a deal in
Europe, holding preliminary talks with
Euronext and Deutsche Börse, but got
nowhere, say people familiar with the
matter.

Analysts said that the CME and CBOT
merger won’t immediately present a
threat to Europe’s derivatives trading
platforms because it’s hard for even
large exchanges to take away business
from an efficient electronic exchange in
its home market.

In fact, the CME and CBOT tie-up
could act as a stimulant to Europe’s own
lethargic consolidation race. It also could
appease antitrust concerns in Europe
about a possible combination of Deutsche
Börse and Euronext, both big derivatives
players. “The emergence of an even
larger global competitor will be taken
into account” when European antitrust
regulators review deals that in the past
concerned them, said Marc Reysen, a
Brussels-based lawyer.

Asia has been largely absent from the
global consolidation so far. Yesterday at
the World Federation of Exchanges an-
nual gathering in São Paulo, Brazil, ex-
changes focused on alliances in fast-grow-
ing emerging markets, not full-blown
mergers.Euronextannounceda plan to co-
operate with Taiwan Stock Exchange
Corp.Anda host ofWestern exchanges, in-
cluding the London Stock Exchange, are
angling to sign agreements with the Bom-
bay Stock Exchange that may include an
investment.

The NYSE and Euronext have ex-
pressed interest in Asian exchanges once
they complete their own deal. Some ana-
lysts said that after the Chicago ex-
changes finish their merger, the CME
Group will be among the best positioned
to expand internationally.

Lehman Brothers Holdings and Wil-
liam Blair advised the CME, which also
had legal advice from Skadden, Arps,
Slate, Meagher & Flom. J.P. Morgan
Chase and attorneys from Mayer, Brown,
Rowe & Maw LLP advised the CBOT. Laz-
ard Ltd. and Latham & Watkins advised a
CBOT board panel on the deal’s merits.

—John Wilke
contributed to this article.
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Chicago Exchanges Combine Thunder
Merger May Set the City’s Status

As the Derivatives Showplace,

Ending a Century-Old Rivalry

By PETER A. MCKAY
And ANN DAVIS

F
OR MOST INVESTORS, futures trading
conjures images of pork-belly contracts, or
Eddie Murphy betting on the price of frozen

orange juice in the 1983 movie “Trading Places.”
But the impact of yesterday’s $8 billion an-

nounced acquisition of CBOT Holdings Inc., parent
of the Chicago Board of Trade, by Chicago Mercan-
tile Exchange Holdings Inc. will be felt by a huge
pool of investors, many of whom know nothing
about these products. It could result in higher fees
for everything from mutual funds and pension
funds to endowments and hedge funds, which may
end up paying more fees and then passing those
costs along to investors. There are two schools of
thought on whether fees will rise. One camp be-
lieves the efficiencies created by the marriage will
actually drive fees down. Others say the power-
house exchange that may be created will drive out
competition and increase prices.

The exchanges say the deal is good news for
investors. It will save more than $125 million in
costs per year on a pre-
tax basis—funds that po-
tentially could be used
to reduce fees for cus-
tomers. That would be a
switch, given that both
CME and CBOT—which
posted strong earnings
yesterday—have raised
fees in recent years, en-
abled by regulations giv-
ing them exclusive trad-
ing rights to their con-
tracts. The impact the
deal will have on the ex-
changes’ trading custom-
ers will be top of mind for
the Justice Department
when it looks at the anti-
competitive issues sur-
rounding the deal, which
is slated to close in 2007.

So far, the jury is
mixed. Dan Basse, presi-
dent of AgResource Co. in Chicago, an agricultural-
and economic-forecasting firm, said big trading cus-
tomers of the two exchanges are worried that the
combined firm won’t have an incentive to lower
trading fees because it wouldn’t have significant
competition. “There’s no natural predator out there
for the combined Board of Trade and Mercantile
Exchange,” Mr. Basse said. Therefore, “in terms of
fees for all of us, I’m not sure they’re going down.”

Futures are contracts to buy or sell an underlying
asset at a fixed price on a certain expiration date.
The contracts launched more than a century ago by
the two Chicago exchanges were initially used as
hedging tools for farmers to guard against sudden
price drops in their crops, but contracts now can be
used to hedge or speculate on a variety of things,
from currencies to stock indexes. Options are simi-
lar to futures, except they convey only the right to
buy or sell the underlying asset, not the obligation.
Commodities make up about 2% of the CME’s trad-
ing and about 20% of the CBOT’s trading.

In recent years, smaller investors increasingly
have dabbled in investments like these following
the dot-com bust as they searched for alternative
investments to stocks. In 2005, combined volume
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Dow Industrials Retreat in Their 12000 Quest
Unexpected Rise in Core Inflation

Pushes Blue Chips Down 30.58;

S&P and Nasdaq Also Ease

Sources: the companies; 
Dow Jones Indexes

Some of Chicago’s Razzle Dazzle
The merger of the Chicago Merc and CBOT, to form CME 
Group, would make it the biggest publicly held exchange.

Market value in billions:

What They Trade
A sampling of major 
investments traded at 
the Chicago Mercantile 
Exchange and Chicago 
Board of Trade.

Average number of
daily contracts traded 
last year:

CBOT

CME

Interest-rate 
futures

2,380,000

Currency 
futures, options

334,000

Live
cattle

25,141

Lean
hogs

17,269

Treasury bond 
futures

2,216,364

Corn
futures

110,972

Soybean 
futures
80,223

Wheat
futures
40,135

S&P 500, other 
stock futures
1,391,000

Nasdaq Stock
Market has a stake 

in the London 
Stock Exchange
and could buy

more.

NYSE Group wants to 
merge its New York

Stock Exchange with 
European exchange 
operator Euronext.

Deutsche 
Börse is

continuing to
pursue

Euronext.

Intercontinental-
Exchange has a
$1 billion deal 
to acquire the 

Nybot.

CME Group

$25.78 combined

Deutsche Börse

$16.11

NYSE Group

$11.43

Euronext

$11.26

London 
Stock 
Exchange

$4.92

Nasdaq

$3.90

ICE

$4.62
billion

Complete official name of
the new company is a

deep-dish Chicago-style 
special: “CME Group Inc.,
a CME/Chicago Board of 

Trade Company.”

CBOT: $8.03

CME: $17.75

By SUSAN CAREY
And JOSEPH T. HALLINAN

 Chicago

B
Y SETTING ASIDE decades of rivalry, the
downtown trading pits here have secured
the Windy City’s place as derivatives mar-

ket to the world.
Chicago Mercantile Exchange Holdings Inc.’s

planned $8 billion purchase of CBOT Holdings
Inc., parent of the Chicago Board of Trade, would
pair two exchanges that are leaders in global trad-
ing of futures and options, with combined average
daily trading volume of nine million contracts, or
about $4.2 trillion in notional value. The deal
needs approval by regulators and shareholders.

“It’s a great day for Chicago,” said Robert Ha-
mada, former dean of the University of Chicago’s

Graduate School of Busi-
ness and a public director
of the CBOT for 12 years.
“If they had continued div-
vying up the market as
they had been, they would
have beaten each other to
the ground,” he says, pav-
ing the way for rivals to sur-
pass and buy them.

Said John F. Sandner, a Chicago Merc board
member: “Chicago used to be known as the hog
butcher to the world. The city now will be known
as the world’s risk manager.”

The move comes during an explosion in trad-
ing of futures, options and other derivatives as
hedge funds and Wall Street firms develop more
complex ways to make financial bets. The ex-
changes also have benefited from greater trading
in physical commodities—where the two ex-
changes are also leaders.

Though the two exchanges employ just 2,200,
they have helped to keep the city a financial cen-
ter even as its home-grown banking industry has
steadily been bought out by larger rivals. The
exchanges have also spawned numbers of trading
firms.

New York has long overshadowed Chicago as a
financial capital. But the CME has exploited elec-
tronic trading to dominate the markets in deriva-

tives and futures in recent years. Futures con-
tracts represent the right to buy or sell a commod-
ity or financial instrument at a set time and price;
derivatives are contracts whose values are de-
rived from an underlying security or other asset.
The deal could accelerate the trend toward elec-
tronic trading.

Traders who duck away from the trading floor
to play ice hockey in the afternoon live in hand-
some homes along Lake Michigan and make
seven-figure contributions to schools, theaters and
other charities. One successful trader who now
manages a trading firm said, only half-jokingly,
“My job now is to convince 27-year-olds that it’s
OK to make only $2 million a year.”

CME and CBOT have been bitter competitors
for decades. But within the past 10 years or so, the
relationship has thawed a little in the face of

global trading threats from other exchanges and
over-the-counter trading of derivatives. The path
for this deal was paved in 2003, when the two
agreed to combine their “clearing,” or trade-pro-
cessing, operations. The idea gained steam once
the CBOT went public last year. CME became a
for-profit organization and began trading in 2002.

Chicago has other famous rivals, most notably
baseball’s White Sox and Cubs. But the rivalry
between the blue-blooded CBOT and the upstart
CME “was much, much more intense and acrimo-
nious and deeper because it’s about making
money,” said Mr. Hamada. “The Cubs and Sox
rivalry is a phantom.”

James McCann, who trades Eurodollar futures
at the CME, says the bad blood between the two
exchanges is “overdone.” But the 36-year-old, who
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By SERENA NG

A
FTER EDGING toward a new milestone
early in the week, the Dow Jones Indus-
trial Average pulled back as investors took

pause and grappled with mixed inflation news.
The Dow, which closed Monday less than 20

points from the 12000 mark, fell more than 90
points early yesterday, then recouped some of the
losses in the afternoon. It ended down 30.58 points,
or 0.26%, at 11950.02—still up 11.5% this year.

The Labor Department said its producer-price

index, which tracks wholesale-goods prices, de-
clined 1.3% in September, more than economists
had estimated. But higher car prices caused the
“core” price index, which excludes volatile food
and energy items, to rise 0.6%, more than expected.
“The numbers were neither good nor bad, but they
left the feeling that inflation is still an issue,” said
Jim Paulsen, chief investment officer at Wells Cap-

ital Management.
The market will get

another reading on infla-
tion today: the con-
sumer-price index. It

could behave in a similar fashion, with the head-
line being pushed down by lower energy prices
and higher prices showing up elsewhere.

Treasury bonds rallied early in the day, then
gave up most of the gains when stocks rebounded.

The broad Standard & Poor’s 500-stock index

slipped 0.37%, or five points, to 1364.05 and is up
9.3% this year. The Nasdaq Composite Index fell
0.8%, or 18.89 points, to 2344.95.

“Stocks have had a very strong run and were
probably a little overbought” heading into Tues-
day, said Brian Reynolds, chief market strategist
at M.S. Howells. “Inflation is not a problem funda-
mentally, but psychologically, it’s caused some
huge whipsaws in the mind-sets of stock traders.”

Shares of Chicago Mercantile Exchange Hold-
ings and Chicago Board of Trade parent CBOT
Holdings jumped 2.6% and 13%, respectively, after
the exchanges said they would merge.

In major U.S. market action:
Stocks fell; bonds rose. The 10-year note

gained 3/32, or 93.8 cents for each $1,000 invested,
pushing the yield down to 4.774%.

The dollar weakened, to 118.86 yen from 119.12
yen. The euro rose against it to $1.2548 from $1.2532.

—Plus—
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For an expanded view of yesterday’s markets,
turn to the Markets Lineup on page C2.

Close Net chg Pct chg YTD 52 wks

DJIA 11950.02 –30.58 t 0.26% 11.50% 16.19%
Nasdaq 2344.95 –18.89 t 0.80 6.33 14.05
S&P 500 1364.05 –5.00 t 0.37 9.27 15.78
Russell 2000 764.91 –4.57 t 0.59 13.62 22.32
Nikkei 16611.59 –81.17 t 0.49 3.10 24.41
DJ Stoxx 349.26 –3.82 t 1.08 12.65 21.16
Euro ($ per) $1.2548 $0.0016 s 0.13 5.98 4.90
Yen (per $) 118.86 –0.25 t 0.21 0.78 2.81
Gold (troy oz)  $589.70 –$5.00 t 0.84 14.04 24.91
Oil (bbl)  $58.93 –$1.01 t 1.69 –3.46 –6.76

Change in Total return
Yield Previous pct pts YTD 52 wks

10-yr. T-note 4.77% 4.78% t 0.01 *0.24% *2.15%
3-mo. T-bill 5.06 5.06 unch. *3.79 *4.65
DJ Corporate 5.84 5.86 t 0.02 1.89 3.35

* Total return via Ryan Labs

Contracts traded at 
four U.S. futures 
exchanges, in millions

Source: the companies

Note: For 2005, includes 
futures and options

N.Y. Board of Trade

N.Y. Mercantile Exchange

Chicago Board of Trade

Chicago Merc 
1,100

674

205

38

WALL STREET EARNINGS

Merrill Lynch Profit Surges
Its money-mangement
tie-up with BlackRock
yields big gain. Page C4

DEALS & DEAL MAKERS

Citigroup Expands in Turkey
The U.S. titan is buying
a stake in Akbank for
$3.1 billion. Page C4

Look Beneath the Headline
n With the Fed off the warpath on inter-
est rates and the economy showing signs
of renewed strength, stock investors
have been celebrating the possibility of a
Goldilocks scenario—strong growth, low
inflation and low interest rates.

Today’s Labor Department report on
consumer prices could serve as an un-

happy reminder
that higher infla-
tion and higher in-
terest rates can’t
yet be ruled out.

Economists be-
lieve the big drop
in gasoline prices
pushed the con-
sumer-price index
down 0.3% in Sep-
tember from Au-
gust. No inflation
there. But as was
the case in yester-
day’s producer-
price report, the

headline won’t tell the whole story.
Upward pressure in “core” consumer

prices—outside the volatile food and en-
ergy sectors—could mean a tight labor
market, a stronger economy and the
lagged effect of high raw-materials costs
are pushing up prices.

Lehman Brothers economist Ethan
Harris thinks these forces hit tipping
points this year. “We have inflation in
the system,” he says. “It doesn’t make
sense to me that it quickly disappears.”

Mr. Harris estimates the core CPI
rose 0.2% last month, in line with other
estimates. A number of factors could
push it even higher.

Consider the renter who writes a
$1,000 check every month, covering rent,
in addition to utilities like natural gas.
When natural-gas prices go down, as
they did last month, more of that
monthly check shows up as a pure rental
cost in the core consumer-price index.

Apparel prices might also surprise.
Using import data as a guide, some econ-
omists estimate apparel prices slipped
last month. Yet apparel retailers reported
unexpectedly strong demand, which
might mean they did less discounting
than the economists assume.

Finally, September is usually a big
discounting month for auto companies
that are making way for the next year’s
models. But with the Big Three on the
ropes earlier this summer, some of those
discounts came early.

Bottom line: Inflation worries proba-
bly won’t be put to rest. If they aren’t,
Dow 12000 will have to wait.

Please send questions or comments to
justin.lahart@wsj.com. The Journal’s Justin
Lahart and Jon Hilsenrath talk about
today’s column, at WSJ.com/Video.

Ahead
Of the Tape

—Today’s Market Forecast—

CME’s Acquisition of CBOT

Will Affect Big Pool of Investors;

Direction Fees Will Go Is Unclear

TUESDAY’S
MARKETS

By J USTIN LAHART

By SARA SILVER

V
ERIZON COMMUNICATIONS Inc. used to
give its chief executive officer long-term
rewards based on the performance of the

company’s stock.
Now that the company has undertaken a major

investment that will take years to increase the
bottom line, the New York telecommunications gi-
ant is taking a different ap-
proach. It has decided to tie
part of the compensation for
CEO Ivan Seidenberg to at-
taining certain strategic ob-
jectives.

The change is conten-
tious. While some compensa-
tion specialists praise the
move as pay for perform-
ance, others question the tim-
ing. Meanwhile, investors
may go on a bumpy ride.

The stock took a pounding
last year, sliding more than
25% on the New York Stock Ex-
change, amid investor concern
about the long-term profitabil-
ity of telephone companies.
Closing at $36.59 yesterday, it
has come back somewhat, but
the shares were trading at
more than $40 in late 2004.

Verizon plans to spend nearly $23 billion be-
tween 2004 and 2010 to bring fiber-optic cable into
customers’ homes and businesses, which will re-
place copper-wire technology that has been in use
for more than a century and allow it to offer video
and much higher-speed Internet access. The com-
pany expects to save nearly $5 billion from not
having to maintain traditional copper wires dur-
ing that period.

Profitability estimates are based on attracting
up to seven million Internet customers and four
million television customers to the new service by

the end of 2010. The company has told investors to
expect operating profits from the project in 2009.

Under the new incentive-compensation plan ap-
proved by the board in March, Mr. Seidenberg
gave up a restricted-stock grant worth $7.6 million
for 2005, which he would have received if he
stayed on the job through 2007, in return for what
could be more than $22 million in stock if all goals
are met.

Mr. Seidenberg would be
eligible for Verizon shares ini-
tially valued at more than $11
million based on the return to
shareholders, which includes
the stock price and dividends.
He could receive all of them if
the return is among the top
20% of companies in the Stan-
dard & Poor’s 500-stock index
and its peers in the telecom-
munications industry. He
would receive no award if the
return was among the bottom
20%.

If he meets the minimum
return, he would be eligible
for an equal number of shares
for meeting targets for the fi-
ber-optic project, expansion
in its wireless unit, integrat-
ing its merger early this year

with long-distance provider MCI Inc. and achiev-
ing certain legislative objectives.

Verizon declined to make executives available
for comment, although a spokesman noted that in
past years Mr. Seidenberg’s compensation has
never reached the maximum possible.

“Other companies don’t want to make the in-
vestment in rolling out fiber all the way to their
customers’ homes and they are applauded by Wall
Street and they rew ard their executives more,”
said spokesman Eric Rabe. “If Mr. Seidenberg’s
compensation were based solely on the stock per-
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For 24-hour updated news, stock quotes
and background information, see The Wall
Street Journal Online at WSJ.com.
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Trouble on the Line?
Verizon Communications’ closing
share price on the NYSE
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at the CBOT and CME jumped more than
25% to a high of 1.7 billion futures and
options contracts.

Unlike Mr. Basse, Tom Price, owner
of the Price Group of Cos. in Chicago,

which offers fu-
tures brokerage
and money-manage-
ment services, is op-
timistic the deal

will ultimately result in lower trading
fees and better prices for investors. “I
think it will increase efficiency, and if
you increase efficiency, you should cer-
tainly not increase costs,” he said.

He added that improved electronic
trading at the two Chicago markets in
recent years has helped customers to get
quick execution of their trades—a trend
that should continue if both exchanges
move all of their products to a single
system operated by the CME, as planned
under the deal.

Other investors were also enthusias-
tic. “The bull case is that there are so
many synergies with the technology, plat-
form and clearing that they can be more
aggressive in their pricing to increase
volume,” says Matt Andresen, president
of Citadel Execution Services.

Others are taking a wait-and-see ap-
proach. John Damgard, president of the
Futures Industry Association, which repre-
sents a variety of financial institutions
that sell futures or clear futures transac-
tions, said the organization’s members
would be watching to determine whether
customers of the two exchanges would
benefit. “Are there questions about the
concentration of such a large share of fu-
tures trading on a single exchange? Yes,
of course there are, and our members will
be looking at that, as will the regulators,”
he said. He added: “Consolidation usually
leads to greater efficiencies.”

Both Chicago exchanges were
launched in the 19th century, offering fu-
tures and options on wheat, eggs and
other agricultural products on traditional
trading floors. Since the 1970s, they
pushed into the business of listing fu-
tures contracts tied to a wide array of
financial assets, which now represent al-
most 93% of trading in Chicago.

The CBOT’s most-active product is Trea-
sury futures, which let investors bet on the
direction of long-term interest rates. The
CME’s most-active contract covers U.S. cur-
rency on deposit in overseas banks, known
as eurodollars. Those contracts are used to
bet on short-term interest rates.

Facing increased competition from
all-electronic markets based in Europe
starting in the late 1990s, the Chicago

markets have steadily beefed up their
electronic offerings and begun offering
“mini” versions of their most popular

contracts, pegged to smaller amounts
of the same underlying assets in order
to attract everyday investors unable to
pony up the same amount of cash as

big Wall Street firms to start trading.
Most industry watchers say they ex-

pect that the proposed deal will pass mus-
ter with regulators. Michael Manning, a
former CBOT board member who is chief
executive of futures brokerage Rand Fi-
nancial Services, noted that the ex-
changes don’t always compete directly,
citing the stock-index market. The CBOT
offers futures on the Dow Jones Indus-
trial Average, while CME lists contracts
on the Standard & Poor’s 500-stock index.

“There will be competition over time,
because wherever there’s a void in the
market, someone will step in to fill it” by
offering new products or lower trading
fees, he said.
 —Henny Sender

contributed to this article.

Continued From Page C1

formance, he would have a disincentive
to make the investment that we believe is
necessary” for the fiber project. “This is
not a provision to make up for poor stock
performance, it’s a provision to make
sure we do the right thing for the long-
term health of the company.”

Among those who see value in Veri-
zon’s move is Daniel J. Ryterband, presi-
dent of Frederic W. Cook & Co., a New
York compensation firm. “Putting aside
the magnitude of the award and total com-
pensation opportunity, I see this change
as an improvement in the overall pro-
gram since it ensures that no payment
will occur if performance is very bad,” he
said.

Mr. Seidenberg was paid $2.1 million in
salary last year, plus a bonus of $4.1 million
and $1.8 million in other compensation, for
a total of $8 million, not including the long-
term incentive grant. In 2004, he was paid
$13 million, which included a long-term
award of $6.3 million. His compensation
sparked criticism earlier this year from the
Corporate Library, an independent gover-
nance watchdog in Portland, Maine, which
said while Verizon had made “some at-
tempt” to limit nonperformance-related
pay, the long-term incentive grants were
paying for “below-median” performance.

In 2005, Verizon’s net income was down
6% from the year before at $7.4 billion,
while revenue rose 5% to $75.1 billion.

“It’s good that there are companies
out there willing to tie compensation to
the taking of risks, but the risks have to
be the right ones, and the pay has to be
‘at risk’ enough to make sure that it’s not
just guaranteed compensation,” says
Paul Hodgson, a compensation analyst at
the Corporate Library. “It’s what CEOs
are paid to do—to make long-term bets
and damn the stock price.”

He adds that, “I haven’t come across
any other companies who have moved
from specific and easily measurable fi-
nancial metrics to a set of more subjec-
tive, strategic achievements for the same
planned award.”

Verizon announced that executives
closest to the new project also will have

their short-term
compensation tied
directly to the roll-
out, including the
president of its
fixed-line division,
Virginia P. Ruester-
holz, and that divi-
sion’s chief operat-
ing officer, Bob
Mudge, as well as a
senior vice presi-
dent for informa-
tion technology,
Shadman Zafar.

Albert Lin, a
San Francisco telecom analyst with
American Technology Research, a Green-
wich, Conn., independent-research firm,
says he thinks the Verizon incentives are
producing a smoother rollout of the fiber-
optic project. He contrasts Verizon’s ap-
proach with rival AT&T Inc., which he
says doesn’t have a similar compensa-
tion scheme.

AT&T declined to comment on its re-
ward structure but said CEO Edward Whi-
tacre was paid a total $17 million last
year. It is spending $14.6 billion to roll
out an Internet-and-television network,
which costs less than Verizon’s in part
because the cable stops short of reaching
its customers’ premises. It has missed
rollout targets, which Mr. Lin says
wouldn’t have happened “if they had a
large measure of compensation tied to
the program.”

Continued From Page C1

IN ONE CORRAL: THE CME/CBOT DEAL

has worked at the CME for 12 years, re-
calls that “the last time I was at the
Board of Trade, I was 10.”

The deal calls for the CBOT to move
its electronic trading to the CME’s
Globex electronic trading platform. The
CME will move its “open outcry” trading
pits to the CBOT about five blocks away.
Those pits, where runners and traders do
their business with loud voices and hand
signals, are a shrinking part of the busi-
ness.

The CBOT, founded in 1848, started
out handling “to arrive” or “forward”
contracts for flour, hay and corn. In 1930
the CBOT moved into its current 45-story
building, an Art Deco Chicago landmark
topped by a golden statue of Ceres, the
goddess of grain—a nod to the CBOT’s
origins as a place to trade cash grain.

Today, though, most trading involves fi-
nancial instruments such as U.S. Trea-
sury securities. Some 82% of all of the
contracts traded at the CBOT during 2005
were either financial futures or options
on financial futures contracts.

The CME was founded as the Chicago
Butter and Egg Board in 1898 and
evolved into the Chicago Mercantile Ex-
change in 1919, focusing on agricultural
futures. It moved in 1983 into 487,000
square feet of office space in a 40-story
building overlooking the Chicago River
and across the street from the Lyric Op-
era. That lease expires in 2008.

The exchange also occupies 70,000
square feet of trading floor that it leases
from the CME Trust. A spokesman said
the CME intends to move its trading floor
activities into the CBOT’s owned build-
ing a few blocks away, but hasn’t decided

what to do with its leased space. He said
no decision has been made about where
the merged entity will be located. In 1992,
the Merc launched the first global elec-
tronic futures trading platform. Origi-
nally for after-hours trading, Globex now
enables electronic trading 23 hours a day,
five days a week.

Leo Melamed, chairman of the CME
from 1969 to 1977, says yesterday’s agree-
ment to join forces has been a dream of
his since the 1970s. “We are so much
stronger together,” he said. “Chicago
will be the big beneficiary and the center
of gravity for derivatives and risk man-
agement.” The combination “makes a
much more formidable force world-wide
and a magnet of business in our indus-
try.”
 —Jon Kamp and Ann Davis

contributed to this article.
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Tracking the Numbers / Outside Audit

1977
CBOT launches the U.S. 
Treasury bond futures 
contract; it becomes 
most actively traded 
contract in the world.

1848
The Chicago 
Board of Trade
officially forms,
comprising 82 
merchants

1851
The earliest 
“forward” contract,
for 3,000 bushels 
of corn, is 
recorded.

1926
Board of Trade
Clearing Corp.
is founded to 
guarantee trades
made on the CBOT.

1936
CBOT 
launches 
soybean
futures 
contracts.

1973
Members of the 
CBOT start 
Chicago Board 
Options
Exchange.

2005
Exchange goes 
public: CBOT 
Holdings Inc. 
does an IPO.

2006
Merger with 
CME is 
announced.

1898
The Chicago
Butter and Egg
Board is founded 
and in 1919
evolves into 
Chicago 
Mercantile 
Exchange.

1961
A frozen 
pork-belly 
futures 
contract is 
traded. 
Live-cattle 
futures follow 
in 1964.

1972
The first
financial-
futures 
contract is 
launched, 
for foreign
currencies.

1982
S&P 500 stock futures
are introduced.

1992
CME 
Globex, 
global
electronic 
futures 
trading 
platform, is 
launched.

2002
CME goes 
public,
listed on 
the New 
York Stock 
Exchange.

2006
Merger with 
CBOT is 
announced.

Reuters

Corbis

Trading, the Chicago Way History of Chicago Board of Trade and the Chicago Mercantile Exchange

Posting prices the old
way at the Chicago
Board of Trade

Traders in the
’70s at the
Chicago Merc

CBOT’s Bernard Dan, left, and Charles Carey,
second from right, with CME’s Terrence Duffy and 
Craig Donohue, at yesterday’s announcement 

.

CME’s Acquisition of CBOT Will Affect a Huge Number of Investors

Chicago Solidifies Status in Derivatives Market

Efficiencies may cut

fees, or competition

may be driven out and

prices increased.

Ivan Seidenberg

CAIRO—Italy’s Sanpaolo IMI won
an auction for an 80% stake in
Egypt’s state-owned Bank of Alexan-
dria with a bid of $1.6 billion, Egypt’s
investment minister said.

Sanpaolo said the purchase was
part of its development strategy in
growing markets such as Hungary,
Romania, Slovenia and Albania.

Mahmoud Mohieldin said the Ital-
ian bank paid $12.60 a share for Bank
of Alexandria, which has an 8% share
of Egypt’s banking sector and is the
first of Egypt’s four big state-owned
banks to be sold.

The minister said the second high-
est bid came from a consortium of
Jordan-based Arab Bank Group and

Saudi Arabia’s Arab National Bank.
Other bidders were Dubai-based
Mashreqbank and Dubai Investment
Group; Egypt’s Commercial Interna-
tional Bank; and France’s BNP
Paribas.

Mr. Mohieldin said the govern-
ment would launch an initial public
offering for a 15% stake in the bank at
a “suitable time.” Bank employees
will hold the remaining 5% stake.

The sale of the first state-owned
bank, to be followed by Banque Misr,
National Bank of Egypt and Banque
du Caire, is part of a plan to consoli-
date the Egyptian banking sector,
which has reduced the number of
banks to 39 from 57 over the past two
years.
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Chicago Exchanges Combine Thunder
Merger May Set the City’s Status

As the Derivatives Showplace,

Ending a Century-Old Rivalry

By PETER A. MCKAY
And ANN DAVIS

F
OR MOST INVESTORS, futures trading
conjures images of pork-belly contracts, or
Eddie Murphy betting on the price of frozen

orange juice in the 1983 movie “Trading Places.”
But the impact of yesterday’s $8 billion an-

nounced acquisition of CBOT Holdings Inc., parent
of the Chicago Board of Trade, by Chicago Mercan-
tile Exchange Holdings Inc. will be felt by a huge
pool of investors, many of whom know nothing
about these products. It could result in higher fees
for everything from mutual funds and pension
funds to endowments and hedge funds, which may
end up paying more fees and then passing those
costs along to investors. There are two schools of
thought on whether fees will rise. One camp be-
lieves the efficiencies created by the marriage will
actually drive fees down. Others say the power-
house exchange that may be created will drive out
competition and increase prices.

The exchanges say the deal is good news for
investors. It will save more than $125 million in
costs per year on a pre-
tax basis—funds that po-
tentially could be used
to reduce fees for cus-
tomers. That would be a
switch, given that both
CME and CBOT—which
posted strong earnings
yesterday—have raised
fees in recent years, en-
abled by regulations giv-
ing them exclusive trad-
ing rights to their con-
tracts. The impact the
deal will have on the ex-
changes’ trading custom-
ers will be top of mind for
the Justice Department
when it looks at the anti-
competitive issues sur-
rounding the deal, which
is slated to close in 2007.

So far, the jury is
mixed. Dan Basse, presi-
dent of AgResource Co. in Chicago, an agricultural-
and economic-forecasting firm, said big trading cus-
tomers of the two exchanges are worried that the
combined firm won’t have an incentive to lower
trading fees because it wouldn’t have significant
competition. “There’s no natural predator out there
for the combined Board of Trade and Mercantile
Exchange,” Mr. Basse said. Therefore, “in terms of
fees for all of us, I’m not sure they’re going down.”

Futures are contracts to buy or sell an underlying
asset at a fixed price on a certain expiration date.
The contracts launched more than a century ago by
the two Chicago exchanges were initially used as
hedging tools for farmers to guard against sudden
price drops in their crops, but contracts now can be
used to hedge or speculate on a variety of things,
from currencies to stock indexes. Options are simi-
lar to futures, except they convey only the right to
buy or sell the underlying asset, not the obligation.
Commodities make up about 2% of the CME’s trad-
ing and about 20% of the CBOT’s trading.

In recent years, smaller investors increasingly
have dabbled in investments like these following
the dot-com bust as they searched for alternative
investments to stocks. In 2005, combined volume
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Dow Industrials Retreat in Their 12000 Quest
Unexpected Rise in Core Inflation

Pushes Blue Chips Down 30.58;

S&P and Nasdaq Also Ease

Sources: the companies; 
Dow Jones Indexes

Some of Chicago’s Razzle Dazzle
The merger of the Chicago Merc and CBOT, to form CME 
Group, would make it the biggest publicly held exchange.

Market value in billions:

What They Trade
A sampling of major 
investments traded at 
the Chicago Mercantile 
Exchange and Chicago 
Board of Trade.

Average number of
daily contracts traded 
last year:

CBOT

CME

Interest-rate 
futures

2,380,000

Currency 
futures, options

334,000

Live
cattle

25,141

Lean
hogs

17,269

Treasury bond 
futures

2,216,364

Corn
futures

110,972

Soybean 
futures
80,223

Wheat
futures
40,135

S&P 500, other 
stock futures
1,391,000

Nasdaq Stock
Market has a stake 

in the London 
Stock Exchange
and could buy

more.

NYSE Group wants to 
merge its New York

Stock Exchange with 
European exchange 
operator Euronext.

Deutsche 
Börse is

continuing to
pursue

Euronext.

Intercontinental-
Exchange has a
$1 billion deal 
to acquire the 

Nybot.

CME Group

$25.78 combined

Deutsche Börse

$16.11

NYSE Group

$11.43

Euronext

$11.26

London 
Stock 
Exchange

$4.92

Nasdaq

$3.90

ICE

$4.62
billion

Complete official name of
the new company is a

deep-dish Chicago-style 
special: “CME Group Inc.,
a CME/Chicago Board of 

Trade Company.”

CBOT: $8.03

CME: $17.75

By SUSAN CAREY
And JOSEPH T. HALLINAN

 Chicago

B
Y SETTING ASIDE decades of rivalry, the
downtown trading pits here have secured
the Windy City’s place as derivatives mar-

ket to the world.
Chicago Mercantile Exchange Holdings Inc.’s

planned $8 billion purchase of CBOT Holdings
Inc., parent of the Chicago Board of Trade, would
pair two exchanges that are leaders in global trad-
ing of futures and options, with combined average
daily trading volume of nine million contracts, or
about $4.2 trillion in notional value. The deal
needs approval by regulators and shareholders.

“It’s a great day for Chicago,” said Robert Ha-
mada, former dean of the University of Chicago’s

Graduate School of Busi-
ness and a public director
of the CBOT for 12 years.
“If they had continued div-
vying up the market as
they had been, they would
have beaten each other to
the ground,” he says, pav-
ing the way for rivals to sur-
pass and buy them.

Said John F. Sandner, a Chicago Merc board
member: “Chicago used to be known as the hog
butcher to the world. The city now will be known
as the world’s risk manager.”

The move comes during an explosion in trad-
ing of futures, options and other derivatives as
hedge funds and Wall Street firms develop more
complex ways to make financial bets. The ex-
changes also have benefited from greater trading
in physical commodities—where the two ex-
changes are also leaders.

Though the two exchanges employ just 2,200,
they have helped to keep the city a financial cen-
ter even as its home-grown banking industry has
steadily been bought out by larger rivals. The
exchanges have also spawned numbers of trading
firms.

New York has long overshadowed Chicago as a
financial capital. But the CME has exploited elec-
tronic trading to dominate the markets in deriva-

tives and futures in recent years. Futures con-
tracts represent the right to buy or sell a commod-
ity or financial instrument at a set time and price;
derivatives are contracts whose values are de-
rived from an underlying security or other asset.
The deal could accelerate the trend toward elec-
tronic trading.

Traders who duck away from the trading floor
to play ice hockey in the afternoon live in hand-
some homes along Lake Michigan and make
seven-figure contributions to schools, theaters and
other charities. One successful trader who now
manages a trading firm said, only half-jokingly,
“My job now is to convince 27-year-olds that it’s
OK to make only $2 million a year.”

CME and CBOT have been bitter competitors
for decades. But within the past 10 years or so, the
relationship has thawed a little in the face of

global trading threats from other exchanges and
over-the-counter trading of derivatives. The path
for this deal was paved in 2003, when the two
agreed to combine their “clearing,” or trade-pro-
cessing, operations. The idea gained steam once
the CBOT went public last year. CME became a
for-profit organization and began trading in 2002.

Chicago has other famous rivals, most notably
baseball’s White Sox and Cubs. But the rivalry
between the blue-blooded CBOT and the upstart
CME “was much, much more intense and acrimo-
nious and deeper because it’s about making
money,” said Mr. Hamada. “The Cubs and Sox
rivalry is a phantom.”

James McCann, who trades Eurodollar futures
at the CME, says the bad blood between the two
exchanges is “overdone.” But the 36-year-old, who
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By SERENA NG

A
FTER EDGING toward a new milestone
early in the week, the Dow Jones Indus-
trial Average pulled back as investors took

pause and grappled with mixed inflation news.
The Dow, which closed Monday less than 20

points from the 12000 mark, fell more than 90
points early yesterday, then recouped some of the
losses in the afternoon. It ended down 30.58 points,
or 0.26%, at 11950.02—still up 11.5% this year.

The Labor Department said its producer-price

index, which tracks wholesale-goods prices, de-
clined 1.3% in September, more than economists
had estimated. But higher car prices caused the
“core” price index, which excludes volatile food
and energy items, to rise 0.6%, more than expected.
“The numbers were neither good nor bad, but they
left the feeling that inflation is still an issue,” said
Jim Paulsen, chief investment officer at Wells Cap-

ital Management.
The market will get

another reading on infla-
tion today: the con-
sumer-price index. It

could behave in a similar fashion, with the head-
line being pushed down by lower energy prices
and higher prices showing up elsewhere.

Treasury bonds rallied early in the day, then
gave up most of the gains when stocks rebounded.

The broad Standard & Poor’s 500-stock index

slipped 0.37%, or five points, to 1364.05 and is up
9.3% this year. The Nasdaq Composite Index fell
0.8%, or 18.89 points, to 2344.95.

“Stocks have had a very strong run and were
probably a little overbought” heading into Tues-
day, said Brian Reynolds, chief market strategist
at M.S. Howells. “Inflation is not a problem funda-
mentally, but psychologically, it’s caused some
huge whipsaws in the mind-sets of stock traders.”

Shares of Chicago Mercantile Exchange Hold-
ings and Chicago Board of Trade parent CBOT
Holdings jumped 2.6% and 13%, respectively, after
the exchanges said they would merge.

In major U.S. market action:
Stocks fell; bonds rose. The 10-year note

gained 3/32, or 93.8 cents for each $1,000 invested,
pushing the yield down to 4.774%.

The dollar weakened, to 118.86 yen from 119.12
yen. The euro rose against it to $1.2548 from $1.2532.

—Plus—

MARKETS DIARY / Oct. 17, 2006

For an expanded view of yesterday’s markets,
turn to the Markets Lineup on page C2.

Close Net chg Pct chg YTD 52 wks

DJIA 11950.02 –30.58 t 0.26% 11.50% 16.19%
Nasdaq 2344.95 –18.89 t 0.80 6.33 14.05
S&P 500 1364.05 –5.00 t 0.37 9.27 15.78
Russell 2000 764.91 –4.57 t 0.59 13.62 22.32
Nikkei 16611.59 –81.17 t 0.49 3.10 24.41
DJ Stoxx 349.26 –3.82 t 1.08 12.65 21.16
Euro ($ per) $1.2548 $0.0016 s 0.13 5.98 4.90
Yen (per $) 118.86 –0.25 t 0.21 0.78 2.81
Gold (troy oz)  $589.70 –$5.00 t 0.84 14.04 24.91
Oil (bbl)  $58.93 –$1.01 t 1.69 –3.46 –6.76

Change in Total return
Yield Previous pct pts YTD 52 wks

10-yr. T-note 4.77% 4.78% t 0.01 *0.24% *2.15%
3-mo. T-bill 5.06 5.06 unch. *3.79 *4.65
DJ Corporate 5.84 5.86 t 0.02 1.89 3.35

* Total return via Ryan Labs

Contracts traded at 
four U.S. futures 
exchanges, in millions

Source: the companies

Note: For 2005, includes 
futures and options

N.Y. Board of Trade

N.Y. Mercantile Exchange

Chicago Board of Trade

Chicago Merc 
1,100

674

205

38

WALL STREET EARNINGS

Merrill Lynch Profit Surges
Its money-mangement
tie-up with BlackRock
yields big gain. Page C4

DEALS & DEAL MAKERS

Citigroup Expands in Turkey
The U.S. titan is buying
a stake in Akbank for
$3.1 billion. Page C4

Look Beneath the Headline
n With the Fed off the warpath on inter-
est rates and the economy showing signs
of renewed strength, stock investors
have been celebrating the possibility of a
Goldilocks scenario—strong growth, low
inflation and low interest rates.

Today’s Labor Department report on
consumer prices could serve as an un-

happy reminder
that higher infla-
tion and higher in-
terest rates can’t
yet be ruled out.

Economists be-
lieve the big drop
in gasoline prices
pushed the con-
sumer-price index
down 0.3% in Sep-
tember from Au-
gust. No inflation
there. But as was
the case in yester-
day’s producer-
price report, the

headline won’t tell the whole story.
Upward pressure in “core” consumer

prices—outside the volatile food and en-
ergy sectors—could mean a tight labor
market, a stronger economy and the
lagged effect of high raw-materials costs
are pushing up prices.

Lehman Brothers economist Ethan
Harris thinks these forces hit tipping
points this year. “We have inflation in
the system,” he says. “It doesn’t make
sense to me that it quickly disappears.”

Mr. Harris estimates the core CPI
rose 0.2% last month, in line with other
estimates. A number of factors could
push it even higher.

Consider the renter who writes a
$1,000 check every month, covering rent,
in addition to utilities like natural gas.
When natural-gas prices go down, as
they did last month, more of that
monthly check shows up as a pure rental
cost in the core consumer-price index.

Apparel prices might also surprise.
Using import data as a guide, some econ-
omists estimate apparel prices slipped
last month. Yet apparel retailers reported
unexpectedly strong demand, which
might mean they did less discounting
than the economists assume.

Finally, September is usually a big
discounting month for auto companies
that are making way for the next year’s
models. But with the Big Three on the
ropes earlier this summer, some of those
discounts came early.

Bottom line: Inflation worries proba-
bly won’t be put to rest. If they aren’t,
Dow 12000 will have to wait.

Please send questions or comments to
justin.lahart@wsj.com. The Journal’s Justin
Lahart and Jon Hilsenrath talk about
today’s column, at WSJ.com/Video.

Ahead
Of the Tape

—Today’s Market Forecast—

CME’s Acquisition of CBOT

Will Affect Big Pool of Investors;

Direction Fees Will Go Is Unclear
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By J USTIN LAHART

By SARA SILVER

V
ERIZON COMMUNICATIONS Inc. used to
give its chief executive officer long-term
rewards based on the performance of the

company’s stock.
Now that the company has undertaken a major

investment that will take years to increase the
bottom line, the New York telecommunications gi-
ant is taking a different ap-
proach. It has decided to tie
part of the compensation for
CEO Ivan Seidenberg to at-
taining certain strategic ob-
jectives.

The change is conten-
tious. While some compensa-
tion specialists praise the
move as pay for perform-
ance, others question the tim-
ing. Meanwhile, investors
may go on a bumpy ride.

The stock took a pounding
last year, sliding more than
25% on the New York Stock Ex-
change, amid investor concern
about the long-term profitabil-
ity of telephone companies.
Closing at $36.59 yesterday, it
has come back somewhat, but
the shares were trading at
more than $40 in late 2004.

Verizon plans to spend nearly $23 billion be-
tween 2004 and 2010 to bring fiber-optic cable into
customers’ homes and businesses, which will re-
place copper-wire technology that has been in use
for more than a century and allow it to offer video
and much higher-speed Internet access. The com-
pany expects to save nearly $5 billion from not
having to maintain traditional copper wires dur-
ing that period.

Profitability estimates are based on attracting
up to seven million Internet customers and four
million television customers to the new service by

the end of 2010. The company has told investors to
expect operating profits from the project in 2009.

Under the new incentive-compensation plan ap-
proved by the board in March, Mr. Seidenberg
gave up a restricted-stock grant worth $7.6 million
for 2005, which he would have received if he
stayed on the job through 2007, in return for what
could be more than $22 million in stock if all goals
are met.

Mr. Seidenberg would be
eligible for Verizon shares ini-
tially valued at more than $11
million based on the return to
shareholders, which includes
the stock price and dividends.
He could receive all of them if
the return is among the top
20% of companies in the Stan-
dard & Poor’s 500-stock index
and its peers in the telecom-
munications industry. He
would receive no award if the
return was among the bottom
20%.

If he meets the minimum
return, he would be eligible
for an equal number of shares
for meeting targets for the fi-
ber-optic project, expansion
in its wireless unit, integrat-
ing its merger early this year

with long-distance provider MCI Inc. and achiev-
ing certain legislative objectives.

Verizon declined to make executives available
for comment, although a spokesman noted that in
past years Mr. Seidenberg’s compensation has
never reached the maximum possible.

“Other companies don’t want to make the in-
vestment in rolling out fiber all the way to their
customers’ homes and they are applauded by Wall
Street and they rew ard their executives more,”
said spokesman Eric Rabe. “If Mr. Seidenberg’s
compensation were based solely on the stock per-

Please Turn to Page C3, Column 5

For 24-hour updated news, stock quotes
and background information, see The Wall
Street Journal Online at WSJ.com.
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at the CBOT and CME jumped more than
25% to a high of 1.7 billion futures and
options contracts.

Unlike Mr. Basse, Tom Price, owner
of the Price Group of Cos. in Chicago,

which offers fu-
tures brokerage
and money-manage-
ment services, is op-
timistic the deal

will ultimately result in lower trading
fees and better prices for investors. “I
think it will increase efficiency, and if
you increase efficiency, you should cer-
tainly not increase costs,” he said.

He added that improved electronic
trading at the two Chicago markets in
recent years has helped customers to get
quick execution of their trades—a trend
that should continue if both exchanges
move all of their products to a single
system operated by the CME, as planned
under the deal.

Other investors were also enthusias-
tic. “The bull case is that there are so
many synergies with the technology, plat-
form and clearing that they can be more
aggressive in their pricing to increase
volume,” says Matt Andresen, president
of Citadel Execution Services.

Others are taking a wait-and-see ap-
proach. John Damgard, president of the
Futures Industry Association, which repre-
sents a variety of financial institutions
that sell futures or clear futures transac-
tions, said the organization’s members
would be watching to determine whether
customers of the two exchanges would
benefit. “Are there questions about the
concentration of such a large share of fu-
tures trading on a single exchange? Yes,
of course there are, and our members will
be looking at that, as will the regulators,”
he said. He added: “Consolidation usually
leads to greater efficiencies.”

Both Chicago exchanges were
launched in the 19th century, offering fu-
tures and options on wheat, eggs and
other agricultural products on traditional
trading floors. Since the 1970s, they
pushed into the business of listing fu-
tures contracts tied to a wide array of
financial assets, which now represent al-
most 93% of trading in Chicago.

The CBOT’s most-active product is Trea-
sury futures, which let investors bet on the
direction of long-term interest rates. The
CME’s most-active contract covers U.S. cur-
rency on deposit in overseas banks, known
as eurodollars. Those contracts are used to
bet on short-term interest rates.

Facing increased competition from
all-electronic markets based in Europe
starting in the late 1990s, the Chicago

markets have steadily beefed up their
electronic offerings and begun offering
“mini” versions of their most popular

contracts, pegged to smaller amounts
of the same underlying assets in order
to attract everyday investors unable to
pony up the same amount of cash as

big Wall Street firms to start trading.
Most industry watchers say they ex-

pect that the proposed deal will pass mus-
ter with regulators. Michael Manning, a
former CBOT board member who is chief
executive of futures brokerage Rand Fi-
nancial Services, noted that the ex-
changes don’t always compete directly,
citing the stock-index market. The CBOT
offers futures on the Dow Jones Indus-
trial Average, while CME lists contracts
on the Standard & Poor’s 500-stock index.

“There will be competition over time,
because wherever there’s a void in the
market, someone will step in to fill it” by
offering new products or lower trading
fees, he said.
 —Henny Sender

contributed to this article.

Continued From Page C1

formance, he would have a disincentive
to make the investment that we believe is
necessary” for the fiber project. “This is
not a provision to make up for poor stock
performance, it’s a provision to make
sure we do the right thing for the long-
term health of the company.”

Among those who see value in Veri-
zon’s move is Daniel J. Ryterband, presi-
dent of Frederic W. Cook & Co., a New
York compensation firm. “Putting aside
the magnitude of the award and total com-
pensation opportunity, I see this change
as an improvement in the overall pro-
gram since it ensures that no payment
will occur if performance is very bad,” he
said.

Mr. Seidenberg was paid $2.1 million in
salary last year, plus a bonus of $4.1 million
and $1.8 million in other compensation, for
a total of $8 million, not including the long-
term incentive grant. In 2004, he was paid
$13 million, which included a long-term
award of $6.3 million. His compensation
sparked criticism earlier this year from the
Corporate Library, an independent gover-
nance watchdog in Portland, Maine, which
said while Verizon had made “some at-
tempt” to limit nonperformance-related
pay, the long-term incentive grants were
paying for “below-median” performance.

In 2005, Verizon’s net income was down
6% from the year before at $7.4 billion,
while revenue rose 5% to $75.1 billion.

“It’s good that there are companies
out there willing to tie compensation to
the taking of risks, but the risks have to
be the right ones, and the pay has to be
‘at risk’ enough to make sure that it’s not
just guaranteed compensation,” says
Paul Hodgson, a compensation analyst at
the Corporate Library. “It’s what CEOs
are paid to do—to make long-term bets
and damn the stock price.”

He adds that, “I haven’t come across
any other companies who have moved
from specific and easily measurable fi-
nancial metrics to a set of more subjec-
tive, strategic achievements for the same
planned award.”

Verizon announced that executives
closest to the new project also will have

their short-term
compensation tied
directly to the roll-
out, including the
president of its
fixed-line division,
Virginia P. Ruester-
holz, and that divi-
sion’s chief operat-
ing officer, Bob
Mudge, as well as a
senior vice presi-
dent for informa-
tion technology,
Shadman Zafar.

Albert Lin, a
San Francisco telecom analyst with
American Technology Research, a Green-
wich, Conn., independent-research firm,
says he thinks the Verizon incentives are
producing a smoother rollout of the fiber-
optic project. He contrasts Verizon’s ap-
proach with rival AT&T Inc., which he
says doesn’t have a similar compensa-
tion scheme.

AT&T declined to comment on its re-
ward structure but said CEO Edward Whi-
tacre was paid a total $17 million last
year. It is spending $14.6 billion to roll
out an Internet-and-television network,
which costs less than Verizon’s in part
because the cable stops short of reaching
its customers’ premises. It has missed
rollout targets, which Mr. Lin says
wouldn’t have happened “if they had a
large measure of compensation tied to
the program.”

Continued From Page C1

IN ONE CORRAL: THE CME/CBOT DEAL

has worked at the CME for 12 years, re-
calls that “the last time I was at the
Board of Trade, I was 10.”

The deal calls for the CBOT to move
its electronic trading to the CME’s
Globex electronic trading platform. The
CME will move its “open outcry” trading
pits to the CBOT about five blocks away.
Those pits, where runners and traders do
their business with loud voices and hand
signals, are a shrinking part of the busi-
ness.

The CBOT, founded in 1848, started
out handling “to arrive” or “forward”
contracts for flour, hay and corn. In 1930
the CBOT moved into its current 45-story
building, an Art Deco Chicago landmark
topped by a golden statue of Ceres, the
goddess of grain—a nod to the CBOT’s
origins as a place to trade cash grain.

Today, though, most trading involves fi-
nancial instruments such as U.S. Trea-
sury securities. Some 82% of all of the
contracts traded at the CBOT during 2005
were either financial futures or options
on financial futures contracts.

The CME was founded as the Chicago
Butter and Egg Board in 1898 and
evolved into the Chicago Mercantile Ex-
change in 1919, focusing on agricultural
futures. It moved in 1983 into 487,000
square feet of office space in a 40-story
building overlooking the Chicago River
and across the street from the Lyric Op-
era. That lease expires in 2008.

The exchange also occupies 70,000
square feet of trading floor that it leases
from the CME Trust. A spokesman said
the CME intends to move its trading floor
activities into the CBOT’s owned build-
ing a few blocks away, but hasn’t decided

what to do with its leased space. He said
no decision has been made about where
the merged entity will be located. In 1992,
the Merc launched the first global elec-
tronic futures trading platform. Origi-
nally for after-hours trading, Globex now
enables electronic trading 23 hours a day,
five days a week.

Leo Melamed, chairman of the CME
from 1969 to 1977, says yesterday’s agree-
ment to join forces has been a dream of
his since the 1970s. “We are so much
stronger together,” he said. “Chicago
will be the big beneficiary and the center
of gravity for derivatives and risk man-
agement.” The combination “makes a
much more formidable force world-wide
and a magnet of business in our indus-
try.”
 —Jon Kamp and Ann Davis

contributed to this article.
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1977
CBOT launches the U.S. 
Treasury bond futures 
contract; it becomes 
most actively traded 
contract in the world.

1848
The Chicago 
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Trading, the Chicago Way History of Chicago Board of Trade and the Chicago Mercantile Exchange

Posting prices the old
way at the Chicago
Board of Trade

Traders in the
’70s at the
Chicago Merc

CBOT’s Bernard Dan, left, and Charles Carey,
second from right, with CME’s Terrence Duffy and 
Craig Donohue, at yesterday’s announcement 
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CME’s Acquisition of CBOT Will Affect a Huge Number of Investors

Chicago Solidifies Status in Derivatives Market

Efficiencies may cut

fees, or competition

may be driven out and

prices increased.

Ivan Seidenberg

CAIRO—Italy’s Sanpaolo IMI won
an auction for an 80% stake in
Egypt’s state-owned Bank of Alexan-
dria with a bid of $1.6 billion, Egypt’s
investment minister said.

Sanpaolo said the purchase was
part of its development strategy in
growing markets such as Hungary,
Romania, Slovenia and Albania.

Mahmoud Mohieldin said the Ital-
ian bank paid $12.60 a share for Bank
of Alexandria, which has an 8% share
of Egypt’s banking sector and is the
first of Egypt’s four big state-owned
banks to be sold.

The minister said the second high-
est bid came from a consortium of
Jordan-based Arab Bank Group and

Saudi Arabia’s Arab National Bank.
Other bidders were Dubai-based
Mashreqbank and Dubai Investment
Group; Egypt’s Commercial Interna-
tional Bank; and France’s BNP
Paribas.

Mr. Mohieldin said the govern-
ment would launch an initial public
offering for a 15% stake in the bank at
a “suitable time.” Bank employees
will hold the remaining 5% stake.

The sale of the first state-owned
bank, to be followed by Banque Misr,
National Bank of Egypt and Banque
du Caire, is part of a plan to consoli-
date the Egyptian banking sector,
which has reduced the number of
banks to 39 from 57 over the past two
years.
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By MATT CHAMBERS

As a flurry of consolidation envelops
the world’s futures exchanges, energy
bourses IntercontinentalExchange Inc.
and the New York Mercantile Exchange
are the big targets left standing.

And they could even merge with each
other, analysts say.

The Chicago Mercantile Exchange’s
agreement to acquire smaller rival CBOT

Holdings Inc.’s Chi-
cago Board of Trade
for $8 billion has
sparked speculation
over which futures

exchange will be the next to be swept up in
a wave of mergers that began earlier this
decade.

Although small compared with the $25
billion exchange giant the CME is looking
to create, Nymex and Atlanta-based ICE
have been steadily boosting trading vol-
umes thanks to an influx of fund money
into volatile energy markets. ICE, which
listed on the New York Stock Exchange in
November, has been aggressively growing
through both acquisitions and new prod-
ucts, while Nymex is planning an initial
public offering this year, proceeds from
which it plans to deploy toward acquisi-
tions and development in an attempt to
grab a bigger slice of the exchange sector.

“There’s scarcity value” in ICE, said
Richard Repetto, an equity analyst and
principal at Sandler O’Neill & Partners
LP in New York. As well as being
Nymex’s main rival in crude-oil futures
trade, ICE pioneered the concept of using
a clearing house to guarantee over-the-
counter, or off-exchange, trades.

Nymex itself, and the combined CME
and CBOT, are the most likely candidates

for a merger with ICE, Mr. Repetto said.
“If you can consolidate CME and

CBOT and there are significant syner-
gies, you might be able to do the same
thing with the Nymex and ICE,” he said.
Mr. Repetto declined to comment on
whether Nymex is a potential takeover
target because Sandler O’Neill & Partners
are co-managers on the New York ex-
change’s IPO. The firm was also an under-
writer for ICE’s initial public offering.

ICE would be an attractive prize for a fu-
tures exchange, having grabbed more than
half the world’s crude-oil futures volumes
since buying London’s International Petro-
leum Exchange in 2001 and adding a finan-
cial copy of Nymex’s benchmark crude-oil
contract to its electronic platform this year.

The 134-year-old Nymex, while slow off
the mark to capitalize on electronic trad-
ing, has recently improved its IPO pros-
pects by adding a competitive crude-trad-
ing system in partnership with CME and
by chasing a deal to boost screen trade of
metals traded on its Comex division.

Neither ICE nor Nymex would com-

ment on the likelihood of being a take-
over target.

In other commodity markets:
SUGAR: Prices on the New York

Board of Trade rose to a one-month high,
supported on buying interest as a supply
gap is expected when Brazil is between
sugar cane harvests from February to
March. March gained 0.87 of a cent to
12.58 cents a pound.

NATURAL GAS: Futures lost their
steam as a rally fueled by cold weather
reports ended. Analysts said it is too
early in the season for cold weather to
sustain high prices. November natural
gas futures on the New York Mercantile
Exchange settled flat at $6.442 per mil-
lion British thermal units.

Exchange Mixer 
Top global securities and exchange mergers by value when announced, excluding debt of target

DEAL VALUE, IN BILLIONS STATUSACQUIRER TARGET

Source: Dealogic
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By ANJALI CORDEIRO

Small-capitalization stocks snapped a
three-day winning streak as investors
considered some worrisome inflation
data, mixed earnings reports and a de-
cline in oil prices.

The trucking sector was the session’s
worst performer after large-cap Werner En-
terprises reported third-quarter earnings
that disappointed Wall Street due to softer
freight demand. Among small stocks, Saia
lost $1.70, or 4.8%, to $34.03; and Arkansas
Best slid 1.95, or 3.9%, to 47.50.

The auto-parts sector advanced after
investor Carl Icahn said he plans to boost

his stake in large-
cap Lear. In the
small-cap sector,
American Axle &
Manufacturing
Holdings gained 44
cents, or 2.5%, to
18.35; and Supe-
rior Industries In-
ternational rose 32
cents, or 1.9%, to

17.53, both on the NYSE.
The Russell 2000 small-stock index fell

4.57, or 0.59%, to 764.91. The Standard &
Poor’s SmallCap 600 Index lost 2.97, or
0.76%, to 389.86. Both indexes finished
well off their worst levels for the session.

“The producer price index spooked ev-
eryone early with the core rate coming in
higher than expected,” said Kevin
Kruszenski, director of equity trading at
KeyBanc Capital Markets. But fairly good
earnings reports from some health-care
and financial firms, as well merger news
helped limit the market’s decline, he said.

Broadwing, which provides Internet
access and carries long-distance traffic
for other phone-service providers through
its fiber network, gained 2.62, or 20%, to
15.90. Large-cap Level 3 Communications
agreed to buy Broadwing in a deal valued

at about $1.4 billion in cash and stock.
Intermune jumped 4.29, or 25%, to

21.12. The Brisbane, Calif., biotechnol-
ogy company entered into a collaboration
agreement with Roche Holding to collabo-
rate on Hepatitis C products.

Pemstar gained 70 cents, or 19%, to
4.35. Large-cap Benchmark Electronics

reached a defini-
tive agreement to
acquire the Roches-
ter, Minn., pro-
vider of engineer-
ing and product-de-
sign services in a
stock-swap valued
at about $300 mil-
lion including the
assumption of debt.

A.O. Smith fell 4.97, or 11%, to 38.91 on
the NYSE. The Milwaukee diversified man-
ufacturer narrowed its 2006 earnings fore-
cast to between $2.30 to $2.40 a share due
to near-term weakness in residential mar-
kets and continued pressure from raw-ma-
terial costs.

Robbins & Myers gained 4.05, or 13%,
to 35.79 on the NYSE. The Dayton, Ohio,
supplier of equipment and systems to
pharmaceutical, energy and other mar-
kets said fourth-quarter net income rose
to $9 million, or 56 cents a share, from
$335,000, or 2 cents a share, during the
same period in the prior year.

Callaway Golf fell 1.49, or 11%, to 12.61
on the NYSE. The Carlsbad, Calif., golf-
products company expects a third-quar-
ter loss of 17 cents to 19 cents a share.

Sapient lost 76 cents, or 13%, to 5.06.
The Cambridge, Mass., business and
technology consulting company’s top two
executives resigned and the company an-
nounced it will restate certain financial
results because of findings from an ongo-
ing investigation into past stock-option
grants.

$49.50

48.75

48.00

47.25
W T F M T

Arkansas Best
$47.50,  down 3.9%

$15

14

13

12
W T F M T

Broadwing
$15.90, up 20%

By MOHAMMED HADI

Speculation on the Chicago Board Op-
tions Exchange went from the trading
floor to the members lounge Tuesday as
investors bid the price of membership on
the options exchange to a new record.

The unusually heavy trading in CBOE
seats followed word that CBOT Holdings

Inc. will be ac-
quired by Chicago
Mercantile Ex-
change Holdings
Inc., which some

figure will remove a major obstacle to
the CBOE’s conversion from a member-
owned to a shareholder-owned entity.

The price of seats on the CBOE rose
to $1.5 million from $1.4 million Monday
and several sold at the new price. In
fact, with seven seats trading yesterday,
activity was a minor frenzy in these.

The CBOE late yesterday was consid-
ering what the deal meant for its efforts
to move toward an initial public offering
of stock. In August, the CBOT sued the
options exchange over CBOT members’

ownership stake in the CBOE. The two
sides dispute how large that stake would
be in a public company, and values of
CBOE memberships rose on speculation
that the CME-CBOT combination would
make it easier for CBOE to do its own
stock offering.

“The market trading in CBOE seats
is quite chaotic,” noted Thomas Cald-
well, chairman of Caldwell Financial
Ltd. of Toronto, which holds several
CBOE seats as well as stock in CBOT
and the CME.

At $1.5 million, the cost of a member-
ship to the Chicago Board Options Ex-
change is 71% higher than the highest
price paid for these seats in 2005.

Mr. Caldwell attributed speculation to
more than the generic consolidation buzz
that drove up shares of publicly traded
exchanges yesterday. Shares of CBOE ri-
val International Securities Exchange
Holdings Inc. rose $2.37, or 4.9%, to
$51.02, on the New York Stock Exchange.

The CBOE told members that it
wasn’t consulted about the impact of the
merger on the trading-rights issue, and

that it doesn’t expect to comment until
the final terms of the proposed merger
are known. During a conference call with
investors to discuss the merger, CBOT
Chairman Charles Carey said the merger
doesn’t change the CBOE trading-rights
issue.

Buyers of CBOE seats also are specu-
lating on what will follow the demutual-
ization. Not only do many expect it to
lead to a stock offering, but some, includ-
ing Mr. Caldwell, hope to profit down the
line as consolidation among exchanges
continues.

CBOE Chairman William Brodsky
wasn’t available to comment, but has in
the past noted that the demutualization
will bring the CBOE’s ownership struc-
ture in line with that of other ex-
changes and opens the door to various
possibilities.

The exchange noted in its statement
to members that it doesn’t expect the
proposed merger to alter its plans to de-
mutualize.

By KAREN TALLEY

Stocks pulled back, but finished well
off their lows, in a session that saw inves-
tors charge into companies, like CBOT
Holdings and Icos, which struck deals to
be acquired.

Investors had differing reactions to
earnings and outlooks from Dow Jones

Industrial Average
components
Johnson & Johnson
and United Technol-
ogies.

The Dow fell 30.58 points, or 0.26%, to
11950.02. The decline came amid an Octo-
ber rally and was the Dow’s biggest point
drop since the month began. The Nasdaq
Composite Index dropped 18.89, or 0.8%, to
2344.95. The Standard & Poor’s 500-stock
index shed 5, or 0.37%, to 1364.04.

The market’s ability to recoup consid-
erable ground—the Dow industrials were
off 93 points at their lowest level—serves
as indication that buyers remain ready
to step forward instead of engaging in a
groundswell of selling at the first sign of
weakness, traders said.

“The core PPI inflation number, which
came in worse than expected, was an early
excuse by traders to book some quick prof-
its,” said Paul Schatz, chief trader at Heri-
tage Capital LLC. “But then you had a num-
ber of underinvested bulls take the selling
as an opportunity to put money to work.”

Shares of CBOT Holdings, parent of the
Chicago Board of Trade, leapt $17.48, or
13%, to $151.99 on news of its planned combi-
nation with Chicago Mercantile Exchange
Holdings. Chicago Merc advanced 13.25, or
2.6%, to 516.50. Investors who bought CBOT
when the company went public about a
year ago would see a big payoff: Their
$54-a-share investment is up 181%, trading
at nearly three times the offering price.

Thoughts of further consolidation
helped lift shares of most other exchanges.

Nasdaq Stock Mar-
ket gained 44
cents, or 1.3%, to 35
on Nasdaq. Energy
market Interconti-
nentalExchange
rose 4.37, or 5.7%,
to 81.67, and the op-
tions-focused Inter-
national Securities
Exchange ad-

vanced 2.37, or 4.9%, to 51.02.
Icos (Nasdaq) surged 4.38, or 16%, to

31.50. Eli Lilly agreed to acquire the phar-
maceutical developer for $2.1 billion to
gain full ownership of the erectile-dysfunc-
tion drug Cialis. Lilly shed 11 cents to 57.55.

Johnson & Johnson rose 1.15, or 1.8%, to
66.08. The medical-products maker re-
ported an 8.7% rise in third-quarter profit.

United Technologies lost 1.51, or 2.3%,
to 65.28. The continuing strong recovery
in the aerospace industry helped in-
crease third-quarter net income by 21%,
but such rapid expansion will probably
cool next year, the aerospace and build-
ing-services conglomerate said.

Lear leapt 3.75, or 15%, to 28.34, the
biggest percentage gainer on the Big
Board. Investor Carl Icahn said he plans
to increase his stake in the automotive-in-
teriors supplier to 16% through a $200
million private-stock placement, giving
the company an active shareholder as it
works through a restructuring.

Merrill Lynch added 41 cents to 84.52.
The last big investment bank to report
third-quarter results said net income more
than doubled to $3.05 billion, aided by a
gain of $1.1 billion from the merger of its
money-management division with Black-
Rock. Fixed-income asset overseer Black-
Rock lost four cents to 148.45.

Jefferies Group lost 2.43, or 7.7%, to

29.24. The financial-services firm, which
focuses its investment-banking attention
on small companies, said third-quarter
profit rose to $45.9 million from $38.6 mil-
lion a year earlier, but net revenue in-
creased to $340.6 million when analysts
were looking for revenue of $348.4 million.

Triad Hospitals fell 3.14, or 7.5%, to
38.85. The hospital operator rescinded its
earnings outlook for 2006 and beyond,
and warned that third-quarter income
will fall far short of expectations as it
continues to contend with a heavy load of
uninsured patients and unpaid bills.

Manpower gained 3.64, or 5.6%, to
68.36. The employment-services provider

said third-quarter
profit rose 32% on
revenue expansion
in Europe, and fore-
cast fourth-quarter
profit above mar-
ket forecasts.

Investors had
different perspec-
tives yesterday as
two companies’

profit reports approached.
International Business Machines

gained 24 cents to 86.95 ahead of report-
ing after the closing bell. Shares had
risen seven of the past eight sessions as
the release date approached, and inves-
tors’ positive expectations paid off, at
least early on, as shares rose in after-
hours trading after the numbers were
delivered. IBM’s profit rose 47%, helped
by a lower tax bill, as the technology
giant posted revenue expansion for the
first time in several quarters amid gains
in its software and hardware units.

Intel (Nasdaq) another Dow compo-
nent, lost 71 cents, or 3.3%, to 20.90 as it

prepared to post af-
ter the close. Gold-
man Sachs Group
added pressure
yesterday by cut-
ting the semicon-
ductor maker’s
shares to neutral
from buy, giving
valuation as the
primary reason.

Intel’s results showed a drop in both net
income and sales, although they did beat
Wall Street’s expectations.

Level 3 Communications (Nasdaq)
rose 70 cents, or 13%, to 6.02. The Inter-
net phone and data-services provider
agreed to buy Broadwing in a deal valued
at about $1.4 billion in cash and stock, a
move to increase reach and customer
base as the industry continues to face
stagnant sales. Small-cap Broadwing
(Nasdaq) gained 2.62, or 20%, to 15.90.

JetBlue Airways (Nasdaq) rose 50
cents, or 4.9%, to 10.66, the only stock to
gain on the 20-component Dow Jones Trans-
portation Average, which was hobbled by
higher oil prices early on, although crude
ended up falling, and chilled by results
from trucker Werner Enterprises. Lehman
Brothers Holdings was a big help to Jet-
Blue, as it raised shares to overweight from
equal weight. The investment firm said the
air carrier will address its cost problem
and that should drive substantial earnings
improvement. Werner Enterprises (Nas-
daq) fell 1.49, or 7.4%, to 18.62. The trucking
company posted lackluster third-quarter re-
sults due to weak freight demand and high
insurance and claims costs.

EMC lost 13 cents, or 1%, to 12.70. The
storage technology giant reported lower
third-quarter profit and said it will take a
fourth-quarter charge to cover the cost of
cutting jobs.

ZURICH—Converium Holding AG
agreed to sell its U.S. business to Berk-
shire Hathaway Inc.’s National Indem-
nity Co. for $95 million, helping the Swiss
reinsurer to accelerate its revamping
and pave the way for a crucial credit-rat-
ing upgrade.

Converium faced a financial collapse
in summer 2004 after the company had to
increase its reserves for liability reinsur-
ance contracts in the U.S., requiring the
company to issue new shares and tap fresh
credit facilities. Rating agencies such as
Standard & Poor’s Ratings Service re-
duced the company’s credit grade to tri-
ple-B, a level deemed insufficient for a re-
insurer to do bulkbusiness. S&P raised the
rating to triple-B-plus after Converium an-
nounced the sale of the U.S. unit.
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CBOT
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Nasdaq listings appear on page C8;
American Stock Exchange on page C7.

Converium to Sell U.S. Business

SEOUL, South Korea—Prosecutors
said they raided Citigroup Global Markets
Ltd.’s offices here to search for informa-
tion about whether U.S. private-equity
firm Lone Star Funds illegally purchased
Korea Exchange Bank in 2003.

AspokeswomaninSeoulfortheCitigroup
Inc. unit, which acted as Lone Star’s adviser
onthepurchase,saidCitigroupisfullycooper-
atingwithprosecutorsandisbeingtreatedas
awitness.Theraidisthelatesteventinanin-
vestigationthatbeganthisyearintowhether
government and KEB officials misrepre-
sentedthebank’sfinancialhealthtopavethe
wayforLoneStar’sacquisition.LoneStarin-
jected about $1.2 billion into the bank in 2003
inexchangeforacontrollingstakeafterKEB
and government officials declared the bank
was in financial distress. In Korea, foreign
fundscanbuyonlybanksthataredeemeddis-
tressed by government officials.

Prosecutors also are examining Dallas-
based Lone Star’s role in the deal, even
though, inJune,Korea’sBoardofAudit and
Inspection cleared the fund of wrongdoing.

The probe has delayed Lone Star’s plan
tosellKEBtoKookminBank, thecountry’s
biggest lender by assets.

ALoneStarspokesmandeclinedtocom-
ment.

Theprosecutorsdidn’t saywhetherCiti-
group was a target of the probe.

Merrill’s Profit Surges After a Gain
Solid Commodities Trading

Also Helps Boost Results;

‘A Very Good Quarter’

ABREAST OF
THE MARKET

OPTIONS
REPORT

By RANDALL SMITH

Merrill Lynch & Co. said third-quar-
ter net income more than doubled to
$3.05 billion, or $3.17 a share, aided by a
gain of $1.1 billion from the merger of its
money-management division with Black-
Rock Inc.

The results, which exceeded Wall
Street expectations, were also aided by

commodities trad-
ing, which Merrill
has built up since a
2004 acquisition,
and where revenue
was nearly double
the previous quar-
terly record, thanks
mainly to natural
gas and electricity.

Analyst David
Trone of Fox-Pitt, Kelton called the trad-
ing results “surprisingly strong.”

Without the gain, Merrill said, profit
would have risen 41% to $1.94 billion, or
$2 a share, from $1.38 billion, or $1.40 a
share, in the third quarter of 2005. On
the same basis, profit would have risen
19% from $1.63 billion in the second quar-
ter.

The securities firm’s results topped

the average Wall Street estimate of
$1.47 a share as tracked by Thomson
Financial. While muted by a market-
wide decline driven by a wholesale
price report, Merrill’s stock price rose
41 cents, or 0.5%, to $84.52 in 4 p.m.
composite trading on the New York
Stock Exchange.

Merrill said net revenue, after inter-
est expenses, rose 48% to $9.9 billion from
$6.68 billion in the third quarter of 2005.
Not counting the BlackRock gain, net rev-
enue rose 19% to $7.93 billion from the
year-ago quarter, but slipped 2.8% from
$8.16 billion in the second quarter.

Merrill recorded the big gain because
the market value of the roughly 49%
stake in BlackRock that Merrill received
in exchange for its former Merrill Lynch
Investment Managers unit, exceeded the
value of that business on Merrill’s books.
The merger closed on Sept. 29, when the
third quarter ended.

Analysts noted that Merrill boosted
its return on equity to 22.5% even without
the BlackRock gain, up from 17.2% a year
ago, closing a gap with rivals. But the
quarter also included a gain of about $300
million, or 31 cents a share, from resolu-
tion of a tax issue.

Merrill Chief Executive Stanley
O’Neal said the results reflected “a very
good quarter” considering that it oc-
curred in “a business environment that
was more challenging than the first half
of the year.” Chief Financial Officer Jeff
Edwards said the pipeline of pending
deals is at record levels.

In its largest business, global markets
and investment banking, Merrill said pre-
tax income rose 13% to $1.46 billion as net
revenue rose 21% to $4.4 billion. In addi-
tion to the big gain from commodities,
results were aided by stock trading and
an estimated $300 million in private-eq-
uity gains, offset by declines in some
principal investing.

In its brokerage business catering to
individual investors, Merrill said pretax
earnings rose 4% to $611 million as net
revenue rose 5% to $2.83 billion. The num-
ber of brokers rose by 180 to 15,700.

In its last quarter as part of Merrill
Lynch, the investment-management busi-
ness showed a 75% pickup in pretax earn-
ings to $284 million as net revenue rose
54% to $700 million.

Merrill’s quarterly profit gain topped
that of some competitors which reported
a month ago. For example, at Goldman
Sachs Group Inc., third-quarter net fell
1.4% from a year ago, and dropped 31%
from the second quarter. Lehman Broth-
ers Holdings Inc. said third-quarter net
rose 4.2% from a year earlier, but fell
8.6% from the second quarter.

But it was exceeded by Morgan Stan-
ley, where third-quarter operating profit
rose 59% from the third quarter of 2005,
which included a big charge, although its
net fell 5.6% from the second quarter.

COMMODITIES
REPORT
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Chicago Merc.
$516.50, up 2.6%

New York Stock Exchange listings
appear on page C6.

Futures listings appear on page B2.

Convertible Arbitrage 129.73 0.04 0.03 9.3 8.0
Merger Arbitrage 121.52 0.01 0.01 7.0 7.7
Event Driven 136.68 0.22 0.16 8.7 11.5
Distressed Securities 168.65 0.09 0.05 10.7 12.4
Equity Market Neutral 107.45 0.05 0.05 5.8 6.6
Equity Long/Short 110.09 0.38 0.35 4.1 7.9

estimates as of 10/16/06, after fees; www.djhedgefundindexes.com

By CLINT RILEY

Citigroup Inc. signed its first multibil-
lion-dollar bank deal in a year and a half,
agreeing to buy a 20% stake in Akbank, one
of Turkey’s largest financial institutions in
a fast-expanding market that is a gateway
to Eastern Europe and the Middle East, for
$3.1 billion.

The deal reflects the desire of the
world’s largestbankbymarket value toex-
pand globally by expanding in emerging
markets.

Under terms of the deal, Citigroup will
get a seat on Akbank’s nine-person board
and the right to make the first offer for any
shares the Turkishbank’s largest investor,
SabanciHolding, decides to sell.The tie-up
lays the groundwork for Citigroup and Ak-
banktopursuejointventuresandothercol-
laborations. Citigroup said the arrange-
ment,whichisexpectedtobe finalizedin60
to 90 days, will add to its earnings in the
first year.

“What made this transaction particu-
larly attractive is our strategic collabora-
tion, which provides opportunities to
broadenourinternationaldistributioncapa-
bilities,”CitigroupChairmanandChiefEx-
ecutive Charles Prince said in a statement.

Akbank has $35.8 billion in assets and
$22.7 billion in deposits. Citigroup has
$1.6 trillion in assets.

The agreement is the first successful
bank deal for Citigroup since March 2005,
when the Federal Reserve approved its ac-
quisition of the 106-branch First American
Bank in Texas for $4.2 billion. At the same
time, the Fed prevented Citigroup from ac-
quiringanything else domestically or over-
seas until this year.

With growth in its U.S. businesses slow-
ing, Mr. Prince has made increasing Citi-
group’s profit from overseas the bank’s top
prioritythisyear.Mr.Princehassaidthatin
the not-so-distant future he would like to
have60%ofthebank’sprofitcomefromover-
seas. About 40% of the bank’s profit comes
from overseas operations.

Among the countries Citigroup execu-
tives view as the most attractive areas for
retail-banking expansion are Brazil, Rus-
sia, Chile and Turkey. Citigroup is trying
to expand in India and China.

Citigroup has 47 branches and 68 auto-
matedtellermachinesinTurkey,ranking it
the 19th largest bank in Turkey by assets.
By contrast, Akbank has 674 branches and
1,551 ATMs, ranking it as the third-largest
bank by assets in the country.

Citigroup has been seeking to buy a siz-
ablestakeinmidsizeChineselenderGuang-
dong Development Bank after the Chinese
government rebuffed a bid from the U.S.
bank to obtain control of the institution. In
India, where foreign banks also face strict
restrictions, Citigroup spent nearly $1 bil-
lion to increase itsstake to 12.3%inHousing
and Development Finance Corp., or HDFC,
India’s largest mortgage lender.
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DEALS & DEAL MAKERS

IN ONE CORRAL: THE CME/CBOT DEAL

Commodity Indexes Tuesday, October 17, 2006
NET YR

CLOSE CHG AGO

Dow Jones-AIG Commodity ....... 166.848 – 1.005 174.790
Dow Jones-AIG Spot ................... 283.846 – 1.709 252.974
Reuters U.K. ................................ 2123.39 +5.10 1747.25
Reuters/Jefferies CRB ................ 308.16 –0.40 329.18

Deal Rekindles Exchange-Consolidation Talk

By LYNN COWAN

Natural-gas compression company
Universal Compression Partners LP met
with modest success on its first day of
trading as a public company.

The stock closed at $22.53 as of 4 p.m.
in Nasdaq Stock Market composite trad-
ing, up 7.3%, or $1.53, from its IPO price
of $21. The company sold 5.5 million
shares at the high end of its expected
price range, which was set by underwrit-
ers Merrill Lynch & Co. and Lehman
Brothers Holdings Inc.

The Houston company is a limited
partnership created by Universal Com-
pression Holdings Inc., also of Houston,
the second-largest natural-gas compres-
sion-services provider to energy compa-
nies, as measured by horsepower, behind
Hanover Compressor Co.

Universal Compression Partners is

the 13th energy-related company this
year to launch a limited-partnership or
limited-liability deal.

Unlike an ordinary corporation, en-
ergy limited partnerships pay out their
available cash in the form of dividends;
Universal Compression Partners plans
an annual payout of $1.40 a share each
year, or a 6.6% yield. Universal Compres-
sion Holdings owns 55% of the limited-
partnership interests, all of its general-
partnership interests and its incentive-
distribution rights, which entitle it to re-
ceive an increasing percentage of divi-
dends after certain payout goals are
achieved.

Universal Compression Partners
holds 17% of the available horsepower
from Universal Compression Holdings’
U.S. compression business, with plans to
acquire the remainder of that domestic
business over time.

Universal Compression Partners’ busi-
ness could benefit from rising demand
for its services, which are used to extract
natural gas. More compression is re-
quired to continue producing the same
volumes from older gas fields, and the
Energy Information Administration has
forecast an increase in natural-gas pro-
duction from unconventional sources, in-
cluding sand, shale and coal beds, which
require more compression than conven-
tional sources.

In the first six months of the year,
the company’s revenue rose 25% to
$195.5 million, compared with the same
period in 2005, as it received higher
average contract rates and had higher
operating horsepower, a measure of
equipment utilization. Its net income
during that time increased 28% to $66.9
million.

Korean Prosecutors

Raid Citigroup Unit

In Lone Star Probe

1
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By MATT CHAMBERS

As a flurry of consolidation envelops
the world’s futures exchanges, energy
bourses IntercontinentalExchange Inc.
and the New York Mercantile Exchange
are the big targets left standing.

And they could even merge with each
other, analysts say.

The Chicago Mercantile Exchange’s
agreement to acquire smaller rival CBOT

Holdings Inc.’s Chi-
cago Board of Trade
for $8 billion has
sparked speculation
over which futures

exchange will be the next to be swept up in
a wave of mergers that began earlier this
decade.

Although small compared with the $25
billion exchange giant the CME is looking
to create, Nymex and Atlanta-based ICE
have been steadily boosting trading vol-
umes thanks to an influx of fund money
into volatile energy markets. ICE, which
listed on the New York Stock Exchange in
November, has been aggressively growing
through both acquisitions and new prod-
ucts, while Nymex is planning an initial
public offering this year, proceeds from
which it plans to deploy toward acquisi-
tions and development in an attempt to
grab a bigger slice of the exchange sector.

“There’s scarcity value” in ICE, said
Richard Repetto, an equity analyst and
principal at Sandler O’Neill & Partners
LP in New York. As well as being
Nymex’s main rival in crude-oil futures
trade, ICE pioneered the concept of using
a clearing house to guarantee over-the-
counter, or off-exchange, trades.

Nymex itself, and the combined CME
and CBOT, are the most likely candidates

for a merger with ICE, Mr. Repetto said.
“If you can consolidate CME and

CBOT and there are significant syner-
gies, you might be able to do the same
thing with the Nymex and ICE,” he said.
Mr. Repetto declined to comment on
whether Nymex is a potential takeover
target because Sandler O’Neill & Partners
are co-managers on the New York ex-
change’s IPO. The firm was also an under-
writer for ICE’s initial public offering.

ICE would be an attractive prize for a fu-
tures exchange, having grabbed more than
half the world’s crude-oil futures volumes
since buying London’s International Petro-
leum Exchange in 2001 and adding a finan-
cial copy of Nymex’s benchmark crude-oil
contract to its electronic platform this year.

The 134-year-old Nymex, while slow off
the mark to capitalize on electronic trad-
ing, has recently improved its IPO pros-
pects by adding a competitive crude-trad-
ing system in partnership with CME and
by chasing a deal to boost screen trade of
metals traded on its Comex division.

Neither ICE nor Nymex would com-

ment on the likelihood of being a take-
over target.

In other commodity markets:
SUGAR: Prices on the New York

Board of Trade rose to a one-month high,
supported on buying interest as a supply
gap is expected when Brazil is between
sugar cane harvests from February to
March. March gained 0.87 of a cent to
12.58 cents a pound.

NATURAL GAS: Futures lost their
steam as a rally fueled by cold weather
reports ended. Analysts said it is too
early in the season for cold weather to
sustain high prices. November natural
gas futures on the New York Mercantile
Exchange settled flat at $6.442 per mil-
lion British thermal units.
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By ANJALI CORDEIRO

Small-capitalization stocks snapped a
three-day winning streak as investors
considered some worrisome inflation
data, mixed earnings reports and a de-
cline in oil prices.

The trucking sector was the session’s
worst performer after large-cap Werner En-
terprises reported third-quarter earnings
that disappointed Wall Street due to softer
freight demand. Among small stocks, Saia
lost $1.70, or 4.8%, to $34.03; and Arkansas
Best slid 1.95, or 3.9%, to 47.50.

The auto-parts sector advanced after
investor Carl Icahn said he plans to boost

his stake in large-
cap Lear. In the
small-cap sector,
American Axle &
Manufacturing
Holdings gained 44
cents, or 2.5%, to
18.35; and Supe-
rior Industries In-
ternational rose 32
cents, or 1.9%, to

17.53, both on the NYSE.
The Russell 2000 small-stock index fell

4.57, or 0.59%, to 764.91. The Standard &
Poor’s SmallCap 600 Index lost 2.97, or
0.76%, to 389.86. Both indexes finished
well off their worst levels for the session.

“The producer price index spooked ev-
eryone early with the core rate coming in
higher than expected,” said Kevin
Kruszenski, director of equity trading at
KeyBanc Capital Markets. But fairly good
earnings reports from some health-care
and financial firms, as well merger news
helped limit the market’s decline, he said.

Broadwing, which provides Internet
access and carries long-distance traffic
for other phone-service providers through
its fiber network, gained 2.62, or 20%, to
15.90. Large-cap Level 3 Communications
agreed to buy Broadwing in a deal valued

at about $1.4 billion in cash and stock.
Intermune jumped 4.29, or 25%, to

21.12. The Brisbane, Calif., biotechnol-
ogy company entered into a collaboration
agreement with Roche Holding to collabo-
rate on Hepatitis C products.

Pemstar gained 70 cents, or 19%, to
4.35. Large-cap Benchmark Electronics

reached a defini-
tive agreement to
acquire the Roches-
ter, Minn., pro-
vider of engineer-
ing and product-de-
sign services in a
stock-swap valued
at about $300 mil-
lion including the
assumption of debt.

A.O. Smith fell 4.97, or 11%, to 38.91 on
the NYSE. The Milwaukee diversified man-
ufacturer narrowed its 2006 earnings fore-
cast to between $2.30 to $2.40 a share due
to near-term weakness in residential mar-
kets and continued pressure from raw-ma-
terial costs.

Robbins & Myers gained 4.05, or 13%,
to 35.79 on the NYSE. The Dayton, Ohio,
supplier of equipment and systems to
pharmaceutical, energy and other mar-
kets said fourth-quarter net income rose
to $9 million, or 56 cents a share, from
$335,000, or 2 cents a share, during the
same period in the prior year.

Callaway Golf fell 1.49, or 11%, to 12.61
on the NYSE. The Carlsbad, Calif., golf-
products company expects a third-quar-
ter loss of 17 cents to 19 cents a share.

Sapient lost 76 cents, or 13%, to 5.06.
The Cambridge, Mass., business and
technology consulting company’s top two
executives resigned and the company an-
nounced it will restate certain financial
results because of findings from an ongo-
ing investigation into past stock-option
grants.
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By MOHAMMED HADI

Speculation on the Chicago Board Op-
tions Exchange went from the trading
floor to the members lounge Tuesday as
investors bid the price of membership on
the options exchange to a new record.

The unusually heavy trading in CBOE
seats followed word that CBOT Holdings

Inc. will be ac-
quired by Chicago
Mercantile Ex-
change Holdings
Inc., which some

figure will remove a major obstacle to
the CBOE’s conversion from a member-
owned to a shareholder-owned entity.

The price of seats on the CBOE rose
to $1.5 million from $1.4 million Monday
and several sold at the new price. In
fact, with seven seats trading yesterday,
activity was a minor frenzy in these.

The CBOE late yesterday was consid-
ering what the deal meant for its efforts
to move toward an initial public offering
of stock. In August, the CBOT sued the
options exchange over CBOT members’

ownership stake in the CBOE. The two
sides dispute how large that stake would
be in a public company, and values of
CBOE memberships rose on speculation
that the CME-CBOT combination would
make it easier for CBOE to do its own
stock offering.

“The market trading in CBOE seats
is quite chaotic,” noted Thomas Cald-
well, chairman of Caldwell Financial
Ltd. of Toronto, which holds several
CBOE seats as well as stock in CBOT
and the CME.

At $1.5 million, the cost of a member-
ship to the Chicago Board Options Ex-
change is 71% higher than the highest
price paid for these seats in 2005.

Mr. Caldwell attributed speculation to
more than the generic consolidation buzz
that drove up shares of publicly traded
exchanges yesterday. Shares of CBOE ri-
val International Securities Exchange
Holdings Inc. rose $2.37, or 4.9%, to
$51.02, on the New York Stock Exchange.

The CBOE told members that it
wasn’t consulted about the impact of the
merger on the trading-rights issue, and

that it doesn’t expect to comment until
the final terms of the proposed merger
are known. During a conference call with
investors to discuss the merger, CBOT
Chairman Charles Carey said the merger
doesn’t change the CBOE trading-rights
issue.

Buyers of CBOE seats also are specu-
lating on what will follow the demutual-
ization. Not only do many expect it to
lead to a stock offering, but some, includ-
ing Mr. Caldwell, hope to profit down the
line as consolidation among exchanges
continues.

CBOE Chairman William Brodsky
wasn’t available to comment, but has in
the past noted that the demutualization
will bring the CBOE’s ownership struc-
ture in line with that of other ex-
changes and opens the door to various
possibilities.

The exchange noted in its statement
to members that it doesn’t expect the
proposed merger to alter its plans to de-
mutualize.

By KAREN TALLEY

Stocks pulled back, but finished well
off their lows, in a session that saw inves-
tors charge into companies, like CBOT
Holdings and Icos, which struck deals to
be acquired.

Investors had differing reactions to
earnings and outlooks from Dow Jones

Industrial Average
components
Johnson & Johnson
and United Technol-
ogies.

The Dow fell 30.58 points, or 0.26%, to
11950.02. The decline came amid an Octo-
ber rally and was the Dow’s biggest point
drop since the month began. The Nasdaq
Composite Index dropped 18.89, or 0.8%, to
2344.95. The Standard & Poor’s 500-stock
index shed 5, or 0.37%, to 1364.04.

The market’s ability to recoup consid-
erable ground—the Dow industrials were
off 93 points at their lowest level—serves
as indication that buyers remain ready
to step forward instead of engaging in a
groundswell of selling at the first sign of
weakness, traders said.

“The core PPI inflation number, which
came in worse than expected, was an early
excuse by traders to book some quick prof-
its,” said Paul Schatz, chief trader at Heri-
tage Capital LLC. “But then you had a num-
ber of underinvested bulls take the selling
as an opportunity to put money to work.”

Shares of CBOT Holdings, parent of the
Chicago Board of Trade, leapt $17.48, or
13%, to $151.99 on news of its planned combi-
nation with Chicago Mercantile Exchange
Holdings. Chicago Merc advanced 13.25, or
2.6%, to 516.50. Investors who bought CBOT
when the company went public about a
year ago would see a big payoff: Their
$54-a-share investment is up 181%, trading
at nearly three times the offering price.

Thoughts of further consolidation
helped lift shares of most other exchanges.

Nasdaq Stock Mar-
ket gained 44
cents, or 1.3%, to 35
on Nasdaq. Energy
market Interconti-
nentalExchange
rose 4.37, or 5.7%,
to 81.67, and the op-
tions-focused Inter-
national Securities
Exchange ad-

vanced 2.37, or 4.9%, to 51.02.
Icos (Nasdaq) surged 4.38, or 16%, to

31.50. Eli Lilly agreed to acquire the phar-
maceutical developer for $2.1 billion to
gain full ownership of the erectile-dysfunc-
tion drug Cialis. Lilly shed 11 cents to 57.55.

Johnson & Johnson rose 1.15, or 1.8%, to
66.08. The medical-products maker re-
ported an 8.7% rise in third-quarter profit.

United Technologies lost 1.51, or 2.3%,
to 65.28. The continuing strong recovery
in the aerospace industry helped in-
crease third-quarter net income by 21%,
but such rapid expansion will probably
cool next year, the aerospace and build-
ing-services conglomerate said.

Lear leapt 3.75, or 15%, to 28.34, the
biggest percentage gainer on the Big
Board. Investor Carl Icahn said he plans
to increase his stake in the automotive-in-
teriors supplier to 16% through a $200
million private-stock placement, giving
the company an active shareholder as it
works through a restructuring.

Merrill Lynch added 41 cents to 84.52.
The last big investment bank to report
third-quarter results said net income more
than doubled to $3.05 billion, aided by a
gain of $1.1 billion from the merger of its
money-management division with Black-
Rock. Fixed-income asset overseer Black-
Rock lost four cents to 148.45.

Jefferies Group lost 2.43, or 7.7%, to

29.24. The financial-services firm, which
focuses its investment-banking attention
on small companies, said third-quarter
profit rose to $45.9 million from $38.6 mil-
lion a year earlier, but net revenue in-
creased to $340.6 million when analysts
were looking for revenue of $348.4 million.

Triad Hospitals fell 3.14, or 7.5%, to
38.85. The hospital operator rescinded its
earnings outlook for 2006 and beyond,
and warned that third-quarter income
will fall far short of expectations as it
continues to contend with a heavy load of
uninsured patients and unpaid bills.

Manpower gained 3.64, or 5.6%, to
68.36. The employment-services provider

said third-quarter
profit rose 32% on
revenue expansion
in Europe, and fore-
cast fourth-quarter
profit above mar-
ket forecasts.

Investors had
different perspec-
tives yesterday as
two companies’

profit reports approached.
International Business Machines

gained 24 cents to 86.95 ahead of report-
ing after the closing bell. Shares had
risen seven of the past eight sessions as
the release date approached, and inves-
tors’ positive expectations paid off, at
least early on, as shares rose in after-
hours trading after the numbers were
delivered. IBM’s profit rose 47%, helped
by a lower tax bill, as the technology
giant posted revenue expansion for the
first time in several quarters amid gains
in its software and hardware units.

Intel (Nasdaq) another Dow compo-
nent, lost 71 cents, or 3.3%, to 20.90 as it

prepared to post af-
ter the close. Gold-
man Sachs Group
added pressure
yesterday by cut-
ting the semicon-
ductor maker’s
shares to neutral
from buy, giving
valuation as the
primary reason.

Intel’s results showed a drop in both net
income and sales, although they did beat
Wall Street’s expectations.

Level 3 Communications (Nasdaq)
rose 70 cents, or 13%, to 6.02. The Inter-
net phone and data-services provider
agreed to buy Broadwing in a deal valued
at about $1.4 billion in cash and stock, a
move to increase reach and customer
base as the industry continues to face
stagnant sales. Small-cap Broadwing
(Nasdaq) gained 2.62, or 20%, to 15.90.

JetBlue Airways (Nasdaq) rose 50
cents, or 4.9%, to 10.66, the only stock to
gain on the 20-component Dow Jones Trans-
portation Average, which was hobbled by
higher oil prices early on, although crude
ended up falling, and chilled by results
from trucker Werner Enterprises. Lehman
Brothers Holdings was a big help to Jet-
Blue, as it raised shares to overweight from
equal weight. The investment firm said the
air carrier will address its cost problem
and that should drive substantial earnings
improvement. Werner Enterprises (Nas-
daq) fell 1.49, or 7.4%, to 18.62. The trucking
company posted lackluster third-quarter re-
sults due to weak freight demand and high
insurance and claims costs.

EMC lost 13 cents, or 1%, to 12.70. The
storage technology giant reported lower
third-quarter profit and said it will take a
fourth-quarter charge to cover the cost of
cutting jobs.

ZURICH—Converium Holding AG
agreed to sell its U.S. business to Berk-
shire Hathaway Inc.’s National Indem-
nity Co. for $95 million, helping the Swiss
reinsurer to accelerate its revamping
and pave the way for a crucial credit-rat-
ing upgrade.

Converium faced a financial collapse
in summer 2004 after the company had to
increase its reserves for liability reinsur-
ance contracts in the U.S., requiring the
company to issue new shares and tap fresh
credit facilities. Rating agencies such as
Standard & Poor’s Ratings Service re-
duced the company’s credit grade to tri-
ple-B, a level deemed insufficient for a re-
insurer to do bulkbusiness. S&P raised the
rating to triple-B-plus after Converium an-
nounced the sale of the U.S. unit.
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Nasdaq listings appear on page C8;
American Stock Exchange on page C7.

Converium to Sell U.S. Business

SEOUL, South Korea—Prosecutors
said they raided Citigroup Global Markets
Ltd.’s offices here to search for informa-
tion about whether U.S. private-equity
firm Lone Star Funds illegally purchased
Korea Exchange Bank in 2003.

AspokeswomaninSeoulfortheCitigroup
Inc. unit, which acted as Lone Star’s adviser
onthepurchase,saidCitigroupisfullycooper-
atingwithprosecutorsandisbeingtreatedas
awitness.Theraidisthelatesteventinanin-
vestigationthatbeganthisyearintowhether
government and KEB officials misrepre-
sentedthebank’sfinancialhealthtopavethe
wayforLoneStar’sacquisition.LoneStarin-
jected about $1.2 billion into the bank in 2003
inexchangeforacontrollingstakeafterKEB
and government officials declared the bank
was in financial distress. In Korea, foreign
fundscanbuyonlybanksthataredeemeddis-
tressed by government officials.

Prosecutors also are examining Dallas-
based Lone Star’s role in the deal, even
though, inJune,Korea’sBoardofAudit and
Inspection cleared the fund of wrongdoing.

The probe has delayed Lone Star’s plan
tosellKEBtoKookminBank, thecountry’s
biggest lender by assets.

ALoneStarspokesmandeclinedtocom-
ment.

Theprosecutorsdidn’t saywhetherCiti-
group was a target of the probe.

Merrill’s Profit Surges After a Gain
Solid Commodities Trading

Also Helps Boost Results;

‘A Very Good Quarter’

ABREAST OF
THE MARKET

OPTIONS
REPORT

By RANDALL SMITH

Merrill Lynch & Co. said third-quar-
ter net income more than doubled to
$3.05 billion, or $3.17 a share, aided by a
gain of $1.1 billion from the merger of its
money-management division with Black-
Rock Inc.

The results, which exceeded Wall
Street expectations, were also aided by

commodities trad-
ing, which Merrill
has built up since a
2004 acquisition,
and where revenue
was nearly double
the previous quar-
terly record, thanks
mainly to natural
gas and electricity.

Analyst David
Trone of Fox-Pitt, Kelton called the trad-
ing results “surprisingly strong.”

Without the gain, Merrill said, profit
would have risen 41% to $1.94 billion, or
$2 a share, from $1.38 billion, or $1.40 a
share, in the third quarter of 2005. On
the same basis, profit would have risen
19% from $1.63 billion in the second quar-
ter.

The securities firm’s results topped

the average Wall Street estimate of
$1.47 a share as tracked by Thomson
Financial. While muted by a market-
wide decline driven by a wholesale
price report, Merrill’s stock price rose
41 cents, or 0.5%, to $84.52 in 4 p.m.
composite trading on the New York
Stock Exchange.

Merrill said net revenue, after inter-
est expenses, rose 48% to $9.9 billion from
$6.68 billion in the third quarter of 2005.
Not counting the BlackRock gain, net rev-
enue rose 19% to $7.93 billion from the
year-ago quarter, but slipped 2.8% from
$8.16 billion in the second quarter.

Merrill recorded the big gain because
the market value of the roughly 49%
stake in BlackRock that Merrill received
in exchange for its former Merrill Lynch
Investment Managers unit, exceeded the
value of that business on Merrill’s books.
The merger closed on Sept. 29, when the
third quarter ended.

Analysts noted that Merrill boosted
its return on equity to 22.5% even without
the BlackRock gain, up from 17.2% a year
ago, closing a gap with rivals. But the
quarter also included a gain of about $300
million, or 31 cents a share, from resolu-
tion of a tax issue.

Merrill Chief Executive Stanley
O’Neal said the results reflected “a very
good quarter” considering that it oc-
curred in “a business environment that
was more challenging than the first half
of the year.” Chief Financial Officer Jeff
Edwards said the pipeline of pending
deals is at record levels.

In its largest business, global markets
and investment banking, Merrill said pre-
tax income rose 13% to $1.46 billion as net
revenue rose 21% to $4.4 billion. In addi-
tion to the big gain from commodities,
results were aided by stock trading and
an estimated $300 million in private-eq-
uity gains, offset by declines in some
principal investing.

In its brokerage business catering to
individual investors, Merrill said pretax
earnings rose 4% to $611 million as net
revenue rose 5% to $2.83 billion. The num-
ber of brokers rose by 180 to 15,700.

In its last quarter as part of Merrill
Lynch, the investment-management busi-
ness showed a 75% pickup in pretax earn-
ings to $284 million as net revenue rose
54% to $700 million.

Merrill’s quarterly profit gain topped
that of some competitors which reported
a month ago. For example, at Goldman
Sachs Group Inc., third-quarter net fell
1.4% from a year ago, and dropped 31%
from the second quarter. Lehman Broth-
ers Holdings Inc. said third-quarter net
rose 4.2% from a year earlier, but fell
8.6% from the second quarter.

But it was exceeded by Morgan Stan-
ley, where third-quarter operating profit
rose 59% from the third quarter of 2005,
which included a big charge, although its
net fell 5.6% from the second quarter.

COMMODITIES
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Chicago Merc.
$516.50, up 2.6%

New York Stock Exchange listings
appear on page C6.

Futures listings appear on page B2.

Convertible Arbitrage 129.73 0.04 0.03 9.3 8.0
Merger Arbitrage 121.52 0.01 0.01 7.0 7.7
Event Driven 136.68 0.22 0.16 8.7 11.5
Distressed Securities 168.65 0.09 0.05 10.7 12.4
Equity Market Neutral 107.45 0.05 0.05 5.8 6.6
Equity Long/Short 110.09 0.38 0.35 4.1 7.9

estimates as of 10/16/06, after fees; www.djhedgefundindexes.com

By CLINT RILEY

Citigroup Inc. signed its first multibil-
lion-dollar bank deal in a year and a half,
agreeing to buy a 20% stake in Akbank, one
of Turkey’s largest financial institutions in
a fast-expanding market that is a gateway
to Eastern Europe and the Middle East, for
$3.1 billion.

The deal reflects the desire of the
world’s largestbankbymarket value toex-
pand globally by expanding in emerging
markets.

Under terms of the deal, Citigroup will
get a seat on Akbank’s nine-person board
and the right to make the first offer for any
shares the Turkishbank’s largest investor,
SabanciHolding, decides to sell.The tie-up
lays the groundwork for Citigroup and Ak-
banktopursuejointventuresandothercol-
laborations. Citigroup said the arrange-
ment,whichisexpectedtobe finalizedin60
to 90 days, will add to its earnings in the
first year.

“What made this transaction particu-
larly attractive is our strategic collabora-
tion, which provides opportunities to
broadenourinternationaldistributioncapa-
bilities,”CitigroupChairmanandChiefEx-
ecutive Charles Prince said in a statement.

Akbank has $35.8 billion in assets and
$22.7 billion in deposits. Citigroup has
$1.6 trillion in assets.

The agreement is the first successful
bank deal for Citigroup since March 2005,
when the Federal Reserve approved its ac-
quisition of the 106-branch First American
Bank in Texas for $4.2 billion. At the same
time, the Fed prevented Citigroup from ac-
quiringanything else domestically or over-
seas until this year.

With growth in its U.S. businesses slow-
ing, Mr. Prince has made increasing Citi-
group’s profit from overseas the bank’s top
prioritythisyear.Mr.Princehassaidthatin
the not-so-distant future he would like to
have60%ofthebank’sprofitcomefromover-
seas. About 40% of the bank’s profit comes
from overseas operations.

Among the countries Citigroup execu-
tives view as the most attractive areas for
retail-banking expansion are Brazil, Rus-
sia, Chile and Turkey. Citigroup is trying
to expand in India and China.

Citigroup has 47 branches and 68 auto-
matedtellermachinesinTurkey,ranking it
the 19th largest bank in Turkey by assets.
By contrast, Akbank has 674 branches and
1,551 ATMs, ranking it as the third-largest
bank by assets in the country.

Citigroup has been seeking to buy a siz-
ablestakeinmidsizeChineselenderGuang-
dong Development Bank after the Chinese
government rebuffed a bid from the U.S.
bank to obtain control of the institution. In
India, where foreign banks also face strict
restrictions, Citigroup spent nearly $1 bil-
lion to increase itsstake to 12.3%inHousing
and Development Finance Corp., or HDFC,
India’s largest mortgage lender.
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DEALS & DEAL MAKERS

IN ONE CORRAL: THE CME/CBOT DEAL

Commodity Indexes Tuesday, October 17, 2006
NET YR

CLOSE CHG AGO

Dow Jones-AIG Commodity ....... 166.848 – 1.005 174.790
Dow Jones-AIG Spot ................... 283.846 – 1.709 252.974
Reuters U.K. ................................ 2123.39 +5.10 1747.25
Reuters/Jefferies CRB ................ 308.16 –0.40 329.18

Deal Rekindles Exchange-Consolidation Talk

By LYNN COWAN

Natural-gas compression company
Universal Compression Partners LP met
with modest success on its first day of
trading as a public company.

The stock closed at $22.53 as of 4 p.m.
in Nasdaq Stock Market composite trad-
ing, up 7.3%, or $1.53, from its IPO price
of $21. The company sold 5.5 million
shares at the high end of its expected
price range, which was set by underwrit-
ers Merrill Lynch & Co. and Lehman
Brothers Holdings Inc.

The Houston company is a limited
partnership created by Universal Com-
pression Holdings Inc., also of Houston,
the second-largest natural-gas compres-
sion-services provider to energy compa-
nies, as measured by horsepower, behind
Hanover Compressor Co.

Universal Compression Partners is

the 13th energy-related company this
year to launch a limited-partnership or
limited-liability deal.

Unlike an ordinary corporation, en-
ergy limited partnerships pay out their
available cash in the form of dividends;
Universal Compression Partners plans
an annual payout of $1.40 a share each
year, or a 6.6% yield. Universal Compres-
sion Holdings owns 55% of the limited-
partnership interests, all of its general-
partnership interests and its incentive-
distribution rights, which entitle it to re-
ceive an increasing percentage of divi-
dends after certain payout goals are
achieved.

Universal Compression Partners
holds 17% of the available horsepower
from Universal Compression Holdings’
U.S. compression business, with plans to
acquire the remainder of that domestic
business over time.

Universal Compression Partners’ busi-
ness could benefit from rising demand
for its services, which are used to extract
natural gas. More compression is re-
quired to continue producing the same
volumes from older gas fields, and the
Energy Information Administration has
forecast an increase in natural-gas pro-
duction from unconventional sources, in-
cluding sand, shale and coal beds, which
require more compression than conven-
tional sources.

In the first six months of the year,
the company’s revenue rose 25% to
$195.5 million, compared with the same
period in 2005, as it received higher
average contract rates and had higher
operating horsepower, a measure of
equipment utilization. Its net income
during that time increased 28% to $66.9
million.
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