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John

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

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

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

· Thank you for joining us this morning. I will spend some time addressing our first quarter highlights and then turn the call over to Jamie for a more detailed discussion of first-quarter financial results. 
· Against ongoing macroeconomic challenges, I am pleased to report another highly profitable quarter. On a pro forma basis, we achieved revenues of $647M and operating income of $395M. Earnings per share were $3.20 for the first quarter, and operating margin of 61% reflect the strong leverage inherent to our business model. A tight focus on expense management allowed us to keep pro forma operating expenses to $252M, a reduction of 9% from the first quarter of 2008 and 2% from the fourth quarter. 
· Since the beginning of the financial crisis, our message has been that while we can’t control the macroeconomic environment, we are well positioned to leverage opportunities highlighted by the current market conditions. We believe that first quarter results reinforce the diversity and resiliency of the CME Group business model, which continues to generate significant cash flow throughout a variety of economic conditions. Currently, overall market conditions remain tentative and uncertain, but we do see indications of improvement, which I will discuss. 
· On a macroeconomic level, we have seen improvements in investment grade corporate debt issuance from the $73B in the fourth quarter of 2008 to $200B in the first quarter 2009, approximately equal to first quarter last year. Fixed mortgage rates are near historic lows and are expected to drive increased mortgage origination and refinancing activity. The LIBOR-OIS spread was largely constant over the first quarter, indicating increasing stability in credit markets. All of these factors are positive indicators of the capital markets’ return to more normal functioning in general. As capital markets stabilize and holders of capital seek to deploy it into the corporate and mortgage debt markets, their need to manage interest rate and foreign exchange risks drives potential usage of CME Group’s products. 
· Another positive factor for CME Group volumes is the increased Treasury issuance. It is difficult to predict volumes based on a single factor, but with 2009 issuance projected to be $2T, we expect to see increased demand for CME Group’s Treasury futures and options as tools for hedging Treasury holdings and making predictions about the market. The longer term duration of Treasuries also means that risk related to Treasury holdings needs to be managed over the life of the instrument and thus creates a multiplier effect driving demand for CME Group’s products. 
· Moving into the specifics of our first quarter performance, as I mentioned previously, while there are indications of improvement in the overall market, we can’t predict the timing or impact on our volumes. The volume environment remains challenging. 
· First quarter volume was down 33% versus a very difficult comparable of record high volume in the first quarter 2008. However, with the diversity of our asset classes, we did have some areas of strong performance in the first quarter.
· CME ClearPort achieved a record in both average cleared volume per day and in average revenue per day. ADV for the quarter was 629K, up 33% from last year, and average revenue per day was $1.1M, up 24%. Crude and petroleum products continued to show robust growth, with crude revenue increasing 55% year over year to $16M for the quarter, and petroleum more than tripling to $10M for the quarter. These growth trends are a continuation of what we saw over the past several quarters, and indicate the increased traction of central counterparty clearing in the over-the-counter markets. 
· The Emini complex also performed well. Normalized to exclude the Russell volume, Eminis were up 2% year over year, with the Emini S&P contract up 8%. This solid performance highlights the value of CME Group’s deep liquidity during times of high volatility. 
· Interest rate volume continues to be impacted by the challenging economy. However, within Interest Rates there are some trends that are worth highlighting that underscore larger trends in the markets. 
· Volume in the back month Eurodollar contracts and the 10-year Treasury Notes is rebounding at a faster rate than front month contracts, indicating that uncertainty further out on the yield curve is driving activity, as would be expected given current Fed monetary policy. Forecasts expect the threat of inflation to eventually steepen the yield curve, which potentially has positive implications for interest rate volume. 
· We also are pleased with growth in the 5-year swap futures, which have nearly doubled in volume to over 5,000 contracts per day since first quarter of last year. These contracts provide users with an exchange-traded product that references OTC swap rates, and are one of many innovative products that we are developing to meet the growing needs of market participants for the safety and security of central counterparty clearing in conjunction with products that retain key characteristics of OTC markets. 
· Finally, in March, approximately 8,000 contracts per day were traded using the recently launched inter commodity spread functionality, up 31% from January volume. We have gotten excellent feedback from customers on this functionality and it is a key part of our mission to continually explore ways to extend our products and technology to enhance our customers’ ability to effectively trade. 
· As we have been doing for the past few quarters, I will now provide customer segment data. Please keep in mind that segment information provided is for combined, legacy CME and CBOT products.  
· Bank propriety trading activity was largely in line with 2008 percentages.

· Hedge fund activity was down from 8% in the fourth quarter to 6% in the first quarter. Offsetting this decline was a significant increase in buy side proprietary trading firms’ activity, which increased from 34% in the fourth quarter to 39% of the total. 

· Non-member activity was 18% for the first quarter, in line with historical trends but down from 20% in an unusually high fourth quarter.
· The remainder of the activity falls into the “other member” category, which is largely composed of smaller member firms and individual traders.

· We continue to believe, based on volume trends detailed here, ongoing discussions with broad segments of our customer base, and historical precedent, that the current environment reflects a cyclical downturn and not a secular shift in the markets’ needs for our products. If anything, the value of the centrally cleared exchange model in managing risk has been strongly underscored and this has opened opportunities for us on multiple fronts.
· We continue to pursue these opportunities actively. In general, we seek to meet customers’ needs for innovative products in three ways: through innovation and extension of our traditional exchange-traded derivatives, through hybrid products that combine aspects of traditional CME products and OTC products, and through clearing-only services for pure OTC products. We also seek to increase our global customer base by introducing geographically relevant products and fostering strategic partnerships in key markets. 
· In terms of exchange-traded products, we are gaining traction with multiple newer products, including the 3 year treasury note futures and Emini FX contracts. These were both launched in March and have respectively achieved ADV of 2,900 contracts and 5,300 contracts since launch. Additionally, in our equity complex, the Emini MSCI EAFE nearly doubled in volume to 2,800 contracts per day from first quarter 2008, and the Emini MSCI Emerging Markets contract nearly tripled to 1,100 contracts per day during that timeframe. 
· On the partnership front, we are pleased with progress made on BM&F Bovespa, which showed March ADV of approximately 5,000 contracts for North-to-South order routing. We are awaiting regulatory approval for North-to-South trading of the iBovespa contract, which has strong interest from the US trading community.  
· We continue to work very aggressively and make progress in discussions with participants for our cleared CDS platform, CMDX, and our cleared interest rate swap offering. We expect to have more detailed announcements on these and other OTC initiatives later in the quarter.  
· In summary, we at CME remain very focused on managing the business with the flexibility to meet the challenges posed by the current operating environment while continuing to move forward to seize the myriad of opportunities we see. We are very realistic about the many factors that need to improve in the capital markets before the crisis can be determined to be over. At the same time, we are confident that today’s conditions represent a cyclical downturn and that CME is poised to benefit from the ensuing upturn. 
· With that, let me turn the call over to Jamie.
Jamie 
· Thank you Craig. 


· CME Group turned in a solid first-quarter financial performance, despite the ongoing challenges of the current economic environment.

· Our GAAP results are summarized in the press release.  Today, I’m going to focus on the details of Q1 on a pro forma basis, as if we owned NYMEX for all periods considered.  The pro-formas also exclude approximately $13 million of CBOT and NYMEX merger-related items on an after tax basis.
· During Q1, we generated $647 million in revenue, $395 million of operating income and earnings per share of $3.20.  Average daily volumes were down 33% compared to our record 2008 first quarter, but in line with average daily volume in Q4 2008.  However, continued disciplined expense management helped offset this volume decline. 

· The overall pro forma rate per contract for all CME Group volume increased 12 percent to 83.3 cents, compared with 74.3 cents in first quarter 2008, due primarily to a positive mix shift.  The rate per contract decreased three percent from 85.8 cents in Q4 2008 due mainly to a higher proportion of lower-priced member volume in the first quarter, and to a lesser extent, a product mix shift.  Last quarter we mentioned that higher paying non-members increased from 18 percent of total in the third quarter to 20 percent in the fourth quarter.  In Q1, the non-member total reversed back to 18 percent.  If you zero in on interest rates, you’ll see our average rate of 53.2 cents in Q1 is down from 56.9 cents in Q4, but up from 52.1 cents in Q3, while the E-mini rate in Q1 is exactly the same as the third quarter. As Craig alluded to, the algorithmic traders, who appeared to pause in the fourth quarter, played a more significant role in the volume during the first quarter.

· In addition, the CME ClearPort rate dropped from $2.10 in Q4 to $1.75 in Q1 due to increased volume in the lower rate PJM products, which represented approximately 19% of volume in Q1, up from 3% in Q4.  In an attempt to provide excellent transparency into our OTC business, we provided an update in our last few volume releases on these low priced contracts, which average approximately 10 cents per round turn. Total revenue from CME ClearPort increased to an average of $1.1 million per day in the first quarter, which was the best quarter in its history.  Slide 9 shows the breakdown of our growth by product area within CME Clearport.

· Quotation data fees totaled $86 million for the quarter, up three percent from Q1 of 2008, but down two percent sequentially.  At the end of the first quarter, users subscribed to 425,000 base devices across CME, CBOT and NYMEX.  That is down 8,000 since the beginning of the year.
· I’ll now take a few minutes to review expenses.
· Total pro forma operating expenses were $252 million for Q1, down two percent sequentially and down nine percent versus Q1 last year.  We made a significant effort to reduce discretionary expenses, and you can certainly see the results in the numbers today.  Our reductions include lower travel, training, and trade show costs, along with negotiated decreases in rates charged by several vendors and consultants. On the compensation side, we have delayed our normal salary increases, and we are only hiring in critical areas.

· Our largest expense, compensation and benefits, was up $3 million sequentially to $87 million, below the guidance we provided last quarter.  Our combined headcount at the end of Q1 stood at approximately 2,275 people, down approximately 25 since year end.  We had reductions of 35 transitional employees related to our NYMEX and CBOT transactions.  We did supplement our team with several key new hires during the quarter within the sales, product development, and business development areas in support of our long-term strategic initiatives and expanding global reach.  These positions are primarily geared toward revenue generation.  

· Also, within comp and benefits expense, we incurred an expense reduction of $1.3 million due to losses on deferred compensation balances.  This item is driven by quarterly equity movements, and in Q1 the S&P500 was down 12 percent.  Keep in mind that there is an exact opposite entry made in investment income.  In Q4, there was a higher deferred comp reduction to salaries and benefits of $3.7 million, as the S&P dropped about 22 percent during that quarter.  So, as I said earlier, total compensation expense increased $3 million from Q4 to Q1, of which $2.4 million is related to deferred compensation.  If the equity markets post a gain in Q2, we would expect to see an increase in deferred compensation from Q1 to Q2.     

· Our first quarter bonus expense was $9.7 million, which is down from our quarterly average run rate in 2008.  We are currently running below our aggressive cash earnings target set at the beginning of the year.  Stock based compensation was $8.7 million in the first quarter, consistent with Q4 of last year.  Keep in mind our normal annual stock option grant comes in the month of June, so we would expect this expense to trend up a few million dollars over the next few quarters.  
· Non-compensation expenses were down $20 million versus Q1 last year, and down $10 million sequentially.  Depreciation was down $3.4 million sequentially, due to equipment that was decommissioned during the CBOT integration, other assets becoming fully depreciated and fairly low CAPEX during Q1.  Marketing and other expense was down compared to Q4, primarily due to currency fluctuations, legal settlements and lower travel, training and other employee related expenses.  We continue to spend judiciously on potential growth initiatives.  For example, during the first quarter we had CDS related expense of $2.2 million in professional fees, up from $1.0 million in Q408.

· We realized NYMEX-related expense synergies of $7.4 million in Q1 – or approximately $30 million annualized – about half way to the annual expense synergies we had identified.  On the CBOT side, our integration work is complete and we have exceeded the $150 million expense synergy target. 

· In terms of our expectations for full year expenses, based on volumes near current levels, we would expect pro forma expenses to be down 2 to 4 percent for 2009 compared to the full year 2008 expenses of $1.08 billion.
· Q1 pro forma operating income was $395 million, down 27 percent from the record first-quarter last year.  Although revenues decreased, our focused efforts to reduce expenses helped the company maintain a solid pro forma operating margin of 61 percent compared to a record 66 percent in Q1 of 08.     
· In the non-operating expense category, Interest expense and borrowing costs were $39 million, and drove total non-operating expense of $36 million.  As I guided to last quarter, we recognized additional one-time interest expense of approximately $5 million related to the replacement of our bridge loan in February.  This one-time expense reduced earnings per share by 4 cents this quarter.  


· On February 9th, we completed a public debt offering of $750 million of 5.75% fixed rate notes due in 2014, and terminated our bridge facility.  During the quarter, we paid down approximately $115 million in debt.  We currently have $3.1 billion of debt, and $588 million of cash and marketable securities.  We plan to pay down the debt down as it comes due, which means we will be paying the lower coupon debt first.  For modeling purposes, we would expect the blended interest rate to trend from 4.5% to 5% during the next few quarters, and to approximate 5% for 2010.  So, as time progresses, overall interest expense should decrease while our average rate paid will increase.
· Pro forma net income for Q1 was $213 million and diluted EPS was $3.20.  For the quarter, our pro forma effective tax rate was 40.9 percent – in line with our expectations of approximately 41 percent throughout the year.  
 
· Capital expenditures, net of leasehold improvement allowances, totaled $35 million in the first quarter driven primarily by data center, software, equipment, and facilities costs.  We have completed a thorough review of our 2009 plans for CAPEX, and we expect to spend between $160 and $180 million this year.  The reduction from our previous guidance is driven by a planned delay of phase 2 of the data center construction, and a temporary deferral of construction for employee space.


· Much has been written about the decrease in volume in April, compared to Q1 or to March.  Right now April total ADV is down 14% vs. the first quarter of 09; last year the April full month ADV was down 23% compared to q108, and April of 2007 ADV was down 22%.  Historically, the second half of April has trended higher than the first half of April.  In the first half of April ‘09, we averaged 8.6 million contracts; so far in the second half, we are at 9.5 million contracts.  While we are far from being in a normal economic environment, it is fair to say April 2009 volume to date is not highly unusual on a relative basis from our perspective.
· In summary, despite the macroeconomic challenges impacting financial markets and our customers, our strong financial results allow us to continue our focus on growing both the business as well as shareholder value for the long-term, while keeping a sharp eye on expenses. 


· Before we open the call up for questions, I just wanted to note that last quarter, we averaged over four questions per analyst.  This quarter we would like to limit everyone to one question and one follow up, and then feel free to get in the queue for an additional question if time permits.  With this in mind, we’ll now open up the call for your questions. 
Statements in this press release that are not historical facts are forward-looking statements. These statements are not guarantees of future performance and involve risks, uncertainties and assumptions that are difficult to predict. Therefore, actual outcomes and results may differ materially from what is expressed or implied in any forward-looking statements. Among the factors that might affect our performance are: our ability to realize the benefits and control the costs of our merger with NYMEX Holdings, Inc.  and our ability to successfully integrate the businesses of CME Group and NYMEX Holdings, including the fact that such integration may be more difficult, time consuming or costly than expected and revenues following the merger may be lower than expected and expected cost savings from the merger may not be fully realized within the expected time frames or at all; increasing competition by foreign and domestic entities, including increased competition from new entrants into our markets and consolidation of existing entities; our ability to keep pace with rapid technological developments, including our ability to complete the development and implementation of the enhanced functionality required by our customers; our ability to continue introducing competitive new products and services on a timely, cost-effective basis, including through our electronic trading capabilities, and our ability to maintain the competitiveness of our existing products and services; our ability to adjust our fixed costs and expenses if our revenues decline; our ability to continue to generate revenues from our processing services; our ability to maintain existing customers, develop strategic relationships and attract new customers; our ability to expand and offer our products in foreign jurisdictions; changes in domestic and foreign regulations; changes in government policy, including policies relating to common or directed clearing, changes as a result of a combination of the Securities and Exchange Commission and the U.S. Commodity Futures Trading Commission, or changes relating to the recently enacted or proposed legislation relating to the current economic crisis, including the Emergency Economic Stabilization Act of 2008 and other stimulus packages; the costs associated with protecting our intellectual property rights and our ability to operate our business without violating the intellectual property rights of others; our ability to generate revenue from our market data that may be reduced or eliminated by the growth of electronic trading or declines in subscriptions; changes in our rate per contract due to shifts in the mix of the products traded, the trading venue and the mix of customers (whether the customer receives member or non-member fees or participates in one of our various incentive programs) and the impact of our tiered pricing structure; the ability of our financial safeguards package to adequately protect us from the credit risks of clearing members; the ability of our compliance and risk management methods to effectively monitor and manage our risks; changes in price levels and volatility in the derivatives markets and in underlying fixed income, equity, foreign exchange and commodities markets; economic, political and market conditions, including the recent volatility of the capital and credit markets and the impact of current economic conditions on the trading activity of our current and potential customers; our ability to accommodate increases in trading volume and order transaction traffic without failure or degradation of performance of our systems; our ability to execute our growth strategy and maintain our growth effectively; our ability to manage the risks and control the costs associated with our acquisition, investment and alliance strategy; our ability to continue to generate funds and/or manage our indebtedness to allow us to continue to invest in our business; industry and customer consolidation; decreases in trading and clearing activity; the imposition of a transaction tax on futures and options on futures transactions; the unfavorable resolution of material legal proceedings, the seasonality of the futures business; and changes in the regulation of our industry with respect to speculative trading in commodity interests and derivatives contracts. More detailed information about factors that may affect our performance may be found in our filings with the Securities and Exchange Commission, including our most recent periodic reports filed on Form 10-K and Form 10-Q, which are available in the Investor Relations section of the CME Group Web site. We undertake no obligation to publicly update any forward-looking statements, whether as a result of new information, future events or otherwise. 
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