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Key Stdstatistics
52-Week Price Range $46.69-167.28
Market Capitalization (B) $5.02
Shares Outstanding (M) 72.65
Institutional Ownership 88.0%
60-Month Beta 1.57
Dividend Yield NA
Price/Earnings (ttm) 16.54
Price/Book 2.48
Price/Sales 6.14
ROA (ttm) 3.49%
ROE(ttm) 17.28%
Projected 5-Year Growth 20.6%

EPS ($)

Year 2006 2007 2008 2009E  2010E  2011E
EPS 1.98 3.33 4.16 5.28 6.31 7.93

All earnings represent earnings from operations and have been filtered
from net nonrecurring gains.

Valuatibtodels
Discounted Cash Flow $98.44
Economic Profit $98.44

INVESTMENT THESIS

z (+) Derivatives exchanges have been among the
few financial institutions to benefit from the
unprecedented volatility in the past 18 months.
With dealers and end-users moving to hedge
positions and minimize exposure, most derivatives
providers have reported a rise in revenues and
trading volumes. Being tarred with the same brush
as banks, IntercontinentalExchange Inc. (ICE) may
very likely be headed for the eventual market
rebound.

Z (+) By increasing regulatory pressure to move a
sizeable chunk of the over-the-counter (OTC)
business onto exchanges, government officials
have opened new growth opportunities for
derivatives market operators at a much faster pace
than expected. Also, we anticipate a further boost
in algorithmic trading in all asset classes in the
long run. Along with favorable demographics, we
believe these developments will boost revenue
growth rates and attract investors in the stock.

z (+) A stabilizing market environment is often
marked by high, but moderating volatility levels
which should boost trading activity on Futures &
Options marketplaces. Together with
redeployment of capital, we expect ICE to
outperform market and peers with brightening
market conditions.

z (-) If the down market continues, ICE, like all
exchanges, may suffer under the changing
investment landscape and a loss of trading
volume associated with the shortfall of previously
established market players. Every day that
passes without a clear plan from Washington may
mean more participants going to the sidelines.
Thus, we consider the prospects of the financial
exchange industry being tied strongly to factors
impacting de-leveraging and the overall health of
the investment industry.

Important disclosures appear on the last page of this report.
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EXECUTIVE SUMMARY

I CE announced 4Q08
estimates; also, interim Q1 numbers look good with
regard to ongoing market turmoil and unstable
economic conditions. Rebounding OTC trading after a
depressed market in the second half of 2008
particularly surprised us. Recent approval by the SEC
to enter the $27 trillion credit default swaps (CDS)
market has opened new growth opportunities for the
Company and is considered as an additional revenue
driver in the long term. Moreover, we expect solid
energy volume trends fueled by increasing hedging
business should shelter ICE against a continuing down
market to some extent.

Overall, the Company is well positioned to succeed in
an increasingly competitive environment and should be
able to take on the opportunity of OTC business shifting
onto exchanges. We believe the strong ICE
management team will continue to drive global
expansion and we see significant upside potential for
the stock in a stabilizing environment. Nevertheless, the
business for derivatives is marked by high uncertainty,
and according to its relative valuation, the market
seems to have high expectations in ICE.

COMPANY DESCRIPTION

ICE operates regulated global futures exchanges and
over-the-counter (OTC) markets for agricultural, energy,
equity index, and currency contracts, as well as credit
derivatives. ICE offers these products to participants
around the world through its technology market
infrastructure and trading platforms, together with
clearing, market data, and risk management services.

Since its foundation in 2000, ICE has been developing
rapidly. While the beginning mission was to transform
an open OTC energy market, ICE expanded into the
futures markets by acquiring the International
Petroleum Exchange in 2001, now ICE Futures Europe,
and launched its market data services through ICE
Data in 2002. In 2005, ICE completed its IPO on the
New York Stock Exchange and is now a member of the
Russell 1000 and the S&P 500 indices. The Company
continued to buy into new markets with the acquisition
of the New York Board of Trade (NYBOT), now known
as ICE Futures U.S., ChemConnect's NGL, the
Winnipeg Commodity Exchange, and Chatham Energy.
In 2008, ICE acquired YellowJacket and Creditexd the
later as part of their initiative to enter the CDS market.
In addition, ICE has most recently announced plans to
acquire The Clearing Corporation (TCC).

figure

ICE'S DIVERSE PRODUCT OFFERING - REVENUE FY 2008

Futures: FX & Index il N

3% \\DTE: Energy 50
Cleared N %
Futures: Soft/Ag 4
16% _—
— — Bifateral |

OTC: Credit

B%
l‘.

Futures: Energy -

2% - Market Data/Other

r 13%

Source: ICE Earnings Presentation, February 10,.2009

Futures Marketplaces

Today ICE operates three regulated futures exchanges
in the U.S., the U.K., and Canada.

ICE Futures U.S. is a global futures and options
exchange for trading in a broad array of soft agricultural
commodities. The U.S. marketplace provides trading in
futures and options contracts for a variety of financial
products, including its futures and options contracts
based on the Russell indexes and the U.S. Dollar Index
(USDX). London based ICE Futures Europe is the
leading regulated energy marketplace in the EU. In
April 2005, ICE Futures Europe became the first fully
electronic energy exchange. The Company also
operates the leading market for trading in Brent crude
oil futures, as measured by the volume of contracts
traded in2008.'| CE Futures Canada
first fully electronic commodity futures exchange. Based
in Winnipeg, Manitoba, ICE Futures Canada offers a
variety of futures and options contracts and is the
leading marketplace to trade futures on canola and
western barley.

ICE REVENUE DIVERSIFICATION
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OTC Business

In the OTC business, ICE operates global over-the-
counter markets primarily through their electronic
platform. The Company offers a broad range of energy-
related products and contract types, including derivative
contracts as well as contracts for physical delivery. The
OTC platform provides availability to various
combinations of commodities, product types, delivery
ihub o |,candatérinsoarn settlement dates for a
given contract. With the acquisition of Creditex,
YellowJacket, ChemConnect, and Chatham, ICE has
managed to include CDS, natural gas liquids,
chemicals, and natural gas options contracts into their
OTC segment. OTC market participants include many
of t he wor |l dés | argest
financial institutions, and hedge funds, as well as
natural gas distribution companies and utilities.

OTC ENERGY MARKET PARTICIPANTS
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Source: ICE Earnings Presentation, February 10,.2009

Market Data

The market data subsidiary ICE Data provides services
for both futures and OTC markets. ICE Data compiles
and repackages market data derived from trading
activity into information products that are sold to a
broad customer base extending beyond the core
trading community. The growing data segment covers
energy futures and OTC markets, as well as soft
agricultural and agricultural commodities, equity
indexes, and currency pairs. Market data products
include publication of daily indices, access to historical
price and other data, view-only access to the trading
platform, end-of-day settlements, and pricing data sets,
as well as an interactive service that provides
independent validation of
for OTC products.

Segment Analysis

The OTC Business Segment of ICE is the largest
revenue producer, accounting for 49% of total revenues
in 2008, only slightly less stems from the Futures

Marketplaces division with 45%. However, the latter
generates the majority of Operating Income (Ol), with
54% in 2008. This indicates that the margins in the
Futures Marketplaces Segment are crucial to the
sustained profitability of the Company. We anticipate
the Company will be able to hold margins steady in
2009, but might see upcoming pressure with increasing
competition. Market Data services producing 6% of
revenues and 11% of Ol in 2008 are not part of the

Companybés core business.
Segment Contribution in %
2008 2007 | 2006
Segment ol Revenuey Ol Revenued Ol Revenued
Futures Marketplages | 54.3% |,..445% |, 57.4% |.. 50.4% | ,48.4% ] 405% 9
0TC Business ~ 352% | 48.7% | 311% [ 42.1% | 438% | 538%
Market Data 105% | 67% | 115% | 75% | 78% | 57%

Source: Company Financial Data.

During 2008 ICE managed to increase total revenues
by 42% after 83% in 2007, while OI climbed 40% and
72%, respectively. This resulted mainly from external
growth through acquisitions of smaller market
participants and niche players.

Segment Outlook

OTC We believe management will continue to follow a
strategy that focuses primarily on the OTC market,
specifically geared towards the newly opened CDS and
the traditional energy trading markets. Since these
markets have been more active in recent weeks, ICE is
seeing OTC trading volumes pick up and profitability
increase. Though our view deviates substantially from
t he Sstconseasus) we expect to see an enormous
boost in OTC business over the next few years, fueled
by a stabilizing economy. Favorable regulation should
additionally drive this development and facilitate our
five-year CAGR forecast of 25% for the OTC segment.

Futures Increasing competition in the Futures Segment
can bring profit margins down quickly. However, the
Company has managed to become a leader in a
handful of Futures contracts as they provide market
benchmarks in the trading of Brent, canola, and sugar,
to name just a few. Thus, we consider
position in this segment resilient enough to withstand
potential price wars. Overall, growth in this segment
wonbét reach | evels
we expect a compounded annual growth of 9% in the
next 5 years.
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grown in line with the two core segments. We expect
this trend to continue in the future and anticipate growth
rates of 12% and 11%, respectively in the next two
years.

';'I
]

3



Henry Fund Research

THENIVERSITY C
Henry B. Tippie School of

RECENT DEVELOPMENTS

ICE clears legal hurdle and begins CDS clearing
operations

With the approval from the Securities and Exchange
Commission to act as a clearinghouse in the U.S. credit
derivatives market on March 4, ICE became the second
entity (after LCH.Clearnet) to receive full regulatory
backup to enter this market. A few days later, on March
9, ICE began operation of ICE Trust (TM), a central
counterparty clearinghouse for CDS, the market that
has been blamed for exacerbating the global credit
crisis. ICE and nine other major dealers have begun the
transfer of bilateral CDS trades to the clearinghouse for
processing and clearing. Completion of the first clearing
process is expected to occur March 16. While the
government seeks to form central counterparties in the
CDS market to develop efficient and effective oversight
and to increase transparency, the approval creates new
growth opportunities for ICE and guarantees the
exchange operator a stake of the $27 trillion OTC
market. According to a study by the research and
consulting firm TABB Group, CDS clearinghouses will
get almost $100 million in revenue this year and $138
million by 2011." ICE also announced plans in February
to establish a European-regulated central
clearinghouse for the European CDS market.
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Volume declines continue in February

Average daily volume for all futures contracts continue
to decline and slipped by 1.3% in February. While ICE
Futures Europe average daily volume rose 4% in
February, total futures volume fell 5% to 19.4 million in
February. These numbers reflect the current worsening
market conditions for ICE, especially in the North
American market. Average daily volume for ICE Futures
U.S. and ICE Futures Canada fell 10% and 7%,
respectively." Although the slowdown in volume is
significant, it is in line with the latest outlook given by
management in its 4Q 2008 earnings call. Given the
ongoing market turmoil in the credit markets as
customers await greater clarity on the market structure
and regulatory matters currently under discussion,
February results in the OTC credit business remain
soft. Though some of the trading volume in the past few
years was because of easy credit and might never
come back, some will return as credit eases. After all,
ICE was able to resist the latest bear hunt in the
markets and managed to stabilize its share price north
from the $60 hurdle. In contrast, CME, its closest peer,
saw a further decrease in value and reaches for new
lows.

Increased anomalies in crude oil futures contract
might push investors to use Brent

WTI or Brent, what is the better crude? Many investors
have asked themselves this question recently as the
prices of the two oil benchmarks have never been as
far apart. On a given day in February, light, sweet
crude-oil futures for March delivery, traded on the New
York Mercantile Exchange, settled at $33.98 a barrel.
Whilst on the same day, a similar blend of oil from the
North Sea, known as Brent, settled at $44.65 a barrel
on the ICE Futures Europe exchange." The $10.67
premium of Brent over light, sweet crude, a blend that
includes the widely known West Texas Intermediate,
has sparked discussions on the question of which
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benchmark is best. The answer is not only crucial for |INDUSTRY TRENDS

businesses, consumers, and economists. It's also a o
leading indicator for the future of the involved market Mergers & Acquisitions
places. The ICE Futures Europe accounts for
approximately 50% of the world's crude oil and refined
futures traded each day. Revenues from trading in

The desire for exchanges to merge had never been
stronger than in the early 21st century. Most of the
exchanges had changed from a structure owned by

crude constitute approximately 12 % of I thEntbers of Ad &thange to a corporate structure.
revenues in 2008. Many marketplaces had taken the additional step of
Revenue Distribution per Contract Type going pUblIC to provide greater ﬂeX|b|I|ty for future
c growth. Moreover, the sector is experiencing

otton futures Russel index A A X
andoptions  futures and consolidation on a national and global level over the
ICE Gas Oil __ 3% options | ast coupl e of years. |,
futures \\ _ characterized by strong external growth, with three
ICEWTI Crude 2 North completed acquisitions in 2008 alone, reflects this
futures  cragit American trend. Growth through acquisitions enables market

6% erivatives natural gas F

fy participants to enter new markets and purchase

6%
North
American
power
7%

technology at a fixed price with a precise time line.
Particularly, in this fast paced market characterized by
high levels of uncertainty and aggressive growth rates,

Sugar acquisitions enable better planning for the future and

Others

futures and = 23% are considered an easy way to remain competitive. But,
e Crude futures competitiveness through acquisitions comes at high
12% cost. According to Dow Jones Newswires, exchanges

Source: Companyds Financial Dat ahave®pent $53 billion on rivals and other trading and

. . technology platforms since 2004. Industry valuation
Against the overall trend, the average daily volume peaked with the 2007 acquisition of the International

(14'3‘/(va_60_))/ in IJ;nuarg/ 2029 clirivCeE gySBrerll_:t r;med rggsy Sej:él(JHti suéxcehgnge b(|§|f) 'b)r/1 Eu?esci, the Yetivativel
contracts. It seems as if the, extreme contango in WTI ope_:rator co-owned by Deutsche Boerse and STWX
over the .past few months might be pushing investors Swiss Exchange. That deal valued th_e U.S. options
toward the more stable Brent benchmark. We think a exchange at 47'.1 times _expecte(_j earnings. A nurvnber
continuation of the price anomalies in Wfl should fuel of cher transactions carried mqupIes_of 30 t(.) 40. We
demand in Brent and thus increase trading volume in believe that the process of consplldathn particularly in
| CE6s leading contract the European exchange sector will continue, though not

' at the levels of the recent past. It appears that the
sector needs some time to absorb M&A excess
premiums and current volume decline before a new
merger wave may be expected. In February 2009
alone, NYSE Euronext, CME, and ICE have taken
noncash charges to reflect lower values of goodwill and

WTI Discount Vs. NYMEX Contango
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European Landscape
Mergers, Demutualization and IPOs
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Product Diversification

The difficult current environment points out the
importance of a diversified business model in the
exchange industry. Futures and options marketplaces
particularly experience lower volume declines in tough
economic times, as investors use derivatives contracts
for risk management purposes. In recent years, many
exchanges specializing in securities trading have
developed a derivatives business either through organic
growth or acquisitions. Derivatives traded on
exchanges are usually created by the exchanges
themselves, which also provide a great source of
revenues coming from spreads. Most derivative
exchanges have a monopoly in their traded asset
classes. This is especially true in Europe, where Eurex,
including ISE, dominates index derivatives and long-
term interest contracts and Euronext.liffe owns the
short-term products. Equity derivatives are also traded
on the local incumbents. In the U.S., only the equity
options market is not a monopoly or duopoly, but rather
operates under intensive competition. NYSE Euronext
in the U.S. and Deutsche Boerse in Europe are the
most diversified exchange groups as they have a
competitive advantage over the other major
competitors. As a result of the financial crisis, regulators

have increased pressure to move OTC derivatives
trading on exchanges. Many players apply for
permission to trade and clear these derivatives in order
to extend their product portfolio. With the acquisition of
Creditex and its step into the CDS market, ICE
continues to increase its product diversification.
However, compared to global operating powerhouses
like NYSE Euronext or Deutsche Boerse Group, ICE is
still very dependent on a small number of products and
markets.

Relative Positioning of the Global Exchanges

Source: HSBC Global Research

Regulation

In recent years, trading venues have seen a number of
changes in laws and regulations with the objective to
support the development of liquid and deep markets
and to facilitate capital raising from issuers. Due to the
fragmented and complex structure of mostly national
regulatory frameworks, harmonization on a global base,
in particular among EU, London, and U.S. models
becomes more and more important. In this context, the
U.S. established the New York State Commission in
2007 with a view to simplify rules in order to enhance
u. S. financi al instituti
been suggested that the Securities and Exchange
Commission (SEC) and the  Self-Regulatory
Organization (SRO) should adopt a more rule-based
approach to regulation as the one applied by the British
Financi al Services
own regulatory framework of best practices, the
regulatory approach in FEurope is substantially
influenced and partly governed by European directives
in the financial services area. Although government
officials around the world emphasize the importance of
a common global framework, the harmonization
process seems to take longer than expected. In 2007 a
first step was taken by introducing Regulation National
Market System (Reg. NMS) in the U.S. and the Markets
in Financial Instruments Directive (MIFID) in the EU.
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