Testimony beforethe U.S. House of Representatives Committee on Agulture
Subcommittee on Commodity Exchanges, Energy and Cdé
Mark Maurer
Chief Executive Officer
INTL FCStone Markets, LLC
March 24, 2015

Chairman Austin Scott, Ranking Member David Sdottairman Conoway, Ranking Member
Peterson and other members of the Committee ando8uhittee, thank you for inviting me to
testify at this important hearing. | am the ChieteEutive Officer (“CEQ”) of INTL FCStone
Markets, LLC.

Prior to my current role, | was the Head of Risk éme of the leading Agricultural trading
firms in Chicago. It is there that | began to urstiend how important it is for the farmers of Amaric
our customers, to have the ability to hedge theposures. | have served in various capacities,
which include derivatives, operations, trading aates and | enjoy looking at the business from
every view point.

What | am going to share with you today builds uploa testimony provided on May 21,
2013 by my colleague William Dunaway, Chief Finahfficer of INTL FCStone Inc., before the
U.S. House Committee on Agriculture’s session oneFuture of the CFTC: Market Perspectives.”

Above all, INTL FCStone is here to advocate for oustomers, for regulations to be finalized
in a way that will continue to allow even the sraatlend-users to have access to firms like ours, to
hedge against market risk, in a cost efficient way.

l. INTL FCStone’s Evolution Servicing Agricultural Customers

INTL FCStone Inc. (collectively with its affiliateswe” or “INTL FCStone”) is a publicly
held, NASDAQ listed company that dates back to 18Rén a door-to-door egg wholesaler formed
Saul Stone and Company. This company went ondorbe one of the first clearing members of the
Chicago Mercantile Exchange. In June of 2000, Saohe was acquired by Farmers Commodities
Corporation, which at the time was a cooperativaeshby approximately 550 member cooperatives,
and was renamed FCStone LLC. In 2009 we mergednimtienal Asset Holding Corp. and FCStone
Group, becoming a global financial services orgaton. We currently maintain more than 20,000
accounts representing approximately 11,000 cust®ineated in more than 135 countries through a
network of 37 offices around the world and emplppraximately 1,100 professionals.

INTL FCStone offers its customers a comprehensifr@yaof products and services,
including our proprietary Integrated Risk Managetm®nogram, exchange-traded futures, OTC
derivatives execution and access to different coditpyonarkets and asset classes. Our products are
designed to help customers limit risk, reduce ¢aatsl enhance bottom-line results. We also offer
our customers physical trading in select soft coulitres including agricultural oils, animal fats and
feed ingredients, as well as precious metals. titiad, we provide global payment services in over
130 foreign currencies as well as clearing and @@t services in foreign exchange, unlisted
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American Depository Receipts and foreign commomesha/Ne also provide securities broker-dealer
and investment banking advisory services.

From its early beginnings up to the present, INTLStone has predominately serviced mid-
sized commercial customers, including producersrchandisers, processors and end-users of
virtually every major traded commodity whose masgame sensitive to commodity price movements.
Our largest customer base is serviced from offinethe agricultural heartland, such as West Des
Moines, lowa, Omaha, Nebraska, Minneapolis, Minteesand Kansas City, Missouri. We are
successful because we are a customer-centric @aegaom, focused on acquiring and building long-
term relationships with our customers by providocansistent, quality execution and value-added
financial solutions.

The primary markets we serve include: commercialrgr, soft commodities (coffee, sugar,
cocoa); food service and dairy (including feed-gr@nergy; base and precious metals; renewable
fuels; cotton and textiles; forest products anceifgm exchange. Our offices are located near the
customers we serve and our customers are the weamdt of the members of this Committee — the
farmers, feed yards, grain elevator operators,wahk fuel facilities, energy producers, refinemd a
wholesalers as well as transporters who are inlwedoin the production, processing, transportation
and utilization of the commaodities that are thekb@ne of our economy. As an example, we believe
our customers handle more than 40% of domestic, mybean and wheat production, including
20% of the grain production in Texas, 40% of grameduction in Kansas, and 50% of grain
production in lowa and Oklahoma.

We offer our customers sophisticated financial pots, but are not a Wall Street firm. Our
mid-sized Futures Commission Merchant (“FCM”), F@®& LLC, according to recent industry
publications, is the #Dlargest FCM based upon customer segregated asselsposit. However, it
is the fifth largest independent FCM not affiliatetth a banking institution or physical commodity
business.

INTL FCStone Markets, LLC (“IFM”), a subsidiary &RTL FCStone Inc., is a member of
the National Futures Association (“NFA”) and regigtd with the U.S. Commodity Futures Trading
Commission (“CFTC”) as a Swap Dealer. IFM was of#he first to register as a Swap Dealer and
at the time, we were the only organization notiated with a bank to register.

Although the INTL FCStone Inc. group of companiesnaucts a global full-service,
integrated commodities, futures, investment bankidgrivatives trading and risk-management
business, we remain unique, in that we are stillafitiated or owned by a bank and we primarily
serve the worldwide commercial mid-market agria@tcommunity.

It is in this capacity that we come before the Cattea and request that this Committee
ensure that the laws passed by Congress, andghmtiens of the CFTC, are beneficial to the und
users that are our customers.

Il. INTL FCStone Supports the Goals of the Dodd-Frank A&t & the CFTC's
Mission to Protect End-Users

INTL FCStone continues to support the goals of Breeld-Frank Act aimed at promoting
customer protection, and reiterates its support tfew CFTC’s continued mission to protect
derivatives customers and provide end users wittk@haertainty. This can be accomplished by



promulgating laws and regulations that help farmersrchandisers, and end-users to effectively
manage risks in a cost-efficient manner. In paldicuwe supported Section 356 of the previous
Congress’ H.R. 4413, the Consumer Protection artdEser Relief Act, a bipartisan bill passed by

the House of Representatives last Congress. Wgosiggl the Bill because it will create a level

playing field for non-bank Swap Dealers like FC&tprather than discriminate against commodity
Swap Dealers who are not affiliated or owned byakb

The heart of our business is making available tocustomers access to futures and OTC
derivatives through our affiliated FCM and our Sviagmler. We make a market for customers who
transfer their risk to us, and we in turn need rmate an opposite trade in the market so that our
position and the risk associated with that positemains neutral. A provision such as Section 356 o
H.R. 4413 will allow us to do this without prohilly increasing our capital costs. Otherwise,
these costs would need to be passed on to ourncegpimpeding market efficiency by making it
too expensive for farmers and other end usersdgentheir exposures.

Il. Capital and Margin Rule Proposals Treat of Swap Dalers Not affiliated or owned
by Banks unfairly compared with Bank-owned Swap Dalers

A. Proposed Capital Rule

Ensuring that swap-dealers have an adequate cap#asé and that customer collateral
arrangements do not add to systemic risk are pesdand commendable objectives of Dodd-Frank.
However, the capital and margin regulations, apgsed by the CFTC, would significantly disadvantage
Swap Dealers that, like INTL FCStone, are not iatild with a bank, in favor of bank-affiliated Swap
Dealers that perform the same market functions.

As we have previously highlighted in our testimafyMay 21, 2013, the competitive advantage
given to bank-affiliated Swap Dealers under progdases is extraordinary. IFM will be required toldh
regulatory capital potentially hundreds of timesrenthan that required for a bank-affiliated Swa@ee
for the same portfolio of positions. This disparatatment to non-bank Swap Dealers like IFM igart
because the proposed rules allow bank-affiliatedBsWealers to use internal models to calculate risk
associated with customer positions, while IFM arideo non-banks cannot use their internal models.
These models are in some cases the very same meeeldy the banks.

The use of internal models is important becausernal models generally provide for more
sophisticated netting of commodity positions toedetine applicable market risk capital charges. As a
result of limited netting under the CFTC'’s “stardiaed approach,” a non-bank Swap Dealer will have t
hold market risk capital against economically atisg commodity swap positions, resulting in a t@gh
capital requirement overalielative to the capital requirement for a banklatbd Swap Dealer using an
internal model?® This increased capital requirement would have peeverse effect of actually

! Dealers should depend primarily on spreads betweaesactions for earnings, not on directional pdlcange speculation. This
is an underlying intent of many provisions of Ddédnk (e.g., the Volcker Rule). In the ordinary course of thejrerations,

Swap Dealers relying on spreads are incentivizedioflat books, which in turn reduces risk in tharket. Based upon our
conversations with staff, we understand that th&CHoes not intend to allow Swap Dealers to recogebmmodity position

offsets as to maturity and delivery location. Ifstiis true, it seems counterproductive from a eh@nd a risk standpoint. A
capital rule that adequately risk-adjusts offsettpositions would properly incentivize Swap Dealarsun flatter portfolios

(thereby decreasing systemic risk) because the $vesper would be able to lower its capital requieamby entering into

offsetting positions.

2 We consider it significant that the SEC’s proposdlds on capital, margin and collateral segregatitsmon-bank Security-
Based Swap Dealers and non-bank Major SecurityB&seap Participants permit the use internal vatugésk models. We
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incentivizing a non-bank affiliate®wap Dealer to not fully offset the risk of a custy OTC
transaction and thus incurring potentially unlirditearket risk.

Under the “standardized approach” proposed by th€CCto calculate Swap Dealer capital
requirements, which is based on European bankarglatds (i.e., Basel II), many of the commodity
derivatives that we make available to our agricalticustomers are subject to higher capital
requirements than any other derivatives asset.cdaggcultural products are at the heart and sdul o
the US and global infrastructure, and requiring encapital for derivatives in agricultural produigs
counterproductive to the hedging needs of Ameriegscultural businesses. We will have to hold
more capital for agricultural products than intemase swaps, because the rules treat “commodities”
disparately from other asset classes, and in addias a non-bank Swap Dealer, we will not be
allowed to use our internal models, simply becauseare not affiliated with a bank.

Taken in conjunction, the same derivatives portfob that would require a bank-affiliated
Swap Dealer to hold $10 Million in regulatory capitl using standard internal models would
require us to set aside up to $1 Billion in capitaln a worst case scenarioRegulatory capital
requirements of this magnitude are wholly unsustalm for a company of INTL FCStone’s size.
The numbers are not economically feasible for apamg of any size. Calculations supporting these
estimates are attached to this testimonyAddendum A. INTL FCStone submitted these same
calculations to the CFTC with our comment lettettas issue.

As previously mentioned, INTL FCStone was the firsh-bank to register as a Swap Dealer.
As other non-banks register, particularly thosthanagricultural and energy space, additional ntarke
participants will be caught in this position anther squeezed out of the market, or at least s&yiou
disadvantaged relative to the bank-affiliated deale

Obviously, this regulatory capital disparity is reosmall hurdle for the already disadvantaged
independent dealers to overcome. If left unchangezse capital rules will eventually cause non-
bank Swap Dealers to exit the business. The diestit will be higher costs for end-users, and then
for consumers. Increasing concentration in the strguuntil only the big banks are left will leave
many customers with no place to go. Serving farmenschers and grain elevators has not been a
focus or a profitable business model for the latgalers.

Even larger customers who might be able to aca@¥STC hedging tools through bank-
affiliated dealers will still face higher coststhg big bank dealers will be able to take advant#dge
decreased market competition. A larger percenthageisiomers carried through a handful of large,
bank affiliated Swap Dealers will increase systensk.

FCStone still believes every member of this Coneritvould agree that the CFTC rules were
not intended to preclude small commodity produdeysi hedging. Nor were the rules intended to
concentrate swap activity at the banks, which wontdease the potential for systemic risk. That
said, that is the result that will follow if thepital and margin rules are adopted as proposed.

How do we solve this problem? By complying with thendate under the Commodity
Exchange Act which requires the CFTC, the prudemé&gulators, and the SEC to establish and
maintain “comparable” minimum capital requirement®r all Swap Dealers. We have asked the

believe the CFTC will foster productive end userkats if they take a similar approach with theipital and margin rules.
Consistent CFTC and SEC rules will also allow SWaalers who have SEC-regulated affiliates to opemadre smoothly, with
a risk program that applies across all affiliatatitees.



regulators to address the fact that the proposeutal& Margin Rules are not “comparable.” We
urge Congress to ensure the CFTC’s proposed rulssre capital and margin requirements that
apply to non-bank Swap Dealers are in fact, conipar® those applicable to bank-affiliated Swap
Dealers, and to refrain from creating a commemnisparity based on the commodity asset class, and
commodity end-users. This can be accomplishedtésiray the rules to permit the following:

e Internal Models. We believe thehe CFTC could permit all Swap Dealers, including
Commodity Swap Dealers, to request approval of, ag upon, internal models to
measure market risk. The language in the previooisgf@ss’ H.R. 4413 would have
accomplished this task. To the extent that the CEurrently lacks the resources to
review and approve such internal models, it shealdnit Swap Dealers to certify to the
CFTC or the NFA that their models produce reasanabéasures of risk, subject to
verification by the CFTC when its resources enéhie do so.

e Full Netting. We believe that to the extent a Swap Dealer is lentbrely on an internal
model, the CFTC shouldevise the “standardized approach” in the CFTC’'sppsed
capital rules to clarify that it allows full netgnof offsetting commodity swap positions,
which will create a capital requirements framewtirét is more similar to the prudential
regulators;

e Matched Position Offsetting.Alternatively, the CFTC could allow position offsat for
“matched positions,” either on a per commodity/eepiry basis, or by using a “maturity
ladder” approach to netting, as described in theeB&ommittee’s Amendment to the
Capital Accord to Incorporate Market Risks (the ‘it Risk Amendment”), in order to
facilitate the netting of commodity swap positioos;

e Flat Book Incentives.Default risk is reduced when an entity maintainglatively flat
book. We believe the CFTC should incentivize dealey reduce default risk by
decreasing capital requirements for operating tabit@k. This incentive can be achieved
by revising the Capital Rules to recognize netfmgeconomically offsetting commodity
swap positions (whether through the maturity ladaigproach, or otherwise). Under the
current proposal, dealers get no credit, from atabperspective, for running a flat book
and in fact are penalized.

B. Proposed Margin Rule

Similar to the unintended effects of the Swap Deadgital rule, the CFTC’s proposed swap
margin rules will have a negative impact on endsugecause of the difficulty that Swap Dealers
will have in complying with it. The cost to the Sw®ealer will inevitably passed on to the Swap
Dealer’s customers.

Customer protection tools, such as segregatiomsibmer funds and prompt transfer of those
funds to customers in the event of a bankruptoy,care protections in the Commodity Exchange
Act. At the same time, customers are capable afcesieg discretion to choose whether to opt-in or
opt-out of certain protections. For example, tH&'C permits customers to elect whether to require
or not require segregation of margin for uncleasedps. In order to set up a segregated margin
account for an individual customer, a bank willicglly charge directly to the customer an amount
that ranges from $10,000-$20,000 per account, per,)plus one-time set up fees up to $6,500.
These fees are not in the discretion of the Swagdddeand must be borne by the customer. All of



INTL FCStone’s swap customers elected not to segeegnargin with a third party custodian
unaffiliated custodian. Our customers indicated ttieey were comfortable with FCStone’s credit as
swap counterparty, and they did not agree thatdis¢ to them of having an independent custodian
bank ‘lock-up’ their margin was worth the remoteeetuality that FCStone would become bankrupt
and be unable to return their assets.

In the CFTC’s most recent proposal regarding matgimvever, INTL FCStone and certain of
its customers would have been required to incusethexcess costs, due to the CFTC’s segregation
requirement for trades with customers that metifipdexposure thresholds.

Also, similarly to the CFTC’s proposed Swap Dealapital rules, the proposed margin rules
do not permit Swap Dealers (whether or not affidatwith a bank) to calculate their margin
requirements using internal models. This increassss to the Swap Dealer, which must be passed
on to the customer, and also increases the cuswdiegct costs, since under the CFTC rules Swap
Dealers are required to collect margin from thestomers. As we stated in our letter to the CFTC
dated December 2, 2014, continued increases ioasteof hedging could have the counterproductive
result of driving customers out of the markets gdther, leaving them with unexposed risk. We
requested the following modifications to the mangile:

. Calculation of Initial Margin . We believe the CFTC should limit the
posting and segregation of excess margin by allgvBwap Dealers and major swap
participants (collectively, Covered Swap Entitidsor “CSES) to submit margin
methodology filings as self-executing filings ifethmethodologies have previously been
approved on behalf of their affiliates by otheruladors, including foreign regulators that
have implemented margin regimes consistent with BEBS-IOSCO Margin
Requirements for Non-Centrally Cleared Derivati(ige “‘BCBS-IOSCO FrameworK).?
We also believe that the CFTC should encourage uge of standardized models
developed by industry groups by allowing CSEs tonsii such models as self-executing
filings if they have been approved for use by aaptharket participant.

. Re-Use of Posted MarginThe Proposed Rules do not permit initial margin
(“IM™), which must be held by a third-party custoditmpe rehypothecated, re-pledged,
or reused. Customers, given the choice, do notectios option, as we observed when we
gave this option to our customers. The marginsral®uld instead permit reuse of posted
margin if the relevant model meets the standardspgsed in the BCBS/IOSCO
Framework. In addition, the Department of the Tueasthe Federal Reserve and other
prudential regulators (thePtudential Regulator and the Securities and Exchange
Commission may permit reuse of posted mafgind if so, a prohibition by the CFTC
will create a competitive disadvantage for marlkatipipants regulated by the CFTC.

0 According to the BCBS-IOSCO Framework, IM collatepasted to a CSE may
be re-used by the CSE to finance a hedge posisocéated with a counterparty’s

% Basel Committee on Banking Supervision and Bo&tti@International Organization of Securities Coissions,
Margin Requirements for Non-Centrally Cleared Datives, September 2013, available at
http://www.bis.org/publ/bcbs261.pdf

* See Margin and Capital Requirements for CoveredpSiintities; Proposed Rule, 79 Fed. Reg. 5734583if4
(September 24, 2014).



transaction, so long as applicable insolvency lavegthe posting counterparty
protection from risk of loss of IM in the event tB&E becomes insolvent. If such
protections exist, and a financial end-user corsstenhaving its IM reused, then a
CSE may re-use IM provided by a financial end-useanother CSE one time to
hedge the CSE’s exposure to the initial swap tictita

The reuse of IM collateral can efficiently redube tost of non-cleared swaps for
U.S. financial end-users, because it allows CSEketdge their exposures. For
example, a CSE selling non-cleared credit swapeptiain to a financial end-user
counterparty could re-use the IM that it receivesf that transaction to buy
noncleared credit swap protection from another tarparty. As a result, allowing

for the reposting of IM can reduce the liquidityrthen on CSEs when they enter
into offsetting positions, thereby reducing trargarc costs for derivatives users.
Moreover, because U.S. bankruptcy laws protect fih8ncial entities in the case
of an insolvency of the covered swaps entity, amel ¢ollateral may only be

reused once for hedging purposes, aligning the ®exp Rules with the BCBS-

IOSCO Framework in this respect would not expos®. financial entities to any

undue risk.

As you can see, the ability to reuse margin in tésner is particularly important

for mid-market non-bank Swap Dealers like IFM. Suulk-market Swap Dealers

would not reuse margin to engage in proprietargtifig or securities lending, but

need the ability to use margin to finance hedge=cty related to their customer-
facing trades. Such hedges are beneficial to ciestmas they are entered into in
order to enable the Swap Dealer to fulfill its ghlions under customer-facing
transactions. Thus, we believe that a restrictinrreduse of posted margin will

actually add to market risk. On the other handnid-market Swap Dealers are
permitted to use IM to finance hedge activity, e tondition that the hedge is
directly related to the underlying customer andgpecific trade at hand, then this
activity will mitigate transaction risk and markegk.

If mid-market non-bank Swap Dealers are requireddependently post IM to an

exchange or counterparty, rather than utilize custs’ IM, then such Swap

Dealers would have to borrow from external souraésg, cost, in order to fund the
posting of the IM. The cost to the Swap Dealersuldon turn, be passed on to
their counterparties. Although the margin ruleniended to manage systemic risk,
an unintended consequence of the rule for mid-nia8keap Dealers and their

end-user customers would be that transaction eafitncrease. As a result, the

Proposed Rules may cause certain market partigpente squeezed out or
otherwise unwilling to tie up capital, leaving tleomarket participants with un-

hedged risk.

For the forgoing reasons, we suggest the CFTC e@etis Proposed Rules to be
consistent with the BCBS-IOSCO Framework and peth@treuse of IM where
(i) applicable insolvency law affords protectioorir risk of loss of IM if the Swap
Dealer becomes insolvent, (ii) where the hedgérectly related to the underlying
customer andhe specific trade at hand, (iii) where the rewsaat in connection
with proprietary trading or another customer’s &adnd (iv) where the customer
consents.



V. Customer Issues

A. Three Key Principles

Chairman Michael Conaway highlighted three key @pgles in his remarks at the Annual
FIA Conference recently: (i) the derivatives maskgtew up in response to the needs of hedgers; (ii)
regulatory burdens should be both minimized andifigd; and (iii) regulations should provide
clarity and certainty.

. i. Derivatives markets grew up in response to theds of hedgers who are
Farmers, Merchandisers and Producers

We are called upon by end-users faced with the thsit the commodity they grow, for
example, may not grow in the amount anticipatedeguired, or be capable of being delivered as
planned or be priced as anticipated or bought kot @ planned. These risks faced by commercial
end-users are unique to them. To help these magkets at a natural pace, allow the market activity
to drive what rules are relevant to this market,the other way around. And certainly do not impose
rules designed for banks, speculators or instmafiocustomers onto farmers, merchandisers,
producers and other end-users.

. ii. Minimize and justify Requlatory burdens and tsos

We believe the CFTC should develop rules in coatiolh with end users before proposing
or implementing them. Closer coordination with amkrs will help create better rules, and can
provide the CFTC with important, relevant infornoatiabout market practice, as well as the costs
associated with a proposed rule. Rule changesreslpgal and compliance expertise to assess and
understand the rule itself, and depending uporcdmeplexity of the rule, greater and ongoing legal
and compliance expertise is needed. Rules neeck toperationalized and can impact multiple
business units, and require costly changes toiegibusiness models. Staffing requirements can also
change due to changes in rules, both with regardtaff expertise and number.

While the recent Basel committee decision to pastpthe implementation dates for the
margin rule will be helpful, the problems with thebstance of the margin rule remain. Therefore, we
believe the CFTC should modify the margin and edpitiles as we have outlined. Otherwise, as
proposed, the rules will cost end uses an exortgtigrount of money to hedge a commercial risk.

Rules should be responsive to a problem that dgtealsts or that is demonstrated to be
imminent, rather than a theoretical problem orabf@m whose eventuality is remote. Complex rules
have been accompanied by complex exceptions, glangw burdens on end-users to try to
understand both the complex rule and whether tlaigfg the exception, which is fraught with
complex conditions and tests. Implementing rulethewit consultation with end users has required
the CFTC to react after the implementation of findés, by issuing no-action letters and interpeeti
guidance, which creates additional burdens on CFEBOurces as well as market participants. This
complexity is unnecessary given the relative siaifgliof the agricultural end-users conduct in the
market and the manner in which they utilize deries.



. iii. Requlations should be clear and provide cattai

Not only farmers, manufacturers, and other ends,deut the industry as a whole have
struggled to comply with many rules because theytao complex to understand. The extraordinary
number of no-action letters (170), plus interpiietet or “guidance” that the CFTC issued to try to
clarify its rules (60 new rules finalized by the TWFsince Dodd-Frank was enacted) evidences that
the rules were overly complex, not always relevanthe product or business they were aimed to
regulate, were overly restrictive, or not inclusereugh or time-limited in nature.

B. The CFTC's Cross-Border Guidance

The CFTC's cross-border guidance proved to be gvedmplex, resulting in industry
challenges and culminating in litigation. We sugp@cognition of non-US regulators’ interest in
regulating their own markets, with deference tautetprs that have comparable regulatory regimes.
Better foreign relations are needed going forwarllave a cohesive, global swap market.

V. Conclusion

As we expressed in 2013, INTL FCStone is not irstiy@ in dismantling Dodd-Frank. We are
simply trying to help ensure that final rules reflehat commercial end-users, and the firms like
INTL FCStone who serve them, are not subject testihat prevent them from successfully hedging
risk.

Unless the proposed margin and capital rules aaagdd to be comparable to the rules for
bank-affiliated Swap Dealers, we, and as a result,customers, will have to assume extraordinary
financial burdens that place us at a competitigadivantage. Without the changes we propose, the
consequences of the rules will be forced on outoooers, who will have no alternatives to hedge
elsewhere.

We will continue to work with the regulators to aresthat we and firms like INTL FCStone
will be here well into the foreseeable future tépheur customers manage their risk. We are here to
advocate for our customers regulations drafteduchsa way that will continue to allow even the
smallest end-users to have access to hedge agwniset risk.

Thank you for inviting me to testify today. INTL Bione greatly appreciates the ongoing
work and support that the Committee has provideticamtinues to provide during these challenging
times for our nation, and | look forward to answgrany questions that you may have.
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Appendix A

The purpose of this Appendix is to provide a detailed illustration of the netting of offsetting exposures described in the comment letter. For the sole purpose
of this illustration, we have put together the below hypothetical portfolio which contains both OTC and centrally-cleared corn swaps, swaptions, futures and
futures options. This is not the same portfolio used for the calculations noted in the comment letter, but rather a much smaller and single commodity
portfolio.

For simplicity, this illustration only covers the market risk charges applicable to 15% directional risk on the net position and the 3% of “gross” to cover
forward gap, interest rate and basis risk. The Maturity Ladder Approach (iv) and Internal Models (VaR) (v) are excluded from this illustration. The initial
offsetting allowed under the Maturity Ladder Approach is the same as reflected in (iii) below although the resulting charges would be slightly less due to
lower charges (1.5%) for offsetting exposures within a broader “Time Band”.

Corn

Position OoTC Delta
A Long 50 December 2013 swaps 250,000
B Long 100 December 2013 5.50 puts (164,379)
C Long 250 December 2013 6.50 calls 518,800

Position Central Clearing Counterparty Delta

D Short 150 December 2013 futures (750,000)
E Short 100 December 2013 5.50 puts (164,384)
F Short 25 March 2013 6.91 puts 59,762
G Short 25 March 2013 6.91 calls (65,199)
H Short 25 July 2013 6.92 puts 57,717
[ Short 25 July 2013 6.92 calls (65,199)

Definitions of fields used in the below illustrations:

Underlying Group - the underlying commodity upon which the position is based.

Positions Included — the positions from the above portfolio that are included in each line. This really helps to illustrate how the netting described is

working.




Contract Month - the delivery month of the underlying on which the position is based.

Option Type — Call, Put or, in the case of swaps and futures, N/A for the position shown.

Strike — The strike price for the position shown.
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Delta — the underlying equivalent size of the position expressed here, not as futures equivalents, but notional quantity (i.e., Notional Delta). In this

illustration using corn, the delta is expressed in bushels. To derive the futures contract equivalent size, simply divide the number shown by 5000.

Spot Price — in this case, the spot price of corn used in the calculations as prescribed by the proposed rules.

Delta Notional — derived by multiplying Delta * Spot Price. This is the notional value of the based upon the delta as prescribed to do in the Amendment to

the Capital Accord to incorporate market risks page 31 under Delta-plus method.

15% Net Charge - this calculation only applies to the net remaining position and is the capital charge for directional risk. It is derived by multiplying to
total net Delta Notional by 15%.

3% Gross Charge — this value is derived by multiplying the absolute value of Delta Notional by 3% per line item. This is the only charge which will vary

between the examples below and is dependent upon what is allowed to offset/net.

(i)  Standardized Approach with no offsetting — Same methodology used in Row 1 of the comment letter

Contract

Underlying Group Positions included Month Option Strike Delta |Spot Price | Delta Notional 15% Net 8% Gross
Type Charge Charge
(MMM-YY)

Corn A Dec-13 N/A 0 250,000.00 5.9975| $ 1,499,375.00 $ 44,831.35
C Dec-13 Call 6.5 518,800.17 5.9975| $ 3,111,504.00 $ 93,345.12

B Dec-13 Put 5.5 -164,379.00 5.9975| $ (985,863.08) $ 29,575.89

D Dec-13 N/A 0 -750,000.00 5.9975| $ (4,498,125.00) $134,943.75

E Dec-13 Put 5.5 164,383.79 5.9975| $ 985,891.79 $ 29,576.75

F Mar-13 Put 6.91 59,761.61 5.9975| $ 358,420.27 $ 10,752.61

G Mar-13 Call 6.91 -65,198.86 5.9975| $ (391,030.18) $ 11,730.91

I Jul-13 Call 6.92 -67,119.50 5.9975| $ (402,549.20) $ 12,076.48

H Jul-13 Put 6.92 57,716.57 5.9975| $ 346,155.12 $ 10,384.65

Corn Total Net Total 3,131.62 59975/ $ 18,781.89 | $ 2,817.28 | $377,217.50
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(i)  Standardized Approach offsetting exact same Commodity, Month, Strike, Put/Call — Same methodology used in Row 2 of the comment letter

Contract .
Underlying Group Positions included Month Option Strike Delta |Spot Price | Delta Notional 15% Net 8% Gross
Type Charge Charge
(MMM-YY)
Corn F Mar-13 Put 6.91 59,761.61 5.9975['$ 358,420.27 $ 10,752.61
G Call 6.91 -65,198.86 5.9975[$ (391,030.18) $ 11,730.91
H Jul-13 Put 6.92 57,716.57 5.9975[$ 346,155.12 $ 10,384.65
| Call 6.92 -67,119.50 5.9975['$ (402,549.20) $ 12,076.48
A, D Dec-13 N/A 0 -500,833.15 5.9975( $(3,003,746.82) $ 90,112.40
B Put 5.5 4.79 5.9975( $ 28.71 $ 0.86
C Call 6.5 518,800.17 5.9975['$ 3,111,504.00 $ 93,345.12
Corn Total Net Total 3,131.62 5.9975( $ 18,781.89 | $ 2,817.28 | $228,403.03
(iif) Standardized Approach offsetting within same commodity and expiry — Same methodology used in Row 3 of the comment letter
Contract .
Underlying Group Positionsincluded Month Delta |Spot Price Delt?/zit;onal 1;:2:;‘2 32;;2:;23
(MMM-YY)
Corn F, G Mar-13 -5,437.25 5.9975[$  (32,609.91) $ 978.30
H, | Jul-13 -9,402.93 59975[$  (56,394.09) $ 1,691.82
A B,CDE Dec-13 17,971.80 5.9975['$ 107,785.89 $ 3,233.58
Corn Total Net Total 3,131.62 5.9975[¢  18,781.89 ($ 2,817.28|$ 5,903.70




