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PROCEEDI NGS

CHAl RMAN SPEARS: (Good afternoon. It's time to
get started. W're mssing a few nmenbers that are
supposed to be here. I'msure they'll cone inin a few
mnutes. | want to start by first thanking all of you
for attending this 29th Meeting of the Commi ssion's
Agricul tural Advisory Commttee. | recognize that
participating in these neetings neans a significant
commtnment of time, effort, and expense on all your parts
and for all concerned.

We certainly want you to be aware that the
comm ssioners and the staff of the CFTC truly appreciate
your contributions to the conm ssion's deci sion-nmaking
process. Today's agenda consists of topics that the
commi ssion is very interested in getting input fromthe
comm ttee nmenbers.

In addition, | have included other topics that
are nore for informational purposes for the commttee
menbers thensel ves.

The first topic today addresses the Commodity
Fut ures Moderni zati on Act, the CFMA, of 2000, which

Congress passed at the close of its |ast session. The

CFMA represents the nost significant change in this
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country's futures regulatory system since 1974
| egi slation that enacted the creation of the CFTC.

On March 9, the conm ssion published the first
of several rul emaking proposals necessary to inplenment
the CFMA. CQur first speaker today, Paul Architzel, Chief
Counsel of the Division of Econom c¢ Anal ysis, has been
the comm ssion's point man in devel oping the new
regul atory structure mandated by the CFMA.

Paul will brief us on the provisions of the
CFMA and the proposed rules that are of particular
significance to the agricultural conmunity thensel ves.

As | noted, these rules were published on March
9 with a 30 day comment period. Therefore, we are within
t he 30 day comment period which expires April 9, and the
transcript of this portion of the meeting will be used as
part of the official record in regard to the coment
peri od.

Fol l owi ng that, Ron Hobson, also a nenber of
Econonmi ¢ Analysis staff, will review a particular CFMA
provi sion aimed specifically at agriculture entitled
"Speci al Procedures to Facilitate and Encourage Bona Fi de

Hedgi ng by Ag Producers."”
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Foll ow ng that, we will have a topic entitled
"Review of Ag Trade Options and O her Ri sk Managenent
Alternatives in Light of the CFMA and Proposed Regul atory
Changes."” During that tinme period, we will have a panel
of speakers who will hopefully provoke ideas and debate
for an open dial ogue anong the commttee nenbers and the
comm ssion in regard to ag trade options and ag bil ateral
transacti ons.

| hope that portion of the neeting will provide
significant opportunity for input. As | nentioned, we
wi || have presentations today both for receiving input
fromthe commttee nmenbers, which will be vitally
I mportant to the comm ssion, as well as presentations
that will be utilized for information purposes for the
comm ttee nmenbers, such as the presentation on the
War ehouse Act of 2000 and its inplications for
agricul ture.

In addition, we're fortunate to have USDA Ri sk
Managenent Agency here today represented at the
conmm ssion, and they will provide an update on their
activities as well as we'll have staff reporting on
recent devel opment by electronic trading facilities

across the country.
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I look forward to a productive neeting today.
l"d like to get started by introducing ny fellow
comm ssioners and then we'll have introduction of the
comm ttee nmenbers thensel ves.

First, I'd like to introduce Acting Chairmn
Jim Newsone. As you know, Jimis no stranger to this
group, part of agriculture for a nunber of years. So,
Jim any coments you m ght have.

ACTI NG CHAI RMAN NEWSOVE: Thank you, Chairman
Spears, and they will be brief. 1 wanted to echo
Comm ssi oner Spears' welcome to this group. | want to
thank himand his staff for the trenmendous amount of tine
and effort that they put into organi zing and chairing
this nost inmportant advisory council at the comm ssion.

Personally | want to thank everyone for
sacrificing tinme away fromtheir businesses and/or
offices to be here. W recognize that that is a rea
sacrifice and we very nuch appreciate the opportunity to
di scuss issues of mutual inportance to both the
comm ssion and to all in the agricultural community.

I think obviously this advisory commttee is
extremely inportant, not only to the comm ssion, but also

to our authorizing commttees. As each of you are
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totally aware, the only carveout in the new act cane from
the ag commpdity side, and | think that's due to the
respect you have fromthe conm ssion and to the respect
t hat you have from Congress.

| wanted to thank each of you for the visionary
approach that you all took in |ooking at the Commodity
Fut ures Moderni zati on Act and for allow ng the
flexibility, as Congress drafted that act, and then for
al so entrusting your faith in the comm ssion to nove
forward with a flexible approach in the future and to
continue discussion over regulatory needs and having the
capability of decreasing that regulatory touch if it
becomes necessary in the future. | think that's a very
i nportant part of the act, and certainly one that wl|
|l ead to nmuch nore discussion as tinme and technol ogy
conti nue on.

So we very much appreciate you taking tine to
be here and | know | for one | ook forward to the
di scussi on today. Thank you, Dave.

CHAI RMAN SPEARS: Thank you, Chairman Newsone.
| want to also introduce Conm ssioner Tom Erickson. Tom
any thoughts or comments you want to add at this point in

ti me?
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COW SSI ONER ERI CKSON: Thank you very nuch,
Dave. It is a pleasure to be here and I just echo your
wel conme to everyone who has conme today. Agriculture is
certainly changing as rapidly as any other sector of the
financial econony that we've got responsibilities over,
and | | ook forward very nmuch to your input on issues
we're facing. Thank you.

CHAI RMAN SPEARS: Thank you, Tom The fourth
comm ssi oner, Conm ssioner Barbara Holum the senior
conm ssioner at the conmm ssion, unfortunately could not
be here today. She planned to be here, but she called in
this morning with a famly emergency, so she sent her
apol ogies, and | know that she's very nmuch interested in
i nput fromthis group as well. Her staff is here, and
she will, I'"msure, provide her input as to what happened
at the neeting.

Let's start then with introductions around the

table. As tradition, we will have each nenber introduce
hi msel f and the organi zation they represent. So I'l
start to ny right with Trenna. Trenna, if you'll start

and introduce yourself and the organi zation you're wth.
| m ght note that as nost of you know who have been here

before, after you speak, please turn the m crophone off.
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We have a problem |If there are nore than two or three
on at one tinme, they don't work.

So after you get done speaking, please just hit
the button and turn it off. So, Trenna.

MS. GRABOWSKI : Thank you. |'m Trenna
Grabowski with American Agri-Wmen.

MR. BLANCHFI ELD: 1" m John Blanchfield with the
Aneri can Bankers Associ ati on.

MR. G LLEN: I'm Neal G llen, the American
Cotton Shi ppers Associ ati on.

MR. METZ: Bob Metz. | represent the Anerican
Soybeans Associ ati on.

MR. GUPTON: Richard Gupton with I ndependent
Communi ty Bankers.

MR. DIERLAM M nanme is Brian Dierlamw th the
National Cattlenen's Beef Association.

MR. ROENI &K: Good afternoon. |1'mBill Roenigk
with the National Chicken Council.

MS. KEITH: Susan Keith with the National Corn
Growers Associ ation.

M5. HAWS: Elizabeth Haws with the Nati onal

Grain Trade Council .
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MR. DODDS: Good afternoon. |'mBill Dodds
representing the National Gain and Feed Associ ati on.

M5. SCHRAMM |'m Melinda Schramm with the
Nati onal I ntroduci ng Brokers Associ ati on.

MR. DOUGHERTY: |'m Jack Dougherty with Kent
Feeds.

MR. WHITE: M nane is Robert Wiite and I
represent the National G ange.

MR. MARTIN:. Gary Martin with North Anerican
Export Grain Association.

M5. HONOR: My nane is Phyllis Honor and |'m
with the U S. Departnment of Agriculture's Ri sk Managenent
Agency.

CHAI RMAN SPEARS: Again, thank you all for
being here. | also want to give at this point in tine a
speci al thanks and recognition to my staff who put this
nmeeting together, starting with Debyn Brown, who serves
as nmy admnistrative assistant. She did nost of the |leg
work putting the nmeeting together and it would not be
possi bl e without her help. And also recognize Alan Ot
and Don Heitman fromny staff who have al so been very

hel pful in the process.
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Let's start then with the first itemon the
agenda, if there are no questions, and that is with Paul
Architzel. As | nmentioned earlier, Paul is going to
provi de an update to the commttee regarding the
Commodi ty Futures Modernizati on Act of 2000, which
Congress passed late in the session.

As | noted, we just put out for comment on
March 9 the first of several proposed rul emakings in
regard to that act. So with that, Paul, "Il turn it
over to you to provide an update to the commttee with
regard to how it pertains to agriculture.

MR. ARCHI TZEL: Okay. Thank you. It's a
pl easure to be here and to brief you on the Commodity
Fut ures Mbderni zation Act, our inplenmenting regulations
and how they relate to agriculture.

One of the comments that we heard about the
Commpodi ty Exchange Act before the nobst recent amendnent
was that it was very conplicated and hard to understand,
and thank goodness we have this amendnment because now
it's really very clear

[ Laughter.]

MR. ARCHI TZEL: What | would like to do is go

t hrough and give you a very brief overview of the act, of
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the rules that we've proposed to i nplenment the markets
part of the market transactions, execution facilities
part of our proposal to inplenment the act, and to

hi ghl i ght how they relate to agriculture.

First of all, let nme start with an overvi ew of
the CFMA. The purposes for the CFMA were to reduce
systemc risk, to provide greater flexibility for trading
of futures and options, and that includes nmaking the | aw
nore flexible with regard to new technol ogi es, structural
changes in the business organizati on of the exchanges,
and to permt stock futures to trade.

Al so, to nove the comm ssion froma direct to
an oversight regulation and to provide | egal certainty
for OTC instruments.

The new statutory framework was based on the
sane concepts and structures as recommended to the
conmm ssion by the comm ssion's task force which | spoke
about |l ast year to the Ag Advisory Commttee.

The task force had four recommendati ons,
actually five here. One, to use core principles and
statenments of best practices; to separately address
various functions in the futures industry, nanmely trade

execution, internediation and clearing; that the
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regul ations and the | aw should reflect the nature of the
commodity, the nature of the market participant, and

whet her or not internediation was used in executing the
transaction and in clearing the transaction; that markets
based on their characteristics should be able to choose
the regulatory tier in which they want to operate; and
that CFTC recognition should be reserved for markets that
meet mininmuminternational regul atory standards.

Al'l of these concepts to sonme degree or anot her
have been incorporated into the CFMA and now are
operative in the | aw governing futures contracts.

The statutory framework itself now as anended
by the CMFA is governed by two itens, one, the commodity
and how susceptible the compdity is to mani pul ation, and
secondly, the participant. |Is the participant an
institutional trader? |Is it a comercial or is it a
retail trader?

Based on the commodity and the participant,
these two variants, there are various exclusions or
exenptions fromthe act or the trading of OTC derivative
instrunents and there is tiered regulation for exchange
traded instrunments, and I'lIl go into each of these

separately.
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Let's begin |ooking at the OTC markets, those
that are excluded or exenpt from CFTC regul ati on. The
first exclusion is the Treasury Amendnent exclusion, and
these are for instrunents that are based upon foreign
currency, governnment securities, repos, nortgage purchase
commi tments and other simlar instrunments.

Now, these instrunments are excluded fromthe
act unless they are traded on an organi zed exchange, they
are traded by retail type traders, non-eligible contract
participants, or they are traded other than on a
principal to principal basis.

In addition, the new act provided that retail
traders trading FOREX, it would be |legal to trade FOREX
t hrough an FCM a broker dealer or a bank. Oherwi se, it
Is not legal to trade them OTC with regard to retai
t radi ng.

Ckay. Now there is an exclusion fromthe
comm ssion for bilateral OTC transactions. If it's a
financial commodity, if it's a financial futures type
commpodity, traded by eligible contract participants, it's
excluded fromthe act. |If it's a physical comobdity or
one of the nobre exotic commdities--and exanpl es woul d be

oil, or an exotic commdity m ght be broadband--it's
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excluded fromthe act if it's traded bilaterally between
eligible contract participants and it's subject to
i ndi vi dual negoti ation.

Now, those physical commodities may al so be
exenpt fromthe act if they're not subject to individual
negotiation, but basically if it's a financial future and
it's traded bilaterally or it's a physical comodity,
other than agricultural, and it's traded bilaterally,
it's excluded fromthe act.

We al so have an exclusion fromthe act for
electronic trading facilities that are trading those
ki nds of instruments. First of all, if it's a financial
future or a financial type commodity, and it's traded
principal to principal between eligible contract
participants, it's excluded.

If it's a physical comodity like oil or Ilike
br oadband, and it's traded principal to principal between
eligible commercials, it's not excluded fromthe act.
It's exenpt froma |lot of comm ssion regulation, but it's
subject to a nunber of requirenents relating to the
potential manipulability of the instruments, and those
are the anti-fraud provision, the anti-manipul ation

provi sion, of course, a recordkeeping requirenment, a
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price dissem nation requirenment, and reporting
requi rements.

So if it's sonmething like oil, it can be traded
el ectronically principal to principal by eligible
commercials and it will be subject to those kinds of
requi rements, but it will not be affirmatively regul ated
by the conmm ssion.

Now t hat | eaves agricultural comopdities.
Agricultural commopdities are a separate category of
comodities in this OTC world. The act did not address
agricultural commodities, and we're not tal king about the
enunerated agricultural commodities which are listed in
t he Commodity Exchange Act from 1936 forward.

This is an undefined termand it says
agricultural comodity. So it's broader than the ones
we're used to thinking about under the act. |It's broader
than the |ist of wheat, oats, et cetera, and it includes
the international soft commodities and any ot her
commodity which is agricultural. Again, it's an
undefined term

Now, because it's not mentioned in the act, it

cones under our current swaps exerrption, and our swaps
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exenption is found in Part 35 of the Commpdity Exchange
Act .

So, again, if it's agricultural, it's not
exenpted or excluded in the act. Instead you have to
| ook to conmm ssion regul ations. Now, we have in our
rules in Part 35 a swaps exenption, and here are the
requirements to qualify for it.

It can only be between eligible swap
participants. It can't be fungible. It can't be
standardi zed. Creditworthiness has to be materi al
consideration. It can't be entered into on a
mul tilateral transaction execution facility, MIEF or
exchange, and it can only be cleared pursuant to
perm ssion fromthe conm ssion subject to a petition.

Finally, it's subject to rules on the
agricultural trade options which will be a discussion for
later in the neeting.

So this is the existing Part 35. As you can
see, it has nore requirenents than the exclusion provided
for financial instruments and nore requirenments provided
for than the exenption for physical instrunents that are

traded bilaterally.

M LLER REPORTI NG CO., I NC
735 - 8TH STREET, S.E
WASHI NGTON, D.C. 20003

(202) 546- 6666



The issue for future consideration is whether
or not the comm ssion's regulation for these OTC
bilateral instrunments for agricultural commodities,
whet her Part 35 should be anended to nmake it | ook nore
i ke the exclusions and/or exenptions for bil ateral
transactions in the other commodities.

Oiginally, when we put out our franmework as a
final rule back in Decenmber, and that was w thdrawn when
the act was anmended, when that was enacted, bil ateral
contracts between eligible parties not traded on an
exchange on MIEF were exenpt, and that was the only
requi rement. The other requirenment was that if they were
cleared, that the clearing organizati on be overseen by
federal regul ator

So that's what the comm ssion had proposed for
all commdities. Wat we have now is the act has
excluded financial comodities and physical comodities.
It hasn't done anything for agricultural comvodities, and
t he question is should we anend Part 35, the existing
Part 35, to make it look nore like the treatnment that's
given to other commodities?

Now, there also was a proposal that the

conm ssion made to clarify that the above criteria that
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woul d have been applied under the w thdrawn rules would
apply to OTC agricultural options by any party neeting a
$10 mllion exenption |evel w thout any other criteria
appl yi ng.

So despite the fact Part 35 has a | ot of bells
and whi stles, we had proposed that if you were above $10
mllion, then whatever the rule was for bilateral
transactions generally, it would apply for options on
agricultural comodities. And that proposal was put out
and i s pending.

So the bottomline is should Part 35 be
amended? Now it applies only to agricultural
commodities, and the question is what should that rule
| ook I'ike? Are there any questions on the OIC part?
Okay.

Let's go on then to exchange traded futures and
options. Under the act, there are two regul ated markets:
desi gnated contract markets and regi stered derivatives
transaction execution facilities.

We al so have two exenpt markets: the exenpt
board of trade and exenpt commercial market. Now, in the
regul ated markets, the designated contract market, any

trader can trade in that market and any commodity can be
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listed for trading, and the requirenents are going to be
core principles which are included in the act.

If a designated contract narket adheres to the
core principles, then it legally can trade any commodity
any trader can trade in a designated contract narket.

Now, enumnerated agricultural commodities must
be traded on designated contract nmarkets under the CFMA
unl ess the comm ssion adopts a rul emaking permtting
otherwise. So the rule, right now the rule of thunb is
if it's an enunerated agricultural comodity, it nust
trade on a designated contract narket.

CHAI RMVAN SPEARS: Paul, would you please just
briefly nmention what those enunerated ag commodities are?
MR. ARCHI TZEL: Sure. The enunerated
agricultural commodities are those that are listed in the
act and they are those which are the |argest commodities,
| guess, that are traded and they're the ones that

currently are traded on contract markets.

They woul d include wheat, rice, |ivestock,
| i vestock products. What other big ones have | left out?
Corn. Corn, soybeans. What else? The soybean conpl ex.

Cot t on.
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Ckay. The ones that are not included would be
the international soft commodities |ike cocoa, sugar and
coffee. Those are not enunerated in the act.

We have a few that we' ve designated in the | ast
coupl e of years that also are not enunerated |like there's
a Gulf shrinmp contract. There's a high fructose
contract. Those are not enunerated in the act. Most of
the ones that are trading on designated contract markets
today and that were trading in Decenber are enunerated.

Okay. Now, our inplenmenting rules--1'"m going
now i nto our inplenmenting rules, how we're going to
I npl enent the CFMA. The first thing we've done is give
sone gui dance for designation of new entrants by
applicant. |If you currently are a contract marketer or a
contract market, you' re automatically grandfathered, and
under the new act, you stay a contract market.

But if you want to get into the business of
being a contract market, we have rules now that we're
proposi ng for what you need to do in that application.
The application requires that you denonstrate conpliance
with Section 5(b) of the act, the core principles, the
Part 38 rules which are the rules we are proposing, and

that you provide us a copy of the rules and an
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expl anati on of how you neet the requirenents if it's not
clear on its face.

One of the things we did in--okay--the
procedures that we are using, under the act it's 180 days
to get approved. That's how nmuch tinme Congress said that
we shoul d take. Instead, we have a fast track provision
whi ch we've used in the past with very good results. It
basically provides that after 60 days a new applicant is
designated as long as there are no anendnents to their
application.

As part of this process, we interpreted sone of
the core principles because the provisions in the act
didn't apply in all cases or they may have been uncl ear
in one respect or another. So we included sone
Interpretations in the rules on how these woul d apply.

The first one is that preventing mani pul ati on,
that requirenent, that core elenent, includes the
requi rement that there be a dedicated regulatory
apparatus at the exchange.

Secondly, the fair and equitable trading rules
that's provided for in the core principle includes the
requi renment that nmarket participants have available to

them information on prices, bids and offers. The bids
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and offers part of the equation was not included in the
act, and we, as a matter of rul emaking, have interpreted
bi ds and offers to be included in what Congress neant had
to be included in the fair and equitable trading
requirenment.

We al so said that disciplinary procedures in
non-i nternmedi ated markets can be satisfied by denial of
access. This is looking forward to the new kind of
mar ket structures that we may have. We nmay not al ways
have i nternedi ated markets and where we don't have an
i nternmediary or where there is no FCMtrading in the
mar ket, then discipline my take the course, the form of
just denial of access to the market.

We al so address fitness standards and said if
It's a nonmenbership type of exchange, the fitness
standard applies to the owners of the facility. So that
I f someone has an exchange which they own, that owner has
to neet a fitness requirenent, the sane as nenbers do
t oday.

And finally we provided general guidance on the
meani ng of all the core principles in an appendi x. Ckay.
The rules on product listing are found in a new part of

our rules called Part 40.
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Now, under the CFMA, any rule changes to
contracts in the enunerated agricultural commodities that
affect a nonth with open interest have to be submtted to
the comm ssion for prior approval. So this is the
current situation that we had before the CFMA was t hat
all material rules had to be submtted to the conm ssion-
-terns and conditions of the contracts--for approval.

Under the CFMA, as it's anmended the act, only
rul es affecting those enunerated agricultural comodities
affecting nmonths with open interest need to be submtted
to the conm ssion for prior approval.

If it's not, what we've done in the rul emaking
is we've defined what materi al neans because only
mat eri al changes had to be submtted to us, and we said
the follow ng kinds of rules weren't material: rules
relating to trading hours, lists of delivery facilities,
rul e changes relating to options on futures, and
deductions in tic size.

Any other rules that affect a nonth with open
I nterest would have to be submtted to the comm ssion for
prior approval, and we would use the sanme kind of fast

track rul emaki ng procedure that we have in place now,
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which is if it cones in and there are no changes, it's
approved after 30 days.

We al so permt--the act permts voluntary
subm ssion of rules for conm ssion approval. It says
prior to their inplenentation. The comm ssion has by
this rulemaking said they actually can submt rules for
approval at any time. It doesn't have to be prior to
their inplenmentation.

This is not the agricultural rules that nust be
submtted. It would be all others. So if it's a rule
affecting, let's say, a trading nonth that didn't have
open interest so they' re not required--the exchange is
not required to submt it to us for approval--they can if
they want to voluntarily. Wat we said is you don't have
to submt that for approval before you put it into
effect. You can submt it at any tine.

Now, why woul d an exchange choose to put a rule
into effect first and then submt it for approval? Well,
it may be a situation where if there is no open interest
and the change needs to be done very quickly in order to
prevent or to address a situation of deliverable supply,

l et's say, they nmay choose to put into effect and then

M LLER REPORTI NG CO., I NC
735 - 8TH STREET, S.E
WASHI NGTON, D.C. 20003

(202) 546- 6666



submt it for approval, and that would be perm tted under
t he proposed rule that is out for comment now.

Finally, the act, the CFMA says that all other
changes, all changes to rule terns need to be certified
by the exchange that they neet the requirenents of the
act and the comm ssion's rules. And what we've done is
we've said not all rules have to be certified. W've
applied a rule of reason and said there are sonme rul es
that don't have to be certified because even before not
all rules had to be approved by us, so we're saying only
those rules which are really material, which are really
I nportant rules, need to be certified.

There are kinds of rules like relating to the
col or of jackets people wear, adm nistration, things |ike
that, that don't have to be certified. You just have to
give us notice at sone point.

Ckay. We have a couple of additional
requirements. One is that upon request, information
relating to the business of the contract market be
provided to us, and that includes trade details so that
the kind of audit trail information that is provided in
the course of trading needs to be provided to us and any

ot her information which we request.
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And upon request, the exchange would need to
make a denonstration that it conplies with core
principles. And that's basically how the new worl d
applies to designated contract markets. It won't | ook
too different from how things are now. The main
difference is the rul e approval process. Are there any
guesti ons about that before I nmove on? Okay.

Then I et ne nove on next to DTFs. DTFs, we
have rules and a new proposed Part 37. Now, the first
thing is the CFMA says that the enunmerated agricul tural
commodities may trade on a DTF only follow ng a
rul emaki ng by the comm ssion to permt themto do so.

At the current tinme, no agricultural commodity
can trade on a DTF because we haven't done a rul emaking
to permt themto. So there are no procedures in place
for themto list that kind of enunerated agricultural
contract on a DTF.

The proposed rules that we have reserve a space
for those in the future. Now, Congress didn't say we
must--in sone of the clauses, Congress said we nust do
rul emaking to allow this kind of activity to occur, and
sonetimes they've given us deadlines where you nust do it

within six nponths.
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In this case, there is no mandate by Congress
that the comm ssion do rules to permt agricultural
commodities to trade on a DTF. Instead it's perm ssive.
It says you can't trade those kinds of contracts on the
DTF unl ess the conm ssion does a rulemaking to permt it,
and it's an open question of whether or not it's a good
| dea.

The issues that woul d be considered, | think,
in | ooking at that is how do DTFs devel op? Do we have
those kinds of markets? WII they devel op so that you'l
have nmultiple markets trading the same commodity and will
that affect centralized pricing? And once we have sone
of those questions answered, then the next question
beconmes would this be a good thing to apply to the
enunerated agricultural commodities?

So this is sonething which the conmi ssion in
the future may consider, but certainly at this point, the
rule is agricultural conmmmodities would only be traded on
a designated contract market.

Nevertheless, I1'd |like to just highlight for
you very quickly what's in the DTF section of the act and

t he comm ssion rules so that when we do get to that point
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of considering it, if we do, you'll have an idea of what
a DTF woul d | ook i ke.

First of all, the characteristics are again
broken down to market trader, commodity, and the
requi rements. Okay. A DTF can be a DTF. There's two
ways for it to be a DTF. One is by the nature of the
trader. And if they are eligible traders, and this would
be nostly institutional traders, and if there are any
retail traders that are trading through an FCM havi ng $20
mllion of net capital, and which is a nenber of a
clearing organi zation, then they can trade the foll ow ng
commodi ties.

Nunmber one, as | said before, no enunerated
agricultural commodities right now There would have to
be a nearly inexhaustible deliverable supply or a
del i verabl e supply sufficiently large and highly unlikely
to be mani pul ated, or one with no cash market.

The comm ssion by rules has proposed a rule to
say that if it's one of those comobdities that's excl uded
fromthe act for purposes of OIC trading, it satisfies
these delivery tests. So what we've done is we've said
t hose excluded commodities, the financial futures type

commodity, neet the tests for A, B and C
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The ot her kinds of commdities that could trade
on this eligible trader DTF include security futures and
on a case-by-case basis, depending on the nmarket and
surveillance history, those commvpdities which are highly
unlikely to be mani pul ated. Now, commodities that could
try and nmake that case-by-case denonstration to the
comm ssi on would include the non-enunerated agricul tural
commodities. So those would be things |like coffee,
sugar, cocoa. O her ones which are not listed in the act
could qualify right nowto trade on a DIF if they could
make this case-by-case denonstrati on.

There's anot her kind of DTF. This DTF has
different criteria to be eligible to be a DTF. The first
is that it be only for eligible comercial entities. So
this market is for eligible traders, eligible
commercials. |If they are commercial traders in this
mar ket, only commercial traders, then a different set of
commodities can trade there.

The commodities that eligible comercial
traders can trade are any commodity except for the
enunerated agricultural comodities. So you can be a DTF
in one of two ways, either the top way, which is the

institutional trader, retail traders trading through a
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hi gher | evel FCM and you can only trade certain
commodities, nanmely the financial futures, or if you do
it on a case-by-case basis, those particular ones that

t he comm ssion approves, or if you trade in a DTF only
having commerci al traders there, it can be any commodity
ot her than enunerated agricultural commodities.

Again, the comm ssion will in the future be
able to address this issue about whether enunerated
agricultural comvodities could trade here.

Now t he requirements again are for registration
it's a DTF or core principles. So in that respect, they
are very simlar to designated contract markets, but
there are fewer core principles than the designated
contract markets. The DTF is nore of a discl osure-based
mar ket and the core principles tend to reflect that, that
there is nore flexibility in the trading rules permitted.

Ckay. Let's just talk briefly about the
regi stration procedures for a DIF. Again, there are no
new enuner ated agricultural comodities that currently
can trade on the DTF, but those markets who are currently
desi gnated contract markets could notify the conm ssion
and by notifying us could thereby beconme eligible to

operate a DTF.
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If you wanted to forma new market, you can
apply to us for registration. And the tinme for having
t hat application acted on under the act is 180 days and
under our rules would be 30 days under a fast track
provi si on, again, having no amendnents.

Okay. Again, the market upon request woul d
have to provide the comm ssion with a denonstration that
it conplies with core principles and this market operates
differently in that we would rely on special calls for
i nformati on from people for our market surveill ance
function. The designated contract markets woul d operate
just as they do today and are operating just as they did
yesterday, in that the large trader reporting systemis
required of all people trading in the market with
reportabl e positions.

In the DTF, on the other hand, the conm ssion
woul d be relying on special calls to the DTF itself, to
FCMs if there are internediaries involved, or to
participants. W also would rely upon the narket serving
any foreign brokers or traders with any subpoenas or
request for information fromthe comm ssion

Finally, there are two types of exenpt narkets

whi ch are exenpt from conm ssion regulation. There are
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exenpt boards of trade, exenpt commercial markets, and
neither of themcan list agricultural commodities.

Just go give you a very broad overvi ew of
t hese, the exenpt board of trade is only for eligible
contract participants. The comopdities that can be
traded on it are those with nearly inexhaustible
deliverable supplies, and there are certain requirenments
that attach to them One is that they notify the
conmm ssion of the fact that they're operating, there's an
anti-fraud provision, anti-manipulation, there's a price
di scovery provision, and it has to operate a separate
subsidiary fromcontract markets. So if you're an
exchange, and you want to operate an exenpt board of
trade, then you'll have to operate it as a separate | egal
subsidiary and a separate market.

Agai n, you won't have agricultural commodities
In the exenpt board of trade. 1In order to neet these
tests, it nust be one of the financial futures type of
I nstruments.

The exenpt commercial market | already
di scussed somewhat. Those would be for eligible
commercial entities trading principal to principal on an

electronic facility, they would be for the exenpt
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commodities, and there are a nunber of requirenents that
attach to those.

Finally, with regard to inplenentation of our
rules, the CFMA already is enacted and is in effect and
our rules provide that while they're proposed, the
conm ssion will not take action agai nst anyone. W' ve
provided a no action for those people who adhere to the
proposed rul es.

Now, of course, in the way rul emaki ngs go, the
rul es could be changed | ater on and then you woul d have
to conmply with the final rules, but for now, if you
adhere to the proposed rules, then that will satisfy the
requi renments of the | aw.

The last thing I'd like to just touch on is
where the other rul emakings stand that we initially
wi thdrew in Decenber. The clearing rules should be
reproposed shortly. The rules on internediaries, the
amendnments to Rule 1.25, which is what FCMs can do with
segregat ed custoner funds, has already becone final. The
rule on predi spute arbitration provisions is being
proposed as part of the market rules that are now

currently out for comment.
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And the remaining rules on internediaries wll
be consi dered and reproposed at sone tine in the future.

Finally, the rules on bilateral transactions,
on swaps, which was withdrawn in Decenber, would be under
consideration, and | understand it's on the agenda for
this group to discuss later, and this is the difference
from what we proposed in Decenmber to now.

I n Decenber, our rule on swaps woul d have
applied to all commdities and now the rule only applies
to agricultural commodities because the law itself
applies to all other compdities.

CHAI RMAN SPEARS: Thank you, Paul. | know that
was a very conplicated issue to get down to in a few
m nutes, and you did an excellent job. | also know that
there were a nunber of the commttee menbers getting
witer's cramp trying to keep up with you. | would
assune, Paul--am | correct--that people could get copies
of your slides later on at sonme point in tinme for
committee menbers that are interested?

MR. ARCHI TZEL: If people have emnil, the
easi est way would be to--1 can emil themto you, enmai

you the presentation, and that probably is the npst
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efficient way. So if you have a business card, and you
want to hand it to nme, or Debyn.

CHAI RMAN SPEARS: O ny staff. W can neke
sure that you get copies.

MR. ARCHI TZEL: We'll be happy to get it to
you.

CHAI RMAN SPEARS: And again, Paul is going to
be available later on in discussion as we get into the
topic regarding OIC market and ag trade options. Paul
wi |l be avail abl e because he touched on sone of those
i ssues just briefly there.

The bottom line, a couple of quick things. As
you woul d expect, | think it would be fair to say that
the rules that Paul outlined are consistent with the act
t hat Congress passed, and | think consistent also with
i nput fromprior Ag Advisory Conmittee neetings, where
you guys provided coments about rul emaki ngs and
contracts with open interest and those kind of things.

So, fromny perspective, | think it's fairly
consistent with what this commttee has advised the
comm ssion in the past.

Again, we'll cone back to the OTC market in a

little bit, but are there any questions or coments about
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the rules that Paul outlined, the CFMA itself and how it
applies to agriculture? As he pointed out very clearly,
ag is kind of special. W already know that, but ag is
treated differently conpared to all other compdities in
the act. | think that was by design, certainly fromthe
wi shes of the ag community, but | think it's inportant
the agriculture community recogni ze that everybody el se
is sonmewhat different than agriculture.

MR. G LLEN: M. Chairman.

CHAl RMAN SPEARS: Yes, Neal .

MR. G LLEN: Could |I just correct the record
and note that the recommendati ons reflect the opinions of
some of the commttee?

[ Laught er.]

CHAl RMAN SPEARS: Point of order well taken.

Al so, in your packet, | think there is a docunent |ike
this little sheet |ike the chart sheet. That also
attenpts--put together by Don Heitman on ny staff--
attenmpts to outline what we just tal ked about in two or
t hree pages. So for your nenbers, it kind of outlines,
lays it out, | think pretty sinmply how commpdities are

treated and how ag is treated conpared to everybody el se.
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| also just want to note just quickly here, as
you recogni ze, Paul is an invaluable resource to the
conm ssion. And | wanted to note that |ast year, Paul
was chosen to receive the Presidential Rank Award for
Di stingui shed Excel |l ence by a public servant. So Paul
received that award | ast year for the year 2000, and it
was very well deserved, Paul.

The next topic on the agenda | wanted to take
for a few m nutes and have Ron Hobson, Senior Econom st
of Econom c¢ Analysis Division, come up and just outline
for your information purposes a provision that was added
in the act specifically entitled "Special Procedures to
Encourage and Facilitate Bona Fi de Hedgi ng by
Agricul tural Producers.”

| believe this provision was added by Neal
Smith from M chi gan, Congressman Ni ck Snmith--excuse nme--
Nick Smth from M chigan, not Neal--Nick Smith, and it's
section 4p of the act, and |I've asked Ron Hobson to kind
of summarize that and make this conmttee aware of that
provi si on because it has ongoing inplications. So, Ron.

MR. HOBSON: Thank you, Conm ssioner Spears.

We t hought that before we finished discussing the

Commmodi ty Futures Mdernization Act, we'd bring to your

M LLER REPORTI NG CO., I NC
735 - 8TH STREET, S.E
WASHI NGTON, D.C. 20003

(202) 546- 6666



attention a rather obscure provision of that act that you
m ght be able to help us wth.

As Comm ssi oner Spears indicated, we're kind of
seeking long-term help here. W don't expect you to cone
up with any solutions today but maybe in future meetings
this could be a topic of discussion.

Specifically, Section 121 of the CFMA adds a
new Section 4p to the Commodity Exchange Act, and this
new section is entitled "Special Procedures to Encourage
and Facilitate Bona Fide Hedging by Agricultural
Producers. "

| believe each of you, each of the commttee
menmbers, was provided with a copy of this provision, and
there were copies out front as well. [|'mnot going to go
through and read it. | want to kind of sunmarize it and
bring up sone of the issues that we're concerned wth.

As Conmm ssi oner Spears nentioned, this
provi sion was introduced or inserted in the act by
Congressman Smth, and ny understanding is that he was
al so responsible for, at |east partly responsible for,
the risk managenent educati on provision of the 1996 Fair
Act, and so that may give us sone insight into the

obj ectives of this provision because there is no
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| egi slative history. It kind of appeared out of nowhere
i n sone respects.

As the title of this new provision suggests,
the title again, "Special Procedures to Encourage Bona
Fi de Hedging," the purpose is to encourage agricultural
producers to use futures and options for hedgi ng.

This is a sonewhat different slant as an
obj ective for the comm ssion since we are a regul atory
agency and not a pronotional entity. Nevertheless, the
conm ssi on has always put a val ue on educated nmarket
partici pants as an inportant conponent of a well
functioning market. Toward this end, the comm ssion and
its staff have participated over the years in nunerous
educational activities and have attenpted to provide
i nformation on the markets to the public.

In particular, the conm ssion recently revanped
its web site. | don't know if you've had a chance to
|l ook at it. This has just been within the [ast nonth or
so, and the objective of that revision was to provide
nore mar ket and regulatory information in a nore easily
accessible formto the public.

In addition, for the past five years, the

comm ssi on has been an active participant in the USDA
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Ri sk Managenent Education Initiative, which was mandat ed
by the 1996 Fair Act.

Since it appears, as Conm ssi oner Spears
mentioned, it appears that this provision provides for
kind of an ongoi ng obligation on the conm ssion--we have
to provide a report to Congress at the end of a year, but
t hat doesn't appear to be the end of it. And given that
ongoi ng obligation fromthe standpoint of this overal
obj ective of this provision, the encouragenent of hedging
and futures and options, the nost val uable input that
this commttee could provide us would be gui dance
concerni ng possible additional educational activities
that the comm ssion m ght undertake in the future to
further facilitate the markets.

Goi ng from kind of the general to the specific,
we woul d al so--and maybe even nore so-- appreciate your
I nput on sone of the specific provisions of this new
section. Basically these provisions relate to contract
ternms on delivery and quantities. They also relate to
costs of transacting relating to margins and also to
educational activities as they're undertaken by the

exchanges.
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On that |last point, | should nention that the
exchanges in general, the futures exchanges in general,
and the exchanges on which agricultural products are
traded in particular have historically done a very good
j ob of providing educational materials and information to
the public. They undertake educational courses and
provi de, of course, data on the markets, and so even
t hough this provision, new provision of the act, directs
t he conmm ssion to encourage the exchanges to engage in
these activities, it shouldn't be m sunderstood that the
exchanges have not pursued these activities vigorously
over the years.

It's in their interest to have commerci al
participation in their markets. Wth regard to a couple
of the other specific provisions of the act, of this
provi sion of the act, 4p, there is a provision that talks
about the inportance of providing for orderly delivery as
a prerequisite for conmmercial hedging participation.

We' ve al ways been m ndful and the exchanges have al ways
been m ndful of the inportance of econom cal and
comercially sold delivery provisions.

My concern in kind of reading this provision

m ght be that it is suggesting that additional delivery
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poi nts be added to futures contracts, and while that

m ght be useful in sonme circunmstances, the comm ssion and
t he exchanges have al ways al so been very m ndful of the

I nportance of the tradeoff between contract specificity
and basis risk.

So these are kind of the issues that we're kind
of grappling with with regard to this new provision, and
as we attenmpt to respond to Congress with a report on
t hese issues, the commttee's input and gui dance woul d be
nost hel pful. Thank you.

CHAI RMAN SPEARS: Thank you, Ron. Again, as
Ron pointed out, this is kind of a new obscure provision,
but I wanted to certainly make the commttee aware of it
because it could come up in future discussions with the
Congressman or with the Ag Commttee, and we'd be at this
time open to any initial coments. This nmight be the
first time you guys have heard of this provision. You
may have seen it before, but are there any initial
coments or feedback to the committee or to the
comm ssion at this point in time, and we | ook forward to

other comments in the future?
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MR. GILLEN. M. Chairman, | would just like to
have the record reflect that the word "orderly" does not
nmean additional in the context of delivery points.

MR. WHITE: M. Chairnman.

CHAI RVAN SPEARS:  Yes.

MR. WHITE: | have a question as to the
under st andi ng when he said additional delivery points.
Could he clarify that a little bit for ne?

CHAI RVAN SPEARS: Yeah, Ron, woul d you pl ease
do that?

MR. HOBSON: | just, again, we have no
| egi slative history on this, and |I've been the only one
kind of that's really focused on this here at the
conm ssion. And like | say, we've always been m ndful of
orderly delivery provisions. The "additional"” is kind of
my speculation as to why this general |anguage m ght have
been put in this provision, considering that the title of
the provision is "Encouragi ng Producers to Use Futures
and Options."

There have been market observers and
participants in the past who have clainmed that the
mar kets woul d be nore useful if there were nore delivery

sites for certain contracts, and nmy only point is that
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that may not al ways be the case, that there is--and I am
kind of--like |I say, I'mkind of speculating as to the
notives behind this provision. That may not have been
Nick Smth's intention at all, but nmy first point was
that we've always been very careful about delivery.

MR. G LLEN: | would just point out that there
Is a greater majority viewpoint that a proliferation of
delivery points debilitates the contract.

MR. HOBSON:. Well, and I'm highly aware of
that. That's why | nade the point that there is a
tradeof f between delivery points and basis risk.

CHAI RMAN SPEARS: | think it's fair to say that
t hat was, Ron, your personal specul ation--

MR. HOBSON: Yeabh.

CHAI RMAN SPEARS: --at that point in tine.

MR. HOBSON: That was ny personal specul ation
of what was intended here because it wasn't clear to nme
what ot herwi se what the intention was. So--

CHAI RVAN SPEARS: But this is an issue that
we're going to have to westle with, | think, as we go
forward over the course of the next year and make a

report to Congress at the end of this year.
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| woul d expect to come back before this
commttee at a future Ag Advisory Conmttee neeting, but
as we go through this tine period, any thoughts that
comm ttee nenbers have they provide to us today or in the
future, not necessarily at a neeting, but just pick up
t he phone, give nyself a call or any of the conmm ssioners
a call, or EA staff, it would be very hel pful, because
we're kind of westling with what to do with this other
t han, you know, there are other agencies out there
providing simlar efforts, and so there is no need to
duplicate things, but we also need to be m ndful as to
what Congress asks us to do.

MR. HOBSON: Yeah, this is kind of the whole
point was that this is a fairly vaguely worded provision,
and we need sone hel p.

CHAI RMAN SPEARS: Tom do you have somet hi ng?

COWM SSI ONER ERI CKSON:  Just briefly, M.
Chairman. | appreciate the |last coments you made
because one of the things we're going to be |ooking at is
t he one year deadline and that, I think, is Decenber 21.
So any help we can get fromthis organization would be

hel pful from ny perspective. Thanks.
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CHAI RVAN SPEARS: Brian, do you have sonet hi ng
to add?

MR. DI ERLAM Yes, sir, M. Chairman. | was
fortunate, or depending on how you | ook at it, was at the
mar kup when this | anguage was inserted into the bill, and
it's my understanding in his characterization of this,
M. Smth's characterization, was that the current 5,000
bushel s per contract for sonme producers wasn't enough to
make it worthwhile to enter into a contract, which is
where nunber three of this provision, the m ninum
contracts, mnimm quantities so that other producers
that don't neet that |evel would be able to participate
in contracts and then would be able to deliver that
anount at sone | ocati on.

And it's ny understanding that at sone point,
he had some constituents or sone fol ks that had had sone
problens trying to engage in using futures and things.

It just didn't work out so well for them which is ny
under st andi ng of where the genesis of this tenporary
storage cost issue cane from

CHAl RMAN SPEARS: That's very hel pful, Brian.

Bill.
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MR. DODDS: | have had a couple of phone calls
on this subject. Being a Mchigan resident, |I'm
surprised | didn't get nore.

[ Laught er. ]

MR. DODDS: A couple of things that cane up in
t he conversations with his staffers. One was commodity
Chi cago Board of Trade prices relative to cash grain
prices. Two was the size of the contract he thought was
too big for the small players which is what our coll eague
down the table said. And three, they thought they didn't
understand the margin requirenents relative to trading a
Chi cago Board of Trade contract.

And | woul d guess because of where M. Smith is
from there are sone tales of the old Tol edo di scussions
that exist, and ny personal opinion is the present
contract is working fine.

CHAI RMVAN SPEARS: That's very helpful, Bill,
and do | take it that you're volunteering to head up a
task force to address this?

[ Laughter.]

MR. G LLEN: M. Chairman, one of the things--
we will address this later on--and the issue of

agricultural trade options where contracts can be
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tailored for producers to deliver quantities |ower than
the contract specification, but the commssion inits
wi sdom precl udes such practices.

CHAI RMAN SPEARS: That provides a perfect segue
into the next topic. Neal, thank you. The next agenda
item does deal with ag trade options and other ag risk
managenent al ternatives such as ag swaps. And to help
frame the topic, let nme just briefly review the rather
conplicated history of ag options.

As npost people in this room know, going way
back to 1936, problens blamed on specul ati ve abuses | ed
to a statutory ban on all options trading. The ban
applied to both on and off exchange options. Wen CFTC
was created in 1974, it was given expanded jurisdiction
over futures and options and all commodities.

However, the statutory ban on ag options was
left in place. Only after the comm ssion's 1982
reaut hori zation was that statutory ban lifted all ow ng
the offer and sal e of exchange-traded options. Even
then, the comm ssion |et stand a regul atory prohibition
on off-exchange ag trade options even though trade
options in all other commpdities could be offered to

commercial users subject only to anti-fraud rule.
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In 1997, the comm ssion finally proposed
lifting the regulatory ban and permtting off-exchange ag
trade options. Rules to allow ATOs was published in
April 1998, but no firnms took advantage of the ATO
program

I n Decenmber 1999, the ATO rules were further
I npl enmented to permt cash settlenent and streamine
regi stration and disclosure requirenents. As was pointed
out previously, issues concerning ATOs and ot her ag
derivative contracts are particularly relevant today in
t he context of the CFMA and the proposed rul es that Paul
outlined.

The CFMA excl udes or exenpts bil ateral
transactions in nost commodities from CFTC regul ation,
but does not address bilateral transaction in agriculture
comodities, as Paul outlined.

This raises the question of whether and to what
extent bilateral transactions in ag commodities such as
ag commodity swaps should be exenpt from regul ation?
Furthernore, if bilateral transactions are given
regul atory relief, should ag trade options be given

consistent relief?
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Di scussions of ATOs is particularly appropriate
at this time because, nunber one, the comm ssion needs to
consi der nore thoroughly just how ATGCs fit within a new
regul atory framework, and nunber two, as noted, the
current ATO program even with the December 1999
amendments to sinplify the program has seen very linted
use, with only one firmthus far registered as an ag
trade option nmerchant, and that is Kent Feeds, Inc.

In my mnd, the bottomline boils down to--and
this is where we very drastically or very inportantly
need your input--the two issues. One, as Paul outlined,
to what extent should bilateral transactions in ag
commodi ties such as ag swaps be exenpt from regul ati on?

And number two tied to this, but a separate
I ssue, is what to do with the ATO program given its
limted use so far? The question is why it has had
limted use and one can answer the question why? 1Is it
due to market conditions? Is it due to the regul ations
and restrictions on the program as sone have suggested?
A conbi nation of the two? O other reasons?

Now, |'ve asked Paul to be available to assi st
us during this discussion. Again, we're |ooking for

I nput fromthe commttee nmenbers as to what to do with
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bil ateral transactions on ag commpdities and what to do
with the ATO program Paul, | think, in his coments did
a good job outlining those issues, and as we get into

di scussion later on, Paul will be available to address it
further.

|'ve al so asked--as | nentioned, Kent Feeds
thus far is the only registered ATOM offering ATGs to
producers. W're fortunate today to have Jack Dougherty
of Kent Feeds with us, and we've asked himto describe
their option programto the commttee nenbers and their
experiences.

In addition to Jack, |'ve asked Bill Dodds, who
is a menber of this commttee, to outline NGFA's views on
ATOs and OTCs contracting issues. As we all know, NGFA
has | ong been in the forefront as to the proposals
addressing this issue.

And finally, in the course of review ng these
I ssues, it's also inmportant to |ook at risk managenment in
a broader context. Particularly, we should | ook at
I ssues involving introducing brokers, the frontline
provi ders of derivatives based risk managenment services
to farmers. Thus, |'ve asked Melissa Schramm of the

Nat i onal | ntroduci ng Brokers Association to join us and
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join the panel to give us the |IB perspective on these
I ssues.

At this point, | would like to have each of the
panelists, Jack, Bill and Melinda, take about ten m nutes
or so to give us their perspective, their experiences.
And | hope to use the remmining portion of the tine to
di scuss these issues and to provide input to the
conmi ssion fromcomittee nmenbers regardi ng bil ateral

transaction on ag comuodities and ATOCs.

So, with that, I1'd like to turn the program
over to Jack first. Thank you, Jack, for being here. As
all commttee nenbers, and Melinda as well, and committee

members, they have volunteered their tine and their
effort and their expenses to cone in to present this
information to the commssion. So | want to thank Jack
i n advance for being here and, Jack, | turn over the
programto you

MR. DOUGHERTY: 1'd like to thank the commttee
for the opportunity to at |east |et people know what
we're doing. |It's kind of an honor to be nunber one, but
sonetines it's alittle bit of a problemto be the only
one. Kent Feeds is a feed manufacturer that's located in

the Mdwest with a history that goes back to 1927.
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For many years, we were driven by demand for
swine feeds. In the last few years, we've seen that
mar ket change dramatically, concerning the raising of
hogs. W' ve always targeted as a conpany the independent
producers with our products and sold them excl usively
t hrough deal ers.

1998 hit the independent hog producer very hard
and many of our custonmers exited the market, and it was
at that tine that we devel oped quite a concern to see
what we could do as a conpany to help some of these
i ndependent producers at | east manage their risk and stay
I n business. As we checked with custoners and people
t hat we knew were in the business, and what they did for
ri sk managenent, quite frankly we found that many of them
didn't do a whole |ot.

Futures contracts and options would have
provi ded these people with adequate protection to avoid
the disaster of 1998, but they didn't use them W began
to explore ways that we could hel p our custonmers make
better use of these risk managenent tools. The nost
attractive instrument from our standpoint was an option
contract. The m nd-set of many of our custoners is,

yeah, 1'd |ike a guaranteed price, but if the price goes
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up, | want to be sure that | can participate in the up
Si de.

And we devel oped a program that allowed hog
producers to purchase options from Kent Feeds and to | ock
the price of feed in to raise the appropriate anmount of
animal s for that option.

A program woul d not have been possi bl e under
the current conditions w thout some changes that were
made in the 1999 Federal Register, one of them being cash
settlement. Under the original provisions, to operate a
program | i ke that, we would have had to take delivery of
t he hogs and that was virtually inpossible for us to do.
We woul d then have had to turn around and market them
our sel ves.

That was beyond the scope of what we wanted to
do. Wth that change in the cash settlenment provision,
we could now enter into agreenents with our custoners and
provide themw th put options. The only band of the
spectrumthat we use in this whole programis |ean hog
put options. So any of the things that deal with grain,
we don't handl e any of those. Just a very, very narrow

band, and just puts. W don't deal in calls.
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This change all owed Kent Feeds to go forward
and register as an ATOM The registration process itself
was from our standpoint quite sinple. NFA was very
hel pful. The formwas two pages, and it was mailed to us
as soon as it was ready and we becane registered on March
6 of 2000, as the first and to this date as the only
ATOM

We al so registered at that time three
I ndi vi dual s as associ ated persons, and there again
encountered no problens with that process.

Meeting the other requirements has been a
little bit of a discovery process for us. And the
conm ssi on has been as hel pful as possible in giving us
direction where to send reports and itens |ike that, and
| think we're still inalittle bit of a discovering node
on that.

Kent uses, like | said, this is a very narrow
option. And our programis geared towards the
i ndependent hog producer with the idea of establishing a
floor price for him W've tailored our programto be
flexible in that it allows various size contracts with

our custoners. W set a mninmumas 200 hogs which is
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roughly about the size of one contract, but after that,
It's any nunber of hogs that individual wants to do.

Qur main interest in this whole programis to
sell animal nutrition, and we saw this as a vehicle by
whi ch we could ensure these people to stay in business
and use our products. W do want to make it clear that
in no way is Kent Feeds attenpting to be a broker in any
sense of the word.

The only thing that we offer is put options on
hogs. If our custonmers want to do sonething else, if
they want to do some kind of straddle position, if they
want to do a futures contract, that's not our business.
And we'd be happy to tell themthat they need to contact
people that are in that business. W are just doing put
opti ons.

We only offer that one formand the ability to
custom ze the programto fit the need of the user was a
great advantage of the ATOM as we saw it. Kent Feeds,
the way that we manage the risk it's just extrenely
sinple. We sell the producer the option and then we turn
around and cover the option on a vehicle traded by CME.

It's a pretty sinple process.
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We do our deal with the producer hinself. Wen
that's done on the phone, that's done. He knows exactly
what he pays. |It's not a bid ask process. [It's a quote,
and he takes it or he doesn't. The amount of exposure to
us is virtually nonexistent even though we may have a few
hogs here or there that don't quite fill a contract, but
in the long run that cones out to be pretty even.

We' ve been registered as an ATOM just over a
year now, and we see the program works, but the dynam cs
of the hog market have changed in the past year. Qite
frankly, prices have inmproved quite a bit. So we've seen
a very limted use of our program

We still feel that it's a very viable risk
managenent tool in the way that we're using it because it
does satisfy the need of providing a basic anmount of
protection. W plan to continue the program and | ook at
ways that we can nake people nore aware of it. W do use
our dealers to |let people know that we do have this
program avail abl e, and the only other thing we may | ook
at is if there is some way for us to facilitate this in
the cattle side of things, but it becones a little harder
for us because the size of the contract doesn't all ow

enough, whereas the hog contract at 200 plus is a
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contract size, where the cattle one about 30, 33, is the
only amount of cattle that can be on there.

We feel that the programis really
underutilized by our custonmers. It's relatively easy for
us to manage everything. Everything is on a segregated
basis and we don't feel any pressure that we would be
extra-scrutinized for running the program and for having
anyt hing | ooked at.

In fact, we've been fairly pleased with the
cooperation of the conm ssion. Those are pretty nmuch the
comments that | had as far as how we're running the
program and what we're doing with our particul ar segnent
of the ATOM

CHAI RMAN SPEARS: Thank you. Are there any
particul ar questions before we get into open di scussion
for Jack about their programas it stands today? Thank
you, Jack. Look forward to your participation and
further discussion with the conmm ttee nenbers.

Next, 1'd like to have Bill Dodds outline. As
I mentioned earlier, NGFA has |ong been active in this
arena dealing with this issue, and I1'd like to have Bil

kind of put forth in a few m nutes, Bill, your
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perspective as a comm ttee nmenber, but also as NGFA's
position in regard to this issue. Thank you.

MR. DODDS: Comm ssioner Spears, other
conmm ssi oners, nenbers of the Ag Advisory Commttee and
guests, the National Gain and Feed Associ ation
appreci ates the opportunity to present its views on
agricultural trade options and other risk managenent
al ternatives.

However, the National Grain and Feed
Associ ation believes that the ATO issues are sinply a
part of a much broader issue, the need for greater | egal
certainty for off-exchange forward agricultura
contracts.

The National Grain and Feed Associ ation has
commented repeatedly on these issues in the past several
years in statenents nade to this commttee, in proposed
rul emaki ng and in congressional testinony. Such coments
have centered on the fact that cash forward contracting
is the predom nant formfor price risk managenent used by
grain producers and others. But there is uncertainty
about how the CFTC views certain contract terns, and

unl ess steps are taken by the CFTC, the perceived
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litigation risk may di m nish the use of some benefici al
contracts.

To illustrate the effect of sone |egal
uncertainties, consider the follow ng exanples. And I
woul d say these exanples cone up at our risk managenment
conmmittee meeting within National Grain and Feed. They
come up at the National Grain and Feed Country El evator
Counci | neeting where we have 700 country el evators, and
we have producers, country elevators, termnals, and we
have our | awyers there al so.

The farnmer has forward contracted a certain
amount of grain with an el evator and experiences crop
probl ens, maybe a crop failure. Several questions always
arise. |Is it legal and perm ssible for the elevator and
the farmer to settle that contract with cash?

What if the farmer only has a partial crop | ost
and needs the balance to feed his livestock? |Is it okay
to settle that contract for cash?

Is it okay for the farmer and the elevator to
roll the contract forward to the next crop year? Let's
say the farnmer rolls it to the next harvest period, can
he then roll it to another delivery period? |If so, how

many rolls are considered | egal ?
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What if the elevator has an adm nistrative fee
stated in the contract to apply to any situation where
the farmer and the elevator nmutually agree to contract
cancel | ation?

What if the farnmer actually grows a normal crop
but deci des he has the better market opportunity
sonewhere else? 1Is it okay for the elevator and the
farmer to nutually agree to contract cancellation and | et
hi m deliver his grain somewhere el se?

Exanple two: A farnmer and an el evator enter
into a hedge-to-arrive contract for delivery of grain at
a fixed futures price, the basis to be determ ned at a
| at er date.

Mar ket prices increase during the sumer. The
farmer decides that he wants to cash settle the contract
and wait until the market increases nore, and then
reprice the commodity again. 1Is it legally okay for the
el evator to accommmodate the farner?

How many repricings are okay fromthis
perspective of the CFTC and the Commopdity Exchange Act
before a hedge-to-arrive contract is viewed as an ill egal

futures?
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Exanple three: A farnmer and an el evator enter
into a nultiple year contract for grain at fixed futures
prices, again, the basis to be determined later. |Is a
multiple year fully fixed futures price contract | egal
and accept abl e?

What if the nearby futures are nore attractive
than the futures of the following crop year and the
farnmer desires to price 50 percent of the next year's
crop with the current crop year futures? It that |egal?

In terms of public policy, then it is
i nperative that the regulatory and statutory |ines be
clearly established as to what is permtted in cash
contracting, what is subject to CFTC jurisdiction and
what is not.

Part of the resolution of this issue may lie in
a viable agricultural trade option program After
several years of offering the program only one entity
has registered to be an agricultural trade option
merchant. Clearly sonmething is wong with the design of
the program The very narrow participation is not a
legitimate test of the program and the kind of trade
option contracts and their benefits that could be offered

t o producers.
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We could offer theories of what is wong with
the program but the fact is that if the CFTC wants a
vi abl e pil ot programfor trade options, the conm ssioners
and staff need to approach the comrercial sectors of the
grain, cotton, |livestock and other commodities and ask a
si npl e questi on:

What changes are needed in the programto
attract your business to begin witing trade options?

This question has to be posed to the comerci al
sector. Wiy the comercial sector? They are the market
makers. Those entities can best tell the CFTC what
I npedi ments nust be lifted to achieve a viable test of
trade options in the agricultural sector.

One final point needs to be nmade. Agricul tural
trade options, particularly under the structure traded at
the CFTC that only permts producers to purchase
agricultural trade options. In there sinplest form
trade options add a single new feature to the cash
forward contract: the right of the seller of cash
comodities to not deliver

Who in the market place is nost likely to
confront a situation where delivery is very difficult or

very expensive or whatever other reason? Certainly, the
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farmer is at nost risk because of potential crop failure.
Establishing a price up front for non-delivery sinply
allows the farnmer to market earlier in the crop year and
maybe nore aggressively, taking advantage of market
situations that m ght otherw se be passed up.

Thus, from our perspective, we would continue
to chall enge the farm organi zati ons to exam ne the
potential value of agricultural trade options. If you
agree that agricultural trade options hold considerable
prom se, we woul d encourage those farm organi zations to
make its views known to the CFTC

And I would just add after listening to Jack's
presentation that that is a very viable good service for
his livestock producers know ng what | know about price

ri sk managenent. Thanks.

CHAI RMAN SPEARS: Thank you, Bill. | think
we'll try to, when we get into general discussion, | my
ask Paul just to briefly--1 don't think we can respond to

all your questions in your testinony, but we can try to--
| think Matt is probably going to hand them out. But |
know what you're trying to acconplish and | appreciate

t hat .
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But I may ask Paul to briefly touch base on it
If it's appropriate at that point in time. As I
nmentioned earlier, an inportant sector dealing with ag
ri sk managenent and dealing with agricultural producers

is the B comunity, and we've asked Melinda Schramm who

is--1 believe your title, Melinda, is executive director?
M5. SCHRAMM |'m the chairman of the board of
di rectors.
CHAI RMAN SPEARS: Chai rman of the board-- |I'm

sorry--of the National |ntroducing Brokers Association.
So with that, Melinda, w thout any further introduction,
woul d you pl ease provide us your thoughts and comments?
M5. SCHRAMM  Thank you, Conm ssioner. You'll
excuse ne. I'mat that age, so |I'mgoing to have to take
these off in order to read ny prepared statenment. |'m
Melinda Schramm |'mthe president of the MHS Capital
Resource, Inc. It's a CFTC regi strant and NFA nmenber
| ocated in Chicago, Illinois.
|"ve been a part of the futures industry for
about 25 years. M conpany specializes in witing for
the financial industry professional and for |obbying the

i nterests of those professionals.
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" mal so the founder and chai rman of the board
of the National Introducing Brokers Association, or the
NI BA, which is celebrating its tenth year in existence
this year. The NI BA counts anong its nenbers both
guar ant eed and non-guaranteed i ntroduci ng brokers al ong
with 11 futures comm ssions and five donmestic exchanges.

It's organi zed as a not-for-profit association
whose m ssion is to help the futures professional and
specialist stay in business at a highly professional
|l evel . We do this at our annual conference, our
newsl etter and regularly schedul ed meeti ngs and councils
with our regul ators, Congress, and others concerned wth
I ssues affecting the industry.

The NI BA has been asked to testify in the House
of Representatives regarding issues including risk
managenent educati on, the CFTC Act itself, and hedge-to-
arrive contracts in the grain industry.

We have al so prepared statenents for the CFTC
regardi ng such diverse topics as exchange delivery
poi nts, the Commodity Futures Modernization Act, the
advent of security futures, required disclosure docunents
for managed accounts, and ethical standards and behavi or

in the industry as a whole.
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The NI BA board of directors consists of eight
to nine elected IBs, elected by the nenbership for a
three year term plus two representatives from our FCM
menmbers and representatives from our exchange nmenbers.

Before | address the specific topics that the
conmi ssion has laid out for our panel, | wanted to take a
few mnutes of ny tine to draw this conmttee a visual
picture of the I1B. Many of you may have never net any
ot her 1Bs except nyself. Many of you may not have ot her
deal i ngs, other business dealings with introducing
brokers. In order to help you make sone deci sions which
will greatly affect our business lives, | wanted you to
know who we are and what we do, what kind of clients we
service, what products we trade.

In May of 1999, | wote a book called The
Conpl ete | B Handbook, which was published by the Chicago
Mercanti |l e Exchange. The purpose of the guide was to put
all the information that anybody m ght want who wanted to
start an introducing broker business into one book.

| covered such topics as creating a business
pl an, registration requirenents, selecting an FCM
negotiating contracts with sal es people, and even

surviving your first NFA audit. | gathered the data
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t hrough personal interviews and a witten survey of

i ndustry registrants and our regulators. 127 introducing
broker offices responded, and those responses cane from
all over the United States.

Here is the sonme of the information that they
shared with me. An IB owner is typically a college
educated male. I n 1999, |ess than six percent of the
total nunmber of introducing broker offices were owned by
wormen. Nearly every owner had a coll ege education at the
m nimum wi th about half of those majoring in an ag
busi ness or a farm operation and nost of the others in
econom cs, accounting, or other financially rel ated
ar eas.

Less than 30 percent of the IBs registered at
the time of the survey were registered as i ndependent
i ntroduci ng brokers. Those often considered thensel ves
specialists in one kind of narket such as the energies or
in cotton or in the particular style of trading such as
i n managed accounts.

The |1 Bs who regi stered as guaranteed gave us
the follow ng reasons generally: They believed it was
| ess expensive. They believed there was | ess paperwork

and reporting required. They believed that there was
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| ess direct conpliance responsibility. They also said
that the IB principals were generally | ess experienced or
had no experience at running their own business. And
finally, guaranteed introducing brokers were thought to
get nore support in their sales and marketing efforts
fromthe FCM or fromthe broker himself than the
I ndependent i ntroduci ng brokers.

In 1999, Illinois was the state with the npst
| Bs regi stered and nenbers of the NFA. And that nunber
was 248. Del aware, New Hanpshire, Utah and Vernont only
had one I B office in each in those states, and Hawaii and
West Virginia had no offices at all registered that
spring.

When I Bs | ook for clearing arrangements with an
FCM they report that reputation of the firmis the
number one reason for choosing that FCM Rates, the
clearing rates or the fees which are charged to do the
transactions rank second in order of inportance to the
IB. And the category "other"” ranked third. O her
I ncl uded such diverse things as who the nmanagenent was,
who owned t he conpany, who were the main traders, and

whet her or not the FCM of fered nanaged account prograns.

M LLER REPORTI NG CO., I NC
735 - 8TH STREET, S.E
WASHI NGTON, D.C. 20003

(202) 546- 6666



Research was the npbst consistently ranked | ast
in inmportance to the IB |looking for a clearing
arrangenent. This is a change fromjust a very few years
ago when research could only be gotten through your FCM
It's obviously a change that technol ogy has hel ped to
bring about.

A total of 211 FCMs were registered with the
CFTC that spring and nmenbers of the NFA, but only 40 of
t hose FCMs did business with guaranteed introducing
br okers.

Since the NFA does not keep separate records
about FCM rel ationships with I1Bs, or independent
i ntroduci ng brokers, only firms with G Bs can be easily
identified. 12 FCMs were guaranteeing about 750 IB
offices of the total approximately 1,200 IB offices or
G B offices that were registered then.

An | B owner typically has at |east three and
one half years experience in the futures business before
opening an I B office. The majority of IB owners | spoke
to had between nine and 14 years experience in our
i ndustry and the IB office itself had been registered for

six years or nore. | spoke to an |IB owner who had
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actually been registered in sone capacity in the industry
for over 35 years.

Sonme of the IBs are also registered as CTAs. A
few are farm managenent specialists or consultants and
about 12 percent in the spring of 1999 were registered as
security brokers or dealers. Sonme IB offices provided
conplete risk managenent services such as crop insurance,
cash marketing or other producer rel ated managenment
services.

At the time of our survey, nearly 80 percent of
the total volunme of trading done in the 127 offices
respondi ng was done in futures rather than in options.

About 50 percent of the IBs told us they trade
nost heavily in grain and livestock markets. This is a
significant change since the FIA survey of the early '90s
found that about 80 percent of IBs were to be considered
agricultural.

The next nost heavily traded contracts were
indices with the netals and the soft markets the | east
traded by IBs. [IB offices reported in the spring of 1999
that no significant volume was being traded on markets
outside the U S. by their custoners. Over 90 percent of

the 1 Bs placed orders in the E-m ni S& market at the CME
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regularly, and a few IBs, and | think there were about
ten of themall together, said that as nuch as 20 percent
of their total business is done in the S&P contract.
About 50 percent trade the Project A contracts at the

Chi cago Board of Trade.

A typical IB office has five to six APs, or
associ ated persons, or sales persons, registered with it.
Three of the offices responding reported that they had 25
or more APs working in their office.

Only one office responding to the survey was
m nority owned, and fewer than 15 percent of the offices
respondi ng had even one woman regi stered.

I B offices recruit APs anong friends and forner
clients and from |l ocal newspaper advertising. Some also
hire fromthe floor enployees that they are using at
their FCMs.

A typical 1B office services 250 to 300 clients
per year. Again, that's a big change in the last ten
years, up fromonly 50 or 60 clients, nost significantly
due to technol ogi cal advances. About two-thirds of the
total nunmber of clients in each office are what we would
call active. The others are seasonal or occasi onal

traders. Those also would include the bona fide hedgers.
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A few offices which provide the specialized
services along with futures and options such as foreign
managenent consulting have only 30 to 50 clients on the
books. And three IBs reported in 1990 that their offices
were serving over 2000 active clients per year. Wen we
asked the question what is the average length of tine an
account stays open with you, 80 percent of the IBs said
they were still servicing sone of the clients they opened
when they first opened for business.

IB offices service a variety of clients,
hedgers and specul ators ali ke. Those which work
primarily in the ag market areas tend to service small to
medi um si ze rancher and farnmer. Because these offices
are no |longer servicing only local clients, they provide
education and research to any size or type client who
wants that information.

Virtually all IB offices use sone form of
el ectronic order entry. GCenerally, it's the system which
t heir FCM has devel oped or purchased and requires all the
offices inits systemto use.

Nearly every IB uses the internet to solicit
for custoner |eads. Some offices have their own web

sites. Ohers are just links or addresses fromthe FCM
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Most of the I1Bs who have a web site post both news and
education as well as information about the IB itself such
as who are the principals, who does the trading, how | ong
the 1B has been in business, if the office has a
specialty, and what other kinds of services the custoner
may find at the office.

Account forms or opening account docunents can
nost often be downl oaded fromthe sites. That background
information is the | ong way around to addressing today's
topics, specifically, the ag trade options, other ag
derivatives and I B concerns related to the agricultural
i ssues. The opinions that |'m expressing today are those
of the IB nmenbers of the association. Sone of the FCM
menbers concur, others do not.

Nunmber one, the agricultural trade options.

Qur nmenbership is of the belief that the current ATO
program has not been nore utilized because none of the
current |arge players in the grain trade want to open

t hensel ves to the type of regulation which registration
with the CFTC and the NFA insists upon.

Most of the firms offering ATOs have so far
been able to hide behind the forwards exclusion clause to

do essentially full-blown futures business by what
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appears to be a formof their own contrived ATO |i ke
program wi t hout having |icensed brokers and w t hout
having to disclose risks, strategies, fees and pitfalls,
and wi t hout having to answer or account to their
custoners in the manner that the I1BS and FCMs are
required to do by the comm ssion and the NFA.

Currently, unregistered ATO providers are not
di scl osing what the strategies are which are being
utilized or what the risks involved nay be. As the
strategi es have beconme nore and nore conplicated over the
past years, it's comon to see providers who have no
training in futures and options products diligently pitch
t he ATO program devel oped by their conpany w thout any
better know edge of the product than the producer to whom
t hey are speaking.

The history of option and option-Ilike products
pronoted by unregistered or mnimally registered trained
i ndividuals to relatively unsophisticated participants is
consi stently negative, even when done with the best
I ntentions. Just in the past few years, we've seen on
several occasions that neither the seller or the buyer

has the required famliarity with both the product and
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its potential behavior during periods of volatility or
sustained price novenment.

Most often the smaller the end user, the |ess
appropriate the ATO |li ke product becones. Additionally,
one | B pointed out that the tools and benefits that the
grain trade argued that ATOs woul d of fer apparently
provide no marketing alternatives or benefits above and
beyond what exchange traded futures and options currently
al | ow.

So the need to offer ATOs at all would seem
pretty limted. As nmuch as nost nenbers of the NI BA
woul d generally like to see | ess governnent regulation in
every aspect of our business lives, nost agree that no
changes in the current ATO program should be made.

Al l ow ng unrestricted trading in ATOs or inposing sone

| esser | evel of deregul ation would as the conm ssion
suggests in its questions to the three of us on this
panel increase the potential for fraud agai nst producers.

If the conmm ssion drops either the three-
pronged approach or changes the m ni num net worth
requi rement so that ATO users would find thensel ves

trading in a |l ess regulated environnment, the result could
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be that smaller producers will be disenfranchised, along
with the IB community and small grain conpanies.

In addition, the probable result will be that
| arger provider consortiunms will sinply devel op product
which will allow all these smaller producers to be |unped
together as one trading unit. No risk disclosure, no
proper account identification, no segregation of consuner
funds will take place. A custoner will lose all current
regul ated protections.

We have only to |l ook at the hog industry to see
t he consequences of corporatization in American
agriculture and how quickly those consequences w ||
occur. Likew se, the goal of some of the larger grain
conpani es seens to be to use such products as ATGs to
gai n greater control over production, guarantee
t hensel ves a steady supply of crop upon demand, and not
have to bid aggressively for production throughout the

majority of the year.

The effect of the scenario will be that basis
|l evels will suffer, the flat price will suffer, and
farmers will beconme enpl oyees of these grain consortiuns.

Wil e sonme changes in the ag segnent of this industry are

i kely inevitable, dropping ATO registration and
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regul ation prograns m ght very well create the

envi ronnment above in as little as two to three years
time. Just imagine one big grain conpany controlling al
of American agriculture in the way M crosoft controls the
software on virtually every PCin this country.

In response to the conm ssion's questions
regardi ng ATOs, one NI BA association nmenber asked if
coment on this issue was ever solicited from nmenbers of
state grain and feed organi zati ons as opposed to the
| arge commerci al agricultural concerns. Have those
organi zati ons seen an outcry fromthe people who woul d
use themto make these products avail abl e?

In any case, the conm ssion should recall that
its mandate is not to provide product to consumers, but
to make sure that those providing the product are
adequately trained and regul ated, and those using the
product are adequately protected.

More specifically to your question as to
whet her producers should be able to wite ATGs? Wile
nost NI BA nmenbers agree that farmers should have every
benefit and advantage that big conpani es have, several
members noted that as recently as just | ast week, they

wer e hearing about conpanies which encouraged farners to
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enter a transaction which basically sold a call option
limting the farnmers maximum selling price for a prem um
t hat was far substandard to current nmarket prices.

In particular, this association nenmber reports
that the actual transaction was selling a call option for
Six cents that was currently trading on the Chicago Board
of Trade for 12 cents, and being charged nearly $300 in
comm ssions for that transaction.

Since ny first nmeeting in 1994 with then
Chai rperson Mary Shapiro, the NIBA has tinme and tine
agai n voi ced the practical business concern that by
allowing unrestricted trading in ATOs, registered and
regul ated menbers of the professional futures and options
communi ty are di sadvantaged by being put on a | ess than
| evel playing field with those people or entities who
woul d of fer such products wi thout the need to answer to
conpliance and supervision arns of the CFTC, the NFA, and
t heir exchanges.

We believe the atnosphere for fraud on the
custonmer would definitely be increased. Effects suffered
by the farm ng conmmunity will include m smanagenment of
pricing and marketing risk along with increased el evator

failures.
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We encourage the comm ssion to | ook back to the
hedge-to-arrive contracts of just a couple of years ago.
Add to that the fact that nmany of the new contracts
currently being offered are far nore conplicated. Throw
inalittle bit of desperation fromthe producer due to a
ti ght econony and | ow prices, and you get a recipe ripe
for disaster.

Wth regard to other agricultural derivative
contracts, in this area, the NIBA is somewhat divided.
Most nmenbers are not aware of any significant anmount of
bilateral agricultural commdity swaps currently going
on. |IB nenbers and sonme FCMs believe that a platform
whi ch provides unified trading of cash and derivatives
rat her than the current versus-cash nethod is not an
I mprovenment at all and may even be inpossible to
construct due to the lack of a centralized cash
mar ket pl ace.

One nenmber commented that he couldn't see how
t hese contracts would be constructed unless they were
based on exchange traded regional basis contracts.

Anot her menber said that unified platforns
woul d mean to hi mnore deregul ation, greater conplexity

of the tools offered, and nore opportunity for
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unscrupul ous, undertrained providers to sell conplicated
products to producers which neither party truly
under st ands.

Al'l NI BA I B nenbers and many FCMs oppose
parall el ag contracts or noving the ags to DTFs. The
associ ation believes this nove would ultinmately drive
commercial volume to the | ess regul ated market and would
weaken contract narkets by destroying their fundanental
ability to allow transparent price discovery.

One | B nenmber commented that the only way to
provi de producers nore effective and attractive risk
managenent strategies is to force all the participants to
meet the sanme |evel of regulation. It appeared to him
that the comm ssion's intent with the CFMA was to
construct a tiered market systemthat would fracture the
agricultural markets into so many segnents that only the
| argest comercial entities would be able to survive.

He along with several IB nmenbers of the NI BA
was unable to see how allow ng ag products on DTFs led to
better price discovery, which is the absolute necessity
for an efficient marketplace which continues to have

value to its users.
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And interestingly, many associ ati on nmenbers
said they would be in favor of nore versus |ess
regul ation as proposed in the current exchange versus DTF
scenari o, because in this time of HTA conplications and
ot her financial disasters, including the ones we've seen
in the stock market frenzy and col | apse, we've seen that
the public's greed and willingness to accept unreasonabl e
amounts of risk in the face of clear fundanental good
busi ness judgnent indicates that these sane people wll
not al ways sel f-nmanage and self-regulate risk

And finally, to address the issue on
I ntroduci ng broker concerns, a few of the NI BA nenbers
noted that at the end of 1998, there were to their
know edge approxi mately 10,000 el evators and feedlots in
the United States. W can't really tell how many were
regi stered as | Bs because, nunber one, the NFA doesn't
keep records on the type of business done in the IB
of fi ces, and nunmber two, many of the entities function as
branch offices rather than as |Bs because of the
regi stration requirenents.

But we do know that we have a few el evators and

feedl ot s as nenbers of our associ ati on.
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The NIBA is generally opposed to reducing
registration requirenments for IBs. Qur business entails
utilizing highly | everaged financial products. Anmateurs
and part-tinmers bring with them probl ens such as
unfam liarity with the product, inability to assess the
client's goals and risk capacity, and inattentiveness to
both the markets and the clients. Dimnished regulation
requirements will attract operators seeking to take
advant age of that |ack of registration and regul ati on.

Qur association nmenbers, |IBs and FCMs ali ke,
woul d like to see nore registered IBs in the industry,
but not at the expense of the investing public.

Nei ther the current registration or the Series
3 commodity examis a significant inpedinent to
registering or to engaging in the business. Therefore,
the NIBA is of the belief that the rule changes woul d not
substantially increase in nunber of registered
i nt roduci ng brokers.

However, we do believe that nore firnms would
register if the CFTC nore aggressively enforced their
rules by forcing elevators that are currently trading

futures and options and offering ATO prograns and their
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like to register and properly license their operators as
APs.

Further, it's always seenmed a bit peculiar to
us that the comm ssion cannot pursue action agai nst
entities which have not registered but which ook to the
public like CFTC regi strants and of fer products which
purport to extend the benefits of exchange traded
products. To mangle a phrase, if it quacks |ike a
regul ated futures or options product, it should be
regul ated as one.

In response to the conm ssion posed question,
what rul e changes would allow registered IBs to offer
nore effective or nore attractive ri sk managenent
alternatives to their producer clients, the N BA
menber shi p responds:

(1) The fact that IBs generally cannot sell
comodity firms with a Series 3 |icense, but stockbrokers
with a Series 7 can is totally unreasonable. This should
be reexam ned by the conm ssion.

(2) The novenent to stream ine disclosure
statenments and options disclosure statenments will be very

beneficial to the IB attenpting to solicit new business.
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(3) Exchanges or other trading facilities
shoul d be encouraged to devel op ri sk managenent tools in
cooperation with such organi zations as the USDA, farm
bureaus and even | ocal agribusinesses. Then we'll be
able to offer and provide tools which the producer truly
wants, which he truly needs, and which he truly
under st ands how to use.

Before | close my prepared remarks, | want to
address two of the other issues this commttee is
schedul ed to take before it, and you'll be happy to know
that it's only two nore pages.

CHAI RVAN SPEARS: Melinda, if you could
sunmari ze that because we're already behind schedul e by
about 30 m nutes now.

MS. SCHRAMM  Absol utely.

CHAI RMAN SPEARS: So if you would just take
your two pages and summarize in a couple of sentences,
|'"d appreciate it because we do need to reserve sone tinme
for discussion on this topic.

MS. SCHRAMM  Absolutely. The two issues were
that the NIBA is |ooking forward to a new day at the
USDA. We're looking forward to a new day of working in

cooperation in devel oping risk managenment product.
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And secondly, with regard to the single stock
futures, we are | ooking forward to what the comm ssion
has to offer. We're happy that the conm ssion has been
very strong in holding the line with regard to the
selling requirenments. However, we are disappointed in
both the margining and a tax ram fication of those
requi rements and would like to visit those issues with
you all further.

That being said, we appreciate the opportunity
to cone before this panel, and | woul d be happy to take
any other questions or expand. Thank you, Commi ssioner.

CHAI RMAN SPEARS: Thank you, Melinda. Well,
where do we go fromhere is the question, | guess, that
the commi ssion is looking for input fromthis conmttee?
As you can tell, there is a divergent--as the panel
outlined, there are a nunber of different views out there
in regard to what to do with bilateral transactions, what
to do with ag trade options, and how it affects different
people's lives and busi nesses.

| know this comm ssion is very interested in
this commttee's input as to where do we go from here.
We've heard from one--the only person so far--ATOM who's

using the programw th sonme success. |1've heard today, |
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think it's fair to say, that the reason why--now keep in
m nd there are two issues here. One is--and Paul, | may
ask you to help outline these issues in a mnute, but in
my mnd there are two issues.

One we' ve addressed is the ATO program W're
two years into the program It's had limted use so far.
Is that because of the design of the program as sone
peopl e suggested? O is it due to the market conditions,
as ot hers have suggested? You know sonme fol ks have
suggested, as Bill did, that it's the commercial people
who will be utilizing, offering the program and it's up
to themto decide how to design the program as opposed to
t he ag producers.

The ot her issue before us, as Paul outlined in
his introductory coments, is what to do with bilatera
transactions on an undefined termof ag commodities? How
do we treat ag swaps and ag commodities on that basis?
Shoul d they be exenpt fromregul ati on as ot her
provi sions? So, Paul, do you have any words of insight
or thoughts to maybe put us on track to facilitate sone
di scussion fromthe commttee?

MR. ARCHI TZEL: | guess | have a couple. One

I's the NGFA rai sed a nunber of questions with regard to
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what kinds of contracts would be considered to be forward
contracts and what would fall under the forward contract
exclusion, and that's been an issue that has been a | ong-
standi ng i ssue.

| think there are mechanisns to address that.
For exanmpl e, we have outstanding a O fice of General
Counsel interpretation that goes back many years to 1987
which had in it a discussion of various hypothetical type
of contracts and gave an official view of the General
Counsel's office on whether or not those were forward
contracts, and | think that really is the nost profitable
way to get guidance in an official way on what ki nds of
contracting practices would flow within the forward
contract exclusion, and then that it nmakes sense that if
contracting practices are different and have grown since
1987 to revisit that in that kind of setting.

And that really would require a request from
any of you around the table or anyone fromthe public
that the comm ssion consider certain types of contracts
or the comm ssion staff rather and give an opinion on
those. So that would be one place to start.

As a general matter, responding to those

contracting situations, however, | think we all know that
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a forward contract which has run its tinme period both
parties can go back and renegotiate a contract and not
affect the nature of the fact that it's a forward
contract.

So it's inmportant to distinguish fromthe types
of exanpl es given between those contracts where both
parties because of crop failure or sone other type of
situation renegotiate a contract after the contract has
been entered into froma contract which provides for
certain features at the tinme it's entered into. And
that's an inmportant distinction that |I think we all are
sensitive to and that in | ooking through the exanples
| ater, certainly that that's sonmething that distinguishes

many of the exanpl es and should be | ooked at very

careful ly.

MR. G LLEN: Paul, one of the questions posed
by Bill was rolling a contract forward, and in 1996, the
comm ssion issued | call it a derivative, but | don't

know t he status now, which precluded a producer in a
contract fromrolling forward past the |ast delivery
nonth in that particular crop year. That, in effect, is

t he custom and usage of the cotton trade, and | was just
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wondering if that edict is still in effect here at the
comm ssi on?

MR. ARCHI TZEL: | think what you're referring
tois a staff advisory which was issued on the prudenti al
nature of inter-crop year spreading, and that was not a
conmi ssi on pronouncenent, and it did not discuss the
| egal ity and whether or not such a contract was a forward
contract or not. What it discussed was the prudenti al
nature of inter-crop year spreading. So fromthat
perspective, it was an advisory statenment of the staff.

To the extent that that contracting practice is
one which you would like further clarification on, the
appropriate mechanismis to provide the comm ssion staff
with a witten description of it, and to provide us with
an opportunity to consider it and respond in a considered
way to it.

MR. GILLEN: Well, virtually all of our
contracts preclude that practice because you're just
beggi ng trouble. That's why.

MR. ARCHI TZEL: And that was the basis of the
staff's advice, and again it was an advi sory opinion that
inter-crop year spreading is an inprudent practice. It

doesn't say whether it's a |legal practice of not.
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CHAI RVAN SPEARS: Are there any comments or
guestions, other coments, questions, regarding where we
go from here regardi ng the ATO program or bil atera
transactions per ag commodities, whether they should be
exenpt or to what |evel exenption they should be? Neal?

MR. G LLEN: Yeah, | really appreciated Bil
Dougherty's expl anation of what they're doing, and in
effect it's rather sinple, and one could naeke the
argunent that why should such practices be regul at ed.
You know that's just an opinion. Insofar as question
number one, | think M. Dougherty answered that question
I nsofar as whether or not |low prices have any effect
because he indicated, in effect, you could nmake the
argunment that these type of instrunments are nore val uabl e
to a producer in times of |ow prices because a product
can be offered way out when you can see light in the
mar ket pl ace.

You know | just go down to number seven, and in
ef fect--questi on nunber seven.

CHAI RMAN SPEARS: That was sent out in the
advance packet.

MR. G LLEN: Yeah, in the packet you sent out.

Go down, right down to question nunber seven, and give a
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resoundi ng yes. But there is sonmething in process here
at the comm ssion that Paul may be able to comment on,
and that is the Cargill Case. There is a decision by the
ALJ. It's under appeal now, but ultimtely the ruling in
that case will be dispositive, could be dispositive of
this issue.

MR. ARCHI TZEL: Actually, that is under appeal
so it's not appropriate for me to comment on it or for it
to be a matter of discussion now. You are correct there
has been a decision by an ALJ. It has been appeal ed by
our Division of Enforcenment to the comm ssion. So it's
currently pending with the commssion. So it really
isn't a matter that we can di scuss now, other than you're
also right to say that sone of the issues in that case
woul d have a bearing on the comm ssion's policy
ultimately on what it does with regul ati ons regarding
ATGCs.

You did nention two things which I think are
noteworthy. One is that the programthat Kent Feeds
outlined is rather sinple and understandabl e and user
friendly fromwhat | was hearing, and that is what the

comm ssion's rules intended it to be.
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You al so asked why should such a sinple program
be regulated, and | think that the reason there is a
hi story of the conm ssion grappling with this issue of
regul ation of ATOs is because there had been in the past
abusive practice with regard to trading options,
particul arly because, unlike futures, where there is the
need for an individual to know his custoner, in the case
of futures where a premium may be paid fully up front, it
has lent itself to abusive practices in the past.

So that the kinds of regul ations we have
segregati ng custonmer funds cover those kinds of
provi sions were intended to address the possibl e abuses
we m ght see, and it beconmes a policy question for the
comm ssion and for this commttee to discuss is whether
the cost of our regulations and how they work is so
burdensonme that it is too costly to prevent the kinds of
harm t hat we envi si on m ght happen, and that's a judgnent
question that certainly this conmttee and the comm ssion

has grappled wth.

MR. G LLEN: Well, | appreciate that, Paul, but
you can nmake the argunent that, as Bill said, the trade
has rendered its judgnment. |It's of no value to producers

unl ess sonme innovation can take place, and there is no
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i ncentive for innovation with regulation. Thank you for
considering it anyway.

CHAI RMAN SPEARS: | appreciate that, Neal. |1
think that it's fair to say that one reason why we're
addressing this issue today, it is a new day and we're at
this comm ssion, nyself and | believe other conmm ssioners
present, are open to addressing this issue in |light of a
new act and where we go from here to make a program
wor kabl e.  Bob, you wanted to say sonething?

MR. METZ: Yes, thank you, comm ssioner.
want to nmake clear |I'm not speaking for the American
Soybean Associ ation but for myself personally. | ama
production farmer. M wife and | are both full-tinme
farnmers. That is the only place we receive our incone.
We obviously use futures; we use options. But as was
poi nted out, the majority of production ag does use
contracts to nove their grain.

And this is basically because we not only need
the futures, but we need to capture the basis, and we
al so need an orderly novenent of our grain off our farnms.
We store all the grain at harvest. W need that orderly

novenent of grain off our farms through the w nter
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t hrough the summer nonths. Up north, you can't nove it
during the spring because of road restrictions.

So we need an opportunity to nove this grain.
As far as production goes, ag production, nobst people
woul d say that it's probably a good practice to have a
third of your grain sold this tinme of the year, a third
of your grain sold md-sunmer, while there is still a | ot
of risk. Once the risk is out of it, generally the
mar ket is out of it, too. I'mstrictly talking fromthe
farmer's point of view

So we normally would try to have two-thirds of
our grain sold when the crop is about half grown. That,
of course, gives us sone risk. The 1988 drought, by m d-
June, it was fairly obvious that we were not going to be
able to fill our contracts. | don't know if it was
| egal, but |I know | wote a check to get out of those
contracts, and | felt very good about witing that check
even though it was fairly |large because |I had a huge risk
hangi ng over ny head.

So then | think anything that can be done --
and these ag trade options |ook |ike possibly a good
opportunity for production ag as a way of limting risk.

| think the Crop Insurance Program has greatly hel ped
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because you can also get an increase in the market when

there is a drought. |If this is the way out, ag trade
options for the actual producers, | personally think it's
probably a pretty good option. | do think we need sone

oversight on it. Just to have all kinds of contracts out
there | think puts farmers at risk. Thank you.

CHAI RMAN SPEARS: Any ot her coments or
questions? Richard, do you have sonething you want to
add?

MR. GUPTON: Yeah, just a few things. The only
thing I would recommend, | guess, is potentially with
t hese questions that are pretty well presented do sone
type of survey for the different commodity groups and
bankers on ATOs particularly, and as far as the banking
perspective, there may be regulatory problenms with ATOs,
and you mi ght want to consult the OCC or the FDIC. |
don't know if you all have done that, but just would
recommend that as well.

CHAI RMAN SPEARS: Thank you. Elizabeth, you
want ed to comment ?

M5. HAWS: Yeah. | do have a comment. This is
a newday and | think it's a unique timng of opportunity

for this commttee because as we | ook at this, you know,
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as potential for assisting producers, | nean we're al
here, we're of the mnd-set to find nmarket-base
alternatives to help producers out.

And as we, you know, listen to the farm policy
debate going on down the street, | think this is a unique
opportunity for us in this roomthat we could provide a
tool to the farners. So before we throw everything out,
let's find what the farners need. | mean we're sitting
here and this is a tool that we can provide to them So
let's look at this carefully before we ditch this
opportunity.

CHAI RMAN SPEARS: Thank you. Bri an.

MR. DI ERLAM  Thank you, commi ssioner.

Specific to the Part 35 exenption--I know we had tal ked
about this in the past--the Part 35 exenption

requi rements that were in place in the past, particularly
on ag commodities, are in place today for eligible
partici pants can engage in bilateral agricultural swaps;
is that correct?

CHAI RMVAN SPEARS: That's it?

[ Laughter.]

MR. ARCHI TZEL: That's an inportant question.

Yes, the current Part 35 is in effect and ag swaps are
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permtted. The only issue before us is whether the Part
35 requirenments should be streamined to be nore
reflective of the requirenments for swaps that are in the
act for other commoditi es.

CHAl RMAN SPEARS: Brian, | was just joking. |
nmean this commttee always | ooks forward to your counsel
and comments, and you are always very well read in your
comments. So that's one thing, | guess, that is going to
be hel pful, | think for the comm ssion to have a better
grasp, understanding in what activity is out there in the
ag swap.

| think that Melinda alluded to that, what
| evel there is out there. There is sone question--we
know it exists, but there is no real foundation as to

what the exact nunber or level of activity is regarding

to bilateral transactions in that nmarket. So that woul d
be hel pful, | think, if we had that information as well.
Bri an?

MR. DIERLAM To follow up a little bit on
that, | think as we | ook at risk nmanagement and one of
the things going into the regulations that was pulled
back in the |l egislation that passed that you're currently

I n rul emaki ng on, as you | ook to nanage system c ri sk,
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whi ch was one of the main purposes of the bill and the

| egi slation and the rul emaking, there are certain types
of risks that a lot of folks in our industry have a very
difficult time managi ng, and to the extent that we can
address those issues, sone can be addressed through a
Part 35 exenption, sone can be addressed through | ooking
at issues surrounding |egal certainty.

All of those types of things if we can | ook at
themall play a role in reducing the systemc risk. As
|"ve talked to different fol ks on the packing side, folKks
on the retailing side, people want, consuners want to
know what is their beef going to cost down the road, and
t hey want the packer to provide it.

The packer wants a way to | ock up sone supply
so that they have sone certainty, and one of the things
that's inportant is the risk managenment systemt hat
facilitates all that. Now, the nmarketplace can provide
it in terms of exchanges offering new types of contracts
for different sizes or different volunes or different
products, and certainly the nore products you offer, the
guestion al ways cones in about what's the liquidity going

to be?
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Are we going to drain liquidity? But there is
a tradeoff and a bal ance between liquidity, between basis
ri sk, between volatility, that fol ks out there are trying
to find that balance. So to the extent that Part 35
exenption exists, to the extent that we can address sone
of these legal certainties, | think we can go a |ong way
i n providing the types of products that the marketpl ace
needs to manage risk so that at the end of the day we've
got risk covered and not creating, not holding an anmount
of risk that we can't hedge at the nmarketpl ace, because
that in the end of the day is systemc risk, is risk that
t he market pl ace can't manage.

So to the extent we can | ook at a nunber of
these things, it will go a long way in providing the risk
managenment tools that | think the beef industry needs.

CHAI RMAN SPEARS: Bill.

MR. DODDS: | don't know if this is relevant or
not, but as it relates to ATGCs, about eight percent--this
is a personal statenment now -about eight percent of our
busi ness is options versus futures on exchanges. | would
just say those are hedges related to cash contracts and
it also adds to the liquidity of the futures market, |

t hi nk.
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CHAI RMVAN SPEARS: O her comments or questions

fromthe commttee nenmbers? Well, 1'll cone back--Jim
just a second. | just want to make a qui ck comrent and |
know that Jimwants to make a comment here. I'"d like to

note, as we tal ked about earlier, the transcript of this
neeting will be put into the public comment file on the
proposed new regul atory framework and our proposed rul es.

If commttee nmenbers would |like to provide
comments on this issue, and the other issues we talked
about before, witten comments, you know, before April 9
or even after April 9, that would be very helpful to the
comm ssion, | believe.

Again, the deadline is April 9, but | don't
know t hat there has ever been a case where the conmm ssion
has refused to accept a comment letter after the coment
period is closed. W're always open to coments at any
point in tine.

These are issues that we're going to have to
wrestle with as we go forward so if commttee nmenbers
woul d like to just maybe provide witten answers to
questions that we provided in the background nmeno, that
woul d be hel pful or any tinme, at any point in time. So

with that, before we close this topic and go on to other
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topics, I'd like to ask Jimif he had sonething he
wanted to say?

ACTI NG CHAI RMVAN NEWSOVE: Thank you, Dave. |
had just a couple of comments and then one question |
wanted to ask. First, | wanted to thank M. Dodds and
Kent Feeds for reaching out, for offering this product at
| east to a portion of your sw ne producers and show ng
that, at |east under your situation, it can work and it
can be successful.

| think Bill raises sone legitimte issues. |
think there are issues that have been discussed for a
long, long time, and | think certainly issues that are
wort hy of nore discussion and | ooking at by the
conmm ssion. | think maybe an effective ag trade option
could at | east potentially solve sone of those problens.

Melinda, in regard to your comrents, you know
as sonetines happens, we agree to di sagree on sone
things, and I think that's just an area, at |east on a
portion of what you said. | think that a few of your
comments nmay be a little far-reaching or worst case
scenario, at least, and one thing in particular | would
di sagree with your thoughts on, at |east the needs for an

ag trade option type program
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You know I cone froma small famly farm and
fully recognize that as many ri sk managenent
opportunities as we can devel op and provide that are
realistic, as Elizabeth said, |I think have real val ue.
al so realize that futures only provide one slice of the
pie of the total risk nanagenent pie as we |ook at it,
and there are | ots of other opportunities.

OQbviously, I think, as we |ook at ag trade
options, at least there is the appearance that we have
yet to get it right because of a |lack of usage of the
program and | think it warrants the conm ssion going
back and revisiting the issue, but it's a difficult
i ssue. | know that everyone would like for the
conmi ssion at |least to attenpt to define these cash
mar kets and the futures markets, but unfortunately the
probl em becones that when you do that, there is al ways
sonmebody who is |ooking after you defined it for a way
around it. And it certainly beconmes nore sinple to find
t hat way around it.

And I think we have to |look at the history in
this business of at |east farmers being taken advantage
of , and, you know, our role is to protect the public

good, and we take that responsibility very seriously and
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are going to continue to try and take that responsibility
very seriously. So when we get into an issue like this,
it does become difficult. That doesn't nmean that we are
sensitive to everyone's desires and everyone's needs.

But if it was sinple to solve it, it would have been
solved a long tinme ago, and obviously it's not.

The one question, Melinda, | wanted to ask,
gi ven your comments about the small and mediumsize grain
el evators and maybe the | ack of desire, the | ack of
know edge to offer an ag trade option type contract, has
your organi zation or nenbers that you' ve talked to
di scussed the idea of going to those elevators and at
| east attenpting to serve as the agent for the el evator
in providing these types of contracts to producers? It
seens to ne that would be a legitimate thing for you to
do, and | just wondered.

MS. SCHRAMM  Qur organi zation has attenpted to
provi de educational progranms for their custonmers or has
attempted to partner up with themin terns of
presentations to their custonmers. They haven't al ways
been met with success. Sonetines they have though. And
| wouldn't want to | eave the inpression that the

I ntroduci ng broker is stuck in the last mllenniumor is
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stuck sone place before the Mdernization Act took
effect.

He definitely has attenpted to cone forward.
Mostly those types of prograns that are being offered
have actually been brought to his attention by the
customer hinmself. The customer hinself will come in and
conpare what he's doing in the futures and the options
mar ket with what he m ght be doing in a |local scenario.

So the transaction and the action that's taking
pl ace locally is often brought to the attention of the IB
by the custonmer who is a customer of both of the
entities. | think that our association is very eager to
partner, to have relationships with people who are
offering all styles and all types of risk managenment.
That includes sonme perhaps form of an ATO, sonme perhaps
form of other risk managenent product, but we woul d not
want to see it go either unregul ated or unregistered in
any way. Thank you.

CHAI RMAN SPEARS: Are there? Trenna, go ahead.

MS. GRABOWSKI:  Yes, thank you, conm ssioner.
This would be in the nature of what Bob said, this would
be nmy opinion as opposed to an official opinion of

American Agri-Wnen, but | would reiterate Bob's comments
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that any tine we as farnmers can have another risk
managenment tool available, it certainly is beneficial to
us.

Putting on ny other hat, which is an accounting
and CPA hat, | recall the dreadful m sunderstandi ng and
the ram fications fromthe hedge-to-arrive contracts.

And | guess in the whol e discussion of agricultural trade
options, | think sonething very, very inportant to be
said is that education and an understandi ng on the part
of the folks who would be using any of these risk
managenent tools is of paranpunt inportance, and it's one
thing to sit around a table and talk about it. It's
another thing to get out into the country, and it's still
anot her thing far renoved when the discussion goes around
the coffee shop table, as to what | did or what | heard

t hat Henry Jones did, and therefore since it worked for
him then absolutely it will work for ne.

And | think this is not in any way putting
farmers down. It's just that this is another option--
pardon the word--but it's another possibility of
sonet hing that can be utilized and utilized very

effectively, but | think the education nust be there so
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t hat people who are going to be utilizing it wll
understand how to do it.

CHAI RMAN SPEARS: Thank you very nuch. Sure,
Neal , go ahead.

MR. G LLEN: | ask Trenna and Bob a question,
whet her or not the concept of marketing clubs has reached
your production areas?

MR. METZ: Sure, we have marketing clubs in our
area, and we use a lot of advisors, and | think that's
part of the problem why things haven't taken off. There
have been very few opportunities as far as farners are
concerned for forward contracting.

In soybeans in the last two years, probably a
week in May | ast year, we've had--well, to be above | oan
rate, and normally you don't do any contracting unl ess
you're above loan rate. We had some opportunities now in
February on spring wheat and corn, but they were pretty
short opportunities. So the markets thensel ves have
probably stopped us fromusing sone of these. W've had
ni ce opportunities, but they've been short.

MS. GRABOWSKI: | would agree. Marketing clubs
are a lot more fun to be a part of in a bull nmarket, and

there have been marketing clubs in our area, but frankly
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over the | ast couple of years, folks have | ost interest
because it's not as fun, nmuch fun to price on the way
down.

MR. G LLEN: | just want to--Carl Anderson at
Texas A&M oversees the marketing club concept in the
state of Texas, which has been going now for about three
years. | was at a nmeeting with himrecently, and in the
past, even in this past year, with m xed production
producers, cotton an grains, throughout the state of
Texas, the nmenmbers of the marketing club averaged $33, 000
nore in net incone.

This programis funded by the state of Texas.
| think they have a mllion dollars and the producers
pay--and there is a waiting list to get into some of
t hese clubs--$300 fees. And he utilizes an ongoi ng
educati on program

CHAI RMAN SPEARS: Trenna.

MS. GRABOWSKI : Onh, thank you. | think that
m ght be one of the things that m ght be considered. The
mar keting clubs in our area have taken an unstructured
approach, and possibly the structure backed by an
institution such as Texas A&M and in ny area maybe

University of Illinois is sonething that would certainly
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facilitate farners get involved and woul d keep the ball
rolling even during times when interest m ght seemto
| ag.

CHAI RMAN SPEARS: (Okay. Any other comrents or
questions? Yeah, Bob.

MR. WHITE: One comment. | think that sone
hi ndrance to being concerned about marketing comes with
t he governnment programin that what do they tell a
farmer? They say go to the insurance agency, nanage your
risk by covering your crop with insurance, here's a set
price, and | sometinmes think that farmers manage their
ri sk that way nore than being concerned about marketing.

| see that happening in nmy area even though,
you know, they know there is marketing tools there. |
thi nk they've become involved with the governnent | ooking
out for them and so they're nore apt to nanage it by
crop insurance than what the governnent is going to pay
when fall cones.

CHAI RMAN SPEARS: Thank you, Bob. Well, we're
way behind schedule, and 1'l|l take the responsibility for
that. | apologize for that. But | thought this issue
was very inportant to get on the table in front of us.

The input fromthe commttee is very inportant, but
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equally inportant, | believe, is to put the issue before
you because it is a live issue that we're going to have
to grapple with and westle with at the conm ssion over
t he next few nonths. So any foll owup thoughts or
coments that you have will be extrenely hel pful.

Again, | want to thank all the panel nenbers
for comng, Melinda and Jack. Jack, you were put in the
spotlight as the only ATOM You handled it very well. |
appreciate it. Do you have any thoughts or cl osing
comments you'd like to add before we nove off the
subj ect ?

MR. DOUGHERTY: Well, | think that just the way
that we've utilized the programin such a narrow scope to
nme says there is a lot of ways to use this programthat's
t he benefit to, in our case, the |livestock producer, but
to the grain farmer also. It just needs a little bit of
creativeness, and speaking froma conpany standpoint, so
far we found not a | ot of trouble neeting the regul ations
and segregating the systemas it is required, and | just
think that it does bring a lot to the table, and |ike
some of them have nentioned around here, it's one nore

tool that a guy can use, a producer can use, to best
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mar ket his products and put profit to his bottomline and
our concern is that he stays in business.

CHAI RMAN SPEARS: Thank you, Jack. As |
menti oned, we are behind schedule. W' re going to go
ahead and instead of taking a break, we're going to go
ahead and nmove in. W're going to have the next three or
four topics shorten thensel ves down from 15 m nutes each
to about five mnutes each. We're still about 20 m nutes
away from bei ng done.

If folks would like to grab a cup of coffee and
sone cooki es and sone pop out there while we're noving
forward, then go ahead and do so. Also, rest roons are
downstairs, but | think in the interest of--well, let's
just take a five m nute quick break, but we're going to
start back in five mnutes and people can bring their
cooki es and pop back to the table.

[ Wher eupon, a short break was taken.]

CHAI RMAN SPEARS: Let's go ahead and get
started. W're going to bypass Fred Linse, who is the
Chi ef of the Ag Commodity Units for EA. | believe there
is sonme information in the packet that Fred put together
that kind of outlines. Fred was going to kind of explain

what the Warehouse Act was, and there is--okay--my crack
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staff just pointed out that in Fred' s docunent, dated
March 9, that was in your packet, there is a typo, and
the nenmo dated March 9 to ne from Fred that was provided
to you guys, the typo at the bottom of the page says
1994. It should say '95, 1995. So there is one typo.
Thank you, Alan, for your contribution to the neeting.

Wth that, we're going to, like |I said, this is
Fred's meno. He was going to introduce the topic, but |
think it's nore inportant for us to hear from David
Lehman with the Chicago Board of Trade as they are
probably the primary exchange that has dealt with this
Issue in regard to the corn and soybean conplex. So with
that, David, 1'd like to turn it over to you, and you'd
outline the inplications for this WAarehouse Act as it
deal s with your exchange. Thank you.

MR. LEHMAN: Thank you, Conm ssioner Spears and
| apol ogi ze, Fred, but really what I'mgoing to talk
about today isn't really so nmuch to do with the changes
in the Warehouse Act, although if down the road the
programthat |'mgoing to give you just a brief overview
of today will be expanded to warehouse receipt

commoditi es.
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The Board of Trade next nmonth will be
I npl ementing an el ectronic delivery systemfor corn and
soybean shipping certificates. This system dovetails in
with the new lllinois River delivery systemthat was
i npl enmented in January of 2000, and obvi ously avoi ded the
past restrictions in the Warehouse Act of requiring a
paper or physical warehouse receipt to be in existence
for warehouse receipts.

As | said, this Illinois R ver system uses
shipping certificates, Board of Trade delivery
i nstrunent, and as a result, effective with the May 2001
deliveries, we will convert this systemto totally
el ectronic delivery system The conversion process, and
| mght just point out, there are a couple of handouts
out front, a notice fromour Secretary's office that
expl ains the inplenmentation of the system and conversion
procedure, and also notices fromour Board of Trading
Cl earing Corporation who will be operating the system and
who devel oped the software for the system

In this conversion process, later on in Apri
here in a couple of weeks, holders of paper certificates
will need to convert those into electronic certificates.

If they choose not to convert them they can continue to
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carry that piece of paper, and it's still valid claimon
the | oading capacity of the issuing firm

They coul d al so cancel the paper and | oad out
the grain that that paper certificate represents. The
conversion process is really just a matter of the hol der
taki ng the paper certificate back to the agent, which is
a clearing firmthat represents the shipper or the
regular firmand requesting an el ectronic version.

The agent then creates that electronic version
and submts it to our registrar, which is also a part of
the electronic systemfor registration, and at that
point, the paper certificate will be canceled. The
el ectronic certificates, once they're registered, then
will be free transferred back to the clearing firmthat
hol ds or represents the custonmer who is holding or was
hol di ng the paper certificate.

The advantages of this system | think, are
pretty obvious of renoving paper, in creating efficiency
by going to an electronic system One specific cost
saving that the systemw || create is there will no
| onger be an expiration on certificates. So firms that
i ssue certificates, delivery firnms, won't have to reissue

t hose every six nonths or every year. 1In the case of
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corn and beans, it's every six nonths. That's about
$100, 000 a year cost on firns.

The systemis a dedicated network. It's the
Board of Trade Clearing Corporation's custoner network so
only clearing firms will be able to access the system
It will increase the integrity and safety over the
current system of manually carrying warehouse receipts
and paper shipping certificates fromone clearing firmto

anot her and al so manually handling the noney transfer.

The invoicing also will be done by the
el ectronic systemand that will all be automated. As I
menti oned, the paynment for deliveries will be done via

the system through the SWFT banking systemthat is
currently used for the daily pay collect nmargin
transfers. The ownership of the certificate will occur
electronically as well, facilitated by the clearing
corporation, and another feature is its storage paynents
are automatically debited and credited on the 18th of
every nmonth so that will enhance the tineliness of
st orage paynents.

These | ast two slides are just screen prints of
what the system |l ooks like. It's kind of hard to read, |

think, but this is the main nmenu. This systemis built
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on top of the OTIS delivery systemthat the Board of
Trade already has in place so it's sonething that our
users are really already pretty famliar wth.

And there is one |last slide of once sone
el ectronic certificates are created just what the
regi stered agent will see. As | said, the inplenentation
this year is for corn and soybeans only. Qur
expectations are to nove and expand that into warehouse
recei pt markets, wheat, oats, rice, once the Warehouse
Act rules are in place to allow electronic warehouse
recei pts for those markets.

Soybean neal and soybean oil also can be
i npl enented in the second stage. As we speak, | think in
about two m nutes ago, the first training session
started, 2:30 this afternoon, in Chicago. W have half a
dozen training sessions set up for clearing firns, for
regi stered agents, and shippers thenselves, regular firns
If they want to cone in and | ook at the system

| think eventually also the next generation of
the systemw || include a web application access for
banks and also for entities that aren't currently
customers of clearing firns. That's sonmething that the

Cl earing Corporation has had sonme discussions wth banks
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on in the |ast few weeks. So that's the system Any
questions |I'Il be happy to answer them Thank you.

MR. G LLEN: Do you anticipate beginning with
electronic fromthe outset so you don't have a paper
certificate?

MR. LEHVAN: Yes, we do. W will mandate
participation or participation in this systemis
mandat ory so that as of the May deliveries for corn and
soybeans, in order to participate in the delivery system
you nust use an electronic certificate.

MR. G LLEN: WMaybe Bill Dodds, Bill, do you
anticipate going electronic at the elevator level |ike we
have in cotton at the gin level, warehouse |evel?

MR. DODDS: | think we will. As far as this is
concerned, it's overdue and the quicker the better.

MR. LEHMAN: We've got about 2,000 corn
certificates outstanding right now, and about 300
soybeans. | think there is about 4,000 wheat receipts
out. So it would--and there are 10,000 oil receipts on
the street. So we've got sone nuch nore |arge vol une
delivery contracts comng in the future for this system

CHAI RMAN SPEARS: Any ot her questions for

Davi d? Again, David, | want to thank you for your com ng
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to the neeting. Your contribution as always is very nuch
appreci ated. You've been a contributor to this committee
for a nunber of years, and it's greatly appreciated, as |
sai d.

Al so, before we nove on, | want to acknow edge
Fred Linse. Fred, thank you for--he's sitting over
there--Fred, thank you for the neno, and | apol ogi ze for
cutting you tine, but so be it.

[ Laught er. ]

CHAI RMAN SPEARS: Got to have a little bit of
fun. Qur last topic, I'"'mgoing to ask Phyllis Honor, who
Is the Acting Adm nistrator of the Ri sk Managenent
Agency. These last two or three topics were primarily on
t he agenda for information purposes for the committee
menbers, and | think it's inportant that this agency has
an excellent relationship with RMA. As you know, they've
been a menber of the commttee for a nunber of years, and
have been ably represented by Ken Ackerman, who is in the
audi ence as well. In previous years Ken has been a very
val uabl e menber to the conmttee.

| know Phyllis has done an excellent job in her
role as acting adm nistrator, the tinme that she's been

acting. So she has graciously volunteered to shorten her
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presentation froman hour and a half--no--down to roughly
five, ten mnutes. So Phyllis take as nuch time as you
want because we're going to go ahead and not--you'll be
the last topic on the--we're saving the best for |ast.
You're going to be the last topic on the agenda.

John Bird who put together the information for
the last topic, which was recent devel opnents in
el ectronic derivatives trading, has graciously said that
all his information is in your packet. So there is no
use in himagetting up just repeating what's already
there. You can read that at your leisure. And we'l
save that topic for a later tine, future neetings. |
think it will be appropriate. 1t will be probably a nore
timely topic in the future as nore exchanges cone to the
mar ket dealing with ag contracts. So with that, ']
turn it over to you, Phyllis. Thank you.

MS. HONOR: You've already had sone pretty
wei ghty di scussions here this afternoon, and we have a
| ot of food for thought. And | know that people want to
nove on. | am as you have just said, the Acting
Adm ni strator, having been in the position since the

change in adm nistration in January, a little over two
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nmont hs, and everything that | have touched has bl own up
on nme.

[ Laught er.]

MS. HONOR: And | do not intend to go easily
into a new area of operation without |ots of discussion
and deliberation. Ken did a great job of being an
adm ni strator even though | was not always kind to him
while he was there. M sins have come home to ne.

[ Laught er. ]

MS. HONOR: |'m not a program expert. M
background is accounting and busi ness adm ni strati on, and
| was the chief financial officer. | was the bean
counter and wondering how you were spendi ng your noney
and now | have to deal with the bigger issues.

In June of the past year, we had an
Agricultural Risk Protection Act passed, and it
significantly changed the way in which we operate, and so
what this act does is it provides us a great deal of
noney, noney in the tune of $8.2 billion to spend over
five years to inprove crop insurance. That's a |ot of
noney and a big, big m ssion.

And what it does is it provides a nunber of

i ncentives and things to farners. |t makes our buy-up
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coverage nore affordable and it offered a prem um

di scount so they would buy nore crop insurance, and | was
pl eased to hear the positive coments about our products
that you have stated here, and that's only due to the
efforts of people who are back at the office working on
products now and al so the | eadership that Ken provided
during the tinme that he was there. And | have every
reason to believe that the incom ng adm nistration wl

do the sane thing.

But what you want to know today is about our
ri sk managenent educati on program and al so about a new
initiative for livestock. The act that was passed did,
in fact, provide--mndate a new pil ot approach for
|l i vestock pilot program and this has limted up to $75
mllion over five years. That's a |ot of noney, and it
is a new area for us.

It provides $10 mllion in the current fiscal
year and in the follow ng, and so in 2001 and 2002, we
have $10 mllion to put into a livestock program W
have, of course, the dairy options pilot programthat you
may al ready know about and, of course, the risk
managenent educati on, those kinds of things that you

tal ked about today that are inportant that you want to
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know about. And we would be pleased to cone back and go
into nore detail about those programs with you.

But | think that what you want to know is
what's up with |ivestock and the risk managenment agency.
The act provided a definition for livestock and in the
subsection, the term"livestock” includes but is not
limted to cattle, sheep, sw ne, goats and poultry. So
these are the areas that they identify as |ivestock.

And the programrequires that the corporation
shal | conduct two or nore pilot progranms to evaluate the
effectiveness of risk managenment tools for |ivestock
producers including the use of futures and options,
contracts and policies and plans of insurance that
protect the interest of |ivestock producers.

So the act does, in fact, allow us to enter
into that very, very dangerous area for us of futures and
options, and | say for us because that's not our
background. That's not what we normally do in this very
techni cal area, and, you know, we've been in devel oping
prograns, and we've had sonme, sonme work in the options
area with our options pilot program but we are by no

neans the staff with the conpetence to do this.
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And so what has happened is--and our pil ot
programis in Section 523, our livestock pilot program-
and it provides that |ivestock producers with reasonable
protection that the financial risk of price or incone
fluctuation inherent in the production and marketing of
livestock is what we're tal ki ng about, and the protection
for production | osses.

Now, the perils that have been identified as
t hose that inpact |ivestock that we're concerned about is
financial risk of price or income fluctuations,
production | osses and poi soning and di sease. And |I'm
telling you we didn't think about disease until the nost
recent things that are occurring to us now.

So | guess it's quite tinely that it happened
because that would be sonething that we would be
covering, and we woul d not have thought about the advent
of hoof and nouth and the other things, the mad cow, that
ot her places have to consider at this tine.

VWhere are we at this? At this time, the act
was passed and we becane aware of our new
responsibilities. In the past, we devel oped our own. We
did our own R&D, our own research and devel opnment on

products, and we contracted out portions of that, and so
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we have sone very good technicians in devel opi ng prograns
in the old style prograns that we have, but we're in the
21st century now and the needs of farmers have changed
and they need nore products and nore tools.

And so the tools that we traditionally provided
to them while still good, we need to expand and provide
sone different types and we need to have a vehicle to do
that. And so the Congress in its wi sdom has said that we
need to contract out, and so they provided us authority
to contract out.

And so that's what we're doing, and this past
year we spent a lot of tinme taking people who know how to
do the job and teaching them out to be contractors out
and overseeing the job. Now that's a struggle because,
you know, people who know how to do things want to
continue to do it. They don't necessarily want to help
ot her people learn howto do it and watch others do it.
So that's been an internal challenge for us to get our
people to beconme the people who devel op task orders and
write prograns and review others in their efforts to
devel op prograns.

So we do have a proposal that did conme in that

we're consulting on now and devel oping, a |ivestock
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proposal. It cane in and we were not pleased with it,

and so we're still working on it. W also have a task
order out that will help us to understand what we have to
address, and that task order will tell us what |ivestock

producers need because we really don't know.

And it would also tell us what |ivestock
producers are willing to pay for, what is feasible, and
generally what we can do within the | anguage of the new
| egi sl ation. Now, we have many vehicles that we can use
to acconplish our new responsibility in this area.

We can contract out for devel opnent. W can do
what's 508(h) subm ssions which is private sector

devel opnment of a program and bring to us and we put on

l'ine.

We al so have and do receive unsolicited
proposals. |I'msort of hoping that people here in the
audi ence will know of others and will pass the word

around that we do have this program and perhaps we wl|
get nore proposals in. And then we have partnerships

t hrough cooperative agreenents, and those are the
vehicles that we have available to us to use for our new

livestock initiatives that we now have authority to do.
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The bottomline in terns of that is that we're
in the devel opnent stages of determ ning just what we
will do and how we will do the things that will be
necessary to help the producers neet their risk in the
livestock area. |It's an entirely new area, and actually
as | was listening to sone of the discussion here, it's
really a very frightening area for the things that you
have to consider, and I'mcertainly hoping that I wl]l
not be so graced with this job | ong enough to make al
the decisions on that program

[ Laught er.]

MS. HONOR: | hope | can pass that off to a
W ser person. But that's where we are with it. Now you
need to know that we are noving very, very cautiously in
this area. Another thing that happened with the passage
of the act that |I'm pleased with--my coll eagues are not--
Is that we have an expanded role of our board. And the
board has a greater role in the managenent of our
corporation and they make | ots of decisions that they
were not involved in before.

And in 1938 when the Crop I nsurance Act first
came out, the board of directors was nove involved in the

managenent and deci si on- maki ng process, and over the
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years that has declined and it has changed. And the
Congress decided that that needed to nove back because a
| ot of the decisions that we're maki ng are based upon our
experience with the programthat needs to be changed, and
so we need a broader view

And so the act says that our new board is nade
up of the Under Secretary of the Farm and Foreign
Agriculture Section, an additional Under Secretary, which
the Secretary will decide upon, the USDA Chief Econom st -
-1 think that's very inportant because we are fortunate
to have Keith Collins as our econom st, and he's a very
intelligent and | earned guy, and he asks a | ot of
guestions, and he causes us to do a lot of thinking, and
|'"mvery pleased to have him serving on our board,
particularly while I"mserving in this role.

Al so, the position that I hold acting is also a
menber of the board. [It's a non-voting nenber now.  Four
farnmers, at | east one of which has crop insurance
experience. So we, the board, has expanded and our board
wll be made up of farmers, and we're hoping to have
farmers fromacross the United States to participate, and
we need an individual who is know edgeabl e in reinsurance

or regulation on our board.
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The reason that I'mbringing this up is that
the legislation said that we had to have a new board by
April 1, and that has been extended to the 13th.

[ Laught er. ]

M5. HONOR: But | know that you know a | ot of
peopl e who could help us, and | know this is the place to
bring this--April 13. At least it won't conflict with
your tax day.

And so | have a handout that |I'm going to give
you and so if you know any i ndividuals who woul d be
interested in serving on our board, |1'd be pleased to
have nore nom nati ons of broad-based background and nore
experience, and it would be very, very inportant that we
have that in our deliberative process because we have a
| ot of things to do, and we need as nmuch support, as nuch
i nformation, as nmuch background as we nove into these new
areas as we can, and so ny biggest pitch today is to make
sure that we get that out.

That's not an assignnent that normally civil
servants would do so | go very cautiously in that, but
our time is short. So that's not normally what | would
do. That's not normally ny role, but our time is short,

and | do need to get the nessage out, and | saw this is
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an opportunity to do that. So | beg your forgiveness of
me for inposing on you in this way.

That's generally where we are in this, and |
woul d be nore than pleased to cone back at another tine
and go nore extensively in exactly what we're doing, talk
to you a little nore about our DOT program and al so
about our risk managenent education program which Craig
Wtt runs, and we're available, we're down the street.
I'"mgetting a ot nore visitors from people who want to
know what's going on, and want to cone in and tal k about
how do we get new programs on |ine because now you bring
the progranms to us, we don't generate them anynore.

So those prograns that people are interested
in, they just prepare them develop the proposals and
submt themto us, and we take a | ook at them and you
can devel op them and then they have to be revi ewed and
then taken to our board.

So we have a whol e new process, but we have an
opportunity to try a lot of new things. | know |I've gone
very quickly. I'mfromthe South, but | do talk fast,
and | hope that you are able to get sonething out of the

di scussion. Thank you.
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MS. KEITH: Phyllis, Susan Keith with the
National Corn Growers. | just wondered if you have any
prelimnary data on program participation this year with
t he higher subsidy rates? |[|'ve heard anecdotally sales
are up, but I haven't--

M5. HONOR: Yes. The sales are up, and, no, |
don't have the figures with me. | should have them
because | was--you know, | still retained sone of ny CFO
duties, and I was working on the budget presentation this
nmorni ng, and we did have sonme nunbers, but then | went to
a very contentious neeting following that and |'ve
forgotten our nunbers.

[ Laughter.]

MS. HONOR: | know that they are up because
that's the first thing that we did was to get all the
package out that we could to the producers, and we had
adj usted our accounting systens to be able to account for
that. But | know that it's up, | want to say maybe 25
percent, but I'mnot sure. So if you'll give nme your
card and nunber, | can get that back to you.

Yeah, | know we've done a good job and it's up,
but I don't know exactly what it is.

CHAI RMVAN SPEARS: Bob.
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MR METZ: 1'd like to thank you for the
| mprovenents in crop insurance. | was in Washington | ast
week and | guarantee you the senators and congressnen
that | visited with, | did thank them for the work
they' ve done in crop insurance. | think as agriculture
enters a new age, it just becones nobre inportant everyday
t hat we have good solid crop insurance. And | think it
is going in the right direction, so thank you.

MS. HONOR: | needed that today after the
meeting | had. | like to tell people--1 don't know if
Ken ever agreed with this because he never agreed with ne
when he was there--

[ Laughter.]

MS. HONOR: --that crop insurance is the
program for the 21st century because the governnent is
i nvolved in helping to subsidize it, the private industry
delivers it, and the producer pays part of the cost. And
that's really where we want to go. W want to get the
government as nuch out of people's decision-making and
sponsorshi p and get people nore involved in what they do.

And it goes back to the questions that have
been raised here and the discussion that we've had is

that sonetimes people don't know what they're getting
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because they think the governnment is doing it all for
them and we have to get to the point where people are
nore involved in their decision-nmaking and understand it
nore because our products that we have for them are
products that they can understand.

MR. DI ERLAM Ms. Honor, | work with the
National Cattlenmen's Beef Association, and we just
submtted a letter a few weeks ago to the Kansas City
Ri sk Managenent Office that we'd like to participate and
provi de resources to the contractors that are devel opi ng
t he prograns, particularly all pasture, range, and forage
products, and then as we | ook specifically to the futures
and options part of that, we definitely want to be able
to consult.

We do have concerns on sone inplenmentation
side, on sonme subsidy levels, and on federal nobney being
used to go into the nmarkets per se, but we'd like to sure
be in a position to be able to discuss that, but we're
definitely supportive, particularly on the pasture, range
and forage side, working with Ri sk Managenent Agency and
your contractors to devel op progranms that are going to

work for calf producers out in the countryside.
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MS. HONOR: That too is a new program that was
I ntroduced as of the act that we have just inplenented
and is noving alongside. | think it's going to be an
I nprovi ng program over the next year as we get out of the
| earning curve which is very high right now, but | thank
you for hanging in there with us.

MR. DODDS: Phyllis, crop insurance is good.

Li ke Bob, our producers like it. | haven't read the act,
but |'ve heard that there is sonme | anguage in there that
m ght dictate that CFTC is exenmpt fromregulation in this
|l i vestock risk managenent venture? Have you?

CHAI RMAN SPEARS: M understanding is that
you're right, Bill, | think the--Ken, you're well aware
of this | anguage.

[ Laught er. ]

CHAI RMAN SPEARS: It is outside of purview
regul ation, this portion of the program Ken. Cone to
the m crophone so we can get you on tape.

MR. ACKERMAN: |'m kind of used to being a
potted plant. It's very nice. There is a portion in the
statute that says within the livestock pilot program a

new product that is, in fact, approved by FCIC for
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rei nsurance woul d not be considered a trade option for
pur poses of the FCIC trade option rules.

CHAI RVAN SPEARS: We tal ked about this once
before at a prior advisory commttee neeting, and it was
an issue that cane before us, and then now is now part of
RVA purvi ew.

MR. G LLEN: M. Chairman.

CHAI RVAN SPEARS:  Yes.

MR. G LLEN: | don't want to rain on Ms.
Honor's parade, but--

M5. HONOR: It's already been rained on today.

MR. G LLEN: --but it seens that Ken Ackerman
m ght have done too good a job. The Delta Farm Press
earlier this week had an article indicating that maybe
the Crop Insurance Program was too good because
production is up substantially in the m d-south region,
and it may well be that not only crop insurance but the
fact that cotton is the best thing to plant for producers
in that particular region conpared given the |ow price of
beans.

CHAI RMAN SPEARS: Phyllis, you m ght, you

menti oned that you' re | ooking for nom nations to your
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board. Now is the name of the board the FCIC board or
what ?

MS. HONOR:  Yes.

CHAI RMAN SPEARS: Okay. So there are a nunber
of producer groups here and we would certainly appreciate
your pitch. Maybe sone of these producer groups have an
opportunity here within the next two weeks to present
sone nanmes to your board that would be know edgeabl e from
corn, soybeans, wheat, |ivestock, whatever. So do you
have anything el se, Phyllis?

M5. HONOR: No, that's all.

CHAI RMAN SPEARS: Ckay. Again, thank you for
comng, Phyllis. 1It's very tinely as it's been quite
evident, | think, that our lines with the different acts
of Congress | ast year, the |lines between our two agencies
are sonmewhat blurred, and have somewhat cone together
because we now have sone education responsibility. You
have some |ivestock progranms to adm nister so. There are
sone tendencies to be sone blurring of |ines between our
two separate agenci es.

So | think it behooves us to continue
conmuni cation as we have in the past, and | think it

full er denonstrates the need to have you guys as nenbers
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of this Ag Advisory Commttee. So we thank you for your
attendance and for your help and | ook forward to your
assistance in the future. Go ahead.

MS. HONOR: Well, | thank you also, and | think
that relationship has already been established in the
fact that the adm nistrator sits on this commttee and
that you also sit on our Ri sk Managenent Educati on
Advi sory Committee. So | think that the conmunication
channels are already there for our agencies to know
what's going on at both places, and we need to continue
to keep those there.

CHAI RMAN SPEARS: Appreciate that. Wth that,
what was just handed out to you guys a mnute ago while

M's. Honor was tal king was John Bird's portion of the

program | m sspoke earlier. | thought he said it was
i n your packets. It was not. It was on the table in our
office. Again, thanks to nmy crack staff--1 think what's

on here is a list of the various internet based,

el ectronic ag market internet sites that are out there
today, as well as copies of the slides that he was going
to present. So hopefully, that will be helpful to you

guys if you have a chance to review that.
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Well, are there any issues that need to cone
before this commttee? Due to tinme managenent, we are
now back al nost on schedule. And we are set to adjourn
at five o' clock, and it's alnost five o'clock. Before |
do adjourn, | wanted to have the opportunity once again
to thank everyone for com ng, for staying through the
entire program

| want to thank the panelists who came, Melinda
and for Jack as well, to nake their presentations to the
group, and Bill as well, as he is a nenmber of the
commttee. | think that we acconplished sonme things
today. | recognize these are difficult issues. These
are issues that are put before you on a relatively short
basis, but they are issues that we're going to westle
with, as | said before, and grapple with over the course
of the next few nonths, and again | would stress the need
for any future follow up correspondence, comments, input,
nmeeti ngs, whatever it would take, to assist us in these
matters, as we try to put together proposed rules on how
to address ATOs and how to address bilateral ag
transactions or bilateral transactions in ag commodities.

So with that, | want to thank you all for

com ng, for being patient, and for being flexible in your
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schedules. | wanted to give Jimone |ast opportunity.
Jim did you have anything that you want to add before we
cl ose?

ACTI NG CHAI RVAN NEWSOVE: No.

CHAI RMAN SPEARS: Okay. W se chairman. Thank
you again, and we | ook forward to working with you as
al ways. Thank you.

[ Wher eupon, at 5:00 p.m, the nmeeting was

adj our ned. ]
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