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(1) 

REAUTHORIZATION OF THE 
COMMODITY FUTURES 
TRADING COMMISSION 

Wednesday, July 17, 2013 

UNITED STATES SENATE, 
COMMITTEE ON AGRICULTURE, NUTRITION AND FORESTRY, 

Washington, DC 
The Committee met, pursuant to notice, at 2:37 p.m., in room 

216, Hart Senate Office Building, Hon. Debbie Stabenow, Chair-
woman of the Committee, presiding. 

Present: Senators Stabenow, Brown, Klobuchar, Gillibrand, 
Heitkamp, Donnelly, Cochran, Roberts, Chambliss, Boozman, 
Johanns, Grassley, and Thune. 

STATEMENT OF HON. DEBBIE STABENOW, U.S. SENATOR 
FROM THE STATE OF MICHIGAN, CHAIRWOMAN, COM-
MITTEE ON AGRICULTURE, NUTRITION AND FORESTRY 

Chairwoman STABENOW. Well, good afternoon. The Committee on 
Agriculture, Nutrition, and Forestry will come to order. We appre-
ciate all of our witnesses today. We do have two very important 
panels with a lot of witnesses to hear from, and we are looking for-
ward to doing that today in a timely manner as well as follow-up 
discussions. 

I should also note for members that we may very well be inter-
rupted on votes. We are hoping that they will hold off on that, but 
we may be. If we are, we will apologize in advance, but I know that 
most of you know how this works in terms of going down to the 
votes. And so we will manage it if it comes. 

We do have some business, a housekeeping matter that we need 
to attend to as we begin our hearing, and that is, Senator Casey 
is coming—I see that he is not here at the moment, but he is now 
coming back to our Committee. Senator Cowan was on the Com-
mittee during his time in the Senate. Senator Casey was gracious 
enough to step aside to other committees so that Senator Cowan 
could serve on the Agriculture Committee. He will now be assum-
ing Senator Cowan’s Subcommittee assignments, and we have the 
good fortune of having them be identical to the assignments that 
Senator Casey had when he left us. So we know that he will come 
back as Chairman of the Subcommittee on Nutrition, Specialty 
Crops, Food, and Agricultural Research. So we have no official 
items at this point other than to welcome him back to the Com-
mittee, and we will do that when he arrives. 

VerDate Nov 24 2008 08:41 Sep 15, 2014 Jkt 000000 PO 00000 Frm 00009 Fmt 6633 Sfmt 6633 C:\USERS\MW42035\DESKTOP\DOCS\87566.TXT MICAH



2 

In the more than 150 years that we have had futures markets 
in this country, there have been cases that test the stability of the 
system. In the 1950s, a pair of traders in Chicago were able to cor-
ner the market on onions. They bought shorts on onions and flood-
ed the market, driving the price down to pennies. Farmers in the 
Midwest were devastated and many had to file bankruptcy. 

As devastating as the onion scandal was to those farmers in 
Michigan and Indiana, and Illinois, it was nothing compared to the 
near collapse of the global financial markets in 2008. We cannot 
forget that 8 million hardworking men and women lost their jobs. 
Pensions and retirement savings went up in smoke. A record wave 
of home foreclosures swept across the countries, leaving devastated 
communities in the wake. There was no question that we needed 
serious market reform. 

As this Committee begins the process of reauthorizing the Com-
modity Futures Trading Commission, we need to examine the les-
sons from the past and consider ongoing challenges in the system. 
We want to make sure the agencies responsible for protecting these 
markets have the authority, the staff, and modern technology that 
they need to do the job. 

This Committee has been closely monitoring the MF Global case 
where customers’ funds, money that rightly belonged for farmers 
and businesses and individuals all across the country, went miss-
ing. We continue to focus on three goals: getting customers their 
money back—and certainly there has been terrific progress there; 
holding anyone engaged in wrongdoing accountable; and ensuring 
that proper customer protections are in place so that something 
like this does not happen again. 

I appreciate the important steps the Trustees, market partici-
pants, and the Commission have already taken toward that objec-
tive, but we all know there is more work to do. 

As several witnesses will testify today, there are lessons to be 
learned not just from MF Global’s failure but also that of Peregrine 
Financial Group. The cause of their failures may be different, but 
the resulting effect on customer confidence is the same. 

These markets have also been tested by the LIBOR scandal, data 
security breaches, occasionally unexplained price volatilities, and 
technology challenges that raise serious concerns about the ability 
of our markets to protect consumers. 

I am eager to hear from market participants testifying today 
about their suggestions and concerns for improving the CFTC and 
how these markets are supervised and protected. 

As we begin the reauthorization process, let me say again, as we 
all know in our Committee, that we will work together like we did 
on the farm bill. It will be collaborative, it will be bipartisan, it will 
be consensus driven, and it will lead to success because we work 
together. We intend to use that model as we look at reauthorizing 
the CFTC. 

In the coming weeks, we will announce additional hearings as 
well as staff briefings that more closely examine the issues pre-
sented to us today, and I look forward to working with my distin-
guished Ranking Member, Senator Cochran, and all of the very ex-
perienced and distinguished members of the Committee as we 
write and pass very important legislation to reauthorize the CFTC. 
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I would now turn to Senator Cochran. 

STATEMENT OF HON. THAD COCHRAN, U.S. SENATOR FROM 
THE STATE OF MISSISSIPPI 

Senator COCHRAN. Madam Chair, it is a pleasure to join you and 
the other members of the Committee in reviewing the statements 
of the witnesses who are here to testify before our Committee 
today. The Commodity Futures Trading Commission reauthoriza-
tion is before the Committee for review as we evaluate rec-
ommendations for modifications or improvements, and that is what 
I hope the witnesses can share with us today in terms of their 
views and their ideas for any changes in the law that need to be 
considered by the Committee. 

We have others who are here today to hear from the witnesses, 
and the witnesses themselves, so I am pleased to join you in wel-
coming all of them, and thank them for their cooperation with our 
Committee. 

Chairwoman STABENOW. Thank you very much, and welcome 
again. We have two excellent panels, and we appreciate your time 
today. 

Senator CHAMBLISS. Madam Chair? 
Chairwoman STABENOW. Yes, Senator Chambliss. 
Senator CHAMBLISS. Could I ask unanimous consent that a very 

brief statement I have be inserted in the record? 
Chairwoman STABENOW. Absolutely. Without objection, and that 

reminds me to also indicate that we are happy to accept opening 
statements from any of the members of the Committee. In the in-
terest of time, because we have two large panels, we will move for-
ward, but we certainly want to receive any statements from mem-
bers. 

[The prepared statement of Hon. Saxby Chambliss can be found 
on page 50 in the appendix.] 

Chairwoman STABENOW. And, of course, as you all know, we will 
ask for 5 minutes in testimony, but, of course, we want whatever 
you would like to give us in terms of written testimony. So let me 
introduce the full panel, and then we will ask for 5 minutes in 
opening statements. 

First we have the Honorable Ken Bentsen, president of the Secu-
rities Industry and Financial Markets Association. From 1995 to 
2003, he served as a Member of the U.S. House of Representatives 
from Texas. Several of us served with you. It is wonderful to see 
you again. He sat on the House Financial Services Committee, and 
was an active participant in the drafting of the Commodity Futures 
Modernization Act. 

Our second witness is also no stranger to this Committee or the 
markets: Mr. Terry Duffy, executive Chairman and president of the 
CME Group. Mr. Duffy has been a member of CME since 1981. 
Also, in 2003, he was appointed by President Bush as a member 
of the Federal Retirement Thrift Investment Board. Welcome. 

Next is Mr. Adam Cooper, someone who we have also appre-
ciated coming before the Committee before, senior managing direc-
tor and chief legal officer at Citadel LLC in Chicago, where he is 
responsible for Citadel’s legal compliance and regulatory affairs 
functions. He is here today on behalf of the Managed Funds Asso-
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ciation, an organization he knows well, having served two terms as 
chairman, and I also have to always say he is a proud graduate of 
the University of Michigan. So we know you know what you are 
talking about. 

Our fourth witness is Mr. Dennis Kelleher, who also knows the 
Senate well, as a distinguished staffer for many, many years. He 
is President and CEO of Better Markets. Previously Mr. Kelleher 
served as a litigation partner with Skadden Arps specializing in se-
curities and financial markets, and it is great to see you. 

Mr. Roth, it is wonderful to have you back as well. Dan Roth is 
the president and CEO of the National Futures Association, where 
he has been since 1983. Prior to joining NFA, Mr. Roth was an at-
torney focused on general litigation and an assistant attorney gen-
eral in Cook County, Illinois. 

Thank you very much for joining us, and we will start with Con-
gressman Bentsen. 

STATEMENT OF THE HONORABLE KENNETH E. BENTSEN JR., 
PRESIDENT, SECURITIES INDUSTRY AND FINANCIAL MAR-
KETS ASSOCIATION, WASHINGTON, DC 

Mr. BENTSEN. Thank you, Chairwoman Stabenow, Ranking 
Member Cochran, and members of the Committee. I appreciate the 
opportunity to testify on behalf of the Securities Industry and Fi-
nancial Markets Association on the reauthorization of the CFTC. 

Title VII, as you know, of the Dodd-Frank Act created a broad 
new regulatory regime for derivative products and seeks to reduce 
systemic risk by mandating central clearing, capital requirements, 
collection of margin for uncleared swaps; to protect customers 
through enhanced collateral safeguards and external business con-
duct requirements; and to promote transparency through reporting 
requirements, new business conduct rules, and required trading of 
swaps on exchanges or swap execution facilities. 

SIFMA supports many of the goals of Dodd-Frank’s Title VII. 
However, we remain concerned that regulators, especially the 
CFTC, are interpreting and implementing many of these provi-
sions—or how they are interpreting and implementing many of 
these provisions. I would like to highlight several issues that we 
would like to see addressed in the CEA reauthorization which we 
think will have a profound effect on the success of Title VII and 
the marketplace. 

With respect to cross-border treatment of swaps, Section 722 of 
Dodd-Frank limits the CFTC’s jurisdiction over swap transactions 
outside the United States to those that ‘‘have a direct and signifi-
cant connection with activities in, or effect on, commerce of the 
United States’’ or are meant to evade Dodd-Frank. In seeking to 
clarify its jurisdiction, on July 12th, the CFTC voted to approve 
final cross-border guidance, as well as a phase-in exemptive order. 

First and foremost, we believe it to be imperative that the CFTC, 
SEC, and global regulators coordinate their work on implementing 
OTC derivatives regulatory reform in furtherance of the G–20 com-
mitments. We believe that the international nature of the swaps 
market makes such global coordination, in addition to domestic co-
ordination, critical in order to achieve an appropriate level of over-
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sight of swaps activities and further help to avoid unnecessary 
market disruption. 

While it is a little too early to get a full read of the guidance and 
exemptive order that were put out, because they just—actually we 
are in the third round of the exemptive order and still going 
through the guidance that was put out yesterday. We believe and 
we hope that it moves towards better coordination, but we believe 
that the Committee in the CEA should take a look at how we can 
streamline and enhance that coordination particularly among the 
CFTC and the SEC. 

In addition, I would like to talk about the Swap Push-Out Rule, 
Section 716 of Dodd-Frank. This is a provision that was added in 
this body but not really debated in the normal process through the 
other body and something that the prudential regulators in par-
ticular that the then-Chairman of the FDIC, Sheila Bair, and the 
current Chair of the Federal Reserve Board, Ben Bernanke, argued 
against, believing that it would affect their ability to prudentially 
regulate banks where swaps activities take place. And we would 
encourage the Committee to consider inclusion of bicameral legisla-
tion that has been introduced by Senators Johanns, Hagan, 
Toomey, and Warner, S. 474, that would amend this provision. I 
would note that the regulators have already forestalled its imple-
mentation, and so clearly they are struggling with this provision as 
well. 

Likewise, with respect to swap execution facilities, this is a situa-
tion where the CFTC and the SEC have gone in different direc-
tions. The CFTC, in their rule that was finalized earlier this year, 
came out with a rule that we think does not fit with where the 
marketplace is, and particularly from our asset manager members 
who are very concerned about the minimum mandatory Request for 
Quote model that is imposed by the CFTC’s final rule, and our view 
from our asset manager standpoint is that this rule will actual be 
counterproductive and end up costing asset managers clients who 
utilize the swaps markets for the benefit of their investors, their 
fund holders, and the like. And this is an area where, like the 
House has adopted on a couple of occasions, that the Committee 
should look at going back and making further clarification on how 
SEFs are treated. 

Finally, I would raise with the Committee a provision in the 
Basel III company standards which were recently adopted by the 
Federal Reserve Board and interimly adopted by the FDIC. And, 
in particular, it has to do with the credit valuation adjustment. 
This is a provision that addresses capital put against by the dealer 
on swaps with non-financial counterparties. In Europe, under the 
European Union, they have taken a different approach because of 
problems in how CBA was developed by the Basel Committee, and 
this results, in our view, in a fragmentation between the U.S. and 
the EU, and it is something that we think that the Committee and 
perhaps the FSOC should take a look at. So we would encourage 
the Committee to take a look at that. 

With that, I will yield back the balance of my time. 
[The prepared statement of Mr. Bentsen can be found on page 54 

in the appendix.] 
Chairwoman STABENOW. Thank you very much. 
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I would ask other witnesses to take notice, a former Congress-
man made it within 2 seconds of 5 minutes. That was very good. 

Mr. Duffy, welcome back. 

STATEMENT OF TERRENCE A. DUFFY, EXECUTIVE CHAIRMAN 
AND PRESIDENT, CME GROUP INC., CHICAGO, ILLINOIS 

Mr. DUFFY. Thank you. Good afternoon, Chairwoman Stabenow, 
Ranking Member Cochran, and Committee members. I want to 
thank you for the opportunity to testify today regarding the reau-
thorization of the CFTC. 

Dodd-Frank subjected the unregulated, opaque OTC swaps mar-
ket to a new regulatory regime based largely on the successful 
model for futures exchanges and clearinghouses. The CFTC was 
granted power to adopt regulations to implement this new model. 

While the Commission and the staff are to be commended for 
their efforts to fix the swaps market, the Commission rules have 
often gone far beyond Congress’ intent. In some instances, the 
Commission has implemented Dodd-Frank by uncoordinated and 
inflexible rules that would have brought the industry to a standstill 
absent several last-minute no-action relief letters. 

The Commission used its swap mandate as a pretext to impose 
needless rules on the robustly regulated futures market. Congress 
did not intend to rewrite the rules of this well-functioning, highly 
regulated marketplace. 

As the CFTC contemplates its remaining rules to implement 
Dodd-Frank, we encourage the Committee to ensure that these 
rules remain within the congressional mandate and do not under-
mine the ability of business in the United States and worldwide to 
continue to manage risk. 

The agency’s initial proposal to impose its rules across inter-
national borders without regard to local rules or regulations had 
threatened to expose the industry to conflicting duties and set the 
stage for retaliation from foreign regulators. We welcome last 
week’s agreement between the CFTC and the European Commis-
sion on a ‘‘Common Path Forward.’’ We are hopeful that this posi-
tive development will lead to the U.S. and EU regulators achieving 
workable mutual recognition of derivatives trading and clearing 
regulation. 

Customer protection was noted in many responses the Com-
mittee received on reauthorization. Customer protection and mar-
ket confidence are the cornerstones of CME’s business. Since the 
failure of MF Global and Peregrine, CME and others have imple-
mented numerous rules to strengthen and protect the customer 
protection of futures commission merchants. For example, daily ac-
cess to aggregated customer balances of banks facilitates our risk- 
based reviews of FCMs. 

The CFTC has proposed rules that codify these initiatives, which 
we support. However, we urge the CFTC to reject other proposed 
requirements such as the residual interest proposal. That would 
likely drive out smaller FCMs that serve the agricultural commu-
nity out of business in this country. 

It is also essential for customer protection and healthy U.S. de-
rivatives markets that the agency which oversees us be adequately 
funded. But we strongly oppose the administration’s proposal to 
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fund any of the proposed $315 million of the CFTC’s budget with 
a transaction tax. Such a tax will substantially increase the cost of 
market making, an essential source of market liquidity, as well as 
business costs for all customers, even those the administration 
wants to exempt. It will reduce liquidity, increase volatility, and 
impair efficiency-raising hedging costs for farmers, ranchers, and 
other commercials which will be passed on to consumers in the 
form of higher prices for food and other goods. 

Unexpected funding may be collected when volumes drop because 
market participants are driven out of U.S. markets. Last week, reg-
ulators in India saw derivatives volume drop by more than a third 
immediately following implementation of a 1-percent transaction 
tax. 

These are just a few of the many issues that have been sub-
mitted to the Committee in connection with your consideration of 
CFTC reauthorization. We stand ready to be a resource to the 
Committee on these and other critical issues to the futures and de-
rivatives marketplace. 

I want to thank you for your time and attention, and I look for-
ward to answering any questions you may have. 

[The prepared statement of Mr. Duffy can be found on page 81 
in the appendix.] 

Chairwoman STABENOW. Thank you very much. Mr. Cooper, wel-
come. 

STATEMENT OF ADAM COOPER, SENIOR MANAGING DIREC-
TOR AND CHIEF LEGAL OFFICER, CITADEL LLC, CHICAGO, 
ILLINOIS, ON BEHALF OF MANAGED FUNDS ASSOCIATION 

Mr. COOPER. Thank you very much, Chairwoman Stabenow, 
Ranking Member Cochran, members of the Committee. My name 
is Adam Cooper. I am senior managing director and chief legal offi-
cer of Citadel LLC. Citadel is a financial institution that engages 
in a wide range of asset management and capital markets activities 
on a global basis. I am here today on behalf of Managed Funds As-
sociation and its members, and I am pleased to provide testimony 
at today’s hearing on reauthorization of the CFTC. 

MFA represents the majority of the world’s largest hedge funds 
and is the primary advocate for sound business practices for the al-
ternative investment industry. As fiduciaries to our investors and 
as customers ourselves, we share with members of this Committee 
a keen interest in ensuring that applicable rules provide a strong 
framework for the market and its participants. Though we have 
made progress since the financial crisis, there is much still to be 
done. I would like to highlight a few points in this regard. 

First, protection of customer collateral. MFA has been a vocal 
and consistent advocate for central clearance of derivatives trans-
actions. Getting clearing right entails many complex, legal, and 
operational issues. One important element is the framework for 
protecting the property of customers who clear swaps through 
FCMs. Here the CFTC has chosen LSOC, a model which provides 
an additional level of customer protection over other models. We 
believe, however, that Congress could enhance the customer protec-
tions that LSOC and other models would provide. 
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Specifically, amendments to Chapter 7 of the Bankruptcy Code 
could ensure that, upon an FCM’s insolvency, customer assets post-
ed as collateral on cleared swaps would not be subject to pro rata 
distribution. 

Moving on to CPO registration, the Dodd-Frank Act and CFTC 
rulemakings have broadened the regulatory framework to include 
many entities that were not formerly subject to CFTC regulation. 
MFA has been consistent in supporting elimination of gaps in regu-
lation. However, the repeal of CFTC Regulation 4.13(a)(4) extends 
the regulatory umbrella more broadly than is necessary. This cre-
ates a very real risk of scarce resources being spread too thin at 
a time when we need our regulators to focus on the mission at 
hand. We urge the Committee to examine this issue in detail. 

Turning next to CFTC and SEC coordination, the CFTC and the 
SEC have stepped up their cooperation in recent years, and all 
market participants have been the better for it. But much work re-
mains to be done. 

For example, last week, the SEC adopted rules under the JOBS 
Act to eliminate the ban on general solicitation for certain private 
placements. The CFTC’s regulations were drafted a number of 
years ago to be consistent with the SEC’s rules on private place-
ments. We believe it is now time for the CFTC to adopt com-
plementary rules to effect Congress’ intent under the JOBS Act. 

The many systemic risk filing requirements required under 
Dodd-Frank represent further examples where greater coordination 
is needed. Currently an entity that is registered with both the 
CFTC and the SEC face up to three different filing requirements, 
that is, with the SEC, the CFTC, and the NFA. We recognize and 
support that regulators must have the information that they need, 
but steps must be taken to reduce unnecessary and costly burdens 
resulting from duplicative requirements. 

Moving on to confidentiality, MFA has supported congressional 
and regulatory efforts to increase the flow of information to regu-
lators. We appreciate the need for regulators to be well informed. 
Yet it is of paramount importance that our laws require regulators 
to take all steps necessary to preserve the confidentiality of that in-
formation and, further, that robust protections exist with respect to 
the sensitive and proprietary intellectual capital of asset managers. 
Today a fund manager filing a document with the SEC has greater 
legal certainty of the confidentiality than if that manager filed the 
very same document with the CFTC. We believe the CEA should 
be amended to provide the same protections to CFTC registrants 
as the Advisers Act provides to investment advisers. 

Finally, international cooperation. MFA members engage in fi-
nancial transactions in virtually every market around the globe. 
We are supportive of thoughtful regulations to ensure market in-
tegrity and to provide a dependable legal infrastructure in which 
to trade. But ensuring a well-functioning global market depends on 
coordination among regulators. It is simply unworkable to operate 
in an environment in which different jurisdictions have conflicting 
or overlapping rules. Market participants need to know which rules 
apply and under what circumstances, and those rules should make 
sense and reflect the economic realities of the transactions. 
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MFA believes the recent efforts of the CFTC and the European 
Commission to address cross-border issues is a positive step, and 
we are hopeful that these efforts will lead to a workable frame-
work. We urge this Committee to continue to exercise its leader-
ship in oversight of these types of international agreements as they 
occur in the future. 

My written statement outlines these points as well as others in 
greater detail. I appreciate the opportunity for you to consider my 
views and am available to answer questions. Thank you. 

[The prepared statement of Mr. Cooper can be found on page 68 
in the appendix.] 

Chairwoman STABENOW. Thank you very much. 
Mr. Kelleher. 

STATEMENT OF DENNIS M. KELLEHER, PRESIDENT AND 
CHIEF EXECUTIVE OFFICER, BETTER MARKETS, INC., WASH-
INGTON, DC 

Mr. KELLEHER. Good afternoon, Chairman Stabenow, Ranking 
Member Cochran, and members of the Committee. Thank you for 
the invitation to Better Markets to testify today. 

Better Markets is an independent, nonprofit, nonpartisan organi-
zation that promotes the public interest in the domestic and global 
financial markets. I have detailed what Better Markets does in my 
written testimony. It is also available on our website, 
bettermarkets.com, and I will not repeat that here. 

I would like to say it is a privilege and honor to return to the 
Senate to testify after having been a staffer for three different Sen-
ators over the years and having worked with many of you during 
that time. 

I would like to make a few very quick points. 
First, the financial crash and its cost. Everyone likes to talk 

about the 3-year anniversary of the Dodd-Frank financial reform 
law, but too few even mention that just 5 years ago, the U.S. suf-
fered the worst financial crash since 1929, which inflicted the worst 
economy on the United States since the Great Depression. Only 
massive taxpayer and Government bailouts prevented the total col-
lapse of the financial system and a second Great Depression. As 
the Chairwoman noted at the beginning, the American people paid 
and are still paying a very high price for that, including slow to no 
growth, persistently high unemployment, tens of millions of homes 
underwater, massive deficits, unprecedented Fed policies like zero 
interest rates and trillions in bond purchases, among so much more 
economic wreckage across our country. Ultimately that is going to 
cost the United States more than $12.8 trillion, as you all know, 
from many of the damages inflicted on your constituents. 

As is well known, unregulated, non-transparent over-the-counter 
derivatives markets were at the heart of causing and spreading 
those financial and economic crises and costs, and that is why de-
rivatives regulation is vital to effective financial reform as well as 
the protection of the American people, taxpayers, our Treasury, 
and our financial system. 

Second, the Committee should avoid becoming another battle-
ground in the war over financial reform and should not relitigate 
Dodd-Frank. The responsibility for the CFTC was dramatically ex-
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panded from the $37 trillion notional futures market to include the 
$340 trillion notional U.S. swaps market. That was a monumental, 
transformative change for the agency and the markets where there 
are trillions of dollars at stake. 

It was inevitable and no one should be surprised that whatever 
the CFTC did, it was going to be highly controversial and hotly 
contested and, unfortunately, recontested. Yet the least funded, 
smallest financial regulatory agency, the CFTC, has taken the new 
laws and mandates seriously and done an outstanding job of trans-
lating the financial reform law into a reality. They have not done 
a perfect job, and we have not agreed with all that they have done. 
No one has. But that does not mean the new law should be 
changed on a piecemeal basis, especially given that they are now 
just finalizing most of their rules and few have even been imple-
mented. 

The complaints being raised are almost entirely speculative and 
from special interests seeking to advance their narrow self-interest. 
That is their right. But it is no basis to start changing laws and 
public policy prematurely. 

Given the historic changes being put in place, the CFTC should 
be allowed time to implement the rules, see how they work, deter-
mine if changes should be made, and given the opportunity to 
make them. That would be the appropriate time for considering 
whether statutory changes are necessary or appropriate. Now is 
not the time and reauthorization is not the place. I urge you not 
to let this Committee become the latest battle front in the war over 
financial reform. 

Third, the CFTC is woefully underfunded and simply cannot do 
the job Congress asked it to do and the job that the markets and 
investors desperately need it to do. I have detailed in my testimony 
those details and will only say that an agency with $200 or even 
$300 million in annual budget cannot properly regulate or oversee 
the futures and swaps markets with almost $400 trillion in no-
tional trading. The CFTC has to have the authority to impose fees 
and be self-funded in whole or in substantial part. If not, it is being 
set up for failure. It is being asked to do so much that is so impor-
tant without the resources it needs to get the job done. That will 
be a gross disservice not just to investors but to market partici-
pants themselves. 

Fourth, and last, the industry claims for so-called innocent- 
sounding cost/benefit analysis is, in fact, little more than industry- 
cost-only analysis, and it must be seen for what they are most of 
the time: a back-door attempt to kill or gut financial reform. The 
proposals will impose onerous, costly requirements. Calls for cost/ 
benefit analysis sound good in theory, but they are often cata-
strophic in reality for the public interest. The CFTC has done eco-
nomic analysis for decades as required by the CEA. Tellingly, there 
have been few, if any, complaints about their work until it began 
implementing financial reform. That tells everybody what is really 
going on here. 

Thank you, and I look forward to your questions. 
[The prepared statement of Mr. Kelleher can be found on page 

121 in the appendix.] 
Chairwoman STABENOW. Thank you very much. 
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Mr. Roth. 

STATEMENT OF DANIEL J. ROTH, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, NATIONAL FUTURES ASSOCIATION, CHI-
CAGO, ILLINOIS 

Mr. ROTH. Thank you, Senator. As this Committee begins the re-
authorization process, it is entirely appropriate that your attention 
and all of our attention is focused on customer protection issues. 

For the longest time, the futures industry had a very well de-
served impeccable reputation for safeguarding the integrity of cus-
tomer funds. But twice in the last 18 months, first at MF Global 
and then at Peregrine, that reputation took a serious hit as cus-
tomers suffered very painful losses, and losses that, frankly, we as 
regulators are supposed to prevent. 

Clearly some dramatic improvements were required, and over 
the last 18 months we have worked very, very closely with the 
CFTC and with the CME and other SROs to bring about those 
changes, and I have detailed those in my written testimony, but I 
would like to highlight a couple of them in my oral remarks. 

First, the heart of the matter really is the protection of customer 
segregated funds. And for years and years, we have required FCMs 
to file daily statements with NFA regarding the amount of cus-
tomer funds that they are holding, and we analyze those state-
ments and look for trends. But we confirmed those balances to out-
side sources in the past only as part of our annual examination. 
When we would go out and do an examination of an FCM, we 
would then confirm those balances to outside sources such as the 
banks actually holding the customer funds. And when we did that, 
we did it through a paper confirmation process where we would 
mail a confirmation request to the bank and then the bank re-
sponded directly to NFA, again, in writing. 

In 2012, we switched to an electronic confirmation process, and 
it was that e-confirmation process that uncovered the fraud at Per-
egrine. But even then it was still just part of the annual examina-
tion, and we felt we needed to do a much better job, and that is 
what we have done. Together with the CME, we have built a sys-
tem now where we have daily confirmation of all seg bank balances 
so that we still receive reports daily from the FCMs regarding the 
amount of funds they are holding, but now for over 2,000 bank ac-
counts that are holding customer segregated funds, we also receive 
a confirmation from the bank. We then perform an automated com-
parison between what the firm is saying and what the bank is say-
ing to identify any suspicious discrepancies. This is a huge im-
provement from where we were just a year ago. And although it 
is a big improvement, it is certainly not the only one that we have 
done. 

Again, as I have detailed in my testimony, we have increased 
dramatically FCM financial transparency. We have created a situa-
tion in which customers can come to the NFA website and there 
they can find financial data on all FCMs, key financial data both 
current and historical, so that they can do their due diligence, and 
that information includes information on how the FCM is investing 
customer funds. 
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We have set stringent requirements for FCMs regarding min-
imum internal controls. We have adopted additional safeguards to 
prevent the misuse of customer segregated funds. We have had a 
top-to-bottom outside examination of all of our examination and 
audit practices, and we are adopting the improvements that were 
suggested. 

I would like to stress that on each one of those items, each one 
of those improvements, we worked very closely with the CFTC, and 
we were very gratified when the CFTC came out with its rule pro-
posals that so much of the CFTC’s proposal was really adopting the 
changes that we had already made. 

So a lot has been done, but there is always more to do, and two 
items in particular that I would like to mention. One, I think both 
the Peregrine and the MF Global situations highlighted certain 
issues regarding FCM insolvencies and bankruptcies. And those 
are very complicated issues. We are working with every facet of the 
industry to try to find common ground on proposals that everyone 
can agree to. But I can tell you, our primary focus is to ensure that 
an FCM insolvency, if there is a shortfall in customer segregated 
funds, then customers receive the top priority. That, in our view, 
is the right result. That is the result that is called for under CFTC 
rules, and that is the result we want to ensure is always achieved 
in a bankruptcy. 

With respect to customer account insurance, both MF Global and 
Peregrine have renewed questions about whether we should have 
customer account insurance. That is a very serious question. It de-
serves a serious debate, and there are a lot of public policy issues 
involved. But you cannot have any rational debate on that issue, 
I do not think, until you first know what kind of insurance would 
we be buying and what are we going to pay for it. That may not 
be the endpoint of the discussion, but it is an essential starting 
point. And you cannot answer that question, frankly, unless you 
have cold, hard data and a lot of it, because you have got to go to 
the insurance companies and provide them with detailed, granular 
information so they can perform an actuarial analysis and deter-
mine their risk. 

We are working on that study with the FIA, with CME, and with 
the Institute for Financial Markets. That is well in progress, and 
we hope to have it completed in the next few weeks, hopefully by 
mid-September. 

I am sorry I went over my limit by 15 second at this point, but 
we look forward to working with Congress and the industry, and 
I would be happy to answer any of your questions. 

[The prepared statement of Mr. Roth can be found on page 157 
in the appendix.] 

Chairwoman STABENOW. Thank you very much, Mr. Roth. And 
that is all right. We had some time that others gave up on your 
behalf here. 

Thank you to each of you. Obviously we have a lot of questions. 
There are a lot of things we could cover, and in the limited time 
in each of us asking 5 minutes of questions, I would ask just that 
you be as concise as you can, because we have got a lot of ground 
to cover. 
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When we look overall at so many different issues, the challenge 
for the CFTC really does relate them having the resources, the 
staff, the ability to do all that needs to be done in terms of account-
ability. There is a whole range of things that need to happen. But 
I want to start with the issue around resources because it is funda-
mental. It is not something that is just a side issue in terms of 
their being able to function. 

Mr. Duffy, you talked about the importance of adequate funding 
for the CFTC. At the same time, I know that you are opposed to 
user fees. And so what other options would you suggest for us as 
an alternative means of funding the agency. The SEC, other regu-
latory agencies have funding streams. CFTC does not. That is a se-
rious impediment as we go forward and hold them accountable for 
decisions they make and the oversight that they have. So what 
would you suggest? 

Mr. DUFFY. Well, it is difficult for me to come up with a sugges-
tion for the Government, but I will say a couple different things. 

When we talk about liquidity and what the costs could be to the 
American consumer if a small fee or transaction tax was imposed 
on the market maker liquidity pools, even though the pool—some 
of it has been exempt, it could be extraordinary. I gave you a quick 
example of what happened in India when a third of their market 
makers went away. When the market makers go away, Senator, 
the bid-offer goes wider. When a bid-offer goes wider, the cost of 
business goes up. When the cost of business goes up, it gets passed 
on to the consumers. 

If you want to find a quick way to make $315 million with a 
transaction tax, it will cost you $1.5 billion to do it. So that is not 
a smart thing to do. 

Chairwoman STABENOW. So the question is, What? I mean, I ap-
preciate—I have heard that concern that—— 

Mr. DUFFY. It is hard to say what is the concern, but I think we 
have to make sure—no disrespect to Mr. Kelleher, and I am not 
going to, but when we talk about $400 trillion of over-the-counter 
derivatives that the CFTC is going to be regulating, you have to 
realize that those $400 trillion is about 2,000 transactions. We do 
not weigh the money. You know, we do not have to say, it can cost 
a lot more to do this. It does not matter what the notional value 
is. It is about the transaction volume that is associated with it. Our 
world today does 20 million transactions a day. 

Chairwoman STABENOW. No, I appreciate that. I guess what I am 
asking—— 

Mr. DUFFY. So there is a big difference—— 
Chairwoman STABENOW. We have a seriously underfunded agen-

cy that has seen about—— 
Mr. DUFFY. You know, it is hard for me to stand up here—— 
Chairwoman STABENOW. —a significant increase in their respon-

sibilities. 
Mr. DUFFY. —and say that, you know, it benefits the taxpayer 

by paying the $305 million. But the reality is, ma’am, it benefits 
the taxpayer by paying the $305 million to fund the CFTC, because 
in return the risk management that is associated with it goes from 
farmers to reinsurers to small bankers is a cost that is immeas-
urable. 
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Chairwoman STABENOW. So you are saying basically taxpayer 
funded. 

Mr. DUFFY. That is the way it has been funded for years, yes, 
ma’am. 

Chairwoman STABENOW. Mr. Roth, the National Futures Associa-
tion is self-funded with members’ fees, dues, assessments. Have 
those fees been prohibitive in terms of expense to the industry? 
Have they impacted the markets negatively? 

Mr. ROTH. Let me make a couple of points on that, Senator. 
First of all, we have a number of different regulatory spheres. 

We have futures compliance, now swaps compliance. We also have 
a market surveillance function we perform for certain contract 
markets and soon SEFs. And we oversee retail foreign exchange 
transactions that are off exchange. We try to make sure that each 
regulatory sector pays its own freight, that they carry their own 
weight. Most of it, for most of those sectors, that is done through 
membership dues. 

With respect to the futures activity, we do have an assessment 
fee that is imposed on trades and collected by FCMs, but I should 
point out that at the very outset when they were forming NFA, 
they were very careful and worried about taxing liquidity out of the 
market. So our fee has a very particular structure to it, so that our 
assessment fee does not apply to any trade that is conducted by a 
member of the contract market where the transaction is executed. 
So, really, we only assess—about, oh, 22, 23, 24 percent of the over-
all trading volume is subject to our assessment fee, and it was 
structured that way specifically to avoid taxing liquidity out of the 
market. 

Chairwoman STABENOW. Thank you very much. 
Mr. Cooper, you talked about the need for consequences for 

breach of data security, a very serious issue, and I am wondering 
what sort of consequences would be appropriate. There is a pro-
posal, broadly supported an indemnification provision from the 
Dodd-Frank Act. Would removing the provision harm data secu-
rity? Or are there other ways to protect confidential data? 

Mr. COOPER. I do not think removing that provision would harm 
or risk confidentiality. That actually would enhance the flow of in-
formation to necessary parties. 

The consequence is accountability. We need to make sure that 
there are robust requirements imposed on the various regulators 
for this huge volume of information that is now flowing into them. 
We need to make sure that there are no asymmetries between the 
confidential protections afforded to a market participant giving in-
formation to one regulatory agency versus another. We need to syn-
thesize and harmonize, in other words, the protections available be-
tween the CFTC and the SEC. 

Chairwoman STABENOW. Thanks very much. I have many more 
questions, and we will be following up with all of you, but I am 
going to turn now to my Ranking Member, Senator Cochran. 

Senator COCHRAN. Thank you, Madam Chair, and we appreciate 
all of the witnesses being here today to help us understand what 
the options are and what the appropriate action could be in helping 
to protect those who use the services of the markets to hedge and 
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to protect themselves from marketing disasters as well as weather- 
related disasters that can make it very difficult in our economy. 

I wonder, for example, though, if some of the things that you end 
up hearing as suggestions for change or improvements or mod-
ernization might do more harm than good. You might just glance 
through some of the suggestions that we have already received and 
tell us, ‘‘It is okay to consider this but please do not do it because 
it is going to be creating a problem that is bigger than the one that 
we already have.’’ That may be a negative way to ask a question, 
but, Mr. Duffy, I would just ask you, could you take a shot at that 
and warn us against doing something that we might be talked into 
doing that really has a negative effect on the situation? 

Mr. DUFFY. You know, Senator, I am a fairly firm believer that 
a one-line reauthorization is exactly what the industry needs right 
now. We do not need any additional burdens or changes. I think 
the industry has come light years in the last 10 years. Mr. Roth 
just gave you an example what we did in the last year alone. I 
think the industry has benefited immensely because of the things 
that we have done internally, and I would hope very much that 
Congress would take that into consideration and just go ahead and 
do a one-line reauthorization and not make too many changes. 

I think there are some menus or exemptions that I am sure some 
of my colleagues would like to see on behalf of their clients, and 
I would not be opposed to that. But I think overall less is better. 

Senator COCHRAN. Thank you. 
Thank you, Madam Chair. 
Chairwoman STABENOW. Thank you very much. 
Senator Brown. 
Senator BROWN. Thank you. Mr. Duffy, I am intrigued, actually 

by your assertion perhaps of a one-line bill, what that might mean 
for the ability of—or taking away the ability of certain interest 
groups to make mischief in this derivatives market. 

Thank you, Mr. Kelleher, for your comments and reminder of 
what this hearing is all about, what reauthorization is all about, 
what this agency is all about, and your discussion of costs and ben-
efits. There are costs to industry in much of this throughout the 
regulatory apparatus, but we know what the cost to society was, 
the cost to society was because we did not do some things we 
should have done 5 years ago, 10 years ago. 

Congressman Bentsen, nice to see you. I appreciated your com-
ments about Dodd-Frank’s Push-Out Rule, which requires banks 
with access to deposit insurance and the Fed’s discount window to 
move derivatives trades to separately capitalize affiliates. 

My first question is for Mr. Kelleher. Despite the lessons learned 
from the financial crisis, the markets experienced, as we know, sev-
eral significant disturbances, most recently last year’s $6 billion 
London Whale trading losses. Such incidents should serve as a re-
minder that the rules are there to make banking—supposedly to 
make banking safer, not riskier. Give us your thoughts on the 
push-out provision, whether it is making our system safer or 
riskier. What are your concerns about proposed legislation to roll 
back this provision? 

Mr. KELLEHER. Thank you, Senator. It seems to me that at the 
level of the purpose of the swap push-out provision, nobody can 
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really disagree, which is that the entities, large entities engaged in 
high-risk and non-hedging trading put those activities in a sepa-
rately capitalized subsidiary, which will not otherwise have access 
to taxpayer bailouts or the Fed window. That seems to me that ev-
erybody would agree on. 

Then the question becomes—and it came up during the—as 
many of you know, not just during the consideration but during the 
conference, and indeed, some of the statements made about the ob-
jections to the swaps push-out provision were actually made in 
April and May of 2010, prior to the conference, prior to the fix to 
this provision, which allowed commercial banks to engage in a vari-
ety of traditional activities, including, importantly, allowing hedg-
ing. So it was changed in conference. 

So some of the testimony that has been provided to you in writ-
ing actually cites objections to that provision that are inapplicable 
since it was put into law. 

So the swaps push-out provision is very important so that the 
non-hedging, non-traditional commercial banking activities in the 
derivatives market are in a separate subsidiary, separately capital-
ized, so that it does not take down the bank itself and does not end 
up with more taxpayer bailouts and access to the Fed window. 

Senator BROWN. Thank you. Let me shift, Mr. Kelleher, to a dif-
ferent issue. I am concerned about the risks associated with banks’ 
expanded business operations into physical commodity, energy, 
commercial business operations, warehousing, transportation, leas-
ing, distributing commodities, one notable one in Chairwoman 
Stabenow’s State. 

In a Reuters story, a trader said, and I want to quote: ‘‘The truth 
of it is that having access to the physical markets is about optimi-
zation and knowledge. It gives the trader the visibility of the mar-
ket to make far more successful proprietary trading decisions in 
both physical and financial markets. It is trading with material 
non-public information.’’ He then goes on to say, ‘‘The difference 
compared with equity markets is that it is perfectly legal.’’ 

Mr. Kelleher, talk, if you would, about the potential or existing 
conflicts in market risks that arise from banks engaging in com-
modity and energy and commercial business operations, what it 
means for consumers, what it means for businesses that use those 
commodities. 

Mr. KELLEHER. Well, I think it is clear that consumers and end 
users are getting squeezed in paying the price for the biggest banks 
in the country, moving into, in massive amounts, physical com-
modity storage and trading activities while at the same time they 
are engaging in the futures market and in the swaps market, and 
they have direct or indirect, partial or significant ownership in 
some of the exchanges. 

Now, the LME in London has changed that in the last 2 years, 
but what we have seen lately—and there has been some reporting 
in the last several days about the warehousing of aluminum and 
how companies from Coca-Cola to Coors to beer companies to, you 
know, auto manufacturers are getting squeezed and paying a for-
tune because there are bottlenecks that appear to be created for 
the purpose of generating cash for the banks at the expense of the 
end users and other market participants. 
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So the conflicts of interest should be looked at really closely. We 
do not even have the data on it, and one of the things we suggest 
that the Committee does in reauthorization is get the CFTC au-
thority to get this data so they can see what is happening in the 
physical markets by these banks, at the same time they can see 
what they are doing in the futures and swap markets. And then 
we will have a much better picture of the conflicts of interest. 

Senator BROWN. Thank you. 
Thank you, Madam Chair. 
Chairwoman STABENOW. Thank you very much. 
Senator Roberts. 
Senator ROBERTS. Thank you, Chairwoman Stabenow and Rank-

ing Member Cochran, for organizing this hearing and beginning the 
important process of reauthorization. 

This Committee’s oversight of the CFTC is not taken lightly by 
any member, especially in light of the failures of MF Global and 
Peregrine. We are limited on time, and that is always the case 
here. I wish we had more time with the expert panelists, especially 
covering a range of topics. So I would like to ask at least some of 
the panelists answer in a yes or no fashion. I know that is dif-
ficult—these are very difficult for yes or no answers—and that it 
is not fair. But life is not fair. 

Representative Bentsen, good to see you, sir. As the CFTC works 
to implement the Dodd-Frank Act, there have been more than a 
few bumps in the road resulting in numerous no-action letters, ex-
emptive relief, and enforcement delays. I am worried about cer-
tainty. 

Before proposing rulemaking or guidance, does the CFTC rou-
tinely conduct enough quantitative analysis regarding the costs 
and benefits of their regulations, in your opinion? 

Mr. BENTSEN. No, Senator. 
Senator ROBERTS. For the cross-border application of derivatives 

regulation, should the CFTC have used a formal rulemaking proc-
ess, including a cost/benefit analysis, instead of issuing the regula-
tions through ‘‘an interpretive guidance and policy statement’’? 
Which, by the way, is over 300 pages long? 

Mr. BENTSEN. Yes. 
Senator ROBERTS. Mr. Duffy, when Chairman Gensler was in 

front of this Committee in February, he was surprised by the 
pushback against their proposed rules on margin requirements. 
Has the CFTC taken the correct approach for customer protection 
by requiring a futures commission merchant, FCM, to have their 
customers meet margin deficiency at all times? 

Mr. DUFFY. Has the Commission made sure that they meet it at 
all times? 

Senator ROBERTS. That is correct. 
Mr. DUFFY. The exchanges do set the margins, and—— 
Senator ROBERTS. Just do not worry about it. Just say, ‘‘No.’’ 
[Laughter.] 
Mr. DUFFY. Yes, sir. No. 
Senator ROBERTS. If left unchanged, will this requirement have 

a significant and negative impact on the agricultural sector of the 
market? 

Mr. DUFFY. It could, yes. 
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Senator ROBERTS. Has the CFTC relied too often on no-action let-
ters, exemptive relief during the implementation of Dodd-Frank, 
creating confusion and uncertainty in the marketplace? 

Mr. DUFFY. Without question, yes. 
Senator ROBERTS. Mr. Cooper, internationally—and I emphasize 

‘‘internationally’’—the CFTC is working to implement final guid-
ance on cross-border swaps and released their latest action late as 
of last week, notwithstanding the progress—and I give every credit 
in that regard—with the CFTC. I do have a lot of concerns with 
the CFTC trying to enforce regulations worldwide let alone impos-
ing their regulations on all of our trading partners. 

For the scope and framework of international derivative regula-
tions, are you concerned that there could be a patchwork of dif-
ferent regulations if the CFTC does not do a better job of harmo-
nizing, not dictating, their efforts with their foreign partners? So, 
put another way, is it more important to get our regulations correct 
or, even better, in line with our counterparts across the world? 

Mr. COOPER. We certainly need certainty, we need consistency 
and harmonization, and certainty was provided in certain impor-
tant respects by the CFTC’s action with respect to the definition of 
‘‘U.S. person.’’ 

Senator ROBERTS. So your answer is yes. Is that correct? 
Mr. COOPER. Yes. 
Senator ROBERTS. Thank you. For once in my time on the Com-

mittee, House or Senate, I am yielding back a minute and 2 sec-
onds. 

Chairwoman STABENOW. I think we should make a special note 
of this in the record. It is the first time for Senator Roberts. 

Senator Gillibrand is next. I do not see her at the moment, so, 
Senator Heitkamp. 

Senator HEITKAMP. Thank you so much, Chairwoman and Rank-
ing Member, for pulling together this very important panel and 
these experts. 

I want to focus, I think, on just a couple issues, but not to be-
labor the point, but if you think that MF Global had impact glob-
ally and across the country, I can tell you that people in North Da-
kota were shocked, absolutely shocked, because it moved off the ag-
ricultural pages into the front page, talking about the risk that 
now our farmers and our producers thought was completely impos-
sible to have incurred the loss. And most of them have recovered 
about 89 percent of their money. They are still waiting for the 
other 11 percent. And they wonder why people do not go to jail, 
and they wonder why this and how this could possibly happen in 
America when we have, in their opinion, one of the most regulated 
industries and regulated environments in the world. 

I am not here to point fingers or to assess blame. I am looking 
for solutions, and I am looking for a path forward. And, Mr. Duffy, 
I notice in your testimony, although not covered in your comments, 
is a discussion about insurance. And this has been a topic of many 
of the people who have come to visit me recently about potential 
expansions of products that could, in fact, mitigate risk. 

You mentioned that there is pending a Futures Industry Associa-
tion study. Can you tell me when that study is going to be done? 
And can you give me any kind of preliminary insight on whether 
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you personally, given your experience, believe that an insurance 
market could be created that would be helpful to mitigate risk? 

Mr. DUFFY. Sure. Thank you, Senator. I think Mr. Roth also is 
involved in that study, and we are looking to have completion on 
that sometime in mid-September. So, you know, we have put a lot 
into the study, so we are both looking forward to the outcome of 
that information. 

Secondly, on the MF Global clients, this has been a very horrific 
incident in our industry, and people are wondering if somebody is 
going to go to jail. There is no question about it has been on the 
front pages. You know, you could put a cop on every street, as they 
say, and someone is still going to try to commit a murder. 

With respect to the monies, there is 99 cents on the dollar re-
turned to all the 4d clients of MF Global. 4d clients are U.S. par-
ticipants trading on regulated exchanges. They have 99 cents on 
the dollar. And then for 30.7 clients of MF Global, they have 97 
cents on the dollar. Those are U.S. participants trading on a for-
eign exchange. So most of the people, the good people of North Da-
kota, should have 99 cents on the dollar back of their money. The 
people that had their money in a broker-dealer is a different story. 
That is an unregulated business, so that is maybe the number that 
you are referencing, ma’am. 

On the insurance itself, I have not been really a big proponent 
of insurance, but I do believe that if the participants want it, we 
should offer it. And I have no problem with that. We have a fund 
at the CME Group, as you may or may not know, that is called the 
‘‘Family Farmer and Rancher Fund.’’ It is a self-insured, $100 mil-
lion fund that we use to make sure if there is fraud or something 
like that, we will pay up to $100 million to these participants in 
total. 

I could not insure that fund without any major insurance com-
pany around the world. We have $158 billion of segregated funds 
in our world today. I do not know what the cost of that would be 
to insure. I think if people want to pay the premium for that insur-
ance, they should have every right to do so. That is my personal 
viewpoint. I do not believe it should be legislated. I think this busi-
ness will be crushed overnight if you legislate that type of insur-
ance into the marketplace. 

So I think the optionality should certainly be there, and the 
FCMs should offer it up, and the exchanges and the other SROs 
should help the FCMs in facilitating that procedure. 

Senator HEITKAMP. And not to belabor the point, but I think it 
is going to be extraordinarily difficult to see a product like that de-
velop that is useful in the private sector. There is a reason why we 
have flood insurance; there is a reason why we have crop insur-
ance. There is a reason why there is often a backstop that the tax-
payers assume some of the risk going forward. 

I want to just spend a little bit of time talking about bankruptcy, 
because one of the issues obviously is a failure, even though it 
seems clear to me that when you have customer accounts that they 
ought to be the first ones out in a bankruptcy, I am a lawyer, I 
do not know why a lawyer would see it any differently than what 
I did, but obviously we have concerns about bankruptcy. 
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Seeing that it might be exceedingly difficult to amend the Bank-
ruptcy Code to deal with this, I want to proposed something and 
get anyone’s reaction to this. If the law were to require that con-
tracts in the CFTC-regulated markets included a subordination 
agreement that confirmed in writing that customer accounts were 
to be the first ones paid, would that have any undesired con-
sequences, and would that help us solve the problem with a bank-
ruptcy court that does not appreciate the fiduciary obligations? 

Mr. DUFFY. I know Dan has got this in his testimony, but I will 
make one comment on that. I think that it makes sense, and it is 
hard to say that the consumer should not come first. But when you 
are looking at some of the smaller FCMs or if you just come out, 
the emergents that are in our world today that—you got to remem-
ber, banks will not clear your constituents, ma’am. They do not do 
that. They only clear the big participants. So the smaller brokerage 
firms need to clear the other participants. If, in fact, you made 
them subordinate to the clients, they may not be able to get fund-
ing to keep those smaller FCMs in business. That is just an unin-
tended consequence. I am not saying it could happen, but that is 
one of the things, as a consumer, it is really hard for me to say 
that the customer should not be paid first. 

Chairwoman STABENOW. Thank you. Thank you very much, Sen-
ator. 

Senator Chambliss. 
Senator CHAMBLISS. Thanks, Madam Chair. 
Mr. Cooper, testimony submitted by Better Markets refers to 

academic evidence suggesting that the aggregate level of specula-
tion in the market adversely influences the behavior of prices and 
that more speculation does not always mean more efficient prices. 
The Commodity Markets Oversight Coalition on the second panel 
today has submitted an attachment to their testimony referencing 
a number of articles that purport to show that speculation de-
grades market quality or that high-frequency trading causes harm 
to the market. 

Now, we all know that every market needs both speculators and 
hedgers in order to function properly. I understand from your testi-
mony that MFA supports a data-driven approach to position limits. 

Now, have you reviewed the testimony of Better Markets and the 
Commodity Markets Oversight Coalition? Are you familiar with the 
academic research? And could you just in general shed some light 
on this issue, please? 

Mr. COOPER. Thank you, Senator. What I would say is that there 
are a numerous academic and Government studies from the CFTC, 
GAO, OECD, plus international agencies all consistently com-
menting on the role of speculators in the market. Those studies— 
study after study—have concluded consistently that, first, they 
have not found excessive speculation to be the cause of market vol-
atility in recent years; and, secondly, they show that policies re-
stricting investors’ access to derivatives markets would impair the 
ability of commercial participants in the markets to manage their 
risk. We are in favor of a data-driven approach, a very careful as-
sessment of what the facts are with respect to position limits or 
other restrictions on the ability of traders generally to access the 
markets. 
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Senator CHAMBLISS. Mr. Duffy, with respect to high-frequency 
trading, some of the panel have raised concerns about the role of 
high-frequency traders in the marketplace. Some have suggested 
that this trading activity is responsible for market disruptions such 
as the mini-flash crashes in recent years or sudden price spikes. 
Can you give us your perspective on the role of high-frequency 
traders? And is this a term that has been actually defined by regu-
lators? 

Mr. DUFFY. Thank you, Senator. I think that high-frequency 
trading is getting a very clouded name at best right now. When it 
comes to mini-flash crashes or not, that basically does what market 
structure because of the fragmentation that we have in the securi-
ties world today where you do not have the vertical silos that pulls 
the liquidity in one central place. 

I think what is critically important for the American public to 
understand about high-frequency traders, trading is going fast. 
Technology is going to continue to go fast, and you are not going 
to put technology back in a bottle. So it is up to exchanges like 
CME Group, groups like NFA and others, to come up with ways 
to show the public how we are policing these participants, and that 
is exactly what we do. We spend over $40 million a year policing 
our marketplace, a lot of that dedicated toward high-frequency 
trading. 

We can say it all we want, that these are good liquidity pro-
viders, but we have to show the American public that we are mak-
ing certain that nobody is front-running an order or anything else 
that they are being accused of doing. 

Senator CHAMBLISS. Mr. Duffy, I had significant conversations 
with Chairman Gensler leading up to the ultimate draft and pas-
sage of Dodd-Frank relative to the way we are going to treat swaps 
and derivatives, which all of us knew some changes needed to be 
made, but I felt like that the direction we were heading in and 
where we wound up was pretty excessive, particularly with the reg-
ulations that we knew were going to be forthcoming from CFTC, 
and they have not even been completed yet. We still do not know 
what they all are. And the issue that I kept raising with Chairman 
Gensler was, What is this going to do to American markets versus 
European markets and Asian markets? And the standard answer 
I got was they will follow us. 

Well, I see where the—and, interestingly enough, I was in Eu-
rope on a couple of occasions after those conversations, and I re-
lated that conversation to some of the folks in Europe, and they 
just got this wry smile on their face. 

Can you give us the benefit of where we are with respect to com-
petitive advantages or disadvantages as a result of Dodd-Frank 
today? 

Mr. DUFFY. Well, I hear what Chairman Gensler is saying, that 
they will follow us, but I am still perplexed on seeing what laws 
that have been passed today in Europe or anything that has even 
been proposed or passed throughout Asia. There are things pro-
posed in Europe but that have not yet passed. So we have already 
gone with the passage of Dodd-Frank. I just returned from a Euro-
pean trip, meeting with clients all throughout Europe, and when 
you make that reference to them, they are not just sitting around 
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being beholden to the United States of America anymore. There are 
very sophisticated trading operations all throughout Europe, and 
they are garnering more and more market share each and every 
day, and this is something they feel quite excited about. 

So I think they are looking at it as an opportunity. We are all 
big believers in regulation, Senator, but I think we need less regu-
lation with more teeth into it. We cannot keep writing a bunch of 
rules that everybody can just circumvent. Let us have rules that 
have teeth in them, and I think that is what the American public 
would want, and I think it is hard for the European counterparts 
or Asian counterparts to refute that type of activity. But we are not 
doing that. We are writing rules on listed derivatives markets 
today or listed futures markets that Congress did not have any-
thing to do with in Title VII. It was about over-the-counter swaps. 

So hopefully we can get back to what we are supposed to be 
doing here, but I will tell you that folks, especially in Europe, are 
smiling quite nicely right now. 

Chairwoman STABENOW. Thank you very much. 
I will indicate to members that we have begun what will be two 

votes. I will continue for another 10 minutes. We will try to have 
another two members be able to ask questions. We will recess and 
then come back afterwards. So please come back at us. 

Senator Donnelly? I want to just say we are so glad to have Sen-
ator Donnelly chairing our Subcommittee on Commodities, Mar-
kets, Trade, and Risk Management, and his Subcommittee will be 
engaged in these issues, and we will turn to him. 

Senator DONNELLY. Thank you, Madam Chairwoman. Thank you 
all for being here. 

I do not have an academic study in front of me, and I do not have 
a Government study in front of me. But I am going to tell you what 
has happened in my home State of Indiana in the last couple 
months. 

Gasoline was $3.40 one week. A week and a half later, 2 weeks 
later, $4.25. Any demand increase? None. Any supply reduction? 
None. 

I called to the refiners. I said, ‘‘Are you making any less gas right 
now?’’ Our two largest suppliers to the State. ‘‘Absolutely not,’’ both 
of them. Some refineries were down. It is a regular thing that has 
happened. You know, they were changing blends, regular thing 
that happens. But from $3.40 to $4.25. So I talked to everybody I 
could. Three weeks later, $3.13. That has nothing to do with supply 
and demand. But I will tell you what it did do. There are people 
in my State who were not able to buy food that particular week or 
had to cut down significantly on their groceries because of it, be-
cause all of a sudden their gas bill has gone from $40 to $60, and 
that extra $20 was the pair of pants for their kids or the groceries 
for their family. 

There is a widespread belief that the markets are broken, that 
supply and demand have nothing to do with the price anymore, 
and that the game is rigged. 

I called in to refineries to find out, and when they say, you know, 
‘‘We are producing at the same amount.’’ Demand is down, and the 
price has gone from $3.40 to $4.25. And I go home every weekend. 
Here in D.C. it was $3.62 when it was $3.40 at home, and it was 

VerDate Nov 24 2008 08:41 Sep 15, 2014 Jkt 000000 PO 00000 Frm 00030 Fmt 6633 Sfmt 6633 C:\USERS\MW42035\DESKTOP\DOCS\87566.TXT MICAH



23 

$3.62 when it was $4.25 at home. And you look for answers, and 
you say this is a rigged game, is what people think. 

Back in 2011—and nothing affects families more, it seems, in 
terms of this whole global world of finance that we see, this mov-
ing, that moving, that every week people are trying to make ends 
meet, have to fill up their tank. And it is what I hear almost more 
than anything. 

In 2011, Goldman Sachs analysts said for every million barrels 
on spec, 8 to 10 cents price increase. And, Mr. Cooper, I would ask, 
do you agree with that assessment? 

Mr. COOPER. I cannot comment on the Goldman Sachs report. 
What I would say, though, is if we cannot rely on academic studies, 
if we cannot rely on real-world examples, if we cannot embrace and 
acknowledge that a data-driven approach is the only way to really 
understand what the issues are here, then I am not sure what we 
are left with. We cannot have policies that would disincentivize 
participants from actively participating in the markets so as to pro-
vide the energy manufacturer and the farmer the ability to effec-
tively manage their risks—so that there is liquidity. 

Senator DONNELLY. Well, let me ask you this: Do you think if, 
instead of 421 million barrels on a speculative oil market today, 
there were 100 million barrels on a speculative oil market today, 
do you think that if it was 421 or 100 that the price would be the 
same for a barrel of oil? 

Mr. COOPER. I cannot comment on that, Senator. I am sorry. 
Senator DONNELLY. Mr. Kelleher, do you have an opinion on 

that? 
Mr. KELLEHER. Well, we have provided the data on plenty of 

studies that have shown, as have CMOC, that there is excessive 
speculation, and speculation is causing a tremendous amount of 
volatility. And, by the way, a lot of it is coming from this new great 
innovation from Wall Street called ‘‘commodity index funds’’ that 
nobody wants to talk about that pour somewhere between $300 and 
$400 billion a month into the markets every month, in the futures 
market over and over and over again. 

One of the things we also do not have, Senator, is data. The 
CFTC needs access to data because—and this is another place 
where the physical trading of these big banks comes into play. 
When you look at it, they are all reporting record profits. Look at 
the FICC number, the fixed income, currency, and commodities. 
They are making billions and billions and billions, which just hap-
pened to correspond with the volatility and the increase in price. 

I am not an academic. I do not have a Ph.D. either. But, you 
know, you do not need a Ph.D. for some of these things. 

Senator DONNELLY. And I am not criticizing academic or Govern-
ment studies. I am just saying you get a pretty good study on I– 
94 on your way home from O’Hare Airport as well. 

Mr. Duffy, my neighbor from Chicago, you indicated you wanted 
to say something? 

Mr. DUFFY. Just a quick comment on that, and I think what is 
important to note is when you look at the markets, you cannot 
really say they are broke, because I also have a concern that you 
have. When you cite a $3.40 to $4.25, then back to $3.13 after you 
make a call in gasoline in a week’s time, I will tell you that the 
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futures markets have been between $90 and $110 a barrel for 3 
years. It has not moved. So to say that the futures market or the 
markets are impacting the price of that, what you just talked 
about, that fluctuation, you have the wrong panel up here asking 
that question. 

Senator DONNELLY. Well, no, I think I have the right panel here, 
and I will ask the next panel, and I will ask other panels, too. 

Mr. DUFFY. But with all due respect, the markets are not broke. 
If there is something going on that is nefarious in the marketplace 
by refiners or somebody else, that is who is making the markets 
go up and down. Markets in general have not moved, though. We 
are sitting at high prices in commodities overall, but that is due 
to a whole host of reasons from other countries, exporting our food 
products and everything else. We import the energy products, obvi-
ously. We cannot export oil in the United States. It is against the 
law. But the point is the futures market I oil has been in a very 
narrow range for a long period of time. 

Senator DONNELLY. Right. I try to keep an eye on that, too. Oh, 
I am sorry. 

Chairwoman STABENOW. I apologize. I am going to take you 
back, given the time here. 

Senator DONNELLY. Thank you. 
Chairwoman STABENOW. Given the time here on the votes. 
I want to turn to Senator Klobuchar. 
Senator KLOBUCHAR. Thank you very much, Madam Chair-

woman. And, Senator Donnelly, we had the same thing happen in 
Minnesota on the gas prices and same experience. I have long be-
lieved there are speculation issues. There also was a refinery-clos-
ing issue, and I have a bill that actually Senator Hoeven is on to 
require the refineries to tell the Department of Energy when they 
are going to close down so we can better stagger the closures. But 
I would agree with you on the speculation, so you should look at 
the bill. 

Mr. Roth, you are sitting there by yourself and not many people 
have asked you questions, and you are on my end, so I am going 
to start with you. 

I know you spoke a bit about some of these customer issues, and 
the failure of MF Global resulted in an unacceptable outcome for 
customers who had posted collateral with the firm, unacceptable 
because the Commodity Exchange Act specifically prohibits the use 
of customer funds for the firm’s own needs. 

The CFTC has now charged the company and its top executives 
with unlawful misuse of customer funds, and we must ensure that 
the improved protocols put in place will help better police the sys-
tem. So we have a problem of dealing with the company, but we 
also have the problem going forward. 

As we consider legislative changes relative to this matter, 
changes to customer funds segregation and potential reforms under 
the Bankruptcy Code, we need to make sure reforms are carried 
out to protect customers and also allow for a well-functioning fu-
tures markets. 

Do you have any thoughts on this? 
Mr. ROTH. Senator, I agree wholeheartedly with everything that 

you said, and that certainly, from a regulatory point of view, from 
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the regulators’ side, we have to constantly be—not just fight the 
last war, but try to anticipate the next war and try to always be 
trying to make the smartest use of technology and all of our re-
sources to monitor member firms for seg compliance. That is why 
I think this daily confirmation process that we instituted with the 
CME is a huge step forward. I also think the rules that we passed 
regarding FCM transparency and financial data is a huge step so 
that customers do not have to root through Footnote 42 of an eight- 
page financial statement to find information about the FCM they 
are doing business with. 

I also think the restrictions we put on firms’ ability to draw out 
their own funds that are in the excess seg pool is a huge step for-
ward. 

But you are never done with this. It is a constant struggle. And 
until we figure out how to change human nature and eliminate 
fraud—and that is a ways off. I am working on that, but we just 
constantly have to try to strive to minimize the likelihood that any-
body can ever get away with this, and if you can make it clear that 
there are criminal sanctions for this kind of wrongdoing, hopefully 
deter that conduct in the future. 

Senator KLOBUCHAR. Very good. Thank you. 
Mr. Kelleher, Dodd-Frank gave the CFTC the ability to establish 

position limits for swaps and futures held by ‘‘any one party.’’ How-
ever, questions have been raised by regulators and others that ‘‘any 
one party’’ is difficult to define, especially as the CFTC moves for-
ward with rewriting the position limits rule. 

As they work to rewrite the rule, how can the CFTC help prevent 
market distortions so that no single entity has too large of a posi-
tion in the market? 

Mr. KELLEHER. Thank you, Senator. That is a good question be-
cause ‘‘any one person’’ also should include a class, as we have said 
both in the regulatory process and in our testimony here. Just be-
cause you are acting what appears to be a loan, but you are acting 
essentially identically to other market participants doing the same 
thing at the same time, for example, commodity index funds, 
among other actors working together, our view is that the CFTC 
has the authority to regular them and treat them as one under a 
class—the provision in the Dodd-Frank Act that allowed them 
treating a class as a trader. And it is very important to do that. 

I would say it is pretty clear on position limits that the CFTC 
has done a lot of work. We did not agree with everything that they 
did, but I want to be—when the district court actually vacated the 
position limit rule, it did not, as has been stated in written testi-
mony submitted to this Committee today, it did not overrule, sec-
ond-guess, or question what the SEC did on the merits, period, the 
end. It was not a merits decision. It was as procedural decision on 
whether or not they interpreted a particular word that the court 
found was ambiguous. That is what is on appeal. So the position 
limit rule itself is not substantively questioned by the Federal 
courts. It is before the courts now, but on a procedural matter. And 
it is important that they get back to the business of regulating 
these markets. It used to be the case that these markets had about 
70 percent actual commercial users, 30 percent speculators. It is 
now reversed. It is about 70 percent or more speculators. 
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Senator KLOBUCHAR. Right. I know. 
Mr. KELLEHER. That has got to change. 
Senator KLOBUCHAR. Very good. 
Mr. Cooper, one last question. The CFTC is working with the 

Federal Reserve, the SEC, and its international counterparts to 
reach a final set of standards on margin requirements for 
uncleared swaps. You indicated that you have been advocating for 
an internationally uniform set of margin requirements in the 
uncleared derivatives market. 

Why is it important that there is a balanced approach that har-
monizes U.S.-based rules with the margin requirements at the 
international level? 

Mr. COOPER. I think in the absence of a unified regime, it would 
make it incredibly difficult, costly, and burdensome for participants 
to manage their portfolios, manage their margin requirements, and 
transact freely across marketplaces. 

Senator KLOBUCHAR. Okay. Very good. And I am not going to be 
back for the second panel, Madam Chair, but I wanted to say a 
special greeting to Honeywell who is going to be present, a com-
pany with a major presence in my State, and obviously you and I 
have discussed about the issue of the non-financial end users, 
something we care a lot about, and we look forward to submitting 
some questions on the record. 

Thank you very much. 
Chairwoman STABENOW. Thank you very much. We will recess. 

We do have at least one member who would like to ask questions 
of our first panel, so rather than dismiss you, I would ask for your 
patience for a few moments. We are at the end of the first vote. 
There will be a second vote, and I understand that at least one 
member would like to ask a question. 

So at this point, we will recess and come back momentarily. 
Thank you. 

[Recess.] 
Chairwoman STABENOW. Senator Grassley has returned. I am 

going to ask, as I leave, with the full trust and confidence of Sen-
ator Grassley, I am going to leave him in charge of the Committee 
to ask his questions. I do believe that we have another member 
that may be returning, and I think what I will do at this point is, 
if they come back before I am back, we will let other members ask 
questions as well. Other than that, Senator Grassley, I would then 
just ask you to put us back into recess when you are done. Thank 
you. 

Senator GRASSLEY. [Presiding.] Thank you very much for not tak-
ing your recess. 

The Chairwoman started out with her first question—I have a 
follow-up for Mr. Duffy—in regard to fees, user fees. I guess this 
would be about a $315 million transaction tax. Would you have any 
estimate whatsoever of what that might break down to on a per 
transaction level? 

Mr. DUFFY. So on a contract level, sir, we would have to charge 
per contract to get the $315 million. It would be roughly about 4.5 
cents at a static volume in today’s marketplace. So we charge on 
average roughly about 7.5 cents to our largest liquidity providers. 
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So we are looking close to anywhere between a 70-to 80-percent in-
crease in every transaction they do. 

Senator GRASSLEY. Okay. I appreciate that. I have a question for 
any of the panelists on high-frequency trading. It has developed 
and become increasingly sophisticated. I believe it is fair to say 
that there are some who appreciate it and some who do not. The 
question I have pertains to the margin requirements. I am sure 
there are multitude of strategies regarding high-frequency trading, 
but, in general, how would it be affected by some of the new mar-
gin proposals such as prefunding? 

Mr. DUFFY. I can take a shot at that, Senator. Most high-fre-
quency traders go home flat every night are not subject to the mar-
gin requirements because they do not have positions on an over-
night basis. Very few have positions on—so I do not see how that 
would impact them to any great extent on that part of their busi-
ness. 

Mr. KELLEHER. I agree with that. They go home flat so it is not 
going to impact them. What I did want to say, Senator, is to con-
gratulate you for being, if you will allow me to say, a bulldog on 
these issues. In your recent letter to the Survey Research Center 
to get to the bottom of what is going on and find out some basic 
information about preferential treatment, privileged access, and po-
tentially unfair and abusive trading that relates to it. And it gets 
to an issue before us here in the reauthorization, which is that ba-
sically even now we still have remarkably dark markets where the 
CFTC and the public has very little information about what is hap-
pening, and HFT is a poster child for that. And this Committee, as 
has been talked about by the Committee in the past and you have 
focused on in the past, this Committee should authorize and man-
date the CFTC to start requiring registration and getting data and 
information from the market players who are engaged in HFT, now 
to some reports 60, 70, 80 percent of the volume. And once the new 
derivatives market infrastructure gets in place, you can be sure 
that is what is going to happen. And we saw only a taste of that 
recently when the Wall Street Journal reported on high-speed trad-
ers exploit loopholes on May 1, 2013, and what they are doing or 
not doing at the CME. 

Now, I do not know if what is in the article is accurate or not. 
I just know that it is a precursor to the future where HFT is going 
to move into this new market infrastructure in a big way and have 
the same disruptive aspects to it. And the CFTC needs the data 
and information from registration and authority now so that this 
Committee and that agency can get in front of the issues. 

Senator GRASSLEY. Yes. That—— 
Mr. COOPER. Mr. Senator, could I just—— 
Senator GRASSLEY. Yes, please do. 
Mr. COOPER. I do not think registration would accomplish any-

thing. There are volumes of data available right now that can be 
used to assess the impact of high-frequency trading on the mar-
kets, and we think there is a positive impact, and it is not the im-
pact you think. In fact, the U.K. Government-sponsored Foresight 
Commission as well as the SEC itself has conducted studies that 
show the beneficial impact. I think it is important to recognize reg-
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istration of any individual category of trader is not going to en-
hance the information flow available to the regulators. 

Senator GRASSLEY. Okay. If that is all you have to say on the 
subject, that takes care of my questions. 

I would suggest, like she said, I should adjourn, but just in case 
somebody was going to come back here, if you would be polite 
enough, if somebody comes back, to let them take over, because I 
was fortunate enough, I was running back here, and she came back 
and reconvened for me. I appreciate that very much. Thank you all. 

[Pause.] 
Senator GRASSLEY. I guess there is more red tape to this than 

I thought. We are in recess. 
[Recess.] 
Chairwoman STABENOW. [Presiding.] The Committee will come to 

order. I apologize for the delay, but we are happy to be back. I 
know that Senator Thune has some questions. 

Senator THUNE. Thank you, Madam Chair and Senator Cochran, 
for calling this important hearing, and I want to thank our panel-
ists here for hanging around and giving us the opportunity to con-
tinue to ask questions. 

Just as we talk about reauthorization of the CFTC, I think it is 
important to remember that we have got to do this in an intelligent 
way, make sure that as we increase customer protection and build 
confidence in the financial system, that is something that is going 
to encourage producers and firms to better manage their risk and 
provide the necessary liquidity that the market needs to function 
freely. But we also have to remember that we are operating in an 
international global economy, and the decisions that we make do 
not happen in a vacuum, and that any additional regulatory bur-
den we place on firms here in the United States are going to im-
pact the competitiveness of these firms in the global marketplace. 
So I hope we can strike a balance between managing risk, inspiring 
confidence, and allowing the market to function without overly bur-
densome regulations. And so I appreciate those of you who are here 
today giving us some insights about how best to do that. 

I wanted to ask a question of Mr. Cooper. In the last Congress, 
I sponsored legislation which modified and updated securities regu-
lations to help promote greater capital formation and improved 
transparency in the marketplace. I was pleased that the language 
was included in the bipartisan JOBS Act, which was signed into 
law by President Obama. 

In your testimony, you have suggested that some of the provi-
sions in the JOBS Act which directed the Securities and Exchange 
Commission to amend securities regulations governing private 
placements should be extended to cover commodity pool operators 
as well. And I am wondering if you can explain why this is needed 
and what the implications are if the CFTC does not amend its 
rules to be consistent with the JOBS Act or the SEC regulations. 

Mr. COOPER. Thank you, Senator Thune. I want to thank you for 
your leadership as well on the JOBS Act, a tremendous piece of 
legislation designed to, in fact, and hopefully will, result in greater 
capital formation opportunities. 

We have talked a lot about consistency and harmonization today 
in the cross-border context. This is a perfect example where we 
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need consistency and harmonization that is between the CFTC and 
the SEC on this particular provision. 

If the CFTC were not to amend its rules to make complementary 
changes to permit private placements essentially, it would thwart 
the very purposes in our industry that the provisions that were 
part of the JOBS Act were intended to promote, because, in fact, 
many of our members, the vast majority, are now dually registered. 
So not being able to participate in the broader general solicitation 
of private placements would, in fact, undermine the very purposes 
that the JOBS Act was intended to address. 

Senator THUNE. Thank you. I want to take just a moment to take 
advantage that we have got a wide range of expertise and diversity 
of opinions on today’s panel. Mr. Kelleher, you advocated user fee 
funding for expanded regulation by the CFTC on almost all fronts: 
high-frequency trading, physical commodity holdings, not to men-
tion to help cover the costs of staffing and technology. Whereas, 
others have made the case that additional fees would increase the 
cost of hedging. An increase in the cost of hedging will then ulti-
mately increase the costs of goods for consumers. And I am just 
kind of curious to know what your response is to that assertion or 
that criticism. 

Mr. KELLEHER. Thank you, Senator. I would not say we are advo-
cating fees across all boards for all—across all products, all mar-
kets, for all things. I think you have to find out that which fees 
are appropriate to be assessed on given the essential mandate and 
the funding needs of the CFTC. It is to the advantage of all the 
member participants in the markets, the investors, and the system 
that the CFTC have adequate funding on the technology side and 
the personnel side. 

So when we look at it, we say, well, if you look at it, you have 
got—and I cannot remember what the numbers are exactly. I do 
not think Terry and I are going to agree on this. We are not talking 
about 1 percent. We are talking about probably fractions of a penny 
per contract. But, you know, if you took 25 CBO wheat contracts 
and you had half a cent per contract, you are talking about a 12- 
cent addition. If you took a larger size lot of 25,000 contracts, 
which would be a big trade, about $70 million worth of corn, you 
are talking about $125 on $70 million worth of contracts if it was 
half a cent. And if you actually look at the numbers and then you 
apply it to the numbers—now, everybody can disagree or have dif-
ferent views of what gets carved out for liquidity purposes and oth-
erwise—you are talking about probably a very small fraction of a 
penny per contract. It would be so de minimis actually to end users 
and market participants that it is unlikely to have any effect at all. 
But where it has the most effect is we have a CFTC with a huge 
vital mandate that gets funded at a level that can service the mar-
ket participants who have to register. You have SDRs, you look at 
the information flowing in that cannot be handled now. That is in 
the interest of everybody, including everybody at this table. 

So I am not trying to get a huge fee. I am not trying to get more 
than a penny that is necessary. I think any fee should be as low 
as humanly possible and done in a targeted, sensible way so it does 
not impact liquidity and reduces the impact on all market partici-
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pants, but generates enough revenue for the CFTC to get its vital 
job done, which everybody needs to have done. 

Senator THUNE. Mr. Duffy? 
Mr. DUFFY. Senator Thune, I think what is important when we 

are doing mathematics here, in order to get to the $315 million to 
fund the agency, you need to charge 5 cents per contract at the 
CME Group. That is a 100-percent increase on our liquidity pro-
viders. There is no question anybody that has a 100-percent in-
crease in doing their business that they have to change the way 
they are going to do their business. And the way they are going to 
change it is they are going to do less activity and widen the spread, 
which will cause the consumers and the taxpayers and the Govern-
ment more, especially when you are trying to auction off U.S. Gov-
ernment debt, and the only place they have to go to do the layoff 
is at the Chicago Board of Trade, which we own, and because our 
markets are so deep and liquid, the Government can auction off 
debt all day long to our participants, and they hedge it in the fu-
tures market. That bid-offer goes up, the cost to the taxpayer will 
go up right along with it. It will cost billions of dollars, sir. Billions. 

Mr. KELLEHER. With all due respect, I think—and correct me if 
I am wrong, Terry, but you are only talking about the futures mar-
ket. The jurisdiction of the CFTC will now include the swaps mar-
ket. So if you take the total market, whatever the notional amount 
is, whatever you want to argue, you are looking at a market that 
is 6 times the size, or more, of the futures market. 

Mr. DUFFY. But there are only 2,000 transactions a day, Senator 
Thune, that happen today in the over-the-counter opaque futures 
market—not in the futures, in the over-the-counter market. So 
even though it is 400 trillion notional, there are only 2,000 trans-
actions a day. There are 20 million in the listed derivatives mar-
kets today. 

Senator THUNE. Okay. Madam Chair, thank you. That was a 
good discussion. And I know you have a second panel you are wait-
ing to get up here, so thank you very much for your indulgence, 
and I will yield back my time. Thanks. 

Chairwoman STABENOW. Thank you very much. That was a good 
discussion. Thank you again for your patience in waiting. I appre-
ciate all of your input, and we are looking forward to continuing 
to work with you. So thank you very much. 

We will ask our second panel to come forward. You have been 
very patient as well, and we will proceed as soon as everyone is 
seated. 

[Pause.] 
Chairwoman STABENOW. Well, good afternoon. It is wonderful to 

have you with us, and we very much appreciate your perspectives 
and testimony this afternoon. Let me introduce our panel. 

First on the panel is the Honorable Walter Lukken, president 
and CEO of the Futures Industry Association. Good to see you. Be-
fore moving to the private sector in 2009, Mr. Lukken served as 
Acting Chairman of the Commodity Futures Trading Commission 
for 18 months after having been a CFTC Commissioner since 2002. 
Also, he knows this Committee well, having worked under my 
former colleague, our former colleague, Senator Lugar. So it is good 
to have you back. 
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Second, we have Mr. Guilford. Mr. Gene Guilford is the national 
and regional policy counsel for the Connecticut Energy Marketers 
Association and is here today on behalf of the Commodity Markets 
Oversight Coalition. After working for a short time in the Reagan 
administration, Mr. Guilford returned to his home State of Maine 
to serve as president of the Maine Oil Dealers before moving to the 
Connecticut Petroleum Association. Welcome. 

Mr. John Heck is senior vide president of The Scoular Company, 
and he joins us today from Omaha, Nebraska, on behalf of the Na-
tional Grain and Feed Association. Mr. Heck sits on the Board of 
Directors of NGFA. Mr. Heck has been with The Scoular Company 
since 1981 when he first joined as a grain merchandiser, so it is 
great to have you with us as well. 

Next we have Mr. Donald Russak, executive vice president and 
CFO for the New York Power Authority, and he is here today on 
behalf of the American Public Power Association. Mr. Russak has 
served in numerous positions with the New York Power Authority 
throughout his 33-year career, so we are glad to have you. 

Finally, Mr. Colby. We have Mr. Jim Colby, who is the assistant 
treasurer at Honeywell International. He has also worked at Bear 
Stearns, UBS, and General Motors. Thank you for joining us this 
afternoon as well, Mr. Colby. 

So we will now turn to you, Mr. Lukken, for your testimony. 

STATEMENT OF THE HON. WALTER L. LUKKEN, PRESIDENT 
AND CHIEF EXECUTIVE OFFICER, FUTURE INDUSTRY ASSO-
CIATION, WASHINGTON, DC 

Mr. LUKKEN. Well, thank you, Chairman Stabenow and Ranking 
Member Cochran. As you turn your attention to CFTC reauthoriza-
tion, the Futures Industry Association stands ready to assist. FIA 
is the leading trade organization for the cleared derivatives mar-
kets. 

As you know, clearing ensures that the financial integrity of the 
market is protected from the failure of one of its market partici-
pants. Futures commission merchants, or FCMs, play a critical role 
in facilitating the clearing process by guaranteeing the transactions 
of customers and serving as the front-line gatekeepers of market 
risk through the collection of customer margin. 

FIA’s mission since its inception has been to protect the public 
interest through the adherence to high standards of professional 
conduct and financial integrity. In carrying out this mission, FIA 
responded to the unacceptable consequences brought about by the 
failures of MF Global and Peregrine Financial Group. FIA formed 
a Customer Protection Task Force in the aftermath of these insol-
vencies and recommended a number of changes that have already 
been adopted, which include the enhancement of FCM record-
keeping, reporting, and early warning indicators, including: the fil-
ing of daily segregation balances with regulators, the creation of an 
automated daily verification system for customer segregated bal-
ances directly with banks and other depository institutions, and the 
collection and posting of additional FCM financial information onto 
an online system to help customers monitor and assess the health 
of their FCMs. 
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Much has been accomplished through these efforts over the last 
year and a half, and we continue to evaluate additional ideas such 
as the idea of customer protection insurance. The FIA, CME, NFA, 
and the Institute for Financial Markets have partnered to fund a 
study on the costs and benefits of this idea. We look forward to 
sharing these findings with the Committee in the coming weeks. 

In addition to these measures already implemented, the CFTC 
has proposed a set of comprehensive regulations to further enhance 
customer protection, and we support much of what has been sug-
gested, including the codification of many of FIA’s recommenda-
tions. However, with regard to how and when customer margin is 
determined and collected, the proposal drastically reinterprets the 
longstanding application of the statute, even though this provision 
in the Commodity Exchange Act has not been changed since 1936. 

It is estimated that this reinterpretation to a firm’s excess mar-
gin or residual interest amount could add $100 billion in additional 
required contributions into customer funds accounts. This will re-
sult in either customers prefunding their margin or paying to use 
the capital of their FCM. 

Many commodity customers have expressed strong concerns with 
this proposal, which will increase the cost of hedging, cause consoli-
dation among small and mid-sized FCMs, and limit execution 
choices for customers. The FIA supports many of the customer pro-
tection measures that the CFTC has proposed. We simply believe 
this one in particular has not been justified. 

I would be remiss if I did not mention the implementation of the 
clearing mandate of swaps in the Dodd-Frank Act. Congress looked 
to the reliability and stability of the futures clearing system when 
it determined to extend clearing to swaps. Unfortunately, the rules 
being written to facilitate the clearing of swaps are in some case 
reinventing an already proven clearing process for futures. 

For example, the global futures markets have long benefited from 
regulators around the world working collaboratively to properly 
regulate the trading and clearing of futures while relying upon 
each other’s comparable regulatory regimes to ensure effective 
oversight. 

In contrast to this mutual recognition approach, the lead-up to 
last week’s compromise on cross-border application of cleared 
swaps under the Dodd-Frank Act caused significant uncertainty 
and confusion among the global regulatory and financial commu-
nities. While this last-minute guidance provides some clarity, there 
remains significant complexity and open questions on how global 
firms will get into compliance. 

We now face an all too familiar path of having to request CFTC 
no-action relief to provide our members with the legal certainty to 
trade in the global markets. This may have been avoided through 
a formal APA rulemaking process instead of mere guidance. 

Even in the case where Congress granted specific recognition au-
thority under the Dodd-Frank Act to exempt comparably regulated 
non-U.S. clearinghouses, there has been no guidance as to how this 
exemption, specifically allowed by statute, may be achieved. This 
compares to the futures markets that have functioned across bor-
ders without major incidents for many years under a recognition 
system. 
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In closing, our members stand ready and willing to facilitate the 
clearing of swaps, just as we have for futures. But it is important 
as we implement these important changes in the market structure 
for swaps that we not harm the futures markets that have served 
our industry well over time. 

Thank you, and I welcome any questions you may have. 
[The prepared statement of Mr. Lukken can be found on page 

150 in the appendix.] 
Chairwoman STABENOW. Thank you very much. 
Mr. Guilford. 

STATEMENT OF GENE GUILFORD, NATIONAL AND REGIONAL 
POLICY COUNSEL, CONNECTICUT ENERGY MARKETERS AS-
SOCIATION, CROMWELL, CONNECTICUT, ON BEHALF OF THE 
COMMODITY MARKETS OVERSIGHT COALITION 

Mr. GUILFORD. Thank you. Honorable Chairwoman Stabenow 
and Ranking Member Cochran and distinguished members of the 
Committee, on behalf of the Commodity Market Oversight Coali-
tion—CMOC—we wish to thank you for the opportunity to appear 
before you here today on the matter of the reauthorization of the 
Commodity Futures Trading Commission and associated issues 
with regard to CFTC’s authorities regulating the activities in the 
commodity markets. 

Just very briefly, let me tell you that, since 2007, the Commodity 
Markets Oversight Coalition is a nonpartisan alliance of organiza-
tions that represent commodity-dependent American industries, 
businesses, end users, and consumers. We are the farmers, truck-
ers, mom-and-pop gas station operators, airlines, and others who 
rely on transparent, functional, and stable commodity markets in 
which to hedge our operations for the mutual benefit of those who 
deliver tangible goods to markets and from whom we receive tan-
gible goods from those markets, for the benefit of the millions of 
consumers that we serve. Our members rely on functional, trans-
parent, and competitive commodity derivatives markets as a hedg-
ing and price discovery tool and as an essential part of our busi-
ness operations. As a coalition, we favor Government policies that 
promote stability and confidence in the commodities markets; seek 
to prevent fraud, manipulation, and excessive speculation; and pre-
serve the interests of bona fide hedgers and American consumers. 

When accepting the John F. Kennedy Profiles in Courage Award 
in 2009, former CFTC Chair Brooksley Born stated, ‘‘Special inter-
ests in the financial services industry are beginning to advocate a 
return to ‘business as usual’ and to argue against the need for any 
serious reform. We have to muster the political will to overcome 
these special interests. If we fail now to take the remedial steps to 
close the regulatory gap, we will be haunted by our failure for 
years to come.’’ 

That was not the first time she issued a warning with regard to 
the necessity of appropriate transparency, accountability, and over-
sight of the derivatives markets. 

Now, there are several issues that we would recommend to the 
Committee that the Committee undertake, and we would look for-
ward to working with the Committee as we go forward with this 
reauthorization process. 
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The first on our list is manipulation and excessive speculation, 
and the Committee should examine the efficacy of the October 18, 
2011, position limits rule as well as the underlying statutory au-
thorities of the CFTC in preventing manipulation and the harmful 
effects of excessive speculation. 

The previous panel questioned whether or not you had the right 
panel in order to address these questions. I would like to take a 
moment, if I could, to suggest to you, with all due respect, you have 
the right panel. In the last 2 weeks, the NYMEX RBOB contract 
has increased 43 cents a gallon. In the last 2 weeks, crude has in-
creased $10 a barrel. 

Let me put into context what 43 cents on the RBOB contract 
means: 43 cents is $155 million a day in higher gasoline costs on 
the American people; it will cost a billion dollars a week. And why 
would that be the case? Why would that be necessary? 

We have circumstances that I would like to get into in question 
and answer hopefully about what happened before the financial cri-
sis and where we are as of 2012. We have had enormous demand 
destruction in gasoline demand in the United States for the first 
time since World War II, a substantial decrease in demand for gas-
oline. For the first time since 1960, we are net exporter of gasoline. 
For the first time since Harry Truman was President, in 2011 we 
became a net exporter of distillate fuel. 

We are importing less crude oil than at any time since President 
Clinton’s first term. Last year, we had the greatest single increase 
in daily production of crude oil in the United States history since 
1859. And yet through all of that, before the financial crisis and 
after, we have gone from 72 barrels on crude—$72 a barrel on 
crude to $94. And it was not a straight line. It is up and down con-
stantly, daily, with enormous volatility. And we have added just 
another 10 this last week. On gasoline, we have gone from $2.80 
to $3.68. 

At a period of time when the American people have used less 
gasoline, not more, we have a surplus of gasoline that we can sell 
into world markets. With all due respect, the accountability and 
transparency and oversight of these markets is exactly the reason 
why the Commodity Futures Trading Commission needs the au-
thorities that you have given it so that we can determine what is 
going on in these markets, what is motivating them and what is 
moving them. 

We have a number of suggestions, and we would like to work 
with the Committee as we go forward in this process, especially 
with regard to resources. An agency that collects $2 billion in fines 
for the Federal Government may not necessarily need a tax, but it 
certainly needs more resources. 

Thank you very much for your time. 
[The prepared statement of Mr. Guilford can be found on page 

89 in the appendix.] 
Chairwoman STABENOW. Thank you very much. 
Mr. HECK. 
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STATEMENT OF JOHN M. HECK, SENIOR VICE PRESIDENT, 
THE SCOULAR COMPANY, OMAHA, NEBRASKA, ON BEHALF 
OF THE NATIONAL GRAIN AND FEED ASSOCIATION 

Mr. HECK. Thank you, Chairwoman Stabenow, Ranking Member 
Cochran, and members of the Committee. I am John M. Heck, sen-
ior vice president of The Scoular Company in Omaha, Nebraska. 
Scoular manages commodity supply chain risk for customers in 
food, feed, and renewable fuel markets, and we assist farmers in 
tailoring their risk management solutions utilizing 61 grain-han-
dling facilities across the country. 

Today I am representing the National Grain and Feed Associa-
tion. Today I would like to focus primarily on a rule proposed by 
the CFTC last November that would radically change the way busi-
ness is done in the futures industry, and we believe strongly, de-
spite CFTC’s goal of enhancing customer protection, that two provi-
sions of the rule would actually cause a dramatic increase in cus-
tomer risk. 

The first position would decrease the time in which customers’ 
margin calls must arrive at their futures commission merchant, or 
FCM, from the current 3 days to just 1 day. Otherwise, the FCM 
would have to take a capital charge for that undermargined 
amount. Even in today’s environment of money moving electroni-
cally, 1 day is not sufficient for all customers to maintain the cur-
rent 3-day timeline. Otherwise, we fear some FCMs would require 
customers to pre-margin their hedge accounts, potentially putting 
more customer funds at risk in the event of another FCM insol-
vency. 

The second provision of concern, maybe more troubling than the 
first, would change the timing of FCMs’ calculation of residual in-
terest. Those are the funds that the FCM contributes from its own 
money to ‘‘top up’’ customer accounts until margin calls are re-
ceived. For decades, this provision of the CEA has been interpreted 
by the Commission as allowing some period of time for FCMs to do 
this. The CFTC proposal would change that consistent historical in-
terpretation to require that every customer be fully margined on a 
24/7 basis. Now, that may sound like a good idea, but in the real 
world it causes major problems, especially among the smaller and 
mid-sized FCMs that serve production agriculture and agri-
business. This would severely stress FCMs’ liquidity, leading us to 
fear, again, that pre-margining would be required of customers. An 
unintended consequence would be consolidation in the FCM world 
as smaller firms cannot compete with larger firms who could afford 
to top up customer accounts. 

If I could bring this down to a real-world example, think about 
a typical country elevator in Nebraska. This elevator handles 5 mil-
lion bushels of grain per year. Before harvest, the elevator might 
have 40 percent of its annual grain volume purchased from farmer 
customers and then hedged through forward futures contracts. As-
suming a typical crop mix of corn, wheat, and soybeans, for corn 
the elevator has to post $648,000 with its FCM to establish its up- 
front futures position; soybeans, another $594,000; wheat, another 
$129,000. That is a total of more than $1.3 million the country ele-
vator has sent to the FCM just to establish its futures positions. 
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Now let us look at the additional financial requirements if the 
CFTC proposal was put into effect. We will assume that the ele-
vator’s FCM would require pre-margining by the customer to cover 
a 1-day limit up move, a reasonable precaution by the FCM. The 
country elevator would have to send 1 million more to the FCM for 
the possibility of a limit up move that may never come. If MF Glob-
al had required pre-margining of this fashion, the country elevator 
would have had almost twice as much of its capital exposed to mis-
use and loss, about $2.3 million instead of $1.2 million. 

We continue to be mystified about why the meaning of the Com-
modity Exchange Act has changed after decades of consistent inter-
pretation. We would prefer to work this out with the CFTC, but 
there may be a need for legislative action to clarify the interpreta-
tion the futures industry has relied on for so long. 

One final item of regulatory concern is the CFTC rule concerning 
recordkeeping by companies that are members of a commodity ex-
change. In the form prescribed by CFTC, we are not aware of any 
technology that currently exists that will capture the information 
required by the Commission. We are working with the Commission 
on clarification of this problem. 

In conclusion, I have detailed the NGFA’s other reauthorization 
priorities in my written testimony. We believe that the U.S. Bank-
ruptcy Code needs to be harmonized with the CEA and CFTC regu-
lations to clarify and ensure that customers come first in FCM in-
solvencies. We also believe that the futures customers should have 
access to some form of insurance as securities customers do. As you 
have heard from many other comments today, we are also awaiting 
a study from the FIA before recommending any particular struc-
ture. 

Thank you for the opportunity to testify, and I look forward to 
any questions. 

[The prepared statement of Mr. Heck can be found on page 121 
in the appendix.] 

Chairwoman STABENOW. Thank you very much. 
Mr. Russak. 

STATEMENT OF DONALD A. RUSSAK, EXECUTIVE VICE PRESI-
DENT AND CHIEF FINANCIAL OFFICER, NEW YORK POWER 
AUTHORITY, WHITE PLAINS, NEW YORK, ON BEHALF OF THE 
AMERICAN PUBLIC POWER ASSOCIATION 

Mr. RUSSAK. Chairwoman Stabenow, Ranking Member Cochran, 
and members of the Committee, I am testifying today on behalf of 
the New York Power Authority—or as it is known, NYPA—the 
State of New York, as well as the American Public Power Associa-
tion. Thank you for the opportunity to testify on an issue of great 
importance to public power utilities in considering the reauthoriza-
tion of CFTC. 

NYPA is the largest State-owned public power organization, serv-
ing business customers, governmental customers, municipal electric 
utilities, and rural cooperatives throughout New York State. The 
electric energy used to serve these customers is subject to the 
forces of the volatile markets, and yesterday was a perfect example 
of this volatility. With temperatures approaching 100 degrees in 
many parts of New York State, the spot market price for electricity 
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ran up into the hundreds of dollars per megawatt hour, as much 
as $500 a megawatt hour in New York City alone, up from $60 the 
prior week. This exposes NYPA’s financial position and its cus-
tomers to price risk and uncertainty. 

NYPA uses certain hedging transactions to reduce its market 
risk, to stabilize revenue, and most importantly, to provide rate 
stability to our customers. Because of the transparency and cer-
tainty that will be provided in the swap markets, we continue to 
support the Dodd-Frank Act and the full funding sought for the 
CFTC in the President’s fiscal year 2014 budget. 

However, CFTC regulations implementing swap dealer rules of 
the Dodd-Frank Act have damaged our ability to protect our cus-
tomers and ourselves from this market volatility. Under these reg-
ulations, a counterparty can engage in just $25 million of swap 
dealing activities with public power utilities before having to be re-
quired to register as a swap dealer. For all but the smallest of 
transactions, the number might as well be zero. 

The threshold amount is also unfair to public power entities. The 
de minimis threshold for swap dealing activities with investor- 
owned utilities, entities against whom we compete, is $8 billion, or 
300 times the amount. As a result of the $25 million threshold, a 
number of non-financial entities have refused to enter into finan-
cial transactions with NYPA, which naturally leads to increased 
costs to us and to our customers. This is imperiling jobs across the 
State as well as increasing taxes. 

The problem is not unique to the power authority but affects 
public power utilities throughout the country. APPA members com-
monly report that counterparties are refusing to enter into swap 
transactions with them, and the numbers have fallen off by half or 
more. In fact, Grant County Public Utility District in Washington 
State went from 28 counterparties down to 2. The October 2012 no- 
action letter raises the special entity de minimis threshold from 
$25 million to $800 million for certain power-related transactions. 
However, additional restrictions on these have meant that counter-
parties are still not participating in the market with us. 

Even CFTC’s Scott O’Malia, in a keynote address this May, noted 
the irony that the CFTC, in trying to protect public power utilities 
from the perils of the swaps markets, has instead forced us to trade 
only with Wall Street banks. He and other CFTC Commissioners 
have recommended further action, if not through regulation then 
through legislation. 

On March 11, 2013, the Public Power Risk Management Act was 
introduced. This legislation provides very narrow and targeted re-
lief for operations-related swaps for public power utilities. Specifi-
cally, the legislation would provide that the CFTC treat utility op-
erations-related swaps with a utility special entity in the same 
manner such swaps are treated with other utilities, that is, made 
subject to the overall $8 billion threshold. This would put public 
power utilities on the same footing as investor-owned utilities. 

The Public Power Risk Management Act was approved by the 
House Committee on Agriculture with a unanimous voice vote on 
March 20 and was approved in the House by a 423–0 vote on June 
12. The legislation has since been sent to the Senate and referred 
to this Committee. It has been endorsed by the U.S. Chamber of 
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Commerce, the Consumer Federation of America, and the Com-
modity Markets Oversight Coalition. We would very much encour-
age this Committee to take up and approve H.R. 1038 or, as it con-
siders CFTC reauthorization, to provide similar legislative relief. 

Public power utilities are well versed in the markets in which we 
hedge price and operational risks. Forcing us to enter into trans-
actions with only Wall Street firms provides no substantive benefit 
and, moreover, reduces the number of market participants with 
whom public power utilities can hedge their risk. Ultimately, this 
increases operational risk and hurts our customers. 

Thank you again for the opportunity to testify, and I will be 
happy to answer any questions. 

[The prepared statement of Mr. Russak can be found on page 161 
in the appendix.] 

Chairwoman STABENOW. Thank you very much. 
Mr. Colby. 

STATEMENT OF JIM COLBY, ASSISTANT TREASURER, HONEY-
WELL INTERNATIONAL INC., MORRISTOWN, NEW JERSEY 

Mr. COLBY. Chairwoman Stabenow, Ranking Member Cochran, 
and other members of the Committee, thank you for inviting me to 
testify. I am an assistant treasurer at Honeywell International, and 
today I speak on behalf of Honeywell, the Coalition for Derivatives 
End Users, and other commercial end users who are asking Con-
gress to take quick action on S. 888 to provide non-financial end 
users hedging commercial risk with an exception from margin re-
quirements in keeping with the original intent of the Dodd-Frank 
Act. 

Honeywell is a diversified technology and manufacturing leader, 
serving customers worldwide with aerospace products and services; 
control technologies for buildings, homes, and industry; 
turbochargers; and performance materials. The company’s more 
than 132,000 employees include 20,000 scientists and engineers 
who are focused on developing innovative products and solutions. 

Honeywell is truly a global company, with more than 50 percent 
of our sales outside of the United States and therefore exposed to 
market risks from changes in interest rates, foreign exchange 
rates, and commodity prices. When appropriate, we hedge expo-
sures through the use of derivative contracts to eliminate risks that 
we cannot control. We do not use derivatives for speculative pur-
poses. 

With a compliance deadline looming, end users ask the Senate to 
take quick action on S. 888 Without swift action on this legislation, 
which passed the House with an overwhelming bipartisan vote in 
June, non-financial end users will be forced to divert capital away 
from job-creating investments, sidelining billions of dollars in mar-
gin accounts. According to a Coalition for Derivatives End Users 
survey, a 3-percent initial margin requirement could reduce capital 
spending by as much as $5.1 to $6.7 billion among S&P 500 compa-
nies alone and cost 100,000 to 130,000 jobs. 

To demonstrate how non-financial end users use derivatives to 
manage risk, I will provide an example of how Honeywell uses de-
rivatives. We sell satellite and launch vehicle inertial measurement 
units manufactured in Florida to customers in Germany. Europe is 
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a key growth market for commercial space products and, in order 
to qualify for consideration on certain opportunities, we may be re-
quired to enter into contracts denominated in euros even though all 
costs of production are incurred in U.S. dollars. The period for this 
type of contract can span multiple years, during which changes in 
the value of the euro versus the U.S. dollar can significantly impact 
the economics of the project. To mitigate this risk, we may enter 
into a forward contract to sell an amount of euros equal to our net 
exposure to lock in the market rate. 

To shed some light on Honeywell’s potential exposure to margin 
requirements, we had approximately $2 billion of hedging contracts 
outstanding at year-end that would be defined as a swap under 
Dodd-Frank. Applying 3-percent initial margin and 10-percent vari-
ation margin implies a potential margin requirement of $260 mil-
lion. Cash deposited in a margin account cannot be more produc-
tively deployed in our businesses and as a result limits our ability 
to promote economic growth and protect American jobs. 

In approving the Dodd-Frank Act, Congress made clear that end 
users were not supposed to be subject to margin requirements. 
Nonetheless, regulations proposed by the prudential banking regu-
lators would require end users to post margin. This stems from 
what they view to be a legal obligation under Title VII, not because 
they view it as necessary for the safety and soundness of the finan-
cial system. 

Dialogues between Senator Mike Crapo and Federal Reserve 
Chairman Ben Bernanke and between Senator Tester and Gov-
ernor Daniel Tarullo during Senate testimony underscore why pas-
sage of the margin bill is necessary and why the Senate should 
have confidence in taking quick action. As Governor Tarullo made 
clear last week, passage of this bill would simply remove what they 
believe to be the requirement under Dodd-Frank to impose margin 
requirements while leaving intact the ‘‘ability to use [the] full pan-
oply of supervisory tools.’’ He further stated that the Fed does not 
need any additional authority to promote safety and soundness in 
the financial system and good risk management practices among 
regulated entities. Passage of S. 888 would not remove the ability 
of banks to set margin requirements on end users as part of their 
credit risk management process. 

The legislation in no way begins to dismantle Dodd-Frank. It 
would simply ensure that the final act and rules function as Con-
gress intended and that commercial end users do not face the same 
regulatory burden as those who speculate and create systemic risk. 

In conclusion, we need the Senate to quickly enact S. 888 so that 
end users like Honeywell will continue to have the ability to man-
age risk without having mandatory and unnecessary margin re-
quirements imposed. Mandatory requirements would divert cash 
from investment and job creation. Regulators have made clear that 
they are not necessary for the safety and soundness of our financial 
system. 

Thank you for inviting me to testify today. I look forward to an-
swering any questions that you might have. 

[The prepared statement of Mr. Colby can be found on page 65 
in the appendix.] 
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Chairwoman STABENOW. Well, thank you very much to each and 
every one of you. Mr. Colby, let me just indicate that, first of all, 
I was very involved in the effort on the language on end users in 
Dodd-Frank, and I think Congress has been very clear about the 
fact that we want to maintain the ability for market participant to 
use markets and to safely hedge, and so I share your concerns on 
this issue. This is something we have actively been involved in on 
this Committee and with the CFTC, and I realize the broader 
issues with the Fed and so on right now. But could you just take 
a moment to talk just a little bit more about what it would mean 
if you had to post margin as it relates to reducing your hedging ac-
tivities? 

Mr. COLBY. Well, what it would do is—I mentioned the $260 mil-
lion figure. That is cash that we could be investing in the oper-
ations of the company, creating capital expenditures, creating jobs, 
and promoting economic growth. But instead, if we put it into a 
margin account, it is going to sit idle, and we cannot spend it. We 
cannot spend the same dollar twice. If it is sitting in a margin ac-
count, it means we cannot invest it in the business. 

Chairwoman STABENOW. Thank you very much. 
Mr. Heck, a priority for all of us is that the markets are safe and 

work well for commercial hedgers. Given all the changes in the last 
year as we look at rules, as we look at other changes with NFA 
that we heard about today, and CME and so on, those proposed by 
the CFTC, do your members feel safer using the futures and the 
swaps markets today? 

Mr. HECK. Senator, I think they do feel—I do think they feel 
safer today. I applaud the NFA for the self-regulatory changes they 
have made. A lot of those mirror recommendations made by the 
NGFA’s task force shortly after the MF Global bankruptcy. 

I also think the CME has made significant progress in making 
our funds safer due to the changes they have made at the clearing-
house level. 

We do believe that there are other avenues to explore. We are 
not seeking a legislation solution. I think we would be interested 
in and have told the CFTC we would like to work on a pilot pro-
gram with them that would involve a fully segregate customer ac-
count, and that kind of account exists in parts of the swaps indus-
try right now. We would like to do that. And as I said, we would 
also like to see the results of this insurance study to see if that is 
a feasible alternative for our members. 

Chairwoman STABENOW. So from your perspective, your members 
would be willing to pay for full segregation at this point? 

Mr. HECK. I think that depending on the size of one of our mem-
bers, segregation, full segregation of the cost of that would be 
something they would be interested in. But, again, we would really 
like to see that be optional between the FCM and their customer. 

Chairwoman STABENOW. Mr. Lukken, let us talk a little bit more 
about that from your perspective. If there were changes made to 
the bankruptcy laws that made full physical segregation feasible, 
would your member futures commission merchants offer that to 
customers? Is the Bankruptcy Code the only issue that is standing 
in the way? And do you see a demand at this point in the market-
place for full physical segregation? 
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Mr. LUKKEN. Well, we would support an optional full segregation 
approach. I think we are dealing with this issue in Europe cur-
rently where EMIR requires not only omnibus accounts but also op-
tional individually segregated accounts. The question is cost, 
whether people are willing to pay the cost to have that extra set 
of protection. 

If you are losing the fellow customer risk, that shared insurance 
level, it is going to cost because that risk is going somewhere, like 
squeezing a balloon. So somebody is going to have to pay for that 
risk, so that is the reason the costs are going to have to go up. 

Chairwoman STABENOW. Thank you. 
Mr. Guilford, I see Senator Donnelly here, so I am going to let 

him talk to you about gas prices. I know he wants to talk to you 
about gas prices, so I will let him have those questions, although 
I am also equally interested. But since you represent a company 
that would be, in effect, regulated by the CFTC, why are you sup-
portive of increasing its funding and growing the agency? Why is 
that important for your members? 

Mr. GUILFORD. If I might, I would like to take you back to 
2008—— 

Chairwoman STABENOW. We need you to push the button. 
Mr. GUILFORD. Thank you. I will take you back to 2008, but I 

will make it really brief and not as long as 2008. 
Chairwoman STABENOW. Good. 
Mr. GUILFORD. In 2008, we had crude oil at about $70 a barrel 

in March. I testified before House Energy and Commerce about a 
month before it reached its peak in July of that year of $147, and 
by November it had fallen back to $32. 

Now, during that span of time, we had major Wall Street invest-
ment banks claiming that crude was going to go to $200 a barrel 
that year. That resulted in the customers of our heating oil retail-
ers rushing to their heating oil retailer saying, ‘‘Lock us in, protect 
us from this Armageddon that is coming.’’ So a lot of these con-
sumers, hundreds of thousands of these consumers, with thousands 
of heating oil retailers, went into these markets and locked in 
prices of between $4.50 and $5 a gallon for their winter heating 
fuel supply. 

Unfortunately, by the time we got to November and that market 
price fell to $32 a barrel, we had market price heating oil, physical 
heating oil, at $2 a gallon. Well, imagine that you are a consumer 
and you laid out $4.50 a gallon for 900 gallons of heating oil for 
your winter supply, and the actual market price at the time had 
fallen to $2. 

So we had a lot of angry consumers, and we had a lot of very 
unfortunate heating oil retailers because they are decent business 
people and they have done business for three and four generations, 
wanted to make sure they took good care of their customers, who 
let a lot of those customers out of those contracts in order to be 
able to keep them as customers, but not without a tremendous cost. 

It was clear to us then that these markets are dysfunctional. 
They do not operate for the purpose in which they were intended. 
And what we heard all through that period of time—and appre-
ciate, if you will, Madam Chairwoman, that we were told at the 
time that this was all because of supply and demand. Now, the pre-
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vious panel discussed that you do not need to be a Ph.D. to under-
stand some statistics. Tell me, if you would, please, because it has 
not been answered for us in 5 years, why we had a situation where 
there was a supply and demand dynamic that drove it from $70 to 
$147 in 4 months. Where was the extraordinary interruption in 
crude oil supply or the extraordinary increase in demand within 4 
months that more than doubled the price of crude? And then, right 
after the 4th of July, after we celebrated Independence Day, it be-
gins to fall in another 4 months from $147 to $32. 

So whatever circumstances attributable to supply and demand 
that occurred in the first 4 months apparently evaporated and 
turned 180 degrees in the second 4 months. 

Madam Chairwoman, in answer to your question, we need to 
have absolutely transparent, accountable, and adequately overseen 
financial markets, because we rely on these markets to be able to 
do one very simple thing for our customers. Our customers come 
to us and ask us to be protected—protected from the vicissitudes 
of the economy and the marketplace, and that is what we like to 
be able to do. And we like to be able to do it in a way that protects 
them, protects us. We can earn a decent living and manage to take 
care of consumers. We could not do that in 2008. 

Chairwoman STABENOW. Okay. Thank you very much. 
I am going to turn now to Senator Cochran. 
Senator COCHRAN. Following up on the last comments, what 

would we do if we wanted to introduce legislation and identify 
changes in current law that would lead to the result you just 
wished for? 

Mr. GUILFORD. Well, it is important, I think, Senator, to take 
this on several different levels. First of all, we started working on 
something as simple as closing the Enron loophole. You will recall 
that. We worked on that with you and others in the Senate back 
in 2008. Now, there was a clear example of an instance in which 
a lack of transparency in the markets resulted in the citizens of 
California going from paying $7 billion for electricity to $27 billion 
for electricity. There is no doubt about the fact that there was ma-
nipulation. Nineteen people went to jail. A 20th would have had 
Mr. Lay not passed away. An enormous amount of manipulation in 
one market by one company. And what we attempted to do at the 
time was to close the loophole by taking over-the-counter and elec-
tronic trading out of the dark markets, to shine a light on it, to 
make it transparent, to require things to go through mandatory 
clearing—all of the things that we eventually managed to be able 
to do to a greater extent in Title VII but did not entirely succeed 
in perfectly, certainly. But we certainly did not do it when we 
passed the farm bill in 2008. 

Well, transparency in these markets, knowing what is going on, 
to be able to see all of the market participants and knowing what 
they are doing is critical. 

We would take you in a couple of other directions. One of the 
things we would like to see the authority of the CFTC to have is 
not necessarily to be able to in the first instance regulate index 
funds, but to be able to have the authority to be able to look and 
make sure they understand what they are doing. Understand that 
the concern that we have, and to follow up on the comments of Mr. 
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Kelleher on the previous panel, is to address the issue of how there 
is such an imbalance today of 70 percent financial market partici-
pation in these energy commodity markets and 30 percent actual 
market participants, people and airlines and farmers and truckers 
who want to hedge their products. 

We would like to be able to make sure that these markets are 
functioning for the purpose in which they were intended, and I 
think that we have forgotten why that was the case. 

For over 100 years, we had enormous stability in this country in 
energy prices, and it was not until the 1970s that they became un-
stable. That is when we created the CFTC, gave it its original set 
of authorities. We wanted to create a world marketplace in order 
to be able to wrest control of energy markets away from OPEC. 
And for about 25 years, it worked brilliantly, absolutely brilliantly, 
but in the last decade not as well. And I think that a lot of that 
was attributed to the fact that, unfortunately, a mistake was made 
both in 1999 and in 2000 in deregulating these markets and closing 
them off so that we did not see what they were doing. 

So in the first instance, let us make sure we understand exactly 
what is going on in these markets. Let us make sure we have an 
agency that is paying attention to what is going on in these mar-
kets, because when what we have seen going on in the last week, 
Senator, 43 cents on gasoline in 2 weeks, $1 billion a week it will 
cost the American people in higher gasoline costs, we better have 
a really good answer to be able to give people about why that is 
occurring. And we do not have a very good answer today, and it 
starts at the CFTC at least with what is going on in the commodity 
markets because that is where the activity is occurring that is driv-
ing these prices. 

Senator COCHRAN. And we are out of gas. That is the other part. 
In terms of production, what is the level of production compared 

with the way it was 5 years ago, 10 years ago? Is it going down 
or is it going—— 

Mr. GUILFORD. Great question. Thank you very much. Before the 
financial crisis, America was consuming about 20 million barrels a 
day of crude oil, before the financial crisis in 2007. In 2012, it was 
18.5 million barrels. We had a million and a half barrel a day de-
crease in crude oil consumption, an enormous—cataclysmic in the 
energy business that we would have that much demand destruc-
tion. At the very same time, during the same period, America has 
produced an additional 1.5 million barrels a day in domestic pro-
duction, another cataclysmic event. The biggest single increase in 
daily production of crude oil in the history of the United States 
since 1859 when we began commercially producing crude oil. Ex-
traordinary. 

Combine those two issues, it is a 3 million barrel a day swing 
in just crude. And yet what happened between those two dates? We 
went from $72 on crude to $94. And, again, not a straight line. So 
a 3 million barrel a day swing in crude in the world’s largest econ-
omy and largest consumer of petroleum products, and yet we had 
a $22 a barrel increase in crude and another $10 last week. An-
other $10. 

Now, on gasoline, gasoline during the same period of time, we 
went from, in 2007, 9.3 million barrels a day consumption of gaso-
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line to 8.7 in 2012. The first time since World War II that Ameri-
cans consumed that much less gasoline, almost 600,000 barrels a 
day. 

Now, for the economy, just as a statement of fact, in 2007 we had 
a 4.6-percent unemployment rate; in 2012, it was 7.6. And yet we 
hear out of Wall Street most recently, with the June jobs report, 
that we needed to tack on another $3 or $4 barrel on crude because 
we had a robust jobs report. The robust jobs report was up 360,000 
on part-time, down 240,000 on full-time, and U–6 went from 13.8 
to 14.3. I do not think you need to be a Republican or a Democrat 
to understand that does not meet the test of robust. And yet out 
of Wall Street, we needed to have an increase in the price of a bar-
rel of crude. 

I do not find that justified. I do not. 
So we have had enormous changes in the energy markets in this 

country in the majority for a tremendously good reason, but I do 
not necessarily think those have always been reflected in the prices 
that Americans pay. 

Senator COCHRAN. Well, that is one of the reasons why we are 
having these hearings. 

Chairwoman STABENOW. It is. 
Senator COCHRAN. It’s to get some answers and find out what the 

heck is going on. And if there is responsibility here in Washington, 
in the United States Senate specifically, we want to hear some sug-
gestions about what we should consider. 

Thank you very much for being here and helping us in this ef-
fort. 

Chairwoman STABENOW. Thank you very much. 
Senator Donnelly. 
Senator DONNELLY. Thank you, Madam Chairman. I would just 

like to note to Mr. Lukken, a graduate of Indiana University, we 
are very proud of you, and I know you worked on the Agriculture 
Committee under Senator Lugar, who was my predecessor, and it 
is filling awful big shoes following him, and I want to appreciate 
all your service that you gave not only to him but to the country. 
Thank you very much. 

To Mr. Russak, I will sponsor the Public Power Risk Manage-
ment Act. I have talked to Indiana’s municipal power agencies, and 
they are looking for help on this. And we have seen that the CFTC 
recently released a no-action letter temporarily raising the special 
entity threshold for utility-related swaps. Has that helped? And ob-
viously we need a permanent solution to this. We are working hard 
on this. Has the temporary helped at all? 

Mr. RUSSAK. Well, Senator, unfortunately, not very much be-
cause of the temporal nature of this. The counterparties, the non- 
financial counterparties, have not been willing to step up to the 
plate and offer up their services to us. So it really did not help the 
public power entities. We have the same issues in New York State 
as well with the New York municipal electric utilities, and the 
Power Authority itself having seen 20 percent of its counterparties 
going away. 

Senator DONNELLY. Well, I want you to know we will work as 
fast as we can to get a companion bill on this side and get that put 
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in place. We want to get some certainty for the municipal power 
agencies all over the country. 

Mr. RUSSAK. Very much appreciate that, Senator. 
Senator DONNELLY. Mr. Guilford, let me ask you, do you think 

that not having position limits in place for non-end users increases 
the per barrel price? 

Mr. GUILFORD. Yes. 
Senator DONNELLY. And, you know, as I indicated earlier, Gold-

man Sachs analysts around 2011 estimated around 8 to 10 cents 
per million barrels—or per barrel. What you are looking at with 
421 million barrels—what is your estimate of approximately what 
you think it affects per barrel cost? Any ball park. 

Mr. GUILFORD. I would like to put this in the context of what we 
said when we testified in the other body at Energy and Commerce 
and following the president of the world’s largest energy company 
where he indicated that he thought it should be between $60 and 
$70 a barrel. I mean, in a classic economic sense, the cost of a bar-
rel, it is the marginal cost of production of the next barrel, and that 
was his opinion. That was his opinion at that time. That remains 
my opinion today. And if I would, I think putting it in the context 
of what the position limits rule meant, if I could just for a moment? 

Senator DONNELLY. Yes. 
Mr. GUILFORD. I would like to make sure that I quote it accu-

rately. Spot month was 25 percent of estimated deliverable supply 
for one trader, 25 percent of estimate deliverable supply. I do not 
know about you, Senator, but that does not strike me as a huge 
burden, 25 percent of estimated deliverable supply. The not spot 
month, 10 percent of the first 25,000 contracts, 2.5 percent there-
after. 

Senator DONNELLY. Well, I would like to see—— 
Mr. GUILFORD. Not much of a limit. 
Senator DONNELLY. Right. I would like to see a market that for 

end users, as you indicated, airlines, transportation, shipping, ag, 
if they are using a product, we want them to be able to lock in 
prices that they can live with, to have some certainty, to avoid risk. 
But it does not seem to me that the purpose of this market has 
been to speculate on the future of oil, the future of what happens 
to our families and going from $3 to $4 to $3 to $4.25, that it 
causes extraordinary hardship not only for families but for your 
companies that you represent as well to try to have some certainty 
in a market where supply continues to go up, demand continues to 
be steady or fall down, and the price of crude through position lim-
its I think has really been affected. 

Mr. GUILFORD. Absolutely, and just to follow up on that, if I 
might—— 

Senator DONNELLY. Or lack of position limits, I should say, has 
been affected. 

Mr. GUILFORD. When we were there late last winter or early last 
spring, those of us who live in the Northeast remembered that we 
had the warmest winter on record in the history of recordkeeping. 
Outdoor sporting events were occurring all year round. I know they 
do in your State all year round, Senator Cochran. I assure you they 
do not in Connecticut. We usually close up sometime around 
Thanksgiving until, you know, just before Memorial Day. But golf 
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courses were open all winter long. Our members lost 35 or 40 per-
cent of their sales volume because it was so warm. The price of 
heating oil went up. The market price of heating oil went up. It did 
not go down. It should have collapsed, but it did not. 

So, again, that is why we feel as though we need to make sure 
we have a CFTC that is adequately funded, adequately staffed, has 
the technology in place with which it can do its job, and to be able 
to tell us what is going on, because a lot of it does not seem to 
make a great deal of sense. 

Senator DONNELLY. Well, I would like to thank the panel and, 
again, Mr. Lukken, we are proud to have you as a graduate of the 
Hurryin’ Hoosiers. 

Chairwoman STABENOW. Thank you very much. 
Senator Roberts. 
Senator ROBERTS. If we had only had the CFTC when Jimmy 

Carter put that embargo on the Russian sales. I remember at the 
Dodge City co-op—I cannot remember what the price was. I am 
guessing it was around $2.90, something like that, maybe 3 bucks. 
It went to hell in a hand basket, driven, of course, by speculators. 
That was the President of the United States. I am not sure the 
CFTC could have done that job, and I am just being sort of pesky 
with you. 

Mr. Heck, we have heard from quite a few panelists or some of 
the panelists that the role of the commodity prices or markets have 
changed due to speculation, i.e., the speculators. For your mem-
bers, are they looking at the speculator driving price swings, or are 
they looking to reduce their risks from these swings? 

Mr. HECK. Senator, I think our members generally as the panel-
ists commented before see a role for the speculators in our markets 
to bring liquidity, particularly in deferred periods where I have 
bought grain from a farmer for delivery in March of 2014, and I 
need to hedge that. If a speculator is out there wanting to take the 
other side of that trade, that is a good thing for us. So I think there 
is a role for that kind of liquidity in our markets. 

I think that between our industry and the CFTC and the ex-
changes we have worked pretty well together to establish the right 
kind of position limits in our industry. I think they function pretty 
well. Occasionally we have had some issues with, you know, per-
haps long index funds being in our market and causing a diver-
gence between the futures price and the cash price. Again, through 
collaboration, we have made some changes to that contract that 
have made that a non-issue. 

So I would say today in our industry our members are trying to 
work with each other and with farmers to minimize the risk inher-
ent in price swings through prudent risk management tactics. 

Senator ROBERTS. In your comments—well, I would just add that 
I know that we all want stability, we all want transparency to the 
degree that is possible. But I am not sure the CFTC issuing regula-
tions allegedly to achieve that—not allegedly. They are actually 
trying to achieve it. But they are issuing interpretive guidelines. 
That is like sub-regulatory guidance. That is like a lot of things 
that are happening in Washington in a lot of different agencies and 
a lot of regulations. Three hundred pages’ worth, I am not sure 
that is going to—we need transparency on the 300 pages. 
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In your comments you mentioned that the National Grain and 
Feed folks are concerned that the proposal for customer protection 
could end up significantly increasing the futures customers’ risk in 
the event of future failures. In the real world, i.e., the countryside 
of Kansas, and Vermont, what are the challenges—and everywhere 
else, Mississippi, Michigan. In the real world, what are the chal-
lenges for shortening the amount that customers can make margin 
calls to 1 day instead of 3? 

Mr. HECK. I do not think that from an industry perspective we 
have been able to determine why the 1-day rule would benefit any-
body, frankly. And I think we need to continue to work with the 
CFTC to understand that. They have perhaps intimated that their 
hands are tied by the regulation, but the interpretation they have 
made is contrary to what has happened over decades. 

Senator ROBERTS. Okay. Real quick, and my time is expiring. If 
the proposed rule on residual interest goes forward unchanged, will 
it dramatically impact farmers and ranchers using the market to 
hedge their costs? 

Mr. HECK. Yes. 
Senator ROBERTS. Thank you. 
Mr. Lukken, thank you to the Futures Industry Association and 

other groups for being very proactive and paying with your own 
dollars, not the taxpayer dollars, to evaluate the costs and benefits 
of the many proposals to provide additional insurance for customer 
accounts in case of another futures failure. There is not a question. 
I just wanted to thank you. 

It looks like I am out of time, and my wife tells me that I am 
already 20 minutes late, so, Madam Chairwoman, distinguished 
Ranking Member, the Hoosier from Indiana, Mr. Lukken, thank 
you for your service up here, adios. 

Chairwoman STABENOW. Thank you. Thank you, Senator. 
Thank you again. This has been a very important panel, very 

helpful, and your written testimony as well. We look forward to 
working with all of you. 

Let me just indicate that any additional questions for the record 
should be submitted to the Committee clerk 5 business days from 
today. That is 5:00 p.m. on Wednesday, July 24th. Without objec-
tion, the compilation of letters received by the Committee with re-
spect to reauthorization will be added to the record of the hearing. 

[The following information can be found on pages 172-435:] 
Chairwoman STABENOW. Seeing nothing further, the meeting is 

adjourned. Thank you very much. 
[Whereupon, at 5:40 p.m., the Committee was adjourned.] 
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