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f)CBI' IVII', .SI'c)WICk:

In July f'resident Obama signed the Dodd-l Iar)k IV»f1 Street. Ref'orm and Consumer Protection Act, a
cnn)pr'chensive package that included significant changes to the deriv»tives m»rkei. h) particular, Dodd-
&"
FI'arrk I»ovcd a gIcatcr' ntnllbcr' of &Jcr tvatives trru)sactinns toward exchange Irading, with an additional
cn)phasis nn p'Ickaging such trans»ctions through cloaringhouses, This was h)tended tn foster greater
(var)spar'cncy, con)pet)tron Irrl(f risk n)anclgell)cnt In thc Inassive der'ivai ives mavkct »fter a period of great
cr'Isrs rln(f uphcBvcII rhett' thr'eatened the nation's econon)y.

%'hife l)odd-Franl was very specific in many areas, it was also left to regulatory bodies such as yours tn
dr Ift vules that Ivould can y out the intent of the Congress an(f to liesh out details in the actual applicatiorr
of' the law.

Now thc Cl-"I C and thc Sf',C have proposed a rule that addresses possible conflicts of' intevests in
clc»I'Ir)ghotrsc owner'ship, While thc (»tent ofthc propose(f I'«le Is a(fnlrf'Bblcr onc pr'ovrsron cont&)ms B
t1aw that would nnt prevent the concenu'at(on nf ownership of a clearinghouse by dealer banks.

«'

specifically, one of'the proposed n)odels of'gnven)ance contains B pvovisiorr t)y )vhich a cleaving facility
may choose to limit the owner ship voting interest of';u)y participant, such as a dealev b;Inl(, to no r»ore
than 5 percent of'thc total, Ivith no limitation on aggregate ownership by banks. This is the alternative to
a lrr»itatinn ol 20 percent of voting interest by any single institution and 40 pcrcont of I otinrr inte)'cst
0'rvncd collec11vcfv bv Bll n)silt«irons.

'&)'bile the 20/'10 I'ule seems to bc e'fl'ective in capping IIIIpropcr. ownership interests, the 5 percent
limitation would still BIIOIV a group of dealev banks to grain cor)trol nf a clearing facility. A nriuir»«m of
I I bcrnkS, OW»rng 5 pet'Cent Cach, Cnufd attar» nl(IJOI'iiy VOting Owner'Ship nnd Cnntinuing tn pnSC the
obstacles io increased cleaving that Dodd-I'I'ank is Intended in overcome.

It is likely that banks vvill try to exploit such &I loophole tn continue their cartel-like control of the
derivatives market, According to the Con)ptr offer of the Currency, more than 95 percent nf'dcr iv)tivcs
activity is controlled by the top I rve (fealev banks, F3anks already control m my clearinghnuscs; using thc

per'cent: I'ufc, they could contrnuc to do so with only Ininor adjust)»eats tn their ownership stakes. )I/c
have. scen that. such conccntrat(. 'd ov ncrship cr»1 lead to derivatives tv;rnsactions not bcir) cleared,
mean fr)g increased Fees paid to the owner banks and little transparency and competition.



The same principle of limited conflicts of interest applies to swap execution f'acilities, the exchanges thai.at e the heart oi the derivatives reform envisioned by Dodd-Frank. But the ownership resh iction dealswith clearinghouses only, remaining silent on any similar limits on exchange ovvnership. This loophole 7coupled with the 5 percent alternative limit for clearinghouses, endangel s the true intent of the Dodd-Frank derivative reforms,

I urge the commission to eliminate the 5 percent alternative, to ensu~e that banks cannot use it as backdoor to continue their dominance ol'clearing facilities, continuing their high profits in an anticompetitivemarket. I also ask that you considet a rule extending the 20 percent/40 percent ownership limitations toexchanges as weil as clearinghouses. Without such steps, we run the danger of seeing banks continue tocontrol and exploit an tulcompetitive market. The result would be a lack of transparency andaccountability would run counter to the spirit and objectives nl'Dodd-Frank and prolong the. danger ofeconomic crisis in the future.

Sincerely,


