PIMZCO

Via Electronic Submission

March 28, 2011

Mr. David A. Stawick

Secretary

Commodity Futures Trading Commission
Three Lafayette Centre

1155 21st Street, N.W.

Washington, D.C. 20581

Re: Proposed Federal Speculative Position LimitRleferenced Contracts

Dear Mr. Stawick:

This letter is submitted on behalf of the Pacifiedstment Management Company LLC
(“PIMCOQO”) in response to the proposed rules issoggthe Commodity Futures Trading
Commission (the “CFTC” or the “Commission”) regargithe imposition of speculative
position limits on futures and options contract&exempt and agricultural
commodities (the “Proposed Rules3nd their economically equivalent swaps, pursuant
to Section 737 of the Dodd-Frank Wall Street Refarmd Consumer Protection Act of
2010 (“Dodd-Frank”} The Proposed Rules also contain provisions thdtess the
aggregation of positions under common ownershigHerpurpose of applying the limits,
as well as provisions that would exempt certainabiiche hedging transactions from the
position limits.

Thank you for this opportunity to share our commenith the Commission, building on
the comments we submitted in response to the CoRmpase issued by the
Commission in 200%and to the January 26, 2010 Proposed Rule regpvdiether the
CFTC should directly impose speculative positionité on futures and options contracts
in four energy commodities.

! Position Limits for Derivatives, 76 Fed. Reg. 21{3an. 26, 2011) (to be codified at 7 C.F.R. pts.
1, 150, and 151).

2 H.R. 4173 (111th Cong. 2d Sess. 2010).

3 PIMCO Comment Letter to the CFTC, re: ConcepeRsd on Whether to Eliminate the Bona

Fide Hedge Exemption for Certain Swap Dealers amhi€ a New Limited Risk Management Exemption
from Speculative Limitsdated May 28, 2009.

4 PIMCO Comment Letter to the CFTC, re: ProposedeFa Speculative Position Limits for
Referenced Energy Contracts and Associated Regofatiated April 23, 2010.
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Background

PIMCO manages the investments of millions of indlials and thousands of different
institutions in this country, including state retment plans, unions, university
endowments, corporate defined benefit plans andipemlans for teachers, firefighters,
and other government employees. Our servicesraxveded through the management of
separate client accounts, in accordance with theifspinvestment styles and objectives
specified by the client, and through the managememtutual funds that are offered to
institutional and individual investors. In the ead all of these management services, we
are solely engaged in the long-term investment gpamant of our clients’ assets, in the
full legal duties of a fiduciary. We do not engageroprietary trading for our own
account nor directly hold client funds, nor provialdance sheet lending to our
investment clients. Our principal goal is to makend, long-term investments that will
meet our clients’ objectives and provide them wgiiible and acceptable returns that are
consistent with their risk preferences over thesiced time horizons. In this context, our
passive commodity index mutual funds allow investorinvest in a diversified basket of
commodities, without affecting or intending to affer disrupt any particular market or
commodity. For instance, our flagship commoditytualifund provides inflation
protection and portfolio diversification for oves@,000 American investors.

PIMCO is registered as a commaodity pool operatdin wtie CFTC and an investment
adviser with the Securities and Exchange Commiggien“SEC”), and with respect to
funds managed by PIMCO that are registered unaeintrestment Company Act of
1940 (the “1940 Act”), the assets that PIMCO ingest not leveraged or uncovered.

We strongly believe that efficient, competitiveddiuid futures and swaps markets are
essential to our business and the businesses of otlagr market participants. We are
very interested in ensuring that all markets haxécsent liquidity and capacity to meet
the needs of our clients. Thus, we support thertsfiof the Commission to ensure the
price discovery function of the commodity derivasvmarkets is sufficient to
accommodate all market participants.

We believe that diversified commodity index investbave much more in common with
commercial hedgers than with speculators. Divieigi€ommodity index investors
establish net-long positions in the commodity datiixes markets to hedge the inflation
risk and financial risk that exists elsewhere iittiportfolios. They are not taking
“directional bets” on individual commodities. Agesult, PIMCO, on behalf of its
clients, uses the futures and swaps markets fonriggation, just as traditional
commercial participants use the markets to hedgabss risk. While some larger
institutions, such as pension funds and endowmdirestly make these index
investments to hedge their financial risk and inflarisk, PIMCO in addition manages
an important financial and savings vehicle for @dor swath of Americans by providing
hundreds of thousands of individual investors i ability to efficiently mitigate these
same risks through our commodity-indexed mutuadifun
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Introduction

Under Phase One of the proposed position limitnegithe Commission would set an
initial spot-month position limit on futures and&ws on the 28 referenced contracts,
based on limits currently imposed by designatedrachmarkets (“DCM”) and exempt
commercial markets. To be clear, PIMCO’s commosiitgtegies do not hold any
positions during the spot month. Given the greabéatility around the expiration of
these contracts and the fact that this is whergdgtconverge to cash prices, we believe
it is appropriate for the Commission to focus ifers on the spot month. However, we
do believe that certain provisions related to thage One limits should be modified to
prevent unnecessary disruptions to the commoditkets, as explained below.
Furthermore, we do not believe that the Commisslayuld move forward with Phase
Two of the Proposed Rules, which would impose simgbnth and all-months-combined
position limits on futures and swaps, as well aaggregate limit across both futures and
swaps, on the 28 referenced contracts. At a mimptbhe Commission should postpone
the detailed description and implementation of Bh@aso until a later date only and if it
can establish a clear, definitive and reliable réd¢o support the required conclusion that
position limits will address problems related te@essive speculation and market
manipulation in commodity markets, and even thdg aen the Commission can
further determine that such limits will not imp#ie liquidity or price discovery function
of the commodity markets. If the Commission doesenforward with Phase Two of the
Proposed Rules, we strongly believe that the Cosionisshould take a tailored,
“surgical” approach to imposing position limits.

We request that the Commission confirm that thee2&enced contracts do not include
commodity index contracts that may include somalloof the 28 referenced contracts.
The explanatory notes prepared by the Commissiagetimg non-spot-month position
limits state, “As proposed, the definition of aaefnced contract explicitly excludes all
basis and commodity index contracts, as those taredefined in proposed regulation
151.1.” Under 8151.1 of the Proposed Rule, a codityindex contract is “an
agreement, contract or transaction that is notsaslma spread contract, based on an index
comprised of prices of commaodities that are notstime nor substantially the same,
provided that, a commodity index contract that npooates the price of a commodity
underlying a referenced contract’s commodity whgchsed to circumvent speculative
position limits shall be considered to be a refeeghcontract for the purpose of applying
the position limits of § 151.4.” As discussed aboWIMCO uses commodity index
contracts to allow individual investors to invesiai diversified basket of commodities as
both a diversifying tool and an inflation hedge hi®&’ we believe the explanatory notes
and the Proposed Rules are clear on this issubgiieve this provision has been
misunderstood by relevant policymakers and muduitikeer clarified. However, even
with such clarification, PIMCO is very concerneatlother elements of the Proposed
Rules, including those elements that restrict teviéies of swap dealer intermediaries
will have a serious adverse effect on PIMCO'’s &ptth conduct its business and serve
its clients.
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CFTC Should Modify Phase One

Although PIMCO does not hold positions in the spainth, we are concerned that
certain provisions in the Proposed Rules relatdeh@se One will be harmful to the
commodity markets. Therefore, we urge the Comimisg eliminate the restrictions on
the ability of a market participant to utilize tpesition limits of their counterparties and
to modify the aggregation requirements.

Pass-Through of Position Limitsto Swap Dealers

The Proposed Rules restrict the ability of a cogatey to utilize the position limits that
their over-the-counter counterparties might haweilakle to them, except for bona fide
hedging transactions. As a result, even if a canpairty enters into a transaction with a
market participant that leaves the market partitifpeelow the speculative position limit,
the counterparty may not rely on the position lnavailable to the market participant
when offsetting the risk of the transaction. Im wiew, such a restriction on “pass
through” is in no way required by Dodd-Frank andl & harmful to PIMCO'’s

investors. To the contrary, we believe that allayiinancial intermediaries to rely on
their counterparties’ position limits is warrantbecause the intermediation function that
these market participants, such as swap dealafeymes hedging of their commitments
— and does not increase the level of activity enrtiarkets: it merely transfers net risk
from one execution venue to another. Given the @msion’s expanded authority under
Dodd-Frank to address all swap transactions inoly@TC swaps, we believe there is no
ability for a counterparty to evade the positionits through a transaction with another
market participant, as the Commission now has aiighto impose limits on all swap
positions. While we acknowledge the Commissioffares to allow this pass-through in
the context of a counterparties’ bona fide hedgimg pbelieve it should be extended to all
trading activity since from the intermediary’s gaestive, it is engaged in traditional
hedging activity. If any market participant remgiumder its position limit, a
counterparty dealer should be permitted to camypibsition limit €.g., to permit futures
or swaps trading) of that counterparty, up to tbsion limit (whether traditional
hedging or investing) that is applied to such cerpsrty.

Aggregation of Accounts

The Proposed Rules will require aggregation for positions in which any trader has a
10% or greater equity interest. Exemptions fromabgregation requirement will be
available for positions held by “pools,” futuresnmmission merchants, and for positions
of independently controlled and managed tradetsaiteanot financial entities.
Exemptions will be available only upon applicatiorand approval from the CFTC. We
believe that the Commission should modify theseigions to ensure that they do not
unnecessarily restrict liquidity in the markets floe referenced contracts and impair the
price discovery function of these markets.

In setting position limits, we believe that the @F$hould not aggregate the positions of
the various accounts managed by PIMCO, as theyleaadh “different and

systematically determined investment objectiveS8dmmaodity index funds and separate
accounts managed by PIMCO have their own investapgdelines, with different

4
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benchmarks, risk and return objectives and colatabligations. PIMCO services its
investors through the management of separate @maaunts, in accordance with the
specific investment styles and objectives specifigthe client, and through the
management of mutual funds that are offered tatunginal and individual investors,
which are managed specifically to the objectivesdeglines and benchmarks unique to
those funds. In the case of all of these managessevices, PIMCO is solely engaged in
the investment and trading of our clients’ asgatthe role of a fiduciary, and does not
engage in proprietary trading for its own benelihen Senate Agriculture, Nutrition, and
Forestry Committee Chairman Lincoln stated that“slwild encourage the CFTC to
consider whether it is appropriate to aggregatgtsitions of entities advised by the
same advisor where such entities have differentsgattmatically determined
investment objectives”

Furthermore, the aggregation provisions will regquswap dealers to aggregate their
holdings across business units, and because dfgrokmit restrictions on the referenced
commodities will potentially have to ration theargices. PIMCO has a strong and
unambiguous interest in preserving a swap dealekahthat is competitive, well-
capitalized, and with robust risk management. @foge, dealers should be able to net
their positions across platforms (OTC swaps pligrés) in assessing their compliance
with positions limits. Otherwise, this would re@uhe ability of investment managers
such as PIMCO to hold long-term and growing posgiwith capable swap dealers.
PIMCO and its clients would have to rely on lessdamworthy and less skilled swap
dealers, which would reduce liquidity in the masketnd will raise costs for all investors
and commercial producers. The effect of thesetipodimits is to force artificial size
limitations on commodity index funds. This woulchit the ability of individual

investors to manage their growing financial riskl amflation risk over time, while
reducing the liquidity in the futures market fomwmercial producers that is currently
provided by larger commodity index funds.

Finally, as we noted in our April 2010 Comment ketwve believe that the CFTC should
apply the independent account controller exemgtdooth financial and non-financial
entities that comply with the informational barsemder the Proposed Rules. Common
ownership does not per se mean common control. CHI&C’s rationale for limiting the
exemption to non-financial entities is flawed, as a0 not believe that the position limits
are high enough to offset the elimination of thiemption, which has long been relied
upon by market participants and will drive largearket participants out of the
commodity markets. Furthermore, we note that nfenancial market participants have
implemented robust informational barriers betwespasate legal entities that trade in
these markets. The elimination of the independeabunt controller exemption will
restrict the size of the positions that may be thgldinancial entities in the markets,
including financial intermediaries, and will sigicéintly reduce market liquidity, while
raising the cost of risk management for all magaaticipants, including non-financial
entities.

° 156 Cong. Rec. $5920, July 15, 2010.
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CFTC Has Not Demonstrated Need for Phase Two Position Limits

As an initial matter, the release accompanyingtaposed Rules (the “Release”) failed
to demonstrate any need for Phase Two limits. Noosestudies have failed to identify a
defined connection between excessive speculatimeimon-spot month and commodity
price increases. Furthermore, several of theskestigpecifically focused on the role of
commodity index funds, and reached the same cadoalsisFor example, a January 2009
memo prepared by the Government Accountabilityg@ffound, using “statistical
techniques... designed to detect very weak or evenays causal relationships,” and
based upon both public and non-public data, “lichégidence” that speculation causes
changes in commodity prices “regardless of whetiheistudies focused on... index
traders, specifically, or speculators, generdllyThe CFTC itself has not yet identified a
link between commaodity index investors and risingxnodity prices. In addition, we
have not seen any evidence that trading by specslat the non-spot months has
disrupted the markets for the 28 referenced cotgtraarticularly for non-spot contracts.
We encourage the Commission to continue to focunamipulation and market
disruption around contract settlement.

As Commissioner Dunn noted during the CFTC’s Jand@d 1 open meeting to adopt
the Proposed Rules (the “January Meeting”), the CR&eds more than anecdotal
evidence on the impact of excessive speculatiocoommodity markets or that position
limits will reduce excessive speculation, to imppssition limits. He then stated that
“[tlo date, CFTC staff has been unable to find ezliable economic analysis to support
either the contention that excessive speculatiafféxting the markets [the CFTC]
regulate[s] or that position limits will preventeessive speculation.” Finally, “[w]ith
such a lack of concrete economic evidence, myiseidnat, at best, position limits are a
cure for a disease that does not exist or at wanstacebo for one that does.” We
strongly agree with the statements made by ComamssiDunn and urge the
Commission to consider whether it should imposesBfavo position limits.

While PIMCO supports the CFTC's efforts to ensina tommodity markets are fair and
orderly and facilitate the trading activity anckrimanagement functions of all market
participants, we believe that the imposition ofifios limits “prophylactically® is

neither mandated by Dodd-Frank nor a permittedstiasimpose position limits as a
matter of law. New Section 4a(a)(1) of the Commpo#ixchange Act (“CEA”) provides
the Commission authority to impose position lintitat “are necessary to diminish,
eliminate, or prevent” the burden of excessive glaon. New Section 4a(a)(3) of the

6 Issues Involving the Use of the Futures Marketsivest in Commodity Indexe§&overnment

Accountability Office, at 5 GAO-09-285R Commoditydexes (January 30, 2009).

! A draft report by an interagency task force lgdd-TC staff in 2009, obtained by The Wall Street
Journalthrough the Freedom of Information Act, aroundudag 2009, stated “there is not enough
evidence to support the argument that the commanliyx funds cause price spikes in commodities.”
Sarah N. Lynch, CFTC Documents Reveal Internal Beba Position LimitsWall St. J. Online, May 14,
2010.

8 76 Fed. Reg. at 4754.
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CEA qualifies the CFTC’s authority by directingatset position limits, “as

appropriate. . . [and] to the maximum extent pcatie, in its discretion: (i) to diminish,
eliminate, or prevent excessive speculation ii) td deter and prevent market
manipulation, squeezes, and corners; (iii) to ensufficient market liquidity for bona
fide hedgers; and (iv) to ensure that the pricealisry function of the underlying market
is not disrupted.” Congress, by directing the CR®Consider not only excessive
speculation and market manipulation, but also ntdigqeidity and price discovery,
intended to strike a balance between these congpaiins. However, the Proposed
Rules have failed to do so, as the Commission bamade a factual determination that
position limits are “necessary” and “appropria@s”it is required to do under Dodd-
Frank.

As a practical matter, the CFTC does not have aegmimgful data on the size of the
commodity swap market, and it would be prematurienfwose a position limit regime
without fully understanding these markets. Commrss Sommers noted at the January
Meeting that the CFTC does not have the appropdiatiz to impose position limits and
therefore the Proposed Rules are “flawed in a nurobeespects [and the CFTC] should
conduct a complete analysis of the swap marketliftae [it] determine[s] the
appropriate formula to propose.” We agree with @ossioner Sommers. The
Commission’s authority to impose limits on econcalicequivalent swaps in Section
4a(a)(5) is premised on providing consistent trestinbetween swaps and future or
option contracts, and we do not believe that them@dssion can do so without having a
complete understanding of the swaps market, apdriticular, its sizé.

Lack of Cost-Benefit Analysis

As Commissioner Sommers noted, the Commission ¢trasistently failed to conduct a
“thorough and meaningful” cost-benefit analysistlom Proposed Rules or any other
rulemakings promulgated by the CFTC under Dodd{Eradommissioner Sommers’
concern was reiterated in a letter dated Februgay2Q11, sent to Chairmen Gensler,
among others, and signed by ten members of thea&Baaking Committee. The letter
stressed “the importance of rigorous cost-benefit@onomic impact analysis,” and
asked various federal agencies to explain the shegysare taking to ensure that the rules
adopted pursuant to Dodd-Frank “are the least Ims@®e way to achieve the statutory
mandate[s]” and “to ensure that all empirical datd economic analyses... are
thoroughly considered before a final rule is addpteGiven the loss of liquidity and
increase in prices in commodity markets and theigint financial and regulatory
burdens the Proposed Rules will impose on markeicpaants, the failure to conduct
cost benefit analyses suggests that the Commisaimmot provide any economic
justification for the Proposed Rules. While we ersiand that Section 15(a) of the CEA
does not require the Commission to quantify the obthe Proposed Rules, we are
deeply troubled that the Commission has failedotwser the costs of the Proposed

° See 76 Fed. Reg. at 4755 (“Because it has the authtarifgather data and impose regulations
across trading venues, the Commission is uniqutlgted to establish uniform position limits anthted
requirements for all economically equivalent detiives. A uniform approach would also encouragéehet
risk management and could reduce systemic risk.”).

7
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Rules on market participants in any meaningful welpwever, we are pleased that
Chairman Gensler agreed at the Senate Agricultesgiflg earlier this month that the
Commission will provide a “meaningful” cost-beneditalysis prior to issuing any final
rule, including the Proposed Rules.

Movement of Markets Abroad

We note that Section 737 of Dodd-Frank requireSQR&C to “strive to ensure that
trading on foreign boards of trade in the same codity will be subject to comparable
limits and that any limits to be imposed by the @uission will not cause price
discovery in the commodity to shift to trading e foreign boards of trade.” As
Commissioner Sommers noted at the January Meéftilgs proposal does not contain
any analysis of how the proposal attempts to actismthis goal. In fact, the proposal
does not even mention this goal. Driving busiresgseas is a long standing concern of
mine, and that concern remains unaddressed.” \\eagnd we believe that without
more study and coordination with foreign regulatpasition limits could have the
unintended consequence of decreasing domestic ¢iivgreess and shifting these
commodity markets overseas.

Commissioner Dunn also noted at the January Me#étisgf the CFTC determines that
position limits are appropriate, “[it] must then skavith [its] sister regulators around the
globe to ensure that limits set here in U.S. matkate not simply evaded by trading in
other venues around the world.” This sentimestheared by ten members of the Senate
Banking Committee in a February 8th letter thatestéd[an] overly prescriptive
derivatives market in the U.S. would no doubt emaga market participants to take
advantage of less punitive derivatives marketplatesad.” Likewise, in a recent letter
to U.S. financial regulators, including ChairmamGler, House Financial Services
Chairman Bachus and House Agriculture Chairman &uncded their concern that
“foreign markets are closely examining how U.Sutatprs are implementing Dodd-
Frank and stand ready to create a competing noithgaiderivatives marketplace.” We
share the concerns expressed above and believl¢hatposition of position limits in
U.S. markets regulated by the CFTC without comgdarpbsition limits on foreign
markets would have the effect of driving tradinguitoegulated markets or foreign
exchanges, which would increase price volatilitd daamper price formation in U.S.
commodity markets. Therefore, we believe that éidopf a permanent position limit
regime should be postponed until the Commissiorfiigsconsulted with its
counterparts around the globe about harmonizingdiend phasing them in
simultaneously, so as to ensure that positiondimiposed on U.S. markets do not shift
business offshore.

Exemptions

We believe that the Commission should revise tloegss by which it proposes to grant
exemptions from the position limits. A wide vayief market participants have relied on
exemptions from position limits for over twenty ygaand the exemptions provided by
the Commission to market participants have evobuezt time to address the hedging
strategies implemented to mitigate an expansivgaah commercial risks. We are

8
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concerned that a narrow interpretation of the examp under Dodd-Frank by the
Commission will greatly restrict normal hedgingieity, limiting the ability of market
participants to manage and reduce their finansibsr

New Section 4a(a)(1) of the CEA gives the Commissiothority to set aggregate
position limits by “group or class of traders,” amelw Section 4a(a)(7) of the CEA gives
the Commission authority to provide exemptions ftbise position limits to any
“person or class of persons.” However, the Pregdules do not consider the
application of different position limits or exemgtis from the position limits for different
types of market participants, and we strongly uhgeCommission to exercise this
broadened exemptive authority. At the January Mge€Commissioner Sommers noted
that neither the Release nor the Proposed Ruledyzs or in any way consider, whether
different limits are appropriate for different gpsuor classes of trader$.”We concur
and we encourage the Commission to explore whétixeuld be more appropriate to
treat categories of market participants differgrblgsed on their respective uses of
commodity derivatives, their role in the commoditarkets and other factors.

We believe that treating different classes or gsoniftraders differently would be
consistent with congressional intent. For exam@leirman Lincoln, noted in a letter to
Chairman Gensler that she wasifidful of the CFTC's discretion to set aggregatsifion
limits by ‘group or class of traders'® However, at a hearing on February 15, 2011, kefor
the House Financial Services Committee on Title &hairman Gensler stated that the
position limit proposal does not make a distincti@tween speculators and index fund
investors because Dodd-Frank does not make thatalien. We disagree and we
believe that members of the committee, notably,. Bepd Sherman disagree, as well.
While we are pleased that Chairman Gensler agee#dcep an open mind” on this issue,
we believe that Dodd-Frank is clear on this matiad we strongly urge the Commission
to use its discretion to implement position linthat reflect the positive role played by
commodity index investors in the commodity markets.

As discussed above, commodity index funds seneraimportant role in the

commodity markets and for institutional and indivadiinvestors. Furthermore, unlike
other large market participants, commodity indaxdisiare subject to extensive
regulation by the SEC, as registered investmentpeomes pursuant to the 1940 Act. The
SEC has the authority to examine the trading re;ongluding accounting records,
shareholder records, communication records, tréiosaecords and trade reports of
registered investment companies. In addition éoréfgulation of investment companies
under the 1940 Act, these companies are advis&Ey/registered investment advisers.
The 1940 Act limits the extent to which these funds employ leverage, which further
restricts their impact on the futures and commodésivatives markets. Commodity

10 Opening Statement by Commissioner Jill SommepgrnMeeting on Ninth Series of Proposed

Rules under the Dodd-Frank Act, January 13, 2011.

1 Letter from Senator Blanche Lincoln, Chairmanhaf Senate Committee on Agriculture,
Nutrition, and Forestry to CFTC Chairman Gary GendRe: CFTC'’s Implementation of Position Limits,
dated December 16, 2010.
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index funds are required to hold segregated liqsgets to cover all of their positions.
As such, they pose little or no systemic risk te tharket and their unlevered nature
allows them to provide stability to the marketsnadl. We note that during the liquidity
crisis of the last half of 2008, the commodity fetsl markets continued to operate in an
orderly and liquid manner, while many other marke¢se “frozen.” And our specific
experience was that only a relatively small nundfeyur index investors sold out of their
positions in those tumultuous times, since theydradeposit the collateral to support
their positions and did not have to use additisesburces to meet margin calls.

We also note that the application of position Isii diversified commodity index funds
and financial intermediaries are not necessaryderao prevent “excessive speculation”
or manipulation attempts because of the naturedi funds and investors in such funds.
We believe that an investor who tracks a broaddbé&sdéy collateralized index is not
speculating on the price increase of a particusanrmodity but rather is hedging inflation
risk and diversifying and reducing his financialks. For instance, the advent of
diversified commodity index funds has led to impgdviquidity and more robust price
discovery further out on the forward curve for maoynmodities, where many producers
wish to place their hedges. If index investorsenawnstrained, the liquidity needed by
hedgers would necessarily be reduced, contrafyetantent of the legislation. As
discussed above, PIMCO, on behalf of its clientsyga valuable role in the marketplace
by providing longer term, long-side liquidity toetlshort-side hedging needs of the
commercial producers. Without commodity index stees, commercial producers
would have to find long-side speculators at higtest and greater uncertainty.

Therefore, we urge the Commission to clarify tiat position limits will not apply to
commodity index contracts and to ensure that gsitmits will not restrict the ability of
our financial intermediaries to execute our comrhyottading positions. The
Commission should preserve the flexibility of iniggs to invest in the commodity index
funds that they so choose, permitting millionsrafastors who wish to include
diversified baskets of commodities in their investinportfolios, on a passive,
unleveraged basis, to access experienced fund menagd proven fund investments
without being subject to unnecessary restrictianthe aggregate size of all the other
independent investors in a fund investment. We tiwdt placing restrictive position
limits on financial intermediaries would not neaady bring newer smaller, funds into
the marketplace. Even if these newer, smallerdutid enter the marketplace, they may
be less skilled at managing risk, less familiatvabmplex commodity law and
compliance, and may operate at higher costs, whaiid be a disadvantage to all
market participants, including investors and heslger

We believe such an outcome would not be consistghtcongressional intent. As
Chairman Lincoln stated, “I urge the CFTC not toecessarily disadvantage market
participants that invest in diversified and unlegad commodity indices. These investors
often serve as an important, fully collateralizedrse of liquidity. At the same time, they are
natural counterparties to producers who are sedkingduce their commaodity price risk. In
this vein, as | have said previously, it is ‘my egtation that the CFTC will address the

10
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soundness of prudential investing by pension fumdiex funds and other institutional
investors in unleveraged indices of commodities thay also serve to provide agricultural
and other commodity contracts with the necessguydity to assist in price discovery and
hedging for the commercial users of such contractsWe urge the Commission to ensure
that commodity index investors and commercial poausi are not unnecessarily harmed by
the imposition of position limits while using itsdad discretion to impose limits that will
protect the liquidity and price discovery functiohthe commodity markets.

Grandfathering

Dodd-Frank provides limited relief to the positimits for futures positions entered into
before the enactment of a position limit regime #ordswap contracts entered into before
the enactment of Dodd-Frank. To eliminate any lie@guy inconsistency and legal
uncertainty, we urge the Commission to clarifyutufe rulemakings that it will provide
the same grandfathering relief to both futures swdps (i.e., pre-position limits rule
enactment).

Furthermore, we encourage the Commission to cléndy a futures position (or a swap)
that is rolled over would still be considered angifathered position. Given that PIMCO,
on behalf of its clients, does not hold any posiiio the spot month and manages its
positions based on a specific commodity index, PO/AGnd managers must roll their
position from the prompt month, by selling the framonth and buying the next month of
the contract. The rolling of these positions taese in an orderly process. We believe
that the rolling of the contract from the promptntioto the next month does not
constitute a liquidation of that position, as thead must maintain the same economic
characteristics of that position, regardless ofrtfuath of the contract. The only change
that occurs during the roll is the contract momtimerwise the economic value of the
position held by the fund manager remains the saiie.encourage the Commission to
apply a flexible approach to the grandfathering/jgion, to minimize market disruptions
and to reduce incentives for market participantsrit@r into longer-term swap contracts
with much larger risk exposure.

Calculation of Position Limits

Under the Proposed Rules, the position limit farheeferenced contract will be set at
10% of open interest in that contract up to th&t 85,000 contracts and 2.5% of the
remaining contracts, based on the CFTC’s determoimaif “estimated deliverable
supply.” Noting that the single-month and all-mtw¥tombined position limits are not
currently in place for energy and metals markéis Release seeks comment as to
whether the CFTC should consider setting limitdatly on these commodities at some
higher level, such as 10% of the first 25,000 cts and 5% thereafter of open interest,
“to best ensure that hedging activities or priceedvery are not negatively affected.”
While we question the basis for any of these limits believe that the CFTC should
impose these higher position limits to ensure liealging activities and the price

12 Id.
13 76 Fed. Reg. 4759.
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discovery function of the commodity markets are mrtmed by the imposition of overly
restrictive position limits on these markets. Ddetdnk requires the CFTC to balance
the goals of preventing excess speculation andehanknipulation against protecting the
liquidity and the price discovery function of therkets. We believe that the CFTC
should impose these higher position limits to eashat hedging activities and the price
discovery function of the commodity markets are merimed by the imposition of overly
restrictive position limits on these markets.

With regard to agricultural commodities, the Reéeaseks comment as to whether the
current position limits should be retained, if @ETC should impose the proposed
position limit of 10% of the first 25,000 contraesd 2.5% thereafter (the “10%/2.5%
Rule”), or the alternative position limits requektey the Chicago Board of Trade in an
April 2010 petition to the Commissidfi. We support the position limits recommended
by the Chicago Board of Trade, as we believe tinay tvould better protect the liquidity
and price discovery function of the agriculturahwoodity markets than the current
limits. We believe that the imposition of the @nt limits for agricultural commodities
under Phase Two would be disruptive to market gpents, particularly if the
Commission decides to eliminate the independerdwuattccontroller exemption, the risk
management exemption and requires the aggregdtionits across trading venues.

Furthermore, we are concerned that the ProposessRlol not address the issue of
whether market participants can net positions accosnmoditiesi.e., whether they can
hedge one commodity with another. We stronglydwelithat the Commission should
allow netting across commodities when contracthase commodities are sufficiently
correlated. Permitting cross-commaodity nettingifal for the netting regime to reflect
accurately the actual hedging practices utilizednayket participants. Market
participants commonly hedge one commodity with aeotommodity, or even with
baskets of other commaodities, such as using a frexuale oil and heating oil to hedge
jet fuel. Prohibiting netting across commoditiesudbseverely limit the ability of market
participants to hedge effectively and would unnsagly restrict market liquidity.

Finally, we note that the explanatory notes isdmethe Commission on setting non-
spot-month position limits state, “referenced caats that are calendar and inter-
commodity spread contracts would not be used wutate open interest figures.
However these contracts would be attributed t@detr for position limit compliance
purposes.” The explanatory notes did not providexplanation as to why such
contracts would not be included in the calculabbopen interest, but would be counted
for purposes of a trader’s position. By doingtbe, Commission would reduce the open
interest, leading to lower position limits that ot fully reflect market activity in the
referenced contracts. Therefore, we believe tteCiommission should include calendar
and inter-commodity spread contracts that are eafsrd contracts in its calculations of
open interest.

14 CME Group Petition for Amendment of Commodity tets Trading Commission Regulation

(April 6, 2010), available at
http://www.cftc.gov/LawRegulation/DoddFrankAct/Ralakings/DF_26 PosLimits/index.htm.
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Conclusion

As stated above, we do not oppose the impositidgheoproposed Phase One limits once
a factual determination has been made that thelappropriate” and “necessary,” as
required by Dodd-Frank. However, we urge the Cossion to ensure that market
participants are permitted to carry the positiomté of their counterparty, whether
traditional hedging or investing, and to modify #ggregation provisions in Phase One,
as set forth above. We respectfully urge the Casioin to postpone the implementation
of Phase Two until the Commission has comprehensfeemation on the swap markets
and the Commission can articulate the reasonsakydhese position limits will address
any issues of manipulation or excessive speculdtianare found to exist. Furthermore,
we urge the Commission to use its broad discratrater Dodd-Frank to set position
limits that, in the words of Chairman Lincoln, @iféntiate betweertrading activity that

is unleveraged or fully collateralized, solely eange-traded, fully transparent clearinghouse
guaranteed, and poses no systemic risk and higiéradged swaps trading.”

Thank you again for the opportunity to share ooutihts on the Proposed Rules with the
Commission. We are at the disposal of the Comomsshould it require information and
additional insight into the valuable role that cootiy index investors serve in the
commodities markets.

Thank you, and best regards.

Sincerely,

Brent R. Harris, CFA
Managing Director, PIMCO
Chairman and President, PIMCO Funds
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