Coalition for_ End-Users

Similar letter sent to all Senate offices.

February 3, 2010

The Honorable Harry Reid
United States Senate

522 Hart Office Building
Washington, DC 20510

Dear Senator Reid:

The undersigned companies and trade associations—which represent American
companies that use over-the-counter (OTC) derivatives to manage business risks including
fluctuating currency rates, interest rates and commodity prices—support efforts by Congress to
improve transparency, accountability and stability in the nation’s financial markets. We remain
concerned however, that certain proposals for reform of the OTC derivatives market would place
an extraordinary burden on and competitively disadvantage end-users in diverse sectors of the
economy — including manufacturing, energy, healthcare, technology, commercial real estate and
other industrial sectors.

OTC derivatives provide companies with access to lower cost capital and protect against
risk—enabling businesses to grow, make new investments and retain and create jobs. In
promoting market stability, central clearing, transparency and oversight, it is critical that
policymakers preserve the ability of companies to manage their individual risk exposures by
ensuring access to reasonably-priced OTC derivative products.

Some reform proposals would require OTC derivatives used by business end-users to be
executed on exchanges, centrally cleared, or subject to daily mark-to-market collateral or
onerous capital charges. Such requirements could prevent companies from using these important
risk management tools in the course of their everyday business operations.

We applaud the efforts of many House Members to improve the derivatives title of H.R.
4173, the Wall Street Reform and Consumer Protection Act, and recognize the need to treat
businesses that use derivatives to manage risk differently than other derivatives users. We
encourage the Senate to strengthen these provisions to fully protect end-users from clearing,
margining, and exchange-trading requirements that could discourage them from pursuing
responsible risk-mitigation strategies. The loss of these important risk management tools would
be detrimental to businesses, the economy, and job creation.

In order to promote U.S. competitiveness and economic growth, policymakers should
ensure that any financial services reform effort allows U.S. business to manage their risks
effectively. To that end, we request that any derivatives reform package considered by the Senate
should include:

e A definition of “major swap participant” that excludes businesses whose derivatives use
does not pose a threat to financial stability and that use OTC derivatives to hedge
business risk;
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e Explicit exemptions from central clearing, bilateral margining and exchange-trading

requirements for business end-users;

e Clarification that any increases to capital charges should be based on actual risk of loss
and aimed at promoting the safety and soundness of the financial system, and should not
be assessed to penalize the use of OTC derivatives or otherwise create an incentive to

centrally clear transactions; and

e Legislative certainty that any new requirements are applied prospectively, recognizing
that market participants negotiated existing trades based on the laws and market practices

in effect at the time of these transactions.

In today’s challenging economy, access to customized derivatives helps businesses
maintain operations, invest in new technologies, build new plants and retain and expand

workforces.

Thank you for your thoughtful consideration of our request. We look forward to working
with you and your staff to promote stability and transparency as part of the ongoing economic

recovery.

Sincerely,
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