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Minding Ag's Business

Waiting Game for MF Global
Bystanders may be losing sight of the main issue with the MF Global
bankruptcy and why it matters to anyone with a brokerage account. In an
address to the DTN-Progressive Farmer Ag Summit last week, Jeffrey
Hainline, chairman of Bloomington, Ill.-based Advance Trading Company,
reminded attendees that the main issue is the safety and security of funds
held in customer accounts. The precedent applies far beyond MF Global.

In other words, if you leave your dry cleaning at a shop that later goes
bankrupt, your wardrobe shouldn't become the assets of the failed business
and the subject of creditor claims. Sadly that is the legal precedent now being
tested in a New York bankruptcy court.

"The foundation of customer protection for commodity customers is
segregation of customer funds," Hainlain quoted a CFTC counsel. "Commodity
brokers must have...the full amount they owe each customer, in a segregated
account, every moment of every day." That's not just good business, it's the
law under the Commodity Exchange Act, he said, and it is meant to ensure
the firm has funds available even if customers demanded payment en masse.
(Technically, funds can be transferred, but only if replaced by adequate
collateral.)

Hainline is intimately aware of the chaos that an estimated $1.2 billion in
missing MF Global customer funds has caused. His brokerage firm represents
3,000 elevators, ethanol plants, farmers and others, and most of its trades
were cleared by MF Global. He also serves on the National Grain and Feed
Association Risk Management Committee monitoring the case.

Even in the final days of the Lehman Brothers debacle when officials were
desperate for cash, no one pilfered the accounts of the firm's customers, the
New York Times reported 12/10. Strict internal controls are supposed to exist
so a single person can't tap segregated funds even if they were willing to
break the law, the Times' James B. Stewart reported. Typically this requires
that transfers from segregated accounts be approved by the firm's chief
financial officer and chief compliance officer, so it's not a low-level decision
and there are multiple checks and balances in place.

http://www.nytimes.com/…

Normal checks and balances failed customers this time, but farmers' can't
afford to opt out of risk management just because their margin accounts are
at risk, Hainlain said. Corn futures tumbled 73 cents per bu. between 10/28
and 12/7, so he figures a 2,000-acre corn grower with a 170-bu. yield would
have lost $248,200 if his downside was not protected. In other words, this is
no time to rely on a cash-only sales strategy.

CME Group's Chief Operating Officer Bryan Durkin told country elevator
operators in Chicago today that the exchange will not guarantee the
remaining one-third of funds still missing from customer accounts.

Hainline and many other brokers I've interviewed think that attitude is self-
defeating and it will ultimately affect how much customers trust the system.
They believe the $7 billion fund that CME touts on their website as securing
the safety and soundness of trades gave customers a false sense of
protection that CME needs to correct.

"CME can't afford to have their customers injured," Hainline told me last
week. He's hoping that any funds improperly held by JP Morgan and other
banks can be "clawed back" into bankruptcy and returned to customers. He's
also hopeful that legislation will be adopted to establish customer protections-
-and that MF Global customers will be covered retroactively. But the third line
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-and that MF Global customers will be covered retroactively. But the third line
of defense would be for CME Group and other exchanges to honor the missing
accounts. CME's earnings alone are up tenfold since 2001 and will top $1
billion in calendar 2011, Hainline said.

Unfortunately for the victims, such a move would be "unwise" and the CME
has a "fiduciary responsibility" to its shareholders, Durkin told a meeting of
country elevators Monday. So the waiting game continues for MF Global
customers. Let's just hope this doesn't drag on as long as the three years
Bernie Madoff's clients have been waiting for the $11 billion they are missing
in that Ponzi scheme.

Follow me on Twitter at www.twitter/MarciaZTaylor
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Comments (1)

Legal stealing. Why were these guys giving testimony in congress and not
facing charges in court? If this was bad what will keep stock market from
being raided?
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