February 10, 2014
VIA CFTC website: http://comments.cftc.gov

Melissa D. Jurgens

Secretary

Commodity Futures Trading Commission
1155 21st Street, N.W.

Washington, D.C. 20581

Re:  “Position Limits for Derivatives,” 7&ed. Reg. 75680 (December2l
2013). RIN Number 3038-AD99

Dear Ms. Jurgens:

The American Public Gas Association (“APGA”) appates the opportunity to comment
on the Commodity Futures Trading Commission’s (“@ussion”) “Position Limits for
Derivatives,” 78Fed. Reg. 75680 (December 12, 2013) (“Notice”). The Notm®poses to
implement speculative position limits under the reasthority provided by Title VII of the Dodd-
Frank Wall Street Reform and Consumer Protectioh &c2010 (“Dodd-Frank Act”). The
Commission proposes to establish speculative posiimits for 28 exempt and agricultural
commodity futures and option contracts, and econallyi equivalent physical commodity
swaps; revise various exemptions from speculgpgsition limits, including for bona fide
hedging; remove a current procedure for case-bg-@semptions of hedging transactions,
extend various reporting requirements, and uptlEerequirements that apply to speculative
position limits or position accountability requirents applicable to designated contract markets
and swap execution facilities.

APGA

APGA is the national association for publicly-owneatural gas distribution systems.
There are approximately 1,000 public gas systend¥ iatates and over 700 of these systems are
APGA members. Publicly-owned gas systems are argpifofit, retail distribution entities
owned by, and accountable to, the citizens theyeseilhey include municipal gas distribution
systems, public utility districts, county districend other public agencies that have natural gas
distribution facilities.

Proposed rulesin general

The Commission proposed to set speculative positmits on energy commodities that
would apply to all referenced contracts, includiagonomically equivalent swaps. These
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speculative position limits would be applied acroa trading venues subject to the
Commission’s jurisdiction. Section 4a(a)(1) of tBemmodity Exchange Act, 7 U.S.C. 81 et
seq. (“Act” ), as amended by the Dodd-Frank Acthatizes the Commission to extend position
limits beyond futures and option contracts to swagded on a DCM or swap execution facility
(“SEF”), swaps that are economically equivalentdt@@M futures and option contracts with
position limits, and swaps not traded on a DCM BF $hat perform or affect a significant price
discovery function with respect to regulated easiti New Sections 4a(a)(2)(B) and 4a(a)(3) of
the Act empower the Commission to set spot-montiglesmonth and all-months-combined
limits for DCM futures and option contracts on “exg” and “agricultural” commodities.

The Commission is proposing to establish positiomts using a phased approach.
Initially, the Commission is proposing to apply spkative position limits to 28 core referenced
commodities and to expand the application of suchitd to additional commodities
subsequently. Natural gas is one of the initialce8e referenced commodities. Speculative
position limits are proposed to apply to the sponth of a referenced futures contract and to a
single month and all-months-combined. The leveldimgle month and all-months-combined
would be the same.

The Commission is proposing to set the spot mantt level in natural gas based upon
the current spot month level set by the New Yorkrddatile Exchange (“NYMEX") or
according to NYMEX’s estimate of one-quarter of igedable supply provided to the
Commission in a comment. The alternate limit ipragimately 4 times larger than the current
NYMEX limit (1,000 and 3,900 contracts respectiyely

The Commission proposes to establish non-spot-mbmtits based on open interest
levels, which would be adjusted every two yearke formula that the Commission is proposing
to use for setting the non-spot-month position Ieve derived from current rules that apply to
agricultural commodities. The initial proposed @ative position limit in natural gas for the
non-spot month would be 149,600 futures contraatvadents. The Commission notes that 177
persons would have exceeded the proposed physatiaery spot month level, 221 persons
would have exceeded the proposed cash-settlednspoth level and 5 persons would have
exceeded the proposed non-spot limit.

In Section 4a of the Act, Congress recognized thejixcessive speculation in any
commodity under contracts of sale of such commoftityfuture delivery...causing sudden or
unreasonable fluctuations or unwarranted changeleirprice of such commodity is an undue
and unnecessary burden on interstate commerceemammodity.” Congress thus instructed
the Commission to fix speculative position limiss“aecessary to diminish, eliminate or prevent
such burden.” In the Notice, the Commission rates its own findings that large speculative
positions “can result in sudden changes to commaites that would otherwise not prevail if
traders’ positions were more evenly distributed aghonarket participants.” Based on these

! Specifically, new Section 4a(a)(6) of the Act rizggs the Commission to apply position limits onagygregate
basis to contracts based on the same underlyingnoaiity across: 1) DCMs; 2) foreign boards of traflehe
contracts are price-linked to a DCM or SEF conteantt made available from within the United Statestirect
access; and 3) significant price discovery funciaaps.
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findings, the Commission has proposed aggregatubgieve position limits that apply across all
markets subject to the Commission’s jurisdiction.

APGA notes that these proposed speculative paositiit levels were considered and
published for comment following vacatur of the Coission’s prior adoption of speculative
position limits> APGA recognizes that the Commission has broughtigh degree of
transparency and public involvement to the disaussif the contentious issue of speculative
position limits. APGA agrees that the applicatafran aggregate limit across markets on which
contracts on the same commodity are traded is saneso reduce or diminish the recent
unwarranted price volatility in the futures andioptmarkets for natural gas, and concurs with
Congress’s findings and with the Commission’s pegbddo adopt Commission-set aggregate
speculative position limits. APGA does not objecthe Commission’s proposal to base non-
spot speculative position limits on open interdsif as explained in greater detail below,
believes that the non-spot month limits being pegubby the Commission are too high to be
effective. Moreover, APGA questions whether inhtigof the very high non-spot limits, the
Commission should propose a single month limitliéags than the all-months levél.

APGA further believes that the Commission shoudgtonsider its application of
speculative position limits to trade options. Wslenodified, this is likely to increase burdens on
commercial end-users with no attendant regulatenyebt. APGA is similarly concerned that
the re-definition of “bona fide hedging” and cent@issociated reporting provisions, particularly
those related to anticipatory hedges, potentialgates unnecessary restrictions on commercial
end-users. APGA is concerned that such requiresm&atild place burdens on end-users with
no commensurate regulatory benefit.

History of speculative position limits under the Commodity Exchange Act

Systemized trading in contracts for the future \a&ly of agricultural commodities
developed in the United States in the mid to 1&@@0k from an economic need for risk shifting.
Glaring abuses were attendant with the advantadestramling; these included price
manipulations, market corners and extreme and sugdee fluctuations on the organized
exchanges. These abuses stirred repeated demandggfslative action to prohibit or
comprehensively regulate futures trading. Sec3iaf the Act as adopted in 193éxplained the
statute’s purpose in relevant part as follows:

Transactions in commodities involving the sale ¢oérfor future delivery as commonly
conducted on boards of trade and known as ‘futuaes’affected with a national public
interest. Such futures transactions are carriesh darge volume by the public generally
and by persons engaged in the business of buyidgsaling commodities and the

2 International Swaps and Derivatives Associatiobnited States Commodity Futures Trading Commissséi
F.Supp. 259 (D.D.C. 2012).

% In this regard, the Commission has previously psegl such single month limitSee Federal Speculative Position
Limits for Referenced Energy Contracts and Assedi&®egulations, 75 Fed. Reg. 4144 (Jan. 26, 20dtdrawn

75 Fed. Reg. 50950 (Aug. 18, 2010).

* Section 3 was amended by the Commodity Futureseizhtion Act of 2000.
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products and byproducts thereof. . . . The pricesolved in such transactions are

generally quoted and disseminated through the Ur8tates and in foreign countries as a
basis for determining the prices to the producel twe consumer. . . . The transactions
and prices of commodities on such boards of trade sasceptible to excessive

speculation and can be manipulated, controlledhazed or squeezed, to the detriment of
the producer or the consumer. . . .

The Commission in 1981 adopted a rule requiringftures exchanges to impose
speculative position limits for all commodities thaere not subject to a Federal speculative
position limit> In so doing, the Commission explained the darigar unchecked speculative
positions can pose to the markets, saying:

It appears that the capacity of any contract matketbsorb the establishment and
liquidation of large speculative positions in amenty manner is related to the relative
size of such positions, i.e., the capacity of therkat is not unlimited. Recent events in
the silver market would support a finding that tagpacity of a liquid futures market to
absorb large speculative positions is not unlimitegtwithstanding mitigating
characteristics of the underlying cash mafket.

Subsequently, the Commission permitted a numbeaaofracts to be exempt from the
requirement that the exchange impose a speculptgéion limit, permitting instead that the
exchange impose a “position accountability rule. These exemptions were based on the
liquidity of the futures and cash markets for seommodities. Tangible commodities, such as
energy, were permitted to have a position accolulittabule only for the back months; spot-
month speculative position limits were still reqdr The position accountability exemptions
were codified by the Commission at 17 C.F.R. §1H).5

The new authority provided to the Commission ire tBodd-Frank Act and the
Commission’s proposed rules pursuant to that nethoaly continue to build upon the
foundation of these prior actions.

Necessity for Commission speculative position limits

As hedgers using both the exchange and the OT@emearkets, APGA’'s members
value the role of speculators in the markets. \lge salue the different needs served by the
futures exchanges and the swaps markets. As leduydlic gas systems depend upon liquid
and deep markets in which to manage our risk. 8agus provide needed liquidity and depth
to the markets.

®> The Commission subsequently modified this requénetmpermitting contract markets to impose “positio
accountability rules” in lieu of speculative positilimits for certain contracts, including energyntracts.

® Establishment of Speculative Position Limits, 481FReg. 50938, 50940 (Oct. 16, 1981).

" See Revision of Federal Speculative Position Limitsl @ssociated Rules, 63 Fed. Reg. 38525 (July 198)19or
an explanation of the position accountability ex&ons.
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However, speculative trading strategies may notagé have a benign effect on the
markets. As the Commission recognizes in the Mo#t page 75691-75693, the dramatic
collapse of Amaranth Advisors LLC and the impadtatd upon prices exemplifies the adverse
impact that speculative trading interests can hawenatural gas supply contracts for local
distribution companies (“‘LDCs”). Amaranth Advisoid. C was a hedge fund based in
Greenwich, Connecticut, with over $9.2 billion und®management. Although Amaranth
classified itself as a diversified multi-strategynél, the majority of its market exposure and risk
was held by a single Amaranth trader in the OTGvdéves market for natural gas.

Amaranth reportedly accumulated excessively ldogg positions and complex spread
strategies far into the future. Amaranth’s spedoedatrading wagered that the relative
relationship in the price of natural gas betweemrser and winter months would change as a
result of shortages which might develop in the feitand a limited amount of storage capacity.
Because natural gas cannot be readily transpoliedt dhe globe to offset local shortages, the
way for example oil can be, the market for natwas is particularly susceptible to localized
supply and demand imbalan&es.A report by the U.S. Senate Permanent Commitiee o
Investigations affirmed that “Amaranth’s massivading distorted natural gas prices and
increased price volatility”

Many natural gas distributors locked in priceoptop the period Amaranth collapsed at
prices that were elevated due to the accumulatigdn@aranth’s positions. They did so because
their risk management policies require that thegigleepart of their winter natural gas in the
spring and summer. Accordingly, even though nauea prices were high at that time, it would
have been irresponsible (and contrary to theirmsithagement policies) to not hedge a portion
of their winter gas in the hope that prices woweregually drop. Thus, the elevated prices
which were a result of the excess speculationemtlarket by Amaranth and others significantly
increased the cost of natural gas for many of APRGAémbers and ultimately for their customer
rate payers®

APGA believes that the proposed rules will provastdianced protections to the markets
and that the proposed Commission-set speculatisgi@o limits are important additional tools
to assure the price integrity of these importantkets. Nevertheless, APGA believes that
several modifications to the rules as proposed @varihance their effectiveness and more
completely achieve the intended goals of Sectiorfdthe Act. APGA recommends that the
Commission reconsider the following aspects ofrthes as proposed. These are:

8 Amaranth’s strategy was reportedly based uporesumnption that hurricanes during the summer of 200@d
make natural gas more expensive in 2007, similangampact that hurricanes Katrina and Rita hatldraprices
the previous year. As reported in the press, Antarheld open positions to buy or sell tens ofdmil$ of dollars of
natural gas. As the hurricane season proceedadveiiy little activity, the price of natural gasctleed, and
Amaranth lost approximately $6 billion, most ofliiring a single week in September 2006. The unwndf these
excessively large positions and that of anothevipusly failed $430 million hedge fund—MotherRockurther
contributed to the extreme volatility in the prigienatural gas.

® See Excessive Speculation in the Natural Gas MarkepdReof the U.S. Senate Permanent Subcommittee on
Investigations (June 25, 2007) (“PSI Report”) at 9.

19 One APGA member has quantified its loss due ®uhivarranted price fluctuation as $18 million.
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1) Reduce the proposed levels of the non-spot mongkudgtive position limits. In this
regard, APGA strongly believes that the Notice ps®s to set the levels so high that the
speculative position limits would be largely inefige in achieving their purpose of
reducing or diminishing excessive speculation amel anwarranted price movements
caused thereby.

2) Provide for an individual-month speculative positlonit that is less than the all-months-
combined limit. This will limit the ability of apeculator through the use of inter-month
spreads to establish excessively large positiotisarmonth nearby the spot-month.

3) Adopt a limit to the over-all size of the positionthe physical commodity that a person
may hold if it claims the conditional exemptionrraspot month limits for a cash-settled
contract to no more than one-quarter the deliverabpply.

APGA further believes that the Commission shouttbnsider the application of speculative
position limits to trade options, its approach &iming “bona fide hedging;” and the reporting
obligations associated with certain hedge exemgtionUnless modified, these proposed rules
are likely to increase burdens on commercial erstsusvith no attendant regulatory benefit.
Finally, APGA believes that the Commission shoubthsider appropriate action to address the
issue of passive long-only traders.

With this in mind, APGA offers the following speiciftomments on the proposed rules.
Proposed levels aretoo high

The Commission itself notes that the proposed “fdenwould result in levels for non-
spot month position limits that are high in compan to the size of positions typically held in
futures contracts™* Indeed, as noted above, the Commission’s dagatgthat only 5 persons
would have exceeded the non-spot limftsThus, the Commission’s own analysis points to the
fact that the proposed limit levels will have néatno constraining effect on even the largest
speculative traders in the natural gas marketomgapot months, demonstrating that the limits
as proposed will be ineffective in carrying out fiengressional mandate of Section 4a of the
Act.

Given that the proposed formula-based approasipéaaculative position limits on its face
would not yield a meaningful result in respect ke tnon-spot limits for natural gas, the
Commission should consider customary position siidd by speculative traders as a factor in
moderating the limit levels proposed by the Cominis® APGA’s members believe that it is
absolutely necessary that the Commission modehatdirits proposed if they are to have any
effect whatsoever. Customary position size is shote for setting speculative position limits
which has been used by the Commission in the pasinaalternative to the formula-based

1 See Notice at 75731.

21d. at 75732.

13 The Commission inquired whether this approach dina! beneficial when proposing rules for specuativ
position limits for referenced energy contract2@10. See Question 675 Fed. Reg. 4144162 (Jan. 26, 2010).
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approach of the proposed rules. The Commissionakiagable to it large trader futures and
swap data through which it is possible to obseeedistribution of traders in a market ranked
by the size of their positions. Using this apptoait is possible for the Commission to
determine the size of positions customarily heldhiea market and to set a speculative position
limit that is effective in constraining traders tleaie unduly large relative to most traders in the
market. Such an approach is an effective meansrfsuring that the speculative position limit
will not be set at a level that degrades the markeefuidity, but which is effective in curtailing
excessively large speculative positions.

Provide for an individual-month speculative position limit level less than the all-months-
combined limit level

The Commission has proposed that the single mgpleulative position limit be at the
same level as the all-months-combined level. Téisontrary to prior Commission proposals
and raises particular concerns. The lack of a tpweparate single month limit level would
enable a speculator to amass a position in thetoedliver month equal to the all-months-
combined level? The next-to-expire is the most actively tradednthcand is used in setting
prices for other contracts. It is therefore pafacly worrisome that a speculator could amass
such a large outright position in this criticalljpportant trading month. And, the fact that
position limits are net-long or net-short meanst thaspeculator could hold an even larger
position in the next-to-expire month if it is ofétswith positions in the more distant months.
These strategies would enable a speculator tonpliteipressure on the spot month and may lead
to problems of market congestion as traders anginextjto exit or roll larger positions out of the
next-to-expire month going into the spot month.isTif a critical concern in light of the admitted
fact that the all-months-combined limit is so latbat it will affect an exceedingly few number
of traders.

There is an additional cause for concern in netgping a lower single month limit. As
discussed below, concerns remain relating to tie @b passive long traders in the market.
Having a single month limit that is equal to thembnths-combined levels may increase the
effect on the market that this style of trading nexgrt. The Commission should take a more
cautious approach in setting the single-month liomtil it gains a better understanding of the
possible influence on market prices that this trgdityle may entail.

For the above reasons, APGA’s members urge then@igsion to adopt the single month
limit at 2/3s the all-month-combined limit level te Commission proposed in its 2010
speculative position limits.

Spot-month conditional exemption

The Commission has proposed a conditional spot Imlomit for contracts that are cash
settled based upon a physical delivery contrabttahes the physical delivery limit level so long

4 The Commission’s 2010 proposal provided for alsimgonth limit at 2/3s the level of the all-monit@mbined
limit.
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as the trader taking advantage of the exemptiaminsf from trading in the physical delivery
contract and files reports of its cash market pasit As the Commission explains:

As proposed, this broad conditional spot monthtlexiemption for cash settled contracts
would be similar to the conditional spot month lifior cash settled contracts in proposed
8151.4. However, unlike proposed §151.4, propodé&d 8(c) would not require a trader
to hold physical commodity inventory of less tharequal to 25 percent of the estimated
deliverable supply in order to qualify for the cdmmhal spot month limit exemption.
Rather, the Commission proposes to require enhamexting of cash market holdings
of traders availing themselves of the conditiomaitsnonth limit exemptioh®

APGA is of the view that the very high non-spotitinevels puts additional focus and
importance on the adequacy of spot month limit leve curtailing the effects of excessive
speculation. The Commission proposes not onlhyetonfi higher levels for cash settled contracts
in the spot month through this proposed exempbabhat the same time to remove the important
limitation that a trader taking advantage of theragtion must limit its physical holdings to no
more than one quarter of the deliverable supplg.th® Commission notes,

[c]oncerns regarding corners and squeezes are awost in the markets for physical
contracts in the spot month, which is why specualimits in physical delivery markets
are generally set at levels that are stricter dyitie spot month®

The Commission has proposed that traders takingradge of the spot month exemption for
cash-settled contracts be precluded from alsortggidii the physical delivery contract, in order to
protect

the price discovery process in the physical dejyivesntract from the risk that traders
with leveraged positions in cash settled contréotg€omparison to the level of the limit
in the physical delivery contract) would otherwesgempt to mark the close or distort
physical-delivery prices to benefit their leverdgash-settled positior$.

However, as the Commission recognized in formes #H1.4 this danger also exists with respect
to a trader holding excessively large physical vl inventories. Accordingly, that rule
precluded a trader taking advantage of the spottimexemption from holding more than one-
guarter of the deliverable supply in physical ineeyn. APGA believes that that approach was,
and is, sound. The effect of the Commission’s curpeoposal is to permit a single speculator to
amass a position in cash-settled contracts thatel in excess of the limit that would be
applicable to a physically-settled contraod to amass an inventory equal to total deliverable
supplies. Simply requiring speculators to report their physical inventories does not
sufficiently address this concern.

15 Notice at 75737.
16

Id.
4.
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Speculative position limits are a prophylactic Itam diminish and discourage
manipulative and other abusive market activitieSxperience tells us that there is never a
shortage of individuals or interests who believat tthey can, and will attempt to, affect the
market or manipulate price movements to favor tharket position. The significant penalties
assessed by the Commission and the settlemerds iadtepted relating to abuse of the energy
markets affirms this. However, it must be bornemimd that catching and punishing those that
manipulate markets after a manipulation has ocdutoes not remedy the harm suffered by our
members and their customers caused by manipulatedah gas prices. Thus, APGA sees no
reason for the Commission to relax the prior litiita on a speculator that makes use of the spot
month exemption from holding greater than 25% efdkliverable supply.

Exempt trade options from the application of speculative position limits

The Commission requested comment on a number efnalive treatments of trade
optionst® APGA is of the view that trade options should tbeated the same as forward
contracts. That is, trade options themselves shdi@ excluded from the application of
speculative position limits but may be the basmiregt which a hedge exemption applies.

As the Commission notes, trade options are onlylaa to an offeree that is a
producer, processor, or commercial user of or achagt handling, the commodity that is the
subject of the option and is related to the offaréesiness. In light of these restrictions, iars
exceedingly remote possibility that trade optiormild be part of any manipulative activity by a
trader. Because trade options are often diffitoildistinguish from certain types of forward
contracts, often used for the same purposes arabnjunction with forward contracts, it is
reasonable to treat them the same as forward atsitfar the purpose of speculative position
limits. Taking this step would remove a signifitalifference in regulatory treatment between
forward contracts and trade options, deemphasitiagneed, and the incentives, to be able to
distinguish between the two with precision. Thisuwd assist commercial end users in their
compliance programs, removing a possible trapiferunwary. These benefits far outweigh the
relatively slight risk that applying speculativeston limits to trade options will reduce any
manipulative or other threat to orderly trading.

Bona fide hedging definition and associated reporting requirements

The Commission’s approach to defining “bona fideddieg” and related reporting
requirements will likely have an adverse impactommmercial end-users. A number of the
proposals will erect practical obstacles to theitglmf commercials to use the markets for long-
standing and accepted risk reducing techniques. ekample, the Commission in interpreting
the “economically appropriate test” of the hedgibefinition has stated that an “enterprise
generally should take into account all inventory moducts that the enterprise owns or
controls.*®  However, commercials may hedge on a gross Hasis variety of accepted

18 Notice at 75711.
191d. at 75709.
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reasons, including operation of the enterpriseupinoa number of decentralized separate lines of
business.

Moreover, the Commission’s proposed quantitative@ fer cross-commodity hedging
will be unduly restrictive in certain circumstancds may be that a stable and acceptable cross-
commodity hedging relationship can be demonstritealigh a quantitative analysis other than
that which the Commission is proposing to mand#ted, it may be that a commercial end-user
is willing to accept a wider basis risk than then@uission’s quantitative test would permit in a
cross-commodity hedge if there is no other avagldi@dging vehicle.

Finally, the Commission is proposing that commadscithat engage in anticipatory
hedging strategies submit reports using a new Ftd#to replace the reporting requirements
under current rule 1.48. However, the Commissien & proposing an additional annual and
monthly reporting requirement under proposed ral&3.7(f) and 150.7(g), respectively. These
additional reports would require the hedger to mlewdetailed information relating its cash
market activities to the anticipatory hedge exempthat it claimed. APGA believes that these
reports will impose significant additional regulgtcand compliance burdens on commercials
and believes that the Commission should considerraltives, including targeted special calls
when appropriate.

As discussed above, APGA supports the use of smp@ailposition limits as a tool to
help ensure that markets are able to perform foertion of providing a means for managing
price risk?® However, as illustrated by the above exampleqrattice many of the proposed
rules will discourage commercial end-users fronmgishe markets. We urge the Commission to
reconsider the proposed rules relating to the exiemgpfor bona fide hedging transactions and
associated reporting requirements with respedtdw effect on commercial end-users.

Passive, long-only traders

Finally, APGA notes that additional concerns hbeen raised with respect to the size of
positions related to, and the role of, passivelyaged long-only index funds. These concerns
are unaddressed by the Notice. APGA’s concerrmoisumether the positions held through this
style of trading are being taken in order interaibnto drive the price higher, but rather whether
the unintended effect of the cumulative size ofséhpositions has been to push market prices
higher than the fundamental supply and demandtgtuavould justify. A similar concern arises
from futures positions in natural gas that are helad¢onnection with investment instruments
traded on securities exchanges through Exchangdedr&unds or issues of Exchange Traded
Notes which overlie those futures contracts.

The Commission has not proposed rules that woubdyggarticular speculative position
limits to passive, long-only tradets.APGA notes that passive, long-only traders amatively

20 See Section 3 of the Act.
2L APGA recognizes that the Commission has propaseevbke prior rulings recognizing transactionsited to
index trading as either hedges or subject to amakagement exemption. Notice at 75740.
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new, but increasingly significant, category of #atf Concerns have been raised with respect to
the size of positions related to, and the rolgagsively managed long-only index funds. In this
instance, the concern is not whether the positeasasbeing taken in order to intentionally drive

the price higher, but rather whether the unintendédct of the cumulative size of these

positions, has been to push market prices highan the fundamental supply and demand
situation would justify. Such long-only tradersyrieade directly in the futures markets or in the

swaps markets. Investment instruments which avertintracts on natural gas may also be
traded on securities exchanges through Exchanggedr&unds or issues of Exchange Traded
Notes.

The concerns raised with respect to these padsivg;only traders is that the additional
inflows of speculative capital are creating greatemand than the market can absorb, thereby
increasing buy-side pressure which results in acingrprices. As noted above, the Commission
in its initial adoption of the requirement that banges implement speculative position limits,
reasoned that

the capacity of any contract market to absorbettablishment and liquidation of large
speculative positions in an orderly manner is egldb the relative size of such positions,
i.e., the capacity of the market is not unlimiféd.

APGA believes that although the Commission has proposed a specific limit that
would apply to passive, long-only investors, thesseies are critically important and merit close
examination and consideration by the Commiséfdrassive, long-only trading strategies raise
critical market structure issues and question oétiver the markets are able to perform their
important price discovery function as intended. AP@&ges the Commission to address these
issues in the coming months.

Conclusion

Natural gas is a lifeblood of our economy and ionk of consumers depend on natural
gas every day to meet their daily needs. It i8catithat the price those consumers are paying
for natural gas comes about through the operatiofaio and orderly markets and through
appropriate market mechanisms that establish aafair transparent marketplace. As noted
above, as hedgers, public gas systems rely on Ispigeutraders to provide liquidity and depth
to the markets. Thus, APGA does not wish to sepsstaken that would discourage speculators
from participating in these markets using bona fideling strategies. But more importantly,

22 At least one commentator has observed that aseahiddle of 2009, passive, long only traders hdzbgntially
increased their crude oil holdings over the presigeiar.. Hearing on Speculative Position LimitEirergy
Markets, http://www.cftc.gov/newsroom/cftceventsi@eaevent072809.html (July 28, 2009) (testimdnyean
Cota (citing Moming Zhou, “As Oil Rallies, Passivevestors Increase Their Holdings,” in MarketWatch,
http:///wwww.marketwatch.com).

3 Establishment of Speculative Position Limits, 48IFReg. 50938, 50940 (Oct. 16, 1981).

ZAPGA notes that the Commission has been compilingraaking available information on positions oftaar
index traders. See,

http://www.cftc.gov/ucm/groups/public/ @marketregdabcuments/file/indexinvestment1213. pdf
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APGA’s members rely upon the prices generated byftitures to accurately reflect the true
value of natural gas.

For these reasons, APGA supports the Commissiproposal to adopt speculative
position limits on exempt commodities. APGA striygngncourages the Commission to take
strong remedial action by: 1) modifying its progb$o reduce the proposed levels of the
speculative position limits; 2) applying an indived month limit of 2/3s the all-months-
combined limit; 3) restoring the condition that gesulator seeking exemption from the spot
month limit for cash settled contracts limit itdated physical inventory to no more than one-
guarter the deliverable supply; 4) exempt tradeoogtfrom speculative position limits on the
same basis as forward contracts; 5) reconsideetieet of the proposed rules on bona fide
hedging on commercial end-users; and 6) undertgkeaess to consider and address the issues
raised by passive, long-only trading activity.

* * * * *

APGA applauds the Commission’s proposed specul@iaition limit rules and urges it
to incorporate the enhancements that we have faehin this letter in the final rules in order to
ensure that the Commission has the fullest panaigigols possible.

We would be happy to discuss our comments or &nlyeoissues raised by the proposed
rules at greater length with the staff. Pleaséffee to contact Bert Kalisch, President and CEO
of APGA, or David Schryver, Executive Vice PresitehAPGA.

Respectfully submitted,
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Bert Kalisch
President & CEO

cc: Acting Chairman Wetjen
Commissioner Chilton
Commissioner O’Malia
Vincent McGonagle, Director DMO
Stephen Sherrod, Senior Economist
Riva Spear Adriance, Senior Special Counsel
David N. Pepper, Attorney-Advisor
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