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	EXCHANGE FOR RISK TRANSACTIONS (EFR’S) 

A concept paper on EFR transactions was discussed at the last Agricultural Advisory meeting where it was AGREED to consult a wider audience for comment. Please could members and clearing members consider the below type of transaction and indicate any objections to its introduction. 

An EFR is a futures market transaction that provides market participants a way to unwind existing over-the-counter (OTC) positions or to initiate new OTC positions.  EFR transactions can be transacted at any time from the inception through to the expiration of the OTC position. Conceptually, an EFR is similar to an Exchange for Physical (EFP) transaction, except that it involves an exchange of a futures position for an OTC position, rather than an exchange for the physical commodity. 

The exchange will facilitate an EFR transaction off market provided the correct OTC information can be provided. Pertinent information will be the OTC agreed price levels, tonnages of the transaction and which futures expiry month was benchmarked. The transaction will not impact the central order book and details regarding the volumes booked will be communicated to the market. The exchange will only facilitate an EFR if 100 or more contracts will be matched and it will be dependent on each clearing member to accept the relevant legs of the transaction. 

The key benefits to accommodating such trades:

· Provides a quick and efficient execution of futures transactions: since the parties to an EFR transaction have to be the same as the OTC transaction, the timing and price are agreed upon without moving the market or affecting the intraday volatility

· Facilitates varying size futures transactions at a single price: an EFR can be transacted in any volume that is equivalent to the parties OTC risk exposure at one price

· Reduced market exposure and slippage: by booking an EFR transaction the risk of different execution prices is removed

· Enhances financial integrity of the OTC hedging program: since the futures side of the EFR transaction is a SAFCOM cleared transaction, it has the backing of the clearing members

· Potential increase in futures trading activity

Any questions can be addressed to Chris Sturgess on 011 5207299 or emailed to chriss@jse.co.za. The final date for any objections will be the 28 October 2005. Should the transaction type be accepted, it will be communicated so in a separate notice to the market.
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