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JSE AGRICULTURAL PRODUCTS MARKET NOTICE

Number
A923
Date

22 July 2008
Silo Receipt Default

JSE Agricultural Products Market Notice A908 of 18 June 2008 has reference.

The situation, and the solution thereof, advised to all participants and stakeholders in the Agricultural Products Division of the JSE (APD) whereby certain long position holders could not obtain physical delivery of the commodity covered by Safex silo receipts has been at the centre of concentrated effort and work by the JSE since its occurrence. The complexity of the situation has unfortunately resulted in a longer than wished for period to remedy the matter.

As indicated in the notice referred to, the JSE understands full well that a situation of this nature seriously undermines the integrity of the market as regards the delivery procedure which is central to the agricultural derivatives market. The integrity of the delivery procedure is compromised by both the introduction into the market of Safex silo receipts that are not honoured by the silo owner in question and by the delivery of silo receipts in completion of a futures contract that do not result in actual physical delivery of the product as reflected on the face of the receipt(s). In the first instance, the silo owner, as a registered and approved Safex silo owner, is bound by the rules of the JSE to outload product in accordance with the description of the product as reflected on the face of the Safex silo receipt(s). Secondly, in terms of the rules of the JSE, the short position holder is obliged to make good delivery of the underlying product by ensuring that the long position holder is able to obtain delivery of the commodity that it had purchased on the JSE.

Following an extremely thorough consultative process that included the engagement of Senior Counsel, the short position holders who it was deemed did not make good delivery in terms of the JSE rules have supplied replacement Safex silo receipts that have been passed on to the long position holders in question.  This is in line with the JSE rules whereby the long position holders who have fulfilled their obligations must be placed in the position to obtain delivery of the commodity that they have purchased on the APD.

Similarly, the JSE will enforce its rules to ensure that the Silo owner in question meets all its obligations as a registered and approved Safex silo owner and will assist Safex silo receipt holders with any claim that may arise as a result of non performance by the silo owner.

The JSE remains of the opinion that this failure to outload maize on a SAFEX receipt relates specifically to the complications experienced at the Vryhof silo and does not impact on the wider system of physical delivery nor on the operation of the Safex physical delivery system in general. It is and was an isolated incident. The JSE is in the process of implementing measures and amending its rules to address any future occurrence of a situation of this nature.

It is incumbent on all participants in the APD market to uphold the integrity of the market and to work together towards the continued improvement thereof.
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Rod Gravelet-Blondin

Senior General Manager

Agricultural Products Division
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