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NATIDNAL ARCHIVES AND RECORDS ADMINISTRATION

il to mhom these presents shall come, Greeting:
irtue of the authority vested in me by the Archivist of the United States, I certify on his behalf,

: seal of the National Archives and Records Administration, that the attached reproduction(s) is

i correct copy of documents in his custody.

)
AME DATE .
\'%X\T‘ PAMELA A WEGNER [Y{) . i\ .Q&

TITLE
DIRECTOR, RECORDS CENTER OPERATIONS

NAME AND ADDRESS OF DEPOSITORY

NARA-GREAT LAKES REGION (CHICAGO)
7358 SOUTH PULASKI ROAD
CHICAGO, ILLINOIS 60629

NA FORM 13040 {10-88)

declare

eside at 1115 Glenview Road, Glenview, Illinois

employed by IMC as Manager of Market Planning -
emical Division.

snuary, 1982 I decided to invest with Heritage

ry Services, Ltd., hereinafter "Heritage", which I

believed to a "sales arm" for Financial Partners Brokerage,

Ltd., hereinfffter "FPB". A presentation was to be made by Mr.
Ward Weaver, formerly affiliated with the Schaumburg StatehBank
and then affiliated with Heritage.

4. I met with Ward Weaver in early January, 1982, His
son, Jeff Weaver, who also worked for Heritage, was also present

at the meeting. Mr. Ward Weaver explained to me that FPB was

a corporation headed by Bob Serhant. The extent of information / 7
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| L) IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF ILLINOIS
EASTERN DIVISION FILEL
COMMODITY FUTURES TRADING comxssxgn;;.")f ok )
[ o SEP 28 1982

Plaintiff, N &*& e

TYRONE C. FAHNER, Attorney General
of the State of Illinois,
iy

H. St zrt Coaringham, Clerk
Unitzd States District Court

no. ) C 5?55

vs.

)

)

)

}

}
FIyANCIAL PARTNERS BROKERAGE, LTD. )
et al., )
)
)

Defendants.

DECLARATION OF EDWARD C. LUKE
UNDER PENALTY OF PERJURY
PURSUANT T0 28 U.S.C. § 1746

I, EDWARD C. LUKE, under penalty of perjury do hereby

declare:

1. I reside at 1115 Glenview Road, Glenview, Illinois
60025.

2, I am employed by IMC as Manager of Market Planning -
Industrial Chemical Division.

3. In January, 1982 I decided to invest with Heritage
Capital Advisory Services, Ltd., hereinafter "Heritage", which I
believed to be a "sales arm" for Financial Partners Brokerage,
Ltd., hereinafter "FPB"., A presentation was to be made by Mr.
Ward Weaver, formerly affiliated with the Schaumburg State Bank
and then affiliated with Heritage. |

4. I met with Ward Weaver in early January, 1982. His
gson, Jeff Weaver, who also worked for Heritage, was also present
at the meeting. Mr. Ward Weaver explained to me that FPB was

a corporation headed by Bob Serhant. The extent of information /_;&/
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.fﬁrovided to me concerning Bob Serhant was that Serhant formerly
:r‘f

worked for E.F. Hutton, was a registered commodities broker and

had been invelved in FPB for at least a year.

| 5. Mr. Weaver explained that Serhant bought $100,000.00 T-Bills

at the current discount rate and would use the discount to speculate
on the futures T-Bill market. Mr. Weaver further indicated that
oﬁly the discount was at risk; that the Principal was entirely
safe. Mr. Weaver further indicated that the minimum investment
amocunt was $10,000.00. Thus, my $10,000.00 would be combined

with others to buy one $100,000.00 T-Bill.

6. Concerning interest payments, Mr. Weaver explained that
I could take one of two options: 1} to "roll-over" or re-invest
the interest earned; or 2) to withdraw the interest and thereby
receive a monthly interest check. He further explained that Heritage
would take one percent (1%) of all profits earned as it's commission,
and that the commission amounts would be deducted before I received
my monthly statement or interest check.from Heritage.

7. On January 21, 1982 I decided to invest with Heritage.
Pursuant to agreement with Mr. Weaver, I gave him four (4) ‘Et;g%i]fd
checks each for $2,500.00 l/and totalling $10,000.00. I flther
optad to withdraw the interest‘and did so until each portion of
my investment reached ninety (90) day maturity. i then wi£hdraw

my original investment of $10,000.00 in four succeeding weeks.

1/ January 21, 1982; January 28, 1982; February 4, 1982;
and February 11, 1982. .
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8. Copies of the only disclosure materials provided to me
are attached hereto and made a part hereof as follows: Exhibit
A - entitled "Account History"; Exhibit B - September 1, 1982
Chicago Tribune article; Exhibit C - two page statement from
FPB signed by Robert B. Serhant; Exhibit D - November 21, 1979
Wall Street Journal article; Exhibit E -article entitled "Pension
Plan not afraid of rate futures"; Exhibit F - article entitled
"Hedging with interest rate futures"; Exhibit G - article by

Jerome Idaszuk; Exhibit H - Prime vs. T-Bill Futures Chart.

I declare under penalty of perjury that the foregoing is

true and correct.

Executed September 26, 1982, z Z () tﬁék-

Edward C. Luke
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i o Monthly Return .

iJ. Weavel

on Investment,

Week of Gross Net

T1/6 4,55% 3,55%
1/13 4,35% 3,35%
1/20 4,78% 3,78%
1/27 4.87% 3.87%
2/3 4.90% 3.90%
2/10 4.71% 3,71%
2717 5,08% 4,08%
2/24 5.17% 4,17%
3/3 4.52% 3.52%
3/10 4.45% 3.45%
3/17 4.23% . 3.23%
3/24 4.75% - 3.75%
3/31 &.32% 3.23%
417 4,35% 3.35%
4/14 4.50% 3.50%
Li21 4,15% 3,15%
4/28 4,91% 3.91%
5/5 4,25% 3.25%
5/12 3.95% '2.95%
5/19 4,09% 3.09%
5/26 4,15% 3,15%
6/2 4,23% 3.23%
6/9 4,09% 3,09%
6/16 4,25% 3.25%
Switch to 90 Day T-Bills
6/23 4.58% 3,58%
6/30 5.10% 4,107
7/7 4,50% 3.50%
7/14 5.50% 4,50%
7/21 5.50% 4 ,50%
7/28 4,71% 3.71%
8/4. 5.25% 4,257
8/11 5.05% 4.05%
8/18 5.01% 4.01%
8/25 5.15% 4,15%
9/1 5,20% 4,20%
9/8 5.25% h,25%
9/15 5.10% 4.,10%
9/22 5,05% 4,05%
9/29 4,85% 3.65%
10/6 5,05% 4,05%
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Annualized Re
On Investment
-Gross
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turn

Net

54,607
52,20%
57.36%
58.44%
58,80%
56,627
60,96%
62,04%
54,24
53.40%
50,76%
57.00% .-
51.847%
52,60%
54.,00%
49,80%
59,00%
51.00%
47.00%
49.00%
50,00%
50.767
49,00%
51.00%

55,00%
61,20%
54.00%
66,007
66,007
57.007%
63,00%
60,60%
60.12%
61.807%
62,407
63.00%
61.,20%
60.60%
58,207
60,607

42, 60%
40,20%
45.36%
46,447
46.807%
44 ,62%
48,96%
50.04%
42,24%
41 ,.407%
38,76%
45,007%
39.84%
40,207
42.00%
37.80%
47.007%
39.00%
35.00%
37.00%
38.00%
38.76%
37.00%
35.00%

43,00%
49,207
42 ,00%
54 .00%
54,007
45.00%
51.00%
48 ,60%
48,12%
49.80%
50.40%
51.,00%
49,20%
48.60%
46,20%
48,607

Erhibrt A
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B phetn by H Guatis
Robert B. Serhant: "We can tell much more
about. the way interest rates are going by
looking at the spread relalionships.”

He finds hedge
to help investor

eaid inveslors in this program are reaping a 30 per
¢enl anpual return.

The hedge-spread program is based on the premise
that the volatility of the price spread between long
(buy) and short tsell) futures contracts with two
dilferent delivery dates will be less than the volatility
of the prices of the individual contracts, Serhant said.

“BY ENTERING INTO a spread position, you're
not taking as risky a position as if you were going
inlo an sutright long or short position,” Serhant said.

The second major feature of the program is that
each Investor’s polential loss is limited by the out-
right purchase of 2 Treasury bill whose return is
virtually riskless based on the government's promise
to redeern at' full par value,

As an example, the program may work Iike this:
The investor gives Serhant §100,000. Serhant buys a
S0-day Treasury bill, which sells at a discount for,
tay, 357,000, The remaining $3,000 is used ‘lo buy
spread contracls in %0-day T-bill futures. Depending
an marke! conditions, Serhant may, forexample, buy
the December contract and sell the September con-
tract short. Or he may selt short the December
contract and buy & September contract

“WHAT WE'RE HOPING for is that the price
diffeFential on the two contracts will widen or narrow
down, depending on our position,” he said.

If the stralegy were to buy the September conlract
and zell short the December contract. for example,
the investor hopes the price spread between the two
will narrow.

I the spread moves in the desired direction, the
investor profits. If the spread moves adversely, the
maximum loss would be the 53,000 at risk.

"The investor knows from the Beginning that it he's
wrong it's only going to cosl him no more than
$3,000,” Serhant said. .

That’s hecause Serhant will close cut the position
at that point by a buy-stop ar =sell-stop mechanism.
Also, Serhant will close out the position if the profit
vbjective is achieved before the underlying T-hill
maltures, :

“WE'VE TRIED TO structure it whe.re!ay the in-

Ethibit B
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Financial Pariners Brokerage. Ltd.

In reference to your guestions regarding the Cuslomer Application of

guidelines:

(1) The purchase of a 90-day United States Treasury Bill in

(2)

(3)

- executed by and through a major Chicago bank.

an amount of 75% - 95% of the funds invested. These
United States Treasury Bills are purchased in your name

and crediled to your account. As you know, they are
purchased on a discount basis and are redeemed at maturity
for a full 100 cents on a dollar. The United States Treasury

Bills are backed by the full faith and credit of the Uniled
Statles Sovernment directly and are conzidered to. be the

prime Covernment Security available..

The purchase of the United States Treasury Bills are

Should
you desire to redeem these securities prior to maturity,
the prosedure would be to contacl us and an immediate

execution of the same would be accomplished.

The Uni.ed States Treasury Bills and your cash excess .
will be recorded on a compuierized statemnent on Lhe
next business day following your investmunt of funds.
The transactional slaterﬁem will show all of the trans-

actlions in your account, both in the cash and futures markel. ;

The ‘diffcrence between lht;: discount cost of the Treusury
Bills and the full redemplion value on the maturity will
be your Jollar risk. TFor example:

$1(0,000.00 Unitcd Slates Treasury Bills @ 12%

Co:t of 90-day Treasury Bills on Day 1 at
apj roximately

Value of 90-day Treasury Bills on Day 90

§97,000.00
-+ $100,000.00

1900 Spring Road  Qakbrook, Minois 60521 31 2-180-2000

Kember-—international Monetary Markel ' '
o b €
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.. Financial Partncrs Brokcecrage, Lid.

Ther.eforc, il you purchased a $1.D0,0{]U'.[)0 United States

Treesury Bill, 90-day maturity on January 1, 1981 at

a eos! of $97,000.00, by April 1, 1981 your account

will show a $3,000.00 gain. It is precisely this amount, : )
namely the $£3,000.00 that you have atl risk in this Hnited .

States Treasury Bill cash/future spread.

{4) Our cnstomary involvement in the United States Treasury
Bill futures market is done on a spread basis, whereby one
particvlar maiurily is purchased and another maturity is sold
simdltuneously. You could lose money in the United States
Tr‘easur.y Bills futures commitment, bu. that loss is limited
in its amount by a specific price liquidation point. This
liquidations point is there for your 'protection, so that if
our projectlions and forecasts are nol correct or timed
appropiately you will be liguidated atl a point wherein
the lozs will not exceed ymir acerued gain :sn. maturity. on

the cash Treasury Bill.

(5) Furthermore, the only financial future to be utilized will
be Urited States Treasury Bills and no other future contract
whatsoever will be traded in your acen unless specilic

writlen authorization by you is givgn 1p u

AOBERT L. SERHANT, PRESIDENT
FINANCIAL PARTNE]IIS BROKERAGE, LTD.

1900 SxtingAead  Qakbrook, Winois 60551 312-789-2000

Mombai—International Monciary Marke!
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“xposed Position
3ond Market's Plunge
Caught Most Investors
Nith Hedges Down

Chey Couldn't or Didn't Use
Futures in Interest Rates;
But One Saved $150,000

[ Wish 1 Had Done More'

By Lawresce Rour
Siaff Reparteraf Tie Wall STREET Juuxsal
Most people tn the bond market prebably
-an! te kick themselves,

During the receat plunge in bond price ;.-

qey could have saved a lol of money by
sing # four-year-old hedging mechanism
yat was available for Lhe licst time In &
harply declining market. But all except a
elative handful weren't able or simpy
ailed lo do s0.

vhat most bond-portialio manapers—1to
ile one group—didn’l da was Lo hedge their
ondholdings in {he inieresi-rale futures
1arket. To hedge bondheldings, a portfolo
sanager could. have sold futures in Trey
ury securities, The reasoning: The futures,
‘hich are agreements to deliver govesn-
wont secorities a1 a specified price and fg-
e lime, would respand moch like bonds o
n increase in inleresl rateg—that is, thewr
rices would [all, .

And after Oct. 6, when the Federal Re
orve moved to enrb inflation by driving up
erest rales, prices of both bonds and In-
rest-rale Tulures did decline steeply. A
eN-hedged porifolio manager could have
fse1 much of the loss n the value of Lis
ands by buying back his fulures for liss
1an his earlier selling price. Because tag
edging transaction began with the sale of
nures, the manager's repurchase of ldent-
Al fulures liquidates his position in the -
wes markel. For the first time, bondhold-
s had an opportunity 10 do something be-
des passively riding out a plunge in prices
« just selling Londs at a big Joss.
fest Steered Clear

Yri. says Roberl Zellner, president of
unavan! Financial inc., a Chicapo-based
Aerest-rate-fulures brokerage firm Tor fi-
ancial institetions, “there were certainly
sor# people who didn’t use futures than whe
N B ‘

The relatively small amount of hedging is
srticularly striking because of the huge
nounts of money a4 stake in the bond mw
'L The tolals for just three major types of
mds; Publicly olfered corporales outstard:

st s T —m Yy s g DOW JONES REPRINT SERVICE # PO, BOX 300 # PRINCETON, NEW JERSEY DESA0
Reprinted from The Wall Sturet Juurnal

fng amount ta about 326 _dlion, mwnicipal
bonds (tssued by both states and local pov-
ernments) about $315 biflion, and marketa:
ble Treasury debl about 3495 billion.

And In the bond market 1ast month, the
Juss of princlpal was staggering. According
o Salomon Erolhers. a big New York bond
house, prices of high-quality corporates fell
nearly 109, This estimate indicates that a
$I billlon portfolio of corporates—nol wn-
ysually large Lhese days—may have Sus-
lained @ paper loss of almosl $100 million;
the exact amoun would have depended on

the pariicular issyes and malurilies In-
. volved.

S0, because of the record declines In
band pricés, instilutienal investors and bond
dealers alike are holding seriously depre-
clated portlolios and are taking subsiantial
losses on secorities that they do sell. In ad:
ditiop, corperations planning 1o issw pew
bonds are being sluck with shatply .igher
Inlerest rales.

Big Opperiunity

These troubles could present the in-erest-
rate ltures market with the biggest Jppor-
tunity ever before i, proponerts of such fu-
tures say. I ever you wanled an advertise:
ment for the interest-rate futures markel,
this is {1." says Morton Lane, presid=nl of
Discount Corp. of New York Futures, s a
classic example.”

Here's how hedging with futures vorks.
Lat's say a bank held a $1 billion portlolio of
bonds al the bepinning of October. Liy the
end of the month, those bonds were warth
about $300 million, representing a pertfolio
loss of about 5100 million.

To protect ftself, the bank could have
sold $1 biflion of Treasury-bond fulures. thus
{aking & short position in Lhe futures mar-
kel. During the month, prices of these fu-
tures dropped aboul B%:; so on Oct. 3! Lhe
same futures were worth about $920 i ilhion.

The bank could have bought bond jutures
that day, canceling its shart position ;.nd re-
sulting in an 350 miilion profit, less ccmmis-
sions, to apply against is $100 million port-
folio Joss. Profits Irom hedging usually don’t
work out to cqual losses exacily, because of
dillerences between futures and portfalio

holdings.

Consider the experience of Craig Ward-.
Jaw, x band-porifolic manager at Norih!
Caroling National Bank in Charlott~ Ex-
pecting trouble, Mr., Wardlaw had sold a lot
of bonds as well as hedged in the rulures
market by the time the Fed acted. "When
you've ot 2 3630 million portfulio, ¥ e can
gel creamed,” he explains, “Bul witl inter-

g LFRY PSR

(R}

esi-rale futures, al least we weren't stand- °

ing there defenseless.” His fulures-1warkel
profit—aboul $10,000—partially offs*t the
decltne in his bond portlolio, althou<h his

“bondholdings, Hke almost everyone else's,

still took a beating. He says he wishes he

had used the futures markel more cxten--

sively. .
Even before Ocl. 6, a growlng nun ber of
people had become aware of the pol -nliali

DO NOT WMARK REPRINTS

@ Daw Yaues & Co, Ing 1570
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ties of the [utures game. Sinc . inceplion
at the Chicage Board of Trade nearly lour
years ago. inlerest-rate fulures have been a
phenpmenal success, even thourh until Au-
gust 1977 only two types of inlerest-rate fu-
tures contracts—in certificates of the Gov-
ermmen! National Morlg..ze Association and
in 90-day Treasury bills—were lraded. (One
GNMA contract, for example, covers
$100,000 of securities.}

Now, aboul a dozen {ypes of copiracis
are traded on the Board of Trade, Chicapo
Mercanlile Exchange. Amex Commedilies
Exchange and Commodily Exchange Ine.
Trading volume in interest-rate fulires rose
188% 10.2.3 millign contracts Jast year, and
il climbed 2067 in 1979°s first 10 months.

Morcover, the Fed's moves may give the
roarket 2 big push. "We're golng (o have in-
creased volatility in rates,” says Laurcnce
Mollner, a vice president a1 Dean Willer
Reynolds Inc. “"That points ool the need for
an awareness of the futeres market and how
it can be vsed.”

And there's plenty of room for growth, =1
would say Lhat less than 1% of the potential
users are acteally using i says George
Hall, vice president and director of financial
futures markeling at Merrili Lynch, Fierce,
Fenner & Smith Inc. “Even though il has
grown [aster than the other commadities,
it's still in the embryonic stages.”

e growth has been held down sigmifi-
cantly barause many pecple aren't author-
jzed o pse it. Many state-chartered banks
haven'| oblained permission (rom  slate

_banking authorilies, and only about 40 pa-

tional banks have received a go-ahead from
the Comptroller of the Currency. Ti.z Comp
Lrotier's office in Washingion says "0 appli-
cations lo use inlerest-rate fulur:s have
been rejected, but some bankers conlend
that the federal authorities have rilised nu-
merous objections and, in effecl, barrcd
thern from the markel.

Similarly. many pension-fend .nanagers
need 1o get approval from their boa-ds of di-
rectors or slale legislatures before 1sing Lhe
matkel. Roberl Barman, senior porifolio
manager for Minnesota state pension funds,
says he ““definitely would have used the fo-
lures market™ if he had had authorily to do
50. He has asked the legislatuie for a
change in the statule governing h s opera-
Liens, ;

Low Commission Costs -

Also holding down the market's prowth i
widrspread doubt about ils elfec iveness.
Some doublers sad that (he market isn’t lig-
uid enough and that sharp swings in prices
make # 4 dangerous game. They worry thal
newcomers dont understand it and are gel-
ling in over their heads. And they note Lhat
becanse no  hedge apainst  inerest-rate
changes is perfect, W's possitle, though un-
likely, to get burned both in the underlying
sccurities heldings and in the lutures mar-
kel simultoneatsly.

Morcover, the small amount of moncy
that fnvestors have to put up can work

- Erhibrt £
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againsi them as well as for them. Investors
In Treasury-hill lutures, for instance, necd
anly about $1.060 to control about 51 million
o securities. Bul the leverage works both
- ways, and If the market moves agains!
them. additional margin money is required
Immediately. Big losses are possible.

‘The commission costs of hedging are so
low. however, that they aren’t likely to re-
fard the markel's expansion. To get into and
oul of 2 51 million hedge in Treasury securi-
lies, for exampte, costs about 350, and these
hedges can be good for as long as two years,
Of course, "just how cxpensive it is depends
oh whether or not the hedge works.” notes
Mr. Lane of Discount Corp. of New York
Futnres. )

Despite the risks, most bond-markel par-
tfcipants undoubtedly regret pol using fu-
tures last riondh. In fact, even the Monday
afler the Fed's weekend apnouncement
wouldn't have been {oo late (o0 have saved
faoney.,

Thatl's because, while the bond markets
were observing the Columbus Day holiday.
the {ulures markels were hopping. If people
had come .n lo work, says Stanley Jonas,
manager of the financial-futures division of
. ACLI Commodities Service Ine, in White
Plains, N.Y.. "they could have at l2asl miti-
gated their losses,”

One whe did was Erwin Williams, a vice
-president at First Union Nallenal Bauk in
Charlotte, Wiguring that bond prices would
fall on Tue:day when Lrading resumed. Mrs,
Williams sald futures on Monday. Since fu-
tures price; didn't drop sharply uniil Mon-
day alterncon, she had time in Lhe morning
lo make upr about 512,000, or aboul 10% of
the decline in her portfolie’s value, ‘

Corporate Users

Similarly, some Wall Sireet bond houses
say futures helped them cut their losses dur-
ing the recent bond-markel debaclé. Observ
ers say more houses are likely lo use fu-
fures hedging in the wake of the batllering
thal they taak in the §1 billlon debt olfcring
of Internationzl Business Machines Ceorp.
The undervriling loss, estimated at $10 mil-
lion, "Is puing 10 becomne 2 texlbook exam:
pe for the necessity (o hedge™ bond invento-
ries, says “rank Mickel, an E. F. Hullon &
Co. vice prosident.

Industrial corporalions also are begin-
ning to ust the Mfures markel, Six months
ago, Esma-k Inc. anticipated rising borrow-
Ing costs i nd, 1o protect itself, sold about
315 millior of Treasury-bill futures. “The
strategy obvlously worked.” says Jay
Proops, tr+asurer of the diversified com-
pany, afthough he saved less than $100,000.

“I just wish 1 had done more.”

So does Lawrence Geraghly, a senior
vice president at Firsl Pennsylvania Bank
in Philadelphia. In the past, Mr. Geraghly
has sold lutores to hedpe apains! rising
coslt of the bank's certificales of deposil, at
an annual saving of about 51 million. But re-
cently, he wasa't in the [utures miarket, and
he estimatles that the bank losl an opportu-
nity 1o recoup $250.001 in inlerest costs. *'In
retrospect,” he concedes, “we should have
been more aggressive,”

Acgressiveness certainly is the hallmark

ol people who use the fulures market not lo

hedee but o seek quick prufils. These peg
ple lake advantage of percelved discrepan
cies n the relationship belween the Tulures
markel and the underlying deb! markets.
“When il tmoves. the futures markel reacts
with a knee jerk and (he cash market is
more stahle,” says Ear] Johnson, & securt
ties-trading officer at Seattle-First National
Bank. “'Both may be going up, but the fu-
tures will be more exuberant.” So he buys
the cash markel, sells the lTutures and tries
lo profit as the relationship beiween the
markels returns 1o “normal.”

Too Many Speculators?

Bul most abservers question just how
easy Lhal really Is. Gne Lrader who shuns fu-
{ures con-plains of loo many volatile specu-
lators—traders 1rving 1o guess whal the
markel will do without having any stake in
the correspanding securities. “"You're play-
ing with John §. Public out there.” he says,
“and you can never.predict what the gen-
eral publi= will feel about inlerest rales.”

And even hedging has risks, partly be-
cause rates vary wilh the security and the
malutity. Because there isn't any futures
coniracl *n corporate bonds, for instance, 2
hedger rrust use Treasvry-bond futures. Bul
il the ve ationship between Treasury bonds
and corporales changes, his prolection is di-

* minished.

First ennsylvania’s Mr. Geraghly ob-
serves that hedging can cven work against
you. In 1478, for example, he sold Treasory-
bill Tutures 10 hedge the bank's future cosis
from certificates of deposit, Bul because of
technical market faclors, he says, the CD
rales ros and the Treasury-bill rates [ell
As a resu-l. he was hurf in both markets,

Althou th that hasn’t happened often 1o
Mr. Gera thty, he says it bsn't vnusual for
novices, He blames the notivn ~thal the fu-
tures markel is a panacea rather than a
nermal marketplace. A ot of participants
enler the markel mindlessiv and don’t take
the same precautions they wouold in the cash
markeL" . .



p 11 of 16

Case 1: 0’01512 RBK-AMD Documeﬂma‘ﬂgﬂ@ﬁmf%l Pagf
Fa -~ 1ot afraid of
. - rate futur es

: . . ' By Michael Ecgerton - )

IT IS SAID THAT Joalx rish In where angels fear

- ) . * Io Iread, and pawhicte hat thal beea treer Lhan in —

. - . - vsing intercal rate folures as part of & jemalon e
L elan’s Inveshinent sirafegy:

Kecertheless, Sevimou Latroll, viro presllent for

a . - : fixed V‘WDDIE socwilios 61 Sanrs evestmenl .

’ ' : " spemenl Co, deosn’l convicter himsell a ff far

. . ’ . making his carnpany the st iyvesbment 2dvicer In

) - ) ut intaresl rale Julures, The gustnmer thaf has
' tenefiled s SIMCCs chis] clienl, the pensian pdzn
of Scars, Ranbuck & Ca,

' Other managers have bheen ¢hary of helures le
cavse of perecived risks or their novelly: The [irsl
inlerest rata fvlures, eantracts on secorities of The
Goveramient Ralional Mantpape AssocizUsa [6:onje

. Mae), wpre traded or the Chicage Bonrd of Trada

) . Just five years ago. . -

An intorest rale ahwes conlract 5 an agrcemment -
- ' - ‘ : to Iwy or sl o fined income security H :. Specifing
\ . ' price on z cpeciling Iufore date » | : .

- ' . - A BUT L.GTSOFF'S phraomenal speccss na\- (LAY
- e mahe believees of olher porticlio managass. July 1
i- * .. marked the end of SINCOs (irst year of interest
' ) ratz (furec trading, snd in Wl peried fs hed
4 . . porticlio wak wp 115 per cenl. The partion of the | |
. - - Jortlelis devoled to fotwes wos wpy 15 per ey, am
. wompared with 0 dechine in the Salnmen FErotles :
. - -, bigh-prade bond index o 2.37 per cenl ks e same
prerind,
. . S SIMCD handes  Sears'  profibsharing  plan,
. ' smenling Yol aboul 414 hillien of Scars stk and
- . : other equilics, It alto "pmonayzes nhagt 23 billipn
for the SHears pension plan and for ether rlienis, A t
- third of tat & in Jiaed income socur ll.lqa ez the -
remaiiwler in equitics, ’
Latstdi s an onthasisslic advecate of futeres, bt |
he dravf weveral distinctions beluyen the sratony
i and matives for what he doce aml lor what the ‘
R “individual Irpder or reculalar might da, - H
. .o “When we make » commitment Lo Yuy or el g
) fulures canlrael, it's the sane thing a5 Concrinting.
fo bwy or sell the wderlying eecurily,” Lasnfl s,
: *If 1 by » contrac: far a $160,000 hand, 1 have 1he
g 000, From s partfalin siandneinl weve deone
nathing diflesent Then in noreial Lrading,
: “We difler from wn-acgounl radrrs nha '-mgh[ <
H Yeverage Their dea’ings. We don't Ievesana any of
the porifoliox we mahape, and the ghility 1o control .
o Yarpe wmounts of :renrilics with relatively anall
* - amounts of meney 15770 Ihat inlerocting to ws, Fo-
. . . turet are incidental 10 e main ponl whach g
maximlzing the retn 3 02 the baad porifafia ™

—

USING FUTURES salves s peablem for SIMD, |t
* may be cheaper bn wag bads doa for delivery in 3
’ Your than 1o buy them now 3pd hald Uhom,™ Lntsoff

Fays,

Yulwes contacls ean bo uted as y hedpe, wheh

. Foficus 1isk by using 2" llures warkel pwlica La
. . - olisel a cash markel praifion. “For examqie, y |

: were in assuine that the wderlying sacesity u.-..;m

- - . po dowm I value, 1'd scll eyno D e contracls Lo

. . £wnid having tn acll i1," Latsodf peplatng, ..

- T Selling Teasury hond contraces, to fake J:t ena =
' lngtance, might I uzed o avald ulhrg 3 ewprale

tond with nuatmo iccome peaerating characterls. -

' . Costlay u! oo page |
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Pension adviser not afraid of interest futures

Continued from page ¥ T

b, *Thly weutd fleclively protect the rorpora
Lood's jrivcipal,” Laotsoff say1

1otwoll 1o the {ntercst Talp fulures contracls
bcavse of weir she and ligdily in relabon Lo
deater makes I the erderlying seowluies. Me
jreinls cul Lt the awerage doily volume i Jung
;m':rr_mcnl bonds ameng
Lon o $40 million; (e daily wphee of Uhe Chicago
poard of ‘Trade T-houd contract 15 abou! T2.5 bitlion
Simitar relationships exist Letween dealer and {u-
and Ginnje biacs, which

fures markels T-bills

T gIMC0 also Crades.

RECAUSE OF THE Nyuwdity of these markets,
and Ihe relatively smallr 2moutts of mowy in-
wolved It Lransaclions in dealor markets, Lotsofl
pas fmund (hat excecting povermment security
trades dn fuhwes mrackeds ¢an ofien aave COmynis-
sion mancy. The Total cost of chapZing = position is
ofieo West i the fulvres markels.

=px an cxample, the conmissien on & T-hand
contraet foipht be 332 or 32 ol a point, but throu™
2 doaler Ue oost of exection cotdd Lo s taueh 5t ¥
of & point,” Lotsplf 3ays, *The reasen ir simpdy that
sohune & inech preater an tie finens markels”

The rdizy characteristic of the {uiutes inarkets
Wavis itecit 0 scveral iovestent ploys, Thore are
o yecuritios, such a3 doep-discont Girde Mibos
or Jowrated boads, tial may be atractive for their
yiclds bt dilncult to Irzde. .

7 Puschases of zales of these Rinds of Focurities an

te tednad, rather than disterting dealer markels
with larpe Lety and sofl orders. The same thing pucs

Jdealers is about £ mil- .

fur seistvely spallissue losds whizh might Le -

tard to soll, bt kander to repluce il sold: An afile
fulares (rador coudd protect his bond investiment hy
shrywdiy pulting en futures rades ol given points in
Lhe interest rate eyele.

IN THIEE DAYS of relatlle Intereai rates, the ald

"h.ly-nnd-llcld" bond  miADafement  flrategy  Just
docan work, Or, o ketsoll puta e, * The Uime when

np nveshinert manager “cond think of Jondlermm -

aads nt & baddeally stuble part of 13¢ potifulics be
of she regmnxible {or exiclod la g age ard may
c1idt ppain in Go fulure, bub surcli docsn't exig

pox.”™

Lrt=all and his team are constar Uy ookng for
teatiops whore e prices in loures markets shaw
wide duerepavsies from those avaiiable in dealer
markels. jo mvch of 177, for ex: mple, yuu rould
bugy Tdond routracis for delivery & year from pow

-ppd make mt much a3 25 polnts from 1he curment
rale in cash markele™ -

How would Lalsoff spproach that situalion, which

. is one ke {peed durinp his first year of inferest rale
futures dealing? : :

Lot's gay 1 want fo buy fenls in the futueres
market bocawre they're mnoe anraeticely priced
than the oncs In the casth mmirl,” he surmests.

“olers say thal six inonths later thesifuatien iy

~peversed end the cash markdd locks miare attrac-

tive.

] ean close oul he fulures con'racl and tende In
the ezsh market, takinz the relztive prof T'yve
carhicsl. Futures prices would have mewed p niore
rapidly relalive to the eush maiket, wiith is whal
eriginally made Ui cosh market ehraper.™

ANCTIIER STRATAGEM 1 abvnfl has wsedd o
volves two dilferest dnstrumetis at the e time:
Long bonds are yicklicg abact 82 per conl now, amd
Tressury bill ¥iclds are arousd 14 per cont. Arsum-

ing that the T-bond aml the T-bend contracd are

priced the same, Uie smart thin?t to do iz Lo Ly ke
T-Lond coatract {it corts alowt 21409 for 2 3100400

_bond contract) and use a cash reserve, which mipht

Eave been wsed lo buy the boud il e huy
$100,000 T-biL :

“I'd do this breause T expect Ietevert rates will
declice in a year, and thal  fact shattlerm rales

slll decling more them leap-te 1 rates.'” Lolsofi

cxplains. “In a yeor, 1 coan e M oper ool on ihe

“Tubill, & twepoinl advantage ave: e Jong land.

“When the bl matures 710 alsa take deliv
the Yond cortracl, pazing for it with the
proceeds. Ancd I've Jouhed in the 12 per eent 1
the band. IF raics go up imstesd of dow
decisioy Lo by cither cocurily would have
wignp, but al least ] gt [he two-point sdviata

1LATEOFT RIAVEYEFS nilier tont¥y MRR3NE
have 1o otueste thomselves 1o bhe prembilily
ace epen for intgress rate fuiores, “The tead
wneetlaialy In invertinn s buving ot tadav™
and nol hrowirg what tumerrow's jprive will 1
savs. Min fuldres dherc ate otles uncert!
Althgerh you Losw whatthe price will be u!
- centract cxpirgs, vou dan't Luow exacily wl
carity witl by delivesed, fur example”
Marpin ainz &f etnlracis has pellen
repufalion [levanse margin buy.ng ©f sooun
cath markets izvoives huandi, and (hat has
M CoRservative Jusiftatio s wanctheless,
sumcests @t G a eonseptoa. problem that
overcome by Liinking of natpin buying
borrowina, bul 35 pestian o performarnce 1
grarzaitee the exceation of 3 sontract.

fame stale bwcance commissions have fo:
" pension plans fum enraving in futures iradi
arcowtants &nc hawaess 5 il are wranglic
_just bow fetvees euatizers cirentd be treated
romea 1o the periedic zepodiing Tequiran
- persion plans. Dot the Impantance of batier
Leens will olimately bricg all institutions i
{old of users, Lotsoll believe..
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Hedging with Interest-rate future

The bank prime rate is now 17% and
probably headed higher, and long-term
rales zre churning as they, too, threalen
to elimb. Would-be corporate birrowers
are wringing their hands over what they
might have to pay when lhey come Lo
market. So more corporate lrcasurers
are now frantically looking for ways to
keep their borrowing costs from running
totally out of control.

Currently, & dozen or s0 companies,

including Burlington Nerthern, Esmark,

and Stauffer Chemical, are ensuring
tower borrowing costs by “hedging in
interest-rate futures, which are traded
primarily on the Chicago Board of Trade
and Chiczgo Mercantile Erchange. Fi-
nancial officers ean hedge thelr interest-
rale bets, since the profit on successful
trades in Treasury bill or Tond futures
will offset the higher interest costs they
will have io pay when ther eventually
sell their debt. And experts prediet still
more corporate financial ofiicers will be
drawn o futures if rales continue their
stomach-churning gyrations.
Sheort-lerm prefits. Of courze, financial
futures -can be used in bota rising and
falling markets, but they are commaonly
being used Loday by prospettive borrow-
ers who anticipale a contiruing rise in
rates. The sirategy is to sell futures
short (lable). I interest rites rise and
band prices consequently full, the com-
pany can simply buy back ‘he contracts
at a lower price. The coporation, of
course, makes a trading profit that can
mount into the millions over a inatter of
days. . .

Last July, for instance. Burlingion
Northern Inc decided that it would sell
£125 million of debt in mid-Avprust Lo
pay for railroad property i-nprovements
and equipment. And while rales on cor-
porale lwnds were I25% to 12.63%
then, Burlinpton Treasurer R.C. Rurton
Jr. worried that they would be higher by
the time he pot the issue ty market. So
Burtan decidid to trade futores. On Aup.
4, he sold short G50 Trrasury bond
fulures contrarts, Becavse wach contract
had n face value of 100400, the con-
tracts represented $65 mill on

By the following week, inlerest rates
kad indeed risen hipher, and Burlinglon
was foreed o pay 129% for its §125 mil-
Yion. However, as rales rosc, bond prices
slid, and so did the price of the futures
tontracls. On Aung. 12, when Burlington

£33 DUSGINESS WEEK: Dezembier B, 1950

bought hack the futures contracts in
order 1o elose out jts position, it did so at
a lower price than it had originally sold
themn. The result was a $750,000 profit.
By spreading that investmeni gain over
the 25-year life of the bond issue, Burton
gays thal his company's effective bor-
rowing cost drops to 12.84%.

“It's incredibly difficult to predict the
capital markets as far as interest rates
are concerned,” explains Burton. “For a
corporation which has raised more than
§1 billion of capital in the past three
years, we thought this was & weapon we
ought to have in our arsenal.”

Trading futures. To trade futures, a cor-
porate treasurer need only call one of the

P

!

Many corporations still resizt using
the futures market. For ane thing, par-
ticipalion always requires board approv-
al, and a compuny has W be prelty sure
that a hedpe position will pay ofl. An
cutright Joss on the investment in &
hedge position is a Jot tougher to explain
Lo irate board members than a higher
interesl rate inescapably dictated by the
market. “Today, il a company is borrow-
ing in a rising inlcrest-rate environ-
ment, often the easy way oot is to just
sit hack and say, ‘The -market is going
against vs,' " says Kenneth A. Drucker,
assistant treasurer at Stauffer Chemical
Co., which has been hedging its commer-
cial paper borrowing since 1978,

The chief executive of anotl.er comjm-
ny scoffs at the whole notinn of hedging
interest rates— particularly on long-

- ™
( How a company can hedge against
rising cos!s of borrowing
Date Aclion In the debl market Action In the Julures markel
- . Curreni Inferes! rale; 10.9%
Juna £ Corporalion decides o sell Corporation sells 1,000 Treasury bond
$100 miliion of 20-year bonds  [utures conlracts, with 8% coupon, for
within three months September detivery. Esch contre el brings
¢ 57B,531.25, The below-par price
Indicales & yield on the conlracts
of 10.61%
‘ N Currenlinterest rale: 11.8% o
Aug. 25 Corporalion sells its 100 _ Corporation buys back 1,000 Tre.asury
million debt Issue &1 11.8% bond fulures contracts, with B%
coupon, lhus closing ol its position.
_ Epch contract cosls §73,343.75. The
conlracts are priced Lo yield 11.41%
Resuil: The elective barrowing cost s reduced 1o 11,15%, thanks 10 the
u £5,187,500 Yotal profil pn the trade in the Tulures marked -

brokerage firms, such s Ba:he Halsey

Stsart Shiclds Inc or ContiCommeodity
Services Inc., that do a brisk business in
financial futores. The broker lakes a
commissign of $50, at most, per conlract
and executes the transactior . Standard
futures contracts invelving Treasury
bends have a £100,600 face viJue and an
8%. coupon. Three-month Ticasury hill
contracts are iraded in denon inatiens of
&1 million face valoe,

The investor in futures actoally puts
up only $1,500 in cash per contract. Bur-
lington Morithern, for instarce, pul up
just £975,000 for its £G3 million position.
Of course, il the murkel had pone
apinsl Burlinglon—that is, if interest
rates had fallen and band prices risen—
the company would have hal 1o put up
more money on its margined position.

term debL “If vou're so sure inlerest
rates are poing up,” he says “then why
not 1ake the moncy now a: the luwer
rate?” The answer, say vsers, is that it
somelimes takes weeks to woll a debt
offering together, during whizh time the
market could have swunp diamatically.
Further, hedpring helps campanies fore-
cast their borrowing cosls and therefore
aids planning. Finally, it he'ps treasur-
ers, upsure about their inleresi-rate
forernasts, hl‘i’!g{' Lheir JUCSSEE.

Prudent borrowing. “1f we really don't
know where interest rates are headed,
we will hedyre & portion of our harroewing
nceds 1o be prudent and be ahle 1o plan
our barrowing cosls,” explaing une tred-
surer. “On the ather hand, if we have a
hizh degree of confidence that rales will
decling, we probably won't hedge, And if

TEIANCE
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we are fairly certain that rates ‘will
increase, we'll probably do a larger
hedpe ®

Probably the most common use of
hedging in the futurés market involves
the short sale of Treasury bill futures in
anticipation of commercial paper bor-
rowing. Esmark Inc. has been hediing
its commercial paper borrowing since
the inception of the Treasury bili futures
market in 1976. Afuzr hedping its com-
modity business with prain znd livestock
futures for years, “It scemed natural to
use financial futures to control our inter-
est costs,” declares Jay D. Proops, vide-
president and trezsurer. “Money is =
commodity Loo, and futures are an insur-
ance contract”

Having starled with just a couple of

futures conlracis in 1976, Esmark has
recently hedped as much as £50 miliion
of il= short-term debt Se far this year,
the company has netled $500,000 from
its futures positions, which, in turn, has
offset its higher interest costs.

On Avg. 28, for example, the rate on

Esmark's 90-day commercial paper was
11.05%. Thal paper was due to be rolled
over on Qct. 30. Sensing that rates would
be higher at the cnd of October, Proaps
sold 23 Treasury bill futures contracts,
which represented a face value of §23
mithion. The discount price of each con-
tract on Avp. 28 was $972900. Sure
enough, by Oct. 80, the commercial ha-
per rate had moved up to 14.2%, and -he
prices of those Treasury bil! futures con-
tracts had fallen 1o $968,200 apiece. 15s-
mark bought them back at the lower
price to close out its position and mace a
profit of £108,100. The profit, of cou-se,
lowered Esmark’s borrowing cost.
*Crose hedping.' In faet, Esmark’s her ge
failed for iwo reasons to offset 1he hijrh-
er intcres! expense completely. First, it
was only a partial hedge. Sceond, there
is an imperfect relationship between
commercial paper and Treasury Lill
rates. This is called a “cross hedge” —
hedging ene instrument with a differeat
one, such as commercial paper with
Treasury bill futures or corporate Lon:ds
with Treasury band futores.

For many corparations, the risks and
complexities of trading futures cause
them (o shy away from the markel
“Corporations s(ill tend te view mnot
hedging as an opporiunity loss, not a
real loss ™ s3vs Richand L., Sandor, diree-
1 of Conti¥inancial, a subsidiary of

nliCommodity. “Consequently, it
ends 1o take a dower priority.” a
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¥ figures convinced analy_ s that the Federal Reserwr *pat

fun lis course on tly.  sney policies, sending inferest rales higher, A two-d: Ying
scsslon oroded gains e stock market, ) -,
Latest Pravious Previous Yaar
Money market rates wenk wetk month sga
Fadarz! funds® . A% e 1710w 10.02% ._ 12.53%
Now thios-month Tresvury bille® . 14238% .. . MITE 1IN 11.22%
MHaw eix-month Troavury bith* . TA03% - B392% L. 2.28% ... 1LdP%
Thies-monlh commerclal paper®* . .. . 1W|o0% ... 14.25% 12.25% ... 1363%
Stocks.
Price /earnings eatio® {avg. 1,500 stocks) ..., W0 - 996 . OED .. 815
Dividond yisld™ (avp. 1,500 Stocks) ... d.50% 4 BEY, 4.87% 5.50%
Daw Jones Indusirial wversge . , WFRTE . 99785 ... 93258 ... B25.85
Glandard & Poors 500 etock index .__ . 13837 .0 13970 ... - 12805 ... 10538
Value Line compazite Index ..oveeoo ... - V4785 L owe7d 14345 6B
-Uippor prowth mutusl fund Index* ... __ L - ~ 16788 ... 15264 ... 114.69
Avarage dally NYSE voluma (millions) ..., . 501 64,0 416 317
Averpge dally HYSE blocks : ‘ .
{10,000 ghores and over) oo ‘ os 874 L. I T. 501
Hondsa
How Ann wlllities® ___ e ISR L 136 L. WK L 161y
How Daa ulililies" e VETE% e 1550% L 1513% . 13.000%
Now As Industriate® ... A% L 1BESR L 12BN 1100
U. 5. governments (8%% lssus of 1984-89:7"  1236% .. _ 13.07% __ 10.27% N R
Bond Buysr municipsls (20-bond Index), . ...  §.50% 9.50% 9.60% T.0%
Ad Bywes are as of Mordiry, Mov, 24 —encept I;'bnru marked", which are iom Fridey, Nov, 21, and (he Bongd Butyer ing-ax
from Thursdsy, Now, 2. . .
D Salomon Brac, Sanditd & Poo's Compusto Serdcet dnc, Liores Anstytical Sorvices inc
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Institutions are going for gold

As the Dow Jones industrial average
hovered near 1000 in mid-November, Al-
aska state Treasurer Peter A. Bushre
was in daily contact with New York,
seeking to complete the latest phase of a
massive invesiment program. He was
more than pleased with the results, The
state’s $750 million pension fund boupht

into a frenzied market quickly, and at

prices low by recent standards.

But while most pension managars
were busy buying equities, Bushre vas
snapping up 45,000 oz. of gold—a ccm-
modity never before seen in the holdings
of a public relirement fund. The move is

Intergold’s Sherman: Persuading pensiaa fund
managers to buy gold as a prudent slrategy. |

an audacious one al a time when the
stock market is bullish, since the metal’s
prices usnally run contrary 1o equities.

But ore important, Alaska's mow: is -

one of the first sipms of the institutioial-
ization of pold investment--considered
only & few years ago to be the realn: of
wide-eyed doomsayers.

Guald has long been the investmen: of
refuge for those worried about polit cal
and cconomic instability. Thus, its re-
cent acceptance by caotious fiduciarie: is

" also a sigm that, stock markel ebulljence

notwithstanding, professional investors
are nol unarimous in their cohfide 1ce
that President-elect Rea-

. Ban ean bring order bick

to the economy and restore

T rr. T S ae e — =":¢ the capital markets,
R A L) A R S ! i Cutling losses. Gold has al-
e ™3 ’ | S " ‘* ready caught the attention
. f N - f of ultraconscrvative Mor.
e T i gan Goaranly Trust Co.,
S L - M . which recently tannched a
\'__./“ . . e ' precious-metals trading i-
: ."\.f.'\ vision. Sources say the
P TN s s m e vy bank has put severad st
' ee . clicnts inlo gold at their
Y i cown request recently and is

L)
- i
J J.*'} ‘ scriously C(.lﬂ:{h]ui’ing mo-¢
2l 4 active marketing.

o Alabama®s " Birmingham
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r”"’“ in “}n! Wall Streel's
W vestment qoins sald  simply,
W osee R Jot more people using
acial futures In 1SALY

T wrhite futures contracis on grains are
- moye than 100 years old, financlal fu-

qures have been around Jess than a
decade. The growlk ol the finzncial
futures has been explosive, and market
observers say many big potential uscrs
are still on the sidelines,

Among the new users about 1o enter
the lrading arema: Harris Bank, with
assels of more than §7 billlon, and
Colonial Bank & Trust, which has assets
of 5170 million.

AT HARRIS, pssislant vice president

l'l’

Willzrd R. Phillips Jr. said management”

approval Is expected in January that
would allow the bank fo use futures In
Treasury bonds and bills for pension
Jund accounts,

*The compelitive pressures will” be
such that a number of jpdividuals and
institutions will be forced lo examne
the {financial tures] markets,” Phiillps
xaid.

The lure 15 a-betler rate of return.

~Compared to whal we're using,
we're hoping (o aitain an incremental
veturn of Y% 1o X of ! percent, com-
pounded annually, over & three-to-five-
year time horfzon,” Phillips sald,

Wiiliam R. Dugquaine, president of
Colonial Bank on Chicage’s northwest
side, said his bank Is attracted to using
futeres because of rising expenses paid
10 customers.

“During the first quarler, we'll te
making recommendations to our inves:-
ment commitiee,” Duquaine said, aboul
using T-bill futures a5 2 hedge to offsat
expenses that Colonial Bank facesy mm
six-month cerlificates of deposit.

FINANCIAL FUTURES trading was
launthed by ihe Chicago Mercantile Ex-
change and {15 Internationzl Monelary
Markel in 1972, with trading in curren-
cy fulures. Troasury bill futures fcl-
lowed at the hlerc, and other exchanges
Laenched fulures on Treasury bonds,
Treasury notes and ather financial vehi-
cles.

It didn't take long for linancial f4-
1ufes 10 boom, helped by volatility in tle
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cost of cash. Puring the 1960s, the
prime rate—which is 3 barometer of
interest rates—changed twick a year.
During the 1970s, change increased 1o
four limes a year. In 1980 alone, the
prime changed about 40 times.

In addition 1o banks, several lirms are
preparing for linancial futures growth.

For example, Heinold Commodities,
one of 1he nation's bipgest commodities
firms, plans a “'viporous expansion into
the financial fulures markels.” Heinold
late in 19BO created a new position—
director of financial futures—filled by
Howard P. Blechmann, lormer execulive
vice president at Chicago’s Central Na-

* tional Bank.

GETTING INTO THE business sa’l
easy.

Phillips said financial futures trading
requires "homework™ and the involve.
ment of lop officers. .

“Futures trading requires a lremen-
dous commitment of time (o wnderstane.
the marker. It requires potential addi.
tiens te stall and chanpes in account-
lng,” Phillips szid.

Accounting requirements have been =
barrier. Banks must calculale lutures
positions daily as the market rises o
falls while the cash holdings ol Treasury
bonds or bills are calculated at the time
of purchase or sale.

S0 using futures to hedge holdings of

bonds or bills might show a loss [of
gain] during a quarter on paper thougt
the loss is neutralized by the cash hold.
ings-
When a bank goes beyond using fu-
tures for its own accounts inte using the
markel far clicnts such as pension fonds
that “involves a substantial amount of
communication with the clienl prior o
using futures,” Phillips said.

The most popular futures have been
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T-bands at the Chicapo Board of 1
and T-bills at the ("i'mngn Mrrean
Fxchange.

In a year marked by unprecedented
changes in interesl rates, trading volume
in those contracts snared in 1940,

T-bond volume at the CBOT totuled
almost 6.5 million contracts cempared
with 1.8 million in 1979, Al the Merc,
volume in 90-day T-Lill Tulures surged
1o 3.3 million frem 1.7 million 1in 1974,

The concept is 50 popular that the
Toronto and Montrea! Stock Fxchznges
last Scplember began trading In Canadi-
an T-hond and bill futures. And financial
prople in Lordon are studying formation
of an exchange there for precious metals
and financial futures trading. .

Richard Sandor, gn architect of finan-
cial futures contracts developed at the
CBOT in the "70s and now a vice
president at ConliCommodily Services,
said the growth of bond futures In the

'80s should make that the CBOT's “sin-

gle bigpest contracl.™ AL presenl, corp
and soybean futures each are aboul I2
million centracis. or double the bond

volume.

BUT SANDOR said that “long-lerm
debt is & much larger market”

Sandor said the market is at the point
now where "we're getling the coporale
user, and we're getling 1o insurance
companies.”

The insurance companies, however,
face barricrs by stale regulitars who
lear that misuse of fulures could cripple
a company.

Experiencos have varied, Salaman
Brothers is widely cited Tor hedging an
IBM bond offering in 1979 and saving
itself millions.

Bul Wisconsin's banking corimission-
er Jast year threatened lo sue # hank
Ihat was using financial finures. And
Oregon’s commissioner warned local
hanks against speculating in Govern-
ment  National Morgapge Association
{Ginnie Mae) futures. : ¥

Sandor spid he believes the barriers
wili fall “as educalion ¢xpands™
* And Dugaine said Colonial will aveid
speculation, adding that fulures 1rading

-offers the polentiz! (o increase gross

income through careful hedging.
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