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Christopher Bowen
2 Prrector and Chiel Repnlatory Counsel
Legal Department

December 26, 2012

BY ELECTRONIC FILING

Ms. Sauntia Warfield

Office of the Secretariat

Commodity Futures Trading Commission
Three Lafayette Centre

1155 21st Street, N.W.

Washington, DC 20581

RE: Revisions to KCBTCC By-Laws 7.01, 7.02, 7.03 and 7.04
Submission #12-462

Dear Ms, Warfield:

Pursuant to Commission Regulation 40.6(a), the Kansas City Board of Trade Clearing Corporation
("KCBTCC") hereby notifies the Commaodity Futures Trading Commission (the “Commission”) of proposed
revisions to KCBTCC By-Laws 7.01, 7.02, 7.03 and 7.04 (the “By-Laws"). The proposed effective date for
these revisions is January 11, 2013. ,

s
Exhibit 1 sets forth the proposed revisions to the By-Laws. The modifications appear below with additions
underscored and deletions everstruek,

Pursuant to the November 30, 2012 acquisition of KCBTCC by CME Group Inc., KCBTCC proposes
amending certain articles of its By-Laws to conform KCBTCC clearing participant default procedures and
guaranty fund requirements to those of Chicago Mercantile Exchange Inc. ("CME”) clearing members.
The proposed material changes to the By-Laws are set out below:

Making CME clearing member default rules applicable to KCBTCC clearing participants

e Establishing a clearing membership price for KCBTCC clearing participants that are not currently
CME clearing members

o Establishing guaranty fund deposit amounts for KCBTCC clearing participants that are not
currently CME clearing members ‘

» Conforming amendments to a defined term referenced in the By-Laws

The Clearing House Risk Committee and the Legal Department collectively reviewed the derivatives
clearing organization ("DCQO") core principles (“Core Principles”) as set forth in the Commodity Exchange
Act (“CEA"). During the review, KCBTCC staff identified the following Core Principles as potentially being
impacted by the revisions:

Financial Resources. Guaranty fund deposits assist the clearing house in meeting its financial
obligations to its members, notwithstanding a clearing member default, The KCBTCC clearing
participant guaranty fund requirement. enables KCBTCC to manage its business risks and
contributes to the resources available to cover losses either in the course of its business or in the
event of a clearing member default.
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Risk Management. The proposed revision applies CME'’s risk-based margin requirements to
KCBTCC clearing participants, limits the exposure of KCBTCC to potential losses by a defaulting
clearing participant, and ensures that in the event of a default, DCO operations would not be
disrupted and non-defaulting members will not be exposed to unanticipated or uncontrolled
losses. Applying CME clearing member default rules to KCBTCC clearing participants ensures
that CME risk management, risk analysis, and risk control mechanisms are applied to clearing
participants and that clearing participant credit exposures are adequately monitored.

Default Rules and Procedures. The proposed rule amendments are designed to allow for
efficient, fair, and safe management of funds and obligations in the event a KCBTCC clearing
participant becomes insolvent or otherwise defaults on its obligations. The default procedures
are clearly stated, publicly available, and ensure that KCBTCC is able to take timely action to
contain losses and continue meeting its obligations in the event of a clearing participant default.

Public Information: The revised By-Laws clarify public-facing materials relevant to the activities,
procedures, requirements, and governance of KCBTCC. Standardizing the language in the By-
Laws provides clarity and consistency to market participants.

KCBTCC certifies that this submission has been concurrently posted on its website at
http://www.kcbt.com/KCBTCC_pending_certif.htm|.

KCBTCC further certifies that these amendments to the By-Laws comply with the CEA and regulations
promulgated thereunder. No substantive opposing views regarding the proposed amendments to the By-
Laws were expressed to KCBTCC.

Should you have any questions regarding this submission, please contact me at 212-299-2200 or via e-
mail at christopher.bowen@cmegroup.com. Please reference our Submission No. 12-462 in any related
correspondence.

Sincerely,

Is/ Chyistopher Bowen
Managing Director, Chief Reguiatory Counsel

Attachment: Exhibit 1 - Proposed Revisions to KCBTCC By-Laws 7.01, 7.02, 7.03 and 7.04
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PROPOSED REVISIONS TO KCBTCC BY-LAWS 7.01, 7.02, 7.03 AND 7.04

KCBTCC By-Laws
Article VII. CLEARING PARTICIPANT REQUIREMENTS

7.01.-

(a) Any person who is a Permit Holder of the Exchange, in good standing with full trading privileges,
may apply for the privilege of doing business with the Company, individually, or as representing
a partnership, firm or corporation, which shall guarantee his trades, provided, however, any
such person, individually, or the partnership, firm or corporation such person represents, which
is guaranteeing his trades, shall own two Trading Permits of the Exchange unless:

i, such person is an individual who owns the one Trading Permit of the Exchange and
operates as a Floor Trader at Exchange and clears trades made only for his account,
whether he represents himself, his sole proprietorship or a corporation owned solely by
him, or :

ii. such person is approved for the privilege of doing business with the Company, even
though he does not own 2 Trading Peérmits of the Exchange but has elected not to clear
trades through the Company at such time, said Clearing Participant being sometimes
referred to as an “inactive clearing participant.”

th_acdition, a Clearing Participant as of November 30, 2012 that is not a Chicago Mercantile
Exchange {"CME")} Clearing Member is also subject to_a participant requirement amount of

$200,000.
[The remainder of By-Law 7.01 is unchanged]

7.02.-Security Deposits — The Clearing House shall determine the aggregate “base” amount of security
deposits that must be deposited with the Company by Clearing Participants. Each Clearing
Participant’s proportionate share of the required aggregate base amount shall be determined
based on a formula determined by the Clearing House. The required aggregate hase amount
and the formula for determining each Clearing Participant’s proportionate share shall be
reviewed each calendar quarter or such other times as necessary in response to’ changing
conditions, The Company may require a Clearing Participant’s security deposit {“Security
Deposit”) to be subject to a determine"(_j_.:..minimum amount in excess of its calculated
proportional amount, The form of security deposits shall be determined by the Company, who
may place limitations on certain forms.
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7.04.-Close-Out Netting

(e) Interpretation in Relation to FDICIA. The Company intends that certain provisions of this
Rule be interpreted in relation to certain terms (identified by quotation marks) that are
defined in the Federal Deposit Insurance Corporation Improvement Act of 1991
(“FDICIA"), as amended, as follows:

i. The Company is a “clearing organization,”

il. An obligation of a Clearing Participant to make a payment to the
Company, or of the Company to make a payment to a Clearing Participant,
subject to a netting agreement, is a “covered clearing obligation” and a
“covered contractual payment obligation.”

iil, Entitlement of a Clearing Participant to receive a payment from the Company,
or of the Company to receive a payment from a Clearing Participant, subject to a
netting contract, is a “covered contractual payment entitlement.”

v, The Company is a “member,” and each Clearing MambesParticipentis a
“member.”
V. The By-Laws and Rules of the Company, including this Rule, are a

“netting contract.”

[The remainder of By-Law 7.04 is unchanged]




