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David A. Stawick

Secretary

Commodity Futures Trading Commission
Three Lafayette Center

1155 21st Street, NW

Washington, DC 20581

Regarding: RIN 3038-AD10; End-User Exception to Mandatory Clearing of Swaps
Dear Secretary Stawick,

This comment letter is being submitted pursuant to RIN 3038-AD10: End-User
Exception to Mandatory Clearing of Swaps (“Proposed Rule”). We appreciate the
opportunity to comment on the Proposed Rule and have several suggestions which we
believe deserve consideration.

By way of background, FTN Financial Capital Markets (“FTN”) is a bank dealer and a
division of First Tennessee Bank National Association. FTN is an industry leader in
fixed income sales, trading and strategies for institutional clients in the U.S. and abroad.
We also provide interest rate derivative products to domestic depository institutions to
help them manage interest rate risk and offer competitively priced loan and deposit
products to their customers.

Consideration of a Clearing Exception for Small Banks, Savings Associations,
Farm Credit System Institutions and Credit Unions

The Dodd-Frank Act requires the Commodity Futures Trading Commission (“CFTC”) to
consider whether to except small banks, savings associations, Farm Credit System
institutions and credit unions (“Small Financial Institutions™) from the definition of
“financial entity.” This exception would permit Small Financial Institutions to rely upon
the end-user exception from the mandatory clearing requirement for swaps. We strongly
urge the CFTC to grant this exception.
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Small Financial Institutions participate in the swaps markets for purposes of hedging
interest rate risk on their balance sheets and offering swaps in connection with loans as a
means to deliver long-term fixed rate financing to commercial borrowers. Swaps
represent important tools for all banks since they enable institutions to accommodate
unique customer preferences and hedge risks on products that they would not otherwise
be able to offer due to interest rate risk management constraints.

Proper credit risk management of swap positions is essential for ensuring the stability of
the financial markets and controlling systemic risk. In that regard, it is important to
recognize that many smaller financial institutions currently employ mutual collateral
margining arrangements for credit risk mitigation. This practice effectively accomplishes
the same objective as central clearing.

The requirement by Congress for the CFTC to consider making an exception for Small
Financial Institutions suggests that legislators recognized the challenges that these
institutions will face in a mandatory clearing environment. Central clearing will make
the hedging process unnecessarily complex and expensive for Small Financial
Institutions. These institutions enter into swaps that are based on smaller notional
amounts and with less frequency than larger banks. Clearing services are priced on a
volume basis. The time and expense required to set up a clearing relationship, coupled
with smaller transaction volume, will make clearing very expensive and discourage Small
Financial Institutions from using swaps to hedge their risks. This will lead to unintended
consequences for the overall economy as Small Financial Institutions will be forced to
limit their product offerings and restrict certain lending activities.

The Dodd-Frank Act states that the CFTC will decide whether to except Small Financial
Institutions from the definition of “financial entity.” We strongly urge the CFTC to grant
this exception thereby enabling these institutions to use the end-user exception from the
mandatory clearing requirement for swaps. Furthermore, we believe the appropriate
threshold for qualifying for this exception should be institutions with total assets of $50
billion or less.'

We further recommend that Small Financial Institutions continue to use mutual collateral
margining arrangements with their swap counterparties as a more cost-efficient approach
for mitigating credit risk of swap transactions. As mentioned earlier, these arrangements
are used effectively today by many market participants.

We believe that our recommended approach reflects appropriate safety and soundness
standards while avoiding the adverse consequences for job creation and overall economic
activity that would likely result if Small Financial Institutions with total assets of $50
billion or less were not excepted from the mandatory clearing requirements.

' We note that the Dodd-Frank Act applies a $50 billion asset threshold for, among other things,
determining which institutions are systemically important and should be subject to enhanced prudential
standards.
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We thank you again for the opportunity to comment on the Proposed Rule and appreciate
your willingness to consider our suggestions.

Sincerely,

Michael K. Waddell
Executive Vice President
Chief Operating & Financial Officer
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Leo P. Pylypec
Managing Director
Derivative Products Group



