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•Enhanced structures for managing price/volatility r isk

•Products to compliment traditional exchange based f utures & options

prepared for
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RJO’s Mission – Support for Introducing Brokers

•New Product Structures (core markets)

•New Product Lines (non-core markets)

•Premium Commission Structures

•Access to the same sophisticated 
hedging tools used by larger firms  

•Tools that account for Cash/Basis risk 

•RJO-MRT and RJO Financial research 
and trade structuring assets

•Scalability to grow around current labor 
base (cross-selling, new commodities)

•Trading Volume Down

•Commission Revenue Down

•Rates Under Pressure 

•More Consolidation across the Ag 
Industry

•Price Volatility & Basis Risk

•Lack of Research & Information on 
Markets

•Tough to grow without adding to 
labor/administrative costs

	
������ ���������

�

������	
��
��
���������������$
��



4

'���������������*+�����
���
�



5

Corporate Overview

•Wholly owned subsidiary of RJO

Division of the firm housing RJO’s off-
exchange (OTC and ClearPort) product 
structuring Group 

•Set up to comply with unique CFTC 
regulations regarding OTC 
transactions/trading (separation)

•Initially formed to service firms 
Commercial and Institutional clients

•An asset of the firm now being made 
available to RJO Introducing Brokers 
and their clients 

•Primary corporate entity

•Largest independent FCM in futures 
industry, $2.0 bln + Customer Seg 
Funds, top 5 clearing volume grain & 
livestock

•Founding member of  the CME, 
clearing member of all major futures 
exchanges worldwide 

•Internal divisions include: Introducing 
Broker, Commercial Ag & Energy, 
Institutional (Managed Futures) & 
Research…
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RJO Financial

�������������
RJO Financial looking to add value to Current Hedgi ng Program by….

1. Dedicated, proven and experienced approach to managing 
commodity price risk (enhancing margins) for users/producers 

2. Ability to use both traditional exchange products  and Uniquely 
structured O.T.C .  and Exchange Cleared hedging tools to 
meet customer needs

3. Introduction of New Programs and Alternative Hedging Structures 
for Energy, Ag’s and Softs going forward. 

4. Proprietary Research Staff and Pricing/Margin Models 

5. Dedicated Customer Support Team for IB clients
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RJO Financial
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RJO Financials responsibility to our clients is to utilize our staff’s collective 

experience in managing commodity price risk & volat ility, and turn it into 
simple, sound, and practical programs that help enh ance our customers 
bottom line. We do this primarily through the use o f financial instruments 
(futures, options and over-the-counter products), a nd are not party to any 
physical or wet barrel transactions. 

As have a great number of those in the industry, we  too have gravitated 
towards the use of OTC instruments to manage our cu stomers individual 
risks. The strong growth of these OTC products in re cent years speak to 
their ability to meet the needs of those who bear su ch risk.

Our goal in launching RJO Financial was quite simpl y to provide our clients 
the best source of :

1) Solid and Practical advice and strategies for man aging price risk inherent 
in Agricultural markets, accompanied by

2) The best "platform" and “access" for the use of b oth exchange based and 
OTC products. 
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RJO Financial
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1. Proficient in Identifying & Navigating various layers of risk 
management tools (Exchange, OTC, Hybrid & Exchange Cleared) 

2. Back Office Capability to Warehouse & Report those different 
layers under one account (i.e. one set of statements/audit trail)

3. Experienced & Innovative Brokers and Research Staff (allows for 
efficient application of hedging tools/strategy)  

4. No Speculative or Proprietary Trading within RJO (lower risk, no
conflict of interest) 

5. Large enough to bring financial integrity/backing to the trading
platform, but small enough that your not just a number in the crowd
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Physical Fwd. 
Market

Sell Cash Grain

Fwd Contract

Fix Basis

Financial 
Market

HTA

DP

Exchange 
Markets

O.T.C.  
Markets

CBOT (Grain)

CME (Livestock)

Futures

Options

Counterparty 
Network

Swaps

Options

Combos

Barriers

Digitals

Accumulators

Knock In

Want Ability to pull form all sources for most effe ctive risk mgt.

ClearPort

Hedging Platforms – Where to lay off risk?
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Financial Hedging Platforms, your choices…

Traditional 
Exchange Markets

O.T.C. MarketHybrid, Exchange 
Cleared Markets

CUSTOMER

Price Risk 
Management 

Tools 

Important for you 
and your 

customer to have 
access to all 

tools available

RJO Financials 
mission is to 
provide you 

access to those 
tools
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RJO Financial, OTC Network Access
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Financial Hedging Platforms, Financial Backing…

Traditional 
Exchange Markets

O.T.C. MarketHybrid, Exchange 
Cleared Markets

Exchange

Clearinghouse

Party-to-Party

(Bi-lateral)
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ClearPort contracts fully backed by the 
exchange just like tradition futures & options
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Financial Hedging Platforms…comparison 

Exchange (Futures, Options & ClearPort) O.T.C. Market

•Full Credit backing of the CME 
Clearinghouse for financial security
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•Many previous OTC only products 
now available to clients via ClearPort

•Contracts must be fully margined 
daily (initial & maintenance), per the 
terms set by CME

•Bi-lateral (B2B) credit backing

•Larger product offering than 
can be found via the exchange

•Credit terms negotiated 
between parties, often less 
stringent margining than found 
on the exchange
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• The CFMA (Commodity Futures Modernization Act of 2000) 
allows for the clearing of OTC trades by clearing organizations

• Enron collapses in late 2001 and all OTC Energy Trading grinds to 
a halt

• NYMEX became first to offer cleared trades executed off 
exchange trades May 2002

• Current Status
– Open interest now exceeding 41 Million contracts
– Product slate of over 500 contracts includes: natural gas, power, 

crude oil, petroleum, emissions, various options strategies, freight 
derivatives, iPort energy indexes, softs and coal

– Volume today is averaging over 600,000 contracts cleared per day.
– ALL contracts are cleared as regulated NYMEX Futures contracts

The Development of NYMEX ClearPort®

��
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Nymex ClearPort Platform
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Nymex ClearPort – contract listings for diesel/gasoline

Nymex ClearPort Refined Fuel Swaps Refined Fuel Options

Ethanol Swaps & Options (8)

Grain Swaps (3) *(36-38)
Corn Basis Swaps (1)
Propane (5)
Natural Gas (98)
Metals (11)
Freight (9)
Power (138)
Coal (4)
* - under development
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Group 3 (Midwest) ULSD Basis 
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Group 3 (Midwest) Gasoline Basis
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Group-3 Markets.

Gasoline and Diesel Fuel

Refined Fuel Distribution, Midwest
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ClearPort Settlement Index(s) – Platts, OPIS etc. 
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Natural Gas Pipeline Distribution
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Natural Gas Cash Trading Regions

SoCal

Waha

-2.72 +.55
-2.80

+.32
-2.19

+.35
-2.80
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Financial Hedging Platforms, product choices, Ethanol
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2/22/10
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E OC= Exchange Traded = Exchange Cleared = OTC
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Exchange Traded vs. OTC or Cleared structures..
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Exchange OTC or Cleared

� Screen Quotes (public)

� Individual contract months

� Individual prices by contract

� Last day (Euro) settlement

� Settlement value indexed only to       
underlying futures contracts

� Delivery/exercise component

� All trades clear through exchange 
via customers futures account

� Broker Market, no screen prints

� Calendar Strips (months, quarters…)

� One value for the average of strip

� Average Price or Last day settlement

� Settlement value tied to either 
exchange futures or cash posting

� Financially settled, no delivery

� Cleared/ClearPort trades hit 
customers futures account, OTC trades 
must be cleared via separate agreement
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Corn, CZ’0 Futures with post crop report action 

Jan. 
USDA 
Report
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Corn, New Crop Production Cost vs. Current Futures
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Pre 
Report 
Price

Post 
Report 
Price
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Corn, Example Strategies Table

Producer price protection, CZ ‘10 as of 2/22/10

E = OTCC O= Cleared= Exchange
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Corn, Producer Min/Max, CZ’0 (costless)

E

O

$0.55/bu of Max Downside Coverage, $0.55/bu of 
upside float, costless premium. 

2/22/10
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Corn, Producer Min/Max, CZ’0 (10-cent premium)

E

O

$0.75/bu of Max Downside Coverage, $0.75 of 
upside float, $0.10 premium cost. 

2/22/10
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Corn, Producer Modified Min/Max, CZ’0 (costless)

O

$0.55/bu of Max Downside Coverage, $0.47 of potential 
upside payout + float potential, costless premium. 

Standard Min/Max: 
$4.05/$3.50/$4.60

(Range $1.02 vs. $1.10) 

2/22/10
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Corn, Prod. Modified Min/Max, CZ’0 (10-cent premium)

O

$0.75/bu of Max Downside Coverage, $0.64 of 
potential upside payout + float, $0.10 premium. 

Standard Min/Max: 
$4.05/$3.30/$4.80

(Range $1.39 vs. $1.50) 

2/22/10
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Corn, Producer Accumulating Swap, CZ’0 (costless)

O

Accumulate short futures at $0.40 Premium to current values, with 
Double Up and Knock Out features, $0.80 range, costless. 

(194 Days)
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Corn, Floored Average Contract, CZ’0 
(32.25 cent premium)

Establish a minimum Floor Price, maintain the ability Improve that Floor 
on an averaging basis, 65-70% premium cost of standard a-t-m option 

O(194 Days)

Comparable 
Exchange Option 
Premium = 47-cents
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Historical Seasonal Patterns, Dec Corn
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Corn, Floored Average Contract, CZ’0, Partial 
Pricing Window Apr to mid-July (23-cent premium)

Establish a minimum Floor Price, maintain the ability Improve that Floor on an Averaging 
basis during specified pricing window, ~50% premium cost of standard option as shown. 

O

Standard Option 47-cents 
Full Floored Avg. 32-cents
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Corn, Producer Accumulating Swap, CN’0 (costless)

O

Accumulate short futures at premium to current values, Double Up
feature for entire contract volume, knock out, $0.53 range, costless  

Short  
Dated 

Last 
Day 

Double Up
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Corn, Producer Accumulating Swap, CZ’11 (costless)

O

Accumulate short futures at premium to current values, Double Up
feature for entire contract volume, knock out, $1.10 range, costless  

Long  D
ated 

Last 
Day 

Double Up
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O

Accumulate short futures at premium to current values, Double Up
feature for entire contract volume, knock out, $1.10 range, costless  

Long  D
ated 

Daily 
Double 

Up

Corn, Producer Accumulating Swap, CZ’11 (costless)
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Corn, Producer Accumulating Swap, CZ’0 (costless) 
Guaranteed Quantity

Accumulate short futures at $0.2675 Premium to current values, 
with Double Up and Guaranteed Knock Out features, costless. 

(218 Days)

O

Guaranteed 

Quantity
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OTC, Daily Price Indication Sheet

Daily Price Indications provided for several struct ures and commodities via e-
mail table format…grouped by structure type, and pr ices shown for both 
producers/growers and consumers/end-users with brie f description for each  

(218 Days)

Guaranteed 

Quantity
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CME Continuation Hog Board Crush
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Historical View of Hog Crush (nearby futures)

(LH*4000)-(SM*2)-(C*300)/2160 = gross margin $/head)

(218 Days)

Spot Hog crush margins 
nearing 3-5 year highs
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Hogs, Producer Accumulating Swap, LHM’0 (costless)

O

Accumulate short futures at $2.00 Premium to current values, with 
Daily Double Up and Knock Out features, $6 range, costless. 

(218 Days)
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Corn, Producer Accumulating Swap, CN’0 (costless)

O

Accumulate long futures at $0.2500 Discount to current values, with 
Daily Double Up and Knock Out features, $0.66 range, costless. 

(218 Days)
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Margin Matrix, Combined Hog/Corn Accumulator

Corn PriceHog Price

Current MarketAccumulator Value Knock Out Range
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Margin Matrix, Combined Hog/Corn Accumulator

Corn PriceHog Price

Market ValueAccumulator Value Knock Out Range

Settlement range anywhere within green 
range favors Accumulator Value over Market
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Margin Matrix, Combined Hog/Corn Accumulator

Corn PriceHog Price

Market ValueAccumulator Value Knock Out Range

Settlement range anywhere within green 
range favors Accumulator Value over Market
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Value Points for Introducing Brokers
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Value Points for Introducing Brokers

Augment existing 
product lines…

Diversify Client base 
beyond core areas 

9	
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:
Increase Revenue 
& Market Share…
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Account Prospects

• Truck Fleet Operators

• Petroleum Jobbers
• C-Store Chains

• Industrial & 
Manufacturing 
Concerns

• Ag & Fuel Co-Op’s
• Mining Companies

• Lumber Mills (drying)

• Ethanol Producers

• Fertilizer plants
• Livestock & Poultry

• Hospitals
• Property Management

• Grains 
• Energy

• Softs
• Metals
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CFTC Mandated Qualifications to trade OTC’s 

Any account wishing to participate in Over-the-Counter (OTC) or 
CME ClearPort transactions must qualify as “Eligible Contract 
Participants” (ECP) as outlined under CFTC guidelines (Appendix I). 

Corporations, Partnerships, Orgs, Trusts or Sole Proprietors who file 
an IRS Schedule F with their federal tax returns:  

•Net Worth > $1 mln USD, or Total Assets > $10 mln USD*

�����$
��>�
�����
�����

Individual Hedgers who do not file IRS Schedule F with tax returns:

•Total Assets > $5 mln USD*

Individual Speculators:

•Total Assets > $10 mln USD*

*RJO Compliance/Credit maintains discretion over final approval of all accounts
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CFTC Mandated Qualifications to trade OTC’s 

RJO will accept the following documents, listed in order of preference, 
as evidence to substantiate that clients meet ECP criteria:

1) Financial Statements audited by a certified public accountant

2) Financial Statements where a certified public accountant has performed a 
review

3) Financial Statements compiled by a certified public accountant provided 
with supporting documents such as bank and/or brokerage statements, 
federal tax forms 1120 (Corporation) or 1065 (Partnership), or other 3rd

party verification

4) RJO Financial Information Summary Sheet filled out by accountant or 
banker to verify equity along with Federal Tax Forms 1120 (Corporation), 
1065 (Partnership) or 1040 with schedule F (Individual)

5) Federal Tax Forms 1120 or 1065 would also be considered support on their 
own 
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*RJO Compliance/Credit maintains discretion over final approval of all accounts
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RJO GIB’s – Typical Commission Structure

Exchange Based - Standard or tiered per contract rate

- Rough GIB average rate of $48.00/turn 

Exchange Cleared - Flows through customers futures account  

(ClearPort, ICE) - Rate can be set at Standard exchange rate used 
for customers futures account, or set to a 
Premium rate to reflect a higher (enhanced) 
service level 

- RJO GIB rough average rate of $60/turn

Off-Exchange - Flows through separate OTC customer account 

(OTC) - Commission rates can be set by IB at Standard, 
Premium or Negotiated rate

- RJO GIB rough average rate of $75-$100/turn
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Bonus Commission on OTC and Cleared Trades

As an additional incentive in tough 
economic times, RJO is offering an $8 per 
contract “Bullet Payment” to all GIB’s who 
execute OTC or ClearPort transactions for 
their customer clients. 

This payment is outside of, or in addition to, 
standard commission charges collected by 
RJO from customer accounts on behalf of 
the IB, and comes directly from RJO as way 
of thanking and rewarding our customers in 
challenging economic times.  
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Min/Max, Nymex Diesel Fuel, Sep-Nov ’09 strip 

C O
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Modified Min/Max, Nymex Diesel Fuel (Sep-Nov 09)  

Standard Min/Max: 
$1.40/$1.72/$1.08 O
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Retail Min/Max – RBOB Gasoline, Apr-Sep ‘09

Nymex Payout

C O
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Retail Min/Max – RBOB Gasoline, May ‘10

C O
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Propane (Conway), Min/Max, Oct-Dec ’10 strip 

C O
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Ethanol, Premium Sellers Swap, Jan-Mar ‘10 

C O



68

Ethanol, Reverse Min/Max (costless)…

C O
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Live Cattle, Producer Accumulator, Jun 10 (costless)

OAccumulate futures at a premium to current levels, with a 
$5.00 window to the downside, Double Up and Knock Out 
provisions with guaranteed quantity, $6.00+ range, (costless). 

(72 Days)
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Live Cattle, Premium Sellers Swap, Apr 10 (costless)

OReceive long swap at $2.65/cwt discount to current 
values, upside gain limited to $3.65/cwt, costless
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Milk, Producer Accumulator, Dec ‘10 (costless…)

O

(216 Days)

Accumulate futures at a $.046 premium to current levels, and 
a $5.00 window to the downside, Double Up and Knock Out 
provisions with guaranteed quantity, $5.46 range, (costless). 
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Class III Milk, Modified Rev. Min/Max, Dec 09 (costless)

Above $15.45, repriced to $15.90
Below $15.45, $2.00 of Maximum Downside coverage
No cost, and prices at a premium anywhere above $13.45

O
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Class III Milk, Floored Average, Apr-Sep ‘10

add
add

O
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Cotton, Producer Accumulator, Dec 10 (costless)

OAccumulate futures at a premium to current levels, with a 
$.1000 window to the downside, Double Up and Knock Out 
provisions with guaranteed quantity, $.1300+ range, (costless). 

(185 Days)
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Copper, Modified Min/Max, Mar ’10 (costless…)

O



78

Aluminum, Modified Min/Max, Mar-May strip, costless 

O
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Live Cattle, Producer Min/Max, Dec. 09 (costless)

O

E

$4.40/cwt of downside coverage, $3.60/cwt of 
upside benefit, costless
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Nymex ClearPort – contract listings for diesel/gasoline

Nymex ClearPort Refined Fuel Swaps Refined Fuel Options

Ethanol Swaps & Options (8)

Grain Swaps (3) *(36-38)
Corn Basis Swaps (1)
Propane (5)
Natural Gas (98)
Metals (11)
Freight (9)
Power (138)
Coal (4)
* - under development
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CME Cleared Grain Swaps, open interest on 2/23/10

Corn Calendar Swaps (1,612 contracts / 8.1 mln. bu.)

Soybean Calendar Swaps (105 contracts / 525,000 bu.)

Wheat (SRW) Calendar Swaps – 400 contracts (2.0 mln bu.)

Corn Basis Swaps (0)
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What is a Calendar Swap:

Corn, Wheat and Soybean Calendar swaps contain features similar to 
Corn, Wheat, and Soybean futures contracts listed at the CBOT 
exchange;

The primary difference being the settlement process. Corn, Wheat, 
and Soybean futures contracts have a physical delivery settlement 
process 

while the Calendar swaps are cash-settled to an underlying futures 
contract settlement price. 

Calendar Swaps trade in 12 consecutive months. (i.e. Jan, Feb ,Mar, 
Apr, May...etc)

RJO Financial
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How is a Calendar Settled:

Calendar swaps are settled on the monthly average price using the 
daily settlement price of the corresponding futures month.

For example, calendar June corn settles on the monthly average of the 
daily settlement prices of July futures at the end of May. 

Understand this– each calendar month expires in the 
preceding month. Unlike energies that expire in each listed 
calendar month. So if you trade a Jan-Dec strip, you really 
have a calendar Dec-Nov strip in corn.

RJO Financial
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*** CME will not provide a market with bids and offers 
on these OTC swaps. 

As such, they will be � cleared-only products and not 
Exchange-traded products.

CME Group will publish daily settlement prices, dai ly 
volume and open interest for all cleared-only swaps . 

This information will bring additional transparency  to 
the OTC swap market. 

RJO Financial
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RJO Financial
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Who will want to use a Calendar Swap in the grains?  

The customers that would be interested would be any  end user of the commodity. Take a 
livestock feeder for example. They are buying corn/  soybean meal everyday during the 
month. By buying the monthly average price corn swa p, it will provide a better hedge 
than just a straight long futures contract. The cal endar swap will settle each consecutive 
month and settle on a monthly average price. The av erage price settle will match the 
livestock feeders daily buying price better and the  monthly average price will reduce the 
price swing volatility nearing expiration. 

• Ethanol plants

• Livestock feeders

• Soybean crushing plants

• Wheat and corn millers—bakeries

• Cereal plants

• Country elevators could set up farmer pricing progr ams during spring. 

• Large Farmers that meet the $1 mln in net worth and  are classified as a bona fide   
hedger (per CME).

RJO Financial
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What is a Corn Basis Swap:

Corn basis swaps are tools to help the grain indust ry 
better manage overall risk. 

The swaps help buyers and sellers manage the risk 
of price differentials between futures delivery poi nts 
and local markets .
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How Does a Corn Basis Swap work: 
The corn basis swaps were initially introduced to t he CFTC over a year 
ago by the CME. Because the ethanol industry was al ready familiar with 
trading ClearPort products such as ethanol, natural  gas denaturant, and 
gasoline, they wanted to be able to add average pri ce corn swaps and 
corn basis to their crush hedging ability.  

In the CME’s initial debut on April 6th, the corn b asis swaps offered will 
be mostly concentrated in the western corn belt nea r concentration of 
ethanol plants. Later this year the CME will be off ering multiple other 
basis swap locations to include other very importan t domestic locations 
and export markets like Gulf Coast and PNW. Soybean s and wheat will 
also be included in the next basis debut later this  year 2009.  

In 2009 the CME will also introduce Euro and Asian settled Ag Options.

RJO Financial
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How Does a Corn Basis Swap work:

A hedger will be able to buy or sell a basis swap in a designated 
region listed by the CME exchange. 

A country elevator, livestock feeder, or ethanol plant will be able to sell 
or buy the forward basis swap through RJO’s OTC trade desk. Then 
the basis swap will be entered into CME ClearPort clearing system. 

The trade will then be dropped into the customers futures account. The 
basis trade will be backed and financially guaranteed by the CME
exchange. 

Each night the basis swap will be brought to market using posted bid 
for that region from DTN cash grain bids. 

RJO Financial
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Corn Basis Swap, Regional Map/Pricing Points (DTN)
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CORN BASIS SWAP REGIONS

IOWA
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Exchange Cleared Grain Options (ClearPort)
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Exchange Cleared Grain Options (ClearPort)
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Complicating Factors 

� Euro and Average Price Options for Corn, Beans, Wheat, Meal & Oil 
were scheduled to debut on Mon. 8/24/09

� CFTC initial approval of cleared OTC options contained several 
restrictions tied to original Agricultural Trade Option Exemption clause 
contained within the Commodity Futures Modernization Act of 2000

� Further interpretation of CFTC initial approval exposed additional 
concerns for market participants

� ECP standards increased to $10 mln USD minimum net worth

� Non-Commercials allowed to be market makers (sellers) of options but
prohibited from buying options on same (in both the case of going outright 
long, or covering existing short) 

� As such, CME has delayed initial launch in order to petition CFTC for 
changes
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Daily Market Commentary

Delivered daily via e-mail, or 
available on RJO website…

Covered topics include crude 
and refined fuels, natural gas 
and biofuels…

Inquire with your broker if you 
would like to receive…


