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Overview

The context —risk is central to finance
Risks and commodity exchanges
Creating new ways to anchor agri-finance

Moving forward in the ECA region
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Financial
Institutions have to
carefully balance
risk and rewards In

Igg ¥, all their financing
| | J== decisions...
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“If anything, trade finance is the execution
of thought — the intellectual rationalisation
of risk to facilitate trade.”

Reihard-E. Uhl, Head of Global Trade Finance,
Deutsche Bank,
in the foreword to the 2003/4 Trade & Export
Finance Handbook.



Many of the banks’
threats and
opportunities relate
to risk. Better
understanding and
management of risk
can thus play a
crucial role in banks’
adaptation to the
new realities of the
financial world.
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2. Risks and commodity exchanges

Financing the client
—— on the basis of his
balance sheet

Financing the receipts

——client’s commodity
stocks

_ . Credit support
Financing the company
—

client’s supply chain
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Commodity exchanges can mitigate risks

Financing the client Client manages his risk

—— on the basis of his exposure, ina way
transparent to the bank
balance sheet

Financing the The value of the stock is
more certain, and its

——client’s commodity e ,
liquidation easier

stocks

Financing the With price risk |
— management, genuine

client’s supply chain borrowing base lending
becomes feasible.
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SPEeCITIC lending — Collateral risks

risks Market risks
Orgamze.d Side-by-side <
commodity

exch_anges Commcl)dity-linked |
provide oS

many tools

Project finance —

Over-the-c rtfolio
risk manag Ification

produ
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And more efficient forms
of collateral taken

“I've never had my gold fillings used as collateral
before.”
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Banks can improve
financial leverage... And offer clients the risk
management tools they

"Of COURSE it's only a dollar...
I¥'s a small business loan! "Business is all about taking

chances. So what are you waiting
for? Go ahead and jump!”
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3. Creating new ways to anchor agro-finance

Will the farmer
earn enough,
and reimburse?

__..-@"““"ﬂ-u..
TRISK, =
| MANAGEMENT /

—

1991, 1954 SIDNEY HARRIS

“‘Be Careful’! All you can tell me is ‘Be careful’?”
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Will the farmer
earn enough,
and reimburse?

Will the farmer
produce enough

\
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Risk management (hedging) by borrowers reduces the
risks of a bank

Prior agreement on risk

~ management strategy
Borrower | Bank
Revolving _
loan . :
| Price information
Hedging (used for valuation
of collateral)
Y Information;
assignment of account
Broker
Commodity

exchange
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Accepting warehouse
receipts as sufficient
collateral enables banks to
provide fast, easy credit.
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With hedging, banks can provide flexible and revolving
“borrowing base” credit lines to its clients

Money

Commodities

Credit availability
automatically follows the
client’s business and his
financing needs, without
any extra risk for the “Paper”

bank. (e.g., warehouse receipts)
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E B B EEEEEEEEEEEDNERE . .
- - In borrowing base finance, the
F | > . Borrower - whole asset conversion cycle can
| - - be “wrapped”. From the moment
N - Y - that the financier puts in his funds
A " Goods " to the moment he is reimbursed, all
- - risks are not just managed and
N : : N .
. Transport, . mitigated, but fully laid off on a
C - Processing - credit support company.
I 8 5
e - storage - Risk events within this “wrap”
- - become the problem just of this
R > u - 0 credit support
u Buyer . )
- - provider.
I NN R R R R RERRERERE N L




Production, Lease
& Management

3
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Borrower /

—_—

»

Contract
Agreement
Management Forward Sales
Company Agreement
Hedge Account
Full Crop Yield
Insurance Cession of
production, Lease,
Management,
Insurance and FSA
Agreement.

|

xchange

Credit Support
Agreements

Financier

Cession of
Insurance Policy

/ Bank

A

e
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The bank can reduce its portfolio risk by hedging

Borrowers [* . Bank
Revolving
loans 5
Price risk
exposure Bank analyses correlation| | Hedging of the
. between prices and default| | portfolio risk
rates
Market
Commodity

exchange
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Combining loans with risk management...

Oilseeds
processor

Price risk
exposure

\ 4

Market

Loan for upgrading of
equipment; interest
rate is direct function
of processing margin

Bank

Hedging of the
loan’s price
risk

\ 4

Commodity
exchange
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farmer
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Price risk
exposure

\ 4

Market

<

Working capital loan;
reimbursement
expressed in kg of
rapeseed

Bank

Hedging of the
loan’s price
risk

\ 4

Commodity
exchange
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If it has entered into a prior arrangement with a bank, a
warehouse can act as an “introducing broker” and provider of a
trade credit line

Farmer/trader/ »  Exchange
processor 1. Deposits products warehouse
| Commodity |
3. Trade through exchange 2. Farmer gets
electronic credit line for Prior
platform trading on arrangement
exchange
Group company National Bulk Handling Corporation
already has master agreements with several banks, Bank
under which it arranges financing for farmers and

traders.
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Exchange-traded repos

Investor/bank
5. Open outcry
Recognized bids on the interest
warehouse rate for loans secured
3 by the warrant
2. Issuance of i
warehouse National
1. Deposit warrants 6. Credit (by Agricultural
of goods winning bidder Exchange
4. Warrant is
given in
v v custody of
Agricultural or | Broker Exchange
agro-industrial firm 3. Transfer of

warrant, with the
agreement to buy it
back after a certain
period
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Providing the platform for trading the bank’s paper

1. Deposits products

Exchange-

Farmers/

A

\ 4

traders

A

gives a credit.

2. Issues receipts

3. The warehouse receipt is
transferred to the bank, which

v

approved
warehouse

4. The bank gives its “aval’,
which makes trade of the
receipts on the secondary

Bank |

market possible.

Commodity|/Secondary
exchange |__market
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4. Moving forward in the ECA region

The synergy of exchanges,
warehouses and a modern
information/communication system
will make it possible to cross over
into a new era for agriculture.

exchanges | warehouses | /communications

Bridging the
efficiency gap
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There is wide scope for efficient commodity exchanges
in many ECA countries, in particular to boost agricultural
sectors.

Such exchanges can provide price transparency, greater
discipline, and improved finance.

They can act as a conduit for funds and expertise
between agricultural producers and processors on the
one hand, and the capital market on the other.



Azerbaijan

Product: Establishing Electronic Spot
Exchange, similar to the one in Belarus or
Uzbekistan but privately-owned.

Issues: Limited size of local agricultural
market, and therefore, need to include
export trade (which has already well-
established patterns).

Recommendations: Fruits (dried and
fresh), vegetables and flowers sales are
through Moscow wholesale markets; the
sales and pricing point could be brought
back to Azerbaijan. Evaluate private
sector interest in such an initiative, and
move forward accordingly.
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Belarus

Product: Improving State Commodity
Exchange and supporting it in a policy of
privatization, if the government
expressed the desire to do so.

Issues: Government policy which sees
exchange primarily as instrument of
government control

Recommendations: Provide advice on the
benefits of privatization of Belarusian
Universal Commodity Exchange, include
the possibilities to introduce forward
trading and trade in commodity repos,
and enhance clearing operations.

Provide assistance in the privatization
process if desired.



Kazakhstan

Product: Futures, improved warehouse
receipts system with electronic trading,
regional integration

Issues: Too much government
interference as well as unwillingness of
parts of the private sector to support a
more transparent market place.

Recommendations: Active marketing
awareness raising campaign, proper
regulation on derivatives (structure,

rights of investors and clearing system).
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Kyrgyzstan

Product: Improving wholesale markets,
introduction of repo contracts

Issues: Lack of awareness and expertise.

Recommendations: Provide advice on
commodity exchange development. Assist
in development of local commodity repo
market. In the medium term, assist in
building links with Uzbek (for cotton),
Kazakh (for grains) and other regional
exchanges



Russia

Product: Further development of commodity
derivatives market, expanding the number of
contracts traded and increasing the efficiency
of physical delivery procedures through the

introduction of electronic warehouse receipts
(including a system for trading such receipts).

Issues: slow process of regulatory reform;
private sector oligopolies, and an active state
interference into the economic activities.

Recommendations: Assist in national
derivatives legislation, marketing and
development of new price risk practices,
integrating into world exchanges, warehouse
receipts legislation.
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Tajikistan

Product: Improving wholesale
markets, introduction of repo
contracts

Issues: Lack of awareness and
expertise

Recommendations: Provide advice on
commodity exchange development.
Assist in development of local
commodity repo market. In the
medium term, assist in building links
with Uzbek (for cotton), Kazakh (for
grains) and other regional exchanges.
Note: existing Canadian/Asian
Development Bank project may
provide entry point.
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Turkey

Product: Improving commodity derivatives market operations through the
expanding of the number of contracts traded and the development of reliable
physical delivery procedures. Introducing regional exchange (in the long term,
servicing Hungary, Macedonia, Romania, Serbia, Turkey plus Azerbaijan and
Central Asia countries).

Issues: Non-operational warehouse receipts system, two different government
bodies (Capital Markets Board and Ministry of Industry and Trade) trying to
oversee the sector. (It should be made sure that government and other role
players are ready to move towards a specialized commodity derivatives
exchange.)

Recommendations: Assist the existing derivatives exchange (number of
standardized agricultural contracts, number of instruments, IT technologies,
marketing activities to agricultural sector) and/or assist the planned umbrella
exchange.



Ukraine

Product: Establishing derivatives market,
electronic warehouse receipts (including a
system for trading such receipts), regional
contracts (wheat and sunflower seeds and oil)

Issues: A draft project plan for commodity
exchanges did not go through in 2005. State
intervention in terms of export control and
state operated Agrarian Exchange (private
sector initiatives become disagreements
between parts of the State and government,
and are thus prevented from moving ahead)

Recommendations: Investment in storage
facilities, delivery procedures, grading,
improved warehouse receipts system,
marketing of commodity derivatives , new
legislation on derivatives.
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Uzbekistan

Product: Improvement of main commodity
exchange by introduction of repos, forward
and futures markets, viable electronic
warehouse receipts, regional integration
(with Kyrgyzstan and Tajikistan), improving
the links of Uzex with global buyers.

Issues: Government policy which
discourages private sector production and
marketing, and use of exchange as tool for
export controls

Recommendations: Expand operations of
Uzex clearing house to underwrite forward
and futures contracts; introduce system for
trading cotton warehouse receipts,
accessible to local as well as international
entities.
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THANK YOU

"Services dedicated
to Risk Management"

Rue Richard-Wagner 1
1202 Geneva — Switzerland

Tel.: +41 2291991 11
Fax : +41 2291991 19
Email : ace.geneva@ace-group.net

Www.ace-group.net




