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PROCEEDINGS

MR. McGEHEE: Ladies and gentlemen, I'm Winford McCehes, and f you
dan't know, I'm president of the American Cotton Shippers Asscoation this
vear, and | would ke 1o express our 3pprecation 1o each and svery one of
you for being here this moming  The topic of ducussion today 15 obwously
the slectronc warehouse recept program and eleciromc warshouse recsipt
systern, and we have 3 good panel of paople here to try to answar any
questons that any of you might have.

There have been several questions put forth. Obviously I'm mone
familiar with the ones put forth by the merchants 3o those are the ones that
I'm aware of But anyone else that has quesnons, we will try 1o have
somecnse here on the program to anewer those questions.

| would like to introduce the pane first. f | might And scme of
the names I'm not sure | know everyone. but anyway | will read the names.
To my left immediately 1o my left 5 jeseph Whnck  He 5 wih the Matonal
Cotton Coundl and he has developed the background informaticn for this
program.  Secondly. we have Steve Mikdkelsen with the A5C5 hicensing
authorty in Washington. Glad to have you here

Mext we have Tom Scott with EWR, Incorporated. That's a new
venture ‘We have jor Tubb from Plans Cotton Cooperathe Assocabion, and
Daid Cox with Intelhgent Decsions, Inc.

On my rght we have Mr. Robert VWed 5 here on behaf of the
merchants to present the merchant perspectnee and also to hes nght Lous
Baone From the banking indusiry, we have Dand Colby with Union Planters,
and we have Bill Butler waith the Matonal Bank of Commerce.

The insurance industry we have Fomest Lpscomb with Fommest
Lipscomb and Company and from the warshouse indusiry we have Mr Neshy
Mallory. And Donald Confin should be here, but | haven't seen hem yet 5o |
den't know whether he's poing 1o be i hers today or not

MA. MAY: [t wll be about noon.

MR. MeGEHEE: [t will ba about noon. Clay. So with that | would He to
go ahead and pet the mesting started. | would Gke to cal on joe f he would
please to his presentation.

MR. WYRICK: Thank you, ‘Winford and thank you for induding me in the
discussion sessions today. As this meeting was bemg set up. Susan Braslow
suggested to me that this needed 1o be a conversabon and an cpening
dricussion, and o that's the way I'm going 1o approach it | have got some
refmarks and comments for you but no formal prezentation, | thank this wall
be a good start and | lock forward 1o the discussion that wall ensue.

Let me grve you a little background and that's what we will
cencentrate on. First of all, the MNatenal Cotton Councl as an organization got
started in thes efort if you wall call it that of elecironc warehouse receps
back in | 984, At that troe the il mterest in this topsc came from two
segments of the mdustry. | think it's very interesting that the two segments
were the producers and the merchants.

And those two segments of the industry approached the Cotton
Counal in 1984 and asked = there a way thatl we can st up 3 bale tracking
systen. Mow, that was where this impetus all began ten years ago. and
obviously t's evolved 3 ot But the poant 5 that's where s started and
those were the groups that put the seeds i place. the producers and the
merchants,

Wa began n 984 loolang at feasbilty, And in 1983 we actually did a
study. The Matonal Comton Coundl contracted with a company most ol of
you have heard of, EDS. 10 do a formal study, a dengn. 10 see whether an
electronic receipt type of system was technologcally feasible.

That study ook apprommately 4 year 1o da, and the resuits of the
stucy cbviously sad, yes, this was somethang doable with the technology that
existad in 1985, We actuafly ran our first slectronic warshouse receot test

program in 1985 in Tunica Masissippl, invobang Federal Compress, Bil
Lawzon, 3 Tellow named Bill Houston was the producer. Frst Tennsssss Bank
was the bank that was invobved in that very, very first test back in 1985,

In 1986 we ntroduced to our mdustry slectronss commumcations. We
developed our first industry communcatons network that we called the
Cotton Telecommunication Metwork, It was mestly a glonfied electronse mail
systam, but the idea back i 1986, thes was still very innovatve back then and
was mtroducing the industry 1o electronic mad,

in 1989 we did something that's probably been some of the greatest
mflipencs 1o this affort that we are 0 today, slecironss warshouse reqapts we
ran a very formal pilot project test of an slectronic warshouse recept system.
| was involved in this effort another member of my staff Tammy Martn, wha
& hsre today, alko was invohed, and che did 3 lot of the hands-on work and
5 avalable 1o anywer questions about specfics, f we need to do that But
these wers key tests that | want to make sure you'ne familiar with,

In 1989 the MNatonal Catton Council had an armangement with Plaing
Cotton Cooperatve, and joe Tubb is here from Plains today and may have
same comments, and with Pan Handle Compress. 50 we had a test with a
cooperatve and an ndependent warshouse both i the West Texas area
For one of the warshouses we had software wiitten specfically for the
purpese of dosng electronsc warehouse receipis.

This test we did i 1989 invobeed financial, legal and technologecal
testing Wv'e wrote software, VWe tested system securty. Ve invoheed banks
in the YWest Texas area to se= about loaning money. The 15T 8l went very
wel. much better than our expectations, and there are several people here in
the room that were invohed in those tests,

\Wa sxpanded that pdot project m 1990 1o include a warshouse in
Arkantag, aver in Markad Tres, Ariansas, £ Ritter Warehouse. This was the
first test wath 2 federally licensed warehouse. 5o we actually did a lot of pdot
project wsung bath the financal, legal and tachnical aspects.

Mow, I'm going 10 keen emphasmng those three pomts. This s not a
computer project we are talkang about today. Wve are tallang about a project
that invohess financial, technical and hegal aspects. You have got to keep @ in
the context of al three 1o property understand the imphcaticon and how
everything 15 gomng o work together,

After the successil tests in (989 and 1990, we worked towands
seeing about changing federal laws: that needed to be put in place so that an
electronic warshouse receipt could become a legal entity. legally viable. [n the
Farm Bill, the last Farm 24l we changed the law and 1t allowed federily
hoensed warshouses 10 msue slecironic receipts under regulations that the
LSDA would put in place.

‘Wed, at the ume we changsd it 1o allow federally licensed
warehouses we thought we wers changing it for all warehouses. 5o we had
1o go back and pass a second lxw, and that was done in [990 And now
faderal law says that any warehouse with 3 state or federal icense can ssue
an electronsc recerpt that is equralent, legally, 10 a paper recsipt It doss nat
33y That 3 warshouse has to msue an electronic receipt |t grees the
Warehouse an option 1o do it

in addition to changing those federal laws, the next thing that had 1o
be put i place were the regulatons. Federal regulavons had to be put m
place that would allew electronic receipts 10 be handled by the ndustry in a
very practical way, Those regulations actually wers ssued in fate March of the
wagr and bacame effectve in eary May.

| would e to spend just a menute telfing you what some of the
key moues that were discussed during the development of these federal
ragulations, these are the things we have been werking on most recantly
First of all, there was a question o the regulatans a3 to whether ownership of
cotten shoukd be mcduded on an electronic recept. 1t was decided sventually
hat cwnership was inappropnate.  The person who holds 3 paper recent
may not necessanly be the owner. The person who holds an electronse
recespt may not necessanly be the owner.




A second major issue that we spent a lot of trme on as the
Cotton Council was limiatons on who might be the system prowder. The
fystem provder 5 the person or entty which runs the computer that
electronc recepts are stored on. Onginally there was a proposal that no one
invehed in the conan industry coukd be a system prowder. \We argued
successfully that the people in the cotton industry knew mone about the
comen ndustry than anybody else and they should be allowed to be a system
prenader if they wanted 1o be.

Liser fees wers anather question that was a major area of debate
when we put together regulations. At one time it was actually ducussed that
a user fee of a dollar per receipt maght be put in place for .- by the
government for every slectronic receipt ssued. Wall, that since has gone by
the wayside, and a user fes now is a prowder has to pay 52000 a year, which
5 very. very reascrable. But again thes was a masor topic of discussion,

Crther topcs of duqusnon and areas of concem with the Cotton
Councl, and some of these we are stll tallang about. but just 1o make you
aware of some of the things we considered major issues was transtion from
one prowider 1o another, That i, how you move an electronic regeipt from
one proveder 1o another and when can you do

Record keeping requirements. How do we keep good records 50
that should something happen a provader will Be able 10 reconstruct what
went on in the alectronic recaipts

The hiabiity of the prowder, What type of liabity doss 3 prowvider
have should this systemn fal

Systern access by users of an electronic recept systern. Who can
look at the slectronsc recespt and who can't  That's what that amounts 1o,

Aszignment of task senes, Conversion of electronic to paper
recepls and wiee versa Prowder findncial securty, System acsess securty and
the possible establishment of an industry adwisory committes 1o adwse USCA
of Slecironc eospt SIUeTs.

Migw, thete wers the majcr arels we ipent ome dizousting, and 3
lot of these are taken care of in the reguiatons. I'm not goeng to steal Steve
Mikkelsen's thunder. He's going to go over the regulations with you n a
minuts. But | &d want to make vou aware that these topsts were discussed
m vancws forms and were discussed by the Councd and vanous commimiess
and consensus opinions were gren to the USCA

The pont we are at now reguiations have been releasad and
USDA has released a prowder agreement. 3 contract that everyone who
prowdes electronsc warehouse receipts seraces will have 1o sgn. The
contract would be batween the provider and USCA and will state ways that
the prowider can set a system up, wal give information about what type of
securtty mechanioms wal have to be put in place and other requirements that
the prowder wil have 1o meet

Let me finsh up my opening remarnks here this moming by saang
where are we agw, Well we gpent a lot of trme here recently on 3 couple
of different ssues. Cre s 2 Iitte bit technical. We have been discussing at
length wath the CCC, Commadity Credit Corporation, fiormats for electronic
recaints, and the ssus of what can be inchuded in an electronic receipt and
what may be included in an electronic recespt. There's quite a bit of diference
and confusicn as 10 what has to be in an electronic receipt and what can be.
They're not the same thing. and again this is tachmical | won't get into #t
unless you want me 10, We've spent a lot of ume with the Department of
Agrculture trang 1o resohee that

The other beg issue that we are facing is education. | cannet tell
you how many guestions since | guess the first of june that we have recerved
in the Matenal Comton Council regarding electronic receipts, Thens is a
tremendous amount of meinformaton out there, Thers are 3 [age number
of people out there who don't really understand completety wet how all the
things in the regulations and laws are going to work, and we have spent a
remandous amaunt of effart trpang 1o dear up and clarfy some things

The Councl hopes to have an nformanon bulleun, 3 bt of 3
report put tegether about how electromc recespts will work and 1o get thes
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out to the mdustry sometime in the next couple of months. But for now
that's the big ting that we are doang 15 thang to get around, tryng o let the
word out in sessions like these. Tryang to make sure that misinformation
woided but that good sobd information about this i5 put n place.

Thie Council has a resoluton which favers slectronic warshouse
receipts 38 an aitematree 1o the industry, and | think that's an important pont
| thank it's very important for us to remember today that this is an cpuon for
peopls who want to use it It is not a replacement that is mandatory to
ANYONE

With that. | would ke to finsh by mentioning one other thing
I'm the speaker hare today reprecenting the MNatenal Caren Councl, but
there's no way | can do all ths werk by myselfl At least two other folks on
the staff have put a lot of time in this. | have already mentoned Tammy
Martn whia 1§ hers today. Also Mr. Bill Kilen of our staff spent a lot of tme,
They both deserve 2 tremendous amount of credit for the work that's been
dene today.

With that Winford, those are my remarks. | loox forward 1o the
digcusmon. If y'all get a chance and have guestons, please ask me later or
whanever, be happy to talk to you. Thank you.

MR. McGEHEE: Thank you, joe, Let me just remind everyone that we do
have a reporter who s gosng o be recording the entrg mesting, and thers
will be a transcnption of this meeting avalable, and | don't know how long
that wall take, but anybody that happens 1o miss some notes or something,
you will be able to get a transcnbed copy of the procesdings of this meating

Sacondly, | would lke to say that questons o we might woukd
come at the and of all of the presentations, and at that urme | think sveryone
wall have an apporunity 1o ask 2 question of sach of the program partiopants
that they might hive, And wath that | would like to ask Mr. Steve Mikkelsen
10 please come up.

MRA. MIKKELSEMN: Good moming | apprecute the imitabon to come
here, and we do. | think as |oe says. have a beg educational process o go
through for sveryone that is going to be mvolved as the years go By changing
from a paper worid to an ehectronc world

As joe has mentioned, there is - he and of hit a few things I'm
going to start cut with, and I'm going to repeat over agun 5 that the
slandards were changed with the 1990 Farm Bil. What Congress did was
amend the Unted States Warehouse Act i 1930, and in |55 they allowed,
just lie joe tad, facdersl warehouses 10 partapate n an elsctronic warehouse
rECEIPT SyTIEm.

Then o 1992 thay went back to Congress, got Congress 1o
amend the Uinited States Warehouse At again 1o snglude all warehouses.

Electromic warehouse receipt regulations were published n the
Fadaral Regster on March 315t of the year and became sffectve May Ind of
1994

‘W, ton, have qurte a history with electronic warehouse receipts
starung back in 1989 that jom has mentoned. We went into an electronic
laan program on & pilot basis with the Mational Cotton Councl and Plaans
Cotten, and then in 1990 we weant with Marked Tree in Aransas for the
fedaral warshouse recespts,

The entire sysiem was based then on these four or five years of
pilot studies and all the comments we got from pecple who partopated m
the pilot project was that they thought the product offered a lot of
advantages over the paper receipt S0 at the encouragement of the ndustry.
we started with them subseguently worlang on a development plan to
develop slectrormc warshouse receipts. and thers was one theme | think that
funcuoned throughout the entre development program, and that wias. 2
phrase we lond of comned, ii's pust like paper.

We tned 1o develop this system 1o be 3 close 10 paper as
possible, 50 to minumape the derupucn duning the changs from paper to the
slacironsc world, and as all you know now, the nepabable nstrument £ 4




bearer type mstrument, and bedrsr means you can actually hold 3 physical
piece of paper. That tarm bearer now has land of transformed itself into the
term holder. In the electronic world you would be a holder pst as you
would be a baarer in the paper warkd,

S0 I'm going to go through and discuss a few of the terms here
that have specific defintions and meanngs 1o us in the Departmant of
Agnoulture ncw under the regulations.

An slectronic warehouse receipt 5 an instrument filed n the
central filing system and contains at least the information required for a
warshouse mesipt under Section |8 of the United States Warehouse Ag and
Secuon 735,16 af the Regulabons regarding a bale of cotton and has been
identified a5 to the holder. Oiay.

Electronic warehouse recaipts must be ssued as single bale
receipts. Each slectromc warehouse recsipt shall only desgnate one entity a5
holder at a tme.

Prevader. An entity or mdividual that mantang secromd
warehouse receipts. 2 central fiing system that mests the requirsments and
regulaticns of the Act. Unateéd States Warehouse Act and has a proweder
agresment with ASCS.

Prenader agreement.  An agresment entered mto between ASCS
and prowder that delineates the provwder's responsibility and defines the
relationship betwesn the proweder and ASCS regarding proveder’s masrtsnance
and jecunty of ehectroms warehouse receipts and central filing systam and
other requrements of the Regulations.

Heider. An individual or entity in possesnon n fact or by
operation of law under recespt and by extenson of the cotton represented
thereby. Holders of electronic warehouse recepts wall be entiled to the
same nghts and penvileges 33 bearers of the paper warshouse receipt. Only
the holder may transfer an slectronic warehouse recsipl 1o 4 new holder,

User. An indradual or entty that uses the provider’s central Bing
systemn but shall not schude ASCS in s regulatory capacty

Issued. Electronic warehouse receipts are consdered issusd when
a heensed warehouteman has transmitted all the necassary information 1o an
approved provicer and when such sformation s entered into the prowsder's
central fiing system.

Agcess The ability whan authonzed to read. change and transfar
warehouse receipt mformaton maintaned in central filing system.

Additienal informavon.  Everything that is not required under
Saction |8 of the Unied States \Warshouse Act or Secton 735.16 of the
Regulations wil be considered acdrtional information.

The statutes are very exphcit about what i takes for each field as
were or what infarnaton must be contained on a warehouse recept 1o
rrake it 2 receipt under the statute. Once you go beyond those particular
things that are requared under the Act or the Ragulstions, then we (ondider
all that information adcmwonal informaton. That's how the statutss ans et up.

The first thing that s addronal mformation is holder. That's
something we didn’t need in the paper world because everybody o a bearer.
Mow. in the slectronic world we nead one other tem 10 have the slsctronc
world function like the paper world, and this is the entty called holder, So
that's the first mece of additional information that's goang 10 accompany every
recesnt That's requined.

The rest is not required by the Fatutes under the United States
‘Warenouse Act or Regulations, but other entities ke the Commodity Cradit
Comporabon ant interesied n a whole siew of other information filke your
wamehouse code number, ke vanous things, maybe farmer’s name nstead of
the state and county codes for aach farm, that kind of thing.  Tha paper
warshouse receipt number if T was 2 paper recaipt beforehand, was
transferred to electronic or going ancther way back and forth,

Alga things lies Mew Yerk Comton Exchangs they require certan
information for 3 persan bupng a cotten bale.  That = addimonal That = an
addmanal nformation category mem.

Each warshouse will choose his own provader. The receipts s |
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mentioned before are going to be stored on the central filing system for that
prowder. COnce a warchouse elects to uwe electronic warehouse recepts, all
of the regeipts ssued by that warshouseman wall inmally be ssued as
electronsc warehoute recaipts.

Any storage deposior has the nght 10 ask for 3 paper recept at
any bme. Using electronic warehouse receipts s voluntary. 1t 15 not required
As a receipt trades and i negotiated from one party to another. the recept
wall never physscally mowe. it's just the data that i stored i the central filing
systerm is only -- can only be stored in one place in that computer. and it's
just the inforrnation on store at that computer that's transferred from cne
user 1o anather, one holder to another. 50 a5 a recept & negotated from
one entity o anather, many umes the only thing that will change = the name
of the holder.

Each user would have his cwn account n the centrl filng system
and wall retain his own nghts to these accounts. If you're a hoider. the only
gne that can hawe agcess 1o your account 15 yoursef. You can assign your
reghts a3 a holder, user, to another party if you wish

For example, sy that you got 2 recept that had seme bad
infermation on it from 2 warehOuseman, you Khew i was an moomect pece
of mformatnon, M that informaton that s incormect & part of the recept iseif
and % not consdered to be a part of the addional mformation that
accompanies the receipt. the only perscn that can change the recept
information is the warehouseman himself that issued the recept 50 you as a
halder would have to transfer your slectrone recept back 1o the nitial
warshousaman 1o have hem comect the informaticn than was n emor. Afer
he s done with it he would transfer it back 1o you.

You as holder can change any of the addivonal information tems
or add on addmonal information items | guess 15 the proper way 10 say T1o a
receipt  Say if you wanted to certify the bale of comon, you could add on
nfarmatan the Caton Exchangs would nead for 2 certified bale of cotton,
Say o you knew i wias going 1o enter nto a loan, you would add certan
nfarmaton for that parbeular mem or process.

So there's two categones here of information: These that are part
of the legal recerpt and those that are part of the acdmonal information part
of the receipt So anything that's part of the legal receipt has 1o go back 10
the warehouseman in order to be changed. You have great lattuce on
changng mformaten on the addivonal information side of the recept

So t's kand of confusing,  All helders are users but not all usery are
hoiders. For sxample, you may gve. &5 a holder. you may gnve 2 bank
permmsion 10 read your partoular account in the central fng systerm. By
hawng access 10 read your account, your bank then would be able 10 venfy
how many receipts you had in your peasession. Might have a funcoon of
drmang that per acre or merchant or something of that effect  Therefore, the
Bank never becomes 2 holder of the regaipt unlese they demanded that you
tum over your receipts. Depends on your agresments with the bank But he
mught just be a user of the system and hawvng access 10 your acCount in 2
eantrl filing system.

So a holder is an entity that has possession of the recept just ke
2 bearer does tocay in the paper world. A user 15 really anybody slse that
has 2 function in the central filing systerm.

Prowviders do have 1o ump through some hoops for us acconding
to the Regulaton. And | wall go through a few of those.

Provaders must have 3 mirsmumm net werth of $25.000 and
mantain two nsurance pohoes. one for erors and omgRons and ancther for
fraud and dishonesty. Each one of these pohoes must have a minimum
coverage of two maion dollars. That's four milion dellars worth of insurance
WE are requiInng you 1o obtain,

Each premader wall pay an apphcaton fea the first ime they sgn up
with USDA of $2.000. and then they will pay an annual fea of another 52000
per year. ASCS or United States Department of Agnculture wall not charge 3
fas per warshouse recept msued ar any of yeu who use the Drowvder fyitem
Ciur only charge 1s directly to the prorader that S2.000 a year.




LISDA wall ot iret the number of prowders, and we will not limit
the fass provadens can charge users. Pronviders will accept receipts from both
the United States ‘Warehouse Act licensed warehouses and non-federally
licervsed warshouses. However. LISDA wil not regulate or take any
responsibility for the non-LISWA kcensed warshouse.

The cotton stored in the warshouses or the contents of the
receipts they issue or the manner in which - yeah. the manner in which the
warehouse neomipts ane issued, all of those things will be governed by the
applicable state law # you're a state licensed warshouse. You can't mp our
boundary lines. There are faderal statuss and thers are ftate statutes and the
states do ther thing and we do our thing, and we will be regulatng and
provading under the Unmed States Warehouse Act as Congress has indicated.

Prosaders must submet an annual audit Sevel financal staterment and
an annyal slectronic data processng audtt to us yearty, | think y'all understand
what § francial statement would Be, but let e explain a ittle bit sbout the
slectronsc data procesaing audit. What we are aslang from each provider
thers i5 that they grve us an evaluaton as 19 ther durment computer
operatons, their secunty for those systems, their disaster recovery capabilities
for the central filng system.

We are tryeng 10 ensure these systems are safe. backed financally
and will carry on the wradmion of the United Statés Warehouse Act that a
receipt 15 st as gocd as money el

Each prowsder agreement will axist for a penod of one year. Each
agresmant will be automatically renewsd srnusly on Apel 30th g long a5 the
prowder complies with the terms of the agreement and regulaticns of the
Act This agreement that these proseders do sign addresses several issues that
are not contaned in the Regulations i detal. A lot of those are things about
access. fees that we ane goang -- our controd on the fees, their habity to you
and to the ASCS records, securty. system terminabion, transfer receipts and
suspension of the prowader himgsi,

Suspengion i for those of you who are federally licensed
warshousemen and understand the current suspensicn, that is where we
basically teil you to shut the systam dewn. you're not going ta funcion for a
while until we g1 in, look around and see what happened and find out what
the problams wers that led to any parpoular event

ASCE wall not regulate access to the prowder's central filing systemn.
Hawever, what we do say about access to the system 5 that the prowder
cannot discrimenate among its users. regarding access to the system.

On the fess ASCS will not regulste the fess charged, but the
provder must submmit 1o us 3 schedule of fees showang all hus fees 1o be
charged for all serace: offtred The prowder must charge hig fees on an
equal basis 1o all of his users of the system.

Securty. Prowvider must ensure on- site secunty of his computer
or computer hardware, software and data  Securty shall prevent the
destruction, acodentaly or intentionally, of facilimes and data. along with
preventing unauthonzed distribution of electronic warshouse receipts.

Prosaders must have a comprehensne disaster recovery plan, and
each proader must create daly 3 set of disaster recovery records. Both
records must be kept in a fire proof chamber and one set must be kept off
sta

uty 15 of 1994, thes year, we sent out 24 proweder apphication
packets from our Kansas City commedity ofice. The entities requesting the
applicabon packsts ranged from largs computer softwars companies to
neradual warehousemen, As of today, we have not recerved one apphcation
back. Indicanons are from what we hear from you guys 15 that there won't be
any electronic warehouse recepts this vear. it wal probably be 1995,

‘Werehouse examinatons, For you folks that are federally icenged
warehousemen or work with fedarally licensed warehousemen at ths tme
they waill basically be performed i the same manner a3 they are for paper
Maybe some day when we come up with the money and ssue laptop
computers to our warehouse examaners. we can change that procedurs
some. But | don’t see anything i the foresesable future.

Commadity Credit Corporatien. Commodity Credit Corperation i
gong 1o be a user of the system pust bkke most of you fols ane. CCC = now
in the process of developing s own user agreement to work with each
provider. In that agresment they are specifing all of the additional terms and
conditions that they're nierested in 25 3 user dbove and beyond what the
Warehouse Act and Regulatons call for. That i the same thing that each of
wou folls would need 1o do who wants to be a senprosder You will need
to enter inte an agreement Wwith @ provider and specify those terms and
conditions you'ne interested n above and beyond what the Regulavens and
the Warshouse Act spacify.

Commodity Credit Corporation, ther number one tem isted on
their user agreement & that the provder must be licensed ar approved by
the ASCS, have an ASCS approved prowder agreement

During the wesk of August Bth, Commedity Credit Corporation
distnbuted their draft user agreement to vanous interested parbes in the
cottan industry for ther comments back to CCC about many of the thngs
that or some of the things o= talkked about as to which fields should be
required and not requed, what place they're n, how the ransmission format
will work, 2 whole bunch of other différent ssues that afects the loan

That's bascally whare we are with the Departmeant of Agrculture,
and we are hoping that we get that prowder applicaton back as soon as
possile because we are locking forward 10 getting our first provacer and
gaining a litde axpanance in the siectronic word, Hope that we can work
with 3 of you, and it's a successfid system. Thank you,

MR. McGEHEE: Thank vou, Stave Wa will now near from cur first
potential prowder, Tom Scott with EWR. Incorporated.

MR. SCOTT: | was gong to need the assistance of -
MR. McGEHEE: There's a mike rght therse.

MR. SCOTT: | will nead a volunteer 1o help me with my falgs Clay. Fest
of all, if sverybody can hear, | meght [ust stand hess. It's sasier for ma. Al
right. | wall use the microphone. | am Tom Scett I'm with the Mabonal Bank
of Commerce. | was mtroduced as EWR. EWR | think. am | comect, john,
was just formed last week

MR. McQUISTOM: Yes. The charer was ssued last week

MR. SCOTT: Let me take you back a imle bit and el you how we got to
this pont with EWR. The Matenal Bank of Commerce has besn following
this project for a number of years, | mean from the inception. | think i was in
the late eghbes. eardy nineties. that we started locking at ths. Dur goal was
1o find == was 1o - we thought of ths as a profit epportunity 10 be honest
abeut it We thought that we could be a prowder and prowade this serice 10
the industry and maks a dollar. But as we begn to look at it we began to
evaluate the msk and the reward, and we kept sesng more and mone
challamges which aquated to more and more rsk, and we didn't see the
resward,

One of the things that the cotion ndustry was /ot gaing 1o pay,
was my [udgment. a lot of money to somebody to prowvde this senace. At
cne tme we heard the prce was gong to range from 50 cents, 75 cents in
that range for a recaipt and the industry just wasn't going to pay that because
the market wil not bear that land of prce and you really need a goed grce n
order to make a profit to offset the mk and the costs that were involved in
thig thing.

So it became our conclusion that we needed to e a utity, 50 .-

MR. GILLEN: Tom can vou take the microphone and walk up hersl




MR. SCOTT: That's a good idea So really what we were tailong about was
forming EVWR. The objective to prowvide all cotton produang --

MR. McGEHEE: Speak nto the microphone

MR. SCOTT: Yal are going to get me strasght vet | appreciate it The
objective was to prowsde 10 all cotton producng repons a comprehensve,
reliable and efficent system for electronic warshouse recaipt processng at a
manimal cost 1o the particpants.

Weill, that was the cbjective and on | think it was the early pant of
May we got a group of people in Memphis together to talk about how we
were gong to do thi. And we came to the conclusion — we formed a group
and we -- we formed EVWR steenng committes. Here's soma of the key
players and some of the nitial investors in EVWR, and so we came up with a
CROS SEClon

Mew gur nterest, ket me make this important poent & to oreate a
company where everybody can partcipate. 'When | mention utiity, we really
want the whele industry to particpate in this, but we needed to get started
so we had to pull together some pecple that were willing 19 put up the inmal
capital

Mow, our plan = after we are repstersd in 2l the states and
cvercome the legal burdens 5 10 offer partcpanion i investing in this
company 1o sverybody in the ndustry. You i see that Dunavant Lous
Baor, Dunavant Enterprses. Woods Eastland, Staplcotn. jack Hamilton who
is here from Hollybrook. 5am Hallis with Faderal Compress.  Sam Leake
fram Tensas Warshouse, Gene LeGrand from Royster  Meeh Mallory from
Memphis Compress. Hetko Meyer. Conti Cotton.  Gary Taylor from
Hohenberg, Fred Underwood from Trnmy Company in West Texas Willis
Willey, Union Servces. and Bill Zarfoss from Allanbarg.

Mo, 1t looks like that t's a concentrapon of Mid-South players.
but we have someone from Morth Carclina and from West Texas Agan, we
needed to put together 3 core group so that we could form our corporation,
get the nitial funding, pay the lawyers to regster this thing in all the cotton
producing states so that we can offer thes parbopation industry-wide.

Once this corporaton was formad, we -- this & how we plan on --
you can't have everybody an the beard of dinectors, but we were going 1o
form certan select commtiess so we can secure the parbopabon of
everybody in the ndustry. We plan on having a board of directors or
management commimies, Those could be one in the same. We, of course,
would have fo have an audit commitiee 1o comply with regulations. We are
gomng to put topethar 3 securty committies that will represent warshouses.
banis, merchants. You kmow, the key ingredsent to this thing is that
everybody has got to have confidence in the systam, particulary the paople
that lend money against it

The banks are gong to lock at this very closely, | heard one
merchant saad that be was very skepbcal about this whole idea because b
total capnal of hes company was n bis warehouse recespts, and he was st a
frtthe reluctant to bet them go.

5o we are going 10 have to prove 10 the industry that we have 3
wery safe and secure system. WWe are probably going to have to go way
beyond what the regulations require us to do. Because we not only comply
with what the government wants us to da, but we have to comance the
industry that this 5 a safe and efficent way 1o do business.

Ako we are going to put together a technology committee. You
will hear about Joe Tubb's system from Plains. They have an sxcsilant
system, but we o wall have one, The most common questons that | have
been aked & that we do thngs different in different parts of the region. You
talk 1o someone in Morth Carolina, they say, look, we don't work like the
Mid-South, The same thing | hear from West Texas.

Our plan is 1o go to each producer repon, solict input and
hopefully gain partopation. And when | s3y partcpation, | realy mean .-
everybody thanks, well that's st -- that's you're tiang 1o rase money, OfF

Pags &

COUMS, we Jre goang 1o rage money. But we ame already over the hurdle as
far a5 money. We've got enough money to get started. We want pecple 1o
partcipate. The reason for asking for investon & 1o soliot parbopation, 'We
nesd participation 1o terwe on these commuttees. Ve need people 1o help
s defng our system,

The only system worlang today i@ Plang Cotton Co-0p system, It's
an mecellent system.  But we are going to have 10 go 1o each repon and mest
with the pecple in thase regons 5o that this system wall serve everyone

How do we plan on funding this corporation! VWe are gaing to
fund m correctly, nght side up. Okay. MNow, this i5 -« the funding of this
corporaton has changed a e bit but the concept has not changed. The
concept is 1o -- really two things in the concept

WWe are poing to raise approxmately one to two mdion dollars
worth of capital but basic concept = that we plan on grang back sivestors at
least B0 to 90 percent of thes maney with 3 small return.  MNow. the lawyers
tell us we can do that one of three ways. 'We can etther rase one cent of
stock, nine cents of debt or it can be prefermed stock or @ can be called
common stock, and we are still workong on which way 15 the easest and the
mest efficent and cheapest way 1o et this repistered,

But when you stop and think about it the goal 5 going 1o be to
retum B0 10 30 percent of investors’ money 1o over a three 1o fve.year
perod with a smal return,

The partepants n this venture are Aot it i 10 make monsy, The
goal of this thing & not to make a profit. The goal & o reduce the cost per
bale and reduce the cost of management. but you have to have money o get
started. Somebody has got 1o pay the nitial start-up capial and hire the
programmers and fund the management of this thing,

Generally when | @k about this, | generally stop along the way for
a lot of quemons, and | can see some people that want to ask questions now,
but the questons will be at the end

fou knew, what i this system going to do. What s the provider
going to do for them. \Weil, we've got intial system designed and
programming.  That's going to take about six months, depends on the
number of pecple that you put on. We are going 10 have to interface the
svstern 10 all users. warshouses. the govemment, the classing offices, gnners,
merchants, banks, all these people ane poung 10 wse this fysiem, and that's
gong o produce a real challenge.

When you think that all these people have computers out there
today and this system 15 going to need to interface with all those computers
and do it efficently, because f we can get the cost down 1o a range that we
are thinking about, | think we will be able to make winners of everybody that
uses this system.  But you don’t want to have to re-key your data twace. You
know, data processing type things ke that 'We need for it to be sfficent

As you heard the previous speaker. prowders will spend a lat of
time workng with the USDA, especially dunng the inmal phases of this thing
because we are 3 pionesr. It's going to take a long time to work out all the
lanks and start-.up.  But that's any tme you Start a venture.

Ongoing programming support. off- ste computer backup. To gve
you one of the things that might come out of an audit if you haven't been
audited by the government, | wisted one n particular with Plaing that they
particpated in the witng of the regulations, and | could be comected about
this, but there's 3 sentence in the repulation that says thes computer system
will not fal Wil | have been in data processing for over 20 years, and | have
never saan 3 system that wouldn't fal They &l fal for hardware reasons,
power reasons or saffware reasons. 5o how do you prowde a system that
never fals, And the answer that | was 1ol you will have 19 have thres
computers. You will post that transaction twice at one focabon and once at
another location,

Again back to my inbial remarks, how de you make 2 profit f you
have to have. you know, three diferent computer systems. | don®t know
that's gomg 1o be how this thing sventually works out or not, but it wasn't the
type of nsk that Matonal Bank of Commerce was wiling 1o take 1o get into




this thing because every time you're Judited, there will be new requirements.

The system = gaing to have to operate twenty 10 twenty-four
hours a day, seven days a weelke That means you'ré gaing to have to have
one to two people on ste twenty-four hours a day, even days a week

Telephone suppart The plans that we have now s to aways have
someone dvalable on the telephone 19 andwer questions, | expedt i the
intial year there's gaing 1 be an awful lot of questions. Wi do not plan on
hawving to go on each and everyone's e That 'will require staff and expenses
that this project doesn't entad  But you're goeng to have 10 have a very user
friendly systemn. and you're also gaing 1o have to have telephone suppeort
because there are gong to be questions. There are going 1o be problems,

Educatonal classes. [t was cur plan that ence the thing was put
together that we would go to each regon. because we would say - agan, I'm
going to say this over and over, we expect thes to be an mdustry-wide system
- i§ that we go 1o Wast Texas, we go to Lousana Morth Carclna, Alabama
across the regon and hold classes 5o that the warehouse and the graners can
send all their staff 1o all those classes. "We will also hold classes n Memphis for
the initial corversion and also probabidy every year ongoing so that we will
have a way f someone hires someans rew, that they will have a way to
educate this person and show them how to use this system,

Well you know, t's clracusly we are poing to have to have user
frendy documentation. Legal contracts. We will do some pianeer legal
wark, And | really -- I've got John McQuiston. I'm nat going to get too far
into that, but we are doing some moneenng lapal work and there are 3 lot of
unknown questons.  Thas s ane of the wnknowns that redly prevented NBC
from going into sk on this stuff

Cn-site support. Mow. in a lot of the presentations | made | have
been asked 1o project cost and | spent a lot of tme workang on this cost
But one thing | did not include in any of my costs s hawng to put someons
on an airplane or an automobile and go spend two or thres days at a
particular warshouse to help prowvide them on- 1€ ecducaton, prowde on-sne
conversion, You know, mitally f you stop and think about that, that would be
«= that would take a lot of money to do that  But f we ended up hawng to
o that, maybe we wall build that mto the mndradual's cost that requested the
an-4te Support

You know, | have sart of covered this in some of my remarks. but
-= andg | wall just quickly go over that  But some of the challenges that we are
facang provide. of course, you're going to have to intarface with all of the
entities | have listed up thers. MEBC 5 going to prowde custodial seraces for
banks for the warehouse receipts. Data processing, financal customer service,
some of thase things | have already gone over The question always comes
up, how much is this thing goeng to cost  Mow, here are some projected
costs based on volume, Cne thing when we got into this thing was that we
were gong to provde and we really didn't want 1o skimp on any cosis. we
wanted f it required us 10 have somecne on ste 14 hours 3 day answenng
the phone, if it required three people, if it requenes three computers, we were
going to do what was necessary to cover the inital overhead

So how do you pet that 1o be a reascnable cost. You get a large
number of bales to partiopate in the system and you spread the cost across
the mdustry, and you can get a ¢ost down to a level of whene everybody can
wan, And as you can see, nght now we aready have someone -- we ane
already in the soc rmalbon bale range with our initial subscrption and we can't
go forward with any mone subseriptions untl we overcome the legal hurdles.
That should be done i the next &0 1o 90 days. and then we wil be able to
schot paricipavon and mvestors industry-wade.

All ightt MNow, although | was introduced as representing EWR, it's
MEBC that pays my salary so | will get cne plug n for NBC, MBC wall act as
custedian to or subdepostory for other banks who may not subscrbe 10 the
system, If you take 2 small .« MBC is not competng with other banks as far
a5 looking for customers 10 loan money for conmon, If you're 3 smad bank in
Aransat o narthern Mississipp o Alabarma, NBC & nat gaing 1o look to
loan money to those farmers. We don't loan money cutsde of our inmal --
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outside of what we call our area

hat MBC will do, f you have a bank that makes 3 hundred
cotton loans a year or fifty Cottan loans a year, there & gong 1o be 3
problarn, he maght not want to buy a computer. tie mta the system and leamn
how to manage collateral He's used o taking those receipts today and
putting them n his vault And he says. ok | don't want to go through all of
this just to loan money for these hundred coftton loans. it's a very common
practice within the bankang ndustry for someone else to manage coflateral for
another bank, and so what the bank will certanly have an cotion to manage
its own collateral through s own terminal and gwn access 1o the system, but
if not, MBC will prowde that serace for them.

OF course, NBC hke any bank will proside depostt seraces, and it
will also -« and what that 5 50 that shey can transfer, You know, as money
exchange hands and cotton exchanges, you need a financial intermediary at
tmes to faciitate that transaction. And we are also considered actng as a
loan servicing agency for the Commedity Credit Componation f that would
Taciktate the use of this system. There's not a lot of money or any money 1o
be made in being 3 loan servong agent. but f that's another service that we
cin provide that would make o more aftractive 10 wee the system, that i a
sernce we might offer.

Chaay. | think that's about all the remarks | have as far as teling
you about EVWRL | would stress, ust a couple thangs. that EWHR was net
formed for anyone to make a profit. And | hope | have gren you enough
reasons why. [t really - we think i neads to function as a utiity, and we are
hoping 1o sobot partiopaton from the industry, nat only financal participation,
but that's not imporiant We are over our finandial hurdle, but the
parucipaten and use of the systemn, also experuse from the industry. We
need everyone that wants 1o make this thing work 10 parbopate in it 19
participate n the management and directon of ths company. That's all |
have, Thank you,

MR. MeGEHEE: Thank you. Tom I'm sory for the incormect mtroduction
Mexy we'll hear from jos Tubb with Plains Cotton Cooperatve,

MR. TUBB: Can | gat somebody 1o um on the overheard or shde and see
if | can ren this thing. Here we 2o I'm joa Tubb from Plans Cotten
Cooperative Assccianon, and | would like to talk about the secunty aspect
far cur pilet system that we run at PCCA We have been runming for about
frve years, and | will try to be bnef and conose and many of you probably
know Van May cur current CEQ and C. L Boggs before him.

Tou understand what | say when | mean | grew up n the
corpomte smvronment where 4 is conducve to your longewity 1o be bref and
1o the point And we will keep that in mand.

Chjectves or if you lock at an overvew of PCCA electronic miing
sysiem we're running today. Let me talk a litthe bt about why we got into
electronic titing.  Talk about collateral protection as it refates to the banks and
lending. Physical system secunty, software secunty and enhancements that we
wauld like to do n the coming year

Tha basic concept behind PCCA elactronic tiling systermn s
emulating the flow of paper documents with elecironic ransmisson and
electronic records. I you ook at the flow of paper wanshouse receipts. and
I'm swre thers are people i this room that can gve you lessons in this, stant
with a warehouse receipt == actually 2 gin sends the bale to the warehouse,
the warehouse then nsues the recept, the receipt goes to the gn, the gn
then sends that information 1o PCCA that the ¢omen was traded. The gn
also sends a sample to the USDA dassng office which sends that information
to us 50 it's put in our electronsc tracking system.

If a producer wishes 1o put or get an advance from the
Commedity Credit Corporaton loan, they will ask us for an advance. We will
assume titke 1o that cotton and send i 90 the collateral bank i your lower
lefi-hand comer. The collateral bank wall hold that collateral for the
Commedity Credit Corporation durng the life of the CCC loan, At some




pont the cotton will be sold 1o the buyer, It will probably be sold n an

back through PCCA and ttle is transferred to the merchant and then it is
sent 1o the buyer. The buyer then transfers ft to another buyer. and then
thesr banks are invobed

What are some of the problems that we have in documenting ttle
that we have found. One s safe storage. You know, the receipts take some
rocm. they're flammable. They could bum up, they could gat wet they can
get bent. folded and mutilated because they are cards. Trading requires
physcal exchange between the buyer and the seller. Time s money. When
you have to ship & bunch of receipts Federal Express owver might. it 2osts vou a
kttle bet with Federal Express. it costs you a lot more = mterest trpng to get
that in place. Lost damaged, stolen, duplicate warshouse receipts, you have
to msue 3 bond, have 1o ssue 3 letter of credit  Bearer document, even
wrongfd holder can sell poods It's a wie document It a bearer document.

Semeons walks into 2 warshouse and says, ship that cotton and
r's 3 vabd warehouse recept, t's 3 cone ceal because it 15 a bearer
docurnent They can be physically modified, changed, forged or illegal
decuments generated. Twme cost. obsolescence.

This is an example of what | just talked about This i an
imewocable letter of credit from a bank in Cldahoma for a merchant who lost
1364 recepts. In order for them to be able to ship that cotton they had to
twm in 3 perpetual lemer of credn for $485.512.43. Bacause they lost the
warehouse recsipt they had to put up the letter of oredit  That was made
Cctober 23 of 1990, That letter of credit & still available today even though
they have shapped that cotton in case somecne comeas i with the vabd
receipts. They hawve got 1o ante up for . 5o we stil have that going today,

Whiy did we pat invebeed o electranic] 'We go back 1o 1989 and
talk about some things that happened on Telecot We had some merchants
rmaike a large sale to China We had a lot of cotton avadable for our
slectronic pAnting system dunng that tirme,  About B00000 bales on the
systermn avalable for sale. Cunng a seven-hour penod February 21, 1989, we
sold 385599 bales. About | 10 méion daollars worth.

Moww, this was prmanly sguity trades. On an aguity trade on
Telecot the bale smays -- the physical cotton stays with the seracong agent
bank. That all works pretty well because that night we snvoiced the buyer. we
pad the producer and came up on tUme at seven o'dock the next moming
because we didn't have to work the physical cotton, T was just paper
mmgmghmd:Thenextwedcdue'mdlﬂﬁmlrgetrm the adustable
prece went up seven and 3 half a bale, 50 we recened 3 redemption reguest
for 721,277 bales on the loan to get from that servicing agent bank out of an
wventary at the seradng agent bank of three milion recepts.

Weil, you know, that's quite a few, They send redemption
Insiruments 1o us, a finder cand. We are going to take the finder card, go
down 10 the bank and match them aganst the physscal receipts. brng them
back to PCCA's office. 'We pay CCC when we started that process and
asked for those redemphion reguests, we are going 10 invoice the buyer and
we get 3 draft and the physical documents.

Three million warehouse receipts s a bunch, Clay. How much 5
mmmmszmmp‘tﬂ' Well, f you took them and stack them end
on end, 1t would be six footbal fields worth of warshouse recsipts. 'What we
winted 10 do 5 we wanted 10 go m and out of those three malion or six
footbal felds full of wareheouse recepts and redeem | 50 yards worth of
warehouse receips.

Funny thing about Commadity Credit Corporaton, when you
want to redesm cotton, they want their money, Frday moming we sent the
bank 3 hundred and forty-fve milion dellars for a wire transfer 1o Commadity
Credit Corporaton.  The buyer is kand of funny. 1o, the merchants they
won't pay you for that untl you can grve them the tithe docurnent

S0 we worked ail weshend long, twenty-four hours a day in shifts
1ring 1o get 721,000 recespts back from the bank cut of three mdlion.
Twenty-four hours a day all Frday, Saturday and Sunday, and by Monday we
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were able to present i draft 700,000 of those warehouse recepts, the other
21,000 tock us about tweo and a half weeks to get them all W had a - or
the senacing agent bank had a drawer over there with 70,000 in . That
meant you coulkdn't run it through a maching. You had 1o pick those aut by
hand. It wasn't a fun weskend, folke. And it was |45 mdion dollars.

We figured out that the interest expense for that weekend
because we couldn't present that ute document to those follks on Frday cost
PCCA 50,000 & day in interest. And that is when we got interested in
eleciromic tie.  That was in February and March of 1989, ‘\We started a pdot
project in fall of 1989 with Morth Plant Cotton Compress and handled about
| £3.000 bales slactronically through the loan and with several merchants,

By comparison on electronic title - once agan, all we are doing s
emulatrg the track and flow of the physical document  The information is
transmitted to PCCA for recesing from the prosader data base. from the
warehouse. We also get the informaton transmimed from LSDA a5 1o class,
match those up, the ttle data base s held at PCCA,

All peapile that we hold that trtle for slectronically today we have a
sigred contractual agreement with, W have 2 signed agreement that allows
ws 1o hold that n trust with the warshouse. with the merchants, with
producars and with Commodity Crednt Corporaton.

The biggest problem we had in the fall of 989 was not the actual
trading system, I wasn't the electronic title system. |t was getbng all those
dotuments signed by those producers again, and we sprung that on them
once we got it out of the lawyers' hands about twe weeks before the season
started, and that's the biggest probiem that we had first year was getting them
all gned and allowing us to hold them electronically

As stipulated wath the Commodity Credit or ASCS rules, f at any
tirne woU Wwant 4 warshouse recsipt 3 physical warehouse receipt f you're
the holder of cotton, we have had that in our system since day one.

How do we handle the seracng agent bank? We have a terrminal
down it Amencan State Bank whao is our seracing agent bank teday. Vhen
we put cotton in the loan, we send the tape to the bank incicabng loan entry.
Also we send one down for loan redemption. They hold the ttle. They hold
an mwentory on the seracng agent bank system. We have a stock check
whers we check what's on inventory at the bank with what we show to be in
loan at our systern every week, run what we call a stock check We ran that
on physcal warehouse receipts, 100, but it wasn't fun doing that because you
didin't get a very accurate count it werls a lot befter.

The bank alse has a terminal ted 1o our prosader system. [t
allows them to lock at cotton that they cwn an interest in, that they are the
lien holder on, We also have 1 set up wrth other banks that are -- that have
the collateral for 3 merchant

You can't see that very well byt what that . that 15 an on-ine
collateral report from the bank, and it shows you - let's see if | can focus
that 1§ that better? Chay. If you go across the top this is an wventory
summary document.  Cotton held in trum for Amencan State Bank for PCCA,
Jack Kenry, our cotton buyer. And it shews the beginning balance of
ewverything ETS bales that are besng converted from physical ETS to electronic
bales. 1ot pay, total non-pay. They're all pad for, thank gocdness. WWe had
501 bales in the long distance in February, of course, we redeemed most of i
just hefore the price went back up. 5912 bales ‘We have it broken down
by crop year what has happened the previous day,

This is imventory postion as of 7.00 am. that moming. You got -
and you natice thers are no numbers across there It was taken on a
Saturday. But anyway you start with what the previous day's sventory was,
Hew many bales were purchased the previous day electromically and you add
o that position.  How many bales converted from physical cotton 1o
ebectrome e, how many backup shipment, how many have been punched
how many have been shipped. how many have been converted and shipped.
and then you come Back with the ending total

Also we have several printouts these folks can get  They can wiew
the ETS inventory. They can wew the addtions for that day, the actual




detaled bales addibons. They can review the deletions. They can prnt those,
Cbvaousty wath 505,000 bales you don't want to pant the inventory very
cften, But they have the abdity to do that

This shows you a breakdown of those bales by warehouse one.
Thats all the varous warshouses. Mote, there's 560,000 bales out in Swest
Water, Cidahoma. in a compress and grees the running total of al
warehouses. This is something that one of our banks acked for and we gave
it to them and it scundad lock a good icea “Helps them manage ther
paosmcn,

One of the things that the banis have avalable to them,
parncularly Commedity Cradn Corporation, & that with slectronic ttle we ire
able 10 show the physical location of the physical bale. We requere that
before we put that cotton in CCC loan. So the bank, unbeknownst 1o us -
auditors have done the before . unbeknownst 10 us, 20 10 the seraang
agent bank and pull up these screens, prnt off the physical [ocation of the
bales that are in cur ETS systemn that they have an interest in,

Tou will see across the top there about hatfaay down you got
current lecaton, shed. row and secton, the day it was put there, the prewous
lacaton, shed, row and sechon, and then the previous, previous location. So
we track that and the suditors tell us they love that It grees them more Judnt
abidiry, findeng out where the cotton i, batter audit trad than what they had
with the physical receipt

Hew does a bank handle thes collateral when you hawe shepments.
Wil you conficer how a bank works collateral today with shipments, the
merchant buyt the canon, Fves the réceipts 1o the bank they put 1 n ther
vault and hold for collateral. ‘When a merchant wants to ship that cotton,
they bring a shipping onder or some kind of ship document to the bank.  The
bank pulis the receipts. gves them to them, the merchant pays tham when
they get ther money, Ve have the same setup n our system where the
merchant isues shipping orders to POCA through our electronic e system.
We check several things on the front end. WWe check cne to see am they
the gwner of the this cotion, are thay the holger of this recaipt.  Has the bale
already been shipped. Is the comon in the Commedity Credit Corperanon
loam. |s the bale ttle beng held slectromically. Have they already asked for it
o be shipped. |5 m a duphicate on the shupment If it passes all those tests.
we then send the shappeng order on to the warehouse, provded that the
merchant does not have coflateral holding the bank n beu,

Mo, if they have somecna holding ther collateral at the bank, it
then says. pending VWhat that means is we are not going to send i to the
warshouse for shipment untl that merchant calls up hes bank, the bank has 3
terrninal, he can see the same screen that this perscn can. He can say, all
right, | want 1@ ship so-and-so shipping arder number. The banker looks at it
and says, okay, | wil et you ship it. There i3 a function on the screen that
anly the bank can do, no one else can do, and it's in effect the same as grang
those physical receipts to the merchant o that he can shap that cotton.

Here's a detal screen of what we saw at the other soreen. It just
shows you the detad bales of when the information was transmtted to the
title systamn, Bales, non-payment I they haven's paid us for it we are not
going to let it ship,

We have had this system happen many times. Martter of face
when we el up 3 farrmer 3t Crawford Compress, b very first shapment
happensad like this. Cotton was set up. They bought the cotton with Telecot
that day. Wi downloaded the information to ther computer system that
might The next meming, they massage that They already have it in thar
system. they massaged i created the shappeng crder. transmimed that shippang
arder to us. It passed all those tests but one, they hadn't pad us for it yet
‘Wihan they sent the wire transfer and we recssmd the wire transfer about
two o'clock that afiemocn, we (et the shupment 2o and the truck was loaded
at 430 that everung. So bought it one day, massaged it and shipped it the
nesct.

It’s an extrerne, but i won't happen al the ume. but i does.
There are some advantages to merchants.
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Mow we show basically an overvew of how we handle electronic
tite on cur systemy | tned to 28ro i on the securtty aspects, how you can
handle it fram a banking standpont. didn't get into the producer sde at all on
purpose. and | will be able to answer questions fior that after we pet through
today, and | have ne problem with that | just didn't really want 1o take the
e

Physical security. Let's talk a bttle bt about that What do we do
to ansure the reliabity and secumy of our data  Mumber one, we have 3
hardened computer site with imted access. That means n's got a
combination lodc on the door. Mobody can get in. You got two ways in,
The ather way i an out only.

Security personnel dunng non-business hours, Everybody has 1o
sign in and sgn cut.  They're checked against the master st

Halon fire detecoon system, that's just an inert gas. If we have 3
fire i the computer roorm, it dumps a gas. Most of these things are very
common at all processing sites 5o far.

A dadicated line network, Ve have no dal emaronment as i
exigts today. Some day that will change. But teday we have at least ine tie-n
to all ponts and all mberested parties in cur network. It's a litte bt more
inveived, but we think, one, we nesd the pvalabety and, two, t's a itte b
maore secure than running a dial When we get into dial I'm sure we will, we
will do a call back receipt where the persan will call us, give us 3 pastword,
they will hang up, we waill call themn back. If they're not where they're
supposed 10 be, they don go m,

Uninterrupted power supply. | wall gat that out in a minute. 'We
just sgned a contract about the end of the month where we will have 3 UFS,
so that i we - f the lines go down at the end of the street, we don't go
devan for 45 minutes,

Electronic tthe record secunty. WWe are running what they call 2
top secret secunty package from Computer Assocates, It is Department of
Dafence rated. In other words, they can ute DOD mfermaton systems. it's
ane of two man secumty packages used for IBM manframes in the world that
are prevalent It has a detal secunty audn fog,

Any tme 3 person makes 3 changes in our system. and it works the
same a5 cur Telecot nstem, we log the date, the time, the operator |0, the
program they did it from and the termmal they did it from. 5o we have a
pretty good audit trad of what & going on in our system. W also know
when pecple ry 1o geton that shouldn't getin. More than lketly what it s
they have forgotten ther pastword, And we have to ssue them another one.

‘W have a full-ume secunty adrmenistrator.  Everything is passed
through a secunty commities which conssts of people in adminstration and
pecphs in data processing when we SSue new secunty o change secumty.

W have securty poloes. We have a standards and polices manual and t's
twa manuals about four inches thick apiece. And we enforce and we follow
those rules. If you're going 1o run a consistent information system and keep
that thing wp and keep @ secured, you need to have standards and
procedures, We think we do a pretty good shop with ours.

Data imterrupton, Information = tent down our hnes today
what we cal systerns network archtecturs, and that's an [BM termn for the
protocol that we use. Mow the average person wouldn't want to read that
transmession goang down the ine. 1t doesn’t look ke Engish.  That's one
protecton we have that i pretty commen n 5 and A

On our FM radio transmussion side whens we use -- we transmat
that information over the ar. we have an addmongl level in the fact that
rmagter radio impnnts the data above the 5 and A protocel. And the remcta
racho on the other end decreases it back 1o 5 and A befare ' sent 1o the
PC. So we have that level of secunty

Off-gte backups. \We have a bank vault downtown underground
that we take last rught's backups, take them down and put them in that bank
vauit Every day.

Infermabion systermn standarss and procedures. | mentoned a itle
bit about that We have a detal log on all changes to cur electronc Yie data




base. If it changes the status of our ETS systemn, we log it And what we
have here is a couple of bales that show the change. For mstance, you can
barely read it i'm sure, but startng down here on recsipt 208474, 9900,
recaned it electronically on 10-5.93 at 1:74 in the maming  That bale was
sswed a log deficency stamp on 10-11-93 at | 1:00. |7 seconds. bt was
beught there one second later. It was accounts pending one second aftar
that.

Mow, it was bought by a producer that cid not or merchant that
did not have an ETS agresment with us. 30 we punched the recespt
autermatically,. G it to that merchant  MNow that merchant took that and
sold it abwously to this merchant because they took that tle document, thae
bearer document back te us and converted it 1o slactronic tde on 0-19.93
at esght o'clock and then they shipped that this year. 5o we have an audt
tral of everythang that happened on the status of the holder and how it was
put = boan or whatever on the spot Auditors bes thig file, They liks 1o cee
what 15 gong on,

Enhancements we are poing 1o make for the system. 'We are
negotiating for a hot site i Seattle, Washington. 5o if this thing poes down,
we can take our tapes. run up there and load on the systern and let it np.
The actual computer system is the aasy part.  Cormrmunication line s 2 infe
bit rmore hairy, W think we will be able to do that and have it back up
within 24 hours or less,

O biggest down e this past vear was not the computer
systerm W had 26 minutes of software falure from hours of seven in the
moming to seven in the evening for the enbire crop year. Cur biggest down
tirms was phone ines.  Any tme you run over A phane ling you're geeng 1o
have a problem. ‘We had 582 minutes of down me due 1o phone nes. W
are putbng in on the merchants sde backups with radio n cagse the phone
bne goas down, It probably net poing 1o wark 33 well 33 we'd ke 1o the
first e, but it's a shot "We are going 1o try to get the system up.

ECP audit We've abways had an audit We've had several
sudttors from Commodity Credit Corparation and the ASCS Cne of the
projects is 1o po through a full EDP audn and well do that this year,

‘What does this mean! Well we've got a pdot program that's
become a commercial reality. The fegslation passed that made this m 10 of
1992 as Steve and joe have menboned. The LSDA prowder agreement is
ready. The CCC prowder agreement s working.

‘W really appreciate ASCS and Commodity Credt Corporaton
gring us a chance to talk about these things before it became m effect  Thay
sent this out to mierested parbes in details 10 the prowder agreements 1o gve
thern a chance to have feedback, and we really sppreciate that. it's a
refreshing way to do business.

The results of that so far since 1969 .. or sxcuse me, (989 i
only seems ke wnce 1969, We have handled eight and a half million bales
slactronically. We have ssued no bonds. We have issued no letters of
crecit. Wie've had Aumercus audits conducted by the USDA and all condude
that electronic ttle as collateral secunty & as good or better than physical ttle
a5 collateral securty.

Wa think it's a better way of doing business and it's worked wed
for us. Ladies and gentiernen, | thank you for your tme.

MR. McGEHEE: Thank you. joe. Ladies and gentlemen, it's twebve o'cock
Dawd, if you don't mind. do you lnow how long you meght bef

MR. COX: Fiftesn minutas or 5o,

MR. McGEHEE: 'Why don't we go ahead and let Cawd Cox make s
comments and then we'll break for lunch and probably gree the bocal crowd a
Iitte more trme 10 gt out and then we can come back about 130,

MR. COX: Thank yvou, Winford. it's pleasure for me to be here today. it's
real pleasant for me to look around the room and see some oid fnends, I'm
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dlso glad to be here because it seemns to me that this particular meeting i
probabiy a Inte bt over due

| spake § aumber tmes with Steve and other peoples from LUSDA
saying that | was a little unhappy with the fact that of we tned 10 nish an EWR
system m for the 1994 crop, we wouldn't really have vme gven the uming of
the development of the regulatons fram USDA,

Mast of my comments today | am going to direct towand ouwr
secunty of EWR systemn that (D1 has developed, and how | see that securty
interfacing with the cotton industry. I'm going to lock at ten cifferent mpacts
of sagurity which | have broken nto four difierent maor groups

First thing rs that an EWR system had betier enly ereate vaid
EWR. In other wards, we want to ensure that fracdulent or incormect EWR'S
are not n the system, and that the system mantain only ane recsipt, rther
electronic or paper. for each bale of cotton. And that's somewhat
complicated becayse of the necessary provsion to convert EWR's from paper
receipts.

Second mbhe proup of concemns obwously we need to control the
transier of EVWR's from owner 19 owner a5 cotton i traded on down through
the industry, and we need to track the -- wha the vabd ben holders on sach
bale s and make sure that we obtarn proper release of hens 83 comton s
traded. And another concem that | see in thes area 15 that the hen holders
themsetves or those that hold the cotfon as coilateral need to be assured that
they can obtain ¢arrect réports on tha statis of the bales that they hold as
collateral.

Another area i the secunty of the computer system iself, the
physical and lopical securty that EWR prowader system tself prosades. The
mantenance of the proper history on each bale. that o, who bought and
when and backup of data files and the document serace, and then last but
perhaps not least two itemd fraud on the part of intamally within a provider
gystemn and fraud, potental fraud, on the part of someone cutside the system
breakng into it

Perhaps | should gre 2 itde bit of background about IDL | know
that they ran out, but there ane some out there, | brought dong a inte
handout with some informantion that we have - that D has been provading to
people who may have an intersst in this, pnmanty the Cotton warehouse
moustry. DI has become farty well knewn, 'We are cartainly the largest
prowder of computer servces ta the cotton industry as such, and | beheve
that we can honestly say that at one level or another .. we have grower, gin,
country buyer, warehouse and merchant system. At one level or another
awer half of the U5 crop s now beng processed on an IDI computer system.

My cwn expenence before | pot gray hasr | realzed that we are
back into the schocl years, this really began my fifth decade in the computer
ingustry and I'm well mta my third decade worang within the cotton industry.

I'mi going to at the end have a few comments about what | see as
possible mndustry concems because I'm a very enthusiastic supporter of the
EWR concept | frankdy don’t s== too great a challenge from the computer
processing as such. | ses a much greater challenge n terms of getting the
proper industry infrastructure to allow a system o work wel, and I'm most
enthusiastic though abeut the banefrts that the i gong to prowde the sntre
indusiry, And those of you who are in the banking ndustry, | frankly think
that this i going to be a tremendous benefit 1o you cnce we have systems
property implamentad.

This gets down a itte to each secumty area itsef. That s, a
person who creates only vabd EWR's and maintaing anly one recept per bale
with EWR and converts it 1o bale receipls and woe versa  Obviouthy
duphcaned recaipts 3re 3 very senous problem. W anvision -- we have
about 55 warehouse clients. We are adding more every day or every wesk,
and |'m not sure how many of those that we are going 1o be a prowder for
uitimately, but we envinon that guite a few of cur warehouse chents will use
us a5 a proweder of EWHR seraces, and with those pecple we are in pretty
good shape,

‘We have developed a system that & wery secure in 1erms of the




means of mtarfacing the warehouse computer systemn which generates the -
or authanzes the generation of EVWR's and s obviously emanently invohed
they're converted back ita slectronis warehouie recets, And, |oe. that's
just & litte bit different when we are talleng about working across an industry
where the provider doesn't operate the warshouse tselfl But | can assure
you that for thede people we hive, Since we contral their warehouie
software a5 well, we have 2 high degres of tecurty,

| think there's a ktde less securty when we deal with people wha
are using ther own warshousae system, because there's a possibility of that
system itself fuhng Bat | believe that we will certanly detect from a
contnuing audit peent of wew anything that actually ocours m the EWH
computer system at 1D

Control is the next area. Control and transfer of electronic
warehouse receipts, trackng vabd fien holders and malong sure that we obtain
the proper refease before allowang a transfer of holder and comect reporting
af collateral to ben holders. | think that for these thres things. and they ane a
group, we really need some industry cooperation that | haven't seen emerge.
perhaps, [oe Wynck, wall smerge from today's meetng

Im my handout | mcluded at the back a couple of pages of
comments that we had sent 1o Steve or his assocates at ASCS earfier this
vear. and one of the things that as we were developing a system we felt the
need for was for the mdustry somehow to have somecne maintan a registry
af industry partiopants who would be accessing EWR systems. and that there
would be an inital level of user ID control. Steve Midesicen | think mdicated.
well, the name i the mporant thing  Obrvously that's true. but computers
work a iittle et better with some control

| would hope either the Council or the Amencan Cotton Sheppers
Associaton would lock nito mantaning such a register, It would help | think
the entire industry do a Imthe b bamer job of contradbng who & gettnp in the
systerm Mot that we would not be able 10 prevent an unauthonzed person
entering the systerm. | asure you we can prevent that, but we nesd a -- we
nesd some standardzanon of [0 in order to prevent an excess number of
missed sTars or peaple coming into the system that they might not ordinanty

mta.

® Tha design of the computer tystem iseif obwously, that is, the
EWR prowider’s computer system o very important hers, and | would say that
the people that | know who are centemplaing prowding EWR prowder
senaces certainly have the skll and the axpenence necessary to do a good job
of this. | den't believe that those of you who have not worked 10 a great
degree n the computer system you may have some idea that true, i's easy
for people 10 break into computer systerrs, and that in fact just is not so.
Thare are cbvously levels of that, but a propery designed system is fairy
resistant to that type of ocourmence, Allen | s&e i thaking his head, 3o maybe
we hag 3 different vew on that

just as | think the industry should develop some regster and
standardization of user ID though, | think some thought needs to be gren by
the entire cotton ndustry about establshing certsn communication sandards
and protocol 1o make sure that we are all cperaung at least at 3 maamal level,
And again | have no idea a5 10 whao should do that, but | do think t deseres
anenton by the cotton industry,

| have been - well let me go on to the next thing.  History file an
#ach bale, ‘who did what and when, backup of data files, decumenting and
serviong, physical lodpng of secunty of the EWH prowder system. | was very
pleased working with ASCS this year. | thank that they have been realisbc in
their approach to wibing some standards which set the minmum
requirements but do not tie your hands in ways that would be
counterproductve in terms of allowing ingenuty of different prowders coming
P 'with ways that we can protect our systems. In other words, | thank they
have lud 2 good foundaton, and 1D, | assuere you, has been using our
resources and expenence to develop a system which wall be very, very securs.

| don't want to gve away any propretary informanon hers, but |
wall 12l you that we have desgned a system which has four logeal and
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physically saparated computer systems worlong together.  Firtt one = the
actual EWR data base a separate senes of computers that is mantaning the
actual fles which holds the information required by ASCS. A second system
i 3 fystem dedicated to recenving communications from outside, both
warehouses and updating EWWR's and pecple that are trading with the cotton,
A third system is established for transmitting back to these uiers the
informaton that is being prowded for transmasion 1o them, and the fourth
system 15 how to get pad, the billing system.

Thesa four systems are physically and lopeally saparated. and quite
cbwiously somecne who dials in, they're only going to get to first base. if you
wall, That is, they wil only communizate with that system which we have
designed has a collactor of informaton fowing inta our overall system. And o
we detect anything wrong, obviously the person sn't going 1o be able 10 go
past this first level

Improper contacts. as requared by ASCS, wall be tracked and
stopped at that level. The system design that we have covers ctaously
history files, all actnaty cumrent to the system with both computer and paper
audit trails. In other words, we will mantan slectronic and a paper record of
all actribes ooourmng within the system.

Backup, computer backups, are standard, mantan those on site
and off sme. Our hardware system design | don™t want to say t's a ful-safe
system, but we are usng a system that will mantain in real-bme basis
duphicated files. In other words, everything that occurs will be recorded on
two different computer systemns and two diffierent data storages dewces. And
these things are designed so that o the pamary system should fal for any
reason, the backup systermn comes on-bne automatically

Fraud on the part of the provider and fraud on the part of the
others comung inte the fystem We have sxamined -- obwoushy this is a
prirmary concem of Daad Cox. \We have axamened the conditions that meght
cause this, and mght up front | think one of the mast important things for
peaple who design, control, masntasn, operate a system despie the coton
industry deading that people do warehouse and trade cotton can be
providers, I'm very glad that (DI has continued a palicy which we have had all
along of having no financal interest with the cofton industry other than as a
presader of computer senaces.

| have been offered an apportunity to buy everything from catton
farms to cotten warehouses. | haven't been offered a cotion company yet,
fivs. 5o | don't know what that says, but we have always taken the posmon
that IDM is best served if we want 1o contnue our role as a provider of
computer services to the entine cotton ndustry to remain & vagn in terms of
actual cotton industry acthes. I other words, | have ne financial mtanest,
the company has no finanoal nterest and will not hawve any financal interest in
Any acthaty refating to the trade of cotton. This prevents this deluson, the
potential delusion of a prenader or those whao have financial nterest in EVWRS.
Covously 's incumbent upon anyone who 5 becoming a prowder to make
sure that they have secure. physical facltes. and 1D & certmnly daing that

I'm kind of happy that ID1 is located in Ralegh, MNorth Carolina
That means we spend a lot of tme flying back and forth across the country,
but the physcal separation of our headquartens and our prmary sl
employess from the bulkk of the cotton ndustry probably 1s a benefit from this
poant of wew.

W can have a problem i the ndustry doesn't step up itselfl and
bagn 10 take some responshilty prowding a minimuem level of communication
and, ie, protocol. Agan, | discussed this with Steve and others at ASCS, and |
think: they quite property sud, well, that’s not a government problem, that's a
probéem for the industry, but | haven't seen the mdustry take any steps n that
direction yet and perhags we wil,

ICH intends to make money prowding EWER seraces. and one of
the ways that we will do ths 1s prowdng seraces very much along the ine
that PCCA 5. prowding seraces to those who held cotton collaterad, that s,
the banks and financal instiutions. e can offer 2 tremendous amay of
seraces that will be able to better allow financial interest and berter idenufy




the value and sstablish the collateral that you hiold, and | believe thote are
things that we will probably recesve a fee for servces for.

And the provisson of those opbon services beyond what the Act
or the final rule says ssued by ASCS | think are an important part of the
system. In other words, | think those who want addional secunty are gong
to be provided the apportunity to purchase services which will enhance ther
securty. That & not really a security of what the prowder system is doing but
securty of the exact status of the collateral that you hobd,

I would like o tum now to a few comments about general
concems and observations that we have at |01 regarding the cotion ndustry
a5 a whobe as EVWR's change us.  First of all, | was very pleased to see earher
this year the Mational Cotten Councl come up with a provision for current
identification. that =, the gin code and tha onginal pn bale being a permansent
bale 0. Steve tells me that that is not a proper pant of the EVWR data base,
but | take it to understand that that sull does not prevent us from hawng
addronal data base that we would maintain, and we mtend to do that In
other words, | beleve that the industry at least should seek 1o add to the
regulations about EWR's the addition of parmanant bale D'

There are stil guestions in my mind, t's been touchad on by
others this momang and perhaps we wall get into discussons the: aftermoon,
about the role of agents of holders. That i, clearty the regulations are quite
specific and propery so about the nght that the holder of the recept 5 the
only person who can acoess . But | see the need in a number of cazes for
agents of the helder to access receipts. Clbwowsly, in the case of growers who
typically would not be doing that yet they would be holding the cotton
That's mentioned in the handout | have just a couple of pages of comments
to ASCS That's mentoned in ltem A of that

tem O on that list of ASCS comments from 1D there is a
question of industry standardization of ID codes.

The second paragraph C of that letter brangs up this 1013l concept
of 3 wade range of prowder senaces 10 the finanaal community, | thank that
needs to be dscussed and reviewed some more. And the second paragraph
D does brng up the question of possible need for standardeation of
communication standards really coming from the industry.

Thers"s some non-lettered comments, that is. non-letterad
paragraph comments in there, and | thnk perhaps the most impertant of al &
the one that I'm interested in malang so far today and, that is, | thank the
cotton industry nesads, very much neads. 1o develop some incentives for the
fuil adoption of slectromic warshouss recsipts by the cotton industry. | don't
really relich the idea that we have an industry that would go on for years and
years and years with some pecple using EVWR'S and some people uning paper
warehouse recepts.  The transiion 5 somewhat messy, somewhal expeniive,
and if we put some incentives in place, perhaps we will get a rapsd transon
12 2 hundred percent alectrons: warehouse recept industry.

Cther subjects that | didn't snclude in the handout that | think
should have some discussion about is. ASCS may not like it but | have a
fealing that the national data base that = cperated here i Memphis i5 3 dying
« ig a thing whose time has gone. | cannaot imagine a propery functioning
EWR system not induding, if the industry needs i, not including the -« a class
information as part of the assocated recond against it not part of the EWER
itseif, but an added - an addendum to the record and that would pretty
much end the use of the natonal data base AMS is prowiding, and | put farth
for your conpderation in a way that | thank most of the trade would e,
Right now we are on an honor system that you ane not supposed to gon
and hook at what the crgnal dass of a bale was unless you own the bale. But
| don't really think thers's anyway that that is being released, and quite
chviously the holder would Be -- the holder of the bale of the EWR would
be the only one who would have the nght to access that dass infermanon.

Somewhat dfferent from the dea of industry standardeation of
user codes and communecation protocol, | thank it's a valid thing to bang up at
this moment - i fact | think the industry would probably benefit from some
addrional standardization of communication e formats. 101 has participated
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with a number of you in the meeting m Corpus Chasti | guess in March of
this year that has begun to establish something of a standard format for the
interchange of data, but we've got about a hundred different layouts nght
now in various IO programs and accommodated vanious different computer
systerms in the mdustry. I'm banging this up totally on an atruistic basis.

| think one of the great advantages that IDI has = that we have an
extramaly powerfl capability to read and wnte computer files in any format,
but i the fnal analysis f we have some acddmional efforts of standardong data
file layouts for the cotton mndustry. | believe the computenzaton of the
industry wil be enhangad, and | think that would help D1

Finally, there concerably are some problems that joe -- no one
has mentoned the fact that Plans has a patent which | believe s essentually a
patent on the slectronic warshouse receipts, and | do understand that -- joe
Whrick, | haven't recened your letter back to me. 1t came in after | had left
It arrved in the office this momng.

| do understand that the Council i going to sublicense pecple
who become EWR prosaders, but | have alig been tallong with Dard Lindsey
at PCCA and he has made it very dear that PCCA believes that they have a
patant that covers the nghts to the wse of electronc marketng in conpencion
with electronic warehouse receipts. In other wonds, they're basically saying,
well, the Counal & going to sublicanse you for the EWR prowsder seraces,
and we really don’t daim any nights 1o electronic marketing as such. but i you
put the two things together, we do diam patent protection

So | see this escentially ac an industry problem o there are - f we
are going 10 obtan subhcenses from PCCA for combinmng alecironc
marketng with electronic warehouse recespts, it's just going to add to the cost
of you folis doing business. But | think it 5 something that the mdustry
should explone at an early date because guite frankly | can't imagne why you
would have an slectronic warehouse receipts that would not have some lure
or anather of slactranic maneting of cotton

Winford, | hope | didn't hold our lench up 190 much, but those
are my commenis. Thank you very much.

MR. McGEHEE: Thank you, Dave. it's 12:30, ladies and gentlemen. So f
we could now break for lunch and hopefully have sveryone back in here of
passible around 1:30. That may be a Imtle short but let's try it | know some:
pecple are going to try to get out of here this aftermoon, \hen we come
back, we will start out by heanng the merchant’s perspactiie and we will
begn with Mr. Weil

{Lunch recess.)

MR. McGEHEE: Ladies and gentlemen, if you can come on in and get your
seats. W are already 15 minutes late. ‘We hope y'all had an opportunity to
get some lunch, Well | hope sveryone had an opporiunity 1o get some
lunch. It was a intle slow and that's why we are a little later getting started.
We would ke to make things go as smoothly as possibe. and if we could, |
know this moming we had some of the presentations that ran over their, nat
allotred time, but their estmated tme. and we do have a lot of people hers
yet 1o gve pressntations. 5o f we can pust bear that in mind and try to limit
cur comments 1o about |15 minutes. Mr, 'Weil

MR. WEIL, SR.: 'We have a quorum!
MR. McGEHEE: | don't believe we do

MA. WEIL, SR.: Thess remarks gre made from the standpoint of those in
the cotton trade who have ther own persenal capaal invested in their
buspness. To those, the safety of the comton T owns in 3 warshouse 5 as vital
as the safety of the cash it has in the bank and so deserves the equnvalent

safeguards.

The cotton business is essentially a cash business.  The MNew York




Coman Exchange operates on stict margin requirements, Reimbursement
terms, whether cotton exchanges hands in country markets or n sales abroad,
are based on cash transfer agunst a title document

The proposition of slectronic warehouse recepts presents us with
a choice between what is economical and efficient. and what = safe and
secure, [tis 3 choice we have in many business stuations, be it with arines
or with banks or many others.

Because of our personal caprtal invohement, safety and securty are
of paramount importance. For a lending bank, the safety of the collateral i
equally mportant, except undke the merchant in the event of the cotton's
dizappearance, the bank stll has recourse on the bomower.

These parts are mportant. because it is noteworthy that those
who seem 1o be promoting electronic warehouse receipt may be attaching
less wesght 1o safety than to efficiency. Meither the USDA nor a cooperatre
has personal capital at stake Merchants who ocwn their own warehouses or
merchants who do not collateraliize loans may afford 1o be a Imtle less safety
COnSCios.,

The integrty of the cotton warehouse receipt as we know it i
wed establshed. It has been developed over a long penod of tme. The
bady of Lo supparsng the warehouse recept as a tthe document, particularly
&5 a negotable instrurmnent made out to bearer. is well estabished. Besdes
beng evidence of ttle, it defines certan responsibdives between the
warehouse and the halder of the recept such a8 delvery and payment of
charges. It defines certan warranties or guarantess, such as storage under
sheiter, that the cotton is msured aganst fire. that the warehouse is bonded,
that the warehouse must delver the bale in 3 cean and merchantable
condmon and 50 on. It has character in thes way of 3 contract

Because the recespt 5 a bearer instrument and fully negotiable. it
readily svalable a5 collateral for a loan mensly by its delvery In escrow without
any notation of transfer. At the same tme. any bien on the bale may be
recorded on the receipt in which case it loses s bearer status

In all events, the commerce of that bale 5 pursly 2 prvats matter
betwesn buyers and seflers, owners and their credniiors. and final owners and
the warehouse. The relatienships in each of these cases is of course based
on the nteprity of the warshouze recsipt mzeil

Because the receipt 5 a bearer instrument. the warehouse may
never ke the wdentify of the holder untl the last holder pretents the recaipt
for deinvery of the bale. Thus, the essential slement of confidentality ©
reserved 1o the owner of the bale.

The mecaipt is enportant in the relationzhip betwesn the bank and
the owner of who pledges it as collateral it is the hinge of the bankerficotton
borrower relaticnship,

The afficacy of the slactronic warshouse receipt must mest the
test whether it satisfies the particular attnbutes of the documentary
warehouse receipt and s integrity as a tile document

With these principles in mind, the followang questions are rased.
Can an electronic recespt be made a bearer instrument because the holder s
not the same as a bearer by any means. Wil it have the same integrity, the
same negotiability and the same legal support and immediate transferabdity x
the presant documentary warshouse receipt?

Can an electronic receipt be made to indude the same wamanties.
guanantess and responsibibes a5 present documentary warehouse recepts
requre the warehouse and the holder of the recept!?

Can the electronsc warshouse receipt be pledged and held in sscrow
with the lending bank as collateral?

Can the electronic warchouse receipt be recorded as 10 any lien on
the bale that it repressn?

Can the electronic warshouse receipt be subpct to the same
confidentiaity as the present doumentary warshouse receipt!

Wil anyone other than the owner of the bale at any tme have
access to information on the warehouse receipt!

If there s an access code for the cwner of the receipt to enter the
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prendder’s mventory, how will that code be kept confidental at al times?
‘What safeguards are there to guarantee that others cannot use the same
access code to gain infermation on that inventory!

‘When a transfer is made from one owner 1o ancther. 5 the account
numnber of anther then known to the otherd

YWhen 3 transfer is made between two parbes. does the prowder
adwise the warehouse of that transfer?

What positve guarantee i there against error, loss of record,
computer fraud, computer wrus, or other malfuncoon of the prowder system
which cam result in loss of bales 1o the owner

What are the resources of the prowder in the event of loss of other
liabdity? Is the provider bonded? If so, for how much. And this by the way
the requirerments of the ASCS are woefully inadequate in ths respect

Bank depesns are guaranteed by the FOIC. What govemment
guarantess, if any, are avadable for losses to provider accounts!

What insurance does the provider have against loss! Agan,
requirements of the ASCS are woafully inadequate.

if an owner of a bale has a legal clarn aganst 2 warehcuse, the first
swdence he must produce s proof of cwnership and the contractual
chligation spplicable 1o that bale. as neted on the documentary warshouse
receipl In the event of a dasm aganst a warchouse. what ewdence will then
be prowded by the slectronic warshouse receipt!

Several se3sons ago, certan warehouses induded language on their
receipts permitting the warehouse to withhold shipment on any bale held by
an owner who had amounts due the warshouse on other bales. The dause
was protested by merchants, but only after the language had been discovered
on the receipt.  VWhat would happen wih an electronsc recaipt were the
warehouse nclined to effect such a provision then!

Dices provider guarantes the fres and immediate deivery of collateral
in affecting 2 transfer! Why do the warehouse and the ASCS office need 1o
be mwohed when they're not involved in the transfer of & documentary
warshouse receit betwesn parties!

Heow does the prowder accempiish what the documentary warehouse
recept accomplishes where hens are concemed? How is the lien protected!

What part does the prowider play should there be a dispute betwesn
gwner and lender, or between two parties engaged in & transacticn
transfermng ttie between them?

‘“What 5 the nsk of delays or bottlenecks in the proader systemi 15
possible during periods af high actraty that orders will have 1o be gran
pnonty n processing? At present the cwner has immediate access 10 his
documentary receipts. Wil the owner aways have the same immediate
access 1o an ebectronsc recept! On the other hand, the provsder may be so
efficient that 2 sudden release of thousands of bales fior shipment could create
a crucal botteneck at the wanthouse.

Wil there be frequent inventory checks readdy pvallable to
reconcile owner's reconds with prowder’s reconds or between prowder's
records and warshouse reconds like we do now with our receipis?

How promptly will 2 buyer know that a receipt s transferred inte his
account before releasing payment to the sefler! At present, the exchange of
recept and payment are simuiftansous. How about the same whene
satisfachon of eng are invahed!

Of course, there are many other guestions that come to mind, but |
think this is a pretty fair example of the knd of things that we lock at when
wae sy this is what we have, how can we improve this, will this do it and will
this gve w3 the same.

It has been mentioned that the alectronsc warshouse receipt
systamn should be as adequate as the Depaosit Trust Company system which is
used i hoiding and transfermng securties, stocks and bonds.

First it should be observed that bales of cotton, unbke shares of
stock are not funpble, which is a fundamental distncbon, as each separate
bale must be 2 separate record. Mor are the shares of bearer e, but ane
mace out 10 3 oErtan NoMmines oF NoMIness,




The transfer agent, not the DTC, ssues the stock, and in this
respect the transfer agent & comparable to a warehouse. Moreover. any
owner of a share of stock may obtain a paper certficate on demand and at
no Cost

The transfar agent ssues the shares to the DTC which holds the
documentary shares m bonds in 13 house mventory, wheth & checked duly
against ms records. Its vault and securtty system 5 ke that of a bank

Errors may ocour in the DTC system, but ars held to a miniruen
by caily audits and daly reconciliabons with each of s | 200 parbopating
accounts and trangfer apents. There are banks of accountants and operators
constantly monitonng, detecting errors and maling reconciliations. Mo such
machinery 5 contemplated by the ASCS puideines.

The DTC, established onginally under the aegs of the Mew York
Stock Exchange, s owned by s participants. who are banks, security houses
and other financial insrTutions, whose collective net worth stands behind s
responsibiity. By comparnscon, neither the worth required by a proader
provided by the ASCS nor that of any prowder so far begns 1o cover its
potental abiity,

ks the prorader sysiem required to operate on the same safeguards
and guarantees one expects from a OTC?

It 15 patently evsdent that there simply 5 no companson between the
prorader system conternplated by the ASCS and the DTC system.

In conclupion, for these reasons, before embarlang on the
elecironic warehouse recespt curselves, we must hawe full assurance that none
of the safety oF the integrty of the ttle we now have in the documentary
warchouse receipt will be sacnficed. We mwst be satsfied at beast that the
questions posed hersin ane met with adequate assurances that the electronic
warehouse recept Syftenms Juarantees the same features of safety.
accountability, access, confidentiality and legal backang as the documentary
warehouse receipl

Fram what we have heard so far | would suggest that f we are te
step into this systern, that the ASCS needs to go back to the drawing board
as 1o s regulations and s procedures and s requerements and starters.

Failling thess assurances, then we must have assurance at least that
the documentary warehouse recespt now in use will continue to be avadable
at no cost, as at present  Morecver, while | cannot obgect to others who
would subscnbe to slectronic warehouse receipts, we must inest that thesr
doing 50 will not prejudice in any way those who prefer 1o adhers to the
present documentary system.

Whatever might be cad about the bearer recerpl. 2 few remarks
were made earfier this moming, it hasn't been 2 bad systerm. Our firm has
used it for | 16 pears. It could be improved, and maybe the electronic
warehouse receipt system can be an improvement.  But bafore we cross that
river, before we get into that land. at a mimum the thangs | think | have
covered in my report must be satshed  Thanks for your attention.

MR. McGEHEE: Thank you, Mr. '"Wed I'm sure that at the end of ths
presentation some of the questions you have asked can be answered. Mext |
would like 10 ask Lows Baom f he would prve his perspectve.

MR. BAIONI: Thank you, Winford, First of all, | agres wholsheartadly with
the questions that were rased by Mr. Weil | think we do need 1o resohe
those msues. Some of them | think have aready been resohed from what we
have heard today and my understanding.

However, hawng said that, Dunavant has used the electromc
systemn that Plans Cotton Cooperative has offered over the past four or five
years, and we hive probably processed in excess of |2 mulbon bales without
one gitch. Thers was one year in partcular whers we handled some 600,000
bales through them and had it not been on an electronic bass, there's no
way n the world we could have tumed the cotton around as quickly & we
were able 10 do 30,

Again, we are a hundred percent in faver of the electranic system,
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because the present system & antiquatad.  More and more things that have
been dane manually s now done electronically,.  The machines that we need
10 process the paper recespls ane weanng out and the engnesrs qualified to
waork on the equipment have dhed.

Handiing warehouse receipts slectronically is much faster, and in
oy opinson it reduces the ermor factor. And | fieel once we get enough
subscrbers on the systern it will be substantially less to handle a warehouse
recsipt.

There's nothing new about the tansfer of ownersmp of
documents alectronxally versus the handling of the physical decuments, and
obwously Dunavant and all the other merchants will ingrt that the gystem is
run by a competant proveder who are scoeptable to the lender, and to the
extent possible the software must be fal proafl With adequate backup, we
think this zan ba done. The system must 350 prowds an audt tral

| think an electronic warehouse receipt does mantan its integrty
no different than a paper receipt. | would say as one of the major users that
if possible we do imit the number of prowviders, because of the complesity
when a merchant will have to deal with many of the providers in processng
its product

That's about it on the subpect Agan, we totally support it The
systemn dioes work and | think we are at an age we need to switch over to
ancther way but at the same tme a safe way

MR, McGEHEE: Thank you. Lous. Mow, we will hear from the banking
industry, I 1 cowld, | would ke to call on Mr. Dawd Colby with Union
Planters.

MR. COLBY: Thank you, ‘Winford. "What I'm going to say i on behalf of
Uinion Planters Mavonal Bank which is celebrating s |25th anniversary this
year, | think it's the next few days, September &th and Tth. Union Planters
Bark has bean continuous. We have been mvobed in the cotion finanang
over the life of the banik.

The system that we have now in place works. YWe are very
comfortable weth . Thes is the first in-depth exposure | have had 1o slectronic
receipls. There's 2 ot 1o be absorbed, to be digested. to talk about In
borrowang. as you know, from banks secunty nterests are created, and those
secunty interests are perfected by possespon of collateral documents. and we
have a long hestory of handling the documents and we are very comfortabie
with it and we know how that works.

With the advent of electronic recespts, it's new to us e have
besn asked whethar the bank will accept it or not. At this peant. | can
honestly tell you we don't know. We don't ses it as a finshed product at
this tme. We really don't know how to evaluate it

W in finanong cotton hke 1o use the term 1o have dominion and
control, that 5, possession of the documents that represents the collateral
secunty that i customanly used i the merchandising of cotton, but n the
event thers i a default we have quick access to the collateral for hquidation
purposes for etrement of the debt

These are the unknowns of elecironic warehouse receipts. We
are not at the stage, | don't think, that we can take whatever the product =,
the finshed product, and take it to the counsel and say, gve us a legal opinion
how this 5 wsed i the bank. How do we perfect a secunty nterest what are
the pitfalls. And if it 5 acceptable, then tell us what we must do o protect
G Securty interssh

The basic transaction that transpires in financing cottan 5 when
the purchase is made and the seller at present drafts on the buyer and drafts
the pregenter, the buyer makes the examination of the contents. assures self
that is what they bought and effects payment by paying the draft and
umultaneously recening the warshouse recepts. In finanang we call that a
purchass money secunty mterest and ttlie 5 perfected at that pme.

‘What | have not heard in these discussons 15 what happens when
the ongnal buyer and sefler that agree on a transachon, what transpires.




When doas money change hands! In our financing money changes hands
when they grve us the documents. There s an element of trust mvohed with
the electronic warshouse receipts, but | haven't heard how that s to ke
place and how a bank or any lender can perfect ther mterest during this. for
lack of a better term, this trarnssbion tme where ownership s not transferred
but maney is going between two points. That is semathing that we need 1o
get comiortable wath,

If electromc recepts are adopted and the bank has a segunty
interest and a ben interest in the documents, then the bank would have to
hawve some way to log on to that computer systemn where the bank has the
control, dominion and control. once again of those electronic necespts, whers
the merchant weuld have access 3o they can do whatever i is that they do
and want the comon to be shipped and the bank would authonze release by
pushing a button authonzing that release. Simuianacusly the bank must
mantasn records 5o a hard copy has to be prnted out at the bank so we ges
the paper trail. f's 2 legal requirement  Lencing money, hawng records 1o be
audiied later on. 50 t's 3 paper tral that must continue to take place with
the elsctronic warshouss receipts.

Again, this is my first watch, large scale sxposurs 1o the, | have 2
lot of unangwered questions. We have some customens that will be anmous
16 use electronic warehouse réceipts: others that will use discreticn and wait
and see how it develops

‘We have heard that vendors will provide services at a fee
Obwvicusly there s some expense invohed if the bank = to get inta alectronic
warehouse receipts, it would be the purchase of equepment or systems or
whatever it takes 10 be connected. f you wil, to the electronic warehouse
netwark

Believe it or not most of the ransacoons handled in the bank
today are done manually so it will not eliminate personnel on our fide
because it's not our personnel that's handling the collataral So the cost
reduction won't be a benefit to the bank. It will be a cost reduction on the
part of the merchants.

SimuManecushy f there i an expense In hawng new hardware and
eguipment and whatever it takes to be fully ocperatonal with the electromc
advent, these costs wall also be costs of doing business with the trade. Thank

yOLL

MR. McGEHEE: Thank you. Dave. f we could now, we would like to ask
Bdl Butler with Matonal Bank of Commerce to make some comments.

MA. BUTLER: ‘Winford, thank you very much far inviting me. | have
enjoyed it so far. For years we have been comfortable i acoepting indnadual
negotiable warehouse receipts representng one bale of cotton as collateral for
wery substantial loans, in the milions of dellars, that we make to cotton
merchants.  The integrty of the warshouse industry has been and continues
to be very, very high

Haowever, when you really think about it what do you have!
‘What do you have! You have a piece of paper ssued by someone you more
than likely do not know whose warehouse may be hundreds of miles from
where vou wre who promizes 1o delver that bale of cotten 10 you after you
have paid all of his charpes. You say s 3 USDA heensed and bonded
warehouse. That's all well and good. but a USDA license which s granted to
a warehouse that conforms to government regulations and procedures i just
that

Government checks and audits are all well and good, too, and | de
nat mean to infer that the USDA does anything less than an outstanding job,
but being licensed by the USDA i not going to guarantee the holder of a
receipt that the bale s going 1o be there when you come 1o get it |t has. |
can think of hardly any stuatons where it has not

Addtionally, a warehouse’s bond, generally spealang, barely begins
to cover the value of bales n 2 sl warehouse, For axample, one
warehouseman | know has a capacity of about a hundred thousand bales. Cn
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today's markst that = a value of appresamatedy 34 mdlon dollars. His bond =
$250.000. This | believe is fasrty typical.

5o what I'm attempting to say is that as a banker | am very
comfortable lending against inchadual negotiable warehouse receipts as
collateral. But we should keep in mind what | st mentoned, and from time
to time do our own due diligence regarding confirmaton of the existence of
actual cotton represented by the receipt Or recespls that we hoid.

Regarding elecironic warehouse receipts. Are banks walling 1o
accept electronic receipts in leu of paper receipts! My angwer, smilar to
Dave's, maybe a little bit more, | don't want 1o use the word optimistic,
becayses | don't want to dassfy Dave's talk as not optimistic, but my answer
that from what | presently know | am reascnably optimistic in thes regard
prowded that the indnadual merchant mests our credit critena with 3 granting
of 3 line of credit and that we are comfortable in our business decsion
regarding subsenbaing o the prowider systém. From a secunty standpomt and
legally, it seemns 1o ave we must be comfortable that we lose nothing that we
presently hawve.

A company that was maleng a presentation earfier, EVWH, s beng
farmed by the warshouse and merchant sectors of the cotton business, and
it's proposed that a subsdiary of our bank will run the electronic warshouse
receipt system for the provider EWR. The intagrity af the provader. whoever
the prowder 5, must be unquestioned. And a5 a lender, it seems 10 me ths
i a step in the right direction by the mght group of people to estabish one. |
don't want 1o also say that the other presenters are not equally worthy, but
I'm sure they are. But let me add that it makes sense to me that no mater
who, there should be, as a lender, and for all of us only one provider, and |
thunk that that makes sense.

Quesnons do remain, however. Among them would be what sort
of safeguards will a lender have from the prowder that will f not actually
ensure controd of that bale provide the same degree of comfort that a lender
now has with the paper warehouse receint system.  Regardiess of the com
can a lender wha becomes a subscnber to the prowider system convent
alactronic meceipts 10 paper receipts at their option.

The bank’s relavonship with the electronc warshouse recept
provider may be diffarent from others of the dlectronic receipts i that our
arrangernent will invohe thres partes  oursetves, the prowder and our
customer who we are finanong. Vwhat sort of documentation wall we be
warking with! Wha will be responsible for drafting this documentation?

As bankers, | think we all need plenty of lead time before things move
in this regard. | hope that by these bref remarks | have added something to
ths dizdlogue. and | appreciate the opportundty to speak on behalf of my bank
Thank you.

MA. McGEHEE: Thank you, Bdl Mext on the agenda is Formest Lipscomb,
Wie'll hear about the iNsurance perspectve 10 electronse wareshouse receipts.

MR. LIPSCOMB: Thank you, Winford. My remarks will be very gensral
and short because | can -- ng one can speak for the sntine insurance industry.
Everybody has to speak for themselves, and we generally do. The Manne
Paohicy, the Manne Cotton Policy covers mersly the physical loss or damage to
the bale of cotton. It does not cover the warshouse recespt at all.

The underwmers that we represant. and | have talked with them,
are going 10 redy on the merchant to prove awnership of that bale of coftan
that has been damaged or destroyed, and for the first year or o, they're
going to ask for a paper recespt untd they are assured that the system will
work, They're not opposed to the system, but they just want to make sure
that proof of ewnership can be establshed

Then the insurance industry will cartanly attempt to work with all
s clients whether they'ne prowaders. merchants. warehousemen, what hae
you, In coming up with the solutons. But as always, we are dealing with
problems toward the and of the term so we can’t anbopate the problems
that the insurance mdustry wall be asked 10 sohe.




| antiopate there will be a kot of questions later 5o that's why I'm
keeping my remarks short  Thank you, Winford,

MR. McGEHEE: Thank you. Forrest Medt 5 Neely, MNesly Mallory, Wea'l
hear about the warehouse industry perspective on the electronic warehouse

recent

MR. MALLORY: Thank you, Winford, It's 2 pleasure to be here today
Our company has an extensve computer operation not only trackang bales of
cotton but tracking freight al around the world. | hate to tell you I'm about
as Iterate at the computer as | am Japanese, so I'm a Imte bt uneasy up hers
tallang about electronic warehouse receipts.

On the other hand as Bobby 'Weil has pointed out what we ans
tallking about is money and that falls into perspectve of my duties at my
company. 5o from that point of view | feel very comfortable being here.

It has been stated two or three tmes, the paper warshouss
receipt has served us weld over the years. If we are gong to have another
instrument take s place, then it must mest the test and answer every
question that Bobby 'Wed has rased and others have raed here today, |
thank all of us will admit that t's a costly system today compared to aftemnative
ways of handling frtfe transfer or mowng papers arcund.

As Lows Baora ponted out the equepment that handles the
receipts that we use today i just smply weanng out MNobody makes . It's
hard to get it repaired, and at some point in Ime there's not going 1o be
enough of them 0 go around

There's been some talk about hawng your capital invested in these
warshouse receipts, and | want you o know that my family's capital is
investad in warshouse receipts. We are goang 10 stand behind every one of
them that is ssued. 5o warshousemen have got ust as much at stake in the
electronic warehouse receipt & does any merchant or bank

| wall tell you flat out | would not do business with a prowider that
enly met the minsmum standards required oy the Department of Agnouliune,
and in fact that's how | anginally got invabed in the slactronic warshouss
rece:pt with efforts through the Mavonal Comton Councl. Some of those
nmal meetings | was shocked to hear that every persen at the table that
represented the cotton ndustry wanted far stnnger requirements of proveders
than seemed to be coming out of the mouths of the Cepartment of
Agrculture.

Mo sense repeating numbbers, but Lous. you will recall some of
those meetings that our memimum bondeng requinements and MINIMEm net
worths were well in axcess of anything that the governmaent was talking about
And that's why | got imobed in Electronic Warehouse Recept. Inc., that Tom
Scott talked about earfier today, because | want 10 have some input to the
company that provided electronic warehouse recespts and that Memghis
Compress was going to use.

Might pest make this comment obwoutly thers ame going 1o be
soeme changes in the transferabdity f slecironic warehouse recipls come Ml
being. In some cases that may have some draw badks, and i other cases it
may be an asset to bankers and merchants and warehouses aiike. | ust - |
couldn't help but jot down a few notes 33 | heard some peopls talk

This paper receipt that you're talkang about. it's not really as
transferable as y'al say it is. Think for a minute. MNeal, how long ago was it
that the Amencan Cotton Shippers printad a catalogue of malions of bales of
cotton that had an adverse clasm aganst them. and they were sent 1o every
warehouse in the country and told not 1o ship those bales of cottan without
concurmence of those ssued in those catalogues. Thers are also bank bens
against bales of cotton that I'm sure as pointed out by Mr \Wed's remarks.
ance the bank's name & on that, t's no longer 3 freely transferable document.

| wall tell you thes, f you're unknown 1o us if you want Memgphis
Compress to hand us a warehouse recespt, we are not going to shep it undess
we know you have got a nght and a reason to own that bake of cotton,

And finally, it may be against the law. but f you owe us a lot of
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maney, and you hand us some other warehouse receipts, you're going to
have a hard time getting that cotton out of our warshouse. It may take a
court to get i, but you're going 1o have a hand time to get it You're going to
have 2 hard time to get

Again, my remarks are going 10 tend to be intertwined with ERW
- EVWR because my wants for my company are hopefully going to have a
print on what this company does. And first of all we sat this up not for
profit. ‘We are trong to furnish a ublity to the cotton industry. We hope you
use it, hope you use it well, Ve are going to have all the safeguards and
pecurty that the finest computar mands o the United Statas can put inta the
system.

And if somebody wants o trade coffes on our system or hay
bales or somathing ke that we may offer those sanices at a profit f some of
those should matenaize down the line. But this company i being fomed
strctly as a utlity to the cotton industry.

I'm going to be comiortable, | think, with the quality of the people
that wall be wrting the software for our company, They're coming from the
bank. They're coming from a very good bank Cave also comes from a very
pood bank,  Thers are a lot of good banks. These people want integnty and
secunty to be in everything they do, and | expect anything -- that any of the
software that our company uses will meet any of the requirements of the
banks i the country.

That's basscally all I've got 1o say, and | think we have got to
answer every question that has been rased here today. | think we can. And
if we can, | think it's a real opportunity for the cotton industry. Thank you.

MR. McGEHEE: Thank you, Meely. Mow. if we can have Mr. Donald
Conlin from the Mew York Cotton Exchange talk about the electronc
warshouse receint and the mphication on certificated coton

MR. COMLIN: Thank you. Winford, It is 2 pleasure 1o be here this
afternaon, and | have this very bref opportunity. and it's going 1o be very
brief

First of all. the Exchange i3 interested in efficiency, and it develops
wath the industry. and if the need for slactronic warehouse, EVWR, 5 the way
1o go. then certanly the Exchange wall go along with that We do have some
areas of queston

Ceartanly first of all, we would want to make sure that any such
niew systermn did not impings on the use of owr marketplace to the extent that
some people might be precluded from taleng or making delvery,

Secondly, we beheve certainly that the hard copy recsipt, at least
for the time being, is essential ‘Wi have many cleanng members, some of
whom are locals, people who do cash-and-camry busness on the floor. They
would not be able to handle an electronic warshoute recsipt so that would
have to be addressed. How could they handle it

Third, the transferabiity of the warehouse receipt is very
wnportant We have a four-day penod. If 2 hard copy i 1o be generated, it
has to be generated very, very rapudly and at no chage. We would have 2
very difficult time | think hawving two lands of warehouse receipts in any one
delnery penod. I you have an slectromc recept infially put out and
somebody recened that and needed 3 hard copy, that would possibly be
difficult because you have 1o in that very short penod of tme create the: hard
copy.

Some of these warehouse recespts may g0 through as many as
eght or nine hands dunng a delivery pencd, How would you handle that
with an slectronic recaipt? 5o of you need to have a system of electronic
warehouse receipts n conjuncton with hard copy, | thank we inmaly would
have to go along and say that untl @ became standard that everything =
slactromic, that for delivery purposes untl somebody can show something
different. we would probably have to have hard copy receipts for that
purpose. Il and when it becarne a general practce within the industry that this
would not be recessary. cenainty we will do that




| disagree with Meety in one sense that the recespts that are traded
on the Mew York Cotton Exchange that are delvered are free and dear.
They are a separate and new receipt and they are bearer receipts. A little
different from the standard warshouss receipt which & industry wsed,

50 just to say the last thing. before this happens, and | den't think
a lat of ot thought has been gven on the effect on cerufied stock, | thank that
certanly some consideratron within the industry has 1o be praen 1o certified
stock in terms of creating electronic warehouse receipts, and we of course will
hawve a commttes which will be - we aready have 3 commities, but we will
reappoant that committes tomormow, we have a meeting here, and that
committee will be happy to work with whoever are the leaders of this system
We do have some concems on how i 1t goang to work within our very
structured delvery systerm. Thank you.

MR. McGEHEE: Thank you, Don. That completes the presentation of the

panel, and a5 previously mentionsd, we are haang this mestng recorded for

transcripbion later, 5o | know there iz 2 lot of questions that people have that

they would Be to ask, but | would also ke to ask you when you want to ask
1 question, pleace stap to the microphane, identfy yourtell and your interest

and then the person 1o whom you're addressing the question, And let's keep
it if we can, to one queston and one answer at a tme 5o that we are not all
tryng to talk at ance, and | think we can conclude the mestng much faster n
that manner.

MR. LOEB: The gueston | would like 1o ask the ASCS -
MR. McGEHEE: Please identfy, Mr. Losb

MR. LOEB: I'm lames Loeb. In the Federal Regster of March 311t you
write a5 noted previously n the system which allowed vanous built-in conflict
of interest must gve users an altemative opportunity. which opportuniy & the
ssuance of 3 paper recepl i addition 1o electronic receipt. If that
opportunity i diferent or addtional cost then youw have not gven that
opportunity. Cotton s handled at very small margns of profit. and most of
my customers find 20 points excessive.

You also state  has been determined that holders should nat be
allowed to unilaterally move 3 warchouse receipt from one provcer 1o
angther in order to mantan the ntegrty of the system. Where is the
altermative opportunity! 1t's fine for the povernment 19 581 Up 3 new §y5Tem
of economics called a prowder. That's great. You set up a new industry. You
g=t up thss moming and say, we don't want to set faes, ‘What 5 going to set
faes! Competition, There i no compettion. Let us explore that

A babe of cotton 15 put in a warehouse. Rt's put there by the
producer and the warehouse makes its charges. And if you read warehouse
tanffs. you find all the charges on the cuthound -- if you observe this. VWhat
does thes tell ws? it tells us that because once cotton -- once catton i placed
n compress because it cannot readdy and sficiently be moved, competrion
does not exist in our handling charges, and indeed in the central beft it
doesn't axist on storage charges. Central belt tanffs for ntorage are three
dollars 3 bale in amall places. | western Texas it's a dollar Sfty. a dollar
seventy-five. In southwest. the government doesn't reguiate warehouse tanffs.
perhaps they should. Maybe the Justice Department should

But the fact remaing that the only way that pou 2 going 1o brng
competition nto the prowder system is allow the new holder of slectronic
receipts to move his warshouse wherever he wall Mow thes can be handled
elecrronically i the fystem, indeed can be handled electroncally. by the
remaining warehouse.

What can be done when you've done this, Frst, you provade the
competition. Second, as has besn observed here, sach mearchant might only
hawe a sngle prowder ingtead of a doren prowders with whach he had a deal.
Third, fet's take the case of a provider whom we don't fike. We don't like his
reputation. He has been - or we have some of those. We don't ke hus
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serace, the service is lowsy, we want to pick up our marbles and go home
Cur bank s3ys they're the prowder, they will loan us money, otherasse they
don't. ‘We have a right and we got a bake of cotton to move the provider
where we wil.

ASCS has wrtten these repulabons, i my opinion, and | beleve in
yours, because it says 5o in a number of cases where the ASCS and CCC i
treated one way and other holders treat it another. Obwously you have net
written this with us business people in mind. We only pay taxes.

You need to go back and read this, and my question &, won't you
please go back and lock at what you have wiitten. You have no
compettwenass in this. You do not gve us the same atsmatve opportunmbes
as we should have You have not sad that we can have a paper receipt at no
addvbonal cost

At the sarme tme | want 10 commend you for the work you've
done on modemimng scmething that has gone on, | don't lovow, 150 years,
that's fine, | think that's great | was sort of unsasy on whether Mr. Butler i
behing the systern in which he cannot totally endorse it but maybe he will
get there. | don't mind, | go this way.

| ke the fact that we can kesp 3 papsr receipt f that's what we
want ta, but f you want us, please, 1o move ahead with a rew system, then
you've pot to protect us and grve us the nght to exercise cheste in the
matters of price. in the matters of performance, in the matters of securty, and
the ASCS has not done ths and neither has the Cotton Councl and nerher
has the Amencan Cotton Shippers Associabon

This has gone on for ten years. MNobody has stepped up to bat
because they were throwang the ball on the sidefines, and this was subject --
the pecture was thers and nobody saw it But it's tme we 26t down 10 cases.
It's tirme this sndustry put the problems that are hers on the table. What
Bobby Weil says s absolutely fundarmental | suspect we can acheve it |
know more japaness than computersse; Meely knows less.

But seriously, we have got to put competition in the new ndustry
called prowders. and we have got to have the ability to move to another
promder o that's whiat we want and that's what our bank wants us to oo
Crtherwise we're going to be on paper recepts for another 50 years.

MR. McGEHEE: Mr. Losb, what was your queston?

MR. LOEB: ™y queston is, why can't the government and the ASCS
understand the merchant of consignment.

MR. McGEHEE: Mr Mikkelsen, would you ke to address the first part of
Mr. Lobe's dissertation?

MR, MIKKELSEM: |t would taks an hour o two and | would not get to
the first five questions. In general, | think as we go along we wil find
problems. ‘We will find what causes i, change it and comect them.
Regulations are not written in stone. The statute is - Congress is just about
in stone, but it's sull changeable, too. You lobby Congress and you can alsa
lobby ws to change anything you want to in the regulations.

We will do as we did the first time arcund, Ve will put cut a
propesed nule to the regulation changes. Anybody in the industry can
comment on them. ‘We get them all in. We twbulate them, how it 5 up and
down and we change. So that's the answer the best | can grve you, and
hopefilly we wil continue 1o work at it untd we get it nght

MR. WYRICK: |immy. where did you gal This isn't a complete answer to
your question about competition, but | do want you to know as | mentioned
in the opening remarks the ongnal regulatons from USOA sad nobody n the
cotten industry can be a systiem provider. Wel, we felt ke that not only -
that wasn't the best thang to do on a lot of fronts, and one was the very thing
yOu 5, competbon.

Menw, this doszn’t get to the ssue drectly that you'ne asiong 1§




how do we go from whatever provider you want 12 go into. That specfic
question gets into the integrity of the electronic receipt itself, and | refer that
one badk to Steve.

But the point beang the regulatons hawve been changed somewhat
from what was ongnally proposed 1o try and gre a lttle more competbon,
to maks it a [fte mors cost competitive.  And pust as Steve has indicatad, we
wall have 1o make some more changes as it goes through.  But at least an
effort has been made to try to get there, and there may stil be a way to go.

MR. McGEHEE: Mesly

MR. MALLORY: Lot me sea if | can elaborate a itte bt You have 1o
charge everybedy the same price. Chkay. The fact that you're an investor in
our cormpary or you use Dawd Cox's company, you got to charge everybody
the same pnce for the serace that's rendered. | can assure you what you are
womed about i the low cost, low cost prowader, and o you have got the
marchant industry that owns a substantial part in our company and Daad i
going to have 1o be compettve and 50 & the -

MR. COX: | will be more than competne,
MR. MALLORY: Pardon!
MR. COX: | wil be more than compettve.

MR. MALLORY: That's wonderful Then we may have a short ifs. And
then, immy, you're back in the same boat again i you only have one. But |
mean, the whole prospect of what we are iring to do = put this warehouse
receipt on the market 3t the lowest possible cost and the profts of the
company are bmited by ds chargng.

MR. LOEB: Mesly, that is your intent weth your company in 1994, But |
know a feliow in South Carolina that would love to go to that warehouse that
you are aking 1o pay a itte .- to pay you & e b o go on your systenm
and say, look, sport, you don't have to pay Mesly, just | will pay you and then
we know what happens because Memphis s well versed mn rebates. MNow we
wall go - if | buy a bale and we can't move it and not pay for that mebate,
then that rebate pets charged to us. Mow, we know what happens, We
have been through it up here for the last decade. | think when we start with
a new industry called providers, we should be sansiree to make sure we have
competbion.

MR. OSBORMNE: Winford, Dan Osbome from Lake Providence, Lousiana,
and I'm kind of on the low end on the peclang order here. The only persan,
Jack Hammaond producer, lower than a country cotton merchant What |
want 1o -- what | want 1o how is this stuff going to world Heaw am | geeng to
transfer cotton from jack to me and from me to you?

MR. McGEHEE: 'Who are you directing your questian 1o you!

MR. OSBORNE: | don't know. That's my whole problem. The whole
bunch. Mow, | got a producer out here jethro Munn who makes ten bales of
cotton a year, Fe don't have a computer. He don't even have a TV, ‘What
% he going to dol

MR. McGEHEE: |oe. can you address that!

MR. WYRICK: ‘Wed | don’t know what 1o do about the fallow who
doesn't have a TV

MR. SCOTT: Rebate him one.
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MA. WYRICK: You just rebate him and buy one. The reasen your
question is a Imle bt difficult to answer 5 you have heard three different
people this moming tell you that they have pot fystems that they're going 1o
put in place, and each systemn & going 1o differ a ifthe bet so all | can do = knd
of gve you a genenc overvaew, and then sach of these three gentiemen can
come up and tell you theirs 5 going to work differently.

Basically the quick and dirty lesson is that the provider i going 1o
have a central computer, and on this cantral computer is going to be stored
all the mfarmation from your paper warshouse receipt. Al - everything  All
the little fine print you can't read with a magnifiang glass .-

MR. OSBORMNE: | know that but that fellow doesn't | say, | know that
but jethro dossn't

MR. WYRICK: “es. and we can't send him 2 video trasning 1ape because
he dossn't have a TV. You're going 10 have to explain this 1o him, Cnce thes
5 on the computer -- fet's not worry sbout how you -- where [ethrg comes
up with his computar yet Olay. Let's assume somebody gave him one. ft's
on thes central computer and whoever has access to that record, that
sleciranic receipt record, there wall be one person i town, the holder. He's
the only one. MNobody eise 5 going 1o be able to look at t

The: holder will g 1o a computer he doesn't sven have te own
ane. He can go 1o his fend's house and do it on his computer. Wil call
nto the central compater and will gne the central computer instructions as 1o
what to do with this record, this warehouse recespt record. | may be to
transfer that recond 1o a new holder.  As soon as he does this, the new
holder 5 the only one that can see that recept informaten. Now, you don’t
have to own a computer to do this. You got to have access 1o 3 computer

MR. GILLEN: |oce. doesn't the wanshouse who ssues the receipt or the gn
an that have 1o agres that they're poing to parbcipate in such a system!
Aren’t you jumping ahead of yourseif?

MR. WYRICK: The warshouse as Steve Midelen tud and I'm operating
under the assumpticn that your question 5 that you've got electronc recepts
what you do with them

MR. OSBORMNE: That's mght

MR. WYRICK: 5o | think that's what he was askng Asg Steve aiready sad.
the warehouse has sad they're gong to have a prowder and ehectronic
receipts.  The warehouse has to, it's under regulations. has to inally ssue
svery receipt slectromcally.  That's in the regulaton. That's not 3 - whether
you ke m or noL that's the way 015, You got to have access 10 a computer
and you will ghve mstructons to the central computer as to who to make the
new holder of ths recept. That's bagsically the way the system wll work,

Mow, each of these thres pentlemen's systems are poing to be
different in a lot of different respects. and one of them is going to tell you you
have to push a different button on his. but you'ne going to have to get o a
machne, a computer. and grve the instruction to the central companer 1
make somebody else the halder of that recsipt

The holder on the electronc system = like the bearer of the
paper. Only one person can bear it at a tme.

Mow, you've got a fellow who doesn't have a TV, much less a
computer, | mean, you'we got 1o be «« think of what your options ane here.
First of all, the buyer and the sefler in any transaction are going 1o nave 1o use
comman anse like the cotton ndustry has demonstrated for many years.
That if the fellow knows he dossn’t have the capability or doesn't want 1o use
electronic receipts and he's buying cotion, he needs to tell the seller | wall buy
your cotton but gve me paper. Let the seller take care of that 5o that's one
alternative 1o the fellow who doesn't have a computer.

Ancther i folks who have computers could possibly prowde




computer senvices to those wha don't it could do this for them. They could
access the systern and make it a part of the - part of the work they do,

One propotal that jack Hammond made and you mentionsd Jack
15 the only person i the room, you know, lower, fack had proposed that
ASCS for the county office might actually cperate the computer for on behalf
of producers who don't have their own for purpeses of putting entton in a
CCC loan. So there's another creative example of a way a man who doesn’t
have a machine can sull be able 10 use elecironic recespis.

Maw, | don't know if | have answered your question or tald you
mare than you want

MR. OSBORNE: ket hardly

MR. WYRICK: There's no simple answer to your gquestion. ‘What you're
askang i how these different -- these systems are going to work and the
answer & it depends. | think | would emphasize this. If you have got a way
that you rieed 10 work for you and your business, now i the time to tell the
men who are designing the system how you need it to work for your
business, because they're in the design stage.

As Jirmrny Loeb just pointed cut we are setting up a new part of
the ndustry, prowders. and where eise do you get an opportunity 1o s8t up a
whole new sector of the industry. Well, we got have that cpportunty now,
and the & the spportunity for folls ke yoursell and others in the roam to let
these gentlemen know exactly the provisions that you need for your special
croumstances 50 they can make thewr computers work the way that you nesd
for your Butiness purpote. and | thank that 2 probably the most mportant
thang that you need 10 let these pentlermen know how t's got to work for you
5o they can desgn it that way.

MA. McGEHEE: |oe, le1 me ask you this If 3 small producer, ke Dan is
tafiang about, has ten bales or whatever, he can reguest a paper receipt at the
tirme the cotton & pinned, can he not?

MR WYRICK: “es

MR. McGEHEE: And once he sells that then it can be converted 1o an
electronic receipt

MR. WYRICK: Absciutely. The recept can be converted back and forth
between paper and electrons as frequently as it needs to be dunng its course
of esastence. I a srall producer like you're talling about. he can tell -- he can
send instructions to the warshouse that he wants the paper receipt  What
will happen in that case is. the warehouse wall ssus an slectronic recesipt. it
will mmediately vosd it pint him a paper recespt and send it to the gin, and
he will have anly paper receipts. 50, you know, that's the --

MR. OSBORMNE: They can be converted,
MR. WYRICK: Ye: back and forth multple temes.

MR. WEIL, Il: Robert \Wed, Il, from Montgomery, Alabama. Dan, you
don't have to womry abaut safling slectronic receipts, Wl Brothars will buy it
anyway.

MR. OSBORME: It's cheaper.

MR. WEIL, Il: Motwithstandeng the questions miy father rased -- and | feel
sorry for everyone who is going 1o try to angwer those, bacause with cver 40
years of expenence answenng his questions, you just don't know, he will ask
more guestions. You all need to answer them,

Cne of the tings that he did rase that | think $ important to
brng up 1o the people that are consdenng the company prowsders, in our
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drscussions in Monfgomery and reseanth on the, we found that what you
want to do cosely parallels the function of a dearinghouse. And we think of
two cleaninghouses that | think most of us in the room know sbout one is
the ceannghouse with regand to the Mew York Cotton Exchange, the
Commeodity Cleannghouse which Dion well knows and Deposttory Trust
Carporaton whach Dad ebuded to in his presentation,

In both cases the users of the cdeannghouse back up the
clearinghouse in the event of any losses. And we are havng some dfficuby
trying to fipure cut exactly how that 5 going to transfer msell over 1o what
yall are deang because y'all ae prvately owned and whether you say for
prodit or nat for profit, anyway the financal fability of the dearnghouse s so
much greater than the werth of whatever you're trying to do that yeu may
want to consider having some sort of backup.

In the event of the Commodity Cleannghouse, and Don can
comect me if I'm wrong thers is not so much net worth there as the abiity
of a deannghouse to cal upon all the members of the deannghouse to come
up with funds in the event of default by one of the members

In the event of Deposnary Trust Corporation -- and | should pomt
out here that is no means -- there are a number of cther companies that
prowde the same seraces far secumies but they by far and paay are the

largest.

In the event of Depostory Trust Corperation, they have built up
what they call & partecipants’ fund of nearly two hundred million dollars. phes
there's an additional 450 milkon dollars culpabie funds that they can get 650
&70 milhen deilars | think that they can call upen to fund any mistakes that are
made of whatever, whathar they are fraud or otherwase. And | would
suggest that y'al thank in terms of somatheng like that

The cther interestng thing about the DTC is that there i no
financial incentve to cwnership. They charge cerain faes for whatever
servicss they prowide.  The fess are computed at the begnning of the year 1o
net themn an income that wil be prorated to whatever expenses they have.
At the and of the year, the OTC then takes all revenues n excess of
expenses and refunds them back to the wsers based on a formula that has
imputed in it -- | think B0 percent 15 based on usage, the other 20 percent &
based on the value of whatever securiies the wser have in it

1 would suggest that you three and any others that might want to
consider getting into a prosader amangement cansider the farm DTC has
established. It works very well in the securties industry, and | should also
point out that in our discussions with DTC they mentoned to us that f a
cotton warshouse recept could be defined as a secunty, they would be very
interestad in bacomeng a prowmder as well  There 5 no question.

MR. McGEHEE: '‘Wauld you ke to sddrecs that, Tam!

MR. SCOTT: ‘Well, | guess you raned -- you really rased two ponts. one
was the liabiity and the other one was the fess. | agree with you on the fees,
and that's sort of what the congept of this group 5. Any excess waill be
plowed back in to reduce fees. so that everyone that is partcipating in the
systern can enpoy that excess on a prorated bass.

With regard 1o the kabdity, if you look at the list of people that are
coming together to form this corporation. they have quite a bit at stake. They
really have a lot of shkan i this game. You can't -- so, therefore, whatever
they decde. and the o why 22 2 particpantiowner of the company, they are
almeost simitar to OTC, but whatever habdity, whatever pool, however they
want stock habdity, that group will deode, The industry will deode. It's not
being imposed upon anybody.

MR. WEIL, 1l: Cn that matter f there is a -~ if there =5 2 case where thers
% 2 loss of ten million dollars which 5 in excess of the value of EWR, Inc., or
Plains -- well, Plaing has got more resources than EWR sarting out. Let's take
the three and Cunavant that are stepping up and are on the steenng
commities, are those four companies, plus all the warehouses that are




involved, pong 1o promise that they are poing to back up any losses ncured
by EWR, is ths going to be unbmited liability on their part?

MR. SCOTT: | would think so. They're going to decde what the ks of
fabdity are going to be. You know, they have - Cunavant has a lot of -- 5o
does Allenberg. They're gong to have to get together collectively and decide
and resobes this issue. This hasn’t been answered, I'm sure the other
gentlernen might be -- maybe |oe does.  But we don't have 3 pat answer. It's
a soid question but, you kvow, 10 say. thes s how we are goang to do it the
i how we will fund two hundred milbon dollars, that's not there,

MR. WEIL, Il: Don. in the event of the Commadty Cleannghouse, thars's
no limit of habilmy?

MR. CONLIM: in the cleannghouse thems's a guarantesd funds depending
on how much business they'ne going to have

MR. WEIL, Il: Right

MR. CONLIN: And you're sllowed to have so many cantracts, long and
short. In the event of a failure of the deannghouse. i that guarantee fund,
which is the first monies up is used up, then each deanng member by
peroentles of thes actvity in the assocation has to pony up the addmional
funds. and that can go to the entire net worth of them | guess. We haven't
had a falure. But in fact. the cleanng association is the net werth of -- the
entire net worth of the cleanng members of the thing which would nchude
the entire net worth of Memill Lnch, Shearsen, Bache, Carpll, whoever,

MR. WEIL, I): | beliewe that in the iterature that I've read the Deposrtory
Trust Corporation = the same. The entire net worth of DTC runs to the net
warth of all the members who own DTC and the users,

MR. COMNLIMN: The assessments, Bobby, are made on a pro rata bass, 5o
if it was a falure, the larger user of the dearinghouse would be hit

MR WEIL, lI: But the point being that in the event of a large Gability,
largar..

MR. CONLIN: Bdions of dollars.

MR. WEIL, II: There = some recourse beyand 4 cartain corporats Bt
MR. COMNLIM: Bdlions of dollars,

MR. COX: Let me respond to that First of all one of the advantages |
have of principal owner, anly owner - ID| 5 cwned by its emplayess. | am
the prnopal source of caprtal and t's not ten malion dollars. but it's a
reasonable porbon of that 5o I'm obwously going to ba more than carefil
about what we do in terms of selling aur system.

That said, | think that the comment that Dion has made and others
are malang in terms of a need for a funding of some type of reimbursement
for those things that go bump in the night probably make sense. | have basn
taflang 10 a number of msurance people about liabiity coverage, and generally
speaiang the more bales that go through the system, the higher the premium
1% going to be,

And iy wiew of this 15 that -- really 'm land of at odds wath
mysell | would Bke EVWR'S 10 be as mexpensive and as easy 1o use as
possble. On the other hand, | don't think we want 1o siimp on proper
financial security and coverage in the event of things that will happen. In
other words, these aren't things that occur because of & faulty desgn o
fraudulent act on some person, but facts that will happen that will cause
someone 1o have some tvpe of a loss.
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I really haven't heard -- and, |oe, | think you would say that you
just don't lose bales in the computer, but there are things that can happen
that will cause somecne 1o suffer loss. They can't deliver it Aght now and the
rmarket poes down and they secure losses. | certamly think, and this is on the
opinion of what | sud the moming, | certanly thenk that the cotton industry
nesds to get s head together. And if we want more than ASCS without
therm -- | see that Steve, as just the foundancn that the ndustry shoukd say,
this 5 what we want ‘We want providers to collect a fee on svery bale that
they handle. ‘We want prowders to have higher coverage. It's going to cost
you money, but | would vote on coming up with somethung that = going 10
make people sieep at nght. Dave Coxt included

MR. McGEHEE: Meal, just one moment. | think Louss had something he
wanted 1o say

MR. BAIOMI: Bobby and some of the others. Dunavant. and I'm sure it's
the same with the other gentleman, it not for profit.  The mothvaton was that
again we feit that the industry nesded a new way to do things because of the
reasons | gave you. | don't think this company & comparable 1o several
brokerage houses that trades stocks, commodities. et cetera 5o for that
reason | don't think it's far to think that people who are willing to put up the
money should then take a personal liabdity over and above s nvestment.
Again being i our opinien it's benefit to the industry.

MR. GILLEMN: Meal Gillen, the Amencan Cotion Shippers Assocaton. First
of dll 3 comment or observation. | think we have become a Mt confused
here today when we talk about responsibaiity. Keep in rmand that the
ebectronic warehouse receipt system does not replace the responsdility of the
balor. He ig stull responsible to you for the bale of cotton.

EVWWR = just 3 custocl servce. A proweder 5 prowviding a custodiad
sarace. The basic essential bador respansibdity of the warehouseman stil &
maintained and so that & something that s not beng done away with, 5o |
think pecpte should keep that n mand

Regarding that cbsenation, Mesly, a4 o warshaussman what
wadence of ownership will Bobby Weil have i the svent of a fire or a loss or
some possible piferage of the system!?

MR. MALLORY: ‘e probably cught to et one of these computer
experts answer that My lapanese --

MR. GILLEM: Weil you're on the commuries, and | know thes s a
responsibility you want 1o know because they'ne gaing to be coming back to
YO

MR. MALLORY: | don't need that | can taik loud encugh | hape. What |
have heard every prowder say here today 5 that they'me goang to have an
adegquate backup system that has yesterday's tapes off the premises, and
they'ne going to have two computers or three computers, two of which are at
different locations. They're going 10 be cperatng -- you're going 1o have
yesterday in a fire procf safe. You're going t@ have an off-site computer that
has the same nformaten in # that the one that iz an site, and | thank that's
reasonable securty, And that s probably equal to what Mational Bank is
required 1o do with ther records that they have in ther building You're going
to have the same secunty,

MR. GILLEM: Bobby might just have something in his elecuromic mail
systemn which indicates that he owns this bale

MR. MALLORY: | didn't understand

MR. GILLEN: ‘What does a merchant get from the system 1o evnce the
fact that he has cwnership in the bals?




MR. MALLORY: ‘What -- if the balor or --

MR. GILLEM: ‘What ewdence does he have to make a clam against a
warshouseman? What evinces his ownership? That's what Bill and that's what
Diave were wondenng about before.

MR. MIKKELSEM: Its the same thing as today. Part of my speech, |
mentoned just bke paper. Thes sysiem 15 not going 1o operate any differently

than in the paper world that you're already handling today. The person, as a
bank, will be designated a5 haolder f he chooses to be

MR. GILLEM: But what does he get 1o designate that! That's my guestion.
MA. MIKKELSEM: ‘What does he get!

MA. GILLEN: ‘We understand the concept What cdoes he have n fus
office! What dees he have for control purposes that | own this! What does

he gat!
MR. MIKKELSEN: He has an electromc record m hus namae,
MA. GILLEN: Ciay.

MR. MIKKELSEM: And the slectronic record s dupbcated in mast of
these systems maybe twice, maybe thres times.

MR. GILLEMN: My next question is, how much does -« if his banker requares
a paper record, how much does that cost and f it s going 1o be a recept!
And that’s my question o --

MR. MIKKELSEMN: That's --
MR. GILLEN: You can't answer that question.

MR. MIKKELSEN: | can't answer that guestion, 'You have the nght as a
bank or anybody eise 10 ask for paper or the electiromc system.,

MR. GILLEM: How much Wil that cost!
MR. MIKKELSEMN: And what it's gomng to cost | don't know.

MR. GILLEM: For cost you listed nane cents to twenty-four cents. Based
upon the volume you handle, what do you calodate for paper receipts!

MR. SCOTT: | haven't calculated the paper cost | disagree with the
comments here that it should be for nothing because there's going to be a
cont ssooated with producng that and that 2 would be produced at some
cost. and t's not going to be a punitive cost.  That certainly wouldn't seree

the mdustry.
You have to go back and look at our maothvation. Cur mativation

B3 EriCe.

MR. GILLEM: ‘What is the cost! | know the motvaton

MR. SCOTT: | haven't come up with the cost

MR. WYRICK: The provider i not gong 1o know the cast.  The prowvider
cannot provde a paper receipt.  All the prosader can do 15 store the
slectronic recept.  The warehousaman wall prosde the paper receipt

MR. GILLEM: |oe, | wnderstand that There are warshouses in Dawd's
consortum. | think your role has ended i this. They are gong to be making
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a market and the pecple here want 10 know what the market iz MNow,
Caad, you deal with warehouses, maybe you can angwer the quastian,

MR. COX: If | understand. maybe | can. 'What we envision, for instance, is
let’s say that we have a Cotton Company A and Bank B, At the end of sach
day we wll send a transmission which will be an electronic form of paper
which will be printed out both by the cotton cormpany and by the lender in
effect gnang the status of that account. that is. we would tell you as the cotton
company. the bales that you hold value EWR in diferent locations at the end
of that day. and we would tell if you authonze us to or lender asks we would
tell the lender similar informaton,

T}wrewnuldbeanegllglbledwgeforlhrsbecmuwemg@ng
1o be mantaning this information on a contnuing bass. [t wall be available --
in cther words, as this information flows in and these EVWR's bought and sold,
we will be keeping track of the balance of your sceount.

Mow, obviously if we send to Cotton Company A that you have
13,000 bales in your account and your computer $ays you have |'2000 bales,
you're geing to call us back and we're going to start working backwards and
see what & wrong  In other words, | just did that as part of the checks and
balances that are necessary for systems such a3 this 1o perform

There will be 3 charge DI believes that the creation of the EWR
on behalf of the warehouse will cost somewhere between 10 and 15 cents.
less than the cost of the paper receipt today. There wil be cosis of these
further sandces on a dady basis but, gantlamen and ladies. that s a substitution
| believe of the lower cost of prowiding this information and requests you have
today trying to keep all this work down. Did this answer your queston!

MR. GILLEMN: | think t clears up a lot  Can we hoid you to f, your
answer?

MR. COX: Full fath and net worth of Dave Cox s on the ine. 5o, yeah,
holdmetont

MR. McGEHEE: |ce.

MR. TUBB: Yeah | can direct that as to how it works at Plains Cotten
system today. if a merchant purchases cotton, it shows up, there 5 a written
account of it that night showang that he has at least & current smerest in that
bale untd he sends us money, When we recene the wire transfer prowded
the next day. it"s updated with that WWe can run periodic stock chechs
Bebamen what the merchant shows he has = his inventory electronically by
ws. PCCA has mventory provider data base. Obwously we are going to talk
or they're gong 10 tak 10 us

And at any trme the holder can ask for a physical warehouss
receipt 1o be punched at no cost

SPECTATOR: At no cost!
SPECTATOR: Whers i that cost to bel

MR. TUBB: | sad currently we have no cost to converting or punchang a
physical warehouse receipt

MR. LOEB: You charge ten cents

MR. TUBB: Mo Yeah now we chirge a converson fee poing back 1o
electronac of 25 cents from physscal  That's the only charge that we have
currently en slactronc costs

SPECTATOR: | thuink he's mefernng to final charges for his use. his system,

MR. TUBB: Are you talking about final charges! W have that You can




get a finder card, a physical receipt or electronic receipt. too.

MA. McGEHEE: Let me ask Meely's question in another way and also this
will daal with Mr. Wail's queston number |4, If an owner of 3 bale has 3
legal clairm against a warshouse for fire or loss of 2 bale, loss of this bale m
some manner, could he ask the warshouseman to conwvert that to a paper
receipt for evidence of his insurance! So the angwer, Meal 1o your question
would be he woubd obtain a paper receipt canvert i from electron
warehouse receipt to present as a legal document for claim.

SPECTATOR: At what cost!

MR. McGEHEE: Weld the cost thers agaun. who knows what the cost s
SPECTATOR: The warehouse,

MR. COX: Is the panel aowed 1o ask a question!

MR. McGEHEE: Of course.

MR. COX: In that instance, Steve, if we had someane that lost 3 thousand
bales in a warehouse fire, t doesn't seem to me that we -- that the industry
would require that semeone produce a thousand hollow cards and say these
are the recaipts. [t seems to me that i the and if the EVWR prowder cartifies
1o @0 insurance company or whatever that thes Iist of bales was -- had vahkd
EWR's outstanding at a grven date that we can get away from - | feel that
the industry is kind of leaning back over to bury mself in punch cards again,
and we really shouldn®t go in that directon.

MR. MIKKELSEN: Al your provisions presantly apply to fire loss of bales
will not change under an electronic warehouse recespt system. i your
INSUrANCE CoMmpany wants to have those paper negotable documents as
sadence. they can ak for them and vou can supply them i they will ke a
certification from a proveder or someone else that has satsfied them or even
slectronic tape of that record of where those receipted bales that you had,
you know. anything like that g possible.

50 the whole system i3 not penaleeng anybody for something that
i3 ready happening in the world today. \What we are tryng to do & foreard
the system on to bigger and better things hopefully in the: long term,

MR. LOEB: As far as if we couldn® get our money from the paper receipt
and ASCS talls you we are entited 10 paper recsipt, ol we got 1o do i
request paper and we can give it 1o Forrest  But the question | want us to
keep in our mand is the first tem on every warshouse bearer is recenang
i55uing a warshouse recept, weigh and sample. Mow as the industry we need
to make it clear that either an electronic recsipt or a paper receipt or both
nesd 1o be governed by that recenang charge, and if they have istued an
electronic receipt and the buyer wants a paper receipt. he gets it. penod.
And the cost invobved in this thing is important because that cost can be
anythang and we need to keep, please. that m mind.

MRA. WEIL, SR.: I'm loclang at a reproduction of a paper warehouse
receipt enfarged. And among cther things on this receipt it says msured
aganst loss for full market value. Mow, under the present orcumstances if
something happens to that bale if it gets damaged because it wasn't under
cover or if it caught on fire, | have this document to po against that
warehouse. Says we can't take responsibdity for the damage. We have this
document we can go o the court with and say. you marked 1t and you sad
you had the bales under shefter and it wasn't under shefter. 5o we have a
basis for a daim.

Menw, haw do you do this with the electronic warshouse receipt!
That's - when you talk abcut a clasm against the warshouse ar the provider,

Page 12

haw does the provider ghee you that matenal with which he can go back!
What has happened to it how do you do

MR. MIKKELSEN: Everything that 5 required for a legal receipt .. this &
Congress' function. They descnbe 1o us what it takes to make a legal receipt
It's called Section |8 of the United States ‘Warehcuse Act. They're the only
antity who changes that They make it legal low of the land, There --
because they make it the legal law of the land, the courts have to adhers to
it That's Congress' funcuion,

Everything that i on that paper receipt today wall be an the
electronic recespt and able to be repbcated n any fashson you want You
wmltuputrtuutmpap:ﬁmbﬂd?cmnlﬂﬂnutlnp!perfaryﬁu. i you
want it on 3 tape. they can put i out on a tape. too. | magne they can gve
it to you in a dsc Whatever you want, I'm sure these guys will satsfy your
nesds, but we haven't lost a thavg,

All the fegal nghts you had to receipts before, Congress did not
change. They are still required today in the electronic world, just ke they are
in the paper world. Al the legal reguiremeants, all the [itte language that's on
the receipt 5 on the electronic recesipt  There's nothang different

MRA. WEIL, SR.: | might quickly add that what Congress requires and what
people put on warehouse recsipts may be quie different  |ust like somecone
was sapng today that they thought the prenider should provide a lot mesre
than what you requere. And thers may be things on this receipt that Congress
doesn't even know about.

Maw, the question s f | buy a bale in 2 warehouse, | don't know
what % wrinten on that receipt if | just have an slectronic thing, It doesn't
come to me and check

MR. MIKKELSEN: Yaou can request from your prowder -- there s no
resinction. |f you wanted to just order from your prowider your warehouse
recaipt numbers on a daly tape or sent to you over a transmission line, that's
what the prowmder wall do. I you want the whole receipt, svery comma
letier, you can get that the whale shebang.

MR. WEIL, SR.: I'm taking about -

MR. MIKKELSEN: Then vou -- et me mention one mors thang here.
You sad there are more things on the receipt than Congress requires. |
talead about in my speech the category of what we call addonal information.
Every receipt has this. Some people call i supplementary information.  But
there"s nothing that changes as we go from the electronic world 1o a paper
world. it's all the same.

MR. WEIL, SR.: el it's not the same to me because f | get - f | buy a
hundred bales in the warehouse and | get alectronic notification, | don't see
this language and | don't feel ke | have to ask for those hundred bales of
paper every time | buy a bale. 5o what I'm aslang here & how does your
system prowade that we will know, because | can think of 3 way you can do it
| kpvoww & wiay you can do it if you reaily want to. But | don’t think your
systemn does it withowt having 19 go out and get it

MR. MIKKELSEM: It's the same way with paper recepis. How many of
you read every receipt that passes through your hands? You know, if
somebody really wanted 1o ater that receipt. I'm sure as heck you might get
stuck, The slectronic system = the same.  The warehouse receipt format s
approved by us, ASCS, just ke it s today for federal warehouses, That
language 15 approved

it's the same for that warehouse and receipt number | through
recept, you know, one millon, untess scmebody wants 1o start playng games.
There's abways & fow peopls that love 1o play games. but nothang has changed




MR. MALLORY: Meal | wih you could cormoborate this that the tamm
and conditicns of storage are in the warehouseman's t@anff, and that tanff that
is in effect at the time has got nothing 19 do with the terms and canditions
necessandy printed on the face of the warshouse receipt.  This gentleman
nght here who publshed a tanfl that saed future cotten will not be put under
storage even though your warshouse recespt says it s, he 5 stll in complance
with hes terms of storage if it is published in his tanfl. 5o | would assume a
smart slectronic wanshouse meceipt company woukd have reasonable forms
far every warehouse that it acted as a prowider for.

MR. WEIL, SR.: You mean if you put cut a warehouse receipt -
(Inaudible).

MR. MALLORY: My storage charge today when | ssue a warehouse
raceipt i a dollar printed on the fage of that warehouse recaipt and | change
my storage charge et manth 1o two dollars, what & witten on that face of
the warshouse receipt 15 not in effect

MR. WEIL, SR.: How about the company --

MR. MALLORY: | assume | can change the condmions of storage and I'm
gettung mito the practce of law, but basically the controfing document is the
tanff that's approved by the Department of Agncutture.

MR. McGEHEE: |ane
M5. STINNETT: | have a couple of questons for provaders,
MR. McGEHEE: |dentfy yoursell, if you would, pleass.

MS. STINMNETT: Oh, I'm scery. I'm Jane Anne Sunnett I'm president of
the Tesxas Cotton Assocation. Do the prowders intend or have plans and
thoughts 1o expand the system 10 a marketing system?  Of course, | knvow
Flaing has a marketng systenn, but a marketing system n conjuncton with the
elactrone recaipt!

MR. COX: 1Dl currently has five systems that we offer the comton mdustry.
a grower system which allows a grower to inventory and maintain records of
hey cotton, and o he withes -- the gentieman from Lowisana i not with us
rght now - but if he wishes he can actually use that to market the cotton. A
gn systemn which handles all aspects of record keeping regarding the ginning of
bales, including recapming, marketng, whatever. A country buyer system
which allows whatever you want to call im, country buyer, baster, 1o buy
cotton and resell comton. A merchant system or shipper systam whach allows
3 Coton company 1o inventory and mantan all records and oblgatons of the
merchandising company.

‘We sem as we become EWR prowmders would be a sicth cotton
Sysiem - excuse me, we aso have 3 warshouse sysiem which 5 obvicusly
going to be somewhat integral to the EWR provider system.  As we offer a
prowder system, obwously that provider system i conjuncoon weth many of
the other of our current offerings wall allow the cotton industry to fully
computerize the trade in the cotton.

Cices that answer your queston!

M5. STINNETT: Wall wall it be 3 nystemn that the provider 5 operating?
MR. COX: ‘Well no.
M5. STINNETT: |t wil just be made avalable 1o users!

MR. COX: Yes. very clearty. As a matter of fact. a minute ago | fait |
should make mention of this. Ve nesd 10 make sure that sveryone
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understands that the prosider 5 really the value seraces n a sense that it's an
agent for a warshouse, The prowider doesn't create any receipts. Once the
warshouse creates the receipt. we will mantan that recept  And then as that
receipt is traded, we will mantan 3 track of who traded it to whom, and we
will take care of the bookieeping 1o make sure that f there & a len
outstanding on the bale. if so. that the lien holder 5 satsfied befors transfer of
ownership OOCUrS in our ystem.

Clearty, the indragual slements within the cottan industry wall
mantain their own vanous computer systams in arder 1o accomphish this,

MS. STINNETT: | guess the point I'm gerong to 15 does this lead 1o a
marksting system by the providers where they go in and market cotton on
their system? Of course, a user could probably do that

MR. COX: Dl as a matter of palicy we nether are owned by snvone in
the comon industry nor do we own anyone n the cotton industry, and for
rmyself | think that is a proper status of ID4 as a company.

So 25 a matter of policy, we are not poing 1o et nta the buoness
of, gee. you know. now she wants me to be a cotton company, not just offer
it for sale. Mo, we will not do that  But we will provide you o Texas ar any
place eise in the nation the computer systerns necessary for you to
computenpe the trading of cotion,

MR. ZARFOSS: Bl Farfoss, Alenberg Cotton Company. Just on behalf of
EWR. the fact 15 the EWR system .. EWR, Inc, system was conceved to
strictly act has a serwce 1o the industry for handling electranic warshause
mospts. Thens was never any ntent for that system to become profitable in
any fashion nor was there &ver any antent for it 1o be sxpanded into any type
of marketing system. It was purely a gleannghouse system for electronic
WAMShOUSE MeCRipt.

MR. BRYANT: I'm pm Bryant I'm a merchant from Lake Prowdence.
Lousiana | think your EVWH systam s refreshing to me 5o | don't know
wheather to stand or cdap. But anyway | would fike to direct ths question
toward Dawd. | ve in — I'm from a small town, small bank. | da my Business
locally and went 1o see our banker and he sad -- | was tryng to explan 1o
Fum something about the slectronic recerpts. He sad, well, keep me
nformed. And | know vall sre his cormespending bank | was just wondenng
if y'all are going to educate these small town bankers on elecironic recepts.,
buyng electronic receipts!  That's one questicn.

Ancther guestion | had was on producers. Mot all producers are
members of Lougana Cotton 'Warshouse Assooation, Lousana Producers
Azzociation or not all merchants are members of the Amencan Cotten
Shippars Assocaton. And | pust wonder f the ASCS office -- | guess | will
direct that toward Mr. Mikkeken over there, If they're going 1o sducate the
producers about the electronic warehouse recespt system, the ones that don't
belong to anything and we will - I'm gomng to everything  But there is a lot of
areas in this country that producers do not anend anything, That's all | have,

MR. COLBY: [im, that & a great question. Right now there’s an nsufficient
mumber of bankers that want to finance cotton because they don't
understand it As we develop our knowledge and go higher on the jzamang
curve, we are abways looking for banks to stay in the business, to get
addtional banks 1o lend money to this trade which is groing wildly. 5o, yes,
whather they are comesponding or nat we will share aur knowledge.

Even today we have customners come in from ather places in the
country 1o see how we do it at Union Planters. We have an open door now
and we will continue 1o have L

MR. BRYANT: Thank you.

MR. WYRICK: ‘With respect 10 the ASCS comment about, you know,




ASCS maybe doing the work for the producer. | don’t want you to
misunderstand. That's 3 suggestion that has been considered at Council
sessions.  That's one of many suggestions that's been underway, There 5 no
-- it hasn't bean taken any further than that other than just decussion.

That is one avenue that the Mational Catton Counal faft might be
an approprate way to educate producers and others as to how electronic
receapts work From a Council standpaint we intend 1o put together an
information bulletin on this issue and as we do others and do a mass mading,
We intend to try and go across the Defta and try to do seme mformatonal
sessions, and whather that gets to everybody or not. | don't knaw.

W don't miend to restnct any of that to Counol members by
any means. lt's industry type of information at that pesnt.

Those are the best avenues at this point. As | 3 in my remanks
earfier this meming, we have gotten 50 many questians at the Counal office
since the first of june an this topic. We recognae this is a big area that we
are going 1o have 1o address, and we do intend to address it

Sometime [ater thes year or earfy next year as it gets closer to time
where folks will actually be jumping i and doing L don't want 1o iy 19
educate them when they're in the maddle of harvestng thesr crop. As vou
know, that doesn't do a kot of good. They need to be elsewhers, But as
500N a5 approprate, we feel lke a combinabion of personal business and
mestings and some witten matenal will do a lot of the job.

MR. MIKKELSEM: A: far a5 educating producers. oursehes we have tned
to send nformation to the assocatons and hoping that those assocations waill
help us in the cause of twmang on producers to electronic warehouse recepts
But probably the reality is that it will be the gnners and the ASCS county
offices, and the ginner will have to ask the producer f you want a paper
warehouse receipt f you want electronic. and at the same tme 5 i going 10
loan or not and then have to explain what his functians are goang to loan
electronic versus loan paper, and it will be up 1o him to do 50 one way or the
other.

But the prowders are &l going to be hooked to the Commodity
Credit Corporavon in Kansas City. S0 after the producer mdicates that he
does want this cotion going 1o loan, he can refay that mfarmation 1o the
warehouse, the warehouse can send it to the prowder, the proeder wall send
it on to the Kansas City computer systern, come nght back down to the
commadity office. 5o it's going to be a fairly flusd systemn, and f it gets sent
nght down to the county office that thes partcular producer s lockang for a
loan, they check ther files at the county office level, gre it an ckay and, bam,
it's in loan and i comes back to Kansas City to be kept in the loan system

unul redemption,

MR. LOEB: ['ve pot one more question | would like 1o ask Can | xk a
from here? If the producer puts that cotton in loan and #t goes 1o Kansas
C.i't'y,wi'mn}-'ou redesm that cotton out of loan, does it come back to you
through a prowider, or doss it come back from Kansas City through your
ASCS office!

MR. MIKKELSEMN: At this point this partcular year it's going 1o go back to
the ASCS county office. Mow, there has been some discussion about mowing
that 1o a centralized system, but nothing has been done in that fashien sa it
wall be at the county ASCS level

MS. HACKNEY: Susan Hackney from Mask Cotton Cempany. and | have
a question for PCCA and for the banks. If you - you stated that if you -- if
we bought conton from you, that as scon as you're pad, those receipts or
that ebectronic receipts are going to be sent to our prowder or 1o the banks.
At what point i 2 bank gomng to pay you if you're not going 1o transer tije
untd after you're pad! You know. are you going to -- ane you going to pay
him, PCCA, or anybody else before he transfers the tile? Mo, you're not So
how will we ever pat Sur receipts?

MR. TUBB: Tha way it works today -- et's take a3 physcal receipt
transaction. Physical receipt transaction we send the receipts down to our
comespondent bank  That bank issues a draft against Plains Cotion. Plains
Caotton Company wares that draft At that peant and that point cnly does our
correspondent bank gne you those meceipts. They're gning you those
receipts after you have issued that draft to pay them. the physical receipts.

MS. HACKMEY: Mo, you send the draft to my bank, you send a draft 1o
MBC.

MR. TUBB: Through our corespondent bank,

M5, HACKMEY: Right mght Then MNBC they have those receipts in ther
hands, and when they hawe those recaipts --

MR. TUBB: Mo

M5 HACKMEY: Yer Yes sic | have been doang this for 25 years. That's
absolutely mght. At no pont 'will my lender sand you money before they
have tte or some sort of tthe 1o those mecepts or at least have the physical
receints in thewr hands. Bl | mean, | know this has been going on for 25
YEAT.

MR. BUTLER: | sart of look for maybe the prowder to be sort of the
score keeper or the great computer up in the sky that sort of takes care of ad
of this stuff between us. And if | am lending money to XYZ Cotton
Company and | have 3 line of credin, then | have got to -- | have got my
computer, my customer XYZ Cotton Company has got ther computer and
we are all hooked inta the prowder, and let's say you're sefing cotton to XYZ
Cotton Company and we are geanp 1o make 3 loan 1o them and pay you
that your question?

MS. HACKMNEY: Actually it's the other way around. | want to buy the
cotton, He awns it Wmnmngamgwmhmnrmhenmmg
money coming out of my account to pay PCCA for the catton and what
about my ttke 1o the document! Mr. Cox just sat over there and sad that if
there 5 a ben against i they're gomng to hold it up.

| reean, you know, this thing & - | don't think i's bean really
thought out very wedl as far as the prowder. At what point 5 the seller gong
to recene their maney and at what point is the bank going to recene ttle
decuments to the comton! And then | am thipping out cotton, you know,
how am | going to convince PCCA that | have a 90 bale shiprment when al
they have = B9 bales in the warehouse, how am | gong to convnce them
thess o bales ars mine! | mean, there are a lot of questons -

MR. BUTLER: |oe s going to answer your question,

MR. WYRICK: ‘We did this n ane of our pdot projects in 1989 and 1990,
‘We had this stuation anse in 'West Texas and Bill doesn't remember so it
wasn't ke one af the stellar points in his e, but he was nwohed in 1t at the
bme

Basically what we did in the pilot project was set up an slectronic
bank draft The sefler sent the electrons receqts a8 3 -- with a bank draft to
the bank and the bank was the holder with a contingency, The bank can
either accept it and as soon as they accepted AL the money trangfered, or
they regect it anvd 25 2000 35 they reject L the neceipts went back 1o the
angnal holder.

Mew, that mechansm caused the money and the receipts in that
pilot to be ransferred simultaneously, ferally, That was a pilot project. You
knaw, that wasn't designed 1o take care of every stuation in the werld, Butn
did work in that particular buyng and sefng stuaton = West Texas, and
that's one way you could do what you're talkeng about




All we did was take the bank draft a3 used in the paper world and
just apphed it 10 the computer world, and the bank was in the same postion
of recerving a receipt. these were electronic, and either releaung the money
or not or sending the receipts back. 5o that's one way you can do what
you're talking about

MS. HACKNEY: ‘Well, = the bank gong to be receptve 1o that?

MR. WYRICK: MBC did it in the pilet project. Mow, | don't know
whether they would do it agan or not  He doesn't remember it

MR. TUBB: When a wire transier is sent to a comesponding agent bank or
our cormmespondent bank now. we are notfied of the transfer so i has worked
wery well. We have traded esght and a half million bales with

M5. HACKMEY: But you sad that and | am sure that s nght But | sull
would fike to know how if | tum over to Producers ‘Warshouse a shipment
for 90 bales, and they come back and they say, | can only ship 89 but | have
got to shio 30 bales, all nght. | have the -- nght now | have two warehouse
receipts that there is no bales i that warehouse, nght now | do, and | have
spent four months and | have yet 1o be pad for those two bales. They say
o to PCCA 5o | go back to PCCA and | bill PCCA. But | have got two
receipts that | stll haven't gatl.enpa.-d'fnr. ‘Whiat is going to happen if | don't
have two receipts, | have an electronc receipt that | -- you know, maybe
three or four people might have ther name on that electronic receipt

MR. TUBB: | think  comes back 1o the stock checks we talled about
earber, keeping the buyer and the prowsder data base the same, number one.
Mumber two, we have an extensive audit tral. You've got recourse if there is
a problam and you can prove L You know, send them their audis.

MR. MIKKELSEMN: Same ..
MS. HACKNEY: Mow, | know i 5 happerang nght naw,

MR. TUBB: it's ke anything alse you do busness you got to be - you got
1o have trust with the pecple you'ne doing busness with or you don't do it

MS. HACKMNEY: All nght Tn this electronic receipt. you're saying that
there s - the data that s -- or all the history that is invobved in the cne
warehouse recespt Wil that be made avalable 1o me a5 we buy the cotton,

o the history!

MR. TUBB: Mo, no. that's for crop determination and procedures and
audnars.

MS. HACKMNEY: | will just tum them over to him. Right naw | have 3
receipt 1o tum aver 1o him.

MR. TUBB: Bacause there's information in thers about past transactions
that & really none of your busness. Take, for instance, a physical warehouse
receipt when 1 traded hands, you don't have the entire history of what
happened 1o that particular warehocuse receipt

MS. HACKNEY: All nght \What if somebody posts bend for a bale that
they say nght now the warshouse receipt is lost all nght. what if you bought
catton and the receipt & NoT -« o the aleciromic MEoept i§ NOT in your
collateral but you know that it s yours, how are we going to trace it back to
prove that bale = ours?

MR. TUBB: Pas that by me again. I'm somy.

MS. HACKNEY: If | buy, you know, 50 bales and | put 50 bales in my
mventory but then my prosader is messing one bale, how do | backtrack and
find what bale is mane!

MR. TUBB: ‘Wel, you nesd a stock check prowder that wall ted you We
show that you den't have tile to this bale and you do

MS. HACKNEY: How do | prove it's mine!

MR. TUBB: How do you prove it's yours! e can go through the
slectronic record and go through the audit  Very umdar to what you do
today with the physical receipt  You have 1o laak through an audit file 1o fingd
out who that physical receipt belongs to

MS. HACKNEY: Chay. |ust one other question to the warshouses, |f
indeed there's a bale missing, and | am going to make a clam on that bale and
the insurance company says. | have to have a receipt are you going 10 ssue
me a recespt against a bale that is not in your warshousa!

MR. MALLORY: ‘Well | guess there's two or three ways we can do that

We can cbvously ghe you 3 paper warehouse receipt Separate way to do it
15 to ander us to ship it and we ane gong 1o tell you we can't find i and you

file a clam

MS. HACKNEY: At that point you will iIssue a paper recept!
MR. MALLORY: If you want a paper receipt. | wall grve you one.

MR. ZARFOSS: It will be electranic record out of that file that zays that
bale is still actve and current. and so as long as that bale 15 sl active and
curment m e system, we will be more than happy to issue a paper receipt
for it and he will then cancel the electroni: recepL

MR. MALLORY: And then off the prowder system.

MR. COX: Let me make two quick comments. First of all. | got 1o get a
good thing abeut EWR, Under that smuaven where you had 50 bales and
only had 49 bales nght now. Uinder the EVWR system you're going 1o have
S0 BEWR's. If you bought 50 bales and the prowder system said there were
50 EWR's there. you're not going to lose one. You can lose a paper one
But you can’t lose in that sense an slectronic one,

Mg, we have no control as prowder as to whether or not Mr
Warshouseman has a bale to gve you. That's the problem of the
warehouse. If you walk up mow with 2 paper receipt and he doesn't have a
bale matching i you've got to settle up on your note. he has a problem,
nght. Mesty?

Secondly. you mentoned they probably held those bales up. Rt's
really nat very complicated when you buy or sell bales we're gong %o et up
a list of cotton and we are going to clear the liens on that befone we 1l
whoever the buyer and ther Snancal institution that they have been
transferred. In other words, we're simply going 1o make up a kst and we are
gong to get sign-offs before the transfer occurs. And f anything goss wrong
with the sgn-off, the transfer will not ocour. And that will be done sale by
sale.

MR. McGEHEE: It's approaching four o'clock, and we can do what f all
day long 3o let's try 1o make our questions substantree and also fundamental,
and maybe we can get through seme of these questens. Daad

MR. HURLBUT: Yeah, Dawd Huribut with Hohenberg Brothers. | neally
didn't have a question. | wanted 10 answer one of her questions. Basically |
think we nesd to remember that this 15 a systern that 15 goeng to hancle many




peopls and many areas, and the question on banks, for sxampie, one bank in
torwm does it differently than the others in town. You can receipt it and get it
in your office and do something with i

I that bank so chooses 1o do it under this prowder system, that's
fine, But if they put a lock in there that says, | can't see . | can't ses it like
the other banks in town. Out in Texas they do it differently again. In
Cabformia they do it differently again

The point 5 prowiders ane going to have to have some feabilty of
saying, okay, f I'm going to deal with Dunavant. | do it thes, here's what
happens. W Allenberg decided they want 1o go through 3 bank, hare's what
happens, and f | want 1o go through NBC n's this chowe, I | want 1o go
through First Tennessee, it's this choce.

‘We have some choices m this, and the chosces we make today,
some of gur producers are sending money direct -- excuse me, are sending
recepts direct 1o us Why! Because they have problems with banks,
problems with timing, problems with econcemics. They take a nsk

Chay. They're going to do the same thing under this. They're
going 1o look at what they pot. ‘\What does the prowider do, and you're going
to make a decison based on economics, legaiies, on ethics, on everything
and choose how 10 handle ths. Through what system and through what
proup and through what banks and through what producers and on down the
lire, you're gong to make the deasion. And f you don't ke . you go back
to the paper receipt.  That's all Ive got 1o say.

MR. McGEHEE: Meal these other people have been in line. let's let them
comment firse please.

MS5. NOBLE: | am Betty Moble and I'm from a small town bank  Where 5
my guy? I'm from Alabarma and | only have two cotton merchants and I'm a
seracing agent How do you protect interest in EWR'sT We file UCC's in the
state of Alabama counties in Georga. counties n Aransas. how do you
perfect!

MR. MIKKELSEM: h = no different Ve didn't - ther= i3 no law that --
any hen laws for any state. So perfection of slectronc warehouse recsipts ane
the same 35 you would & paper a5 far 25 we are concemed.

MS. NOBLE: How about state, how about county!

MR. MIKKELSEN: You have to check the state ben laws about that
That's something | couldn't address. Go ahead.

MR. McQUISTON: I'm going to try to answer that queston. ['m jehn
McQuiston. I'm doing some of the legal work for EWR, Inc. With respect to
the question about state law, the Federal Act that was passed in 1992
provides that o there & an electronic warshouse recept system and T
authorzed by the USDA and they have their own controk, hopefully they're
good ones, and they authonze a systemn 1o determing who the holder g, and
whatever the system says, it 33y Matonal Bank of Cammerce is the holder,
then that supersedes both federal and state law

The statute actually says any person designated as a holder of an
electronic warehouse receipt authonzed under this lrw shall for purposes of
perfecting a securty interest of the parson undar faderal or state law shall be
consdered 1o be in possesnon of a warehouse receipt

Mew, as Cave Colby pointed cut earfier, the way a bank perfecs
s ben on 3 cotton warehoute receipt s 1t takes physical possesson of it or it
has fs cormespondent bank do that  So if the code is put in the system and
the warehouse receipt 15 transferred from X2 Cotton Company to its bank,
the bank = now the holder of the receipt and 1t has a perfected ben,

It's really a very simpde system, and it cverndes state law.

MS. NOBLE: | have one. Do you have to refile! Do you have to-
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MR. McQUISTON: Mo, there 5 -- this is possessrne system and under tha
Unifarm Commerzial Code possession of 3 wanehouse receipt -- there is
exceptions, and | don't want to get into it about farmers and 3o on - but you
do nat have 1o file today to have a valid securty interest in a warshouse
recaipt that you hand to Bill Butler

MR. EUBANKS: I'm Les Eubanks and I'm wnh Firrt Matonal Bank in
Lubbock, and I just, first of all ke to make a statement to Mr Cow | would
like for you to call me up sometime and ask me what - of | would be willing
to loan you some money, and i you da, you want to know what the intersst
rate i5, | probably would tefl you, don't worry about it it's neglipbie.

My queston. and | would like to address it 10 each one of the
prowviders here today, doss your System .- do yOu EnviSion your System
allowing for back to back type transfers. In other words, we finance 2 mill
FOB, country buyers out thers, you envision your system allewang far Phil
Buffalo to buy that cotton slectronically and then in tum seiing to Wl
Brothers or Dunavant?

MR. COX: By the way, negligble is less than ten dollars. In terms of an
efficient system, we beleve that we will -- a5 cotton & besng traced, that 5, as
a group of recaipts are baing traded. that we wall idantify them as a group and
hold them in electronic memory. And if we know that there s goang to be a
subseguent transfer, obiously we would fike to know that And f there =, t
makes it 2 itthe =saser, but you know, these computers -- | used 1o sed
computers that took a whole Peabody hotel fleor 1o hold, and computers
today that would be the size of this podium have mone power than those.

W peally have 3n enommous amount of compauter speed and
power avallable to us. The reason |l to be able to group things together s
we would ke do a lot of double checking recheck and check and check and
check and abwously f you know that one group of cotton being traded
several UMes i SUCCession 35 3 group, we would want to e on that this was
traded here, traded here, traded there to make our -- sure, we do
combinaticns.

MR. McGEHEE: Tom, would you like 1o add anything 1o that!

MR. SCOTT: Mo, | mean. the system will naturally have to do that And |
just might add that an adequate trad wall be provided 3o that whatever
sequence of events we wall be eauly able 1o tack it

MR. ELUBANKS: 5o you'ne saying that it i not able to track it

MR. SCOTT: Yer The answer would be yes it will prowde @0 adeguate
sudrt trail

MR. McGEHEE: Meal

MRA. GILLEMN: Locing n the back of the room, | see several bank
representatves. | wonder if some of the major banks who are not an the
program and are here would opine on this issue and their positions,

MR. McGEHEE: 'We would welcome any of them that would comment o
they would B,

MS. HYLAND: I'm Barbara Hyland with Rabobank Mederland, before
Rabo. Bank of Mew York We do finance the cotton ndustry very actively,
but also sugar. cocoa, vanous others, and n a number of these iIndustres,
those famikar with the metal wndustry, 4 lot of thate receipts ars done by
slectronic transfer. It's telexed confirmanons and different warehouse entoes
holdang the bales for us

There have been questons in parfacung the securrty sterest
cversens, never domestically, but as far as claming title. takang our mventory




and moving i it has never been an issue.

| think banks are used 1o computer systems, Pieces of paper, again
we use the Fed fund system. We have electronac letters of credit now. 'We
ke hienw to use the systems. We are very comfortable with themn. | think it
it an education process because of the amount of receipts that you have hers
wversus a lot of metal or gran, but from what | have heard | think at sounds like
a way the cotton industry has to ga. | think a number of the questions that
e Vel rased abo need 1o be addressed,

MR. McGEHEE: Any other bankears that would Bee to comment?

MA. WEST: Yeah Dick West from ABM AmPFla Bank in Mew Yo | have
pretty much the same observations as Barbara Probably the man thng |
would like 10 add here, principally what Mr. ‘Wil sad, both Senior and the
Sacond, that | think one key thing is the role of these providers is really a
cheannghouse similar to OTC, and as such. all the major banks in Mew York
and throughout the area and nght here in Memphis as well are going to be
Ioking at the credit worthiness of these prowders because they are coming in
behamen

| think we had a question eardier of how you reschve the typical
sabe of cash and stock that usually goes 1o Unicn Planters or Matcnal Bank af
Commerce directly, cbously that would have to go through the
deannghouse. To work effectvely it means f 1 works ke OTC, the funds
mast ikely and ultimately get transferred to the deannghouse which
simuitanecusly releases the collateral to the bank or the counter party and
then pays the meoney o the parpes seling 50 you have this independent
thind party controlling it which i protectng bath interests.

But 1o do that they are not only poing 10 be controling all the
warehouse receipts, they will ultimately contral signifizant amounts of cash. 5o
| think the key thing 5 the financial size and strength of these counter parties.
prosaders 15 very important

| think another secondary issue that is very imoorant that Aght
now with the Mew York banks we don't obwously have the capacity o hoid
COtton warehouse receipts. 5o we refy on banks ke Linson Flanters. Matonal
Bank of Commerce, and they asugn to us collateral Mow:. nght now we are
dealing with one bank for each chent that & assigning collateral to us. Mow,
for what | hear here and a very neghgbie charge 5. and that if we have the
LEDA mentioned earber up 1o 24 prowders, f we get 24 prowaders. whuch |
would guestion f many of the banks would accept these people fnancady

If you go the other way, f you have only one or two or three
proniciers, you're tallking about a substantial volume of cotton traded that | can
say for ABMN AmAg unless these people have significant net worth or backing,
and | dan’t know if imsumance alone g worthwhils, bacause our expenence
with msurance 5 whenever there i a bsg dam. . doesn't et pad, and it has
nothing to do with whether it's triple A inturance company or single A, It's
the size of the clasm. The larger it 5. the less you get pad and procead
through the courts n the years.

5o | think those ame really the two key msues, prowiders, | think one
provider in my own persenal opinion is somathing like DTC, it works because
there is one prowider. Yes, somebody mentioned about secondary people,
your competitors, but they really aren't competitors. They're prowders of
special seraces. | mean, there could be at least one prowder to a chent

| would lock, if I'm financng Dunavant, for axample, and he's
seling to a local merchant, he rraght have 1o go out and release, for us,
coliateral 1o be released for one sale and go ocat 1o ten different prowiders 1a
get it released. [t strkes me that would be more paperwork than what we
have now ; many ways. So | think mult-provaders o it's not a very imited
numbar, and if not one, could be maybe more problems for the industry.

MR. McGEHEE: Thank you, There are a number of questions that Mr.
Wed azked o his presentaton, and quite honestly | don™ know whers we
wiould gat the answers today, But pernaps some of them are legal questons,
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parhaps some of them are bankers questions. But one. for exampie, can an
eleciromic warehouse receipt be made a bearer instrument! MNow, whe is
qualiiad to angwer that question! Provider? Or banker? Or the government
mand

MR. MIKKELSEM: The system was -- electronic warehouse receipt system
% set up a5 a bearer system.  That desgnation holder i the bearer. They'ne
gne in the same. The dilermma coming to some of us who are people that
understand other types of receipts are used in other commadity groups ans
that a lot of tmes there are order recsipts, not bearer receipts.  That
presents a whaole different problem. Holder 5 bearer is holder, legally under
the statute

MR. WEIL, SR.: Is the holder the designated buyer!
MR. MIKKELSEN: Designated buyer!

MR. WEIL, SR.: How do you know he's -

MR. MIKKELSEN: Yeah

MR. WEIL, SR.: Designated buyer

MR. MIKKELSEM: Ha's the holder, bearer, just ke whoever holds the
physcal piece of paper.

MR. WEIL, SR.: Accordng 10 the reconds does that receipt belong to a
sngle cotton buyer? [s it in that -- is it owned by that cotton buyer either by
name or by account number?

MR. MIKKELSEM: [t's by name holder is entty.

MR. WEIL, SR.: If it's by name. it 15 not a bearer recept.  Bearer 5 bearer
Jehn MeQuiston, am | ght?

MR. McQUISTOM: | think the problem hers is semantic because you'ne
using the terminalogy that we have all used for years and years. The bearer
terminclogy is realy not particularty meaningful now. VWhat bearer
terminciogy meant was if | have an mnstrument, whether it's 2 negotable
warehouse recept or a golden ingot and | represent it to the bank, | can get
credit for o if | present i 1o you for payment. What that means I'm locking 1o
see whether | have got good ttle or not [t belongs to the bearer:

This systern, the slectronic recept systern, attempls 1o replicate
that legally with the federal umbrella of law that says we are gosng o transfer
nstead of an actual paper document or an ingot of gold, we are going to
transfer an electronic symbel \We are going to only have one person have it
at a time,

If it gets transferred from ‘Wed Brothers to Allenberg and then
they sell 1 1o somebody alse or it's in the meantime financed with some bank,
it gats ransfarred just ke the receipt ransferred from Allenberg to Weil
Brothers, Wed Brothers transfers n to the bank  You look at a computer and
it says who the holder is at any gven time. 5o the result that’s produced 5
the same 35 the bearer instrument  But the terminclogy & no longer

appropriate

MA. WEIL, SR.: | think, |ohn, do you know what | mean when |
manticned the difference between a bearsr bond and a bond made out 1o --

MR. McQUISTON: Abscitely

MR. WEIL, SR.: It seems 1o me that the mnute you have 3 name on
something, vou need that person's endorsement 1o transfer it Bearer, the




bearer | think it maans you can just take the document or warshouse recspt
and hand it to somebody and transfer it and that's it Whether 1 is paid for
or not that's i

Maow, | think that that's an mmportant distinction.  That's why |
rased it | don't think it is the same thing, | think -

MR. McQUISTOM: | didn't say it was the same thing

MR. WEIL, SR.: Hit's in somecne’s account. then they have to endorse it
just like you endorse a stock certificate. It goss from one person to another.

MR. McQUISTOM: Well | think to focus on the transfer process, Babby,
if we are - if you want to transfer 3 particular document that requires
endorsement ke a check and that's you hawe to wrte on the check and so
on, maybe attach some other document to it To transfer a bearer
warehouse receipt, as you pont out. all you have ta do is physically hand it to
someone. There stll has to be a person who makes the decision to physcally
hand that recsipt to the bank or to a customer and that transfer, instead of
being done physically by Federal Express or by 3 messenger that runs down
the street & going to be done with an electronic symbol. And so that's the
differgnce that we are talleng about basically i the difference in termmclogy
and concept  The legal result is the tame

MR. MIKKELSEM: The regulation statute resds: Holder 5 an ndeadual or
entity in possession in fact or operation or by operaton of law of 2 recept
and by extension of the cotton represented thereby, Holders of alectransg
warehousa recaipts wall be entitfed to the same nghts and prvilages ac the
holder of 3 warehouse recept.  Only the holder may transfer an slectron
warehouse receipt to a new holder. 5o that perfection he's tallong about
that's through Federal Express = now going to be done slactronically and anly
the holder can transfer & to a subsequent holder,

MA. BUTLER: The indradual negotable warenouse receipt has both the
name of the first owner on it and bearer 50 there's no witng on the back by
the first owner. if he salls it to me, he doesn't have 1o endorse the
warehouse recaipt

MR. MALLORY: That's not required under ths system.

MR. WEIL, I): Steve, | appreciate what you say about that, the problem s
you got a lot of banks here, and most of the terms, | don't know what
percentage of the cotton handled, but most firms in the cotton business
borrow against collateral estabished by the bearer recaipt, and f you change
the nature of that receipt. you change the terrms under which we a8
merchants can bormow, and that 15 our second concem.

Cwur first concem is safety and securmy of the system itself because
W are pUting cur narme in first and the bank i puttng thers in. But cnce
we get past the safety and secunty aspects, whether or not these proders -
something goes wrong with them, well be made whole,

The second aspect is f Chase Manhattan Bank or Union Planters
or whichever bank, AmBo Bank wants to lend us money, can they do it and
parfect an interest in that cotton? | don't think that's been answered yet that
That ig -

MR. MALLORY: They can. That's been answered. They can.
MA. McGEHEE: That's queston number thres on your father's st
MR. WEIL, Il: They can or can't?

MR. MIKKELSEMN: Perfection i by possession.
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MR. WEIL, Il: Pardenl
MR. MIKKELSEM: Perfecton is by possessicn.

MR. WEIL, lI: Under the electronic warshouse recept system who
possesses the cotton? Does the bank possess it or does the merchant
possess 1! Wha 5 the holdes?

MR. MIKKELSEM: Enher one of you can be desgnated, depends | would
imagne on the agresments between the two of you. I'm sure there are
probably some merchants that hold the receipts for the bank and there are
some barks that hold the recepts for the merchant 5o in erther case.

MR. WEIL, ll: Dave. 15 that the way it goes?

MR. COLBY: That's why we have 10 contnue to counsel on this, Cnce
thes product comes 1o market we will svaluate 1 and we will be happy 1o
and | probably can’t answer.

MR. McQUISTOMN: Agan, the holder 5 the person that © a beensed
prowder, not just any prowder. RSt just ybady i the computer But
somebody who has been authonzed by the Department of Agrcutture to
work this system, $2ys it can only be one holder at a tme. And if the
electronic provder. electranic warshouse recaipt system prowder authonzed
by the LISDA says you're the holder, then you are the holder under federal
law. And f 1t says that your bank s the holder, that system says that, then
the bank is the holder, and that supersedes state and feceral law.

And the whole point of that is 5o that you can finance with
slectronic warehouse receipts. Certainly the bank wall have to be educated,
bt they will eventually understand this cancept and will begn to finance
based on tuming on a computer and sayng that Weil Brothers s the holder
of 50,000 warehouse receipts that they st bought from somebedy. And
you can fingnes it that way. | den't really think there 15 going o be a
probiem,

I think nght now what we have 5 an educational probiem, and we
have to educate some bankers that are out thers. And whether MNatonal
Bank of Commerce sees their big busingss opportunmy s they n= goang to be
an infinite number of small banks all over the South wha will be calling them
and saying we ame not comfortable with this system. we don't have a
computer, you tell us if we've pot collateral in Wil Brothers account and we
can lend aganst it and they tay they will, and thare wall be a fee for that

But 1t all poes back to the fact that Congress has sad that an
authorzed prowder of thes service will be the final word on who actually has
-« wha actually is a holder, and the holder is sverybody and that's the uitimate
-- that's the guy that owns L he has the perected lien or he's the owner

MR. WEIL, 5R.: |ohn. | wish my other lawwer was here. You are a great
lawyer, you never ask a question you don’t shways know the angwer to, And
our firm, long before | was bom, 'Weil Brothers had a big case over in
Georpa and the assence of the case was was the warehouse receipt
negotiable or non-negatiable. And Weil Brothers lost the case, and my father
decided 1t would never happen 1o him again.  And that = why he sent my
cider brother to law school and that's why he's a lawyer, | wash he wers
here today because | think he would gve a different answer

MR. McGEHEE: Two mors of Mr. Wheil's guestions that | would bke 10
address to the prowders, nymber fve and number six on hes st and they
thouldn't require lengthy answers, Will the electromic warehouss recsipt be
subpect to the same confidentaiity as to the present documentary warehcuse
receipt!  And number two, will anyone ather than the owner of the baie at
any time have 3¢cess 1o information on the warehouse receipt!




MR. COX: My understanding = that ASCS will require us to masntamn
confidentiality, and | certanly would want that  Other than the regs say that
the ASCS has the nght to access the data at any time. 5o the only two
indhaduals that can access the data is the holder or a duly authonzed agent of
Steve here.

MR. GILLEN: And somecne who the holder authonzes 1o access.

MR. COX: Agan_ | see a bot of questions - these questions about who can
handle. ['m not entirely comfiortable that we have fully 2 an industry - n
other wonds, | know what the regs say, but | think, Meal, the industry needs
io kind of fil in betwesn the lines as to who these agents are.

And that's why I'm wery senous, fiolks, | think unbess we come up
with a Inthe more infrastrusture in terms of who 5 who and the relaticnship
betwesn people, that this i3 something that you have 1o defing, not Dave
Cox, not joe, not Tom, that the cotton industry has to define, what these
entrbes are and what thewr relabonships are.  And then you teil us, in addibion
1o Steve tefing us, how you want us to do that

You two guys with me on that! But I'm very strong on that. and |
think we are way too far along without havng gone through those steps.

MR. McGEHEE: ‘Well, there are several other guestons Mr. Wed has on
this. Mumber |8, what part does the prowder play should thers be a dispute
betwesn the owner and the lender or Between two parbes engaged o a
transacton transferming ttle bataesn them! Tom, would vou ke -

MR. SCOTT: Weill | don't know f | can completely answer that queston.
but | kmow that an adequate, complete audt trail will be made of every
transaction that goes against that partcular bale 5o | mean, whao will resolee
the dispute & unknown, but at least we wall have all the informaton. probably
mere information than you have today, about the history of that bale o f can
be resohed,

MR. McGEHEE: Mumber 2|, how promptly wall a buyer know when a
receipt is transferred nto his account before releacing payment to the sailar!

MR SCOTT: With a computer system that is not designed, | can say just
real fast but 1 should be quick and |oe can 1ell you how quick it = done
today, but | don't see - | think you're going 1o have 10 allow for the peaks in
the systern. You know. the cotton season s going to be slow at one time
and very busy at another trme. and the computer system i gomg 10 have 19
allow for that.

MR. McGEHEE: How about the same where satisfaction of hiens are
wvahed?

MR. SCOTT: I'm somy’

MR. McGEHEE: How about the same guestion where satisfachon of hens
are mvohsed, how quickly wall that information be --

MR. COX: Same answer.
MR, SCOTT: Same angwer.

MR. McGEHEE: Does anyone else have any questians they would ke 1o
address 1o the pansl?

MR. WEIL, SR.: Let me grve you a scenano and -- because the
something you're gomg to ke to think about The prowvider system = another
layer in our relatonships iIn mowvng cotton. And bacause it has that
opportunity, it dso has an opportunity for sippage. And I'm very --

daclarations were made today about how fal-safe t's been, but afl of us know
that there have been shpups and bad slipups, not enly by emors. but also by
wrong things done with computers.  Several of them recently werm in the
financial pages in big headines Computer fraud

Let me gre you a intle scenano, and I'm not saying that this 5 the
thing that's going to happen tomodmow, These are things that you have to
think about before you go ahead. And this & the extreme.

Let's say that there is & cotton company that is in trouble, and
they need a couple mifion dellars to be them over, and let's say that that
eotton company also happens 10 know that another cotton company & not
gong 1o be shipping cotton out of a certain warshouse for a couple, several
weelks, And suppose they can find tomesne in the computer senace that can
be bought. and now we ame talling about wrongdaings. 5o they go 1o the
fellow in there and they say, we wall pay you 5o much but we want you to
transfer 5o misch out of ther account into cur account  And because they're
a cotton firm, when thay presant that cotton for shipment -- and theme's
nobody in the world knows that this company i in trouble, not even ther
banks know it et

And 50 that onder 5 sent to the warehouse to be shipped and it s
shipped out So they get their two milkon dollars and they're shippeng it
somewhers off, and by the tme that that happens and the people who are
the nghtfil cwners of the cotton go to do something with i it's gone. They
have besn robbed. This 5 a conspiracy betwesn a wrongdoer and someone,
an ingider.

This happens from time to time in the best of financial ingtiiutions
They get robbed. So the first thing to think of 5 how do you prevent this
from happening, A And, B, f it happans. who is responsible? YWhom do you
lock te! The felow who did the wrongdoing = a — we'l say = an employee
aof the previder, and you look to the provder for reimbursemnent. In that
scenano it happensd and it has happened.

But it makes you think, number one. how can you prevent . Touw
can't prevent 1 & thoutand percent or none of these thangs would sver
happen. and if @ happens. who has the substance to make you whole again. |
will leave you with that not to scare anybody. but to test what we are thinking
about

Mow, hawng said thas. | think an electronic warehouse regept
system can work. |'m naot so dog gone sure i wall work the way it's been
outined today. even though it has some successes and it's been tned. But
when | think about industry-wade, | wonger, | think maybe there may be
some more simplfied ways of dong . Plains has done i and here it has
besn done = pdot progects, but the thing that | wonder i thers are ather
avenues that we might work out that would avosd some of the problems and
answer some of the guestons that | have rased.

And | hope that in the months to come that we here n the
industry, ASCS, Matenal Cotton Council, the ones that are already in the
provder business, banks, miurande companies, everyone, let's take another
look and let's see if we can't fipere out a better way or an easier way that wil
do the same thing and do it with less nsk and which wall answer some of the
Guestons that | have rased.

| carme here trang 10 leamn, and the first thing you do when you
try to leam is ask questions. And | have leamed a lot today. | have been
satishad on some of these quespons. But a lot of them | haven't been
samighied by, and | think that if | have 2 problem with it, | thank all of us have a
problem with it 1o some degres who have money in thesr busness And the
degres = how much do you care. And haang sud that, | wil leave it with
you, and | appreciate your inculgence n bstening | thank you

MR. McGEHEE: Thank you, Mr Wed Lous, did you have somethng you
wanted to sayl

MR. BAIONI: Mr ‘Weil, you asked the same queston | agked, and | was
told by Tom that the system wil allow for when a merchant orders cotton to




be shipped that to make cersn that it was that merchant whe ordered the
cotton 1o be shipped that there is 2 redial mechanism where the provider wall
dial back the shipper and say, now, & ths your shipping order or did you
mean to ship these bales, something to that effect That's number ane.

Mumber two, it's very dificuft to protect yourself against fraud.
We've got that same problem new. Somesne could walk off wath eur
warshouse receipts or you can have collusion with our data precessing
people.  But the one thing that | was glad to hear though was the fact that
they will have a redial system.

Mumbear two, is that for once now by hawng all of your collateral
on a computer, which 5 held by someone ehe. it alows you very smply
every day really to reconcile your bales. You can reconcile first by 1ot every
moming That's the first thang you can do. Do | agree with the prowder. |
you don't agree, then you can semehow or another be able to dump the
data the prowder has on to your systern and find cut what bales are out
there.

Mow, mght now the only way we can venfy cur inventory with the
bank & 1o send someone over there 1o cownt it 5o | really thnk there are 3
lot of good pieces out there, but you are exactly nght, there are a lot of
questions yet 1o be andwered, Thank you

MR. McGEHEE: Thank wou, Lows. Would anyone else ke to make any
comments! We are wanding down. | think the one consensus that has come
out of this meeting today n that there « a lot o be leamed. | thank there 5 &
tremendous amount of study still to be done by the prowders, by the bankers
and especialy by the merchants. And if thers s one thing that's come out of
this mesting today. | thank that's the masn thing

‘We chwously don't have confidence in the regulanans the way
they ame writhen now, and | would suggest that there be comments sent in.
Let ASCS know exactly what your thoughts and ideas and recommendations
are for changng and bnngng the regulations in line with what you think they
should be for your sake of the industry.

WAith that | will mvrte anyone slse that has a comment or question,
Walker.

MR. CLARKE: “Walker Clarke from Columbia South Carclina  Just the
same question | thank you are brngng up. e have leamed guite a bit today
from every segment of the industry that s involved from small merchants to
farge. ‘What 15 the drang commmies now that we need to sddress questions
to, and are we going to get 2 summanzation of the questions that were asked
here today so that we can study them. look at them, gve them 1o our
bankers. insurance people and 5o forth!? VWhere do we direct --

MR. McGEHEE: ‘Walker, you will get a transcrpt of the meeting today.
I'm sure that most of what has been said here wil be on there. Some
comments that she obwously didn't get because people were not at the
microphone or something of that nature. But | think our main assistant wil
be - the banks is the one that nesds to take this, and if there needs to be
some refining done, | think that's where it has to come from.

MR. CLARKE: 3o ff any of us have questons, data systems.

MR. McGEHEE: That's what | think. John Ford is chasman of that
commities and he's here today. Any other comments! | would bke to thank
everyone for being here. |t's 2 better turncut than | had anbopated when |
sat this meeting up. | think it's baen a tremendous educational experence for
everyone. | would Be to thank all of the members of the panel for talkang
their tme. | know it's been an imposion, but | certainly apprecate everyone
far comeng.

{Meeting concluded at 4:30 p.m.)
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