Specialist Term Sheet

Definitions

Exchange	Futures Exchange that is regulated by the CFTC
e-Exchange:	Exchange branded many-to-many electronic marketplace.
Exchange partner electronic marketplaces:	Affiliated electronic marketplaces with which Exchange has a contractual agreement to post prices.
Technology Provider:	Entity providing technology and technology services to the Exchange
Principal Platform:	Specialist backed one-to-many Exchange
Specialist:	Market maker that guarantees a minimum spread and price depth for certain products
Specialist Manager:	Software that allows Specialist to manage price and volume matching for its Specialist products.
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2. Specialist Role

Specialist responsibilities

The Specialist will act as the Exchange’s market maker for those products specified in Appendix A (Specified Products).

· Specialist will participate as a principal in transactions on the e-Exchange and on the Exchange Floor via wireless handheld in order to provide liquidity to the Exchange.  

· Specialist will electronically post prices and volumes for the Specified Products to the e-Exchange and to the Exchange Floor via wireless handheld devices.

· Specialist will have the right but not the obligation to electronically post prices and volumes for non-specified products to the e-Exchange and Exchange Floor.

· Specialist will act as the agent for all electronic orders on the e-Exchange and route them to the Exchange Floor.  
 
· Specialist shall use commercially reasonable efforts to maintain an average spread of  $.01 - $.02/MMBtu on the Specified Products.  Specialist will have sole discretion to widen the spread as required by market conditions. 

· Specialist will use commercially reasonable efforts to maintain a bid and an offer on the Specified Products during all hours that the Exchange is open for business.


Exchange responsibilities

The Exchange will host and operate an e-Exchange for the Specified Products and wireless handheld devices, which will stream transactable prices and volumes to the Exchange Floor.

· Exchange will provide Specialist with an instance of Specialist Manager including software licenses, hardware specifications and consulting according to the specifications defined in Appendix B.

· Exchange will allow Specialist to electronically transmit price/volume indications to the e-Exchange and to the wireless devices on the Exchange Floor.

· Exchange will provide Specialist with the option to stream e-Exchange price/volume orders to its own Principal Platform for both specified and non-specified products.

· Exchange will provide Specialist with generic counterpart information on all transactions that it is a party to (hedge fund, producer, consumer, speculator, etc.).

· Exchange will continue to operate its open outcry Exchange Floor.

3. Clearing

Specialist Responsibilities

· Specialist will have the option to provide products on its Principal Platform that will be cleared by the Exchange.  Cleared products will be offered only on those products that are available on the e-Exchange. Transactions on the Principal Platform cleared products will be bridged to the Exchange for clearing.

Exchange Responsibilities

· Exchange will pre-approve counterparties on the Principal platform in order to accept cleared product transactions originated on the Principal Platform.

· Exchange will be responsible for managing all aspects of the clearing functions including counterparty margining.

4. Compensation

Specialist Compensation

· Exchange will give Specialist a 50% fill participation in any transaction in which Specialist has joined a bid or offer that trades.

· Exchange will give Specialist a 100% fill participation in any transaction in which another market participant has joined Specialist’s bid or offer that trades. 


Exchange Compensation

· Exchange will charge Specialist local clearing rates for all transactions on Specified Products in which Specialist’s posted price is either hit or lifted (passive trade).

· Exchange will charge Specialist the local clearing rates plus an exchange transaction fee for all transactions on Specified Products in which Specialist hits another market participants bid or lifts another market participants offer (proactive trading).

· Exchange will charge Specialist the local clearing rates plus an exchange fee for all transactions on non-Specified Products.

· Exchange will charge Specialist the local clearing rates plus an exchange fee for all transactions completed on the Principal Platform.

· Exchange will receive an exchange transaction fee from all counterparties except Specialist for transactions originated through e-Exchange, the wireless handheld devices and, other partner platforms. The Exchange transaction fee will be defined and collected by Exchange.

· Exchange will receive clearing fees from all counterparties except Specialist for clearing transactions originated through e-Exchange, the wireless handheld devices and, other partner platforms. The clearing fees will be defined and collected by Exchange.

· Exchange will receive a clearing fee from all other counterparties except Specialist for clearing transactions originated on the Specialist Principal Platform. 

5.  Exclusivity/Term

· Exchange will give Specialist an exclusive specialist role in the Specified Products for 2 years.   Specialist will have right of first refusal to extend this term based upon negotiated terms that will contemplate any proposals provided to the Exchange by an independent third party requesting the specialist role.


APPENDIX A

· Prompt month Natural Gas
· Prompt Month plus 1 Natural Gas
· Prompt Month plus 2 Natural Gas
· First Season Natural Gas
· Second Season Natural Gas
· First Calendar year Natural Gas
· Second Calendar year Natural Gas
· Natural Gas Exchange of Futures for Swap (EFS)

APPENDIX B

Specialist Manager

The Specialist Manager is the primary interface that specialists use. This application allows Specialists to:
· Add bid and offer entries
· Delete bid and offer entries
· Modify bid and offer prices and volumes
· Receive and organize third party posted prices and volumes
· Reassign responsibility for management of products within specialist firm
· Set market times
· Set general and specific price and volume controls for each specific product
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