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Financial Reform Bill May Increase
Transaction Costs for Private Funds

Using Derivatives

The Dodd-Frank Wall Street Reform and Consumer
Protection Act, passed by the House on June 30 and
currently under consideration by the Senate (the
“Dodd-Frank Act”), imposes significant new require-
ments on private funds that use derivatives. Although
the Dodd-Frank Act provides exemptions for certain
operating companies that use swaps to hedge commer-
cial risk, most “financial entities,” such as private funds,
will be required to trade “standardized” swaps (e.g.,
interest rate swaps, equity swaps and currency swaps,
unless currency swaps are later exempted by the U.S.
Treasury) on an exchange and submit them to a clear-
ing entity. This requirement may result in increased
margin requirements and transaction costs for private

funds that use derivatives, whether for hedging or
investment purposes. In many cases, entities with
derivatives activity deemed substantial by the
Commodity Futures Trading Commission (“CFTC”)
would be required to register with the CFTC and meet
capital, margin and business conduct standards.

To learn more about the changes imposed by the
Dodd-Frank Act, please see our recent Kirkland Alert,
“Dodd-Frank on Derivatives: The New World of Swap
Regulation,” authored by Kirkland partners Mark D.
Young and Maureen A. Donley, and associate Rachel
Kaplan Reicher, or speak to your regular Kirkland

attorney.
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