
asset management group 

December 9, 2019 

Office o f the Comptroller of the Currency 
federal Deposit Insurance Corporation 
!-'arm Credit Administration 
l3oard of G overnors of the 1-'cdcral Reserve 
1"cdcral Housing Finance Agency 

l1.£f Ll I Americ,,n Council of Life Insurers 

Re: Margin and Capital Requirements for Covered Swap Entities - Office of the 
Comptroller of the Currency (RIN: 1557-AE69); Board of Governors of the Federal 
Reserve (RIN: 7100-AF62); Federal Deposit Insurance Corporation (RIN: 3064-AF08); 
Farm Credit Administration (RIN: 3052-AD38); Federal Housing Financing Agency 
(RIN: 2590-AB03) 1 

Dear Sirs and lvfadams: 

The J\ ssct l\fanagement Group of the Securities Industry and hnancial Markets Associatio n 
("AMG" o r "SIFMA AMG") and the American Council of Life Insurers ("ACLI" together, the 
"Associations") 2 appreciate the opportunity to provide comments to the Office of the Comptroller 
o f the Currency, Board of Governors of the Federal Reserve, Federal Deposit Insurance Corporation, 
Farm Credit Administration, and Federal Housing hnancing Agency (the "Prudential Regulators") 
on the Proposal. The Associations arc supportive o f the amendments in the Proposal that would 
incorporate the recent Basel Committee on Banking Supervision and the International O rganization 
of Securities Commissions' ("BCBS-IOSCO") statements on documentatio n and extending the 
implementation o f the remaining phases of the initial margin requirements for non-centrally cleared 
clcrivati,·cs ("UMRs"). The J\ssociations arc also supportive o f the proposed rules o n relie f for 
Il3ORs transitions and portfolio compression exercises. While the changes in the Proposal serve to 
codify helpful relief for the implemen tation of the UMR Rules, these changes alone will not rcmcdiatc 
the substantial challenges faced by asset managers, their clients, and life insurers as they implement 
the Ul'v[R during the final phases of the implementation schedule, and therefore, we believe further 
changes arc necessary to account for the scoping and implementation challenges faced by asset 
managers their clients, and life insurers. 

The Associations appreciate the commitment of the Prudential Regulators to ensure a robust 
and workable uncleared margin framework. The Prudential Regulators' current review o f the margin 
framework is ,vcll-timcd given the challenges that have arisen as asset managers, their clients, and life 

1 \larg in and Cap ital Rcguircmcnts for Co,Trcd Swap Fnti ties, 84 Fed. Reg. 59970 (>:ovcm bc r 7, 20 19), available at 
h ttp~://www.fd ic.gov/ncw~/board /2019 /2019-09-17-noticc-dis-b-fr.pdf (the "Proposal") . 
2 Sel' ,\ppcnd ix I for cbcriprion, o f S I l'/111\ ,\:'IIG and AC I.I. 
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insurers have begun preparatio ns for the final stages o f the implementation schedule. In respo nse to 
these challenges, bo th J\MG and 1\ C] ,I recently submitted letters to global regulato rs on the remaining 
stages o f the initial margin phase-in, and have continued to provide feedback to the Prudential 
Regulators. 3 The Associations continue to have significant concerns with respect to the scoping o f 
the UMR and implementatio n issues that arc specific to asset managers. T o solve for the vario us 
challenges posed by the Ul'vIR, in addition to the relief afforded in the Proposal, the J\ ssociatio ns 
p ropose certain scoping and implementatio n solutions for which we believe will allow for a more 
orderly implementatio n o f the UMR. A summary o f these solutio ns is provided below. 

Scoping Issues and Po tential Solutio ns: 

1. Address Burdensome Daily Calculation of Initial Margin by Allowing Annual Calculation 
of Initial Margin and/ or Six-Months Grace Period for Documentation: Under the current 
regime, o nce an asset manager's client has crossed the final two thresholds for initial margin phasc­
in, $50 billio n and $8 billio n no tio nal, the asset manager and swap dealers must monitor and 
calculate the potential initial margin ("IM") amounts daily even in circumstances where the 
account is not near the $50 million threshold ("IM Threshold"). The types o f market participants 
captured in these final phases, large in number compared to prior phases (around 700 entities and 
7,000 relationships) and presenting collectively a small percentage of outstanding notio nal 
amo unts (around 11 % of the /\ANA across all phases), has resulted in a number of in-scope 
market participants that do not always exceed the $50 million counterpart:y thresholcl.4 /\ s such, 
this daily obligation applied to market participants is overly burdensome, in particular those with 
smaller AANA calculations closer to S8 billio n. This challenge is exacerbated for a beneficial owner 
with multiple separately managed accounts th rough multiple asset managers ("SMA"), where an 
asset manager only has knowledge of the deriva tives trading it engages in on behalf of an SJ:VIA 
client and docs not have transparency into o ther derivative trading by the SMA client (either 
directly o r through other asset managers) . While the proposed guidance on documentation in the 
Proposal is helpful fo r some relatio nships, there remains many clients QJoth funds and Sivff\s) that 
would incur significa nt burdens and costs to daily monitor their accounts and may suffer trading 
disrup tio ns, rcquii-cmcnts to terminate o r novatc trades, negative performance, and more 
importantly, the inability to implement prudent risk and portfolio management if the IM 
Threshold is near or exceeds $50 tnillion. In order to mitigate these concerns, the J\ ssociat.io ns 
arc o ffering the following proposed solutions: 

o Permit the calculations of the $50 million nvr threshold to be done annually, ra ther than 
daily, using the same measurement period that is used for performing Ai\ NJ\ calculatio ns. 

o P rovide at least a 6-months grace period fo r fi rms, following notice fro m the applicable 
swap dealer that aggregate J!VI [for a client] required to be exchanged under the regulations 
equals or exceeds the HvI threshold, to complete the necessary documentatio n and system 
set-ups to be complaint with the Ui'vIR. 

3 Su SI f,\[A 1\ t\lG Comment I ,etter, ,\ la rgin Requirements for >!o n-Centrally Cleared Derirnti,·es - Remaining Srages o f Initial 
t\largin Phase- In, September 13, 2019, ava ilable at https://www.sifma.org/wp content/uploads/2019/09/S IFM/\-AMG -Letter-on­
thc-Margin-Rcquircments-for-N o n-Ccntrally-Clcared-D erivativcs-l ,.inal-9-13-19.pd f (the "AMG Lette r"). 
4 llicha rd l layncs, \ lad i,on I.au, and 13 ruce 'J'uckman, /11ilia/1\ lmgi11 Phase 5 (October 24, 2018), arnilablc ar 
h tt:ps: // \V\Vw.cf tc.gov /site~/ de fault/ files / A bout/ Econo mic%20i\ nalysis/ I nitial%20Margin%20Phasc%205%20v5 ada.pd f. 
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2. Remove Physically Settled FX Swaps and Forwards from AANA Calculations: Current 
regulations rcc1uirc physically settled FX swaps and forwards to be included in the J\ANJ\ 
calculations but do not require margin to be exchanged for such trades. It is inconsistent for the 
rules to exclude physically settled FX swaps and forwards from the margin calculation but include 
them in the calculation of AANA. Including physically settled FX swaps and forwards carry costs 
that hurt market participants who would not otherwise be in scope for initial margin because of 
both burdensome monitoring, and potentially haYing to post margin if in-scope products (with 
notionals far below the AAN A thresholds) result in having to post and collect initial margin merely 
as a result of their out of scope FX activity. This result is ironic given that deliverable l'X 
transactions arc overwhelmingly used to hedge risk, for example, risks resulting from differences 
between the i1wcstor's home currency (e.g., U.S. dollar) and the denomination of the investment 
(e.g., a range of emerging market currencies for an emerging market equity investment strategy). 
Asset manager have begun observing these anomalies in reviewing indicative Phase 5 and 6 
calculations. l'or example, one asset manager has identified a fund that may exceed the Phase 6 
J\i\NJ\ threshold due to $10 billion notional in deliverable l'X and $1 billion notional in non­
deliverable forwards and swaps/ swaptions. Because this fund is a global fixed income strategy, 
it hedges all currency to USD as the investment currency of the fund. 

Civcn these costs combined with the irrelc,·ance of deliverable FX for swaps initial margin 
calculations, the Associations request that physically settled FX swaps and forwards be removed 
from the AANA calculation. 

3. Scoping of Seeded Funds: Current US U/v!R rules would require the consolidation of seeded 
funds based on a GAAi' test which is not warranted given the limited and passive nature of the 
relationship between seeded funds and their sponsors. Such consolidation is not rec1uired for 
UCJTS-rcgulatcd funds under the EC's adoption of the UJ\IR, which may create an opportunity 
for regulatory arbitrage and competitively disadvantage U.S. markets. The Associations continue 
to urge regulators to not require a seeded fund to aggregate its notional exposures with those of 
its parent or other commonly consolidated entities for purposes of calculating is AANA. To 
accomplish this exclusion, we recommend that the Prudential Regulators consider the following 
language which would serve as a carve-out for seeded funds: 

"Invcstn1cnt funds that arc tnanagcd by an invcsttncnt ad,0isor arc considered distinct entities 
that arc treated separately when applying the threshold (as long as the funds arc distinct legal 
entities that arc not collatcralizcd by or arc otherwise guaranteed or supported by other 
invcsttncnt funds or the iITvcsttncnt advisor in the c\-cnt of fund insokcncy or bankruptcy) 
and shall not be considered to be an "affiliate" or "margin affiliate" of any other entity for a 
period of three years after such in\·cstn1c11t fund co1111ncnccs trading." 
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Such an interpretation would be consistent with BCBS-IOSC0 5 standards and the Prudential 
Regulators' recognition of seeded funds in the Volcke r Rulc.6 

J\bscnt any changes to the AANA consolidation requirements for seeded funds under the 
existing UMRs, it may become prohibitively expensive for newly seeded funds to use derivatives 
or FX because of the mandatory I!V[ requirements that they may be subject to and the resulting 
subs tantial costs on returns for investors. This would not be clue to the seeded fund's individual 
swap activity presenting any systemic risk, but solely as a result of the Ul'vIR requirement to 
aggregate its 1\J\ Ni\ calculations with a sponsor or commonly consolidated entities that may have 
material swaps exposures, despite those entities having neither transparency as to, nor control 
over, the sccclccl fund's trading. In addition, given the disparity between the EU's approach and 
o ther jurisdictio nal requirements, E U regulated funds may choose to o nly trade with E U dealers 
and thus, this may result in a shift in liquidity and a competitive disadvantage for US and other 
markets as some market participants take advantage of the regulatory arbitrage o pportunities. 

4. GAAP Accounting Analysis for Certain Privately-Run Entities: Certain privately-run entities, 

including non-public and mutual insurance companies, do not routinely perform GAAP 

accounting analysis on their enterprises. l;or example, non-public and mutual insurance companies 
arc subject to statutory accounting s tandards. For these entities, it is a significant expense to 
perform GJ\AP accounting analyses for the limited purpose of determining whether an entity's 

i1n-estment and use of uncleared oYer-thc-countcr derivatives is subject to initial margin solely as 

a result of the combined over-the-counter derivatives activity o f such entity together with o ther 
entities that JJJ011/,d be consolidated under a GAAP analysis. This analysis is not a o ne-time event, 

but is required on an ongoing basis as new entities arc formed or merged into other 
enuucs. Certain industry participants would accordingly like to engage with regulators to 

determine if an alternative approach may be available for companies that arc not otherwise 

required to perform G AAP accounting analysis (or, depending o n the jurisdiction, lFRS) . 

Implementation Jssucs and Potential Solutio ns: 

l. Use of Money Market Funds ("MMFs"): The current definition o f forms o f eligible margin 
contains res trictive language that would broadly disqualify many (if no t most) lVflVIFs currently 
used by asset managers, specifically, the limitatio n that "the !money market) fund's assets may no t 
be transferred through securities lending, securities borrowing, repurchase agreements, reverse 
repurchase agreements or other similar mcans"7

. As furthe r noted in the Al\IG Letter, we believe 

s 13CBS-IOSCO \largin llequiremcnts for l\o n-Cemrally C lea red Derivati,·cs (.\la rch 2015) , ava ilable at 
http,://www.bis.org/bcbs/publ/ d317.pdf. (See Footnote # I 0, stating " J rwestment funds that arc m anaged by an investment ach·iso r 
arc considered distinct entities that a rc treated separately when applying the threshold as long as the funds arc distinct legal entities 
that M C not colla te ralisecl by o r arc othe rwise guaranteed o r supported b y o ther investment funds o r rhc investment ad\' isor in the 
e,·em o f fund insolvency o r ban kruptcy.") 
6 See the ;\\ IG J ,cn e r a t 7. 
7 12 C l'll 237.6 (C l·T C eligible collateral); 12 C FI{ 2.',7.7 (Cl·T C segregation of collateral); 12 C FR 4 5.6 (Comptrolle r o f Currency 
el igible colbtcral); 12 CFR 45.7 (Comptroller o f Currency segregario n of collateral); 12 CFR 23 7.6 (Federal Rese rve eligible colbte ral); 
12 CFR 237.7 (Federal Resen ·e segregatio n o f collateral); 12 CF I{ 349.6 (FDIC eligible collateral) 12 C l'l{ § 349.7 (FDJC segrega tion 
o f collateral); 12 C RI' 624.6 (FC \ eligible collateral); 12 C l'R 624.7 (FC:1\ segregation o f collate ral); 12 C FR 122 1.6 (Fl II',\ eligible 
co llate ral); 12 CFR '122 1.7 (1~111 ' ,\ segregation of collate ral). 
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I. 

II. 

this restriction to be unwarranted and request it be retnoved fron1 the relevant section noted 
herein. 

2. Minimum Transfer Amounts ("MTA") for SMAs: the current framework prm·idcs operational 
and docutnentation chal1enges that will continue to con1pound as the itnplctnentation of 
regulatory Jill with Si'vli\s captures increasingly more countcrpartics. \Ve request that the 
Prudential Regulators adopt the approach outlined in the CFTC's DSIO No-Action Letter 17-12 
that allows for asset managers to apply no greater than a $50,000 MTJ\ to each separate SMA it 
tnanages. 

The Associations arc appreciative of the agencies' continued commitment to facilitating a smooth 
implementation of the UMR and in addition to the proposed solutions above, is prm·iding specific 
feedback to the Proposal below. 

Specific Comments on the Proposal: 

Additional Compliance Date for the Initial Margin Requirements 

The Associations arc supportiYc of the Prudential Regulators' proposal to both extend the 
compliance schedule of the UMR by one year and split the final phase in two. In doing so, the 
Prudential Regulators acknowledged industry concerns regarding operational complexities associated 
with Irv! calculation and third-party scgregation.8 While the Associations agree with these concerns, 
the proposed changes only take a step towards alleviating issues in the near term. To that end, we 
bclic,·e there arc substantial implementation issues that would not be resoh-ed by an extension of the 
compliance date. 

One example, as outlined in the Ail!G I .cttcr, is in the context of a beneficial owner with Sil!J\s. 
In this scenario, only the beneficial owner will ha,·c knowledge of the total notional amount of 
dcrivatiYes at the client's legal entity leYcl. Thus, asset managers must solicit each client (that it trades 
derivatives on behalf of) to determine whether their total notional amount exceeds the UMR notional 
threshold. This knowledge gap, between an asset manager and its SMA clients, is a distinct issue from 
those faced by the entities brought into scope by the first three phases, and will likely rc<1uirc more 
than an i1nple1ncntation schedule extension to alle,riate. 

Accordingly, while the 1\ssociations arc supportive of the Proposal's changes to the 
implementation schedule of the UIIIR, we respectfully request the Prudential Regulators consider the 
suggested solutions abo,-c. 

Documentation Requirements 

The Associations' n1e1nbcrs arc supporti,·c of the Prudential Regulators' proposal to an1cnd the 
UMR to expressly state that a covered swap entity is not rec1uired to execute initial margin trading 
docrnnentation with a countcrparty prior to the tin1c that it is rcc-1uircd to collect or post initial 111argin. 
This would be consistent with consistent with the March 5, 2019 BCB-IOSCO statement and CFl"C 

8 Prudential Proposal at 59977. 
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] .cttcr No. 19-16, published on July 9, 2019, that provides guidance on the documentation requirement 
for initial margin . 

III. Pro osed Rule on Interbank Offered Rates· Portfolio Com ression Exercises and Other 
Life Cycle Events 

T he Associations arc generally supportive of the agencies' proposal to amend the Swap I'vfargin 
Ruic to preserve the legacy status of a non-cleared swap after a covered swap entity replaces certain 
reference rates, and swaps that arc subject to portfolio compression exercises, and o ther li fe cycle 
events. 

\'{lhiJe the Associations' members do not have specific additions to the proposed list of Interbank 
Offered Rates ("IBORs") outlined in the Proposal, we're appreciative of the agencies' recognition of 
certain reference rates, as well as, the agencies' proposal to also allow for a more forward-looking 
standard "designed to encourage covered swaps entities to resolve critical uncertainties before an 
interest rate benchmark is discontinued, o r loses its market relevance ... "9 13y providing for a flexible 
standard in addition to including specific reference rates, market participants would be afforded the 
ability to mitigate issues relating to problematic reference rates prior to any market disruptions. 

IV. Non-Cleared Swaps Between Covered Swaps Entities and an Affiliate 

The Associations arc supportive of the proposal to exempt transactions between CSEs and an 
affiliate for the initial margin requirements. 

W c appreciate your consideration of this letter and look forward to discussions that will 
address the issues raised. Please do not hesitate to contact Jason Silverstein, at jsilverstein@sifma.org 
or at + 1-212-313-11 76, or Carl Wilkerson, at carlwilkerson@acli.com, or at + 1-202-624-2118. 

Sincerely, 

Jason Silverstein, Esq. 
Asset l\fanagemcnt G roup - Managing Director 
and J\ ssociatc General Counsel 
Securities Industry and f-inancial Markets 
J\ ssociation 

9 l'rudcnrial Propo,al at 59974. 
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Carl Wilkerson 
Vice President & Chief Counsel, Securities 
J\ mcrican Council o f] ,ifc Insurers 



CC: C.S. Commodity Futures Trading Commission 
U.S. Securities and Exchange Commission 
Secretariat of the Basel Committee on Banking SupetYision Bank for International 
Settlements 
Secretariat of the International Organization of Securities Commissions 
Board of Gm·ernors of the l'ederal Reserve System 
European Banking Authority 
European Central Bank 
European Cotntnission 
European Securities and l\farkets Authority 
Australian Prudential Regulation Authority 
Brazil National Monetary Council 
Canada Office of the Superintendent of Financial Institutions 
Central Bank of Brazil 
Central Bank of Ireland 
Hong Kong Monetary Authority 
Japan Financial Services Agency 
J ,uxctnbourg Cornmission de Surveillance du Scctcur Financier 
Monetary Authority of Singapore 
Korean Financial Supervisory Sen·ice 
Swiss Financial Market Supervisory Authority 
South African Prudential Authority 
South African Jiinancial Sector Conduct Authority 
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Appendix I 

Descriptions of the Associations 

SIFMA AMG brings the asset management community together to provide views on U.S. and 
global policy and to create industry best practices. S!Fl\IA Al\IG's members represent C.S. and 
global asset management firms whose combined assets under management exceed S45 trillion. The 
clients of SIFMA AMG member firms include, among others, tens of millions of individual 
investors, registered invcsttncnt cotnpanics, cndow1ncnts, public and private pension funds, UCITS 
and private funds such as hedge funds and private equity funds. 

ACLI is a national trade association representing 280 life insurers that hold over 95 percent of the 
industry's total assets. Our members serve 75 million American families that rely on life insurers' 
products for financial and retirement security. AC:l J's members offer life insurance, annuities, 
rctirctncnt plans, long-tcnn care, disability incotnc insurance, and reinsurance. 
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AMG Letter 



asset management group 

September 13, 2019 

Secretariat o f the Basel Committee on Banking 
Supervisio n Bank for Internatio nal Settlements 
Secretariat of the I ntcrnatio nal O rganizatio n o f 
Securities Commissio ns 
Board o f Governors o f the Federal Reserve 
System 
European Banking /\utho ri ty 
European Central Bank 
European Commission 
European Securities and Markets J\ utho rity 
Farm Credit Administration 
Federal D eposit I nsurnnce Corpo ratio n 
Federal I lousing f inance Agency 
Financial Conduc t Authority 
Office of the Comptroller o f the Currency 
U.S. Commodity Futures Trading Commission 
U.S. D epartment o f the Treasury 

U.S. Securities and I•:xchangc Commissio n 
1\ustralian Prudential Regulatio n Authority 
Brazil Natio nal l\[onetary Council 
Canada O ffice o f the Superintendent o f l ;inancial 
Institutions 
Central Bank o f Brazil 
Cent ral Bank o f Ireland 
I lo ng Ko ng Mo neta ry Autho rity 
Japan f-inancial Services 1\ gency 
I ,uxembo urg Commission de Surveillance du 
Secteur Financier 
i\fonctary Authority of Singapore 
Ko rean l ;inancial Supervisory Service 
Swiss Financial i\farkct Supervisory f\uthority 
South f\ frican Prndential Authority 
South African Financial Sector Conduct Authority 

Re: Margin Requirements for Non-Centrally Cleared Derivatives - Remaining Stages of Initial 
Marg in Phase -In 

Dear Sirs and l\fad ams: 

'l l1e 1\ ssct Management Group o f the Securities Industry and 1 :inancial Markets Association ("AMG") 1 

is writing in regards to several scoping and implementation issues that asset managers and their clients arc 
facing in the remaining phases o f the implementatio n of initial margin ("IM") requirements for non-centrally 
cleared de rivatives (commo nly referred to as the "Uncleared Marg in Rules" o r "UMRs"). 

\'\
1e suppo rt the recent J uly 23, 201 9 jo int statement of the Basel Committee o n Banking Supervision 

("BCBS") and the International Organizatio n o f Securities Commissions ("IOSCO") (the "July 23, 2019 
Statement") recommending extending implementatio n o f the remaining phases o f the Ul\fRs (by splitting 
Phase V into two phases). \Ve encourage global regulators to ado pt the July 23, 2019 Statement for regulatory 
certainty and clarity.2 In particular, and consistent with the July 23, 2019 Statement, an intermediary phase-in 

1 SI Fi\lJ\ J\_\lG brings the asset managemcn t co111muni1y togc1her to provide , ·iews on U.S. and global policy and to create industry best 
practices. Sll 'i\-11\ 1\ i\lG's members represcn1 U.S. and global asse1 m anagem en t firms \\'hose com bined assets under management 
exceed S45 trill ion. The clients o f S I F\11\ 1\\IG member firm s include, amo ng o thers, tens of millions o f indi,·idual in,·esrors, registered 
im·es1m ent com panies, cndo wmen1s, public and pri\'ate pensio n funds, UCITS and p rivate ft,nds such as hedge fund s and private eq uity 
funds. 

2 \Ve applaud Ii,e Fann Credit 1\clminis tration, the l'ecleral Deposit Insurance Corpo ration, the l'ecleral I lo using Finance ,\ gency, the 
Office of the Com ptroller of the Cu rrency (U.S. Depar tment o f 1he T reasury), the Board o f G overn o rs oft.he Federal Reserve Sys tem 

l 
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period between Phase IV and Phase V set at an amo unt above EUR/USD 50 billion3 would allow market 
participants and regulators to assess and hopefully address difficulties in implementation prior to the rush o f 
countcrpartics coming within scope at the E UR/USD 8 billion thrcshold,4 and would allow for the tapered 
dc\·elopmcnt of market infrastructure necessary for success ful compliance. 

\Ve also support the i\Iarch 5, 2019 joint statement of BCl3S/IOSCO (the "March 5, 2019 
Statement")5 clarifying that "the l UMR] framc,\·ork docs not specify documentatio n, custodial or o peratio nal 
rcguircmcnts if the bilateral initial margin amount docs not exceed the framework's [EUR/USD] 50 million IM 
threshold," and we appreciate that this clarifica tion was effectively adopted in an 1\dvisory issued on July 9, 
2019 by the Division of Swap Dealer and Intermediary Oversight ("DSIO") of the Commodity Futures Trading 
Commission ("CFTC") (the "Advisory"). 1\ s you know, a number of buy-side entities will become subject to 
the current UIVIR.s in Phases IV and V solely as a result of their aggregate average no tio nal amount ("AANA") 
exposures, because many of these entities do not necessarily p resent systemic risk, and even though a significant 
portion of the 1\ 1\ N i \ may be made up of transactions no t subject to margin obligations, such as physically 
settled fX uansactions . In order to help ensure that the Ul\fRs do not impose undue burdens o n these buy­
side en tities and their sell-side countcrpartics, we urge glo bal regulators to promptly ado pt or publicly support 
the clarificatio n provided in the March 5, 2019 Statement and the J\dvisory.6 

While global regulatory adoption of bo th the March 5, 2019 Statement and the July 23, 2019 Statement 
\\·o uld provide some much-needed certainty to the industry, those statements do not fully resolve other 
important scoping and implementation challenges presented by the Ul\fRs. The time p rovided by the 
intermediary phase-in period rccommenclccl by the July 23, 2019 Statement w ill allow additional time that should 
be used by regula tors to address the fundamental scoping and implementation issues discussed herein. 7 For 
the reasons described further in this letter, we respectfully rcgucst that regulators take the following actions: 

Scoping 

• l II the ,v11/ext of a benefi,ia/ oumer ivith multiple sepamte/y 111a11aged acmm1ts thm11gh Vltf!tiple asset 1J1c111agers 
(each aciv1111t, a11 'SMA '), permit the ca/m/atio11s of the LiUR/ USD 50 111illio11 IM threShold ('1M 
Threshold ') to be do11e an1111al!J, rather thc111 daib1, 11si11g the same measurement pniod that is wed for 
pe1fonni11g the AANA ca!culatio11s. 1\ s further described herein, approaching the II\! Threshold 
calculation in this way allows it to be an cffccti\·c scoping too l for the Ui\!Rs; alternative 

(together, rhe "Prude ntial Regulators''), the Australian l'rude111ial Regulation i\11tho ri1y, the I long Ko ng ;\ lo netary i\u1ho rity, the 
l\lonetary /\urhority of Singapore and the South Korean Financial Supcn ·isory Service for expressing sup po rt for 13Cl3S/ IOSCO 's push ­
out approach and for their efforts to develop rules ex1c11di11g the implementation rimcline. 

l \Ve recognize that no t all rcgubtors will use this number or its equivalent, but the EUR/ lJSD fi gures will be used throughout for 
re ference because it most closely reflects the figures in the March 20 19 Statement. 

4 In addition, we believe that the EC R/ USD 8 billio n threshold should be raised, as d iscussed in Pan I, Section (b) o f this letter. 

1 13C I3S/ IO SCO Statemen t on the Final lmplcm enratio n Phases o f the Margin Req ui rements for :--.;on -centrally Cleared Deri,·a ti,·cs, 
dated !\larch 5, 2019, available at https://www.bis.org/press/p190305a.h tm . 

6 \Ve commend the Prudential Regulato rs, the Au stralian Prudential Regulation 1\ u1ho rity, the Canada O ffi ce o f the Superintendent o f 
Financial lnsti1u1io ns and the I long Ko ng ?vlonctary t\ utho rity for also supporting the March 5, 201 9 Statem ent. 

7 \\le recognize tha t the Securities and l•:xchangc Com missio n 's ("SEC") fin al uncleared margin rules for securi ty-based swaps arc no t 
yet e ffective; howe,·er, as those rules come into effect, largely the same concern s will apply to security-based swap dealers, and 
adjus1mcnts in regulations sho uld apply simibrly to security-based swap dealers 10 the extent any such adjus tments arc made. S ee 8,J 
Fed. Reg. 43872 (i\ug usr 22, 20 19) (Sl~C's uncleared margin rules regarding Security-Based Swap Dealers and J\ lajor Security-Based 
S\\·ap Participants). 
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approaches arc unduly burdensome from an operational and documentation perspective, 
create uncertainty and may result in unworkable deadlines and trading disruptions. 8 

• Pmvide an exemption, to the extent not alrear/y available,j,vJJJ consolidating seeded investment fimds 1Pith their 
sponsors forpmposes ef AA.i.\!A cale11htions. Consolidation is not warranted given the limited and 
passive nature of the relationship between seeded funds and their sponsors, as described in 
this letter; moreover, such consolidation is not required for UCITS-regulatcd funds under the 
EU's adoption of the Ui\IR.s, which may create an opportunity for regulatory arbitrage and 
competitively disadvantage U.S. and other markets. 

• Provide rm exemption for pl?J·sical!JJ settled foreign exdHmge ("FX ") SJvaps and fonrrmls Jivm A/11\T/J 
calculations. Including physically settled FX swaps and forwards is not warranted because 
they arc short-dated and highly liquid transactions that present low long-term or systemic 
risk and do not require the exchange of IM under the rule. 

• Pmvide rm exemption for single-stock eq11i!J options and index options /mm 111mgin req11in:tt1ents. The 
EL"s equity option derogation is set to expire in January 2020, but the reasons for such 
derogation or extension still exist, as US regulations do not apply UI\:IRs to equity options, 
which will result in market fragmentation and regulatory arbitrage when the derogation 
expires.9 Other jurisdictions have afforded similar flexibility with respect to security-index 
options and security options. \\'here these exemptions arc time-delimited, we urge 
regulators in all relevant jurisdictions to make such exemptions permanent. 

Implementation 

• To the extent the li\1 Thresholds could not be calculated using the standard /1/ll\T/l JJJeasureJJJen! period, 
pmvide a grace pe1iod for ... li\f/ls Jo!loll'ing notice from the applicable sl/Jap dealer that aggregate !AI is near or 
ex,wds the Ii\'[ Threshold dming which the Ji\fA, through its respedil'e asset JJJa11ager, m11s! complete the 
m:cessa'J' dom111entation and [)'Siem set-u_ps. 1\11 expectation of immediate action would be 
unreasonable considering that asset managers lack the transparency to predict when a client's 
aggregate Ii\I (across all of its asset managers) with a swap dealer and its affiliates is at or near 
the li\I Threshold. \\\thout such a grace period, swap dealers may decide to halt trading with 
some or all of the asset managers for an Slvli\ without much advanced notice until they comply 
with the new Ul\1Rs. This could negati\ccly impact managers' performance and may force 
them to novate or early terminate existing transactions, thus causing clients to suffer 
unnecessary costs or losses in their portfolios. Additionally, once the aggregate If\-1 is near or 
exceeds the li\.I Threshold, there may be complications in determining how to sub-allocate the 
li\I Threshold across asset managers and a swap dealer (and its affiliates, if any) for purposes 
of determining how much Hvl should be collected from each Si\L\ of a beneficial owner. 
Similar to minimum transfer amounts ("MT As") as discussed below, sharing or allocating H.I 
Thresholds dynamically would be challenging and impractical from an operational and 
documentation perspective, potentially requiring multiple amendments to reallocate sub­
allocations of the Il\I Thresholds as the number of asset managers and/ or volume of trading 
acti\·ities change. 

8 As discussed briefly in Part I of this letter, the failure to adopt the proposed annual appro;1ch to calcubting the I\I Threshokl would 
m:ike it even more critical to implement other scoping adjustments, such as raising the J\ANA thresholds for the rcm:,ining U\.IR phases 
and removing deliverable foreign exchange swaps and forwards from the A'\1\'.A calculation. 

9 Commission Delegated Regulation (ELJ) 2016/2251 (43), October ,f, 2016. 
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• 17-xpand the list of eligible collateral, in partimlm; '?J removing the 1111d11/y restrictive co11ditio11s to the use of 
111O11ry market fl111ds ('MMFs '). The current restrictions on the use of !\livIFs broadly disqualify 
many (if not most) !\I!\!Fs, which wo uld result in economic and op erational inefficiencies and 
create unnecessary burdens o n asset managers and their clients. 

• Adopt relief similar to that provided i11 CF/'C l'lo-Actio11 Letter 11-12 topm11it asset managers to adopt a 
fixed sub-MT/I at each SM/I /eve/ rather tha11 having to activefy sha,~ the C(ggli?gate J\!{'J /I per each SMA 
OI/J/ler 1/Jith each SI/Jap dealer. \Vith the impleme ntation of regulatory IM, there is an even more 
pressing need to ensure that allocations of !\{1'1\ , which represents a combined amount o f 
required IM and required variatio n margin, arc handled effectively and efficiently; the flat 
allocation approach in cr-1 ·c l .cttcr 17-1210 e nsures that the regulatory purpose of !\fl 'i\s is 
served while minimizing operatio nal challenges and documentation burdens for asset 
managers. 

• R.e111ove back-testing and inlema/ governance process requimnentsfar non-dealers' use of g/obal!J accepted I J\ll 
models. 1\ s summarized in a recent letter to EU rcgulators,11 non-dealers coming into scope 
during Phases IV and V sho uld not be subjec t to internal back-testing requirements and should 
not be required to go through the initial approval process when u sing globally approved IM 
models such as !SD/\ SI i\II\ I. 

\Ve discuss these issues in more detail below. \Ve recognize that there arc diffe rences amo ng various 
jurisdictio ns' rules, and therefore the issues in this letter may be more or less relevant in o ne jurisdiction th an 
another. Ultimately, we have advocated for, and continue to support, a level global regulatory playing field. 
Accordingly, o ur v iews on the issues ide ntified herein arc directed towards the establishment o f a glo bal 
standard and minimization of cross-border inconsistencies. 

I. SCOPING ISSUES 

(a) The IM Threshold Can Serve as an Effective Scoping Tool if it is Calculated Annually Using 
the Same Time Period as the AANA Calculation. 

In former CFl'C Chairman Giancarlo's April 29, 2019, letter to the rcdcrnl Reserve Board o f 
Directors, 12 the the n-Chai rman acknowledged that in the absence of certain relief under the Ui\ IRs (e.g., raising 
the 1\ ANA threshold from $8 billion to $50 billio n), the Ii\f Threshold becomes an even more important 
scoping tool for determining which e ntities should be subject to regulatory IM requireme nts, including 
docum entation, custodial, and operatio nal requirements. Specifically, the former Chairman se t forth his view 
that " fc]ntitics with notional amounts greater than S8 billio n but calculated margin less than S50 1nillio n fi .c., 
calculated margin that docs not exceed the TM Threshold]" sho uld b e "spared the exp ense of preparing to 
exchange margin." \Ve wholchcartcclly support the former Chairman's balanced approach. 

10 Cl·TC Leiter ~o. 17-12 (dated, February 13, 2017) 
https: //www.cftc.gov/sites/ default/ filcs/idc/groups/public/@lrlcttcrgcncral / documcn ts /letter / 17 -12 .pd f. 

at 

11 Sec International Swaps and l)cri,·ati,·cs t\ ssociation (" ISDA''), Associatio n o f the l.uxc!llbourg Fund I ndus1ry ("ALFI'') and SI 1;:di\ 
lc1tcr ro 1hc l~uropcan Securities and i\larkc1s 1\u1ho rity ("ESl\·IA''), Furopcan flanking 1\utho rity (" EBA'') and 1: uropean lnsurnncc 
and Occupa1ional Pcn,;ions i\u1hority ("EIOPA''), \lacch 17, 2019 at https://www.isda.org/a/Y3ttv1E/2019.05.17 E U-Letter IM-
1\lodcls FINJ\L.pdf. 

12 Cl·T C Chairlllan G iancarlo's 1.ctrcr to Federal Rcscn ·e Board Vice Chairman l{andal K. Q uarles on Phase Fi,·c Im plemen tatio n, 
cb1cd May 2, 20 I 9, available at h ttps://www.cfrc.gov/PrcssRoom/PrcssRclcascs/7922-19. 

4 



Precisely how often the Il\I Threshold should be calculated is not, howC\ccr, described in the former 
Chairman's letter, in the 1\dvisory, or under the Ul\IRs. For instance, in adopting the Ui\:IRs, C.S. regulators 
did not explicitly identify the frequenr:y of the IM threshold calculation, instead focusing on its methodology: "The 
$50 million threshold is measured as the amount of initial margin for the relevant portfolio of non-cleared 
swaps and non-cleared security based swaps, pursuant to either the internal model or standardized initial margin 
table used by the covered swap entity rand its consolidated affiliatcsJ." 13 As a result, there is some latent 
ambiguity regarding the frequency with which such calculations should be made. 

If the IM Thresholds arc required to be calculated daily on an aggregate basis, a host of cotnplications 
and challenges may arise, particularly in the context of S.i\IJ\s. J\n SMA client may have multiple strategics 
executed through separate asset managers. The Sl\.IA approach achieves a diversity of investment 
perspectives/expertise and asset allocations for the im-cstcd assets and mitigates concentration risks. In these 
Sl\IA arrangements, each asset manager for a Si\lA client generally trades under agreements it negotiates on 
behalf of its SivIA client, 111,'lintains separate assets under management for its strategy and has no transparency 
nor control as to the derivatives activities executed through other asset managers nor to the client's (and the 
client's consolidated affiliates') aggregate exposures across all of its derivatives positions. \'('bile an individual 
swap dealer may not have transparency to the Si\lA client's AANA across all swap dealers, it, however, will 
have visibility across that SMA client's trades through all asset managers with the swap dealer and its affiliates. 
Additionally, under certain Ui\'IRs, it is the covered swap entity (i.e., the swap dealer) '\vho is expected to 
calculate the amounts of Ii\I that arc required to be exchanged between itself and its counterparties and, solely 
\\·ith respect to its counterparties whose 1\i\Ni\s exceed the threshold for the rcle\'ant year, to monitor whether 
the aggregate 11\:I requirements would exceed the li\.1 Threshold. 

If the li\1 Threshold has to be calculated on a daily basis, then the swap dealer in this scenario would 
be calculating at least two separate margin amounts e\-cry day: 

(1) per each asset manager for the same Si\.lA client (and its consolidated affiliates), the margin 
requirement to be exchanged based on existing margin methodology,1"' and 

(2) the aggregate simulated li\.1 requirements for the same Si\IA client (and its consolidated affiliates), 
using the swap dealer's internal model, Sli\li\I, or standardized initial margin table, in order to sec 
how close the simulated li\1 is (across all asset managers trading on behalf of the Si\.L\ client (and 
its consolidated affiliates) with the dealer and its affiliates) to the Ii\1 'l'hreshold. 15 

Running a minimum of two types of calculations (potentially on a real-time basis) per day per Si\.IA 
client-one pursuant to existing margin methodology and the other a simulated calculation per each asset manq_~er 
to check against the Il\.f 'l'hreshold and then aggregating those calculations across managers for the same Si\L\ 
client (and its consolidated affiliatcs)-poscs obvious operational costs and undue burdens on both the sell­
side and the buy-side. As the Prudential Regulators h,ffe obserYed, it could create a "significant operational 
burden" to have to calculate "initial margin collection amounts on a daib,' basis e\·cn though no initial margin 

13 See 80 Fed. Reg. 74840, 748M (Nm·. 30, 2015) (Prudential Regulators' fiml uncleared margin rules); see aho 81 1-'ed. Reg. 636, 653 
(Ian. 6, 2016) (C:FJ'C's fin.ii uncleared margin rules). 

14 This \\·ould be a net requirement, a:-suming that the asset man:igers ,,-oukl not split old trades from ne,,· trades or require \·ariation 
m:1rgin to be calculated separate from voluntary l?v[. If the asset manager did split its legacy book from new trans:ictions, it coL~d further 
exacerbate the numl.wr of margin calls and cakulatiom the swap dealer would hanc to perform on a daily basis. 

1' 12 CF.It§ 23.154 (CFJ'C rule re L\1 models); 12 C:.FR. 45.8 (Comptroller of Currency rule re l:\f models); 12 Cl .R. 237.8 (Federal 
Rcsen·c rule re I.\! modcb); 12 C.J-'.lt 349.8 (!·DIC rule re 1.\1 models); 12 C:.1-'.R 1221.8 (Fl Jl.'i\ rule re 1.\1 models). 
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would be expected to be collected.'' 16 Furthermore, if, in the course of daily calculation and monitoring, the 
swap dealer determines that the Ii\! Threshold is exceeded or close to being exceeded, then the Si\IA client's 
asset managers must immediately work ·with the same Si\IA client, Si\:fA client's li\1 custodian, and the swap 
dealer (and any affiliates) and the swap dealer's tri-party agent to get all of the documentation and accounts in 
place by the relevant regulatory li\.J deadlines. Swap ckalers may also selectively choose to prioritize the legal 
and operational set-up with a subset of the SI\IA client's asset managers, therefore effectively shutting down 
trading with the smaller managers or with managers doing less trading on a temporary or permanent basis. 
Practically speaking, however, regardless of the number of asset managers, it may be impossible to successfully 
accomplish this race against the clock as each manager and swap dealer simultaneously compete for the same 
custodian's and tri-party agent's time and resources. The process of negotiating and finalizing UI\IR compliant 
documentation and completing the operational set-up is lengthy and complex, frequently taking market 
participants up to a year or more to complete. 

In light of the problems with a daily calculation of the Ji'vf Threshold, Ai\IG urges rcgubtors to confirm 
that the following proposal is acceptable: the IM Threshold would be calculated amuwl/y, using the same 
calculation periods used to determine whether J\ANJ\ thresholds arc exceeded. In adopting the calculation 
approach for the AANA threshold, the U.S. regulators explained that the specified time period (i.e.,June,July, 
and August of the previous year) "is appropriate to gather a more comprehensive assessment of the financial 
end user's participation in the swaps market, and to address the possibility that a market participant might 
'window dress' its exposure ... " 17 The regulatory comfort with using a three-month period once a year to 
measure AANA should also apply to using the same approach for calculating the IM Threshold. Both the 
AANA threshold and the IM Threshold function as scoping tools and, together, they would determine and 
provide much needed certainty as to whether an entity is in scope for regulatory Hv1 for the period beginning 
September of the relevant year (or, after the final implementation phase-in, for the period beginning January of 
the relevant year). 

Once an asset manager(s) for an Si\IA client receives notice from the applicable swap dealer that the 
Si\1A client's simulated Ii\:f Threshold and 1\AN1\ threshold were both exceeded during the calculation period, 
they would proceed to put in place required documentation for regulatory Ii\L If the thresholds were not 
exceeded, then the parties \nmld know with certainty that the Sl\JA client \vould not be subject to regulatory 
I.M requirements at least until the next annual calculation period. This approach would remoYe the costs and 
complexities of swap dealers having to do simulated Ii\! calculations on an ongoing basis throughout the year 
and, for asset managers' Si\:L\s, it would eliminate the additional complexities around potentially negotiating 
(and renegotiating) the sub-allocations of IM Thresholds and monitoring IM levels across multiple asset 
managcrs 18 and unnecessary fire-drills to ensure the documentation and operational set-ups arc completed by 
the time the aggregate regulatory IM across all asset managers is at or near SSO million. 

An added ackantagc of this approach is that, unlike 1\ANA thresholds \\·here only underlying clients 
\\-ith differing levels of sophistication ha\-c full transparency into their aggregate notional exposures, the Ii\! 
Threshold can be calculated on an annual basis accurately and relatively simply by swap dealers. Additionally, 
the swap dealers could calculate the Ii\I Thresholds for the rclcYant AANi\ calculation periods and pre­
determine the narrower client base who may potentially be in scope of the regulatory IM requirements well in 

16 See 80 Fed. Reg. 57366 (Sept. 24, 2014) (Prndential Reguhtor's Proposed \largin and Capital Requirements for Covered S\\·ap:: 
l•:ntities). 

\7 See 80 Feel. Reg. 74840, 74857 (~oY. 30, 2015). 

1~ 1\ny apprmch i,wolving a "flat'" sub-allocation of the I\[ Threshold would also be problematic. t;ndcr tk1t approach, if an S'.\:!1\ 
exceed:: its assigned sub-allocation (representing a portion of the S50 million unmargined credit exposure), the S\I:\ would potentially 
be subject to rcgubtory ]\[ requirements even though it is unlikely to present systemic ri~k and, on an aggregate basi~, the S\L\ client 
might not ha\·c exceeded the I.\:! 'llucsholcl. 
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ackancc o f receiving confirmation whether such clients have exceeded the 1\ 1\ Ni\ thres ho lds. The I i\! 
Threshold calculations could essentially drive where 1\ i\NJ\ calculatio ns arc necessary, greatly increasing 
precision, reducing work needed to identify in scope accounts, and providing much needed predictability fo r 
all parties. 

(b) Failure to Adopt an Annual Approach to Calculating the IM Threshold Would Make it Even 
More Critical to Implement Other Scoping Adjustments. 

If the p roposal set forth above for annual calculatio n o f the I !\I Threshold is not ado pted, then it is 
unlikely that the IM Threshold would be a workable and effective scoping tool. It would then be even more 
critical to raise the current gross notio nal threshold of EUR/USD 8 billion for Phase V, in addition to 
implementing an intermediary phase-in as recommended by the July 23, 2019 Statement. 19 The gross notional 
threshold o f EL'R/ USD 8 billio n sho uld be adjusted because most o f the countcrpartics that will come into 
scope <lo no t contr ibute materially to systemic risk but will incur the undue costs o f compliancc.20 

(c) Seeded Funds Should Not Be Consolidated with Their Sponsors for Scoping Purposes. 

The 1\1\fG continues to urge regulators to not require a seeded fund to aggregate its notional exposures 
with those o f its parent o r other commo nly consolidated entities for pmposcs of calculating its 1\ J\N i\ .21 J\ 
seeded inves tment fund is a fund which has received a large po rtio n o f its starting capital from a larger fund (a 
"sponsor"). The relationship between a sponsor and a seeded fund is not analogous to the relatio nship 
between a parent company and its subsidiaries. \v'hile the sponsor may retain a pass ive, equity interest in the 
seeded fund, neither it no r its commonly consolidated entities co ntrols or has transparency into the 
management o r trading o f the fund. The seeded fund re tains independent management and inves tmen t 
discretion and has independent fiduciary duties to the o ther investors in the fund (if any). 1\ dditio nally, the 
spo nsor's exposure to the seeded fund is capped at its investment, similar to any other pass ive inves tment. In 
the Volcker Ruic, the Prudential Regulators recognized that it is common practice to seed funds (in particular, 
retail funds) in order to build a track record in performance and attrac t third party invcs tors.22 Seeded funds 
typically d o not have uncleared swaps exposu res that pose significan t risks to S\\'ap countcrpartics or the 
financial sys tem and most will never exchange Ji\[ under the Ui\rn.s (absent the consolidatio n requiremen ts) 
because their swaps exposures will be below the 11\I Threshold. 

It is also worth no ting that the E U ado ptio n o f the Ui\!Rs do no t require consolidatio n fo r UCI'J'S­
rcg ulatcd funds. This principle sho uld be expanded in the E U to apply to all seeded funds regardless o f whether 
they arc U J-rcgulatcd and consistently adopted in other jurisclicrio ns. 1\bscnr any changes to the ,\ J\N/\ 
consolidatio n requirements for seeded funds under the existing Ui\IRs, it may become prohibitively expensive 
fo r newly seeded funds to use derivatives o r f,X because of the mandatory Ji\[ requirements that they may be 
subject to and the resulting substantial costs on returns for investo rs. This would not be clue to the fund's 
individual swap activi ty p resen ting any sys temic risk, but solely as a result of the Ui\m. requirement to aggregate 

19 i\hnaged Funds /\ssociation, October 25, 2018 letter to BC BS and !OSCO https://www.managcdfunds.org/wp­
contcnt/uploads /2018/ 11 /!Vil I A-1 ,cttcr-UM R-1 mplcmcntation-Challcngcs-for-Final-Stagcs-of-l l\'I-Phasc-in.pd f 

20 Sec Cl·T C /\nalysis, Initial J\la1:gi,: Phcm 5, October 24, 2018. Can be found at: 
https: //www.cftc.gov/sites/ defau It/ fi lcs /A bout/ Economic%20A nalysis/ I nitial%20ivlargi n%20Phase%205%20v5 ad a.pd f. (ref erred 
to hereafter as "CF'J'C Analysis") . Sec also i\largin Requirements fo r Non-Cen trally Cleared Dcrivati,·es - Final Stages of In itial \ largin 
Phase-In , at: https://www.isda.org/a/5cvr-'.J,:/lnitial-Margin-l'hasc-Jn-Implcmcntation-Joint-'l'raclc-Association-Commcnts.pdf. 
(referred to herea fter as " ISDA Data''). 

21 Sec ;\ \ IG letter to U.S. regulators, March 24, 2016, at https://www.sifma.org/wp-contcnt/uploads/2017/0Shifma-amg-submits­
supplcmental-commcnts-to-multiplc-rcgulators-rcgarding-rcqucst-for-rclief-on-final-margin-mlcs-for-unclcared-swaps­
transactions.pdf. 

22 12 C.I . IC §248. 12(a)( l); sec also h ttps://www.fcdcralrcscrvc.gov /supcrvisionrcg/faq.htm# l 6. 
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its AANA calculations with a sponsor or commonly consolidated entities that may have material swaps 
exposures, despite those entities hadng neither transparency as to, nor control over, the fund's trading. In 
addition, given the disparity between the EC's approach and other jurisdictional reguirements, EL' regulated 
funds may choose to only trade with EU dealers and thus, this may result in a shift in liguidity and a competitive 
disadvantage for US and other markets as some market participants take advantage of the regulatory arbitrage 
opportunities. 

(d) FX Swaps and Forwards Should Be Excluded From AANA Calculations. 

Physically settled foreign exchange ("FX") swaps and fonvards should be removed from calculations 
of J\ANA because these products do not, under the rnlcs, independently require ln1 exchange. Ai\JG 
recommends this exemption for the same reason that regulators do not require Uv1 to be exchanged under the 
Ui\JR.s. l·X swaps and fonvards arc short-dated and highly liquid transactions that present low long-term or 
systemic risks. According to the ISDA Data and the CFl'C Analysis, approximately 30% of countcrparties 
and relationships will be brought into scope in Phases IV & V solely because of their l •X swaps and forwards 
activity even though their material swaps exposures do not pose a significant risk to the financial system. 

It is customary in the FX market for countcrparties to extend the settlement date of their trades 
through a mechanism called a "roll". Rolls arc effected by closing out an existing trade and then reopening a 
new position with the new settlement date. Accounts that roll physically settled FX swaps and forwards over 
month-ends may account for the large number of entities that arc brought into scope in the ISDA Data that 
do not trade marginable securities. These entities arc only brought into scope because of their FX swaps and 
forwards activity since the value of each nominally separate trade may not be netted in the 1\AN A calculation. 
1\s a result, gross currency positions rolled over a month-end would be included three times in the AANA 
calculation: once for each of the original position, the close and reopen, which artificially inflates AANA. 

It is inconsistent for the L'l\IRs to exclude physically settled l·X swaps and fon\·ards from the 
calculation of Ji\[ but include them in the calculation of AANA. Derivatives that do not require the exchange 
of IM under the rules should not be considered when determining whether a counterparty is in scope to 
exchange margin. 

(e) The EU Equity Option Derogation (and Other Similar Exemptions) Should Be Extended 
Indefinitely. 

Single stock eguity options and stock index options arc not currently considered in the calculation of 
Ii\I under US, EC, Singapore, I long Kong and Korean Ui\IRs, but equity options will become subject to the 
li\I requirements under those Ul\IRs in early 2020.23 Thereafter, different rules will apply between CS and 
other markets, creating opportunities for regulatory arbitrage. EU, Singapore, I long Kong and Korean CMRs 
should be amended to exempt equity options from Ii\I and variation margin requirements prior to January 
2020. The stated reason for the derogation in the EU Li\JRs still applies to Ci\IRs across all jurisdictions: "to 
an>id market fragmentation and ensure a level playing field" for local counterparties and to provide a period of 
time to monitor regulatory developments in other jurisdictions to "ensurle] that appropriate requirements arc 

23 For El; t;;\IR$, $CC Rcgubtion No. 2016/225 I of October 4, 2016 Supplementing Regulation (EL'.) '.'\o 648/2012 of the European 
Parliament and of the Council of July 4, 2012 on OTC Deri\-atin's, Central CountCJl)'.Hties and Trade Rcpo~itories with Reg:ml to 

Regulatory Technical Standards for Ri~k-:\litigat.ion Techniques for OTC Dcri,·atin· Contracts :\:ot Cleared by a Centr:11 Countcrparty 
(as corrected by (:ommis~ion Delegated Regulation (1-~L~ 2017 /323 of Janmry 20, 20 ! 7)(thc "I\fargin RTS"). 
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in place in the Pocai jurisdiction] to mitigate countcrparty credit risk in respect of !equity o p tions] whilst 
avoiding scope for regulatory arbitragc." 24 

II. IMPLEMENTATION ISSUES 

(a) Once the IM Threshold is Close to Being Exceeded or is Exceeded, Grant Time Relief as 
Needed for Compliance with Regulatory IM Requirements and Develop a Feasible Approach 
for Allocating the IM Threshold. 

To the extent that the ll'vl Thres holds could no t be calculated using the same Ai\N,\ measurement 
period, then at least a six-mo nth "moratorium" period that begins when an asset manager receives notice fro m 
a S\vap deale r that the ll'vl Threshold is exceeded should be granted to allow sufficien t time for SivIAs through 
their asset managers to complete the necessary documentation and system set-ups. Asset managers arc not 
positio ned to undertake immediate action o n behalf o f Sl\fi\s given that they lack transparency to predict when 
the Si\ft\ client's aggregate IM (across all o f its asset managers) with a swap dealer and its affilia tes is at or near 
the ll\I Threshold. J\dditio nally, swap dealers may unilaterally, and without much advanced notice, decide to 
halt trading with some or all asset managers for Sl\It\s until they arc in compliance with the regulato ry l i\I 
requirements. Although the morato rium period would be helpful to achieve compliance within a reasonable 
timcframc, it would not address the problem, as discussed in Part I above, that S\\·ap dealers would still need to 
track hypothetical ll\I Thresholds daily for all Sl\ lJ\ countcrpart:ics, even before they were otherwise required 
to post IM. 

In addition, the lack o f visibility that makes it prac tically impossible for asset managers and their Sl\f ,\ 
clients to calculate the I l\l Threshold also renders it prac tically impossible for asset managers to allocate among 
themselves the ll\I Threshold for a given SMi\ client. 1\ gain, o nly the dealers will have the necessary visibility 
to do so; but, again, they will be faced with serious operatio nal challenges: IM positio ns, as well as the identity 
of asset managers a client may employ, may change, thereby potentially affecting how allocatio ns should be 
made. Currently, we arc unaware of any feasible solutio n to this problem and accordingly we ask that regulators 
work with market participants to formulate o ne. 

(b) Barriers to the Use of Money Market Funds as Eligible Collateral Should Be Eliminated. 

\Ve urge global regulators to eliminate the rcstTictio ns and conditions in the various Ul\IRs on the use 
money market funds as eligible I l\l collatcral.25 ,\ s acknowledged by global regulators, the vast majority o f asset 
managers and end-user clients historically have used cash as margin for derivatives transactions. This was in 
large part due to cash being fungible and eas ily transfcrrablc, and not subject to any margin hai rcuts. ,\ s buy­
side market participants have steadily increased the use o f tri-party Ji\[ segregation arrangements (for both 
voluntary and mandatory 11\Q and margin transfer deadl ines continue to contrac t fro m a regulatory perspective, 
there has been a growing p roliferation of the use of money markets funds as a secure and efficient alternative 
to cash margin. l\Iany cl ient custodians offer mo ney market sweep programs that allow asset managers and 
end-user clients the continued operatio nal case of pledg ing cash into the rri-party accounts and then inst ructing 
custodians to sweep such cash into money market fund shares that arc pledged as colla te ral to swap 

2-1 The i\fa rgin lffS, paragraph (43). 

2; Sec ;\\IG jo int letter to U.S. rcgubrors, r\ugust I, 2019, at https://www.sifma.org/wp-contcnt/uploads/2019/08/JSDA-Lcttcr-to­
US-Rcgulators-C:ash-and-Moncy-Markct-l1unds-as-1 nitial-Ma rgin-8.1. 19. pd f. 
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counterparties. The eligible money market funds invest predominantly in treasuries and other high quality, 
short-term government securities. These money market sweep arrangements afford the buy side the ability to 
efficiently meet margin calls in compressed timeframes without having personnel constantly buying or selling 
treasuries or other non-cash assets or dealing with odd lot siLes and other settlement issues. Additionally, asset 
managers and end-user clients can effectively mitigate insolvency risks to the custodians (as non-cash collateral 
\VOtild not be consolidated with the custodian from a supplemental leverage ratio and bankruptcy perspective) 
and potential negative interest rate charges. \Vithout the ability to broadly use money market funds as eligible 
II\1 collateral, asset managers may be forced to liquidate investments and constantly buy and sell other eligible 
forms of non-cash assets that may be sub-optimal for, or inconsistent with, the client's portfolio strategy and 
thus could result also in unnecessary costs and operational burdens, negative performance and/ or tracking 
errors. 

\Vhile the U.S. margin regulations do allow for the use of redeemable securities in a pooled itwestment 
fund that holds only U.S. Treasuries (or securities unconditionally guaranteed by the U.S. Treasury) and cash 
funds denominated in U.S. dollars, this form of eligible collateral is subject to the undue limitation that "the 
fimd's assets mqy not be lransje,red through secmities lending, seettrilies bonvwin!J repurdJase agreements, reverse repurchase 
agreements or other similar merms'~ 26 To the AivIG's knowledge, a significant percentage of all L'.S. money market 
funds engage in some form of these activities in order to mitigate a money market fund's insolvency exposure 
to its custodian and any consolidation issues with respect to any cash held at the custodian as '-'-'ell as to avoid 
any cash drag on performance. As a result, this limitation seYercly reduces the number of eligible money market 
funds that could be used under the Ut1Rs. Al\IG finds the imposition of this limitation to be unwarranted and 
inconsistent with other regulations where regulators have recognized government money market funds as safe, 
high quality investments, such as CFTC Regulation 1.25 (which governs the investment of customer money by 
futures commission merchants ("FCMs") without similar rcstrictions).27 

1\lthough the EU margin regime, as described in the i\fargin H.TS, includes as eligible collateral cash in 
the form of a claim for the repayment of money, such as money market dcposits 28, it imposes unnecessary 

26 12 CFR 237.6 (CFTC eligible colbteral); 12 CFR 237.7 (CFTC segregation of collateral); 12 CFR 45.6 (Comptroller of Currency 
eligible collateral); 12 Cl;R 45.7 (Comptroller of Currency segregation of collateral); 12 Cl;R 237.6 Wederal Reserve eligible collateral); 
12 CFR 237 .7 (l"ederal Resen·e segregation of collateral); 12 CFR 349.6 (!·DIC eligible collateral) 12 Cl-'R § 349.7 (!·DIC segregation of 
collateral); 12 CR]<' 624.6 (!"CA eligible collateral); 12 CFR 624.7 (]"CA segregation of collateral); 12 CTR 1221.6 (FI Ir A eligible 
collateral); 12 CFR 1221 .7 (Fl Il'A segregation of collateral). 

27 Pursuant to Rcgubtion 1.25(c), a money market fund is a permissible investment for customer fonds by an FC!',I so long as it meets 
certain non-problematic requirements and docs not voluntctrily elect to be subject to liquidity fees or redemption restrictions (Sec C:VJ'C 
Letter Ko. 16-68 (No Action) Aug 8, 2016). i\lorcovcr, Regulation 1.25 specifically permits, subject to certain requirements, 1:C:\[s to 
buy and sell otherwise permitted investments pursuant to repurchase and rC\·crsc repurchase agreements. 

28 The Cl-TC has published "comparability determimtions" for margin regulations of the EU and Japan (78 ]!R_ 78923 and 78 Hl 78878 
(EU comparability determination); and 78 FR 78890 and 78 l;R 78910 0apan comparability determination)). These determinations mean 
that certain U.S. market particip,mts facing European or Japanese countcq)artics in uncleared swaps should be able to comply \\·ith the 
margin rules of those jurisdictions rather than the Cl·TC's margin regulations. Similarly, in October 2017, the European Commission 
adopted an implementing decision that the Cl·TC margin requirements should be considered equivalent to those provided for under 
Article 11(3) of Regubtion (EU) No 648/2012. This means that counterpartics within the scope of the EC margin requirements can 
fulfil their obligations by complying \\·ith the CFJ'C's margin regulations, where at least one party to the transaction is established in the 
C.S. and registered \\·ith the CVrC: as a swap dealer or major swap particip:rnt and is subject to the Cl-"J'C's margin requirements. \\.'bile 
these comparability determinations arc helpful, they arc of limited utility to asset managers. First, they arc cffectiw only with respect 
to swap dealers or major swap participants that arc subject to the jurisdiction of the CJ<J'C: and not with respect to the market participants 
under the regubtory jurisdiction of the Prudential Regulators which asset managers' clients face. Second, asset managers' clients may 
still be subject to the duplicative and/or conflicting margin rules of multiple jurisdictions, depending on the jurisd!Ct.ions of each client 
and swap dc;iler and other fanors, such as a client's principal place of business or where a swap deakr h:ls arranged, negotiated or 
executed such transactions. 
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barriers to the use of money market fund s as l i'l'f29, such as (a) the concentration limits applicable to shares or 
units in UClTS under 1\niclc 8(1 )(a) o f the i\fargin HTS and 0)) the requirement under 1\ nnex II of the J\ fargin 
RTS that the ha ircut applicable to an interest in a ucrr is the weighted average o f the haircuts that \\·ould apply 
to the assets in which the underlying mo ney market fund is invested. Such concentratio n limits unjustifiably 
undermine and curtail the effective use o f money market fu nd sweeps as mnkct participants would have to 
actively monito r such limits and/ or potentially use other forms of eligible n1argin. Similarly, absent the ability 
for market participants to actively monitor the investments o f the underlying mo ney market funds and 
dynamically amend the associated haircuts in their credit support documents and in their collateral management 
systems per each mo ney market fund's investments, the hai rcut requirement is practically unworkable. 

(c) Asset Managers Should Be Permitted to Allocate Partial MT As at the SMA Level. 

J\MG urges regulators to globally ado pt the approach outlined in the C FTC's D SIO No-J\ctio n I .ettcr 
17-12 that allows for asset managers to apply no greater than a USD 50,000 ]\!Ti\ to each separate Si\lf\ it 
manages. 'fhis approach o ffe rs a workable solution to the operational and documentatio n burdens that asset 
managers othe rwise have faced since i\farch of 2017 in h aving to negotiate separate sub-allocations of the 
EUR/ USD 500,000 rvr l'!\ \\~th each swap dealer for each S1v1A (and subsequent amendments thereto) despite the fact 
that each manager neither has any control nor transparency as to the number of o ther asset managers trad ing 
with the same dealer for the same Sl\ li\ client. If such relief is not adopted globally, the operational and 
docum entation ch allenges will continue to compound as the implementatio n of regulatory Ii\! with SMi\s 
captures increasingly more coun terpartics given that the l\ITA must be further split between regulato ry IM and 
regulatory variatio n margin per each Sl\U, asset manager and swap d ealer combination. 

(cl) Non-Dealers Using ISDA SIMM and Other Globally Approved Models Should Be Exempt 
from Back-Testing and Model Governance Rules. 

\Vith respect to 1\l'VIG's request that regulators con sider exempting p arties using ISDi\ S li\ lM and 
o ther globally approved mo dels, we refer to the l\farch 17, 2019 le tter re ferred to above.30 Non -dealers coming 
into scope during Phases IV and V should no t b e subject to internal back-testing requirements, and sho uld not 
be required to comply with the initial m argin model approval p rocess when using globally approved IM models 
such as the TSD i\ Sll\ll\ f. 

* * * 

29 Sec i\\lG Comment Letter, Sll ;i\·li\ 1\ ;\ IG's 1:ccdback on l·'.uropcan Commission's 1-:\!IR Proposal, July 18, 20 17, 
h ttps: //www.sifma.org/ wp-con tent/ upload s/2017 /07 IS 11 1M J\-J\MG -l'rovidcs-Commcn ts-on-Europcan-Commission -Proposal-to­
i\mcnd-EM IR.pd f. 
30 Sec ISD1\ , 1\l .1:1 and Sll'\11\ letter to 1-:S'I IJ\, r: 13r\ and 1::1 01',\ , \ larch 17, 20 19 at 
I1t1ps://www.iscla.org/a/Y3tMl<:/20]9.05.]7 EU -Letter IM-Models 111Ni\L.pdf. 
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\Ve appreciate your consideration of this letter and look forward to discussions that will address the 
issues raised. Please do not hesitate to contact Jason Silverstein, at jsilverstein@sifma.org or at +1-212-313-
1176, or 'l'im Cameron at tcameron@sifma.org or at +1-202-962-7447. 

Sincerely, 

Tim Cameron, 1':sq. 
1\sset Management Group - I lead 
Securities I ndusu-y and Financial l\farkets 
/\ssociation 

l2 

Jason Silverstein, Esq. 
J\sset Management Group -1\fanaging Director 
and 1\ssociate General Counsel 
Securities lndusu-y and Financial i\farkets 
1\ ssociation 




