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December 9, 2019

Office of the Comptroller of the Currency
Federal Deposit Insurance Corporation
Farm Credit Administration

Board of Governors of the IFederal Reserve
I'ederal Housing Finance Agency

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)’

Dear Sirs and Madams:

The Asset Management Group of the Securities Industry and Financial Markets Association
(“AMG” or “SIFMA AMG”) and the American Council of Life Insurers (“ACLI” together, the
“Associations”)? appreciate the opportunity to provide comments to the Office of the Comptroller
of the Currency, Board of Governors of the I'ederal Reserve, Federal Deposit Insurance Corporation,
I'arm Credit Administration, and Federal Housing Financing Agency (the “Prudential Regulators™)
on the Proposal. The Associations are supportive of the amendments in the Proposal that would
incorporate the recent Basel Committee on Banking Supervision and the International Organization
of Sccuritics Commissions’ (“BCBS-IOSCO”) statements on documentation and extending the
implementation of the remaining phases of the initial margin requirements for non-centrally cleared
derivatives (“UMRSs”). The Associations are also supportive of the proposed rules on l.LllLf for
IBORs transitions and portfolio compression exercises. While the changes in the Proposal serve to
codify helpful relief for the implementation of the UMR Rules, these changes alone will not remediate
the subshntml challenges faced by asset managers, their clients, and life insurers as they implement
the UMR during the final phases ()f the lmpluncnmtlon schedule, and thercefore, we believe further

changes are 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 of the margin
framework 1s well-timed given the challenges that have arisen as asset managers, their clients, and life

! Margin and Capital Requirements for Covered Swap Entities, 84 Fed. Reg. 59970 (November 7, 2019), available at
https:/ /www.fdic.gov/news/board/2019/2019-09-17 -notice-dis-b-fr.pdf (the “Proposal”).
2 See Appendix 1 for descriptions of SIPMA AMG and ACLL
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insurers have begun preparations for the final stages of the implementation schedule. In response to
these challenges, both AMG and ACLI recently submitted letters to global regulators on the remaining
stages of the initial margin phase-in, and have continued to provide feedback to the Prudential
Regulators.* The Associations continue to have significant concerns with respect to the scoping of
the UMR and implementation issues that are specific to asset managers. To solve for the various
challenges posed by the UMR, in addition to the relief afforded in the Proposal, the Associations
propose certain scoping and implementation solutions for which we believe will allow for a more
orderly implementation of the UMR. A summary of these solutions is provided below.

Scoping Issues and Potential Solutions:

1. Address Burdensome Daily Calculation of Initial Margin by Allowing Annual Calculation
of Initial Matgin and/or Six-Months Grace Period for Documentation: Under the current
regime, once an assct managet’s client has crossed the final two thresholds for initial margin phasc-
in, $50 billion and $8 billion notional, the asset manager and swap dealers must monitotr 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 of 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 notional
amounts (around 11% of the AANA across all phases), has resulted in a number of in-scope
market participants that do not always exceed the $50 million counterparty threshold.® As such,
this daily obligation applied to market participants is overly burdensome, in particular those with
smaller AANA calculations closer to $8 billion. This challenge is exacerbated for a beneficial owner
with multiple sepatately managed accounts through multiple asset managers (“SMA”), where an
asset manager only has knowledge of the derivatives trading it engages in on behalf of an SMA
client and does not have transparency into other derivative trading by the SMA client (either
dircctly or through other asset managers). While the proposed guidance on documentation in the
Proposal is helpful for some relationships, there remains many clients (both funds and SMAs) that
would incur significant burdens and costs to daily monitor their accounts and may suffer trading
disruptions, requirements to terminate or novate trades, negative performance, and more
importantly, the inability to implement prudent risk and portfolio management if the M
Threshold is near or exceeds $50 million. In order to mitigate these concerns, the Associations
are offering the following proposed solutions:

o Permit the calculations of the $50 million IM threshold to be done annually, rather than
daily, using the same measurement period that is used for performing AANA calculations.

o Provide at least a 6-months grace period for firms, following notice from the applicable
swap dealer that ageregate IM [for a client] required to be exchanged under the regulations
equals or exceeds the IM threshold, to complete the necessary documentation and system
set-ups to be complaint with the UMR.

3 See SIFMA AMG Comment Letter, Margin Requirements for Non-Centrally Cleared Derivatives — Remaining Stages of Initial
Margin Phase-In, September 13, 2019, available at https://www.sifma.org/wp-content/uploads/2019/09/STEMA-AMG-1 ctter-on-
the-Margin-Requirements-for-Non-Centrally-Cleared-Derivatives-F'inal-9-13-19.pdf (the “AMG Letter”).
4 Richard 1 laynes, Madison Lau, and Bruce Tuckman, Tuitial Margin Phase 5 (October 24, 2018), available at
https:/ /www.cfte.gov/sites/default/ files/ About/Economic%20 Analysis/ Initial %620Margin%20Phase%205%20v5 _ada.pdf.
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Remove Physically Settled FX Swaps and Forwards from AANA Calculations: Current
regulations require physically settled I'X swaps and forwards to be included in the AANA
calculations but do not require margin to be exchanged for such trades. It is inconsistent for the
rules to exclude physically settled I'X swaps and forwards from the margin calculation but include
them in the calculation of AANA. Including physically scttled I'X 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 having to post matgin if in-scope products (with
notionals far below the AANA thresholds) result in having to post and collect initial margin mercly
as a result of their out of scope I'X activity, This result is ironic given that deliverable I'X
transactions arc overwhelmingly used to hedge risk, for example, risks resulting from differences
between the investor’s home currencey (e.g., U.S. dollar) and the denomination of the investment
(c.g., a range of cmerging market currencies for an emerging market equity investment strategy).
Asset manager have begun obscrving these anomalies in reviewing indicative Phase 5 and 6
calculations. For example, onc assct manager has identified a fund that may exceed the Phase 6
AANA threshold due to $10 billion notional in deliverable I'X and $1 billion nottonal in non-
deliverable forwards and swaps/ swaptions. Because this fund is a global fixed income strategy,
it hedges all currency to USID as the investment currency of the fund.

Given these costs combined with the itrelevance of deliverable I'X for swaps initial margin
calculations, the Associations request that physically settled I'X swaps and forwards be removed
from the AANA calculation.

Scoping of Seeded Funds: Current US UMR rules would require the consolidation of sceded
funds based on a GAADP test which is not warranted given the limited and passive nature of the
relationship between seeded funds and their sponsors. Such consolidation 1s not required for
UCT1S-regulated funds under the 1EU’s adoption of the UMR, 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 patent or other commonly consolidated entitics for purposes of calculating 15 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:

“Investment funds that are managed by an investment advisor are considered distinct entitics
that arc treated separately when applying the threshold (as long as the funds are distinct legal
entitics that are not collateralized by or are otherwise guaranteed or supported by other
investiment funds or the investment advisor in the event of fund nsolvency or bankruptey)
and shall not be considered to be an “affiliate” or “margin affiliate” of any other entity for a
period of three years after such investment fund commences trading.”



Such an interpretation would be consistent with BCBS-IOSCO?’ standards and the Prudential
Regulators’ recognition of seeded funds in the Volcker Rule.’

Absent any changes to the AANA consolidation requitements for seeded funds under the
existing UMRSs, it may become prohibitively expensive for newly seeded funds to use derivatives
or FX because of the mandatory IM requirements that they may be subject to and the resulting
substantial costs on returns for investors. This would not be due to the sceded fund’s individual
swap activity presenting any systemic risk, but solely as a result of the UMR requirement to
aggregate its AANA calculations with a sponsor or commonly consolidated entities that may have
material swaps cxposures, despite those entities having neither transparency as to, not control
over, the sceded fund’s trading. In addition, given the disparity between the I1U’s approach and
other jurisdictional requirements, U regulated funds may choose to only trade with EU dealers
and thus, this may result in a shift in liquidity and a competitive disadvantage for US and other
markets as some market patticipants take advantage of the regulatory arbitrage opportunitics.

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. For example, non-public and mutual insurance companics
are subject to statutory accounting standards. For these entities, it is a significant expense to
perform GAAP accounting analyses for the limited purpose of determining whether an entity’s
investment and use of uncleared over-the-counter derivatives is subject to initial margin solely as
a result of the combined over-the-counter derivatives activity of such entity together with other
entities that wowld be consolidated under a GAADP analysis. This analysis is not a one-time event,
but is required on an ongoing basis as new entities are formed or merged into other
entities. Certain industry participants would accordingly like to engage with regulators to
determine if an alternative approach may be available for companies that are not otherwise
required to perform GAAP accounting analysis (or, depending on the jurisdiction, TFRS).

Implementation Issues and Potential Solutions:

[. Use of Money Market Funds (“MMFs”): The current definition of forms of eligible margin
contains restrictive language that would broadly disqualify many (if not most) MMLI's currently
used by asset managers, specifically, the limitation that “the [money market] fund’s assets may not
be transferred through securities lending, securities borrowing, repurchase agreements, reverse
reputchase agreements or other similar means™". 7 As further noted in the AMG Ietter, we believe

5 BCBS-TOSCO Margin Requirements for Non-Centrally Cleared Derivatives (March 2015), available at
https:/ /www.bis.org/bebs/publ/d317.pdf. (See Footnote #10, stating “Investment funds that are managed by an investment advisor
are considered distinet entities that are treated separately when applying the threshold as long as the funds are distinet legal entities

that are not collateralised by or are otherwise guaranteed or supported by other investment funds or the investment advisor in the
event of fund insolvency or bankruptcy.”)
6 See the AMG Letterat 7,
712 CIR 237.6 (CIFIC eligible collateral); 12 CFR 237.7 (CFIC segregation of collateral); 12 CI'R 45.6 (Comptroller of Currency
cligible collateral); 12 CI'R 45,7 (€ -omptro ller of Currency segregation of collateral); 12 CFR 237.6 (ederal Reserve eligible collateral);
12 CFR 237.7 (I' ‘ederal Reserve segregation of collateral); 12 CIR 349.6 (FDIC eligible collateral) 12 CIR § 349.7 (I° DIC segregation
of (O”d[krﬂl;, 12 CRIF 624.6 (FCA eligible collateral); 12 CIR 624.7 (FCA segregation ofu;lht(ml,, 12 CFR 1221.6 (FIEFA cligible
collateral); 12 CEFR 1221.7 (FIHEA segregation of collateral).
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this restriction to be unwarranted and request it be removed from the relevant section noted
herein.

2. Minimum Transfer Amounts (“MTA”) for SMAs: the curtent framework provides operational
and documentation challenges that will continue to compound as the implementation of
regulatory IM with SMAs captures increasingly more countetpartics. We request that the
Prudential Regulators adopt the approach outlined in the CI'I'C’s IDSIO No-Action Letter 17-12
that allows for assct managers to apply no greater than a $50,000 MTA to cach separate SMA it
manages,

‘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 providing specific

feedback to the Proposal below.

Specific Comments on the Proposal:

I.  Additional Compliance Date for the Initial Margin Requirements

The Associations are supportive 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 TM calculation and third-party segtegation.® While the Associations agree with these concerns,
the proposed changes only take a step towards alleviating issues in the near term. ‘L'o that end, we
believe there are substantial implementation issues that would not be resolved by an extension of the
compliance date.

One example, as outlined in the AMG ILetter, is in the context of a beneficial owner with SMAs.
In this scenario, only the beneficial owner will have knowledge of the total notional amount of
derivatives at the client’s legal entity level. Thus, asset managers must solicit cach 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
thase faced by the entities brought into scope by the first three phases, and will likely require more
than an implementation schedule extension to alleviate.

Accordingly, while the Associations arc supportive of the Proposal’s changes to the
implementation schedule of the UMR, we respectfully request the Prudential Regulators consider the

suggested solutions above.

II.  Documentation Requitements

‘The Associations’ members are supportive of the Prudential Regulators’ proposal to amend the
UMR to expressly state that a covered swap entity 1s not required to exccute initial margin trading
documentation with a counterparty priot to the time that it is required to collect or post initial matgin.
This would be consistent with consistent with the March 5, 2019 BCB-1OSCO statement and CII'C

& Pradential Proposal at 59977,



III.

IV.

Letter No. 19-16, published on July 9, 2019, that provides guidance on the documentation requirement
for initial margin.

Proposed Rule on Interbank Offered Rates; Portfolio Compression Exercises, and Other
Life Cycle Events

The Associations are generally supportive of the agencies’ proposal to amend the Swap Margin
Rule to preserve the legacy status of a non-cleared swap after a covered swap entity replaces certain
reference rates, and swaps that are subject to portfolio compression exercises, and other life cycle
events,

While 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, or loses its market relevance. . .”” By 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.

Non-Cleared Swaps Between Covered Swaps Entities and an Affiliate

The Associations are supportive of the proposal to exempt transactions between CSlis and an

affiliate for the mitial margin requirements.

We 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 Carl Wilkerson, at carlwilkerson(@acli.com, or at +1-202-624-2118.

Sincerely,

Jason Silverstein, Iisq. Carl Wilkerson
Asset Management Group —Managing Director Vice President & Chief Counsel, Securities
and Associate General Counsel American Council of Life Insurers

Sccurities Industry and I'inancial Markets
Association

? Prudennal Proposal at 59974,



CC:

LU.S. Commodity I'ututes T'rading Commission

U.S. Securitics and lixchange Commission

Sccretariat of the Basel Committee on Banking Supervision Bank for International
Settlements

Secretariat of the International Organization of Securities Commissions
Board of Governots of the Federal Reserve System

Furopean Banking Authority

European Central Bank

IZuropean Commmission

Luropean Securities and Markets Authority

Australian Prudential Regulation Authority

Brazil National Monetary Council

Canada Office of the Supcerintendent of Financial Institutions
Central Bank of Brazil

Central Bank of Ireland

Hong Kong Monctary Authority

Japan I'inancial Services Agency

Luxembourg Commission de Sutveillance du Secteur Financier
Monetary Authority of Singapore

Korean Financial Supervisory Service

Swiss Iinancial Market Supervisory Authority

South African Prudential Authority

South African Financial Sector Conduct Authority



Appendix 1

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. SIFMA AMG’s members represent U.S. and
global asset management firms whose combined asscts under management exceed $45 trillion. The
clients of SIF'MA AMG membet firms include, among others, tens of millions of individual
investors, registered investment companies, endowments, public and private pension funds, UCITS
and private funds such as hedge funds and private equity funds.

ACLI s 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 familics that rely on life insurers’
products for financial and retirement secutity. ACLI’s members offer life insurance, annuities,
retirement plans, long-term care, disability income insutrance, and reinsurance.
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asset management group

September 13, 2019

Secretariat of the Basel Committee on Banking
Supervision Bank for International Settlements
Secretariat of the International Organization of
Securities Commissions

Board of Governors of the Federal Reserve
System

European Banking Authority

Furopean Central Bank

Luropean Commission

Furopean Securities and Markets Authority
Farm Credit Administration

Federal Deposit Insurance Corporation
Federal IHousing Finance Agency

Financial Conduct Authority

Office of the Comptroller of the Currency

U.S. Securides and Fxchange Commission
Australian Prudential Regulation Authority
Brazil National Monetary Council

Canada Office of the Superintendent of 'inancial
Institutions

Central Bank of Brazil

Central Bank of Ireland

Hong Kong Monctary Authority

Japan Financial Services Agency
Luxembourg Commission de Surveillance du
Secteur Financier

Monetary Authority of Singapore

Korean Financial Supervisory Service

Swiss Financial Market Supervisory Authority
South African Prudential Authority

U.S. Commodity Futures Trading Commission South African Financial Sector Conduct Authority

U.S. Department of the Treasury

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

Dear Sirs and Madams:

The Asset Management Group of the Securities Industry and Financial Markets Association (“AMG™)!
15 writing in regards to several scoping and implementation issues that asset managers and their clients are
facing in the remaining phases of the implementation of initial margin (“IM”) requirements for non-centrally
cleared derivatives (commonly referred to as the “Uncleared Margin Rules” or “UMRs”).

We support the recent July 23, 2019 joint statement of the Basel Committec on Banking Supervision
(*BCBS”) and the International Organization of Securities Commissions (“IOSCO”) (the “July 23, 2019
Statement”) recommending extending implementation of the remaining phases of the UMRs (by splitting
Phase V into two phases). We encourage global regulators to adopt the July 23, 2019 Statement for regulatory

certainty and clarity.? In particular, and consistent with the July 23, 2019 Statement, an intermediary phase-in

VSIFMA AMG brings the asset management community together to provide views on U.S. and global policy and to create industry best
practices. SIFMA AMG’s members represent U.S. and global asset management firms whose combined assets under management
exceed $45 tnllion. The clients of SIFMA AMG member firms include, among others, tens of millions of individual investors, registered
investment companies, endowments, public and private pension funds, UCI'TS and private funds such as hedge funds and private equity
funds.

2 We applaud the Farm Credit Administration, the FFederal Deposit Insurance Corporation, the Federal Housing Finance Agency, the
Office of the Comptroller of the Currency (U.S. Department of the Treasury), the Board of Governors of the Federal Reserve System

1
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period between Phase 1V and Phase V set at an amount above EUR/USD 50 billion? would allow market
participants and regulators to assess and hopefully address difficulties in implementation prior to the rush of
counterparties coming within scope at the EUR/USD 8 billion threshold,* and would allow for the tapered
development of market infrastructure necessary for successful compliance.

We also support the March 5, 2019 joint statement of BCBS/IOSCO (the “March 5, 2019
Statement”)® clarifying that “the |UMR] framework does not specify documentation, custodial or operational
requirements if the bilateral initial margin amount does not exceed the framework’s [EUR/USD] 50 million TM
threshold,” and we appreciate that this clarification was effectively adopted in an Advisory issued on July 9,
2019 by the Division of Swap Dealer and Intermediary Oversight (“DSIO”) of the Commodity Futures Trading
Commission (“CFTC”) (the “Advisory”). As you know, a number of buy-side entities will become subject to
the current UMRs in Phases IV and V solely as a result of their aggregate average notional amount (“AANA”)
exposures, because many of these entities do not necessarily present systemic risk, and even though a significant
portion of the AANA may be made up of transactions not subject to margin obligations, such as physically
settled FX transactions. In order to help ensure that the UMRs do not impose undue burdens on these buy-
side entities and their sell-side counterparties, we urge global regulators to promptly adopt or publicly support
the clarification provided in the March 5, 2019 Statement and the Advisory.6

While global regulatory adoption of both the March 5, 2019 Statement and the July 23, 2019 Statement
would provide some much-needed certainty to the industry, those statements do not fully resolve other
important scoping and implementation challenges presented by the UMRs.  The time provided by the
intermediary phase-in period recommended by the July 23, 2019 Statement will allow additional time that should
be used by regulators to address the fundamental scoping and implementation issues discussed herein.” For
the reasons described further in this letter, we respectfully request that regulators take the following actions:

Scoping

o i the coutext of a beneficial anmer with mulliple separately managed accounts throngh multiple asset nanagers
(ecch accont, an “SMA”), permil the caleulations of the IUR/USD 50 miillion IM threshold (“IM
Threshold”) 1o be done annnally, rather than daily, nsing the same wieasuresent peviod that i wsed jor
performing the AANA calelations. As further described herein, approaching the IM Threshold
calculation in this way allows it to be an effective scoping tool for the UMRs; alternative

(together, the “Prudential Regulators™), the Australian Prudential Regulation Authority, the Hong Kong Monetary Authority, the
Monetary Authority of Singapore and the South Korean Financial Supervisory Service for expressing support for BCBS/TOSCO’s push-
out approach and for their efforts to develop rules extending the implementation timeline.

3 We recognize that not all regulators will use this number or its equivalent, but the EUR/USD figures will be used throughout for
reference because it most closely reflects the figures in the March 2019 Statement.

* In addition, we believe that the EUR/USD 8 billion threshold should be raised, as discussed in Part 1, Section (b) of this letter.

3 BCBS/10SCO Statement on the Final Implementation Phases of the Margin Requirements for Non-centrally Cleared Derivatives,

dated March 5, 2019, available at https://www.bis.org/press/p190305a.him.

6 We commend the Prudential Regulators, the Australian Prudential Regulation Authority, the Canada Office of the Superintendent of
Financial Institutions and the Hong Kong Monetary Authority for also supporting the March 5, 2019 Statement.

27

7 We recognize that the Securities and Exchange Commission’s (“SEC”) final uncleared margin rules for secunty-based swaps are not
yvet effective; however, as those rules come into effect, largely the same concerns will apply to security-based swap dealers, and
adjustments in regulations should apply similarly to security-based swap dealers to the extent any such adjusiments are made. Sz 84
Fed. Reg. 43872 (August 22, 2019) (SEC’s uncleared margin rules regarding Security-Based Swap Dealers and Major Security-Based
Swap Participants).
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approaches are unduly burdensome from an operational and documentation perspective,
create uncertainty and may result in unworkable deadlines and trading disruprions. 8

o Provide an exemplion, lo the exctent nol already avadlable, fror consolidating seeded investovent funds with their
sponsors for purposes of AANA calalations. Consolidation is not warranted given the limited and
passive natute of the relationship between sceded funds and their sponsors, as described in
this letter; moreover, such consolidation is not required for UCITS-regulated funds under the
IU’s adoption of the UMRs, which may create an opportunity for regulatory arbitrage and
competitively disadvantage U.S. and other markets.

o Provide an excemption for physically settled foreign exchange (“FX”) swaps and forwards from AN
calulations. Including physically setted I'X swaps and forwards 1s not warranted because
they are 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.

o Provide an exemption for single-stock equily options and index: aptions from margen requirements. The
1EUs equity option derogation is sct to expire in January 2020, but the reasons for such
detogation ot extension still exist, as US regulations do not apply UMRs to equity options,
which will resule in matket fragmentation and regulatory arbitrage when the derogation
expires.? Other jurisdictions have afforded similar flexibility with respect to security-index
options and sccurity options. Where these exemptions are time-delimited, we urge
regulators in all relevant jurisdictions to make such exemptions permanent.

Implementation

o Ly the exclent the IM Thresholds comld wot be caloulated wsing the siandard AANA measurement period,
provide a grace period jor SMAs following notice from the applicable swap dealer that aggresate IM is near or
exceeds the TN Threshold during which the SMAA, through ity respective assel manager, must complete the
necessary docmeniation and gystem set-ups.  An expectation of immediate action would be
unteasonable considering that asset managers lack the transparency to predict when a client’s
aggregate IM (across all of its asset managers) with a swap dealer and its affiliates 15 at or near
the IM Threshold. Without such a grace period, swap dealers may decide to halt trading with
some or all of the asset managers for an SMA without much advanced notice until they comply
with the new UMRs. 'This could negatively tmpact managers” performance and may force
them to novate or carly terminate existing transactions, thus causing clients to suffer
unnecessary costs or losses in their portfolios. Additionally, once the aggregate 1M 1s near or
exceeds the IM Threshold, there may be complications in determining how to sub-allocate the
IM Threshold across asset managers and a swap dealer (and ies affihates, if any) for purposes
of determining how much IM should be collected from cach SMA of a bencficial owner.
Similar to minimum transfer amounts (“MTAs™) as discussed below, sharing or allocating IM
Thresholds dynamically would be challenging and impractical from an operational and
documentation perspective, potentially requiring multple amendments to reallocate sub-
allocations of the TM Thresholds as the number of asset managers and/or volume of trading
actvitics change.

& As discussed briefly in Part T of this lerter, the failure to adopt the proposed annual approach to caleulating the IM Threshold would
make it even meore critical to implement other scoping adjustments, such as raising the AANA threshelds for the remaining UMR phases
and removing deliverable foreign exchange swaps and forwards from the AANA calculanon,

? Commission Delegated Regulation [(FL 2016/2251(43), October 4, 20106.
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o Lixpand the list of eligible wollateral, in particular, by removing the undily restrictive conditions to the use of
money market funds (‘MMFs”). "The current restrictions on the use of MMEs broadly disqualify
many (if not most) MMUIs, which would result in economic and opcerational inefficiencies and
create unnecessary burdens on asset managers and their clients,

o Adopt relief simitar to that provided in CETC No-Action Letter 17-12 to permil asset masnagers lo adopt a
Jisced sub-MTA at each SMA lvel vather than baving to actively share the aggregate MTA per each SM.-1
owner wilh each nvap deater. With the implementation of regulatory IM, there is an even more
pressing need to ensure that allocations of MT'A, which represents a combined amount of
required IM and required variation margin, are handled effectively and efficiently; the flat
allocation approach in CI'TC Letter 17-121° ensures that the regulatory purpose of MTAs is
served while minimizing operational challenges and documentation burdens for asset
managers.

o Rewove back-festing and infernal governance process requirements for non-dealers’ nie of globally accepted 1M
models. As summarized in a recent letter to U regulators,!! non-dealers coming into scope
during Phases IV and V should not be subject to internal back-testing requirements and should
not be required to go through the initial approval process when using globally approved IM
models such as ISDA SIMM.

We discuss these issues in more detail below. We recognize that there are differences among various
jurisdictions’ rules, and therefore the issues in this letter may be more or less relevant in one jurisdiction than
another. Ultimately, we have advocated for, and continue to support, a level global regulatory playing field.
Accordingly, our views on the issues identified herein are directed towards the establishment of a global
standard and minimization of cross-border inconsistencics.

L 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 CI'I'C Chairman Giancarlo’s April 29, 2019, letter to the Federal Reserve Board of
Directors,'? the then-Chairman acknowledged that in the absence of certain relief under the UMRs (e.g, raising
the AANA threshold from $8 billion to $50 billion), the IM Threshold becomes an even more important
scoping tool for determining which entities should be subject to regulatory IM requirements, including
documentation, custodial, and operational requirements. Specifically, the former Chairman set forth his view
that “[e]ntities with notional amounts greater than $8 billion but calculated margin less than $50 millien [ie.,
caleulated margin that does not exceed the IM Threshold]” should be “spared the expense of preparing to
exchange margin.” We wholcheartedly support the former Chairman’s balanced approach.

LY CI1e Letter No. 17-12 (dated, I'ebruary 13, 2017) available at
https:/ /www.cfte.pov/sites/default/files/idc/groups/public/ @lrlettergeneral /documents /letter/17 -12.pdf.

11 See [nternational Swaps and Derivatives Association (“ISDA”), Association of the Luxembourg Fund Industey (“ALFI”) and SIFMA
letter to the European Securities and Markets Authority (“ESMA”), European Banking Authority (“EBA”) and European Insurance
and Occupational Pensions Authority ("EIOPA”), March 17, 2019 at https://www.isda.org/a/Y3tMLL
Models FINAL.pdf.

2 CITC Chairman Giancarlo’s Letter to Federal Reserve Board Vice Chairman Randal K. Quarles on Phase Five Implementation,
dated May 2, 2019, available at https://www.cftc.gov/PressRoom/PressReleases/7922-19.
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Precisely how often the TM Threshold should be ealeulated is not, however, described in the former
Chairman’s letter, in the Advisory, or under the UMRs. For instance, in adopting the UMRs, U.S. regulators
did not explicitly identify the freguengy of the IM threshold calculation, mstead focusing on its methodolgy: “Lhe
$50 mullion 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 cither the internal model or standardized initial margin
table used by the covered swap entity [and its consolidated affiliates].”® As a result, there is some latent
ambiguity regarding the frequency with which such caleulations should be made,

If the IM Thresholds are required to be calculated daily on an aggregate basis, a host of complications
and challenges may arise, pacticularly in the context of SMAs. An SMA client may have multiple strategies
executed  through separate asset managers.  The SMA approach achieves a diversity of investment
perspectives /expertise and assct allocations for the invested assets and mitigates concentration risks. In these
SMA arrangements, cach asset manager for a SMA client generally trades under agreements it negotiates on
behalf of its SMA client, maintains 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 aftiliates’) aggregate exposures across all of its derivatives positions. While an individual
swap dealer may not have transparency to the SMA 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 UMRSs, it is the covered swap entity (i.c., the swap dealer) who is expected to
calculate the amounts of IM that are required to be exchanged between itself and its counterpartics and, solely
with respect to its counterparties whose AANAs exceed the threshold for the relevant vear, to monitor whether
the aggregate IM requirements would exceed the IM Threshold.

If the IM Threshold has to be calculated on a daily basis, then the swap dealer in this scenario would
be calculating at least zzo separate margin amounts every day:

(1) per cach assct manager for the same SMA client (and its consolidated affiliates), the matgin
requirement to be exchanged based on existing margin methodology,! and

(2) the aggregate simulated IM requirements for the same SMA client (and its consolidated aftiliates),
using the swap dealer’s internal model, SIMM, or standardized initial margin table, in order to sce
how close the simulated M is (across all assct managers trading on behalf of the SMA client (and
its consolidated affiliates) with the dealer and its affiliates) to the IM Threshold.:

Running 2 minimum of two types of calculations (potentially on a real-time basis) per day per SMA
client—one pursuant to existing margin methodology and the other a simulated calculation per each asset manager
to check against the IM Threshold and then aggregating those calculations across managers for the same SMA
client {and its consolidated affiliates)—poses obvious operational costs and undue burdens on both the sell-
side and the buy-side. As the Prudential Regulators have observed, it could create a “significant operational
burden” to have to caleulate “initial margin collection amounts on a daify basis even though no initial matgin

12 See 80 Fed. Reg. 74840, 7486+ (Nov. 30, 2013) {Prudential Regulators’ final uncleared margin rules); see atva 81 Fed. Reg. 636, 633
{Jan. 6, 2016} (CFT'C’s final uncleaced margio rules).

M his would be a net requitement, assuming that the asser managers would not split old trades from new trades or requice variation
margin to be caleulated separate from voluntary 1M, 1€ the asset manager did split its legacy book from new transactions, it could fusther
exacerbate the number of margin calls and calculations the swap dealer would have to perform on a daily basis.

B2 CIER § 23154 (CEFTC eule re IM models); 12 CHR. 45.8 (Comptroller of Currency rule re TM models); 12 C.F.R. 237.8 (Federal
Reserve mle re IM models); 12 CIUR. 349.8 (FDIC rule re IM models); 12 CER. 12218 (FITEA rule ce 1M models).
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would be expected to be collected.” s Turthermore, if, in the course of daily calculation and menitoring, the
swap dealer determines that the TM Threshold is exceeded or close to being exceeded, then the SMA client’s
asset managers must immediately work with the same SMA client, SMA client’s IM custodian, and the swap
dealer (and any affiliates) and the swap dealer’s tri-party agent to get all of the documnentation and accounts in
place by the relevant regulatory TM deadlines. Swap dealers may also sclectively choose to priotitize the legal
and operational set-up with a subset of the SMA client’s assct managers, therefore cffectively shutting down
trading with the smaller managers or with managers doing less trading on a temporaty 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 cach manager and swap dealer simulraneously compete for the same
custodian’s and tri-party agent’s time and resources. "T'he process of negotiating and finalizing UMR compliant
documentation and completing the operational set-up is lengthy and complex, frequently taking market
participarts up to a year or motc to complete.

In light of the problems with a daily calculation of the IM Threshold, AMG urges regulators to confirm
that the following proposal is acceptable:  the IM Threshold would be calculated arrwally, using the same
calculation periods used to determine whether AANA thresholds are exceeded. In adopting the calculation
approach for the AANA threshold, the U.S. regulators explained that the specified time period (L., June, July,
and August of the previous year) “is appropriate to gather a mote comprehensive assessment of the {inancial
end user’s participation in the swaps market, and to address the possibility that a market participant might
‘window dress’ its exposure...”’” 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 nceded certainty as to whether an entity is in scope for regulatory IM for the period beginning
September of the relevant year (or, after the final implementation phase-in, for the period beginning January of
the relevant yeat).

Once an asset manager(s) for an SMA client receives notice from the applicable swap dealer that the
SMA client’s simulated IM Threshold and AANA threshold were both exceeded during the calculation period,
they would proceed to put in place required documentation for regulatory IN. If the thresholds were not
exceeded, then the parties would know with certainty that the SMA client would not be subject to regulatory
IM requirements at least until the next annual calculation period. “Lhis approach would remove the costs and
complexities of swap dealers having to do simulated TM calculations on an ongoing basis throughout the year
and, for asset managers’ SMAs, it would eliminate the additional complexitics around potentially negotiating
{and rencgotiating) the sub-allocations of IM Thresholds and monitoring IM levels across multiple asset
managers' and unnecessary fire-drills to ensure the documentation and operational set-ups ate completed by
the time the aggregate regulatory IM across all asset managers is at or near S50 million.

An added advantage of this approach is that, unlike AANA thresholds where only undetlying clients
with differing levels of sophistication have full transparency into their aggregate notional exposures, the IM
Threshold can be caleulated on an annual basis accurately and relatively simply by swap dealers. Additionally,
the swap dealers could calculate the IM ‘Thresholds for the relevant AANA caleulation periods and pre-
determine the narrower client base who may potentially be in scope of the regulatory IM requirements well in

16 Loe 80 Fed. Reg. 57366 (Sept. 24, 2014) (Prudential Regulator’s Proposed Margin and Capital Requirements for Covered Swaps
lintities).

17 §ee 80 Fed. Reg. 74840, 74857 (Nov. 30, 2015).

® Any approach involving a “flat” sub-allocation of the IV Threshold would alse be problematic. Under that approach, if an SMA
exceeds its assigned sub-allocation {representing a portion of the $30 million unmargined credit exposure), the SMA would potentially
be subject to regulatory 1M requirements even though itis unlikely to present systemic risk and, on an aggregate basis, the SMA client
might not have exceeded the 1M Threshold.
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advance of receiving confirmation whether such clients have exceeded the AANA thresholds.  The IM
Threshold calculations could essentially drive where AANA calculations are necessary, greatly increasing
precision, reducing work needed to identify in scope accounts, and providing much needed predictability for
all parties.

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

It the proposal set forth above for annual caleulation of the IM Threshold is not adopted, 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 notional 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. ' The gross notional
threshold of EUR/USD 8 billion should be adjusted because most of the counterparties that will come into
scope do not contribute materially to systemic risk but will incur the undue costs of compliance.?

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

The AMG continues 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 its AANAZL A
sceded 1nvestment fund is a fund which has received a large portion of its starting capital from a larger fund (a
“sponsor”). ‘The relationship between a sponsor and a sceded fund is not analogous to the relationship
between a parent company and its subsidiaries.  While the sponsor may retain a passive, equity interest in the
sceded fund, neither it nor its commonly consolidated entitics controls or has transparency into the
management or trading of the fund. The seceded fund retains independent management and investment
discretion and has independent fiduciary duties to the other investors in the fund (if any). Additionally, the
sponsor’s exposure to the seeded fund 1s capped at its investment, similar to any other passive investment. In
the Volcker Rule, 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 attract third party investors.?? Seeded funds
typically do not have uncleared swaps exposures that pose significant risks to swap counterparties or the
financial system and most will never exchange IM under the UMRs (absent the consolidation requirements)
because their swaps exposures will be below the IM Threshold.

It is also worth noting that the EU adoption of the UMRs do not require consoldation for UCTTS-
regulated funds. This principle should be expanded in the EU to apply to all seeded funds regardless of whether
they are LU-regulated and consistently adopted in other jurisdictions.  Absent any changes to the AANA
consolidation requirements for seeded funds under the existing UMRs, 1t may become prohibitively expensive
for newly seeded funds to use derivatives or I'X because of the mandatory IM requirements that they may be
subject to and the resulting substantial costs on returns for investors. This would not be due to the fund’s
individual swap activity presenting any systemic risk, but solely as a result of the UMR requirement to aggregate

H \hmgcd Funds  Association, October 25, 2018 ILHLI to  BCBS 'md ](JS( O https[gwwwnﬂmgmdflmdborgg\vp

2 See  CFIC  Analysis, biitial Margin Phase 5, October 24, 2018. Can be found at
htps:/ /www.cfic. ﬁ()v/sltu/duﬁult/ files/ About/ Fconomic%20Analysis/Initial%20Margin%20Phase%205%20v5_ada.pdf. (referred
to hereafter as “CIFTC Analysis™). See also Margin Requirements for Non-Centrally Cleared Derivatives — Final Stages of Initial Margin
Phase-In, at:  htps://www.isda.org/a/SevEE /Initial-Margin-Phase-In-Implementation-]Joint-Trade-Association-Comments.pdf.
(referred to hereafter as “ISDA Data™).

2 See AMG letter to US. ngul.lmh, March 24, 701() at https:

transagnons.pg!f.

2212 C.FR. §248.12(a)(1); see also https:/ /www.federalreserve. gov/supervisionreg/fag.htm#16.



s AANA calculations with a sponsor or commonly consolidated entitics that may have material swaps
cxposures, despite those entitics having neither transparency as to, not control over, the fund’s trading. In
addition, given the disparity between the EU’s approach and other jurisdictional requirements, 13U regulated
funds may choose to only trade with 11U 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
opportunites.

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

Physically sctled foreign exchange (“FX} swaps and forwards should be removed from calculations
of AANA because these products do not, under the rules, independently require IM exchange. AMG
recommends this exemption for the same reason that regulators do not require IM to be exchanged under the
UMRs. I'X swaps and forwards are short-dated and highly liquid transactions that present low long-term or
systemic risks.  According to the ISDA Data and the CIFI'C Analysis, approximately 30% of counterpartics
and relationships will be brought into scope in Phases IV & V solcly because of their I'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 counterparties to extend the settlement date of their trades
through a mechanism called a “roll”. Rolls are effected by closing out an existing trade and then reopening a
new position with the new settlement date. Accounts that roll physically settled I'X swaps and forwards over
month-ends may account for the large number of entities that are brought into scope in the ISDA Data that
do not trade marginable sccurities. These entities are only brought into scope because of their I'X swaps and
forwards activity since the value of each nominally separate trade may not be netted in the AANA calculation.
As a result, gross currency positions rolled over a month-end would be included three times in the AANA
calculation: once for cach of the original position, the close and reopen, which artficially inflates AANA,

It is incensistent for the UMRs to exclude physically settled I'X swaps and forwards from the
calculation of IM 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 4 counterparty is in scope to
exchange margin.

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

Single stock equity options and stock index options are not currently considered in the calculation of
IM under US, EU, Singapore, INong Kong and Korcan UMRs, but equity options will become subject to the
IM requirements under those UMRs in early 202028 “Thereafter, different rules will apply between US and
other markets, creating opportunities for regulatory arbitrage. U, Singapore, Flong Kong and Korcan UMRs
should be amended to exempt equity options from IM and variation margin requirements prior to January
2020, The stated reason for the derogation 1n the LU UMRs still applies to UbIRs across all jurisdictions: “to
avotd market fragmentation and ensure a level playing field” for local counterpartics and to provide a peried of
time to monitor regulatory developments in other jurisdictions to “ensur|e] that appropriate requirements are

# For EL UMRs, see Regulation No. 2016/2251 of October 4, 2016 Supplementing Regulation (EU) No 648/2012 of the Huropean
Patliament and of the Council of July 4, 2012 on OTC Denvatives, Central Counterpactics and ‘Trade Repositories with Regard to
Regulatory ‘Technical Standards for Risk-Mitgation Technigues for OTC Dierivative Contracts Not Cleared by a Central Counterparty
{as corrected by Commission Delegated Regulation (1517 2017 /323 of January 20, 2017)(the “Margin RTS™).
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in place in the [local junsdiction]| to mitigate counterparty credit risk in respect of [equity options| whilst

2224

avoiding scope for re gulatory arbitrage.

IL. 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 IM Thresholds could not be calculated using the same AANA measurement
period, then art least a six-month “moratorium” period that begins when an asset manager receives notice from
a swap dealer that the IM Threshold is exceeded should be granted to allow sufficient time for SMAs through
their asset managers to complete the necessary documentation and system set-ups. Asset managers are not
positioned to undertake immediate action on behalf of SMAs given that they lack transparency to predict when
the SMA client’s aggregate IM (across all of its asset managers) with a swap dealer and its affiliates is at or near
the IM Thresheld. Additionally, swap dealers may unilaterally, and without much advanced notice, decide to
halt trading with some or all asset managers for SMAs until they are in compliance with the regulatory IM
requirements.  Although the moratorium period would be helpful to achieve compliance within a reasonable
timeframe, it would not address the problem, as discussed in Part T above, that swap dealers would still need to
track hypothetical IM Thresholds daily for all SMA counterparties, even before they were otherwise required
to post IM.

In addition, the lack of visibility that makes it practically impossible for asset managers and their SMA
clients to calculate the IM Threshold also renders it practically impossible for asset managers to allocate among
themselves the IM Threshold for a given SMA client. Again, only the dealers will have the necessary visibility
to do so; but, again, they will be faced with serious operational challenges: IM positions, as well as the identity
of asset managers a client may employ, may change, thereby potentially affecting how allocations should be
made. Currently, we are unaware of any feasible solution to this problem and accordingly we ask that regulators
work with market participants to formulate one.

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

We urge global regulators to climinate the restrictions and conditions in the various UMRs on the use
money market funds as eligible IM collateral.  As acknowledged by global regulators, the vast majority of 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 casily transferrable, and not subject to any margin haircuts. As buy-
side market participants have steadily increased the use of tri-party IM segregation arrangements (for both
voluntary and mandatory IM) and margin transfer deadlines continue to contract from a regulatory perspective,
there has been a growing proliferation of the use of money markets funds as a secure and efficient alternative
to cash margin. Many client custodians offer money market sweep programs that allow asset managers and
end-user clients the continued operational ease of pledging cash into the tri-party accounts and then mnstructing
custodians to sweep such cash into money market fund shares that are pledged as collateral o swap

2 The Margin RS, paragraph (43).

% See AMG joint letter to U.S. regulators, August 1, 2019, at htips:
US-Regulators-Cash-and-Money-Market- I'undan'lq-l111l1'1]-\['1r£!1:1 8.1.19. ndf
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counterpartics. The cligible 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 mect margin calls in compressed timeframes without having personnel constantly buying or selling
treasuries ot other non-cash asscts or dealing with odd lot sizes and other setlement issues. Additionally, asset
managers and end-user clients can cffectively mitigate insolvency risks to the custodians (as non-cash collateral
would not be consolidated with the custodian from a supplemental leverage ratio and bankruptey perspective)
and potential negative interest rate charges. Without the ability to broadly use money market funds as eligible
IM 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
CITOTS.

While the U.S. margin regulations do allow for the use of redeemable securitics in a pooled investment
fund that holds only U.S. Treasuries (or securitics unconditionally guaranteed by the US. Treasury) and cash
funds denominated in U.S. dollars, this form of cligible collateral is subject to the undue limitation that “zbe
Sund’s assels may not be transferred through securities lending, securities borrowing, repurchase agreements, reverse repurchase
agreements or other simtlar means”2 "o the AMG’s knowledge, a significant percentage of all U.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 well as to avoid
any cash drag on performance. As a result, this limirtation severely reduces the number of eligible money market
funds that could be used under the UMRs, AMG 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 CIYT'C Regulation 1.25 (which governs the investment of customer moncey by
futures commission merchants (“FCMs™) without similar restrictions).?”

Although the FU matgin regime, as described in the Margin R'1S, includes as eligible collateral cash in
the form of a claim for the repayment of money, such as money market deposits®, it imposes unnecessary

%12 CFR 237.6 (CFIC eligible collateral); 12 CIR 237.7 (CIFTC segregation of collateral); 12 CFR 435.6 (Comptroller of Currency
cligible collaceraly; 12 CFR 43.7 (Comptroller of Currency segregation of collateral); 12 CIR 237.6 (Federal Reserve eligible collateral);
12 CI'R 237.7 (liederal Reserve segregation of collateral); 12 CFR 349.6 (FDIC cligible collateral) 12 CIR § 349.7 (FIXC segregation of
collateraly; 12 CRIY 624.6 (I'CA cligible collareral); 12 CFR 624.7 (IFCA segregation of collateral); 12 CEFR 1221.6 (FIITA eligible
collateraly; 12 CFR 1221.7 (FITFA segregation of collateral).

Z Pursuant to Reguladion 1,23(c), a moncy market fund is a permissible investment for customer funds by an FCM so long as it meets
certain non-problematic requirements and does not veluatarily elect to be subject to liquidity fees or redemption restrictions (See CITLC
Letter No. 16-68 (No Action) Aug §, 2016). Morcover, Regulation 1.23 specifically permits, subject to certain requirements, FCMs 1o
buy and sell otherwise permitted investments pursuant to repurchase and reverse repurchase agreements.

% The CIFI'C has published “comparability determinations” for margin regulations of the EU and Japan (78 'R 78923 and 78 'R 78878
(EU comparability determination); and 78 IR 78890 and 78 1'R 78910 {Japan comparability determination)). These determinations mean
that certain U.S. macket participants facing Europcan or Japancse counterparties in uncleared swaps should be able to comply wath the
margin rules of those jurisdictions rather than the CFI'C’s margin regulations. Similarly, in October 2017, the Furopean Commission
adopted an implementing decision that the CIPL'C margin requirements should be considered equivalent to those provided for under
Article 11(3) of Regulation (1:U) No 648/2012. This means that counterpartics within the scope of the EU margin requirements can
fulfil their obligadons by complying with the CI‘1'C's margin regulations, where at least one party to the transaction 1s established in the
LS. and registered with the CIFIC as a swap dealer or major swap participant and is subject to the CEFI'C?s margin requirements. While
these comparability determinations are helpful, they ace of limited utility to asset managers. Tirst, they are effective only with respect
to swap dealers or major swap participants that ar¢ subject to the jurisdiction of the CITTC and not with respect to the market participants
under the regulatory jurisdiction of the Prudential Regulators which asser managers” clients face. Second, asset managers” clients may
still be subject to the duplicative and/or confliciing margin rules of multple judsdictions, depending on the jurisdictions of cach client
and swap dealer and ather factors, such as a dient’s principal place of business or where a swap dealer has arranged, negotiated or
cxceuted such transactions,
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barriers to the use of money market funds as IM?, such as (a) the concentration limits applicable to shares or
units in UCT'TS under Article 8(1)(a) of the Margin RTS and (b) the requirement under Annex IT of the Margin
R'TS that the haircut applicable to an interest in a UCI'T 1s the weighted average of the haircuts that would apply
to the assets in which the underlying money market fund is invested. Such concentration limits unjustifiably
undermine and curtail the effective use of money market fund sweeps as market participants would have to
actively monitor such limits and/or potentially use other forms of eligible margin. Similarly, absent the ability
for market participants to actively monitor the investments of the underlying money market funds and
dynamically amend the associated haircuts in their credit support documents and in their collateral management
systems per cach money market fund’s investments, the haircut requirement is practically unworkable.

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

AMG urges regulators to globally adopt the approach outlined in the CI'T'C’s DSIO No-Action Letter
17-12 that allows for asset managers to apply no greater than a USD 50,000 MTA to each separate SMA it
manages. This approach offers a workable solution to the operational and documentation burdens that asset
managers otherwise have faced since March of 2017 in having to negotiate separate sub-allocations of the
LEUR/USD 500,000 MTA with cach swap dealer for each SMA (and subsequent amendments therets) despite the fact
that each manager neither has any control nor transparency as to the number of other asset managers trading
with the same dealer for the same SMA client. I such relief is not adopted globally, the operational and
documentation challenges will continue to compound as the implementation of regulatory IN with SMAs
captures increasingly more counterparties given that the MTA must be further split between regulatory IN and
regulatory variation margin per each SNA, asset manager and swap dealer combination.

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

With respect to AMG’s request that regulators consider exempting patties using ISDA SIMM and
other globally approved models, we refer to the March 17, 2019 letter referred to above.® Non-dealers coming
into scope during Phases [V and V should not be subject to internal back-testing requirements, and should not
be required to comply with the initial margin model approval process when using globally approved IM models
such as the ISIDA SIMM.

# See AMG Comment Letter, SIFMA AMG’s Ieedback on Luropean Commission’s EMIR Proposal, July 18, 2017,
https:/ /www.sifma.org/ wp-content/uploads/2017 /07 /STEMA-AMG-Provides-Comments-on-Iuropean-Commission-Proposal-to-
Amend-EMIR.pdf.

M See  ISDA,  ALEFL and  SIFMA  letter to ESMA,  EBA and  EIOPA,  March 17, 2019  at
https:/ /www.isda.org/a/Y3tMIE/2019.05.17 EU-Letter IM-Models FINAL.pdf.
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We appreciate your consideration of this letter and look forward to discussions that will address the
issues raised. Please do not hesitate to contact Jason Stlverstein, at jsilverstein(@sifma.org or at +1-212-313-

1176, or I'im Cameron at gcameron(@sifma.org or at +1-202-962-7447.

Sincerely,

Tim Cameron, 1isq.

Assct Management Group — Head
Securities Industry and Financial Markets
Association

Jason Silverstein, 1isq.

Asset Management Group — Managing Director
and Associate General Counsel

Sccurities Industry and Financial Markets
Association





